
Capitalism is often held to be the best of all possible worlds, or even the only 
possible world, in which the market is underpinned by the highest principles of 
rationality, efficiency, and compatibility with democracy. These truths are backed 
up by economists, a group who present themselves as impartial experts capable of 
operating independently of ideology or political intrusion.

This book questions these “scientific truths”. It discusses the ideological foundations 
of neoliberalism and the value judgements, often kept implicit, in economic theory. 
It analyses the claims of the key pillars of neoliberal economics – the neoclassical 
and Austrian schools of economic thought – and the myths which they propagate 
about markets. It is shown that there is a deep division between the theoretical 
market – the fair market, the free market, the market of equal opportunities, the 
market as a producer of wealth, the market as a forum for discovering and sharing 
information – and the reality. This is not a simple problem of realism. The problem 
also concerns the perfect market idealized by these theories, which is subjected 
to criticism through a process of demystification that reveals the true ideological 
content hidden behind the market myths. There have been various attempts by 
heterodox schools of economics to move beyond this flawed view of the market. 
However, these have struggled to gain mainstream attention because of the cultural 
and political dominance of the neoliberal mindset which is claimed to be objective 
and neutral. Ultimately, the book argues that neoliberalism needs to be countered 
with an alternative based on a progressive decommodification of social relations to 
reduce the real and imagined significance of the market.

This book is essential reading for those interested in Marxist political economy, 
heterodox economics, and critiques of neoliberalism, capitalism and markets.

Giulio Palermo is a researcher in Political Economy at the University of Brescia 
(Italy). He was formerly an official at the Italian Ministry of Economy and Finance. 
His publications deal with Marxism, critique of neoliberalism, relations between 
economics and ideology, ontology, methodology, and power relations.
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In this book, the Marxist critique of political economy is actualized in relation to 
classical analysis in economic thought. It is, therefore, a search from within eco-
nomic science, a precise and tenacious demystification of the very figure of classi-
cal political economy, of its claimed neutrality and its presumption to present itself 
super partes as an objective and necessary indication, unquestionable therefore, of 
the mechanisms regulating the economy.

Giulio Palermo counters market culture by, first of all, demonstrating the incon-
sistency of its scientific foundations. The market’s alleged rationality, efficiency, 
desirability and necessity actually have an ideological and biased content that 
severely conditions scientific thinking. Methodological individualism and the ide-
ology of individualism are inextricably mixed: hence the slide of individualism 
towards consumerism, the deduction of absolute morality in the market game, the 
denial of class struggle and the sanctification of ‘free’ market rules. But the game 
of the market, its efficiency, shows a series of growing limits, not only objective, 
from the point of view of the functioning of the market itself and its structure, but 
also subjective, from the demand side, in the complex and never resolved relation-
ship between individual preferences and the common good. It is here, on these 
subjective and objective margins, that the issue of the struggle against exploitation 
is defined based on the contradictions that the capitalist system shows.

Palermo’s book is therefore highly critical, not only of the assumptions of clas-
sical political economy but, consequently, of all those on the left who make market 
principles their own: it is, in fact, only from the rejection of the logic of exchange 
values as an expression of rationality and social efficiency, that in line with Marxist 
thought, a criterion of rationality based on use values and democratically deter-
mined social priorities can be determined.

This is the central axis of the book. The linear development of the argumentation 
naturally also opens up, in its course, parentheses on the risks of developing the 
theoretical investigation along mined roads that, while detaching from and criticiz-
ing the hard core of the classical theory, do not question its presuppositions. The 
annotations developed on the radical theory of Bowles and Gintis, among others, as 
well as those that Palermo makes from time to time on so-called ‘analytical Marx-
ism’, seem very important to me. Another interesting part is the one concerning the 
so-called market failures and the form in which classical theory remedies them.

Foreword
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We could continue by insisting on other important points for the analysis. Rather, 
it is worth insisting once again on the internality of the critique to its object. It is 
from within that classical political economy must be dissolved. The author bites, in 
many cases leaving the mark of a critique that always wants to reveal the anxiety 
of reconstruction. In fact, this is also a pedagogical book, useful for every reader: 
it is concluded by a glossary of the terminology of classical economics, in its now 
more than secular development, which at the same time clarifies and sometimes 
demystifies certain concepts and/or methodological stereotypes that fill the lan-
guage of economists.

It remains, however, that the fundamental character of this book is political. The 
realization of democratic principles, in a context in which the limits of the market 
are recognized, is affirmed through four interdependent conditions: a definition of 
absolute democratic procedures, the expansion of the economic space regulated 
through the conscious instrument of planning, the progressive affirmation of the 
principle ‘from each according to his abilities to each according to his needs’, the 
progressive decommodification of our lives. These are elements that no innovation 
in Marxism, no going beyond Marx, can get out of the way. Thanks to the author 
for reminding us.

by Toni Negri



This book weaves together economic, political, ideological and moral issues. It 
is, however, first and foremost a book on economics or, more precisely, critical 
economics. In contrast to the approach that dominates economic theory today, the 
book makes no claim to universality, nor does it aspire to provide a unanimously 
agreed view of existing economic and social relations. On the contrary, it is based 
on the assumption that capitalist economic relations are by their nature conflictual 
and that there is, therefore, no point in claiming the superiority of any particular 
worldview, nor in seeking theoretical solutions that can be considered unanimously 
satisfactory.

This theoretical position openly clashes with the self-proclaimed scientific 
neutrality of mainstream economic theory. Indeed, the latter clearly rejects the 
introduction of value judgements, considering them incompatible with the very 
scientific nature of economics. This is why economists do not like to talk about 
value judgements and the role of ideology in economic theory. The problem is that 
avoiding explicit discussion of the values on which political economy is based is 
not sufficient to remove value judgements from economic theory and only serves 
to pass off as neutral scientific prescriptions with necessarily ideological content.

The purported objectivity that characterizes bourgeois economics is therefore 
rejected and explicitly challenged on a theoretical level. This, of course, does not 
mean that the critique I develop is only valid if one espouses a particular ethical 
or political position. In fact, the critique is developed through a process of demys-
tification of the theoretical positions of bourgeois economics aimed at exposing 
the economic interests it reflects and the political conveniences hidden behind its 
normative prescriptions. This work does not require the adoption of any particular 
moral sphere or ideological approach. It is simply a matter of making explicit the 
guiding values of economic and political action that, for reasons of convenience 
or incompetence, are kept implicit by stakeholders and so-called ‘experts’ in their 
economic and political discourses.

Having rejected the presumed objectivity of economic theory, in the parts of this 
book with the most proactive content, although I will limit myself to considering 
the proposals aimed at overcoming the criticisms developed, I will not, however, 
make any effort to conceal my value judgements and political convictions, nor 
will I hesitate to discuss explicitly the different moral value systems and political 
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positions that confront and clash today in parliamentary halls, international fora 
and, above all, in the streets (but, alas, less and less in scientific debates). As the 
Swedish economist Gunnar Myrdal argued, objectivity in social research can never 
be absolute and universal since it necessarily reflects, if only in the definition of the 
problem to be analysed and in the choice of instruments of analysis (but sometimes 
also in the theoretical conclusions), the convictions and values of the theorist, who, 
in a world of conflicting interests, can in no way be considered above the parties 
(Myrdal, 1969). Faced with this situation, all one can do on the level of methodo-
logical correctness is to address the discourse of values explicitly, stating one’s 
motivations and specifying the theoretical implications arising from the different 
ideological premises.

It is obvious that, in the debate on the construction of a social and economic 
system that better responds to the moral principles deemed most appropriate, there 
is no reason to expect a unanimous moral or political consensus. On the contrary, 
it is entirely desirable that the different conceptions and the different concerns and 
aspirations of political actors be openly confronted. From this point of view, I cer-
tainly do not expect that the moral and political reflections I will introduce here 
and there will be immune to criticism from different approaches. However, this 
does not affect the general process of demystification that is intended to be the real 
scientific contribution of this book: the critique of the existing economic and social 
system and its mystified representations does not, in fact, depend in the slightest 
on the adoption of a particular moral sphere. This makes demystification safe from 
the criticism encountered by purely ideological attempts to moralize society, the 
effectiveness of which remains subordinate to adherence at the outset to a particular 
ideology. In some ways, therefore, from a political point of view, the present work 
has only a minimal goal consisting in bringing to light the values that guide eco-
nomic and political intervention, as an indispensable premise for a more general 
rethinking of the capitalist logic of social interaction.

In explicitly addressing the discourse of values, perhaps the greatest obstacle is 
the superficiality with which ideological and moral philosophy issues are treated in 
the political and economic debate. From this point of view, neoliberal thinking, with 
its appeals to unquestionable values such as, indeed, freedom, today constitutes the 
most advanced form of mystification of the ideological and moral discourse.

On a philosophical level, the liberal doctrine in no way implies the defence of a 
world in which everything is permitted, in which all rights are placed on an equal 
footing. On the contrary, the defence of certain rights considered fundamental nec-
essarily requires the imposition of constraints, of restrictions on anyone’s free-
dom of conduct. There are values that can be questioned and others that instead, 
according to liberalism (but also according to other ideological approaches), must 
be considered of a higher order and must therefore be treated as inviolable and 
inalienable. In this sense, the reference to freedom as a fundamental value, without 
specification or contextualization, means nothing. The freedom to kill cannot be 
placed on the same level as the freedom to stay alive. The freedom of a state to 
militarily occupy the territories of other peoples is not the same as the freedom of 
a people to defend its own territory. The freedom to buy and sell products in the 
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market is not the same as the freedom to profess one’s political or religious beliefs 
in society. There is a hierarchy of values and rights on which it is logical for there to 
be disagreement and political confrontation but which it would be absurd to deny. 
The confrontation between different moral systems goes through the discussion 
of different priorities in values and rights, but one cannot reason as if the different 
forms of freedom all have equal moral dignity. First, because in a world of complex 
interactions, one’s freedom is the constraint of another. Second, because the guar-
antee of certain freedoms is only achieved by setting norms, rules and constraints 
that necessarily restrict other types of freedom.

But the real paradox is that in the economic sphere, it is precisely freedom in 
market relations that leads to the trampling of all rights, even those that, on reflec-
tion in terms of values, one would consider inviolable and inalienable. With the 
transformation of every social relationship into a market relationship, rights, even 
those considered morally inalienable, receive a price at which they can be indeed 
alienated. Health, according to many, has no price. Yet when a market for hospital 
care or medicine is created, a price for health is set, and those who cannot afford 
to pay it are de facto deprived of their right to health. The freedom (of some) to 
make profits increases, and that (of others) to grow up healthy or to die with dignity 
decreases. The transformation of liberal philosophy into a market-driven economic 
doctrine, therefore, incorporates a profound contradiction that I believe is worth 
returning to. By elevating economic freedom to an absolute value, neoliberalism 
simply ends up trampling all other spheres of individual freedom underfoot.

Many of the criticisms of neoliberal theories focus on the fact that they are based 
on assumptions far removed from real market systems. Such criticism, this being 
an undeniable fact, is certainly pertinent. However, it is sometimes forgotten that 
the problem with neoliberal schemes lies above all in their underlying injustice, 
concealed behind the pretended goal of the common good. In other words, it would 
almost seem that the true problem is to make real market systems more closely 
resemble the models of neoliberal theory. The point is, however, that even if one 
were to succeed in creating a world in the image of the neoliberal models, every-
thing could be said except that such a world would be unanimously desirable, as 
we are led to believe. This is why it seems important to me to discuss neatly the dif-
ferent theoretical levels on which it is possible to criticize the neoliberal proposal.

My critique of neoliberalism does not only concern the theories that prescribe 
the widening of the sphere of market relations but touches more generally on the 
whole set of theories that take the rationality of the market system as given (even 
if only in its idealized form), that is, that set of theories which ultimately coincides 
with bourgeois economics and which certainly includes the hegemonic theory on 
the scientific level – the neoclassical theory – and the Austrian heterodoxy (which 
takes the liberal doctrine as its explicit philosophical presupposition), but also large 
slices of the heterodoxy which is not explicitly neoliberal, but which accepts, in 
some cases only as a theoretical challenge, the methodological approach and world 
view of the neoclassical theory.

It could be observed that when faced with a set of theories that do not work, it 
is enough to focus the criticism on the most disruptive aspect, on a pillar that is 
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sufficient to bring down the whole edifice. Certainly, criticism of realism is very 
effective, given the abstractness of the assumptions of the models of neoliberal 
theory. However, the critique of the theoretical model remains, in my view, neces-
sary because it shows us that the pillars that are unable to support the neoliberal 
theoretical edifice are numerous and placed at different levels of the theoretical 
structure. Therefore, it becomes important to understand the theoretical conse-
quences of the demolition of each pillar and to determine which of the conclusions 
of the neoliberal theory collapse as the various pillars collapse. The importance of 
this process of systematic critique is twofold: first, it helps us to think about what 
we want; second, it shows us the way to overcome the limitations of the existing 
economic model.

Obviously, then, insofar as the theoretical frameworks used are so abstract as to 
become representations of a world that is not our own, it is also worth questioning 
the true objectives pursued through such frameworks. Thus, in both the critique 
of realism and the critique of the theoretical model, the watchword is one only: 
demystification.

My basic critique of the principle of market rationality lies in the fact that it 
takes on a very particular meaning in economic theory, certainly different from its 
common meaning and highly questionable from the point of view of moral philoso-
phy. And yet, once this principle is accepted in the academic world, it enters fully 
into common sense, taking on new meanings capable of evoking emotions and 
provoking reactions under the illusion that everything rests on a rigorous scientific 
foundation.

The book is primarily aimed at an audience interested in the problems of eco-
nomic theory and their impact on political affairs. The treatment does not presup-
pose any specific knowledge of economic theory and should, therefore, also be 
accessible to the uninitiated. Today, in fact, the greatest difficulties in accessing 
economic discourse derive not so much from the complexity of the subject (which, 
admittedly, is anything but simple) but from the technical and mathematical obsta-
cles that modern economic theory imposes. My attempt, therefore, is to provide a 
critical review of the state of economic research by breaking down the technical 
and mathematical barriers that confine the economic discourse to an expert audi-
ence and that effectively prevent democratic participation in economic and political 
debates.

It is, however, to professional economists that I would like to issue the challenge 
by questioning the general foundations of their science, leaving aside, for once, 
the usual technicalities concerning the latest mathematical tool discovered and its 
economic applications.

Reference
Myrdal, G. (1969) Objectivity in social research. New York: Pantheon Books.
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Introduction

The liberal tradition of thought arose in England and Holland towards the end of 
the 17th century as a political-philosophical reaction against the feudal residues 
existing in society. It brings together feelings of revolt against religious intoler-
ance, political absolutism and hierarchy in social relations, feelings that largely 
reflect the changed economic and political relations, which had shifted decisively 
in favour of the bourgeois class. In the economic field, liberalism takes the form 
of a stream of thought that sees the market as the institution best suited to the free 
manifestation of individual interests and preferences.

In the course of the history of economic thought, the liberal school has devel-
oped various theoretical models, which have, however, been the object of fierce 
criticism. The first influential inspirer of liberalism is the Scottish economist Adam 
Smith, who lived in the 18th century and is regarded by many as the very founder 
of the classical school and of political economy as a whole. According to Smith’s 
theory, the desirability of the market as a mechanism of social interaction depends 
on the possibility of achieving social outcomes beyond the conscious design of sin-
gle individuals. The individual who solely pursues his own interests in the market, 
says the Scottish economist, is guided by an ‘invisible hand’ that leads him to pro-
mote social ends beyond his/her own intentions. The so-called anarchy of markets 
is thus not the source of economic disorder, as one might think, but the real engine 
of economic and social growth (Smith, 1776).

Throughout the period from the 18th century to the present day, classical liberal 
thought has been hotly debated. The harshest critique is undoubtedly that of Karl 
Marx and Friedrich Engels, elaborated during the 19th century and then developed 
by different thinkers, both in the strictly economic field and in the philosophical 
and political fields. Indeed, Marx’s own critique of the capitalist system and its 
representation by bourgeois economics does not have a purely economic dimen-
sion. In capitalism, as in any other mode of production, the economic sphere is 
intimately linked to the social, juridical and cultural spheres. In this dialectical rela-
tionship between the different forms of social action, Marx believes that capitalism 
is characterized by the increasing importance of the economic dimension over all 
the others, with the consequent imposition of the logic of economic accumulation 
on the other spheres of social life as well. Marxian theory is thus not an economic 
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theory in the strict sense: instead, it is a conception of the history of society as a 
whole.

As the hegemony of the economic dimension in all social relations grows, so 
does the need to represent capitalism as the expression of the highest economic 
rationality. Bourgeois economics takes up this demand. The problem, according to 
Marx, is that it is precisely the internal laws of functioning of the capitalist system 
that are the real cause of the instability of the process of capital accumulation and 
the recurrent economic crises to which capitalism is subject. The anarchy of mar-
kets, which for Smith is a source of economic and social growth, is, for Marx, the 
root cause of capitalism’s internal contradictions. By elevating the pursuit of profit 
to the sole true economic objective, the law of the market prevents the organization 
of the economic system according to the needs of the population and instead sub-
jects the population to the needs of capital reproduction and valorization.

For Marx, the critique of political economy is not only an instrument for scien-
tifically questioning the liberal political convictions of his time but also an instru-
ment for demystifying the capitalist system itself, that is, a system in which the 
essence of the relations of exploitation of man over man and the impossibility of 
true emancipation of the individual are concealed behind an appearance of for-
mally equal relations between juridically free subjects.

Although the Marxist tradition of thought played a primary role in the political 
debate of the 20th century, inspiring socialist revolutions and profound institutional 
changes in about half of the planet, academically it has never achieved the status of 
dominant school of thought in capitalist countries. Certainly, in some academic cir-
cles, the Marxist school has gained important spaces. With the political and insti-
tutional crisis in the countries of the socialist bloc, however, Marxist theory has 
decisively lost positions almost everywhere, in universities as well as in the general 
economic and political discourse.

From the point of view of the history of economic thought, the theoretical turn-
ing point that allowed a new wave of liberal doctrines to impose itself academi-
cally dates back to 1870. In this period, two schools of thought strongly inspired 
by liberal economic principles emerged: the neoclassical school and the Austrian 
one. These two schools of thought come into being with the almost simultaneous 
publication of the works of three economists of different nationalities, Léon Wal-
ras (1874), French, Stanley William Jevons (1871), English (founders of the neo-
classical school) and Carl Menger (1871), Austrian (founder of the homonymous 
school), who quickly become the new theoretical references in economic studies, 
supplanting the Ricardian and Marxian approaches, then widely diffused. The radi-
cal change in method, in the perspective of analysis and in the very foundations of 
economic theory compared to the classical and Marxist tradition leads to character-
izing this theoretical shift as a scientific revolution, known today as the marginalist 
revolution.

The term ‘marginalist’ refers to a particular way of approaching and solving 
economic problems through so-called ‘reasonings at the margin’, which, from a 
mathematical point of view, are represented as problems of differential calculus. 
However, according to one of the most important historians of economic thought, 
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Joseph Schumpeter, what the neoclassical and Austrian schools have in common is 
above all the proposal of a subjective theory of value as a radical alternative to the 
objective theory of value of the classical economists and Marx, and the idea that all 
economic propositions must be constructed from postulates concerning individual 
rules of behaviour (methodological individualism), which deprives all concepts 
of a social nature (such as social classes) of any scientific content, concepts that 
instead constituted the methodological foundations of classical and Marxian eco-
nomics. Indeed, the use of differential calculus as the instrument par excellence for 
solving economic problems is only developed by the neoclassical school, while 
the Austrian school not only rejects this instrument but, more generally, maintains 
a critical stance towards mathematical formalism. From this point of view, again 
according to Schumpeter (1954), it would be more correct to speak of a ‘subjectiv-
ist revolution’ rather than a ‘marginalist one’.

The reasons for the affirmation of the subjectivist approach can be traced, on the 
one hand, to some internal problems encountered by Ricardian and Marxian theo-
ries, and, on the other, to the political implications of these two theories, especially 
the latter, which, on the basis of a theory of value of commodities based on the 
labour involved in their production, lead to revolutionary conclusions at the level 
of economic and political relations in capitalism. In fact, in the decade 1870–80, 
several European countries (France, Great Britain, Germany and Italy) and the 
United States were torn by harsh social struggles, followed by violent repression. 
In this climate, academic circles linked to the bourgeoisie immediately show sym-
pathy for the new approach based on the outright rejection of the objective theory 
of value and the related Marxian concepts of exploitation and class struggle. This 
evidently does not mean that the three protagonists of the marginalist-subjectivist 
revolution are all fully aware of the political significance of the theoretical turn 
they are involved in. As Maurice Dobb notes, of the three economists only Jevons 
is fully aware of the political significance of the new approach (Dobb, 1973).

After an incubation phase in which the methodological differences between the 
neoclassical and Austrian schools remain largely latent, from the 1930s onwards, 
the two schools took divergent methodological paths: while the neoclassical school 
defined its research programme by identifying mathematical formalism as a deci-
sive aspect of its methodology of scientific investigation, the Austrian school dis-
tances itself from the formalist project, criticizing it harshly for its inapplicability 
to social sciences. At the same time, the Austrian school takes its subjectivist con-
ception to extremes, going far beyond the neoclassical conception. In this process 
of theoretical characterization, the two schools of economic thought often find 
themselves on opposite sides in some of the most important methodological con-
troversies. At the same time, however, the common neoliberal ideology emerges as 
a strong element of affiliation to the new economic research programme initiated 
with the marginalist revolution.

With this brief historical reconstruction, it is possible to appreciate the comple-
mentarity of the theoretical contributions of the two schools of thought in the pro-
cess of the affirmation of neoliberal ideology at an academic and cultural level. In 
fact, it is as if a sort of scientific division of labour existed between the neoclassical 
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school, which today constitutes the orthodoxy at the academic level, even though 
it remains substantially obscure to those without a degree in economics, and the 
Austrian school, confined to narrow academic circles, but with a strong cultural 
impact.1

Neoclassical theory uses a complex mathematical language reserved to experts 
and makes logical-deductive rigour the real strong point of the entire theoretical 
construction. The attempt to analyse every economic problem in strictly mathe-
matical terms and the consequent need to set economic problems in a way that is 
compatible with existing mathematical techniques leads neoclassical economics 
to invest decisively in mathematical research, in some cases becoming the most 
advanced front of mathematical research itself. At the same time, however, while 
the technical toolbox becomes richer, neoclassical theory progressively moves 
away from any question of economic realism, with the consequence that the high-
est mathematical rigour ends up, in many cases, being applied to models that are 
decidedly distant from the economic reality they wish to explain. The inacces-
sibility of the analysis and the high degree of technical sophistication mean that 
neoclassical theory is now firmly rooted at the academic level (where mathematical 
skill is considered the true marker of an economist’s goodness), but completely 
alien to economic discourse as it develops outside universities, in culture and in 
society in general.

The Austrian theory, instead, uses easily accessible language and develops its 
arguments mainly on an intuitive level, often relying on simple common-sense 
considerations that reflect a market conception well rooted in popular culture. 
Indeed, on the one hand, it simply reflects the beliefs and convictions typical of 
bourgeois culture (e.g. the perception of the market as a spontaneous and natural 
mode of social interaction); on the other hand, it is particularly appealing on a sci-
entific level due to the relative simplicity of its arguments. Despite the difficulties 
encountered in gaining adequate representation in the academic framework, the 
radicalism of its theoretical and political positions has allowed the Austrian school 
to establish itself as a protagonist in some of the most important theoretical contro-
versies in the history of economic thought. From the point of view of the affirma-
tion of market values, the importance of Austrian theory probably lies in its ability 
to move in parallel, both in the strictly scientific domain and, more generally, in 
that of the dominant culture.

As an example of the complementary relationship between the two schools, let 
us consider the transition process to capitalism that took place in the countries of 
the former Soviet bloc. In these countries, it was the ideas of Friedrich August von 
Hayek, one of the leading exponents of the Austrian school, that imposed them-
selves in the economic and political debate. Freedom of enterprise and the exalta-
tion of the market as an instrument of individual liberation were the ideals that 
captured people’s imagination, not the mathematical theorems of neoclassical 
theory on market efficiency. However, when the transition process was initiated, 
the economic advisors were all selected from the neoclassical camp, based on the 
academic prestige they received in the West.
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As a result of the contrasting developments in theoretical research, neoliberal-
ism, as it appears today in the panorama of existing schools of economic thought, 
certainly does not constitute a monolithic block. On the one hand, ideas from the 
old classical liberalism re-emerge and are inserted into a body of theoretical knowl-
edge that has, in the meantime, been enriched; on the other hand, new theories that 
depend heavily on modern techniques of economic analysis, based on the massive 
use of mathematical tools, take shape. Between these two fronts also emerge a 
number of attempts at synthesis between the different theoretical approaches that 
try to exploit and recompose the intuitions matured within the different traditions 
of liberal thought.

It is clear, however, that insofar as the methodological approaches of the various 
liberal/neoliberal theories are incompatible with each other, any attempt at their 
synthesis is risky. In fact, by changing the methodological assumptions, the same 
terms on which a theory is based take on different meanings and the same proposi-
tion may be valid in a given theoretical context but not in another. Likewise, the 
defence of liberalism according to a certain theoretical perspective may be incom-
patible with the defence of liberalism developed according to a different theoretical 
perspective. This means that in discussing and criticizing the neoliberal political 
project one must clearly specify the theoretical perspective adopted and the very 
meaning that the neoliberal proposal takes on in that perspective. This is the funda-
mental methodological assumption to which I will adhere in the course of the book.

The book is structured in eight chapters. In the first chapter, I  criticize the 
bourgeois view that sees the market as the utmost expression of rationality and 
efficiency, clarifying the particular meanings these terms take on in the scientific 
discourse and showing their strongly ideological content. This view is shared by 
all neoliberal approaches. The focus, however, is on the dominant economic theory, 
the neoclassical one.

In Chapter two, I  discuss the relationship between democracy and the mar-
ket, arguing that they are actually contradictory. In particular, I  highlight the 
anti-democratic character of market interaction and criticize the method of bour-
geois economics for its surreptitious ideological content and its idealized (and 
false) view of the market.

In the third chapter, I consider some of the main market myths (the myth of the 
fair market, the myth of the free market, the myth of the equal opportunity market, 
the myth of the wealth-producing market, and the myth of the market that discovers 
and manages information), criticizing them both on a level of internal consistency 
and on a level of realism. These myths are not actually a peculiarity of economic 
theory. On the contrary, they are widely rooted in society and are an integral part 
of today’s dominant culture. In the academic field, it is mainly the Austrian school 
that attempts to provide scientific support for them.

The fourth chapter explores the relationship between theoretical and real mar-
kets and the logical leap that occurs when constructing a normative theory of 
markets from models based on unrealistic assumptions. The analysis focuses on 
neoclassical theory and, in particular, on the general economic equilibrium model, 
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which constitutes the most important organic contribution developed by this school 
of thought in its attempt to explain and evaluate the functioning of an entirely 
market-based economic system.

Given the importance of the neoclassical school at the academic level, in 
Chapter five, I focus on some of the most important scholarly contributions that 
attempt to develop the neoclassical conception beyond the confines of the highly 
abstract general economic equilibrium model. In particular, I analyse the efforts of 
the neo-institutionalist, neo-Keynesian and part of the radical school to reinterpret 
in a neoclassical fashion the ‘old’ institutionalist, Keynesian and Marxist theories, 
which are today relegated to academic heterodoxy. My goal is to show how such 
appendices of neoclassical theory, which in the specialist literature are referred to 
as post-Walrasian economics, not only distort the conceptions of the old heterodox 
schools (which are decidedly critical of the market) but also fail to offer solid sci-
entific support for the supposed virtues of the market. Ultimately, from the most 
explicitly conservative contributions to those that would pretend to be radical, this 
strand of research is just a modern version of what Marx called ‘vulgar economics’.

Despite the problems highlighted so far, in Chapter six, I argue that bourgeois 
economics, with its various internal streams and schools of thought, scores a major 
success in imposing market values at the cultural level, making them appear objec-
tive and neutral.

Starting from this set of critical considerations, in Chapter seven, I address the 
problem of ‘what is to be done’ to counter this tendency towards the market’s total-
izing domination of social relations, proposing a counteroffensive based on the 
progressive decommodification of social relationships.

In the eighth chapter, I  rearrange the various criticisms and draw some 
conclusions.

Note
	1	 The term ‘Austrian’ no longer has any connection to the nationality of the economists 

belonging to this school of thought. It only remains to indicate the historical origins of 
this ultraliberal school, which originated in Vienna at the end of the 19th century. In fact, 
modern Austrian economists are mostly American.
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1	� The ‘rationality’ of the market

Market rationality, economic efficiency and social desirability

In economic theory, the discussion of the social desirability of a particular economic 
policy or, more generally, of a particular mode of organizing the economy is based 
on the concepts of rationality and efficiency. Rationality and efficiency are not abso-
lute concepts. They only take on meaning within a context in which the objectives 
to be pursued are made explicit. A given instrument can be efficient in the pursuit 
of particular goals and be completely inefficient in the pursuit of different goals. 
A boat is an efficient instrument for travelling on water but is completely inefficient 
for travelling on land. Consequently, a boat transport system may be a rational solu-
tion to the problem of connecting the different islands of an archipelago, but it may 
be completely irrational as an answer to the problems of land transport.

The same applies when considering the overall efficiency or rationality of a 
system. Consider, for example, the healthcare system. An AIDS strategy that does 
not minimize suffering, contagion and deaths can hardly be considered efficient or 
part of a rationally organized health system when assessed against the objectives 
of prevention and treatment of the patients. However, if the same strategy fits into 
a context of repression and punishment of drug users (as indeed happened in the 
1990s in Italy), then a few more contagions among drug addicts may not neces-
sarily be ‘inefficient’ or ‘irrational’. It is all a matter of specifying the objectives 
against which the efficiency of the AIDS strategy and the overall rationality of the 
health system are assessed.

A distorted or even partial specification of the objectives actually pursued nec-
essarily generates ambiguities and misunderstandings in the economic and political 
debate. In the case of AIDS, in fact, in addition to the sensitivity of the subject, 
the existing divergence on the objectives to be pursued has generated a profound 
incommunicability between the actors most involved in the health economics 
debate. On the one hand, the local health units (now transformed into local health 
enterprises) most attentive to the phenomenon and most present in the territory 
harshly criticized the national strategy against AIDS, considering it to be totally 
inefficient, and tried by all means to pass on to the highest ministerial levels all 
those prevention experiments based, for example, on the supply of sterile syringes 
or simple sterilization products, such as bleach, in the hope that they could be 
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encouraged and generalized throughout the country. On the other hand, in a context 
in which drug addiction also implied clandestinity, instead of being listened to and 
taken as a model, they ended up encountering increasing obstacles, attracting the 
criticism of those who saw in these pragmatic prevention strategies only ways of 
making life easier for delinquents.

This means that the same AIDS strategy could be regarded as inefficient when 
assessed in relation to certain (strictly medical) objectives, and efficient (or at least 
significantly less inefficient) when assessed in relation to different political goals. 
Actually, according to the advocates of the absolute priority of the strategy for 
combating drug addiction (and drug addicts), it was precisely the pragmatic strate-
gies for combating AIDS that had to be considered utterly contradictory and ineffi-
cient: to what rationality criteria does a system respond if, on the one hand, it wants 
to put an individual in prison for taking drugs and, on the other, it helps him/her to 
take drugs, even providing him/her with a clean needle?

If the discourse is framed in terms of values, rights and general legal principles, 
the answers to such a question can obviously be many. One can argue, for example, 
that the principle of punishability of drug addiction should not override the right to 
health, or one can argue, more generally, that the goals of the health system should 
be independent of those of repression. In any case, the fact remains that that same 
national strategy, which was evidently contradictory and inefficient with respect to 
the objectives that the local health units were attempting to achieve, was far less 
irrational and inefficient when assessed with respect to different objectives. Ulti-
mately, therefore, it is only a question of goals: what is efficient for one purpose is 
useless (or even harmful) for another.

One of the biggest problems when trying to form one’s own ideas about eco-
nomic matters is that economists speak of economic efficiency and the rationality 
of the economic system as absolute values, without making explicit the objectives 
against which efficiency and rationality are defined. In fact, when economists dis-
cuss the overall rationality and efficiency of an economic system, these concepts 
tend to be presented as synonymous with social desirability, as if there were such 
an obvious convergence on the objectives defining rationality and efficiency that 
their very discussion becomes superfluous. However, it is clear that the terms of the 
problem do not change. If, in order to talk about rationality and efficiency, it is nec-
essary to specify the objectives pursued, the overall desirability of the economic 
system itself depends on the objectives against which rationality and efficiency are 
defined. Only to the extent that the goals against which rationality and efficiency 
are defined can be considered socially acceptable does it make sense to associate 
a concept of social desirability with them. A society in which people die of thirst 
or starvation, with low literacy rates and large-income inequalities is absolutely 
inefficient and irrational in relation to the goals of decency of life and equal oppor-
tunities and is therefore undesirable when measured against these goals. But if the 
goal against which society is assessed is instead profit maximization (of one part of 
the population), then misery and poverty (for the other part of the population) are 
perfectly compatible with economic rationality and efficiency; indeed, they may 
even be a necessary condition for it. In this case, therefore, poverty is not at all 
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socially undesirable (simply because the good of society has been identified with 
the profit maximization of one part of the population). It is all a matter of clarify-
ing which objectives are actually pursued. Changing the objectives also changes 
the assessment of rationality and efficiency, and hence of social desirability. And 
so, conceding that indeed the capitalist system is rational and efficient in some 
sense, it becomes important first to clarify what are the social objectives on which 
the concepts of rationality and economic efficiency are based. Only in this way is 
it possible to reason openly about the actual social desirability of the economic 
system in which we live and that of other possible worlds.

The allocative rationality of the market

As we were saying, bourgeois economists claim that the market is a rational, effi-
cient, desirable or even necessary allocative mechanism. But, rational according 
to what logic? Efficient in what sense? Desirable for whom? Necessary for what?

Bourgeois economists’ answers are straightforward:

1.	 The market is rational according to the logic of allocating scarce resources (i.e. 
according to the only logic they conceive, that of the market).

2.	 The market is efficient given the distribution of resources.
3.	 The market is desirable for all.
4.	 The market is necessary for the satisfaction of the needs of individuals accord-

ing to their preferences.

But the proposition that the market is rational and allocates resources efficiently 
(which makes it desirable and necessary) is just a mystification of the neoliberal 
theory. The reality is quite different, and one only has to observe it. Is it rational for 
medical resources to go into advanced biotechnological researches that will benefit 
perhaps 1 500, people in the world, when every year 1.5 million people (mostly 
children) die of dysentery just because they have less to spend overall than the first 
1 500, people (World Health Organization, 2020)?

The theoretical expedient is simple and explicit: rationality, efficiency and desir-
ability are all expressed from given demand curves. An individual’s demand curve, 
as we shall see better later, depends on two things: the economic means at his/her 
disposal and his/her preferences. Thus, anyone who has no monetary resources to 
demand goods or services on the market does not exist from an economic point of 
view and has no right to be taken into account by the bourgeois economist when 
talking about rationality, efficiency etc. What counts is in fact not the demand 
understood as the set of goods and services that each individual wishes to have 
in order to satisfy his/her needs, but the solvent demand, that which is expressed 
money in the hand. Needs that cannot be expressed on the market for lack of money 
do not in fact exist according to the definition of efficiency of bourgeois econom-
ics. In other words, in the discussion of the rationality and economic efficiency of 
capitalism, individuals are only taken into account to the extent that they are able 
to buy and consume. This principle constitutes the fundamental reference of all 
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normative economics to the extent that, according to bourgeois economists, the 
consumer must be considered as the true ‘sovereign’ of the economy.

The principle of ‘consumer sovereignty’ states that the assessment of the func-
tioning of an economy should depend solely on the degree to which consumer pref-
erences are satisfied. This principle is, in fact, a special case of the principle of the 
‘sovereignty of the individual’. The latter, in turn, is based on a twofold assump-
tion: 1) the individual is the best judge of his/her needs (and preferences) and of 
the means best suited to satisfying them (which excludes paternalistic attitudes in 
the definition of social criteria for evaluating the functioning of the system); 2) 
social evaluations must be based solely on the evaluations expressed by individuals 
(which excludes ethical attitudes other than individualism). The principle of con-
sumer sovereignty restricts the sovereignty of the individual to the act of consump-
tion, which, of course, depends on the different spending capacities of individuals. 
In this way, the ability of a system to satisfy individual preferences expressed in 
(solvent) demand curves becomes the sole normative objective of economic theory, 
and individuals who do not have the resources to express their preferences in the 
market are implicitly excluded from theoretical analysis.

It is on the basis of this principle (at the very least questionable from the 
point of view of moral philosophy) – consumer sovereignty – that bourgeois 
economics defines rationality, efficiency and social desirability. And, of course, 
once consumer sovereignty has been assumed, it follows that all that matters is 
to satisfy the sovereign-consumer, so that the market, that is, the mechanism that 
ensures the best satisfaction of the sovereign, is even presented to us as neces-
sary (.  .  . who knows why the task of a people should be to organize itself in 
such a way as to satisfy its sovereign!). But if it is easy to understand why such 
a principle is defended by the sovereign himself (and his epigones: the bourgeois 
economists), it is not easy to understand why even those whom we might call the 
‘subjects’, that is, those without sufficient monetary resources to express their 
needs on the market, should be convinced of the absolute importance of satisfy-
ing the sovereign.

Here then is the explanation of the bourgeois economist: in capitalist society 
there is no single sovereign, in fact, we all demand, and we all consume (otherwise 
we would die). And, indeed, one would have to answer, in reality many people die 
(precisely because they cannot even demand). But, apart from the extreme cases 
of individuals who, having no economic means to demand, are not even consid-
ered by the bourgeois economist (extreme cases that affect several hundred million 
people on this planet anyway), the general principle remains that an individual’s 
importance in society is given by his/her purchasing power.

The principle of consumer sovereignty together with its corollary that individu-
als only count if they have economic means to consume give the concepts of mar-
ket rationality, economic efficiency and social desirability very special meanings.

The rationality of the system comes to depend on the presence of mechanisms 
that allow sovereign consumers to express and see their preferences fulfilled.

Economic efficiency is defined on the basis of the inviolability of the consumer’s 
desires: not, of course, of an abstract consumer, that is, a generic individual who 
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needs to consume in order to live, but of a very concrete consumer, the one who 
pays cash. In modern economic theory, the virtually unanimously accepted concept 
of efficiency is that of Vilfredo Pareto (the Italian economist and sociologist who 
lived between the 19th and 20th centuries), which can be defined as follows: 1) 
a ‘Pareto improvement’ (or ‘Pareto move’) is a change that improves someone’s 
situation without making anyone’s worse and 2) a ‘Pareto-efficient’ situation is 
obtained when Pareto moves are no longer possible. In other words, a situation 
is Pareto-efficient when every attempt to improve an individual’s position makes 
someone else’s worse (Pareto, 1906).

The transition from the determination of Pareto efficiency conditions to the 
determination of social desirability conditions is subtle and must be analysed care-
fully. First of all, let us recall that since the Pareto criterion is based on the princi-
ple of consumer sovereignty, it is only valid within individualistic logic. This, in 
itself, means that those who do not identify with individualistic morality (or, sim-
ply, who accept that society may be inspired by values other than individualism) 
have no reason to consider Pareto efficiency as an economic goal. For example, 
if one attaches some importance to economic equality, a Pareto move might well 
be socially undesirable if it only improves the position of those who are already 
well-off simply because such a change would only exacerbate inequality. This 
is already enough to show that the Pareto criterion is by no means unanimously 
acceptable, nor can it be considered neutral in terms of value judgements. But, in 
addition to the acceptance of individualistic logic, the transformation of efficiency-
ist questions into normative questions requires the introduction of further moral 
assumptions. Indeed, as pointed out in the debate on the use of Pareto efficiency 
in normative economics, in reality, the Pareto principle does not directly provide 
any normative criteria (Archibald, 1959; Hennipman, 1976). In order for Pareto 
efficiency to be associated with some form of social desirability (on the basis of 
which normative positions can be derived) it is necessary to introduce the ethi-
cal principle of so-called ‘minimal benevolence’. This principle can be stated by 
saying that ‘it is good that people are better off’. With the addition of this mini-
mal ethical principle, effectively all propositions of positive economics aimed at 
identifying the conditions of Pareto efficiency can be transformed into as many 
propositions of normative economics, thereby validating the normative principle 
that Pareto efficiency is socially desirable (for a critical discussion of the role of 
minimal benevolence in the transition from positive to normative economics, see 
Blaug (1992), Hausman and McPherson (1996)).

The use of the Pareto criterion in the normative field would thus derive 
its strength – in addition to the presumed universality of individualistic moral-
ity – from the minimality and benevolence of the ethical principle that serves to 
transform Pareto efficiency issues into issues of social desirability. Indeed, this 
principle seems entirely innocent and shareable: only envy and malice could lead 
one to argue the opposite, namely that ‘it is good that someone is worse off’.

However, on closer examination from the perspective of moral philosophy, it 
turns out that the principle of minimal benevolence is not benevolent at all, nor is 
it minimal, and indeed it is even contradictory, for the simple fact that it is possible 
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to get better while being bad. In fact, in the case where someone who was bad gets 
a little better as a result of a Pareto improvement, the much-innocent principle of 
minimal benevolence ends up providing an ethical endorsement of the fact that he/
she continues to stay bad. Consider this example: individual A is hungry and thirsty 
but has neither food nor drink; individual B, on the other hand, lacks nothing, has 
a full fridge and bathes in a pool of drinking water but longs for the latest model 
of Ferrari. Thanks to a Pareto move, the economist gets a bowl of rice to A and the 
Ferrari to B. Unfortunately, however, without water, A dies of thirst. This, accord-
ing to economic theory, is Pareto-efficient and socially desirable. If, on the other 
hand, we had taken a glass of water out of B’s pool to give it to A this would have 
violated B’s sovereignty and would therefore have been socially undesirable. But 
then that apparently benevolent principle we thought we were inspired by (claim-
ing that by realizing Pareto efficiency the economist pursues the good of all) is in 
fact not benevolent at all, because it amounts to saying that it can also be a good 
thing if someone is bad, which is a completely different thing from pursuing the 
good of all.

A more acceptable ethical principle might perhaps be, if anything, that ‘it is 
good that people are well’ and, once it has been ascertained that everyone is well, 
that ‘it is better that people are better off’. But to say that ‘it is good that people 
are better off’ is in fact a statement that is anything but minimal and benevolent; 
on the contrary, it is very strong ethically and, as we have seen, also potentially 
malevolent.

This, which perhaps seems a truism, is instead considered an unacceptable criti-
cism: according to mainstream economics to say that it is good for people to be 
well is to introduce value judgements that are anything but agreeable since they 
imply the need for radical changes that would inevitably benefit some (those worse 
off) to the detriment of others (those better off), and this, again according to main-
stream economics, is scientifically indefensible (which simply demonstrates that 
the prescriptions of economic theory, presented as neutral and impartial, only serve 
to preserve acquired privileges by preventing any radical change).

Of course, it is of no importance here to establish the superiority of one kind of 
value judgement over another: I think it is good that people are well, and econo-
mists think it is good that people are better off; but when it comes to value judge-
ments, it is perfectly permissible to think differently. The strange thing, however, is 
that that particular value judgement according to which no one can be harmed – an 
innocent value judgement only in appearance – is the only value judgement admit-
ted in the scientific field by mainstream theory (to the extent that many economists 
forget that this is also a value judgement), while the introduction of any other ethi-
cal principle is condemned theoretically because it is considered incompatible with 
the scientific nature of economics.

Whatever the case may be on an ethical level, social desirability is defined by 
juxtaposing Pareto’s efficiency criterion – which, as we have seen, is based on indi-
vidualism and consumer sovereignty – with that of minimal benevolence, so that 
the sole judges of the system’s desirability turn out to be the sovereign consumers 
who are given absolute veto power over any changes that might harm them.
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But then let us see how things really are behind the mystifying veil of economic 
theory:

1.	 The market is rational in the sense that it rationalizes the problem of getting as 
many resources as possible to the sovereigns (i.e. to those with monetary means) 
and because it allows them to get precisely those bundles of goods that our sov-
ereigns prefer.

2.	 The market is (Pareto) efficient because, given the distribution of resources 
(i.e. given the impossibility of questioning the purchasing power of the various 
sovereigns), it is better for each sovereign to be very well rather than simply 
well, and if someone is bad because of his/her limited sovereignty (his/her little 
money), it is better for him/her to be a little less bad, even though he/she will 
still be condemned to be bad!

3.	 The market is desirable to all who have the means to buy and, of course, the 
desire to have a society in which everything can be bought on the market is all 
the stronger the greater one’s purchasing power.

4.	 The market is necessary to allow the current sovereigns to remain so and thus 
perpetuate a world of sovereigns and subjects.

The theorist of the sovereign and the ‘successes’ of capitalism

Of course, all this is well known to economists (or at least it should be). It is 
somewhat less so to the layman, who hears the theses of rationality, efficiency 
etc. repeated without being told the particular meanings these terms take on in the 
theoretical context in which economists operate and thus end up believing one 
thing for another. Let us then consider some figures on the great economic and 
social successes of capitalism in the concrete realization of these high principles of 
rationality and efficiency.

On our now almost entirely capitalist planet, access to resources presents sig-
nificant asymmetries. About one-third of the world’s population has no access 
to sources of drinking water. In low-income countries, this share is close to 
three-quarters of the population. The lack of safe water sources causes 2.3 per 
cent of the world’s total deaths. In the countries of Central Africa this percentage 
exceeds ten per cent (World Health Organization and United Nations Children’s 
Fund, 2024).

According to data from major international organizations presented by Our 
World in Data (2024), there are one billion people without access to electricity, 
again concentrated in Africa and low-income countries.

On the food needs front, ten per cent of the world’s population is undernour-
ished. This is certainly not because of the insufficient production of foodstuffs, 
which is constantly growing worldwide, but because of inequalities in the distribu-
tion of purchasing power: in the United States and Europe, the percentage of the 
population undernourished is 2.5 per cent, in Africa it reaches 50 per cent.

While most of the world is starving, obesity rates are rising steadily in the 
highest-income countries. The highest rate of obesity is in the United States: 37 3.
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per cent of people over the age of 18 are obese. In 1975, the percentage of obese 
people was 11.7, an increase of 219 per cent. However, obesity deaths are concen-
trated in Africa and Asia, in countries with lower obesity rates but worse economic 
conditions. It is estimated that around five million people died prematurely in 2019 
as a result of obesity.

Among those most exposed to socio-economic asymmetries are, of course, chil-
dren. Around six million children under 15 die every year from perfectly treatable 
diseases, simply because of poverty.

Despite being curable and preventable, 1.6 million people died from diarrheal 
diseases in 2017; one-third were children under 5 years old. Diarrheal diseases are 
the third leading cause of child mortality globally, falling just behind pneumonia 
and preterm birth complications.

Naturally, the more severe the socio-economic conditions, the greater the push 
to incorporate children into the labour market. According to the International 
Labour Organisation (2013), in the world, there are around 265 million working 
children (aged between 5 and 15 years), almost 17 per cent of the worldwide child 
population: 18.1 per cent for boys and 15.2 per cent for girls; 11.8 per cent for chil-
dren between 5 and 14 years and 33.0 per cent for those between 15 and 17 years. 
The highest prevalence of child labour is in sub-Saharan Africa. In Cameroon, the 
percentage of working children reaches 33.4 per cent: practically one child out of 
three is in labour.

There is also no reason to think that the other two children are doing any better 
and that they, at least, can enjoy the right to school, which is in fact denied to their 
companion. More likely, they are, in fact, unemployed children, waiting to relieve 
working children, depending on the needs of (foreign) capital and its (local) bosses.

Considering first and secondary education, around 260 million children are not 
in school. Of the world’s 787 million children of primary school age, 62.8 million 
do not go to school (8.0 per cent). Most of them are in sub-Saharan Africa 
(36.3 million children) and South Asia (15.0 million children).

This disparity in access to essential goods and services produced in the world 
is symmetrically accompanied by a disparity in the destruction of the planet’s 
resources and its ecosystem. Considering carbon emissions, the top ten per cent of 
emitters are responsible for close to 50 per cent of all emissions, while the bottom 
50 per cent produce 12 per cent of the total (World Inequality Database, 2022).

Inequalities are marked both between and within countries. The bottom 50 per 
cent of the population of East Asia emits around three tonnes per year per per-
son. In North America, the bottom 50 per cent emits around ten tonnes. These 
figures increase significantly when considering the most polluter top ten per cent: 
39 tonnes in East Asia, and 73 in North America. As we can see, despite the green 
agenda imposed by richest countries on the whole world, so far, climate policies 
such as carbon taxes have had a strong impact on lower- and middle-income peo-
ple, while leaving the consumption habits of richest unchanged.

All this regards the social asymmetries between those who benefit the most 
from capitalist interaction, while imposing the greatest costs on society, and those 
who receive only duties and unfavourable conditions from the world, without even 



The ‘rationality’ of the market  15

having the time or means to pollute, while generally living in the most polluted 
places, under the fiction that it is the subjects of the former group who are con-
cerned about those of the latter. But let us now move on to economic data.

In 2021, global income amounts to 122 trillion dollars, while global net wealth 
amounts to six times this value, 723 trillion dollars. In terms of purchasing power 
parity, used to compare the absolute purchasing power of the countries’ currencies, 
an average adult individual earns 23,380 dollars per year and owns 102,600 dollars 
in real and financial activities. These averages, of course, mask wide disparities 
both between and within countries.

The richest ten per cent of the global population takes 52.0 per cent of global 
income, whereas the poorest half earns 8.5 per cent of it. On average, an individual 
from the top ten per cent of the global income distribution earns 122,100 dollars 
per year, whereas an individual from the poorest half makes 3 920, dollars per year.

Wealth inequalities are even more pronounced. The richest ten per cent of the 
global population own 76 per cent of all wealth. On average, they own 771 300,  
dollars each. In contrast, the poorest half of the population only owns two per cent 
of the total, an average of 4 100, dollars per adult.

Of course, the aggregate comprising the poorest half of the population is very 
heterogeneous within itself, in terms of both income and wealth. But it is clear that 
with these average values, large segments of the population live below the poverty 
line and their wealth is negative, that is, they are essentially in debt.1

Moreover, current trends do not suggest any levelling out of incomes and wealth. 
The gap between the average incomes of the top ten per cent and the bottom 50 
per cent of individuals within countries has constantly increased since the 1980s 
from 8.5x to 15x, so that inequalities within countries are now even greater than the 
already significant inequalities observed between countries.

Over the past several decades, global multimillionaires have captured a huge 
share of global wealth growth: the top one per cent took 38 per cent of all additional 
wealth accumulated since the 1990s, whereas the bottom 50 per cent captured just 
two per cent of it.

Since 1995, the share of global wealth possessed by billionaires has risen from 
one per cent to over three per cent. The steepest increase in global billionaires’ 
share of wealth is recorded in 2020. After all, Covid has not been such a tragedy for 
everybody. While statistics speak of millions of people dying and workers losing 
their jobs due to ‘anti-pandemic’ measures, billionaires were making profits and 
taking over an even bigger slice of the world.

The neoliberal policies started in the 1980s have also transformed the ownership 
structure of real and financial wealth, with a general transfer from the public to the 
private sector. Countries have become significantly richer, but their governments 
have become significantly poorer. In rich countries, the share of net wealth held 
by the public sector is now close to zero or negative, meaning that all wealth has 
been transferred into private hands and the state is left with nothing but debts. This 
trend has been magnified by the Covid crisis, during which, in many countries, 
governments borrowed 10–20 per cent of the GDP in a single year, mainly from 
the private sector.
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Finally, despite much talk about feminism and women’s rights, women’s share 
of total incomes from work is less than 35 per cent (in a gender-equal world, women 
would earn 50 per cent of all labour income).

Some commentators are horrified by this data and think that then there is some-
thing wrong with this system. They are unaware, however, that this is precisely the 
efficiency of capitalism, at least according to the conception developed by bour-
geois economic theory, which assigns no importance to the distribution of income 
and to the satisfaction of the objective needs of the population (but rejoices in the 
fact that, under capitalism, each individual can choose ‘freely’ how to spend his/
her income according to his/her subjective preferences). In the case of economists, 
instead, the peaceful acceptance of this absurd approach passes through theoreti-
cal mystification, academic indoctrination and personal convenience. In fact, those 
economists who play the game, by setting aside the critique and developing theo-
ries that suit the sovereign, are not only adequately rewarded through recruitment 
mechanisms in power positions, but also become sovereigns themselves, in the 
sense that they are also rewarded economically, which obviously increases their 
incentive to do their duty well: to serve the sovereign.

If it ended there it would not be so bad: there is nothing strange if those in power 
seek to preserve and increase it. Nor is there anything strange if the theorist of the 
sovereign universalizes the good of his/her sovereign by making it coincide with 
the good of society. Instead, the problem is the acceptance of this approach by 
those who are critical of this way of organizing society, that is, by those who would 
like to ‘improve things’. The problem is substantial because, in order to improve 
things, one must clearly identify what is wrong. So, we have to go back to the start-
ing point, to the general hypothesis of the theoretical framework, which defines the 
market mechanism as a rational way of regulating society. It follows that the reality 
of capitalism – made of luxury for some and misery for others – is also rational. 
Therefore, it is hard to see why it should be changed. Conversely, if someone sees 
something illogical or unjust in the existing state of affairs, then inevitably the 
theoretical rationalization provided by bourgeois economics must be revised.

Of all the properties of the market discussed so far, it is on the principle of effi-
ciency that the (bourgeois) economists most sceptical of the supposed virtues of 
the market (virtues that at this point it would be appropriate to simply call features) 
have concentrated their greatest efforts. Thus, a whole strand of research was born 
and developed aimed at demonstrating that the market is not always efficient and 
that it is neither desirable nor rational to imagine a society based solely on the mar-
ket because certain forms of state intervention could eliminate some market inef-
ficiencies. This line of research gives rise to the so-called ‘market failure’ theory.

The demonstration of market Pareto efficiency (as we shall see in more detail 
in Chapter four) presupposes particular assumptions concerning technology, 
individual preferences, the distribution of resources and the properties of the 
goods produced. The theory of market failures emphasizes the impossibility of 
Pareto-efficient situations when these assumptions are not met (which, moreover, 
is the rule, not the exception, in reality). At the normative level, the theory of mar-
ket failures prescribes that economic initiative be left to the market in those cases 
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where the market is Pareto-efficient and instead be entrusted to the state in those 
cases where the market is Pareto inefficient. Modern textbooks, after the presenta-
tion of the theory of market failures, hasten to discuss the so-called ‘state failures’ 
(mostly due to bureaucratic inefficiencies), also capable, under certain assump-
tions, of preventing Pareto efficiency. In this way, the market regains some of the 
ground lost in theory, since state failures may turn out to be even more serious than 
market failures. In other words, compared to an abstract and highly unrealistic pure 
market model, the theory of market and state failures takes a step in the direction 
of realism by making the normative discourse more articulate and questioning the 
conception of the market as a universal remedy to all economic problems.

The problem is that according to the singular language of economic theory, 
both the more extremist one in favour of the market and the more balanced one 
that allows a residual role for the state, the fact that entire populations live and die 
in misery does not constitute a market failure. The market failures that economists 
deal with only concern the impossibility, under certain circumstances, of achieving 
Pareto efficiency; but poverty and inequality, as we have seen, are perfectly com-
patible with Pareto efficiency. Thus, we fall again into the mystified representation 
of capitalism proposed by bourgeois theory, according to which market prices are 
the maximum expression of rationality, and their only limit is given by the techni-
cal problems of what economists consider to be market failures (i.e. the situations 
in which the market does not realize Pareto efficiency). And this happens, to a large 
extent, precisely because of the use of strong words such as efficiency and rational-
ity, which are presented as universal references of normative analysis, as if they 
were completely objective criteria unrelated to ideologies and value judgements, 
whereas, on the contrary, these terms take on meanings in economic theory that are 
anything but neutral.

In this way, even the economist who is sceptical of the market, instead of ques-
tioning its principles, ends up serving them even better, by re-establishing effi-
ciency and rationality (defined, as we have just seen, according to the parameters 
of individualism and consumer sovereignty) where the market is inefficient and 
irrational, thus fully accepting bourgeois logic and forgetting that efficiency and 
rationality are not social goals, but partisan goals, the goals of the sovereigns.

Limited and absolute sovereignty

What is more, the bourgeois economist (sceptical or trusting of the market), in 
elevating the consumer as its sole sovereign, enters into contradiction with the 
founding principles of most capitalist democracies. Just one example: Article 1 of 
the Italian Constitution states (still) that ‘Italy is a democratic republic, founded on 
work’, not on consumption, and this obviously places a limit on consumer sover-
eignty (strictly speaking, it should cancel it altogether, assigning the title of sover-
eign to the worker). But this does not matter, because economic theory based on the 
universal principle of market rationality serves precisely to correct human errors 
dictated by emotional impulses and contingent circumstances (anti-fascism, resist-
ance, catholic solidarism, socialism, communism).
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Thus, our economist turns from a conservative ideologue into a subversive 
troublemaker, suggesting that society should be changed so as to better serve the 
interests of the only sovereign he/she recognizes (the consumer), even in violation 
of the law, since the legitimacy of the sovereign-consumer, even in a world almost 
entirely dominated by the market, is in fact still limited. After having defended the 
market through the construction of a theoretical model that made the market soci-
ety appear as the maximum expression of human rationality, the economist now 
goes on the attack: he/she implicitly recognizes that the real world is not like that 
of his theoretical model, but at the same time calls loudly for the world to finally 
conform to his/her model, cancelling the institutional residues that put limits on 
consumer sovereignty.

In the name of efficiency and rationality (which are good only for those who 
have economic resources), all other categories of subjects are overshadowed: peo-
ple count only because they consume and any specific rights won by individuals 
as workers, unemployed, citizens, black, women, immigrants, sick, children, aged 
etc., being extraneous to consumer sovereignty, appear, in the scheme of bourgeois 
economics, as inefficient and irrational and, therefore, to be eliminated.

The distributive rationality of the market

The attempt of bourgeois economics to portray the market system as rational and 
desirable does not stop at the analysis of the market as a mechanism of resource 
allocation in the productive sphere but also extends to the analysis of the market 
as a mechanism of income distribution. According to the distributive rationality 
of the market, intellectuals, managers and all those occupying the most important 
social positions receive high incomes – significantly higher than those of workers, 
miners or clerks – as a due reward for the investment in ‘human capital’ made dur-
ing the years of education and training. University professors, journalists, lawyers, 
notaries, and managers all feel that they have made their own way. It was thanks to 
their fortitude and perseverance that they were able to study, graduate and special-
ize, whereas their peers preferred to enter the labour market at the age of 14 (or 
much earlier), and it is, therefore, logical and fair that, now that the long training 
course is complete, they receive high incomes to compensate for all those sacrifices 
at school and university.

Indeed, if things are assessed according to the parameters of market rationality, 
those years of study were indeed years of sacrifice (in terms of lost income). How-
ever, the argument holds only because each individual compares his choices with 
the others available to him/her (the actual notary’s sacrifice may have consisted 
of having sacrificed one of his/her weekends sailing for the benefit of study), not 
with the material situation of other individuals (for many of whom a free afternoon 
to devote to study is still a hard-won prize). In the latter case, it would be obvious 
that the life of the university professor, executive or notary is just a progressive 
acquisition of new privileges: when they were young, they sacrificed themselves 
at their school desks while their miner and worker peers could not give up an 
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immediate income (the one that allowed them to get by from day to day); then, in 
their university days, when, if only they had wanted to, they could have already 
earned respectable incomes, our willing students continued their life of sacrifice 
and abstinence, and so on until they entered the world of work, immediately ready 
to manage, command and get paid with interest for all those sacrifices made. And 
while they sacrificed themselves, their peers meanwhile stayed in the factory or the 
mine making a good life (or a bad death). There is no instant in which the life of 
the university professor was more sacrificed than that of the miner peer, and yet, 
according to the parameters of the market, the one who sacrificed was the former, 
not the latter (and it is the university professor himself/herself who teaches us this 
with his/her economic theories).

If economic rationality had even a tenuous connection to the moral sphere, hard 
and dangerous work should be better remunerated than light and risk-free work; 
according to market rationality, however, the opposite is the case. Faced with this 
situation, bourgeois economics does not set out to find ways to change reality in 
the direction of greater rationality, not based on the market, but on more morally 
decent principles; instead, it mobilises all its efforts to theoretically justify the para-
doxical reality of the market, calling rational what is in reality simply immoral.

I do not know whether it is harder to work in a nice office on the hundredth floor 
of a skyscraper, with a good cigar in the mouth, or to work two hundred metres 
underground, with the lungs full of toxic dust. What I do know is that those who 
work in skyscrapers do not even have the curiosity to go on a guided tour in a mine, 
while those who work in mines will never waste their hard-earned money to go and 
see the view from the Empire State building. And if the economist assures me that 
all this is rational, I expect the miner’s salary to be at least a hundred times that of 
the executive. Otherwise I do not see how two free individuals could choose to do 
such different jobs.

Incidentally, on the question of risk, it is precisely bourgeois economics that 
has theorized that the capitalist’s profit is the just reward for risk-taking in produc-
tive activity. Frank Knight (1921), in particular, in an attempt to ethically justify 
the profit, argued that it serves to reward the capitalist for the risk he/she incurs 
in investing his/her capital in activities whose return is inherently uncertain. But 
clearly this only applies to the capitalist’s risk, certainly not to that of the miner or 
construction worker.

Faced with the fact that the laws of the market crush the weak and reward the 
strong, all the bourgeois economists can do is construct theories that make this 
moral paradox appear economically rational. The miner’s wage and the execu-
tive’s wage – we all know this – have nothing to do with moral issues; they are 
just the result of market laws. But to be unable to find an economic justification 
for the phenomenon that the harder, humbler and more dangerous a job is, the less 
it is remunerated would be to question the very desirability of the market as an 
allocative mechanism. Only the bourgeois economist could succeed in this feat by 
inventing absurd normative principles capable of making appear even such a moral 
paradox as rational.
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Note
	1	 World Bank’s data on poverty are subject to harsh criticism from the point of view of 

methodological correctness. In particular, criticism has focused on three factors: the defi-
nition of the poverty line, the calculations of the purchasing power of different currencies 
(necessary to make international comparisons) and the very accuracy of the World Bank’s 
calculations. According to this critique, these three sources of error lead to an underesti-
mation of the scale of poverty and allow World Bank officials to argue that the world is 
nevertheless on the right track in the fight against poverty (see, e.g. Chossudovski (1997, 
1999) and Reddy and Pogge (2002)).
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2	� Market and democracy

The market as a mechanism for collective decision-making

As we have just seen, bourgeois theory states that the free expression of individual 
preferences in the market is reflected in prices and the demand for a good reflects 
the social preference for that good relative to other goods, given the relative scar-
cities of different resources (and given their distribution among the agents of the 
system). If a nation consumes the basket of goods X, it is because basket X repre-
sents the efficient result of a rational process of aggregation of citizens’ preferences 
(a basket of goods is a collection of different goods in given quantities). It is the 
citizens themselves who, by buying the goods they each prefer, determine the col-
lective decision to consume basket X.

One of the criticisms of collective decision-making mechanisms based on con-
scious and democratic control of the decision-making process, however, concerns 
the impossibility of deriving the ‘objective function’ (i.e. the set of objectives to be 
pursued and their relative weight) of the public decision-maker through a procedure 
of preference aggregation that is both rational, Pareto-efficient and compatible with 
the democratic principle. According to the ‘impossibility theorem’, formulated and 
demonstrated by Kenneth J. Arrow, it is in fact logically impossible to derive an 
order of social preferences 1) that is defined solely from individual preferences, 2) 
that respects certain elementary principles of rationality and morality, and 3) that 
gives rise to Pareto-efficient outcomes (Arrow, 1951).1 In the case of strictly eco-
nomic choices, the impossibility of deriving an order of social preferences implies, 
as a special case, the impossibility of expressing a social preference for one basket 
of goods over another. This means that any attempt to define the social preference 
for the basket X through a democratic voting procedure is incompatible with Pareto 
efficiency or other criteria deemed reasonable and desirable.

Yet we have seen that this is exactly what the market does every day, aggregat-
ing the preferences of all participants and giving each one what he/she demands. In 
some ways, in fact, the market is also a voting mechanism: if in the market system, 
the basket of goods X rather than Y is produced, it is because through aggregate 
demand, society votes for basket of goods X and against basket Y. And what is 
aggregate demand if not the aggregation of the demands of the different individuals 
participating in the market process?
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Just as a public decision-maker can determine that basket X is preferable to bas-
ket Y, the market can make the choice between the two baskets by letting individu-
als express their preferences through individual consumption choices. The strange 
thing is that while in the first case Arrow’s theorem affirms the impossibility of 
deriving the social preference for basket X from a democratic vote, in the second 
case the implicit vote via the market seems to erase the problem. And, indeed, 
in the formal representation provided by the mathematical models of neoclassical 
theory it would seem that the market mechanism is precisely the ideal voting sys-
tem for deriving social preferences from individual preferences, respecting the will 
of all and in a manner compatible with Pareto efficiency.

But how is it possible that what cannot be done through conscious, democratic 
control is instead possible through the impersonal mechanism of the market? The 
answer is simple: because the market is not democratic (which charges the concept 
of rationality with that morally absurd meaning, according to which individuals 
count in proportion to the thickness of their wallets, a concept that bourgeois econ-
omists instead present as morally neutral).

Democracy works through the principle ‘one head, one vote’, the market through 
the principle ‘one dollar, one vote’ (see, e.g. Dobb, 1955). In aggregating individual 
preferences, through aggregate demand, the market assigns different weights to 
different individuals: with one dollar, one can choose whether to buy one packet of 
sweets or one bus ticket; with ten dollars, one can choose whether to buy ten pack-
ets of sweets or ten bus tickets. So, when we interpret the choice of a market society 
to consume n packets of candy and make m bus journeys as a rational choice of 
direct democracy defined by the citizens themselves eating candy and travelling by 
bus, we should remember that one citizen voted once, the other ten times. In gen-
eral, therefore, whenever we say that ‘the market respects the will of all’, we should 
always add ‘according to their purchasing power’. And we should also remind our-
selves that never in the history of mankind have inequalities been so pronounced 
as in capitalism (which, however, according to a conception as widespread as it is 
unfounded, continues to be considered synonymous with democracy).

Paradoxically, however, Arrow’s impossibility theorem is generally discussed 
in the context of planned systems, not in the context of market systems. More spe-
cifically, it is presented as an element against planned systems because planning 
itself requires a clear definition of the objectives to be pursued. It would then seem 
that, given the possible incompatibility between democracy and Pareto efficiency, 
planned systems are doomed to dictatorship or inefficiency (according to the Pareto 
criterion). According to bourgeois economic theory, however, in the case of the 
market, the problem does not even arise: economic democracy (the distribution 
of voting rights in society) is a matter of political discussion and economic theory 
must simply stay out of it.

Value judgements and scientific neutrality

The apparent disappearance of the voting problem in the market is related to the 
scientific attitude of mainstream theory according to which value judgements must 
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be kept away from economic discussion because they are incompatible with the 
neutrality of science (Pareto, 1906; Robbins, 1932; Mises, 1949). If the problem 
of voting seems to disappear in the market, it is because the economist, unlike the 
politician, believes he does not have to (or, indeed, cannot) impose any minimal 
ethical principles on the criteria for aggregating preferences in the definition of 
collective choices. Faced with Arrow’s theoretical result that Pareto efficiency and 
democracy are incompatible, economic theory chooses to deal only with efficiency, 
regardless of the fact that this implies a violation of democracy. The extraneous-
ness of the economist to value judgements thus translates into the conscious viola-
tion of the minimal ethical criteria that create so many problems for scholars of 
voting systems.

The violation of the ‘one head, one vote’ rule, as we have seen, occurs system-
atically in the market, but this is a problem that does not concern the bourgeois 
economist. He/she does not deal with ethics, he/she solves technical problems. For 
the economist, the distribution of voting rights (the initial distribution of resources) 
is exogenous to the model. It is external to the theory, not a fact to be reasoned 
about, so the problem of its justness cannot be posed. If individual A has an expend-
iture capacity of ten and individual B has an expenditure capacity of 1, this is not 
a problem for the economist to explain, but the datum from which to start. It does 
not matter whether this datum is itself the result of market interaction; the point is 
instead to show how market interaction harmoniously recomposes the preferences 
of A and B without trampling on either (but assigning ten voting rights to the for-
mer and one to the latter).

Therefore, it is no wonder that it is so difficult to resolve disputes in the political 
arena respecting (within certain limits) the interests of all parties, while it is so easy 
to resolve the problem through the market (with the imposition of the interests of 
the richest): it is simply the violation of the most elementary democratic principles 
that allows the bourgeois economist to draw conclusions on efficiency by avoiding 
an open discussion of the problem of value judgements. But, in so doing, he/she 
does not eliminate value judgements from the theory, he/she simply accepts them 
without making them explicit (also because, once explicit, he/she would perhaps 
find it difficult to defend them). In choosing to remain extraneous to the problem of 
values, the bourgeois economist thus does not affirm his/her neutrality, but rather 
his/her disinterest in the ethical assumptions on which he/she implicitly bases his/
her theory.

The economist’s ex post rationalization

The lover of theoretical speculation will now point out that the problem could be 
solved simply by ensuring similar spending capacities for all. This, in itself, would 
certainly be revolutionary, but since it is a purely theoretical speculation, he/she 
will not even bother to provide the details of how this could actually be achieved, 
through appropriate processes of expropriation (obviously without compensation) 
and redistribution. Nor will he/she feel the need to remind the reactions of the 
capitalist centres in those historical cases in which this was actually achieved (just 
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to give an example, the US coup d’état in Chile, 11 September 1973, against the 
democratically elected government of Salvador Allende who, faced with the grave 
socio-economic situation, had launched a plan of nationalizations, without compen-
sation, a plan unpalatable to the United States of President Richard Nixon and the 
then Secretary of State Henry Kissinger, Nobel Peace Prize winner in 1973, strenu-
ous defenders of North American private capital wherever it is located). Rather, 
in pursuing his abstract reasoning, he would prefer to note that, without having to 
resort to any real expropriation, it is enough to imagine that at some point in history 
equal spending capacity really has been the rule, and here we also find an ethical 
justification for people’s differing spending capacity. With this interpretation, even 
the unequal distribution of voting rights in the market (the fact that A has ten and B 
only one) would be somehow just, as a due reward for past efforts (if A has ten it is 
because of his/her propensity to save and his/her skill in market interaction, if B has 
one it is because of his/her propensity to consume and his/her inability).

This theoretical attitude of inventing a history that makes the present appear 
rational and just has been abundantly criticized by historians. Unfortunately, for 
some reason, economists consider themselves above history and therefore believe 
they can rewrite the past at will. From a philosophical point of view, this is the 
persistence of the speculative method of idealist philosophy abundantly criticized 
(in my opinion, convincingly) by Marx and the entire Marxist tradition. But Marx-
ism is now out of the centres of official knowledge: it has almost disappeared from 
university teaching (where the tendency is to divide political economy courses into 
microeconomics and macroeconomics modules, cutting out any voice of dissent 
that cannot be framed within these narrow meshes) and all that remains of the 
Marxist critique of bourgeois theory and society is a great deal of ignorance. Mod-
ern economics has thus been able to return to pre-Marxian positions without any 
attempt to overcome that criticism. Marx (1844, First manuscript, ch. 4) wrote 
about the economists’ attitude to history in his early studies:

Do not let us go back to a fictitious primordial condition as the political 
economist does, when he tries to explain. Such a primordial condition 
explains nothing. He merely pushes the question away into a grey nebulous 
distance. He assumes in the form of fact, of an event, what he is supposed to 
deduce. . . . Theology in the same way explains the origin of evil by the fall of 
man: that is, it assumes as a fact, in historical form, what has to be explained.

The mystified story of the functioning of the market makes it all appear 
upside-down: the rich man, according to the story of bourgeois economics, has 
a greater weight in the social decision-making process because he has abstained 
from consumption in the past or because, thanks to his/her skill, he/she has man-
aged to get a good placing in the competitive game; the poor person, on the other 
hand, must have done something wrong in the competitive struggle. The fact that 
the market is not born out of the Eden of equal opportunities, but is the result of 
a historical process that, in the words of Marx (1867, ch. 26), remains ‘written in 
the annals of mankind in letters of blood and fire’ is considered secondary:2 the 
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important thing is not to explain what is happening and what has actually hap-
pened, but to interpret the existing reality as the result of a logical and just process, 
even if it did never happen.

Historians, in attempting to explain the present as the result of past processes, 
arrive at a representation of reality made up of contradictions, conflicts, conver-
gences and divergences. Economists, by contrast, assume that the present is the 
expression of a coherent set of principles and then invent a story whose logical, 
rational and just epilogue is precisely the existing reality. Thus, what for historians 
are contradictions or compromise solutions, become for economists the conditions 
of consistency. This obviously implies that the historians’ and economists’ stories 
are different and go in opposite directions, from the past to the present in one case, 
from the present to the past in the other: the former explain history, understood as 
a critical interpretation of the past, the latter tell a story, understood as a fairy tale 
whose happy ending is the present.

The freedom-coercion dichotomy

In this clumsy attempt at ex post rationalization of the present, the story of neo-
liberal theory is made up of spontaneous interactions between free subjects, who, 
thanks to the market, find a way to express their subjective preferences and, thanks 
to the expansion of markets, see the domain in which their preferences can actually 
be realized expand. This further mystification is operated in economic modelling 
through the double assumption that individual preferences and endowments are 
given, which implies (tautologically) that any transaction is the product of free 
choices on the part of all participants (if a transaction is not mutually desired, it is 
in fact not realized). In the specific case of market interaction, the tautology states 
that any exchange is necessarily desired and intentional, since the market is by 
definition the arena in which one exchanges only if one wants to.

Like any tautology, this proposition is also logically true. The problem, how-
ever, is that the tautology is arbitrarily truncated: market interaction does not sim-
ply express individual preferences (as the neoliberal apologetics claims), but rather 
depends on existing preferences and constraints. And it is not difficult to realize 
that if the rich financier George Soros and I express different demands on the mar-
ket, it is not so much because we have different tastes (which may even not be true) 
but because we have different endowments. All this is, of course, well known, but 
who knows why, when we talk about the functioning of the market, we identify 
demand with preferences and not with constraints (and this makes us mistakenly 
see the market as a pure instrument of freedom, when at the same time it is also an 
instrument of oppression).

In economic language, there is also a tendency to surreptitiously load the market 
with ideological values by using the expression ‘free market’. Asking what exactly 
this expression means sounds only provocative. In fact, it is not only part of eve-
ryday language, but is also found, sometimes obsessively, in economics textbooks 
and in the speeches of experts. Personally, it is not clear to me what it means for 
an institution to be free. Freedom may be of the people, not of the institutions that 
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regulate their interactions. Perhaps free market means the principle that the market 
mechanism is left free to operate. But then, I do not understand what is the point of 
making a normative issue out of it, given that the price to be paid for the freedom 
of the market is precisely the lack of freedom of the subjects that interact in it. Or 
another possible interpretation is that it is precisely the subjects interacting in the 
market that are free. But, as we have seen, this can only be asserted if we take their 
decision-making constraints (their economic endowments) as given. However, if 
constraints are taken as given, any action is free, by definition. So why not also 
speak of ‘free jails’? After all, even a prisoner is free, as long as one takes bars, 
surveillance and all other restrictions imposed on him/her as given.

The freedom-coercion dichotomy, on which neoliberal economists insist so 
much by attempting to associate with it the market-state dichotomy or, more gener-
ally, the market-hierarchy dichotomy (Williamson, 1975), is in reality meaningless. 
There are only constrained choices, both in the market and in the other spheres of 
social interaction and, precisely as such, they are both free and coerced: free insofar 
as they are chosen, coerced insofar as they are constrained. Therefore, the relevant 
question is not freedom in an absolute sense, but that of the types of constraints 
within which individual freedoms can be guaranteed.

Incidentally, the definition of the economic problem as a ‘constrained optimum’ 
problem is considered by mainstream economists as the most important step for-
ward in economic science. According to the neoclassical approach, which is widely 
dominant in economics today, ‘economics is the science that studies human con-
duct as the relationship between ends and scarce means applicable to alternative 
uses’ (Robbins, 1932). Mathematically, this approach leads to representing any 
economic problem as an optimizing choice problem within a set of constraints. 
The free character of choice is thus expressed in the decision-maker’s objective 
function (which defines the goals to be pursued and their relative weights, derived 
from the preferences of the decision-maker itself), while its coercive character 
is expressed in the functions describing the existing constraints (i.e. the limited 
means available to realize the set goals).

Neoliberal economists, however, prefer to insist on freedom when referring to 
market interaction and on coercion when referring to all other forms of economic 
interaction, with the contradictory result that in interpreting market exchanges as 
the product of free and intentional interactions, one of the two pillars on which the 
whole of modern economic theory rests, that of constraints, is set aside, giving the 
(mistaken) impression that everything depends on preferences.

If I travel in second class and you in first, according to bourgeois mystification, 
it is because, evidently, you prefer to travel comfortable, while I prefer something 
else. Thus, it would then be normal to expect that I have a nicer car than you or 
that I go on holiday somewhere nicer. And instead, when we get off the train, me 
from second-class and you from first-class, everyone knows that the nicer car will 
be yours, just like the holiday place. And this is because in decision-making, con-
straints count first and only within constraints is there room for the expression of 
preferences. One does not need to be an economist to understand this truism, but 
it is thanks to the economist and the authority of his/her science that the truism is 
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transformed into a half-truth, remaining logically unassailable, as being the product 
of a tautology, but being at the same time false, like any half-truth.

If there were no classes on the train, we would all travel under the same condi-
tions, and this would obviously limit the freedom to travel comfortably of those 
who can afford it (but would increase the probability of finding a seat for those 
who cannot). Obviously, however, this would be inefficient according to bourgeois 
theory. The conditions of allocative efficiency, so dear to economists, are in fact 
expressed in the equality between willingness to pay and price, and the willingness 
to pay of a rich person is certainly greater than that of a poor person (regardless of 
their preferences for train travel, cars and holidays). The point, however, is that an 
individual’s willingness to pay cannot be defined independently of his/her budget 
constraint: there is no point in asking how much one is willing to spend on a certain 
good if one does not know one’s overall spending limits. It is thanks to this simple 
omission of the question of constraints (which of course are heterogeneous in real-
ity) that the market can be described as the home of economic freedom. But the fact 
remains that this home for some is a villa, for others a cell.

The market-democracy dichotomy

Extending the space of market relations means introducing ‘classes’ into ever 
larger areas of our lives and allowing those with the economic means to grab the 
best while leaving others the rejects (if any). What is the point of charging a ‘ticket’ 
to take the train, to go to school or to receive health care if not to keep those who 
cannot afford it out of trains, schools and hospitals? And what is the point of having 
different tickets according to the quality of service if not to prevent second-class 
citizens from mixing with first-class ones? If one really wants to meet people’s 
needs (or if one simply wants to reduce inequality) then let us all travel in the same 
class, let us all go to the same schools and let us all go to the same hospitals.

But then, one will object: you want to restrict the citizen’s right of choice! As if 
this were not already the case: how many are there who cannot even attend school 
or afford a train journey and, when they can afford it, they certainly do not consider 
the problem of choosing which class to travel in? Marx and Engels (1848, ch. 2) 
wrote about private property:

You are horrified at our intending to do away with private property. But 
in your existing society, private property is already done away with for 
nine-tenths of the population; its existence for the few is solely due to its 
non-existence in the hands of those nine-tenths. You reproach us, therefore, 
with intending to do away with a form of property, the necessary condition 
for whose existence is the non-existence of any property for the immense 
majority of society. In one word, you reproach us with intending to do away 
with your property. Precisely so; that is just what we intend.

And so, if it is objected to me that I want to restrict the citizen’s right of choice, 
my answer is yes: if for you citizens are only those who have the problem of 
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choosing a private school, a clinic, and a class in which to travel, yes, they will 
have to give something up; if by citizens we also mean all others, then no, the 
freedom of the latter can only increase. If technology and existing resources allow 
comfortable first-class trains, then let us make first-class trains for everyone; if 
existing resources do not allow it, let us make them second-class or intermediate 
class. But let everyone be guaranteed the right to transport.

The equality that the market brings is purely formal. It is true that the law of the 
market is equal for all, but it is we who are not equal in the market. The principle of 
formal equality is thus transformed into the very premise of the existence and per-
petuation of substantial inequality: in the abstract, in the market, all men are equal, 
but in practice, it is only those with adequate spending power who ultimately enjoy 
the goods and services produced by society and this makes men different. This con-
tradiction between formal equality and substantive inequality in the market implies 
that the wider the sphere of economic and social relations regulated by the market, 
the narrower the sphere of relations in which principles of real democracy and 
substantive equality can be enforced.

The very assertion that variety in the quality of goods and services offered by 
the market is a positive normative fact is only valid for those who enjoy the right to 
choose, and this right in the market is proportional to wealth. For those who do not 
have sufficient wealth, variety is only an instrument of discrimination. And, more 
generally, this discrimination increases as market relations expand. All this in the 
guarantee of the highest efficiency.

Notes
	1	 The problem of the impossibility of obtaining a coherent ordering of social preferences 

from individual preferences had already been identified, if only intuitively, at the end of 
the 18th century by Marie G. A. N. de Caritat Condorcet (1785). With the publication of 
Arrow’s book (1951), the literature on the subject developed considerably, giving rise to 
the so-called ‘social choice’ school, which makes heavy use of formal analysis and is, 
from this point of view, not easily accessible to the ‘layman’. Articulate expositions rich 
in bibliographical references are provided by Arrow (1987) and Sen (1987).

	2	 The quote is taken from a long chapter in Capital in which Marx reconstructs the histori-
cal conditions that led to the advent of the capitalist mode of production. The topic of 
pre-capitalist conditions and social phenomena related to the establishment of market 
society is much discussed by economic historians even outside the Marxist tradition. 
A classic on the resistance of society against the establishment of market relations as a 
mode of regulation of society is Karl Polanyi’s (1944) book, The Great Transformation.
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3	� The market and its myths

The myth of the fair market (the market as an incentive mechanism)

Let us now return to the myth of the bourgeois economist who, in order to present 
the market society as the result of an efficient, rational and just process, invents a 
zero time in the past, in which all individuals stand on equal footing at the starting 
blocks, with more or less equivalent endowments. This is in fact a popular myth 
that only historical ignorance can keep alive. For their part, economists, so fond of 
the speculative method, certainly do not contribute to reducing such ignorance. We 
have already seen how this myth clearly conflicts with the history of the origins of 
capitalism. Let us now examine the theoretical contradictions that lie behind it. Let 
us therefore try to follow the historical fantasies of our economist and those who 
believe that the past can simply be hypothesized, rather than studied, and imagine 
that this idyllic time zero actually existed. But then again, shouldn’t we reset every-
thing every time a new individual is born? Why should someone who has not even 
had time to learn his/her own name be responsible for the mistakes (or merits) of 
his/her parents or great-great-grandparents? But then the right to inheritance would 
have to be abolished; and then, for the sake of consistency, the right to donations 
would also have to be revised; and to be really rigorous, the very concept of pri-
vate property would have to be redefined, which would end up conferring much 
more limited rights than those that exist. And then, once the right to inheritance 
and the right to donations have been revised, what would happen to the resources 
belonging to the individual who dies? They should be allocated to the state (per-
haps only pending allocation to a new unborn child). But then this is not a market 
economy model, but one of socialist economy, with public ownership and alloca-
tion of resources on a centralized basis. And, if so, what room is left for the market?

How is it possible not to see that the myth of the fair market is a contradiction in 
terms? Even assuming that the market is in itself desirable and that the only prob-
lem is that of the equal distribution of endowments (the same value of endowments 
for all), the arrangements necessary to make the fair market operational would be 
such as to prevent the market mechanism itself from functioning. We are in fact 
faced with a substantial contradiction: if the market is considered fair because of 
the system of rewards and punishments that it inflicts on the good and the bad, 
it cannot be equitable at the same time, otherwise the system of rewards and 
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punishments would lose its effectiveness: if with the same endowments, individual 
A starts a successful business and individual B embarks on a failing enterprise, is it 
not fair (at least according to meritocratic logic) that A gets rich and B gets poor? 
And what sense would it make to ensure the same remuneration for both? But then, 
if the market to be fair must be inequitable (in that the good must be rewarded and 
the bad punished), what sense does it make to invent a time zero of perfect equal-
ity? And how is it then possible, after time zero, to talk about redistribution without 
undermining the market’s incentive system?

If one accepts inequality as a necessary condition for market fairness, one must 
also accept as fair the misery, degradation and lack of opportunities for emancipa-
tion that characterize most market societies. If, on the other hand, these effects 
of market interaction are seen as undesirable and unfair (because one recognizes 
that success and failure depend not only on the merits and demerits of individu-
als, but also on the starting conditions, or even because one does not believe in 
meritocracy as a yardstick of justice), one would have to continually intervene 
to rebalance these conditions. But this would end up impeding the very function-
ing of the market’s incentive mechanism. Therefore, if fairness is conceived more 
broadly, including the distribution of resources, it can only be achieved by altering 
the market’s incentive system. In short, the only way to make the market fair is to 
hinder its functioning.

The myth of the free market (the market without power relations)

According to the representation provided by mainstream economic theory, the mar-
ket is a place of voluntary and paritetic interaction in which individuals compete 
freely and are rewarded or penalized according to their successes and failures in the 
competitive process. All this in contrast to other contexts of social interaction regu-
lated instead by power relations or even authoritarian and hierarchical relations. In 
this way, the market is presented as an arena of freedom that, by expanding, takes 
away space from the coercion of bureaucracies and organizations. The champion 
of neoliberalism, Hayek, Nobel Prize winner for economics in 1974, presents the 
issue in the following terms:1 ‘It is, as Adam Smith already understood, as if we had 
agreed to play a game, partly of skill and partly of chance’ (Hayek, 1978, p. 186).

But, apart from the fact that we never decided to participate in such a game, but 
were forced to, the point is that the game at hand is not governed at all by skill and 
luck, but primarily by economic power relations. As economists know, the subject 
of power is kept away from economic schemes. Power, authority, domination, are 
all topics considered extraneous to the market, at least in its perfectly competi-
tive form. Two distinct issues arise here: first, perfectly competitive markets are 
certainly not the norm; second, power relations exist even in markets of perfect 
competition.

On the first point, there is not much to be said at the theoretical level, the question 
is rather resolved empirically. In fact, history shows with great evidence that the 
spontaneous tendency of capitalism is towards capital concentration, certainly not 
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towards atomistic competition between a multitude of infinitesimally small enter-
prises. And this alone would be enough to cast doubt on the validity of the schemes 
that defend the market by associating it with the perfectly competitive form.

On the second point, economists will have a reaction of rejection, considering 
me a heretic who has stepped outside the canons of official culture, based on the 
now age-old conviction that competition and economic power are incompatible.2 
Yet, it would suffice to recall the issue of legal, institutional, budgetary constraints 
to show that social relations, including market relations, are power relations and 
that, within power relations, economic power plays a primary role. To stick to the 
constraints that appear explicitly in the economist’s theoretical scheme, at least two 
forms of economic power deserve attention: purchasing power and market power.

The assumption that the budgetary constraints of the players in the competitive 
process are heterogeneous implies the existence of economic power relations, if 
only because the more stringent the budgetary constraint, the narrower the ‘pur-
chasing power’. And without purchasing power, one cannot compete: I could be a 
very skilled financial market strategist and I do not think it is simple bad luck if I do 
not succeed in establishing myself globally alongside the ‘big three’ multinational 
investment companies – Blackrock, Vanguard and State Street – who together man-
age assets worth 20 trillion dollars and control 40 per cent of all listed companies 
in the United States; I simply do not have the means to try.

Obviously then, economic power goes far beyond its specific form of purchasing 
power, calling into question even the cardinal principle of the neoliberal ideology 
of consumer sovereignty: in a world where advertising is a substantial corporate 
expenditure chapter, the assumption that consumer preferences are exogenous to 
the model (or even innate) and that the consumer is the best judge of himself/
herself is at best extravagant (Dobb, 1955). But purchasing power as a form of 
economic power is already sufficient to prevent the competitive game from being 
won by the most skilful or the luckiest, since it will instead be won (other things 
being equal) by the strongest in terms of economic means.

The invention of the perfectly competitive scheme allows at most for the exclu-
sion of cases of direct power relations between two subjects: under conditions of 
perfect competition, it is in fact not possible to impose disadvantageous condi-
tions on the counterpart of the exchange compared to those ensured by the mar-
ket because the counterpart would immediately find another subject with whom to 
carry out the transaction. But who said that the conditions assured by the competi-
tive market do not express power relations? Certainly, under conditions of perfect 
competition, anyone who tried to sell a pair of shoes for 1 000, dollars when the 
competition sells it for 100 dollars would find his/her warehouses full and his/her 
coffers empty. But on what basis can one say that 100 dollars for a pair of shoes is a 
‘correct’ price and that the correct price for a kilo of rice is one dollar? How much 
does the farmer have to work to buy a pair of shoes? In what sense can a competi-
tive price be considered free of power relations?

Under monopoly conditions (or at any rate under imperfect competition) it 
becomes possible to sell the same product at a higher price than would be the 
case, other things being equal, in a market of perfect competition (which provides, 
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according to neoclassical theory, a measure of the monopolist’s ‘market power’). 
But price depends not only on the form of the market, but on a whole range of 
other factors. Thus, for example, if in market X, of monopoly, shoes are priced at 
200, it is by no means certain that in market Y, of perfect competition, they will be 
priced lower. If one assumes different cost curves in the two markets (e.g. because 
firms producing for market Y are too small to fully exploit economies of scale), the 
competitive price in market Y (defined by the meeting of the supply and demand 
curves in that market) may well be300. But then, who suffers more from a power 
relationship, the purchaser of shoes in market X, victim of a monopolist seller who 
imposes a price of 200 (higher than the price that would prevail in those given cir-
cumstances if the market were perfectly competitive) or the purchaser in market Y, 
perfectly competitive, who pays 300 for the shoes (and who therefore has to work 
longer hours to be able to buy them)?

Just as it is not possible to define a distribution of property rights that is neutral 
in terms of power relations (by definition, private property confers rights on one 
subject while depriving others of them), neither does it make sense to define a 
price system that is neutral in terms of power (as the dominant theory pretends by 
constructing the model of perfect competition). If, for some reason, market prices 
coincide with the theoretical prices of the perfect competition model, then a par-
ticular system of budget constraints between market actors is determined; if, on the 
other hand, actual prices are different from theoretical prices, the system of budget 
constraints will be different. In any case, however, these budgetary constraints exist 
and owe their existence to the very existence of private property and the market, 
not to the existence of a particular distribution of property rights and a particular 
price system. Therefore, the fact that the prices actually realized in the market are 
equal to or different from those established by a given theoretical model in no way 
changes the coercive role of private property and the market as general forms of 
social interaction.

The point that escapes the bourgeois economic theory, all centred on the myth 
of perfect competition, is that power relations (economic and otherwise) find their 
basis in social relations, not in relations between isolated agents. Two isolated 
agents exchanging in the market (competitive or otherwise) still exchange prop-
erty rights, and property is a social relation. The structure of property rights itself 
defines a network of power relations between agents, as it confers rights and duties 
and, hence, power. In addition to property, the existence of a market in which 
exchanges take place presupposes a whole series of institutions (from legislative 
norms to social conventions) without which exchange would not take place, and 
these institutions, according to the form they take, modify existing power relations. 
Today, for instance, at the legal level there is a tendency to assign the worker the 
status of self-entrepreneur, from riders who deliver pizzas to call centre employees 
and more. It is clear that these legal measures shift the balance of power in favour 
of the boss and to the detriment of the employee. And it is equally clear that if in 
some countries, riders, through struggle, are granted the status of employees, the 
balance of power shifts in the opposite direction, to the benefit of the working class. 
But to speak of a shift in the balance of power in one direction or the other one must 
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at least recognize the existence of power relations. And if property and the market 
are sufficient to bring power relations into being, they characterize all spheres of 
social interaction, including the market, irrespective of the particular legislation in 
force and the competitive or monopolistic form of the market itself. The exit from 
perfect competition modifies power relations but is not the cause of their exist-
ence: you cannot modify something that does not exist. Therefore, the attempt of 
bourgeois economics to relegate the question of power out of the scheme of perfect 
competition does not work.

Nor is the elaboration of a theory – according to which a perfectly competitive 
market is a context devoid of market power – sufficient to eliminate power rela-
tions from the market, since market power is only one particular form of economic 
power. Bourgeois economics therefore also needs to exclude other forms of eco-
nomic power from scientific investigation. This is done with different arguments 
based on the difficulty of measurement or the analytical precision of the concept 
of economic power itself (Williamson, 1995). In this regard, it would suffice to 
observe that, firstly, there are in fact various measures of economic power, each 
with its own purposes and limitations and, secondly, it is by no means certain that 
all entities that produce real effects are susceptible to measurement (in many cases, 
in social sciences as in hard sciences, it is only the effects of the existence of certain 
relationships that can be quantified). But the point is that, regardless of the valid-
ity of Williamson’s arguments and those of economists who deny the existence of 
a causal relationship running from society to the individual, the fact remains that 
property and the power relations it gives rise to are nonetheless the very premise 
of market interaction. Therefore, if only for this reason, power relations exist. By 
excluding the analysis of power relations from scientific enquiry, bourgeois eco-
nomics paints a picture in which power vanishes (leaving one to believe that the 
agents are all on an equal footing). But neglecting a problem or concealing it does 
not erase its existence.

It is obvious, however, that even bourgeois economics, always so attentive to 
the market and competition, cannot ignore the social assumptions on which the 
market and competition are based, first and foremost private property and the insti-
tutions that guarantee it. Private property, in fact, is a fundamental assumption of 
the theory and cannot be explained as the result of purely voluntary interactions 
even by returning to the mythical time zero. What were individuals exchanging at 
time zero if property was not already there? Somehow, then, bourgeois economics 
itself, although it rejects the social foundations of interpersonal relations, is still 
based on them. The fact is that, once property is accepted as the implicit founda-
tion of the whole theory, neoliberal economics would like to maximize the degrees 
of freedom of property right holders. Thus, market regulation itself is presented as 
a violation of freedom. And indeed, it is, if one recognizes that the freedom of the 
one is the constraint of the other: the regulation of firing is certainly a constraint on 
the master’s freedom to do what he wants with his employees.

In the legal sphere, moreover, the existence of asymmetrical relations between 
the parties, even when the contractual relationship arises on a purely consensual 
basis, is a widely recognized fact and constitutes the very presupposition of the 
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principle of the protection of the weaker party. It would make no sense to protect 
the tenant vis-à-vis the landlord if one did not recognize the asymmetry in their 
positions of power, nor would it make sense to defend the consumer in disputes 
with companies, or to safeguard the rights of the worker vis-à-vis the master, even 
though, in recent times, these general principles are increasingly denied in facts (a 
comrade has informed me that she has been sentenced for participating in a strike, 
which the court has equated with extortion against the master!).

In the economic field, instead, by ignoring all existing asymmetries, mainstream 
economists reason as if we all had the same opportunities and, on the basis of this 
completely false assumption, they then portray rules, norms and all sorts of pro-
tection of the interests of the weaker as violations of freedom (of the stronger), as 
external obstacles to individual free expression.

If the great boxing champion Mike Tyson and I find ourselves sitting at the same 
poker table, the rule against punching each other during the game, for Tyson is a 
restriction of freedom, for me is a guarantee of physical integrity. Obviously, Tyson 
can win the game without throwing any punches, simply because he is better at 
cards than me or perhaps because he is luckier. What is certain is that I will not be 
the one calling for the ‘deregulation’ of the game. Nor would I feel safer if instead 
of sitting at the poker table we were to face each other in the ring, even with all the 
guarantees that Tyson will respect the rules of the game (and if someone tries to 
reassure me arguing that the fight will still be ‘on equal footing’ because ‘the rules 
of the World Boxing Association are the same for everyone’ I would more likely 
think it is Tyson’s manager than a real friend of mine).

The presence of rules necessarily alters power relations and individual free-
doms. In the absence of rules, however, the law of the strongest asserts itself in 
its pure form. The market, with its rules equal for all (applied to subjects that are 
not equal at all), can by no means be considered a context in which people interact 
on an equal footing. On the contrary, uniformity of rules in the market is only the 
tool that allows the giants to crush the smaller ones. That is why, in the presence 
of asymmetrical powers, the rules must not be symmetrical, but must protect the 
weakest: to put it bluntly, just by imposing a series of strong restrictions on Tyson 
and allowing me every blow, I might have a chance of walking out of the ring on 
my own feet; whereas Tyson’s interests would be much better protected in a world 
where every social and economic relationship could be regulated by punches. No 
matter how much bourgeois economics tries to ignore it, market relations are power 
relations: the deregulation of markets only means the integral assertion of the law 
of the strongest in the economic sphere, and the expansion of markets only means 
the defence of the interests of the richest in ever larger spheres.

The myth of the market of equal opportunities (the market without 
social classes)

According to dominant economic thinking, social classes have now disappeared. 
In the market we are all equal, there are no slaves or masters, there are only indi-
viduals. To speak today of opposing interests between capitalists and workers is at 
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the limits of permissibility in economic discourse. It is in the name of the common 
good that economic policy is made, not in the interest of a social class. After all, 
today we are all workers and capitalists at the same time. Many of us have some 
savings invested in the stock market or in the old government bonds, and it is 
therefore for our good that economic policy intervenes (even though, to tell the 
truth, many others do not have a single dollar to spare). And even Elon Musk, Jeff 
Bezos and Bill Gates are workers after all. And if we are all workers and capital-
ists at the same time, why persist with these old, historically outdated, economic 
categories?

Perhaps because, one might reply, the economic categories of capital and labour 
are not at all outdated, given that it is precisely on the capital-labour relation-
ship that the entire capitalist system rests. And also, because, beyond American 
self-made-man fairy tales, a worker in the car industry, on 1,000 dollars a month, 
will never save enough to be able to buy one of the cars he/she produces, while 
Musk will never work enough to equalize the labour contained in his car fleet.

On a theoretical level, neoliberal theory nevertheless insists that the worker is 
granted the possibility of becoming a capitalist himself/herself. It is true, some con-
cede, that in the capitalist system it is possible to define social classes in more or 
less precise terms on the basis of the ownership of economic resources other than 
one’s own labour power (in Marxian terminology, ‘labour power’ is the capacity of 
the worker to work, which is distinguished from the ‘labour’ actually provided in 
the production process). But it is equally true, they say, that this concerns society 
as a whole, not the individual. At the individual level, nothing prevents a person 
with only labour power and willpower from accumulating capital with which to 
start his/her own business.

Certainly, on a theoretical level, this is an existing possibility. The problem, 
however, is that if social mobility is limited, it is not because everyone is comfort-
able where he/she is, but because the worker does not, in fact, accumulate anything. 
And, if he/she does not accumulate, it is not because he/she prefers the egg today 
to the chicken tomorrow (like the sober capitalist), but because he/she needs the 
egg today to get to tomorrow. As Maurice Dobb noted, the story of the capitalist 
who enjoys a profit by virtue of his abstinence, his renunciation of consumption, 
is a historical falsehood: this is not how capitalism was created (Dobb, 1958). But, 
above all, to describe Musk, Bezos or Gates as people who abstain from consump-
tion is simply ridiculous.

That social classes still exist, although they have undergone different evolutions 
over time and in different countries, is first and foremost a question of historical 
analysis. But it is also the very premise of the capitalist system. Capitalist pro-
duction is based on the wage-labour relationship, which presupposes that labour 
power is a commodity that can be sold and bought on the market like any other 
commodity. Capitalism, therefore, to function and stay alive needs, firstly, an army 
of workers who sell their labour power to someone who can buy it and, secondly, 
mechanisms that reproduce this social division into classes. Despite the fact that 
the labour contract, like any contract, is the product of free and voluntary agree-
ments, it is realized on the basis of heterogeneous economic constraints (if we 
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could freely choose, without economic constraints, whether to work for a living or 
to live without having to work, we would all choose to be capitalists) and on the 
basis of market conditions that in fact prevent the worker from accumulating suf-
ficient wealth to disengage from the wage-labour relationship. The reproduction of 
the heterogeneity of constraints is itself the product of the market mechanism and 
is made possible by the existence of wage-labour, that is, the labour market (and 
its economic laws regulating the level of wages). Of course, once the distribution 
of endowments and the existence of the labour market are taken for granted, the 
worker’s pursuit of a wage-labour relationship can be interpreted as the optimal 
choice of a rational individual. Indeed, for those who possess nothing but their 
labour power, a job, even if exploited, is always better than unemployment. How-
ever much the conditions of workers and those of capitalists are constantly chang-
ing, the fact remains that the entire system rests on the relationship between these 
two social figures: workers and capitalists, sellers and buyers of labour power. No 
wage-labour, no capitalism.

Today, then, following the political risks of an explicit class clash, we have 
thought of sweetening the story by also changing the name of one of these two 
social figures. Thus, albeit with some theoretical imprecision, we prefer to call 
the capitalists, the bosses, as entrepreneurs, to emphasize their leadership quali-
ties in undertaking economic activities; or, also, as employers, to emphasize their 
character as gentlemen who offer opportunities to needy workers (this is why we 
sometimes even make them knights of labour) . . . as if it were really them giving 
work to the workers and not the other way around.

The thesis of the disappearance of social classes is just the umpteenth mys-
tification of bourgeois economics that has found fertile ground in the theoreti-
cal disorientation of a left-wing that, in the economic sphere, has fully espoused 
the neoliberal ideology of the right (forgetting the important scientific successes 
achieved precisely in criticizing the neoliberal model) and has renounced class 
struggle in the name of the common good.

The myth of the wealth-producing market (the market as a 
discipline mechanism)

One of the vaunted virtues of the market and competition would be the capacity to 
bring out the best in everyone. In striving to outdo one another, each of us would 
give his/her best and thus contribute to increasing the mass of goods available to 
society and to finding ever better solutions to existing economic problems. How 
else can we explain the impressive leap forward in the production of goods and 
services achieved with the advent of capitalism? And is it not precisely the defeat 
in the race for the production of goods and services that led the main systems of 
real socialism to collapse?

The greatest experts in competition, the competitive sportspeople, know well 
that the direct challenge between two athletes improves the performance of both. 
The desire to always do better, in sports as in business, would therefore be the key to 
the success of the competitive mechanism and this is because competition is human 
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nature itself. And if sport is the field in which ludic competition is best expressed, 
the market is the institution in which economic competition is best developed.

Leaving aside the fact that this conception of sport is very restrictive, given that 
sport was born as an activity of leisure, entertainment, and education of one’s body 
(the word ‘sport’ comes from the old French ‘desport’, in English ‘recreation’) and 
the affirmation of its competitive dimension is, if anything, a consequence of the 
progressive extension of market relations, as, more generally, is the affirmation of 
an individualistic and competitive human nature; the point is that the economic 
sphere has its own specificities concerning the relations between the performance 
and the distribution of the benefits that performance produces. In particular, the 
abundance of products found in the market system is by no means independent of 
the mechanisms for distributing production among the population, so that the crite-
ria for distributing this abundance should be discussed before defining abundance 
in production as a social success.

In capitalism, production and distribution are two interdependent processes. The 
owner of the economic means (the capitalist) buys the means of production on the 
market: the machinery, raw materials, labour power and everything else needed for 
production. Under the pressure of competition, the capitalist tries to pay as little 
as possible for these resources and seeks to exploit them in the best possible way, 
both quantitatively (avoiding waste) and qualitatively (using them intensively and 
combining them in the best possible way). At the end of the production process, a 
product is obtained. This product is the capitalist’s, not society’s, since it is he/she, 
the capitalist, not society, who has advanced the capital. The action of competi-
tion, then, leads the capitalist to sell his/her product at a relatively low price and 
this increases the need to produce at minimum cost, remunerating the means of 
production at the minimum and squeezing them as much as possible. Among the 
means of production, as we have seen, is labour power, which the capitalist buys 
from the worker. As with the other means of production, market competition leads 
the capitalist to exploit it optimally: in a quantitative sense, by trying to make the 
employee work as long as possible for the same pay, in a qualitative sense, by try-
ing to make him/her work as hard as possible during the same working hours. The 
story of course does not end there: competition also operates on the workers’ side. 
For the worker, the stronger the competition and the greater his/her and his/her 
family’s needs, the greater the necessity to make do with the minimum possible, 
giving the maximum in return.

Here, then, lies the secret of the abundance of commodities in the market sys-
tem: abundance is the result of the competitive drive that leads the worker to work 
hard (qualitative aspect) and to work a lot (quantitative aspect) and that leads the 
capitalist to economize on working conditions and to remunerate labour at the low-
est possible wage. And here is also revealed the class, and not societal, interest 
in national abundance and wealth: the abundant production obtained through the 
market process does not belong to society, but to the capitalist, who is fully entitled 
to do with his/her product what he/she wants, consume it, reinvest it, sell it, throw 
it away. For the worker, on the other hand, the possibility of enjoying the ben-
efits of the wealth (produced by him/her) remains subordinate to his/her capacity 
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to purchase the goods produced, which, however, is compressed precisely by the 
game of competition.

The opulence of the market is therefore not a common good, but the good of one 
part of society: not of the part that by working produces wealth, but of the other, 
which by making people work appropriates that wealth. Measuring the economic 
success of a society on the basis of the wealth produced, without reference to the 
final distribution of that wealth (how much of the goods produced can ultimately 
be bought by the workers with the real wages in force) is meaningless from a logi-
cal point of view, but this is precisely the teaching of bourgeois theory and this is 
what the (bourgeois) economic institutions that call themselves super partes do: 
central banks, economic observatories, international bodies. One only has to take 
the monthly bulletin of any central bank or consider the same economic criteria 
on which the European economic and monetary union (the so-called eurozone) 
is established to realize that what counts is the growth of wealth, not its distribu-
tion, as if the two phenomena were truly independent and as if growth were truly a 
common good (even when it is achieved by squeezing the incomes of a part of the 
population). However, mystifications aside, wealth produced does not measure the 
success of society, but the success of capitalists.

Marx and Engels (1848, ch. 2) responded in this way to the argument that com-
petition, based on the market and private property, is necessary for the economy 
and society:

It has been objected that upon the abolition of private property, all work will 
cease, and universal laziness will overtake us. According to this, bourgeois 
society ought long ago to have gone to the dogs through sheer idleness; for 
those of its members who work, acquire nothing, and those who acquire any-
thing do not work.

And it is certain that a society where ten-year-olds work for 12 hours a day (the 
economic miracle of many new developing countries) is more productive and com-
petitive than a society that would like to provide people with the tools for their 
emancipation. What is more, the continual replication of such miracles even in the 
North of the world is not so difficult: it is simply a matter of having workers with 
water at their throats. The worse the labour market conditions are, the more labour 
can be extracted from workers for the same wage and the greater the growth in 
output (and profits).

Once the origin of abundance in capitalism has been discovered, one would like 
to place the responsibility for the distribution problem on specific personal fig-
ures: who better than the capitalist should be held responsible for the exploitative 
relations through which (his/her) wealth is created? But in fact, market discipline 
operates as much on the worker, forcing him/her to accept ever harsher conditions 
as a necessary premise to make himself/herself more attractive than his/her unem-
ployed colleagues, as it does on the capitalist, who does not exploit the worker 
because he/she is greedy and covetous (although undeniably sometimes he/she is), 
but simply because the competitive market imposes discipline on him/her as well, 
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the discipline of minimizing costs. And there is nothing to do about it: workers, 
from the point of view of production, are costs to be cut down.

There is no morality to be invoked in the market. Its discipline, Marx teaches, 
operates as an external impersonal mechanism. Capitalists may be the most mor-
ally exquisite people, but if they do not lower their costs, they are priced out of 
the market. They must, therefore, exploit the workers because it is the market that 
forces them to do so. Of course, in many cases, one might observe, they could 
exploit them a little less. But it is sufficient that another capitalist exploits them a 
little more, making his/her own product cheaper, and everyone is forced to turn the 
screw on working conditions and wages. With the globalization of markets, then, 
the game becomes even tougher since it suffices for the turn of the screw to take 
place anywhere in the world (where workers are in a position to have to accept 
any conditions), that it imposes itself, as an objective condition of survival on the 
market, in every part of the planet.

The parallel with sport also becomes clearer at this point. The competitive 
mechanism, as it operates in the economic sphere, does not correspond at all to 
that which in the sporting sphere leads athletes to improve one another. Instead, 
it corresponds to the mechanism that leads sports team managers to feed anabolic 
bombs to their athletes, which, on the one hand, helps the latter to overcome their 
limits (sometimes even hurting themselves) and beat their rivals, and on the other 
hand, helps the former to line their pockets with the proceeds of sporting victories. 
Of course, in mediatized sport practised at high levels, the game is also attractive 
to bombastic athletes who earn enough to compensate for the side effects of ana-
bolics and injuries (although it is hard to believe that footballers who progressively 
lose all motor functions due to Gehrig’s disease, or amyotrophic lateral sclerosis, 
most likely caused by anabolics, really consider themselves compensated by their 
successes during periods of glory).3 But this simply amounts to the fact that there 
are also huge differences between workers, and that skilled workers, who are suffi-
ciently important to the production process, can demand respectable working con-
ditions and remuneration, just as top footballers earn a thousand times more than 
second-rate footballers. The point remains, however, that in the sporting economy, 
the transformation of a ball game into a multi-billion-dollar business is not the 
result of a process of subjective pursuit inspired by self-improvement, but the result 
of a process of exploitation of others’ abilities aimed at appropriating the results 
achieved. And this is also what happens in the economy in general.

The imperative for the Olympic hundred-metre runner to go under ten seconds 
is a fact imposed by sporting competition. Of course, it is possible to try to set rules 
to safeguard healthy competition. But the goal imposed by the competitive mecha-
nism is to go fast, not to be healthy. And the problem is that rules that would like to 
defend health actually slow down the race. And so it is in economics. The goal is 
the capitalist’s profit, certainly not the emancipation of the worker, and defending 
the worker’s health (and his rights in general) necessarily slows down the process 
of accumulation. That competitive sport at certain levels is in many cases harm-
ful is a fact on which many doctors agree. But that economic competition is bad 
for the worker is sadly borne out by statistics on accidents and deaths at work 
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(without, however, affecting the economist’s certainties): the World Health Organi-
zation and the International Labour Organization (2021) jointly estimate that glob-
ally 1.9 million workers die for accidents in the workplace and for work-related 
diseases each year, adding that this number may be vastly underestimated due to 
poor reporting and coverage systems in many countries. In the first economy of 
the world, the United States, on average 100,000 workers die every year. In 2019, 
5,333 workers died on the workplace (15 per day, including public holidays and 
Sundays) and 95,000 died for occupational diseases (260 per day) (American Fed-
eration of Labor – Congress of Industrial Organizations, 2021).

The sportsman, then, chooses to practise sport and also chooses whether to 
practise it at competitive levels (assuming he/she has the ability) or merely as an 
amateur. The worker, instead, does not choose anything: he/she must work and 
must work under competitive pressure, whether he/she likes it or not. Lastly, the 
discipline of the athlete imposed by sporting competition is a great achievement 
of the individual’s psycho-physical education (which, however, could be achieved 
even without the stimulus of competition, as eastern martial arts, e.g. demonstrate). 
The discipline of the worker imposed by economic competition, by contrast, is 
the annihilation of the individual. In this, in the annihilation of the person, con-
sists ofthe subordination of the individual to the impersonal law of the market and 
competition.

The myth of the market as a discovery procedure (the market as 
signal system)

According to an old but, in the opinion of many, still relevant criticism, the market 
constitutes the only institutional form capable of managing the complex informa-
tion problems that inevitably arise as the social division of labour proceeds. This 
thesis constitutes the mainstay of the Austrian economic school’s critique of social-
ism developed during the planning debate (Mises, 1920; Hayek, 1935). This debate 
developed mainly in the 1920s and 1930s but, still today, according to many econo-
mists, it is more relevant than ever.4

According to Ludwig von Mises, the problem of rational resource allocation 
cannot be solved, even in principle, in the absence of private property and market 
prices. In the absence of synthetic indicators of the relative scarcity of various 
resources (market prices) it is impossible for economic agents to correctly assess 
the consequences of their choices. Thus, Mises concludes, socialism in its attempt 
to dispense with the market is the very abolition of economic rationality.

The importance of market prices as an instrument of efficient resource alloca-
tion is developed by Hayek. Hayek’s thesis is that a centrally planned system can-
not function because it cannot handle the large mass of data that economic agents 
use in productive activities, a problem that the market instead solves automatically 
through the information signals provided by the price system.

Although the thesis of the necessity of prices for the efficient allocation of 
resources was mainly developed in the 1930s, that is, before the advent of the com-
puter, it remains one of the strong points of the neoliberal thesis. In fact, in 1967, 
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Oskar Lange (1967, ch. 1), one of the leading figures in the planning debate on the 
pro-planning side, challenged the claim by Hayek and his colleagues of the Aus-
trian school that no planner could replicate the allocative solution that the market 
automatically finds, with the following consideration:

Were I to rewrite my essay [in defence of central planning] today my task 
would be much simpler. My answer to Hayek and Robbins would be: so 
what’s the trouble? Let us put the simultaneous equations on an electronic 
computer and we shall obtain the solution in less than a second.

From a Marxist point of view, the problem with Lange’s retort (which as a tradi-
tion of thought is inscribed in so-called ‘market socialism’) to the Austrians is that, 
in both criticism and reply, the principle of market rationality is accepted, and the 
only question addressed is whether it is possible or impossible for a centralized 
system to replicate the allocative logic of the market. This approach is problem-
atic because the Marxist conception of socialism is that of a mode of production 
capable of doing better than capitalism (not simply imitating it), that is, capable of 
overcoming the contradictions of capitalism, resolving its allocative irrationality 
defined by the market, preventing its recurring crises, and eliminating the condi-
tions of alienation and exploitation that characterize capitalist production. Instead, 
in Lange’s proposal there is no reference to the problems of alienation and exploita-
tion, and the only question addressed is that of the efficient allocation of resources, 
on the assumption that the market is in any case capable of resolving it.

From the point of view of the academic debate, however, Lange’s answer is 
valid because it rejects Hayek’s criticism by accepting his own assumptions (those 
of market rationality): the so-called Lange-Lerner procedure in fact demonstrates 
that planning can replicate the allocative solution of the market and that it can 
also produce different allocations if the market one is not agreeable. In fact, let us 
recall that the Pareto efficiency of the market is compatible with even very unequal 
distributional arrangements (the important thing is that, with respect to the starting 
situation, in the final position no one worsens his/her condition), which means that, 
by letting the market mechanism operate freely, there is no guarantee that the final 
distribution of goods among the agents of the system can be considered socially 
acceptable. By contrast, this problem can be obviated through the Lange-Lerner 
procedure, which not only allows Pareto efficiency to be obtained, but also makes 
it possible to choose, among the various Pareto-efficient configurations, the one 
with the most socially appropriate distributional characteristics. This is equivalent 
to saying that, precisely according to the allocative rationality of the market, plan-
ning is a superior allocative mechanism to the market (at least on paper). A second 
advantage of the Lange-Lerner procedure is that, through price control, the plan-
ning centre has a way of combining its own preferences with those of consumers, 
incentivizing the consumption of those goods it considers deserving and discourag-
ing the consumption of those it considers socially harmful, something that cannot 
be done if prices are determined entirely by the market (the main theoretical refer-
ences of the Lange-Lerner procedure are collected in Lange and Taylor (1938)).
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Compared to the Lange-Lerner procedure, planning theory took a leap forward 
with the discovery, in 1939, of ‘linear programming’ by the Soviet mathematician 
and economist Leonid Vitalevic Kantorovic who won the Lenin Prize in 1965 (the 
highest scientific award in the socialist bloc) and the Nobel Prize for economics in 
1975 (the only Soviet economist to have received this recognition) together with the 
American economist Tjalling Charles Koopmans, who, in an independent path, had 
discovered (about ten years later) the same mathematical technique in the United 
States (Kantorovich, 1939; Koopmans, 1951).5 With the discovery of linear pro-
gramming, the question of the necessity of market prices as indices of scarcity of 
economic resources is definitively resolved. Planning, from a formal point of view, 
is a constrained optimization (maximization or minimization) problem in which 
the objective function is set by the planning centre and the constraints are given 
by the existing technology and available resources. The solution of the constrained 
maximum problem leads to the determination of the ‘optimal plan’, that is, the best 
strategy for achieving the goals defined in the plan. This solution provides an assess-
ment of the relative importance of each resource used in the plan with respect to the 
established goals. This assessment is called the ‘shadow price’ (or ‘solution multi-
plier’ in the Soviet terminology). From the point of view of the efficient allocation of 
resources, mathematical programming shows that shadow prices play the same role 
in the planned system as market prices do in the capitalist system: like market prices, 
they provide an assessment of the relative scarcity of each resource, the only differ-
ence being that this scarcity is not measured in relation to the objectives of the mar-
ket agents (weighted according to the principle ‘one dollar, one vote’), but in relation 
to the objectives set by the planner. This means that economic planning is not at all 
irrational: simply, whereas the market values different resources according to the 
preferences of those who have the means to buy, planning values different resources 
according to the preferences of the planner (which, at least on paper, can be as much 
the result of a democratic process as a pure dictatorial imposition from above).

From the point of view of Western academic debate, however, the Soviet math-
ematical school remained substantially on the margins of the planning controversy, 
as the Soviet Union’s priority was to improve the practice of planning and not to 
engage in an academic debate about the theoretical possibility of the optimal plan 
or the necessity of market prices.

Returning to the market socialists’ reply to the Austrians, it was not considered 
convincing by the latter, who increasingly appealed to the tacit nature of knowl-
edge. Much of the information that economic agents use on a daily basis is in fact, 
according to Hayek, impossible to codify and cannot therefore be communicated to 
the central planner in charge of drawing up the plan. The advantage of the market 
would instead consist in the possibility of managing the information necessary for 
the system to function in an automatic and tacit manner, without any need to make 
the existing and commonly used mass of information explicit. To convince us of 
this, Hayek (1945, pp. 526–527) develops the following example:

Assume that somewhere in the world a new opportunity for the use of some 
raw material, say tin, has arisen, or that one of the sources of supply of tin has 
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been eliminated . . . . All that the users of tin need to know is that some of the 
tin they used to consume is now more profitably employed elsewhere, and 
that in consequence they must economize tin. There is no need for the great 
majority of them even to know where the more urgent need has arisen, or in 
favour of what other needs they ought to husband the supply. . . . The whole 
acts as one market, not because any of its members survey the whole field, 
but because their limited individual fields of vision sufficiently overlap so 
that through many intermediaries the relevant information is communicated 
to all. . . . The marvel is that in a case like that of a scarcity of one raw mate-
rial, without an order being issued, without more than perhaps a handful of 
people knowing the cause, tens of thousands of people . . . are made to use the 
material or its products more sparingly; i.e., they move in the right direction.

A first serious problem in the Austrian economist’s argument is that (as we shall 
see better in Chapter four) the thesis that market prices provide the appropriate 
signals to move in the ‘right direction’ is a thesis that proves indefensible when 
analysed in less discursive and logically more rigorous terms: in the presence of 
so-called market failures, market prices do not in fact provide the appropriate sig-
nals to realize the efficiency conditions; on the contrary, economic agents respond-
ing to the price signals provided by the market do not bring the system closer to 
Pareto efficiency but instead bring it to a sub-optimal position. This means that, 
even accepting the bourgeois mystification that identifies social desirability with 
efficiency, the ‘marvel’ of which Hayek speaks cannot, in fact, come about.

But the more serious problem is perhaps that, in reasoning in purely intuitive but 
not sufficiently rigorous terms, Hayek touches on a very delicate theoretical issue 
that later turned out to be a very bitter note in research on the market’s ability to 
coordinate the decisions of independent agents. In fact, Hayek’s argument insists 
on a problem of stability of the equilibrium between the supply and demand of 
goods, that is, the ability of the equilibrium position to attract the system to itself 
from disequilibrium positions. The marvel of the market would then consist in the 
possibility of moving the system in the ‘right direction’ (towards the new equi-
librium) when a change in the data that defined the old equilibrium (a shift in tin 
supply or demand curves, in Hayek’s example) has occurred. However, the point is 
that all of the more rigorous theoretical developments of the equilibrium stability 
problem, in a context of interdependent markets (i.e. in which disequilibrium in 
the tin market produces effects on the tin pot market), have failed in their attempt 
to demonstrate the actual ability to converge to equilibrium from disequilibrium 
positions. In particular, in the 1950s some of the best-known mathematical econo-
mists attempted to formalize the process of convergence to equilibrium through a 
system of equations that explicitly take into account the time factor to determine 
under which conditions the system actually approaches equilibrium. In the course 
of this study, several examples emerged in which the process is unstable, that is, 
does not converge to equilibrium. As the research progressed, it became apparent 
that cases of instability are by no means the exception, but rather constitute the 
norm. Finally, in 1973, the mathematical economist Hugo Sonnenschein proved an 
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important theorem (later generalized by Rolf Mantel and Gérard Debreu) that gives 
a negative answer to the search for equilibrium stability. This theorem states that, 
given a model of interdependent markets, in which all commonly assumed assump-
tions regarding the behaviour of agents, the shape of markets etc. are fulfilled, it is 
impossible to rule out cases of equilibrium instability (Sonnenschein, 1972, 1973; 
Debreu, 1974; Mantel, 1974). This, of course, does not mean that the equilibrium 
is always unstable. It does mean, however, that assuming the economic system is 
adequately represented by the equations of the perfect competition model, it is in 
no way possible to count on automatic convergence to equilibrium if the system 
is in disequilibrium. Theoretical research, at this point, has attempted to determine 
particular conditions in which stability can be guaranteed. However, these condi-
tions require the introduction of ad hoc hypotheses that have no theoretical justi-
fication. All this means that the ‘marvel’ of which Hayek speaks is by no means 
certain to occur. Incidentally, the failure of economic theory to solve the problem of 
equilibrium stability is a fact recognized by several leading exponents of neoclas-
sical theory, which is more attentive to questions of logical-deductive rigour than 
the Austrian school (Hahn, 1982).

But let us leave aside for a moment the mathematical problems, which are cer-
tainly not the strong point of Austrian economists and return to their conception of 
the market. The conception of the market that is outlined in Austrian theory is that 
of a powerful sensor system capable of capturing the dynamics that take place in 
the conditions of production and in people’s needs, wherever they manifest them-
selves, and moreover capable of satisfying these needs automatically. Through the 
market, in fact, an individual who prefers a yellow shirt to a green one has only to 
express his/her preference by buying the yellow shirt instead of the green one. In 
this way, according to the Austrians, not only does the market allow for the mani-
festation of individual preferences but, at the very moment this happens, it simul-
taneously satisfies them (a feat considered impossible by a planner, who would be 
required to know in detail the preferences of each individual citizen for the yellow 
and green shirts). The mechanism may be imperfect, but it remains, in their view, 
the most powerful mechanism for coordinating agents in a system in which the 
amount of information required for the system to function reaches thresholds that 
cannot be managed at the centralized level, nor can it be properly communicated 
by decentralized agents since this would require the codification of knowledge that 
exists only at the tacit level. This, according to the ultra-liberals of the Austrian 
school, is the true limitation of central planning and the strength of the market.

The fact that information problems are a point in favour of the market and against 
planning is, however, far from obvious. Not so much because the codification of 
information has by now reached extremely advanced stages (sounds, images, mis-
sile trajectories, individuals’ tastes and behaviours, viruses, DNA, everything is 
codified); but above all because the centralization of information and planning are 
the tools of the capitalist system’s main actors: the corporations. Since the time of 
Lange and his commentary on the revolution in information management brought 
about by the advent of the computer, new mathematical, statistical and informatics 
techniques, which were simply unimaginable at the time, have developed, making 
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it possible to intersect databases of all kinds and sizes. The Aladdin electronic 
system developed by BlackRock manages 21.6 trillion dollars in diverse financial 
assets through a network of 5 000, computers that instantly analyse all sorts of eco-
nomic, financial, political, military, behavioural, psychological, geological, mete-
orological data in order to optimize the portfolio strategies of its clients.

Only in bourgeois mystification does capitalism coincide with a network of 
markets, where there are alert and awake entrepreneurs, ready to respond to the 
signals that the market sends them through the price system and to seize the profit 
opportunities left unexplored, thus helping to disseminate the relevant informa-
tion to the various agents of the system (in this is summed up, in particular, the 
scientific contribution of Israel Kirzner (1973, 1992, 2000), the new leader of the 
modern Austrian school, after the death of Hayek). The capitalism of the 21st cen-
tury (but also that of the 20th and 19th centuries), however, is not made up of alert 
entrepreneurs but of enterprises that plan. And enterprises, the bigger they are, the 
more they plan. Large multinationals plan everything: production, sales, market-
ing, transport, financial variables, customer service, internal careers, relations with 
other companies, relations with politics, relations with states. Nor can this be made 
a question of size, since today’s multinationals have budgets comparable to and, in 
many cases, larger than those of entire countries, and often range in the production 
of quite different goods. A look at the data may be useful.

In a provoking article in 1996, Sarah Anderson and John Cavanagh 
cross-reference Forbes magazine’s data on the sales of the largest multinationals 
and the World Bank’s data on the gross domestic product of the world’s different 
countries. Since then, we know that the trends have only accelerated. These are the 
results they get.

Of the world’s top 100 ‘economies’ (whereby an ‘economy’ is meant either a 
state or an enterprise), only 49 are states, the other 51 are multinational corpo-
rations (1995 data). Mitsubishi, the world’s largest corporation, was bigger than 
Indonesia, the fourth most populous country in the world. General Motors was 
bigger than Denmark, Ford was bigger than South Africa, Toyota was bigger than 
Norway. Fiat, 82nd in this ranking, was bigger than Egypt, Algeria and Hungary. 
Wal Mart, the 12th largest corporation in the world, was larger than 161 of the 191 
countries on the planet. The total sales of the top 200 corporations were equivalent 
to more than a quarter of the world’s gross product. If we subtract the gross domes-
tic product of the nine largest countries (the United States, Japan, Germany, France, 
United Kingdom, Italy, Brazil, Canada and China) from the gross domestic product 
of the world’s 191 countries, the total gross domestic product of the remaining 
182 countries is less than the sales of the top 200 corporations (Anderson and 
Cavanagh, 1996, 2000).

Today things are even better for corporations: some have merged to become 
even bigger; others have simply been displaced by the rise of new giants devel-
oped precisely in the information sector. The top ten largest companies by mar-
ket capitalization in 2023 are Apple, Microsoft, Saudi Aramco, Alphabet, Amazon, 
Nvidia, Meta Platforms, Tesla and Louis Vuitton, eight of which from the United 
States and all strongly dependent on high technology and information management 
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(Statista, 2023). The development of new information technologies, however, has 
not really followed the invisible hand of the market but the invisible hand of the US 
secret services. The 2013 revelations of Edward Snowden, former CIA contractor, 
showed in fact the existence of a planetary surveillance system by the NSA called 
Prism, in which all the biggest telecommunications and internet giants, such as 
Google, Facebook, Microsoft, Skype, Apple, AOL and many others, participate.

The increase in the size of corporations naturally also increased the concentration 
of personal wealth. By now, there are people on the planet who count their wealth in 
hundreds of billions of dollars (Forbes, 2024). State budgets, by contrast, have been 
progressively reduced, through privatizations and the containment of public spend-
ing, extended to practically all sectors, including those of greatest social urgency, 
except of course the expenditure for interests on public debt: that one, everyone 
agrees, must be paid and that’s it, there is no way to reduce or rediscuss it.

This being the case, it is difficult to understand why Larry Fink (BlackRock) 
Elon Musk (Tesla, SpaceX), Jeff Bezos (Amazon), Larry Ellison (Oracle), Bill 
Gates (Microsoft), Larry Page (Google) and Mark Zuckerberg (Meta Platforms), 
or the chiefs of the CIA and the NSA, William J. Burns and General Timothy D. 
Haugh, are so good in managing information, while for the minister of the economy 
of a socialist state this should be an insurmountable problem; nor, more generally, 
can it be explained why, when planning is capitalist, it is synonymous with profits 
and efficiency and when it becomes socialist, it is synonymous with theoretical and 
practical impossibility.

But evidently even questions of realism are not the main concern of Austrian 
theorists. And so, since neither theoretical criticism nor that of realism is suffi-
cient to undermine the ideological convictions of this school of thought, let us take 
one last step in the critique of Austrian neoliberalism, by focusing precisely on its 
strictly ideological dimension, which, after all, is the real reason for the renewed 
interest that this school of thought arouses. Let us therefore take a closer look at 
what the ‘marvel’ of the market mechanism that fascinates Hayek so much consists 
of. Along the lines of the example of the tin developed by the Austrian author, let 
us consider the following example.

Assume that somewhere in the world, in the middle of a desert, a new oppor-
tunity for the use of some raw material, say water, has arisen, as a rich sheikh has 
discovered the pleasures of water games and is willing to pay a large sum of money 
to dive down a long slide into a huge pool. All that the users of water need to know 
is that some of the water they used to drink is now more profitably employed in the 
water park and that in consequence they must economize water. There is no need 
for the great majority of them even to know where the most urgent need has arisen, 
or in favour of what other needs they ought to suffer dehydration. The whole act 
as one market, not because the sheikh or his worshippers survey the whole field 
(forcibly imposing the sheikh’s wishes on the heads of the population), but because 
their limited individual fields of vision sufficiently overlap so that through many 
intermediaries the water ban is communicated to all (through an increase in the 
price of water, which has now become scarcer). The marvel is that in a case like 
that of water scarcity, without an order, without more than perhaps a handful of 
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people knowing the cause, tens of thousands of people are led to die of thirst so 
that the sheikh can splash around in the pool. This is the ‘right’ direction in which 
the market leads.

Voilà then the ‘marvel’ of which Hayek speaks: a mechanism that transfers 
resources, not according to the urgency of needs, as the author mistakenly sug-
gests, but according to economic willingness to pay (which obviously has more 
to do with wealth than needs). Had the sheikh been a dictator in full control of the 
economy, it would have been easy to see the perversity and inhumanity of an alloc-
ative system that subordinates the needs of the population to the wishes of their 
ruler. Precisely because of its inhumanity, the construction of the sheikh’s pool in 
the middle of the desert would have inevitably brought with it the risk of protests 
and insurrections. Hayek himself would have spoken in such a case of ‘tragedy’ 
and ‘the road to serfdom’ (‘the road to serfdom’ is the title of a famous book by the 
Austrian author against all forms of state intervention (Hayek, 1944)). When, by 
contrast, it is through the market that resources go from those who need them most 
to those who have the most economic means to enjoy them, the ‘tragedy’ becomes 
a ‘marvel’, the ‘road to serfdom’ becomes the ‘right direction’ and the satisfaction 
of the sovereign becomes the highest end around which to organize the economic 
system. These are the principles of justice that inspire Austrian neoliberal ideology. 
At this point, all that remains is to raise the market to the status of a natural and 
neutral mechanism, and the risks of insurrection are also reduced: it is one thing 
when the despot takes it away from you by an act of force, it is another thing when 
an impersonal mechanism takes it away from you by a simple price movement. In 
this sense Hayek is right: the market is truly a ‘marvel’.

Before closing this discussion of the theoretical positions developed during the 
planning debate, it is worth recalling what remains of this great controversy in 
modern economics teaching: in general, nothing. Indeed, according to a widespread 
opinion, the end of Soviet-style real socialism would render the whole debate obso-
lete. The fall of the Soviet Union and the disintegration of much of the socialist 
bloc would provide proof of the validity of the Austrian criticism of planning.

This kind of ex post demonstration obviously baffles historians, who focus, if 
anything, on the concrete problems encountered in the different planning systems 
and on factors such as the internal forces of disintegration in Eastern European 
countries and the bipolar international context characterized by the Cold War (and 
its high economic and political costs).

In the field of economics, instead, this view finds fertile ground, since the 
historical dimension (both of the history of economic thought and of economic 
history) is certainly not prevalent. According to the new concise version of the 
planning debate proposed by many economics textbooks, the thesis of the unsus-
tainability of a planned system is simply based on the twofold observation 1) that 
there was central planning in Soviet Union and 2) that the Soviet Union collapsed 
economically and politically. It is obvious that such a way of reasoning should not 
even be taken seriously: in the Soviet Union there was also my grandmother; then, 
perhaps, the real cause of the collapse of Soviet socialism is not planning, . . . is 
Grandma Iole!
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Understandably, given the epochal scale of the phenomenon, there is no unani-
mous consensus among historians on the various causes of the Soviet crisis and 
their relative weight. What is certain is that, from a historical point of view, plan-
ning cannot be identified as the cause of the Soviet crisis. Not least because, in 
doing so, one forgets that the Soviet Union of planning was nevertheless capable 
of transforming a semi-feudal country into an economically, socially and militarily 
advanced one, the only one able to repel the Nazi advance in the Second World 
War (until then victorious across the board) and, subsequently, the only one able 
to rival the main capitalist superpower, the United States, which entered the war 
late and emerged practically unscathed, from the first moment more worried about 
communism than Nazism.

Without wishing to go into the merits of these complex historical issues here, 
nor on the different political evaluations of the Soviet model’s correspondence to 
the socialist ideals it was inspired by, one point is nevertheless clear: the rise and 
fall of Soviet socialism are problems to be analysed from a historical perspective 
and cannot be trivialized in the abstract comparison between the centralized and 
decentralized model, as the new economic vulgate would have it.

Notes
	1	 Unlike the other Nobel Prizes, the Nobel Prize in Economics is not awarded by the Nobel 

Foundation, but by the Swedish Central Bank. Technically it is called the ‘Bank of Swe-
den Prize in Economic Sciences’.

	2	 The issue of power in economic relations and in economic theory is one of my main 
lines of research. For an organic presentation of my critique and the Marxist conception 
I develop, see Palermo (2016).

	3	 According to a journalistic investigation conducted by Alessandra Anzolin and Paolo 
Mondani for Report, which aired in Italy on Raitre on 30 September 2003, all interviewed 
footballers suffering from Gehrig’s disease were taking ‘something’ even though they 
did not know what it was. With the imposition of anti-covid ‘vaccines’, the number of 
people who have had experimental serums injected without knowing the real content has 
grown to some billions, but in this case, for many of them, it was not the mirage of better 
sports performance but only the blackmail of being barred from working and having a 
social life.

	4	 In the history of economic thought, important reconstructions of this debate from an 
Austrian perspective are developed by Vaughn (1980), Lavoie (1985), Kirzner (1987) and 
Gloria-Palermo (1999). A modern text that instead defends the theses of market social-
ism, the rival school of thought to the Austrian one in this theoretical dispute, is that of 
Jossa and Cuomo (1997). Although certainly not a classic reference, my views on this are 
expressed in Palermo (1998).

	5	 The studies that led to the discovery of linear programming in the United States, in which 
the mathematician George B. Dantzig also played a decisive role (in fact, it was the latter 
who made the most important contributions), were largely financed by the American Air 
Force and the Rand corporation, an institution linking the military apparatus, industry 
and universities, which started out as a research and development organization of the 
American Air Force and later became a non-profit institution. In fact, although the theo-
rists of the socialist planning debate have never dwelt on this fact, centralized planning, 
as an alternative allocative instrument to the market, is by no means an exclusive concern 
of socialist systems but concerns any system that attempts to rationalize the allocation of 
resources according to pre-established objectives.
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4	� Theoretical and real markets

The market critique I have developed so far concerns, first of all, those schemes 
that entrench themselves behind the construction of ideal markets. These schemes, 
precisely by idealizing the market, believe in fact that they can provide a represen-
tation that justifies the virtues of the market. However, in addition to failing in this 
objective, such an approach exposes itself to another type of criticism that concerns 
the relationship between theory and reality.

All the supposed benefits of the market refer only to idealized markets that 
never existed in reality; but when we entrust a certain allocative space to the mar-
ket, we must necessarily call-in real markets. Therefore, if one wants to defend a 
market-based society (or even simply a society that entrusts a certain space to the 
market), one should first of all explain why real markets are desirable and not just 
why ideal markets are desirable. Instead, the (alleged) desirability of the market 
is always about theoretical models that have little to do with real market systems.

This is not simply a problem of realism, but a theoretical own goal of bourgeois 
economics. Indeed, one only has to reflect on the unbridgeable distance between 
the assumptions of the theoretical model and the characteristics of the real world 
to realize that, precisely to the extent that the theoretical market can be considered 
rational, efficient or desirable, real markets are necessarily irrational, inefficient 
and undesirable.

In this chapter we therefore accept, if only as a theoretical challenge, the bour-
geois approach based on the allocative rationality of the market and study more 
closely the conditions required for markets to actually realize Pareto efficiency. 
Given the high development of theoretical research in mainstream economics, a 
critical examination of its assumptions necessarily requires some effort. Let us 
begin with the results that neoclassical theory obtains from the perfect competition 
model and then analyse the assumptions introduced to obtain these results.

General economic equilibrium and welfare economics

The neoclassical general economic equilibrium model constitutes the most ambi-
tious and advanced research project on the normative properties of the market to 
date. From the perspective of the history of economic thought, the theory of general 
economic equilibrium is founded by the French economist Léon Walras in 1874 
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and developed by the Italian economist and sociologist Vilfredo Pareto in 1896, 
both professors at the University of Lausanne (this is why the general economic 
equilibrium school of thought is also called the ‘Lausanne school’). The funda-
mental problem tackled by the two economists was to demonstrate the existence 
of a set of prices capable of ensuring equality between demand and supply in all 
markets (the problem of the existence of a general economic equilibrium). How-
ever, in the treatises by Walras and Pareto, this problem is inadequately addressed, 
in the belief (later revealed to be wrong) that the existence of equilibrium is guar-
anteed by the equality between the number of unknowns and the number of equa-
tions in the model. The first rigorous demonstration of the existence of equilibrium 
did not occur until the 1930s, thanks to the contributions of Abraham Wald and 
John Von Neumann. Then, in the 1950s, Wald’s contribution was generalized by 
Arrow, Debreu and Lionel W. McKenzie, whose contributions earned the first two 
economists the Nobel Prize and the ownership of the model itself, now commonly 
referred to as the ‘Arrow-Debreu model’.1

The Arrow-Debreu model describes a world in which all agents optimize par-
ticular objective functions (utility for consumers, profits for firms) within a set of 
economic and technological constraints. Specifically, the model is based on three 
sets of assumptions concerning technology, individual preferences and individu-
als’ endowments. These three sets of assumptions are represented in mathematical 
terms through appropriate expressions and functions, which makes it possible to 
formalize, for each agent, the particular constrained optimal problem it is called 
upon to solve. With this formal representation, the first problem that arises is 
whether a situation exists in which all agents succeed in optimizing their objec-
tive function, given the constraints of their decision problem. Such a situation, if it 
exists, is said to be of equilibrium since, under such circumstances, no agent will 
have an interest in unilaterally changing its behaviour (since it is already achieving 
the maximum possible), which means that if the system is in an equilibrium posi-
tion, it will remain there, unless exogenous shocks to the fundamental data of the 
model occur.

This definition of equilibrium, as a situation in which nothing moves, is only 
apparently different from the more usual definition of equilibrium as the equality of 
supply and demand. In fact, in neoclassical theory, the demand and supply curves 
are constructed precisely as a synthesis of the solutions of the constrained optimal 
problems of the individual agents so, as we immediately verify, the two definitions 
coincide. The demand curve for a good, in the Arrow-Debreu model, expresses the 
total quantity of the good that the agents decide to demand, after having solved 
their optimization problems. Similarly, the supply curve expresses the total quan-
tity that agents decide to offer, as a solution to their optimization problems. Along 
each point of the demand and supply curves, therefore, all agents willing to buy 
or sell respectively are solving their own constrained optimization problems. The 
intersection between the two curves thus expresses an equilibrium configuration, 
in the sense that all agents in the system (both those buying and those selling) real-
ize their optimal exchange plans and, as we said, have no reason to change their 
behaviour.
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The existence of an equilibrium is of decisive importance for the entire theory. 
To understand why, let us assume for a moment that, with the assumptions made 
about the three exogenous variables in the model (technology, preferences and 
endowments), no equilibrium exists. Let us also assume that the assumptions made 
in the model are actually fulfilled in reality (otherwise the model must be consid-
ered useless, in the sense that it does not help to explain the existing economic 
configuration at all). It must then be deduced that, in reality, the various agents do 
not manage to maximize their objective functions at all simply because their plans 
are incompatible with each other. The result is that the model is unable to determine 
what the outcome of the economic interaction will be.

The next step after demonstrating the existence of an equilibrium is to exam-
ine the normative properties of the equilibrium itself. In this respect, general eco-
nomic equilibrium theorists demonstrate two important theorems: the first states 
that any equilibrium of perfect competition in the market is Pareto-efficient; the 
second states that any Pareto-efficient equilibrium can be achieved through the 
competitive interplay of markets, starting with an appropriate initial distribution 
of resources among agents. These two theorems, called ‘fundamental theorems of 
welfare economics’, are particularly important as they rigorously show the condi-
tions and meaning of the thesis of competitive market efficiency.2

The meaning of the first theorem is simple: the market is Pareto-efficient pro-
vided it is characterized by perfect competition. In regulatory terms, then, all one 
has to do (if one aims at Pareto efficiency) is to ensure the maximum degree of 
competition. To understand the meaning of the second theorem, one must first 
remember that, in general, there is a multiplicity of Pareto-efficient allocations. 
The message of the second theorem is then that whatever Pareto-efficient allo-
cation is considered socially desirable, the competitive mechanism is capable of 
realizing it. Thus, if, for example, the competitive mechanism were to lead to a 
particularly unequal Pareto-efficient allocation, it is possible to modify the dis-
tribution of initial endowments among agents and let the competitive mechanism 
lead the system to a new, more socially desirable Pareto-efficient allocation (obvi-
ously, however, redistributive intervention on individual endowments cannot be 
achieved in a Pareto-compatible way, since, in a context of given resources, to 
give to someone one must necessarily take away from someone else). In short, the 
beauty of competition would lie not only in its ability to lead to Pareto efficiency 
(first theorem) but also in its ability to realize any Pareto-efficient allocation exist-
ing on paper (second theorem).

This line of defence of the market of perfect competition through the two wel-
fare theorems needs some clarification. First, it should be noted that, while remain-
ing within neoclassical logic and welfare economics, these two theorems do not 
demonstrate the superiority of the market’s allocative mechanism over alternative 
allocative mechanisms, such as central planning. On the contrary, if the assump-
tions underlying the two welfare theorems hold, central planning enjoys exactly the 
same Pareto efficiency properties as the market of perfect competition. What the 
two theorems instead affirm only concerns the internal comparison within the capi-
talist mode of production between different forms of market: according to the two 
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welfare theorems, perfect competition produces superior results from the Pareto 
efficiency point of view compared to monopolistic forms of the market or in any 
case forms characterized by a certain concentration of market power in the hands 
of a few.

Moreover, the very logic of the two welfare theorems has provoked strong criti-
cism in the theoretical field. In fact, with regard to the second welfare theorem, the 
real problem is that, if one knows exactly the Pareto-efficient allocation one wants 
to realize, it is not clear why one does not realize it directly through appropriate 
redistributions and instead puts in place different redistributions that will then lead 
to the socially desired allocation only through the mediation of the market. In other 
words, in order to argue that the market is desirable (because it always succeeds in 
realizing the socially desired Pareto-efficient allocation), it must be assumed that 
an authority outside the market (e.g. the state) is able to determine and impose the 
appropriate redistributions, from which the market process will then lead to the 
socially desired allocation. But, with these assumptions, the passage to the market 
is only unnecessary and redundant. In fact, if one accepts these assumptions of 
omniscience and omnipotence of the state (without which the second welfare theo-
rem is inoperative), what makes the socially desired allocation possible is not the 
market but state planning.

Finally, a further theoretical problem emerges as soon as one places alongside 
the two welfare theorems the important result achieved by Arrow, known as the vot-
ing impossibility theorem. This theorem, as we have already seen in Chapter two, 
states that all attempts to derive a social preference scale from individual prefer-
ences, through a democratic voting procedure, either run into internal consistency 
problems or are incompatible with Pareto efficiency. This is a theoretical contribu-
tion that does not stem directly from research on market properties, nor does it fit 
into the logic of general economic equilibrium analysis. However, due to its impor-
tance in the context of welfare economics, it is also sometimes referred to as the 
‘third fundamental theorem of welfare economics’. Let us then see what the joint 
message of the three welfare theorems is. If the first two welfare theorems are gen-
erally interpreted as theoretical results in favour of markets of perfect competition 
(albeit with the reservations just advanced), the third theorem (Arrow’s theorem) 
specifies the conditions under which these results can be obtained: the attainment 
of Pareto efficiency through recourse to the competitive market (sanctioned by 
the first two theorems) is made possible by the removal of the hypothesis ‘one 
head, one vote’ (on which the third theorem is based), and is instead conditional 
on the acceptance of the principle ‘one dollar, one vote’. The third theorem then 
demonstrates that it is only by falling within this logic alien to the basic principles 
of democracy that the first two welfare theorems appear as results in favour of the 
market of perfect competition, in the sense that it is precisely by renouncing the 
principle of ‘one head, one vote’ that the competitive market can achieve Pareto 
efficiency.

Leaving aside these general problems about the very meaning of the defence of 
the market of perfect competition through welfare economics, the issue we must 
now deal with concerns the difficulties that the theory encounters in attempting to 
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prove the two fundamental theorems of welfare and the assumptions it must intro-
duce for this purpose. The problem arises at two distinct theoretical levels.

First, it is possible to question the validity of the underlying methodological 
assumptions of the competitive model and the worldview implicit in them. In par-
ticular, as mentioned earlier, the dominant theory’s method consists of starting from 
three fundamental data – technology, individual preferences and the endowments 
of individuals – which are treated as external to the model and are therefore not 
themselves explained as products of the competitive interaction. Such a methodo-
logical choice, as we shall see, is far less innocent than it would appear at first sight.

Second, we must consider the specific analytical assumptions that have to be 
introduced to mathematically develop the model. The exogeneity of technology, 
preferences and endowments is in fact only a general methodological assumption. 
In order to obtain specific results (propositions, theorems, corollaries) these assump-
tions must be specified analytically and mathematically. Thus, the field is further cir-
cumscribed, not obviously with an eye to the conditions of realism, but with respect 
solely to analytical convenience, formal elegance and the analyst’s mathematical 
abilities. Of these analytical restrictions, the first ones we must discuss concern the 
conditions of existence of the equilibrium and its Pareto efficiency. A second type of 
restriction then concerns the further restrictive assumptions that must be introduced 
for the equilibrium to also be unique and stable. Indeed, as we shall see, from the 
point of view of the general coherence of the theory, it is only when the equilibrium 
exists and is unique and stable that it makes sense to discuss its normative implica-
tions in terms of Pareto efficiency. Finally, as a third set of restrictions, for the pur-
pose of proving the two welfare theorems, a number of specific assumptions must be 
introduced to prevent the occurrence of so-called market failures.

Methodological assumptions

The dominant economic theory is based on three sets of assumptions concern-
ing technology, preferences and endowments of individuals. They are common 
not only to orthodox neoclassical theory but also to the various heterodox ver-
sions of the market model that, with the new liberal wind, have regained respect 
at the academic level (classical Smithian approach, Austrian school, the theory 
of contestable markets) and to those critical theories that question market effi-
ciency from within, that is, accept the methodology of neoclassical theory, but not 
the additional analytical assumptions necessary to demonstrate Pareto efficiency 
(neo-institutionalism, neo-Keynesian theory and parts of the radical school). It is 
from these general methodological hypotheses that the neoliberal theory constructs 
the schema that serves to discuss the rationality, efficiency and desirability of the 
market. Let us therefore look at them in detail.

Technology

According to the dominant economic theory, technology is given. The analysis of 
the technological structure and its changes is the task of the engineer, not of the 
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economist. The economist, in his various mathematical formulations, is able to 
consider different types of technology. The crucial point, however, is that whatever 
assumptions he/she makes about the technological structure, these are part of a 
methodological approach according to which technology is an exogenous variable 
to the model and must therefore be taken as given in economic theory. Moreover, 
according to the assumptions of the competitive model, technology is in the public 
domain, which excludes information asymmetries and implies that any techno-
logical innovation that comes out of the engineer’s drawer becomes immediately 
available to all.

Preferences

According to the dominant economic theory, preferences are given. The analysis 
of individual preferences, their origin and changes, is the task of the psychologist, 
not of the economist. As with technology, the economist can of course formalize 
different structures of individual preferences. These, however, must be taken as a 
fact in the economic problem, not as a phenomenon to be explained. Thus, here 
too, thanks to the compartmentalization of sciences, the economist unloads the 
problem.

Endowments

According to the dominant economic theory, endowments are given. Here, how-
ever, economic theory does not quite know who to entrust with the thankless task of 
their study. Who if not the economist should explain how economic resources are 
distributed among agents and how this allocation is the result of a market-centred 
process of social interaction? The fact remains that even in this case, without much 
justification, the economist prefers to take the problem as given.

Let us analyse the limits of realism of these methodological assumptions. Let us 
begin with technology. Neoclassical theory states that technology is exogenous to 
the economic model and is publicly accessible. In reality, however, technological 
development is one of the main keys to economic success. US world leadership, 
both militarily and economically, is heavily dependent on high-tech supremacy. 
This primacy allows for geopolitical and economic hegemonic policies in which 
several countries would like to participate, but which, after the fall of Soviet Union 
and before the rise of China, no other country would dream of undertaking as a 
leader. Space missions, telecommunication advancements, systems for intercept-
ing and managing information, genetic manipulation, biotechnology and climate 
control not only demonstrate the state of technological advancement of the United 
States but are in turn the weapons of US economic power. According to some ana-
lysts, moreover, the importance of the military apparatus, with the leading role of 
the American Air Force and the American Navy, and an articulated series of organi-
zations that channel private investment and scientific research according to military 
needs, is one of the keys to US technological supremacy (see, e.g. Bernstein, 2001). 
In 2023, global military spending was 2.4 trillion dollars, 37% of which came from 
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the United States. The runner-up, China, spent less than a third of that (12% of 
global spending), followed at some distance by Russia (4 5. %), India (3 4. %), Saudi 
Arabia (3 1. %) and the United Kingdom (3 1. %). No other country in the world 
exceeds three per cent of global spending (Statista, 2024).

Historically, one of the most powerful organizations linking academia and mili-
tary interests is undoubtedly the Rand Corporation. The Rand Corporation is a 
think tank (research institute with a major scientific and cultural impact) located in 
Santa Monica, California. The original project that led to its establishment devel-
oped during World War II when the US Department of Defence began recruiting 
leading physicists, mathematicians, economists, political scientists, engineers, psy-
chologists, and communications experts from the academic and scientific worlds 
to work on projects of national defence interest, from international espionage tech-
niques to the development of the atomic bomb. In 1945, commissioned by the 
Douglas Aircraft Company, the US Air Force initiated the Rand Project (Rand 
stands for ‘Research and Development’). As the war came to an end, the Ameri-
can military authorities (especially the Air Force generals) insisted on turning the 
Rand Project into an enduring peacetime research centre. In 1948, the Rand Project 
separated from the Douglas Aircraft Company and became a non-profit agency, the 
Rand Corporation, with the aim of creating an effective and lasting link between 
military strategy, scientific research and the political apparatus. Many leading fig-
ures from the major American universities passed through the Rand, and it was at 
Rand that important milestones in theoretical and applied research were marked, 
rewarded by a large number of Nobel prizes. The technological contributions of 
Rand’s researchers go far beyond the development of new weapons and strategies 
for their ‘efficient’ use and include practically all fields of strategic interest in the 
post-war geopolitical context: it is at Rand that important results are obtained in 
space research, in the development of computers and artificial intelligence sys-
tems, in information transmission technology (which will later become the basis 
for the development of the internet) and in the optimal solution of logistical and 
strategic problems. Given the strategic importance of the research conducted, the 
work within Rand during the Cold War years remained largely top secret, so much 
so that the journal Magazine describes Rand’s site in Santa Monica as one of the 
most difficult American buildings to gain access to. Today, the research objectives 
of the Rand Corporation have greatly expanded on the economic and social fronts 
and include subjects such as poverty, crime, urban decay, the environment, health 
and education system problems, obesity, drug use, and of course anything that has 
to do even indirectly with American national security.3

The ‘virtuous’ circle between investment in technological innovation, economic 
gains from technological supremacy, and new investments produces cumulative 
processes that tend to increase, not decrease, the gap with other countries. This 
does not mean, of course, that there are no countervailing trends that could under-
mine American supremacy in the medium and long term. Nor does it imply that the 
United States has an absolute monopoly in high technology and, in particular, the 
military industry. On the contrary, alongside them a handful of countries claim their 
exclusive right to nuclear weapons and, on the basis of this, claim to prevent others 
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from joining the club of the powerful. But from the more limited point of view, we 
are dealing with – the realism of the hypotheses of the theoretical model – what is 
of interest is that this is not only not contemplated in the theory of perfect markets 
but even incompatible with it.

To grasp the unrealism of the exogenous technology hypothesis, however, one 
need not look that far. The choice of one technological trajectory rather than another 
has important social, political and economic repercussions even in events at home. 
In fact, technology has a significant impact on industrial relations systems and on 
social relations in general: think of the assembly line that concentrates a large mass 
of workers in the same area, causing changes at a social, trade union and political 
level (and the feedback effects of these on economic variables) and compare it with 
the new technologies based on telework (which is nothing more than the new form 
of the old institution of piecework) in which the opportunities for socialization 
and solidarity between workers are reduced to a minimum, or with the impetuous 
spread of informatics platforms and algorithms that impose work rhythms, shifts, 
rewards and punishments without workers ever coming into contact with the archi-
tect of their exploitation.

There is no need to multiply examples, let us rather see what the general impli-
cations of the technological hypothesis are. The hypothesis that technology is pro-
vided from outside the economic system (‘by the engineer’) is not only naïve but 
also misleading because it makes us lose sight of the economic actors who finance, 
direct, coordinate and apply technological innovations: companies (and, in certain 
cases, the state and its organizations, as well as often international organizations). 
By erasing the problem at its source, the economist gives the erroneous impression 
that there is no problem with the choice of technological trajectories and that it is 
therefore not even worth discussing. Yet, the upstream control of technological 
development trajectories affects international relations, defines patterns of social 
relations and conditions the entire structure of economic, trade union and political 
relations.

Let us turn to preferences. According to methodological individualism, to 
which all neoliberal currents belong, all economic and social phenomena must be 
explained starting from individuals and their interactions. The individual is there-
fore a starting point for the analysis and must not be explained as a product of 
society and the economy. The individual, according to the general economic equi-
librium model, is represented 1) by a system of exogenously defined preferences 
and 2) by the behavioural assumption that he/she will try to maximize the realiza-
tion of these preferences with the instruments at his/her disposal.

These hypotheses are introduced without any attempt by the proponents of the 
model to prove their validity. They are proposed as hypotheses but in fact become 
dogmas to be accepted as acts of faith. In fact, any behaviour, even the most absurd, 
can always be interpreted from the point of view of methodological individualism, 
as the result of an optimal choice based on certain (given, but unknown) prefer-
ences. This undermines those who wish to challenge these hypotheses by claiming, 
for example, that in reality individuals often cannot even do elementary arithmetic, 
and it would therefore seem strange to assume that they inspire their economic 
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behaviour to sophisticated optimization criteria. In fact, such an objection cannot 
be proved, just as the supporters of methodological individualism cannot prove the 
contrary, since any choice can be very good or very bad depending on the prefer-
ences of each individual and these are known only to the person concerned. This 
constitutes a problem from a methodological point of view because, in the field 
of science, if there is not even the theoretical possibility of falsifying a theory, 
any possibility of comparison between alternative approaches falls away (and the 
boundaries between science and religion fall away as well).4

While on the technological discourse, partly out of ignorance, partly out of 
humility, the hypothesis of technology’s exogenousness, however debatable, might 
have seemed worthy of respect, here, by contrast, one might want to dismiss the 
problem as simply nonsense. How is it possible that the most rigorous of social 
scientists (at least that is how economists consider themselves) do not realize that 
a large part of the economic problem of those who produce and sell consists in 
creating a preference, if not a need, a necessity, for their product? What, then, do 
the overpaid marketing departments do? What is the purpose of the advertising 
bombardment we are constantly subjected to? To inform us about the properties of 
a new product that might respond to our innate preferences? I doubt that anyone 
really believes this. Advertising, the control of information, and the active produc-
tion of consumption models are real instruments of domination that not only affect 
the individual’s preferences and behavioural patterns but also impede the very 
functioning of the competitive mechanism, given the very high costs of advertising 
campaigns. From the point of view of resource allocation, then, how is it possible 
to argue that two companies investing in advertising in an attempt to take market 
share from each other produces Pareto-efficient results? If the mad race for adver-
tising would slow down a bit, would this not be a Pareto improvement? The two 
companies would save resources (that could be used in ways that really improve 
the quality of their product) and we would be able to watch a film on the TV in two 
hours instead of four.

In the academic field, then, the work of heterodox schools critical of the neo-
classical model has highlighted the limits of the individualistic approach in the 
analysis of consumption. Thorstein Veblen’s contribution is, in this respect, a clas-
sic. Veblen argues that it is not possible for individuals to evaluate a good outside 
the context in which it is presented and that the very ends that are pursued through 
consumption are essentially social in nature. Consumption patterns serve primar-
ily to assert one’s position in the social hierarchy, one’s status, not to maximize an 
exogenous utility function based on innate preferences (Veblen, 1899).

Not to mention how political preferences are also influenced by the market. 
How is it possible to form a political opinion when information itself is in the 
hands of interested parties? How can one think that political competition is won 
by the best or the luckiest when economic and information means constitute an 
insurmountable barrier to entry into politics? As soon as Berlusconi announced his 
entry into politics, the question of his political leadership immediately arose; I have 
been in politics for decades and no one has yet noticed. Since I am lucky, it will 
undoubtedly be because of my incapacity. . . . But what about the United States, the 
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heart of the capitalist system, where skill and luck only seem to attend the Bush and 
Clinton houses (George and George W. on one side, William, aka Bill, and Hillary 
on the other) or other very rich and powerful men struggling to get richer and more 
powerful? Are all Americans also incompetent and unlucky?

But then, why does the theory so naively expose itself to such an obvious criti-
cism of realism? The truth is that the assumption that preferences are given and 
thus not influenced in the slightest degree by the market process is crucial to the 
entire normative theory of the market. What would be the point of proving that 
the market satisfies the sovereign-consumer if it were found that the consumer 
is not even sovereign of what he/she wants because it is the market society itself 
that makes him/her want it? But there is no need to go so far as to argue that the 
individual is a mere product of society. The theory also breaks down if one merely 
admits that the individual is just influenced by society.

Methodology is not independent of worldview. Claiming that the individual is 
a given, that it is not influenced by any external factor, is not a simple choice of 
method. It reflects a conception of economic reality in which society itself does not 
exist other than as a collection of isolated individuals. In such a conception, there 
is no place for causal links from society to the individual simply because society 
does not exist. The hypothesis that the individual can be influenced by society can 
have no place in such a methodology of scientific investigation.

Finally, endowments. Endowments, which the economist takes as a given in the 
problem, are clearly the product of the market process. At time t, endowments may 
well be taken as given, if one wants to focus on how they will affect the distribu-
tion of resources at time t+1. But it goes without saying that, if this is the logic, 
it is foolish not to ask the question of how endowments at time t themselves are 
the product of the interactions that took place at time t–1. From this point of view, 
it might seem that this is an initial hypothesis introduced for the sole purpose of 
having a point of attack to the problem (which otherwise would have neither head 
nor tail), to be questioned at a later date, through a more general theory that finally 
explains the historical processes of wealth (and poverty) accumulation. Instead, 
the point of attack remains the only point of analysis, and time t–1 is never inves-
tigated (except through the usual speculative method of ex post rationalization, in 
an attempt to explain how even at times t–1, t–2, . . . and back as far as time 0, all 
interactions have always resulted in Pareto improvements that are unanimously 
desired).

Students of economics who expect to understand a little better the mechanisms 
that have led to the fortune or misfortune of particular families, alliances, industrial 
and financial groups, states and economic areas will find themselves faced with 
nothing but great disappointment (unless they decide to study economic history in 
its true sense, that which explains the reality of time t as the product of interactions 
at time t–1, taking time t–1 for what it is and not for what it should have been, so 
that time t can be interpreted as its Pareto improvement).

The theoretical importance of the hypothesis that endowments are a datum of 
the problem that need not be investigated is closely linked to the definition of the 
Pareto principle as a criterion of efficiency. The problem to be explained is not why 
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at time t individual A has 100 and individual B has one. The problem is instead to 
show that, this being the case, it would be better if at time t+1 at least one of the 
two subjects had a little more, without the other having a little less (Pareto crite-
rion). Thus, first case, if at time t+1, A ends up with 1000 and B keeps his one, 
this means that the market works. If, on the other hand, in the second case, A ends 
up with 99 and B for example with 70, then the market is not efficient. Taking the 
endowments at time t as given and assuming the Pareto efficiency criterion, all 
the general economic equilibrium theorist can hope to prove is that, under certain 
conditions, the first case is realized. What an economics scholar should ask instead 
is why we should care about Pareto efficiency.

With the introduction of these bizarre hypotheses, a peculiar division of labour 
begins to emerge between the theoretical economist, the methodological economist 
and the political apologist. The theorist introduces the hypotheses that are most 
comfortable to him, with the sole condition that, from them, the thesis be rigor-
ously demonstrated. This general way of doing theory is defended by the meth-
odological economist, who argues that it is only in the application phase that the 
problem of the realism of hypotheses arises, but that, in an abstract sense, the valid-
ity of a theory depends only on its internal consistency. The politician, backed by 
his/her right to technical incompetence, takes the theorist’s result (the thesis) and 
draws the appropriate applied conclusions from it.

Faced with this situation, one first goes to the theorist to ask for an explanation 
of the hypothesis introduced. But his/her answer admits no reply: ‘I am only a 
theorist, and it is not my job to empirically verify the validity of the hypotheses’. 
Then one attacks the methodological economist, who is responsible for the protec-
tive shield created for the theorist. But the methodological expert correctly points 
out that a theory that is based on unrealistic hypotheses is not to be rejected because 
even negative results can be extremely useful. The problem is, if anything, in the 
possible misuse of the theory. At this point, one seems to have spotted the weak 
link in the chain and goes to the politician and asks him/her how it is that the thesis 
(that the market works) is stated so clearly by him/her while in his/her speeches 
there is no trace of the hypotheses necessary for the demonstration. And the politi-
cian then sends you back to the theorist: ‘wouldn’t you expect a politician to dis-
cuss the hypotheses introduced by eminent scientists?!’

Existence and Pareto efficiency of the competitive equilibrium

Let us now analyse the analytical restrictions necessary for the demonstration of 
the existence of a general economic equilibrium. These are hypotheses introduced 
for the sole purpose of making the mathematical problem tractable and guarantee-
ing a solution to the model, not hypotheses derived from the observation of empiri-
cal reality. According to the axiomatic method, in fact, the restrictions necessary 
and/or sufficient for the existence of equilibrium are not introduced by deriving 
them from the analysis of the actual behaviour of consumers and producers. The 
question of the realism of the assumptions is deliberately left out of the general 
economic equilibrium theory, deferring its assessment to empirical studies.
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Thus, for example, in the case of technology, the methodological assumption 
that it is externally given is further restricted on the analytical level by excluding 
a whole series of technological possibilities, which, of course, continue to exist 
in reality even if they disappear from the model and are incompatible with Pareto 
efficiency of the market. (On the technological restrictions that must be imposed for 
the purposes of the Pareto efficiency of the market thesis I will return shortly, as this 
is an issue that has been developed extensively in the field of market failure theory.)

In the case of preferences, one must instead specify particular preference struc-
tures compatible with Pareto efficiency, which means that our preferences, even if 
innate, must nevertheless respect certain restrictions (which, translated into math-
ematical terms, allow for Pareto efficiency). In fact, the theory of consumer behav-
iour is constructed from a series of axioms about preferences (in philosophy, an 
axiom is an a priori true hypothesis, a self-evident truth that does not need demon-
stration). Of these axioms, two are fundamental to the entire neoclassical construc-
tion, in the sense that without them the neoclassical modelling of human behaviour 
would not even be possible; others are introduced as additional restrictions in order 
to obtain particular theoretical results, such as existence, stability, uniqueness and 
Pareto efficiency of equilibrium.

The first two axioms, those that are vital to neoclassical theory, state that prefer-
ences are 1) complete and 2) transitive. In formal terms, the axiom of completeness 
states that, taken any two baskets of goods X and Y (or, more simply, taken given 
quantities of any two goods X and Y ), a consumer is always able to determine 
whether he prefers X to Y, Y to X or is indifferent between the two. In other words, 
the consumer should have no dilemma in choosing between two baskets: either he/
she unequivocally prefers the former, or he/she unequivocally prefers the latter, or 
it means that the two baskets are equivalent for him/her; what is excluded is that the 
consumer may have doubts as to which basket best suits his/her tastes. The axiom 
of transitivity states instead that given three baskets X, Y and Z, if a consumer pre-
fers X to Y, and Y to Z, then he/she also prefers X to Z. This axiom constitutes a kind 
of internal consistency condition in the consumer’s choice criteria.

Alongside these two axioms are then introduced the axioms of 3) monotonic-
ity, 4) continuity and 5) convexity. Without going into the details of these addi-
tional axioms, which require some familiarity with formal analysis in order to be 
discussed in depth, I will limit myself here to discussing some of their economic 
implications. Take convexity: in non-formal terms, it implies that when faced with 
two goods with respect to which the consumer is indifferent, the consumer always 
prefers a mix of the two goods. For example, I find one plate of pasta and one plate 
of rice equally good, so, according to axiomatic preference theory, it is true a priori 
that I prefer two half-portions of pasta and rice instead of one good plate of one 
or the other. And yet I detest ‘tastings’ and there is no restaurateur who has ever 
managed to convince me to opt for two half-portions instead of a whole one. So, it 
only takes me, with my non-convex preferences, to blow the Pareto efficiency of 
the market of perfect competition.

Obviously, the neoclassical economist does not allow himself/herself to be so 
naively defeated, and immediately hastens to relax the axiom of convexity and 
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introduce others, with the usual aim of proving theorems on general economic 
equilibrium and its normative properties. Of course, there is nothing that prevents 
me from empirically contesting the validity of the newly introduced axioms, but, 
even though I am an economist, I have by now realized that this is just a game of 
formal logic in which nobody cares about the true preferences of individuals. At 
the empirical level, it is in fact well known that the axioms on preferences, both the 
first two (those strictly necessary for the construction of economic models accord-
ing to neoclassical methodology) and the others (those necessary for the demon-
stration of particular properties of the market of perfect competition) are generally 
not verified. Many experiments in social psychology have shown that real people, 
unlike those in the model, choose according to criteria that are completely different 
from those of constrained optimization, giving rise to results that are often incom-
patible with the neoclassical axioms: apart from the easy examples of violations 
of monotonicity, continuity and convexity, empirical research has shown that in 
numerous circumstances consumers are not even able to order the different avail-
able alternatives among themselves (incompleteness of preferences), nor, when 
faced with problems of a certain complexity, do they comply with the conditions of 
internal consistency required by the axiom of transitivity.

This, however, is not enough to prevent neoclassical economists from continu-
ing to play with their models, introducing and removing axioms and assumptions 
with the greatest of ease, as if the real goal was the model itself and not its ability 
to explain reality. But the truth is that a game should at least be fun. Instead, the 
only ones having fun are those who believe that to become a good economist one 
must prove oneself capable of playing with the most absurd models, leaving aside 
the problems of the world. Universities have in fact long since stopped teaching 
economics as a critical science of society (if they ever did), and instead devote 
themselves to selecting aspiring economists on the basis of their skills as players 
with formal models – skills that ensure that good economists, instead of asking 
questions, and perhaps developing criticisms, only try to answer the questions that 
are put to them time after time.

Let us now turn to endowments. Here a decidedly strong hypothesis is intro-
duced, according to which all individuals in the model have an initial endowment 
of goods that allows them to survive even without the need to engage in market 
exchanges (the so-called ‘consumer survival’ hypothesis). From a mathematical 
point of view, this hypothesis is extremely important for what we might call ‘tech-
nical’ reasons (in the sense that, without it, it would not even be possible to prove 
the existence of equilibrium).5 However, from an economic point of view, this 
hypothesis has no foundation: it implies that no one is obliged to sell his/her labour 
power in order to obtain in exchange a wage that allows himself/herself and his/
her family to live (a hypothesis that is evidently false for the great majority of the 
population of any real existing market economy).

This assumption, often ‘forgotten’ even in many high-quality expositions of the 
Arrow-Debreu model, has important implications for the general image the model 
provides of capitalist interaction. Thanks to it, market exchange can be represented 
as a purely voluntary fact, based solely on mutual benefit. On the normative level, 
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then, it allows for the a priori exclusion of the entire discourse of the objective 
needs of individuals (the need for water and nutrition, the need for physical and 
mental health, needs of a social and cultural nature etc.), assuming by hypothesis 
that each person could satisfy his/her own needs even without having to go through 
the market. This, moreover, is the only theoretical factor that justifies the adoption 
of a normative criterion (the Pareto criterion) entirely centred on subjective pref-
erences and completely unrelated to objective needs: the problem of the welfare 
economy is in fact not to determine whether, with the existing endowments, market 
interaction allows for the satisfaction of needs, but, let us repeat it once again, to 
demonstrate that, as a result of the interaction, someone is a little better off than 
before.

Uniqueness and stability of the competitive equilibrium

As we said, the analytical hypotheses of the Arrow-Debreu model are intro-
duced for the sole purpose of verifying its implications in terms of the existence 
or non-existence of equilibrium. The introduction of a particular mathematical 
hypothesis is thus reduced to a purely logical-deductive exercise. Following this 
logic of economic analysis, regardless of the degree of realism of the hypotheses, 
the internal consistency of the model then becomes extremely important. For the 
purposes of the general internal consistency of the model, however, in addition 
to the problem we have just dealt with of the existence of an equilibrium con-
figuration, two further problems arise concerning the uniqueness and stability of 
the equilibrium. Indeed, for the model to be considered a coherent tool from an 
interpretative and/or normative point of view, the analytical restrictions introduced 
must allow all three problems of the existence, uniqueness and stability of equilib-
rium to be resolved. Let us try to understand why.

The demonstration of the existence of an equilibrium is equivalent to stating that 
if the system, for some reason, is in such a position, there would be no forces tend-
ing to move it. Since each agent is already achieving the maximum possible within 
its decision-making constraints, no one will change its behaviour unless the data on 
the basis of which each agent determines its optimal behaviour change. In this case, 
if the equilibrium turns out to be Pareto-efficient, it would seem fair to assume that 
Pareto efficiency is a lasting characteristic of the system.

However, if perfect competition were compatible with different equilibrium 
situations (non-uniqueness of the competitive equilibrium), the problem of deter-
mining which of the equilibrium configurations would actually tend to materialize 
would remain open. The most serious implication of this problem probably con-
cerns so-called comparative statics. With multiple equilibria it is in fact impossible 
to carry out those comparative exercises, much used by economists when provid-
ing their recipes, consisting in analysing the system’s displacements in the face of 
a change in the model data. Suppose, in fact, that in examining his/her model, the 
economist determines that it is appropriate to move the system from position A to 
position B. He might then be tempted to intervene in the data on which the equilib-
rium position depends, changing it so that the new solution at the aggregate level 
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is B and no longer A. However, if with the new data in the model, the equilibrium 
is not unique, that is, there is a second equilibrium C in addition to equilibrium 
B, it will still be impossible to determine which of the new equilibrium positions 
the system will actually move towards as a result of the change in data. In such 
circumstances, not only does the model not help to understand the real shifts in the 
economic system over time, but it is also useless from a regulatory point of view.

Moreover, assuming that the competitive equilibrium exists, be Pareto-efficient 
and unique, if it were not also stable, that is, if there were no forces capable of lead-
ing the system towards equilibrium from positions of disequilibrium, the slightest 
perturbation of the equilibrium position would suffice to progressively move the 
system away from conditions of equilibrium and, hence, Pareto efficiency.

This means that, in order for the general economic equilibrium model to be 
interpreted as theoretical support for the market mechanism, in addition to the 
restrictions necessary to prove the existence of the equilibrium and its Pareto effi-
ciency, additional restrictive assumptions must be introduced that also guarantee 
the uniqueness and stability of the equilibrium.

We have already seen, with regard to the dynamic conception of competition devel-
oped by Hayek, how the problem of equilibrium stability is one of the least fruitful 
chapters of the entire research on the capacity of the market system to self-regulate. 
Indeed, let us recall that Sonnenschein’s theorem demonstrates the impossibility of 
excluding cases of equilibrium instability in the Arrow-Debreu model. The same 
theorem also has equally strong implications for the problem of uniqueness of the 
general economic equilibrium. Indeed, the mathematical conditions required for 
stability are very similar to those required for uniqueness of equilibrium. Sonnen-
schein’s theorem, by demonstrating that the assumptions of neoclassical theory are 
insufficient to guarantee these mathematical conditions, therefore also nullifies all 
attempts to solve the problem of uniqueness of equilibrium.6

Both in the case of stability and uniqueness, in the face of this heavy negative 
result, neoclassical theory has attempted to reduce the damage by introducing a 
series of additional mathematical hypotheses that allow to exclude the cases of 
multiplicity and instability of equilibria on which Sonnenschein’s result is based. 
This evidently amounts to abandoning the initial project aimed at explaining, 
under general conditions, the functioning of markets and proving their Pareto effi-
ciency. Even in this less ambitious view, however, the problem is that the additional 
hypotheses that are to be introduced are of little significance from an economic 
point of view and above all have no empirical confirmation. Furthermore, they 
impose a series of completely arbitrary restrictions on the overall structure of the 
economic system that violate the fundamental methodological assumption of neo-
classical theory that all economic phenomena must be traced back solely to the 
assumptions about individuals’ behaviour.7

Faced with Sonnenschein’s theorem, which demonstrates the impossibility of 
obtaining satisfactory general results on the functioning of markets within the 
framework of the general economic equilibrium model, neoclassical theory has 
therefore not reconsidered its scientific project. On the contrary, it has chosen to 
continue along its path in a stubborn attempt to obtain a predefined result, even at 
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the cost of introducing hypotheses of pure convenience. This probably helps to 
keep the main research of the most established school of economic thought on its 
feet, but it certainly distances the theoretical model more and more from the reality 
it would like to explain and prevents (or, at least, should prevent) the normative 
results obtained from being applied to the real world.

In view of the joint importance of the three problems of existence, uniqueness 
and stability of equilibrium, some commentators have concluded that the results 
achieved with regard to stability and uniqueness (in addition to other problems 
concerning the conditions of existence, on which I cannot dwell here) are suffi-
cient to demolish the entire general economic equilibrium research programme 
(for a critical, precise and articulate review of the research on the general economic 
equilibrium model, see Guerrien (1985)).8 From this point of view, the very way in 
which this model is academically taught should be reassessed, as it has been super-
seded by the theoretical results obtained from neoclassical theory itself.

The need for a general reconsideration of the academic teaching of neoclassi-
cal theory is one of the claims of the ‘post-autistic’ movement, which was born in 
France in 2000 from the initiative of a group of students, and rapidly developed 
internationally, with the participation also of economists with important academic 
and institutional positions (the website of this movement is www.paecon.net). 
According to some of the spokesmen of this movement, the study of general eco-
nomic equilibrium, which today constitutes the hard core of all ‘microeconomics’ 
teaching, should be completely revised, placing it within a course on the history of 
economic thought, as an example of one of the least fruitful research chapters in 
the entire discipline.

Market failures

Let us now consider the problem of market failures. There are three broad catego-
ries of market failures, that is, situations in which the market of perfect competi-
tion is inefficient according to Pareto: increasing returns to scale, externalities and 
public goods.

We speak of constant, increasing or decreasing returns to scale when, by dou-
bling the inputs, the output increases by twice as much, by more than twice as much 
or by less than twice as much. Linked to these concepts are those of economies and 
diseconomies of scale. The former allow unit costs to be economized as the size 
of the production plant increases; the latter occur when costs per unit of output 
increase as the scale of production increases. While the concept of returns to scale 
refers strictly to the technological structure, the concept of economies of scale also 
involves input costs, which may also vary as the quantity produced varies. For 
example, a large firm may be able to source at a lower cost than a small firm and 
this may be sufficient to reduce the cost per unit of output even in the presence 
of a technology with constant returns to scale (simply because it pays less for the 
inputs).

Examples of technologies with increasing returns to scale abound empirically. 
A typical example is containers: with six square metres of material one can build a 
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container with a volume of one cubic metre (six square surfaces with a side of one 
metre); with 24 square metres of material one can build a container with a volume 
of eight cubic metres (six square surfaces with a side of two metres). The material 
used is increased by four times, the volume obtained by eight. Economies of scale 
are then even more widespread: the supermarket cuts costs better than the small 
shop, industrial production costs less than handicraft production.

Technologies with constant returns to scale are also relatively widespread. They 
characterize all those productions in which inputs must be combined according to 
fixed proportions. For example, to build a car you always need four wheels (and 
thus a certain proportion of rubber), a tractor cannot be driven by two individuals 
at the same time, and, more generally, most machinery only works with a specific 
number of workers (which means that if you want to increase production, you have 
to increase both the machinery and the number of workers in the same proportion).

On the contrary, the difficulty of encountering technologies with diminishing 
returns to scale in reality stems from the conceptual problem that, if the output 
increases by less than twice as much when the inputs double, it is always possible 
to divide the production plant in two and use the same quantities of the inputs in 
each of the two new plants, thus obtaining twice as much product. Let us imagine, 
for example, that with a certain production plant, it takes five cubic metres of wood 
to produce one table and 11 cubic metres of wood to produce two tables. But then, 
having to produce two tables, it would be better to split the plant into two separate 
plants and use five cubic metres of wood in each of them, thus obtaining the two 
tables with ten cubic metres of wood, instead of 11. In technical terms, this means 
that when faced with a technology with diminishing returns of scale, it is always 
possible to achieve production with at least constant returns of scale (by decreasing 
the size of the plant and increasing the number of plants). The assumption of dimin-
ishing returns to scale is thus incompatible with the assumption that the production 
techniques used are chosen from within a technologically efficient set.

Curiously, however, the Arrow-Debreu model discards the hypothesis of increas-
ing returns to scale, not that of decreasing returns to scale (constant returns to scale 
pose some theoretical problems but are nevertheless contemplated in the model). 
The reason for this singular assumption about technology has, in fact, nothing to 
do with questions of realism, but is rather dictated by questions of ‘theoretical 
convenience’: with increasing returns to scale, monopolistic markets characterized 
by large production facilities are more efficient in a technical sense (they produce 
at lower unit costs) than markets characterized by the presence of many small pro-
ducers in competition with each other and this impedes Pareto efficiency in the 
competitive market. So why not remove such a hypothesis from the model alto-
gether and consider only those technological hypotheses that are compatible with 
the Pareto efficiency of the market of perfect competition? The mathematical game 
is simple. But it is clear that this may resolve the issue in the model, but certainly 
not in reality, where increasing returns to scale abound and technologies compat-
ible with the Pareto efficiency of perfect competition are scarce.9

As for the conceptual problems posed by diminishing returns to scale, these are 
solved (even if only at a formal level) through the assumption that, in the model, 
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the number of production plants is fixed. This prevents the process of subdividing 
the production plants into smaller and smaller units, which would eventually lead 
to an infinity of plants of infinitesimal size, from being set in motion. Even this 
expedient, however, only serves to solve the problem in the model, certainly not in 
reality. In reality, in fact, the number of plants is not fixed, and if a technology with 
diminishing returns really were to arise, companies, which hypothetically optimize 
everything, would not hesitate to subdivide their plants into smaller and smaller 
units.

Externalities are effects of a subject’s economic activity on other subjects that do 
not pass through the market. We speak of negative or positive externalities depend-
ing on whether other actors suffer harm or benefit from such economic activity.

A case of negative externality is that of the enterprise that discharges waste prod-
ucts of the industrial process into the environment, increasing pollution. A famous 
example of a positive externality is that of the beekeeper’s activity that has posi-
tive effects on the adjacent orchard as the bees help the fertilization of the flowers. 
Beyond the textbook examples of economics, the phenomenon of externalities is 
general in social interactions since, despite the spread of markets, every action 
produces a series of consequences for which there is no economic compensation: 
if you fertilize your field on which my dining room overlooks, I cannot claim for 
compensation for the inconvenience you cause me, nor can you get a reparation for 
the noise I produce when I practise punk-hardcore drumming in your meditation 
hour; when McDonald’s spreads the smell of its products in the air, it is not obliged 
to compensate me for the disgust I feel, nor can it demand a reward from cheese-
burger lovers just for the mouth-watering it makes them feel.

From the point of view of economic theory, this creates a difference between 
the private cost (the cost borne by the company) and the social cost (the cost borne 
by society as a whole) of economic activity. In the case of the polluting company, 
it will act on the basis of minimizing its own ‘private costs’, which, however, are 
lower than the ‘social costs’, that is, those it brings to society as a whole (which 
also include the damage suffered by others). Indeed, the company does not have 
to compensate anyone for the pollution it produces, nor can consumers with suf-
ficient willingness to pay against pollution offer a reward to the polluting company 
to entice it to use fewer polluting techniques. The result is a production of more 
pollution than that compatible with Pareto efficiency.

As in the case of technology, in order to avoid the occurrence of inefficiency, 
appropriate assumptions must be introduced into the Arrow-Debreu model. The 
assumption that is introduced here is that a complete system of markets exists (i.e. 
that there is a special market where any effect of social interaction, such as ‘pollu-
tion rights’, can be bought and sold). This basically removes the problem of exter-
nalities from the theoretical model, since any effect of social interaction becomes, 
by definition, internal to the logic of the market.

The definition of a public good is purely theoretical and does not refer to the fact 
that the good is produced by the public sector. (Pure) public goods have two funda-
mental properties: 1) ‘non-excludability’ (the exclusion of an additional consumer 
from the enjoyment of the good is impossible); 2) ‘non-rivalry’ (the enjoyment of 
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the good by an additional consumer costs nothing, which means that exclusion is 
not even desirable, according to individualistic logic). Next to pure public goods, 
mixed public goods are defined as those goods that enjoy one or the other property 
according to different degrees.

A textbook example of a pure public good are light buoys as an aid to naviga-
tion: once installed, it is neither technically possible nor economically viable to 
prevent ships of competing companies or foreign countries from also using them. 
Examples of mixed public goods are numerous and range from national defence to 
public hygiene, from transport services to fire brigades.

From a regulatory point of view, the existence of mixed public goods is suf-
ficient to prevent the Pareto efficiency of the market of perfect competition. In the 
presence of public goods, pure or mixed, in fact, no one has an interest in financing 
the production of the good since they realize that the benefits produced will also 
be enjoyed by others and will therefore wait for other subjects to subsidize it (in 
literature this problem is called ‘free-riding’, an expression that refers to the case 
of people who use public transport without paying the ticket, counting on the fact 
that the service is in any case financed by the tickets paid by other travellers). Sym-
metrically, no private enterprise will have an interest in producing the good since, 
once it has been produced, it will then be impossible for it to exclude others from 
its enjoyment, and it will therefore be impossible to make a profit from its sale.

In the case of pure public goods, the result is that no one will take action to 
produce the good and the community will be left without a good that would benefit 
so many different people (although the cost of installing a light buoy is modest and 
the social benefit it produces is considerable, no one will want to contribute to the 
installation costs). In the case of mixed public goods, on the other hand, the level of 
production will be positive but still insufficient with respect to the Pareto-efficient 
level (the Pareto-efficient level of production, for public goods, was determined by 
Paul Samuelson (1954) and depends on the different willingness to pay of different 
individuals; attempting to put Samuelson’s solution into practice, however, raises 
the problem of correctly identifying each individual’s willingness to pay).

Consider, for example, rail transport. It obviously makes no sense for trains to 
run with lots of empty seats (or with overcrowded second-class cars and half-empty 
first-class cars) and it would be more efficient from a Pareto point of view to allow 
free-rider passengers to travel by train without having paid for a ticket by occupy-
ing the empty seats (or to allow second-class travellers to sit in first class): the total 
benefits would increase without any increase in total costs. This, however, as we 
said, is not feasible because if the principle applied that one could occupy empty 
seats without paying a ticket, everyone would want to be a free-rider, and no one 
would pay a ticket with the result that no railway company would find it profitable 
to offer the transport service.

If, under these circumstances, one leaves it to the market, one must first set a 
price at which to sell the rail transport service. At that price, travellers with a suf-
ficiently high willingness to pay (i.e. those rich enough and willing to travel) will 
be able to enjoy rail transport, while the others will be excluded (this solution is 
feasible because we are considering a mixed public good in which exclusion of 
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consumers is technically possible). The result is far from Pareto-efficient (since 
other users would be able to enjoy the service without cost increases) but at least 
allows for positive output. In the case of pure public goods, instead, in which exclu-
sion is not technically possible (the light buoy in the middle of the sea), the output 
of the good will tend to be even lower, or at most nil, since consumers know that 
they will still be able to enjoy the good even without any monetary outlay.

To avoid these problems, the general economic equilibrium model simply 
assumes that there are no public goods, neither pure nor mixed.

With these clarifications on the logic of the general economic equilibrium model 
and its developments in the field of market failures we are now in a better position 
to understand the neoclassical approach to the study of state-market relations. In a 
nutshell, the general economic equilibrium model determines the theoretical condi-
tions for Pareto efficiency in the competitive market; the theory of market failures, 
on the other hand, studies the situations in which these conditions are not met. 
This general approach dictates that in the presence of increasing returns to scale, 
externalities and public goods, the state must intervene to re-establish the Pareto 
efficiency conditions that the market of perfect competition fails to achieve.

Such a justification of state intervention as a substitute for imperfect markets 
raises, however, a theoretical problem. For, if the assumptions of neoclassical the-
ory of perfect information and unlimited mathematical capabilities in solving opti-
mization problems apply, then centralized state planning can still achieve Pareto 
efficiency even in cases where the market of perfect competition does not give 
rise to ‘failures’. In other words, in cases where the market works ‘well’, planning 
works equally well; in cases where the market ‘fails’, planning still works well. 
Therefore, in the neoclassical view, the problem of the relationship between the 
state and the market could be solved simply by eliminating markets, in all their 
forms, and leaving the state to manage the economy entirely. After all, the state 
may well install a light buoy in the sea and a railway network on land, offering 
these services free of charge to all, and subsidizing itself through the general fiscal-
ity and, by the same logic, may produce the goods and services currently produced 
by private enterprises.

However, this conclusion should not be misinterpreted. From the point of view 
of the critique of the neoclassical conception of state-market relations, the critique 
just developed takes on significance above all as an internal critique. Indeed, the 
problem lies in the inconsistency between the model’s assumptions and the norma-
tive prescriptions it attempts to derive from them. However, as we have seen, neo-
classical theory is also unconvincing from numerous other points of view, including 
the validity of its methodological choices and the realism of its assumptions. In this 
sense, it is extremely dangerous from a scientific point of view to attempt to derive 
the superiority of central planning solely from this theoretical result since, in so 
doing, one exposes oneself to exactly the same criticisms of method and realism 
to which neoclassical theory is exposed. As I shall argue later, the advantages of 
planning do not lie so much in its potential for efficiency (which, however, should 
not be underestimated when considering the prevalence of market failures in real-
ity) as in the possibility of combining efficiency and social objectives in a context 



72  Theoretical and real markets

of real economic democracy. For the time being, however, one thing is certain: for 
all those who believed they could defend the market through the construction of a 
theoretical framework highlighting its virtues (the general economic equilibrium 
model), it must not have been a great blow to discover that, in that same theoretical 
framework, centralized planning is even more virtuous.

Neoclassical economics’ responses to market failures

Given the generality of the problems associated with market failures, one would 
expect a general rethinking on the part of neoclassical theory about the actual effi-
ciency and desirability of a world entirely regulated by the market. Instead, in a 
kind of general paradox, neoclassical economics’ solutions to market failures all 
pass through the prescription of further market expansion or, when this is not pos-
sible, the introduction of centralized mechanisms that emulate the market mecha-
nism. In short, neoclassical theory admits that in reality the market fails to achieve 
Pareto efficiency, but this does not lead it to revise regulatory prescriptions based 
on the assumption that the market is the instrument par excellence that leads to 
Pareto efficiency (an assumption that is moreover unfounded since, as we have just 
noted, Pareto efficiency is also compatible with centralized planning), but rather 
leads it to conclude that, if Pareto efficiency is not achieved in reality, it is only 
because markets are still too little widespread. Let us take a closer look at how 
this further logical leap is made by distinguishing the three problems of increasing 
returns to scale, externalities and public goods.

In the case of increasing returns to scale, faced with the undeniable observa-
tion of the increasing diffusion of monopolies in all real markets (made convenient 
precisely by the advantages linked to economies of scale), neoclassical economics 
refined its theory by relying on brilliant theoretical exercises capable of making 
even monopolistic markets appear as competitive. This is the case with the theory 
of ‘contestable markets’ by William Baumol, John C. Panzar and Robert D. Willig 
(1982). According to this theory, it is not actual competition that counts, but poten-
tial competition (for a concise but technically advanced presentation of the theory 
see Willig (1987)).

Whereas standard neoclassical theory defines the degree of competition in a 
market from the empirical analysis of its structure (a high degree of industrial con-
centration, with a small number of firms operating in the market, denotes a low 
degree of competition), the theory of Baumol, Panzar and Willig argues that even 
monopolistic markets can be competitive, provided there is freedom of entry and 
exit at zero cost in the market. Indeed, under such circumstances, even if a market 
were dominated by a single monopolist, the monopolist would not be able to take 
advantage of his market power (by setting the price at an excessively high level, 
which would harm the consumer), since other potential producers could enter the 
market by offering the same good at a somewhat lower price thereby bringing 
monopoly extra-profits to zero. From a regulatory perspective, the prescription is 
therefore to create a potential market where monopoly prevents the real market 
mechanism from functioning.
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In itself, the theoretical contribution of Baumol, Panzar and Willig does not 
enrich the standard theory of competition to any great extent: for just as there are 
no markets that satisfy the assumptions of perfect competition, there are also no 
markets in which it is possible to enter and leave overnight without incurring any 
costs. The contribution becomes interesting, however, as soon as one reflects on its 
practical repercussions, particularly with regard to the regulation of monopolistic 
markets.

According to the old regulatory principles, based on the desirability of the com-
petitive model, anti-trust agencies had to intervene in the face of any situation 
that was outside the competitive model. The intuitive principle was that, when 
faced with markets dominated by a few players (or a single monopolist), the state 
had to intervene in defence of the consumer and competition, preventing positions 
of excessive market power. With the theory of contestable markets, by contrast, 
monopolistic markets need not be placed under surveillance since, if ‘contestabil-
ity’ exists, they retain the Pareto efficiency properties of competitive markets.

Obviously then, since perfect contestability is impossible in exactly the same 
way as perfect competition is, it becomes a matter of necessity to accept the desir-
ability of imperfect competition and imperfect contestability, with the result that 
what appear to us as obvious examples of high industrial concentration or even 
monopoly (banking sector, insurance, automobile, information, transport, telecom-
munications etc.) are considered as perfectly efficient according to the criteria of 
the various control and regulatory authorities, all based on the neoclassical theory 
and its refinements.

Faced with the problem of externalities (the second major case of market fail-
ure), the solution proposed by market failure theorists is to create new markets for 
‘external effects’ (in the case of pollution, the solution involves creating a market 
in which to buy and sell pollution rights). In this way, the external effects would 
cease to be ‘external’ to the logic of the market, as they too could be traded on a 
specific market. Externalities would then themselves become commodities and, 
like all other commodities, receive a market price that would allow them to be 
allocated in a Pareto-compatible manner (provided the new markets for external 
effects are characterized by perfect competition). This is, for example, the neolib-
eral solution to the pollution problem put forward in the Kyoto Protocol on Climate 
Change, which led to the creation of a special international market for pollution 
rights in which the right to produce environmental damage can be traded (United 
Nations, 1997).

With the creation of these new markets, the one true objective of neoclassical 
economics – Pareto efficiency – can thus be re-established, allowing the holders of 
purchasing power to enforce their privileges even in the new markets thus created 
and effectively preventing all those with sufficiently tight budgetary constraints 
from enforcing their rights. In the case of pollution, it is the richer countries and 
companies (those with a greater willingness to pay) that can buy pollution rights 
from poorer countries (which cannot afford to pay to pollute). This at least allows 
countries that pollute less to at least get compensated for the damage caused by 
countries that pollute more. In fact, the reason why the United States withdrew its 
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signature from the Kyoto treaty is precisely that, despite being one of the countries 
most responsible for global environmental degradation, it does not even want to 
pay compensation for the damage it does (with a population of 4 per cent of the 
world’s population, the United States emits 20 per cent of the total carbon diox-
ide).10 However, regardless of the strength with which individual countries defend 
their national priorities over the interests of the world as a whole, it is clear that the 
market solution to the pollution problem distributes costs and benefits in a neces-
sarily asymmetrical manner: the reduction of the total level of pollution will in fact 
be increasingly at the expense of the weakest, that is, those who have nothing else 
to sell but their pollution rights, or there will simply be a shift of polluting produc-
tion towards countries with greater pollution rights (or towards countries that have 
not ratified the agreement).

But to make the solution of enlarging markets truly operational in a 
Pareto-compatible manner, a market for pollution rights would also have to be 
created at the level of individuals and not only at the level of countries and large 
corporations. Each actor would then be free to buy and sell pollution rights from 
other actors. Thus, the big industries that pollute and destroy will only have to buy 
more and more pollution rights on a special market and their harmful effects on 
us and on the environment will become perfectly lawful and efficient, while we, 
with our four cents in our pockets just enough to make ends meet, will not be able 
to afford to buy pollution rights and will end up having to give up even the use of 
our car.

Instead of attempting to rationalize the production of polluting effects according 
to general principles that prohibit or hinder the production of harmful substances, 
the sole concern of economic theory is to bring global pollution to its Pareto effi-
ciency level (which is determined by the sum of the levels of pollution that each 
individual can afford to produce, given his/her spending constraints, which has 
nothing to do with ecological sustainability or other environmental parameters, 
with the consequence that the much coveted Pareto efficiency could very well lead 
to the complete destruction of the planet). Instead of placing limits on the market, 
prohibiting, regulating, enforcing general principles that prevent the manifestation 
of its perverse and discriminatory effects, the solution of economic theory is to 
extend markets further, allowing those effects to occur unhindered, re-establishing 
Pareto efficiency (and increasing discriminations).

Note, finally, that the solution of enlarging markets suggests the erroneous idea 
that the system can function on a purely decentralized basis, without the interven-
tion of any external authority. In other words, when faced with a concrete coordi-
nation problem, which leads decentralized agents to behave in a Pareto inefficient 
manner, the idea put forward is that individual agents can still cope on their own 
(by interacting in a special market), realizing the economic goal of Pareto effi-
ciency, without intrusion of politics. This, however, raises several questions: who 
creates these markets for external effects? How should these markets be organized? 
What must be done to ensure that they operate on a competitive basis? What are 
their operating costs? That these are extremely concrete questions is demonstrated 
by the controversy that accompanied the signing of the Kyoto Protocol, concerning 
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the initial distribution of pollution rights and the level of pollution to be considered 
socially desirable.

Despite the efforts of economic theory to present the market as apolitical and 
aimed only at the pursuit of the common good, the answers to these questions are 
necessarily political. There is no advancement of technology or science that can 
determine a measure of pollution that can be considered both economically effi-
cient and socially desirable, and it is certainly not a committee of experts that can 
recompose the different evaluations of the parties involved on the right to ruin the 
world we live in more or less quickly. Regarding the initial distribution of pollution 
rights, according to the Kyoto Protocol, each country’s allowed levels of pollution 
have been set on a historical basis, taking as a reference the level of carbon dioxide 
emissions of different countries in 1990. This introduces an asymmetry of treat-
ment between the different industrial powers since the countries most responsible 
for global pollution in 1990 retain their right to pollute more than the others. It is 
then easy to see that the decision to create a market for pollution rights is entirely 
political. In what sense can the allocation criterion chosen be considered fair? And 
then, once the Protocol has come into force, how is it possible to imagine that such 
a market is truly competitive given that it is dominated by a few major powers? But 
above all, how is it possible to hope that the willingness of polluters to pay be com-
patible with the sustainability of the ecosystem, considering that in one case it is the 
result of a purely economic calculation and in the other of a purely ecological one?

On a less superficial examination, one realizes that the solution to enlarging 
markets cannot do without a political authority outside the market to establish, 
organize and operate the market itself. The very fact that there is talk of creat-
ing new markets shows that markets are complex institutions, which in no way 
coincide with the neoclassical portrayal of them as coordination mechanisms that 
emerge spontaneously whenever they are needed. The neoclassical image of capi-
talism as an efficient system capable of self-regulation (already difficult to defend 
in itself, given the role played in reality by the state in the establishment, organiza-
tion and control of real markets) is simply indefensible in the presence of externali-
ties: as shown by the hard efforts and lengthy negotiations between the parties in 
the attempt to reduce pollutant emissions worldwide, the existence of externalities 
opens up a conflict between private and collective interest (which manifests itself 
as a conflict between the interests of different countries, as a conflict between the 
interests of different companies, as a conflict between the interests of companies 
and those of citizens), whose possible solutions are in any case political in nature 
(even when they are based on the establishment of new markets) and need central 
authorities capable of making them operational.

Finally, in the case of public goods, in order to realize the Pareto-efficient level 
of production (as identified by Samuelson), one must first estimate the different 
willingness to pay of all individuals interested in the good. Once these willingness 
to pay are known, customized prices must then be imposed on individual consum-
ers based on their respective willingness to pay in order to finance the produc-
tion of the public good (this condition is called ‘Lindahl equilibrium’ (Lindahl, 
1958), named after the Swedish economist who first determined it). Because of the 
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free-riding problem, however, consumers will have no interest in declaring their 
true willingness to pay.

Imagine, in fact, that an enterprise producing a public good attempts to deter-
mine the willingness to pay of different consumers, in order to charge custom-
ized prices, proportional to their respective willingness to pay (so to achieve the 
Lindahl-Samuelson equilibrium). The individual consumer, with the sole aim of 
paying little for the good, would simply respond by declaring a lower willingness 
to pay than the true one, thus attempting to pass on the costs of financing the public 
good to others. However, the same reasoning will be developed by the other con-
sumers as well, with the result that the total funds collected will be less than those 
needed to produce the Pareto-efficient level of the public good.

Faced with this problem, economic theory has developed a number of mecha-
nisms that incentivize individual consumers to reveal their true willingness to pay 
for the good and thus not to behave as free-riders. These schemes are based on 
the hypothesis that a central authority is able to organize a sophisticated auction 
mechanism through which individual consumers are induced to reveal their true 
willingness to pay for the public good, so that customized prices can then be effec-
tively calculated (Vickrey, 1961; Clarke, 1971; Groves and Ledyard, 1977).

As in the case of externalities, the Pareto-efficient solution involves passing 
through a central authority that is highly informed (able to determine the level of 
Pareto-efficient production), powerful (able also to operationalise the individual 
willingness to pay mechanism) and efficient (able to perform these functions at 
zero cost). Again, therefore, whatever solution is adopted to re-establish Pareto 
efficiency, the state must still play a decisive role.

To summarize, whether faced with the problems of increasing returns to scale, 
or with the problems of externalities and public goods, the responses of neoclas-
sical theory are all paradoxical: in the first case, the theory responds to market 
failure by interpreting monopoly itself as a form of competition; in the second 
case, it responds instead by proposing to create yet more markets (or, in the case 
of public goods, to create centralized auction mechanisms that emulate the market 
mechanism). These theoretical responses obviously do not solve the problem of 
market failures in reality at all but reinforce the economist’s (unfounded) dream of 
a society entirely based on market relations in which the only thing that matters is 
Pareto efficiency.

The inefficiency of real markets

The considerations of the realism of the fundamental and boundary assumptions 
necessary for the Pareto efficiency of the competitive model allow to appreciate the 
limitations of those approaches that interpret this model as a scientific foundation 
of market desirability. In fact, at this point it should be clear that the general eco-
nomic equilibrium model does demonstrate not only the efficiency of theoretical 
markets, but also the inefficiency of real markets, given the impossibility in prac-
tice of finding real markets 1) populated by agents with particular preferences that 
respect the axioms of neoclassical theory and with endowments that allow life in 
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autarky (the so-called ‘consumer survival’ hypothesis) 2) in which, for some acci-
dental reason, the problems of multiplicity and instability of equilibrium (which 
neoclassical theory itself is not able to exclude even at the theoretical level) do not 
occur and 3) in which the phenomena of increasing returns to scale, externalities 
and goods that are at least partly public (the so-called ‘market failures’) do not 
arise.

Repeating the model’s assumptions every time one refers to its theses is not 
a waste of time, but the only guarantee of a correct use of the logical-deductive 
method. The main quest in the history of bourgeois economics to prove the desir-
ability of the market, culminating in the paradigm of research of the general eco-
nomic equilibrium, has not exactly yielded pro-market results, and this is not so 
much because in the abstract conditions in which the market is efficient, so is cen-
tral planning (whereas the opposite is not valid in the presence of increasing returns 
of scale, public goods and externalities), but because of the concrete impossibility 
of realizing the necessary conditions for market efficiency: one only has to recall all 
the theoretical assumptions that have to be introduced to ensure market efficiency 
to understand the shortcomings of real markets. And, instead, all that remains in the 
mystified culture of market societies (and, alas, in the scientific culture of econo-
mists, who, at least, should know the hypotheses of their models!) is the message 
that ‘the market works’, without specification and without reference to the hypoth-
eses introduced.

Economists know that their method is abstract, and they strongly claim (on 
methodologically questionable grounds) their right to introduce the most abstruse 
hypotheses as long as the mathematical developments are rigorous. They know 
they are stepping into a world that is not our own when they build their models. 
Yet, once a certain result is reached, the whole analytical apparatus, made up of 
hypotheses introduced at different levels of abstraction, ceases to act as a counter-
weight to the thesis reached and instead becomes the guarantee of the scientificity 
of the thesis itself. And, if a proposition is scientific, it is also true. At least that is 
how scientists themselves have let the world believe (ignoring the most elementary 
principles of science itself). Thus, the fact that they have filled entire pages and 
books with formulae and words designed to specify the particular context in which 
certain assertions have validity, instead of downplaying the magnitude of the result 
achieved, is presented as an element of strength of the entire argument, forgetting 
that all those words and formulae only served to move the model further and fur-
ther away from reality. On the other hand, however, this is the price to be paid for 
arriving at the thesis of market rationality and efficiency (even while accepting the 
mystified meanings of these terms).

Notes
	 1	 The main bibliographical references are Walras (1874), Pareto (1906), Wald (1934, 

1935), Von Neumann (1938), Arrow and Debreu (1954), McKenzie (1954), Debreu 
(1959). A ‘classic’ reference in the developments of general economic equilibrium the-
ory is Arrow and Hahn (1971). For a historical reconstruction of general economic equi-
librium research, rich in bibliographical references, see Ingrao and Israel (1990). For a 
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general, technically advanced presentation of general economic equilibrium theory, see 
the entries ‘General equilibrium’ and ‘Arrow-Debreu model of general equilibrium’ in 
the New Palgrave Dictionary of Economics written by McKenzie (1987) and Genakop-
los (1987) respectively. Also in the same dictionary, see Debreu (1987) for a review of 
the main works on the subject of equilibrium existence.

	 2	 Welfare economics is the branch of neoclassical theory that deals with normative issues. 
In the history of economic thought a distinction is made between the ‘old’ and the ‘new 
welfare economics’: the former is linked to the name of Arthur C. Pigou and is based 
on the idea that, in analysing possible state interventions, it is possible to compare the 
level of utility of different individuals (Pigou, 1920); the latter stems instead from the 
contribution of Vilfredo Pareto, according to whom interpersonal utility comparisons 
are scientifically inadmissible and leads to considering as scientifically valid only those 
interventions that benefit someone without harming anyone. Today, given the absolute 
predominance of the latter over the former, when we speak of ‘welfare economics’ we 
refer to the Pareto approach.

	 3	 As Bernstein (2001) notes, the decisive intervention of the military apparatus in the 
quest for technological and scientific supremacy in turn had a major impact on eco-
nomic theory, profoundly changing the academic landscape itself. While in the first dec-
ades following the marginalist revolution of 1870, the economic research of the nascent 
neoclassical and Austrian schools was still characterized by extremely polemical tones 
towards the Marxist tradition, from the 1950s onwards, the development of mathemati-
cal economics, with its claimed objectivity, independence from politics and formal ele-
gance, allowed neoclassical theory to establish itself as a hegemonic school of thought 
independent of any ideology, leaving even the confrontation with Marxism in the back-
ground. Among the major economic researches directly financed by the US Depart-
ment of Defence and the Rand corporation are Arrow and Debreu’s general economic 
equilibrium model and Arrow’s impossibility theorem (considered fundamental by the 
military in the study of problems of conflict and coordination between decentralized 
agents), the linear programming of Dantzig and Koopmans (central from the point of 
view of the efficient use of resources according to given objectives) and the game theory 
of John von Neumann and Oskar Morgenstern (suitable for the study of decision-making 
problems in a context of strategic interaction). The latter two lines of research were the 
most financially supported due to their direct military implications both in wartime and 
in the context of the Cold War (game theory actually only reached its full maturity in the 
context of the nuclear duopoly between the United States and the Soviet Union).

	 4	 Falsificationism is a demarcation criterion between scientific and non-scientific proposi-
tions introduced by Karl Popper (1972).

	 5	 All general economic equilibrium theorems are derived from particular properties of 
the demand and supply functions of different goods. The theoretical problem therefore 
consists in proving that the assumptions on the three model data are able to guarantee 
these properties of the demand and supply functions. In particular, for the existence 
of an equilibrium it is important that the demand and supply curves do not present 
discontinuity traits (otherwise, they might not intersect and, therefore, an equilibrium 
point might not exist). In the case of initial endowments that do not meet the consumer 
survival hypothesis, the problem that emerges is precisely that the demand and supply 
curves in general turn out to be discontinuous. This is therefore a strictly mathematical 
problem, to which neoclassical theory responds by imposing conditions that make the 
model ‘run’ mathematically, without any regard for their empirical validity.

	 6	 For a review of the mathematical problems related to the uniqueness of general eco-
nomic equilibrium, see Allingham (1987); mathematical problems related to stability 
are discussed by Hahn (1982) and Gandolfo (1987).

	 7	 The problem that arises at this point is no longer simply one of realism, but also one of 
methodological consistency, and deserves a little technical elaboration. The hypotheses 
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that must be introduced in order to obtain a unique and stable equilibrium do not derive 
from particular hypotheses on the three data of the problem (preferences, endowments 
and technology), but rather directly concern the form of the demand and supply func-
tions (or, more precisely, the form of the excess demand function, which is obtained as 
the difference between the demand and supply functions). In the absence of an analysis 
that establishes a relationship between the shape of the excess demand function and the 
assumptions about the three fundamental data of the problem, the model is made up of 
a mix of assumptions concerning individual behaviour as well as the aggregate structure 
of the system, which contradicts methodological individualism and makes the model 
itself difficult to interpret economically.

	 8	 Of the three problems of equilibrium existence, uniqueness and stability, the second 
two are undoubtedly more complicated mathematically. This perhaps helps to explain 
why in many popular presentations the analysis of the existence of an equilibrium (and 
its Pareto efficiency) is favoured, leaving the other two problems in the background. 
What is certain is that the results achieved on the latter two fronts raise serious doubts 
about the very internal coherence of the entire general economic equilibrium research 
programme.

	 9	 In market failure theory, the emphasis is on increasing returns to scale, rather than on 
economies of scale. This is because the theory develops from a criticism of the realism 
of the general economic equilibrium model (questioning, in particular, its assumptions 
about technology). In general, however, the presence of economies of scale (even in the 
absence of increasing returns to scale) is sufficient to make monopoly technically more 
efficient than competition.

	10	 A Times poll on 11 December 1995 revealed that 65 per cent of United States citizens 
believed that their country should decrease its pollutant emissions regardless of what 
other countries do; only 17 per cent of respondents believed that reducing pollutant emis-
sions would excessively increase production costs and harm the United States economy. 
Unfortunately, this 17 per cent included the largest companies responsible for polluting 
emissions. Thus, in 2001, under pressure from the oil lobby, Bush withdrew United 
States’ signature from the Kyoto treaty. Even today, after several presidents have suc-
ceeded each other in the White House and the United States has launched the so-called 
green new deal (a massive plan of public investment and incentives for United States 
companies engaged, at least formally, in the green sector), the United States refuses to 
ratify the Kyoto Protocol and fulfil its international commitments on pollution.
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5	� Post-Walrasian economics

The post-Walrasian research program

In light of all the restrictive and unrealistic assumptions that need to be introduced 
into the neoclassical theory in order to achieve the thesis of Pareto efficiency of 
markets, theoretical research takes two distinct paths.

On the hand, the problem is tackled by simply assuming that reality conforms 
to the hypotheses of the theoretical model (or, worse, by asserting that there need 
not be a close relationship between reality and the theoretical model), leaving the 
analyst free to play with the hypotheses as he/she pleases. In the academic litera-
ture, in fact, it has been affirmed the principle that the validity of a model must be 
judged solely on the basis of its internal consistency and logical-deductive rigour, 
and, since the ambition of every good academician is to publish in the leading 
scientific journals, there has been a proliferation of models that assume convenient 
hypotheses about technology, preferences and endowments, which by assumption 
exclude market failures and eliminate the problems of multiplicity and instabil-
ity of equilibria, but which, with sophisticated mathematical techniques, demon-
strate the fantastic result of Pareto efficiency of the market: of course, of the virtual 
market of their model, not of the real market of the capitalist world. This line of 
research is followed by mathematical economists most faithful to the hard core of 
the Walrasian general economic equilibrium research paradigm.

A second path consists instead in relaxing some assumptions of the general eco-
nomic equilibrium model with an eye to the conditions of realism. In some respects, 
this operation is similar to that already discussed with regard to the attempts to put 
a patch on the problems of stability and uniqueness of the equilibrium, by appro-
priately playing with the hypotheses of the model. In other respects, however, the 
operation is profoundly different, if not quite the opposite. In the case of the prob-
lems of stability and uniqueness, the departure from the set of general assumptions 
that characterize neoclassical theory is made by attempting at all costs to save the 
thesis of market Pareto efficiency, even at the cost of exasperating the problems 
of realism and methodological consistency. In this case, instead, it is developed 
by renouncing the objective of demonstrating the Pareto efficiency of perfectly 
competitive markets, but trying to bring the model closer to reality, in an attempt 
to obtain some second-best result, that is, some outcomes that approach Pareto 
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efficiency as much as possible. Thus, in the various developments of neoclassical 
theory, some of the more restrictive and less realistic assumptions are questioned 
for the sake of providing a more articulated version of the normative properties of 
a system made up of markets that are not necessarily perfect.

Of the absurdity of the first theoretical path, we have already said. In this chap-
ter, we now deal with the second one, which in the specialist literature is referred 
to as ‘post-Walrasian economics’.1

Before starting the critique of this new voluminous body of theory, let us note the 
basic weakness on which it is based. Historically, in fact, post-Walrasian econom-
ics develops just as the Walrasian paradigm comes to an end. While serious general 
equilibrium theorists largely recognize the consequences of the negative results 
on stability and uniqueness on the general coherence and interpretative power of 
this research program (cf. Hahn, 1982; Fisher, 2011), post-Walrasian economists 
start their research program precisely from this cul-de-sac. Be that as it may, let us 
analyse how they erect this new theoretical construction on this fragile foundation.

In winter 1993, the editors of the Journal of Economic Perspectives, one of the 
main journals through which the American Economic Association dictates to the 
world the principles of scientific rigour in economic research, asked some authori-
tative economists representing mainstream and heterodox schools of thought to 
present their approaches and discuss the relationships among them. Exponents of 
the new Keynesian economics, the new institutional economics, and the radical 
political economics have thus clarified their indebtedness to John Maynard Keynes, 
old institutionalists and Marx, the specificity of their ‘new’ approaches and their 
positions towards orthodox neoclassical economics. The picture that emerges is 
that, notwithstanding some theoretical differences, there exists a common meth-
odological ground among these approaches, which makes them largely compatible 
with each other and with mainstream neoclassical economics (despite the fact that 
a synthesis between Keynesianism, institutionalism and Marxism has proven to be 
a much more problematic issue). This explains the friendly relationships that exist 
today between them.

The acceptance of methodological individualism is the first important aspect of 
this process of convergence. A second aspect regards the attempt to overcome some 
of the restrictive assumptions of the general equilibrium model, which implicitly or 
explicitly is the theoretical benchmark of all these theoretical developments. The 
logic is the following.

In the Walrasian world, characterized by complete markets, perfect information, 
full rationality and free contract enforcement, general equilibrium theorists have 
reached the following results:

1.	 The state has no economic role to play, since resources allocation can occur 
entirely through the market.

2.	 There is no economic room for the firm, since production can be carried out by 
interpersonal contracts, without managerial coordination.

3.	 There exists no power relation in market interaction, since perfect competition 
alone may govern interpersonal relations.
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According to new Keynesians, new institutionalists and radicals, the economic 
role of the state, the nature of the firm and other capitalist institutions, and the 
existence of power relations must then be explained by modifying the assumptions 
of the Walrasian world. Methodologically, these new approaches can thus be seen 
as part of a common research program, aiming at extending the Walrasian frame-
work: the latter assumes that agents interact in what might be called a ‘perfect’ 
decision-making context; post-Walrasians deal with ‘imperfect’ decision-making 
contexts.

This mode of proceeding immediately raises a fundamental methodological 
problem, apparently neglected by the entire post-Walrasian school. In fact, as we 
have seen in Chapter 3, in the perfect decision-making context of the Walrasian 
world, even centralized planning achieves Pareto-efficient results (without even 
running into the problems of market failures), as demonstrated by Kantorovich 
(1939) through the optimal planning model. Thus, there is no reason to step out-
side the perfect decision-making context to explain the role of the state, the firm 
and power relations. Simply, on purely ideological grounds, both Walrasians and 
post-Walrasians assume the market as eternal and natural. Only the state, the firm 
and power relations, being man-made, must therefore be explained. The market 
and its supposed freedom, conversely, need no scientific explanation in their eyes. 
William Dugger’s (1992, p. 89) judgement is trenchant:

The neoclassical market is an act of God, not an act of man. It is natural 
rather than artificial. . . . The natural market is beyond the will of humans. 
It is a product of nature existing outside of history.  .  .  . But the spontane-
ous market, the natural market, is an assumption. It is not a unit of enquiry, 
something to be investigated. Instead it is something to be assumed, taken for 
granted. . . . The market is taken as the only real circulation process and the 
market is simply assumed to exist. It is viewed as a self-generated phenom-
enon, a product of immaculate conception and virgin birth.

The term ‘post-Walrasian economics’ is also sometimes used in a narrower 
sense, as a synonym for the radical approach to power initiated by Samuel Bowles 
and Herbert Gintis, based on ‘contested exchange’.

In order to develop a systematic critique of post-Walrasian economics, I begin 
with the two main research strands of the broadly defined post-Walrasian para-
digm: new institutionalism and new Keynesianism, led by Oliver Williamson and 
Joseph Stiglitz (both Nobel Prize winners in economics in 2009 and 2001 respec-
tively, the latter also an economic advisor in the Clinton administration and former 
deputy general director of the World Bank). Then, I show the convergence with 
the approach developed by the radical school and focus the critique on the latter. 
My critique is developed on two levels, a methodological one, and an ontological 
one (i.e. concerning the assumptions about the structure and entities that make up 
reality which, implicitly or explicitly, are assumed when one adopts a particular 
method of scientific investigation). This allows me to discuss the main formal simi-
larities between Marx and post-Walrasian radicals and the opposite conceptions in 
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which they are developed. The ‘scientific critique’ ends at this point. My critical 
path, however, continues with the discussion of the pre-scientific elements that lead 
post-Walrasian economics to define its scientific problem. In an academic concep-
tion of science, the choice of the scientific problem is not generally an object of 
critique: researchers are supposed to choose freely their scientific problems and are 
not called to defend these choices. They see themselves as external observers of the 
system they describe and do not even conceive of themselves as actors operating 
within a system of power. Within post-Walrasian economics, however, the accept-
ance of a common ideology and the definition of an identical scientific problem by 
all of its members – from ultra-liberals to radical thinkers – are part of the phenom-
enon to be explained and must then be scrutinized carefully. Given the complexity 
of the issues addressed in this chapter, in the last section, I recap my arguments and 
draw some conclusions.

New institutionalism and new Keynesianism

New institutional economics uses the neoclassical analytical toolkit to explain the 
evolution of capitalist economic institutions as a succession of Pareto moves in the 
rules of social interaction.2 Existing economic institutions – the firm and the state 
above all, but also every other type of economic community, from small neigh-
bourhood associations to international organizations – according to this theory, 
would be the result of a process of progressive reduction of transaction costs. The 
latter, however, has never been rigorously defined in the literature, despite the fact 
that within new institutionalism a veritable school of thought has emerged called 
the ‘transaction cost economics’. The general idea, anyway, is that, in the impos-
sibility of realizing perfectly competitive markets, transaction costs, understood 
in a vague sense as costs related to the functioning of the market mechanism, can 
be reduced through alternative coordination mechanisms (in particular through 
allocative mechanisms operating through forms of command and planning). These 
mechanisms and the institutions that incorporate them would thus find their reason 
to exist in capitalism in their capacity to bring the system closer to Pareto effi-
ciency, where the market alone is not sufficient. In this way, even if the myth of a 
system entirely regulated by the market falls, the myth of the efficiency of capital-
ism as a system characterized by a plurality of allocative institutions in which, for 
the good of all, alongside the market there are also different institutions, remains 
standing.

Clearly, however, of these different institutions, the market remains the central 
one, the only one capable of guaranteeing economic freedom, while the others, 
the hierarchical firm and the authoritarian state, function only through coercive 
mechanisms. In this sense, it is true that the capitalist system does not coincide 
with the realm of individual freedom, given that part of social relations is regulated 
precisely by coercive mechanisms, but this is the price to be paid to come as close 
as possible to Pareto efficiency and this explains why, in the case of equivalence in 
terms of Pareto efficiency, the market is still to be preferred to any other allocative 
mechanisms.
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This method of explaining the institutions of capitalism in terms of their sup-
posed efficiency creates more problems than it solves. First, theoretically, there is 
no reason why a system should evolve towards Pareto efficiency. By following 
the neoclassical logic, this might be the case if the sequence of Pareto moves that 
new institutionalists assume is characterized by equilibrium points that are also 
stable and unique, but, as we have seen, there is no theoretical guarantee that this 
should actually occur. Second, this method inverts the relation between history and 
the present, as in the case of the economist’s ex post rationalization that we have 
already discussed in Chapter 2. With respect to economic historians, new institu-
tionalists simply go the other way round. They do not start from the past in order 
to explain the present; rather, they start from the present and assume that the past 
was such that the present is economically superior to it. The goal is not to provide 
a theory that explains reality but to define reality in accordance with the theory.

In a similar fashion, new Keynesian economics, develops the problem of nomi-
nal wage rigidities and information asymmetries between economic agents as 
the fundamental cause of the impossibility of achieving Pareto efficiency in mar-
ket interaction and therefore proposes forms of state intervention that allow the 
causes of existing inefficiencies to be reduced. Again, the practical impossibility 
of achieving Pareto efficiency conditions is seen as the ultimate reason for state 
intervention, whose task, according to this theory, should be to create the condi-
tions that allow the market to function better, improving the existing equilibrium 
according to Pareto.

As with new institutional economics, the market thus remains at the centre of 
the normative theory and state intervention becomes meaningful only as an instru-
ment to bring the system closer to Pareto efficiency. From a methodological point 
of view, then, the attempt to ground all macroeconomic propositions in the analy-
sis of the behaviour of individuals (the so-called microeconomic foundations of 
macroeconomics, which would constitute the value added of the new Keynesian 
approach compared to Keynes’ theory) falls perfectly within the neoclassical logic, 
centred on methodological individualism.

Despite formal references respectively to the old American institutionalism of 
John Commons and Veblen and to the thought of Keynes, new institutionalism and 
new Keynesian economics do not actually have much in common with these two 
scientific traditions now on the fringes of academic debate. Indeed, the methodo-
logical assumptions of the old institutionalist and Keynesian schools are profoundly 
different from those of the neoclassical school and its more recent developments. 
In particular, these two schools of thought reject methodological individualism and 
the dogma of market efficiency. Instead, they assume that institutions condition 
human behaviour in an important way and regard economic policy as a necessary 
instrument to regulate the capitalist system, in the face of the market’s evident 
inability to regulate the economy autonomously.

Of these two traditions of thought, particularly influential in certain phases 
of the economic debate in the last century, the ‘new’ schools take up only some 
purely formal aspects. In particular, they resume the great theme of the relationship 
between institutions and the economy (on which the old institutionalists insisted) 
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and the ever-present problem of the market’s inability to employ all existing pro-
ductive resources, including labour power (a central problem in Keynes’ work). 
However, these issues are analysed according to the neoclassical methodology and 
the market view it presupposes, which leads to a complete distortion of the original 
perspectives of analysis. The theoretical reference, in some cases explicit, in oth-
ers only implicit, is the general economic equilibrium model, a model that plays 
absolutely no role in the theoretical constructions of the old institutionalists and 
Keynes. Simply, once acknowledged the excessive abstractness of this model, new 
institutionalists and new Keynesians attempt to remedy it by abandoning some 
of the assumptions they consider excessively restrictive. The theoretical problem 
that emerges is that, in a world more complex than that of the general economic 
equilibrium model tout court, the same normative results on market efficiency can-
not be obtained. Hence, according to the logic of neoclassical theory, it becomes 
important to analyse the other economic institutions of capitalism and the role of 
the state and economic policy.

However, in view of the different methodological and ideological assumptions, 
the same questions posed by the old institutionalists and Keynes are completely 
overturned and end up taking on totally different meanings. The firm and the state 
are not studied as organizations necessary to the very functioning of capitalism, as 
organizations complementary to the market, that is, as parts of an organic system 
whose functioning depends on the relations established between its various compo-
nents. Instead, they are conceived solely as alternative instruments to the market in 
the performance of strictly allocative functions. Fully consistent with the neoclas-
sical approach, the economic problem is conceived as a pure problem of scarcity 
and all the institutions of capitalism are analysed as a response to this problem. 
The various institutions of capitalism thus lose their complementary character and 
become merely alternative allocative mechanisms capable of handling the univer-
sal problem of scarcity.

Williamson, for instance, with the utmost nonchalance, imagines that capitalism 
originated from a system of pure markets, in which neither the state nor the firm 
existed. In his words: ‘I assume, for expositional convenience, that in the beginning 
there were markets’ (Williamson, 1975, p. 21). If productive organizations such as 
the capitalist firm and institutions that regulate economic activity such as the state, 
with its administrative, legal and political apparatuses, eventually developed, this 
is only because the market alone strayed too far from Pareto efficiency.

Similarly, for the new Keynesians, economic policy loses the meaning attrib-
uted to it by Keynes, as the main instrument to regulate and govern the economy, 
make public services possible, support demand and reduce unemployment, and 
instead takes on significance only as an instrument to improve market equilib-
rium according to Pareto in a context where entrepreneurs and workers experience 
asymmetric information.

The problem I wish to discuss here, however, is not so much the extent to which 
these new theories remain consistent with the scientific project of the masters they 
claim to refer to. Rather, the question we must deal with concerns the relationship 
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with neoclassical theory and the internal consistency of this attempt to reason about 
the desirability of capitalism and economic policy within a theoretical framework 
that is slightly more refined than that of the general economic equilibrium model, 
but still derived from it, that is, within a framework in which Pareto efficiency is 
the only thing that matters. The problem, in fact, is that precisely because of the 
departure (even if only partial) from the general economic equilibrium paradigm, 
these new theoretical developments are incompatible with the general thesis of the 
desirability of the market (if by desirability one means Pareto efficiency), since in 
these models Pareto efficiency is not attainable anyway.

The following question then arises: what sense does it make to use the norma-
tive instruments of general economic equilibrium – the Pareto improvements crite-
rion, first of all, – in a context in which Pareto efficiency in the system is precluded 
by hypothesis? Remember that the apparent robustness of Pareto efficiency as a 
normative criterion is in fact linked to the minimal benevolence principle that, 
when there is a change that improves someone’s situation without worsening that 
of others, it would be desirable to implement it. However, when faced with the 
impossibility of realizing Pareto efficiency, Pareto improvements are by no means 
unanimously desirable. Consider the following example.

In a situation which, for the sake of argument, we refer to as the ‘starting situ-
ation’, there are two individuals, Alby and Billy, who have a level of preference 
satisfaction, or ‘utility’, of one and ten, respectively. Assume also that Pareto effi-
ciency occurs in the theoretical situation Z in which Alby and Billy would both 
enjoy a utility of 100. Suppose, however, that due to the imperfections in the real 
world, this theoretical situation cannot be realized in practice. Let us now imagine 
that there are two different ways of Pareto improving the starting situation: in situ-
ation X, Alby has a utility of 90 and Billy a utility of 10; in situation Y, Alby has a 
utility of one and Billy a utility of 15. As can be seen, situations X and Y are both 
Pareto superior to the starting situation and switching to one of them would pose no 
problem if one could then continue to make Pareto move up to the Pareto-efficient 
situation Z. However, under the assumptions of our example, situation Z cannot 
be realized. Therefore, once you arrive in X or Y, you will not actually be able to 
continue to Z but will have to stop there. In this case, it is not at all neutral to pre-
scribe a Pareto move that takes the system from the starting situation to X or Y: if 
you go to situation X, of course, then it is no longer possible to go to Y by means of 
another Pareto move; if, on the other hand, from the starting situation you go to Y 
by means of a Pareto move, it then becomes impossible to go to X. Thus, Alby will 
insist on improving the starting situation by moving the system to X and Billy will 
instead want the system to go to Y, and even if both X and Y are Pareto superior to 
the starting situation, it is not possible to say that Alby and Billy will agree to make 
either move.

In general, therefore, in cases where Pareto efficiency is by hypothesis not feasi-
ble, it is not even clear what the point of prescribing Pareto improvements is, since 
these changes cannot be considered unanimously acceptable at all, even according 
to the neoclassical logic.
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Power in post-Walrasian economics

Although the notions of power, coercion and domination have been discussed since 
the beginning of political economy by authors such as Smith, Marx and Friedrich 
Wieser, the modern academic debate rarely goes back to these authors. Rather, 
the role of power in economics has come to the forefront of the academic debate 
in the 1970s, mainly as a by-product of the debate on the nature of the firm, with 
the contrasting contributions of ultra-liberals Armen Alchian and Harold Demsetz 
(1972) on the one hand and Stephen Marglin (1974, 1975), of radical inspiration, 
on the other.3

The former contends that formal authority within the firm is only an appear-
ance that hides a reality of perfect reciprocal freedom; the latter argues that power 
relations play a decisive role in the organization of the firm. In the background 
of this debate, however, is the 1937 article by Ronald Coase, one of the founders 
of new institutionalism and winner of the Nobel Prize in economics in 1991 ‘for 
his discovery and clarification of the significance of transaction costs’ (Sveriges 
Riksbank, 1991), which however, after almost a century, still lack a precise defi-
nition. In this paper, Coase explicitly sets the mechanisms of authority and com-
mand within the firm against the market price mechanism as alternative modes of 
coordination.

Coase’s paper is not about the nature of capitalist power relations, but rather 
deals with ‘the nature of the firm’ in capitalism. This problem may appear trivial, 
for the firm is an integral part of the capitalist system; therefore, one might argue, 
it is by analysing the historical origin and development of capitalism that one can 
understand the nature of the firm and of the other institutions of capitalism.

The problem, however, is anything but trivial if placed within the context of 
neoclassical economics, a context in which economic institutions are seen as uni-
versal and everlasting, just as is the economic problem they solve: the allocation of 
scarce resources. Within neoclassical economics, the firm and the market are just 
two alternative allocative mechanisms. The theoretical problem is that, in the Wal-
rasian model, coordination among isolated individuals takes place entirely within 
the market, which makes all other institutions economically redundant: the story 
told to describe the general equilibrium model sometimes makes reference to the 
firm and to other institutions (such as the family), but analytically they are superflu-
ous add-ons. This leaves the internal relations of the firm undetermined. As Paul 
Samuelson (1957, p. 894) put it, ‘in a perfectly competitive model, it really doesn’t 
matter who hires whom; so let labour hire capital’.

The general equilibrium model, like any theoretical model, is defined by a 
‘decision-making context’ and an ‘organizational structure’. The former defines the 
features of the world in which agents of the model live and interact; the latter defines 
the relations among them and the way in which they interact. The decision-making 
context of the Walrasian model is characterized by perfect information, full ration-
ality, zero transaction costs and contracts that are automatically enforced. This is 
the ‘perfect’ decision-making context. The organizational structure is a completely 
decentralized one, based on market relations among isolated agents.
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Starting from the fact that the firm is redundant within the Walrasian model, 
Coase raises his scientific questions: Why do hierarchies exist in the market sys-
tem? Where do the principles of authority and command regulating intra-firm 
relationships come from? These questions can be approached in many ways. 
Coase’s method consisted in exploring the reasons why coordination by explicit 
direction can be economically superior to the invisible hand of the market in a 
decision-making context of positive transaction costs. Methodologically, Coase 
thus rejects the perfect decision-making context and investigates how organiza-
tional structures with some degree of centralization and formal authority might 
perform better than the Walrasian one in this new decision-making context. In one 
way or another, thus, Coase introduces a form of power into the neoclassical model 
and uses it to analytically characterize the firm as an institution qualitatively dis-
tinct from the market.4

Against this picture, some liberal authors have denied the existence of real 
authority relations within the firm by explaining them as particular forms of com-
petition (Alchian and Demsetz, 1972; Jensen and Meckling, 1976; Cheung, 1983). 
Theoretically, this approach – often labelled the ‘contractual approach’ – is charac-
terized by an internal tension between two conflicting objectives: on the one hand, 
it introduces imperfections in the decision-making context as a way to point out 
the specificity of the firm with respect to the market; on the other hand, however, 
it claims that interpersonal relations within the firm involve no power, an assertion 
that holds true only within the perfect decision-making context. Alchian and Dem-
setz’s (1972, p. 777) provocation is famous:

It is common to see the firm characterized by the power to settle issues by 
fiat, by authority, or by disciplinary action superior to that available in the 
conventional market. This is delusion . . . . [The employer] can fire or sue, 
just as I can fire my grocer by stopping purchases from him or sue him for 
delivering faulty products.5

This provocation, however, is simply contradictory since it is implicitly based 
on a perfect decision-making context. However, with positive transaction costs, as 
the authors assume explicitly, even firing a grocer is generally costly on both sides 
of the relationship.

In a second line of development of Coase’s intuitions, costs and benefits of 
competition and command have been analysed systematically in an attempt to 
determine the virtues and vices of markets and hierarchies. ‘Transaction costs 
economics’ and the ‘property rights theory’ are the main outcomes (Coase, 1937; 
Williamson, 1975, 1985, 1996; Grossman and Hart, 1986; Hart and Moore, 1988, 
1990; Hart, 1995; Moore, 1992). With respect to the contractual approach, this line 
of research provides a more articulated picture in which real world imperfections 
guide the evolution of the organizational structure of the firm and, more gener-
ally, of all capitalist institutions. Here there is no attempt to deny the existence 
of power relations in capitalism. On the contrary, the goal is to explore different 
decision-making contexts in the attempt to find the imperfections that explain the 
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main forms of power existing in capitalist organizations. But the assumption is 
explicit: hierarchies or other forms of power may exist only where the conditions 
for perfect competition do not hold.

The most explicit attempt to deal with the issue of power within the institutions 
of capitalism, however, has been developed out of these branches of new insti-
tutional economics, by two economists belonging to the radical school, namely 
Bowles and Gintis (Bowles, 1985; Bowles and Gintis, 1988, 1990, 1993a, 1993b, 
2000). Unlike the new institutionalists, they do not assume that eventual power 
relations should necessarily be sought within hierarchical organizations, such as 
the firm. They show instead that within imperfect decision-making contexts even 
market relations generally involve power.

On a path that is largely independent of this debate on institutions and power, 
new Keynesians have followed the same method, based on the introduction of 
imperfections into a general equilibrium framework. In the words of Greenwald 
and Stiglitz (1993, p. 24):

Modern Keynesians have identified these real world ‘imperfections’ as the 
source of the problem: leaving them out of the model is like leaving Hamlet 
out of the play.

It is thus not surprising that efficiency wage models (Akerlof and Yallen, 1986; 
Shapiro and Stiglitz, 1984; Greenwald and Stiglitz, 1988) overlap in many ways 
with the models developed by Bowles and Gintis to analyse power relations. 
The common idea is that a wage higher than the market clearing one induces the 
worker to work harder than he/she wishes (by ‘market clearing’ is meant the equal-
ity of supply and demand). The main difference between them is only that, in one 
case, imperfections are the explanatory causes of allocation inefficiencies and 
second-best solutions; in the other, they are the cause of power relations.

Although these post-Walrasian approaches have sometimes confronted each 
other with harsh polemical tones, their common neoclassical methodology engen-
ders the same conception of reality, a conception in which imperfections are the 
ultimate cause of institutional developments and of the forms of interpersonal 
relations.

The radical school

The radical school consists of a heterogeneous set of theories critical of economic 
orthodoxy, with interests in issues such as power relations, inequalities, gender, 
race and class relations, which are often addressed with explicitly political objec-
tives and militant participation. The breadth of this school’s lines of research and 
the theoretical differences between its internal streams prevent here a systematic 
discussion of its main scientific contributions. For sure, the political motivations 
and the critique of the market society, or some aspects of it, distance this school of 
thought from the dominant theory (and, in many cases, from the official teachings 
of university courses).
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Without any claim to completeness or representativeness, I focus on the contri-
butions of two leaders of this approach: Bowles and Gintis. The reason is that the 
main theoretical contributions of these authors are explicitly inscribed in a close 
relationship with neoclassical theory and act as a bridge between Marxist problem-
atics and neoclassical methodology.

Analytically, Bowles and Gintis remove some of the assumptions of the neo-
classical model while remaining faithful to the general approach of the theory. 
The aim is to regain some of the Marxist theses on the functioning of capitalism 
from the methodological assumptions of neoclassical theory. In other words, these 
authors accept the neoclassical challenge and, by acting from within, question the 
image of capitalism provided by the general economic equilibrium model as a sys-
tem of harmonious relations detached from any issue of power.

As an internal criticism, this way of proceeding is undoubtedly effective since, 
without any recourse to assumptions truly external to those of the neoclassical 
paradigm, it shows that even in neoclassical markets, under rather general assump-
tions, power relations between different agents exist. The problem, however, is 
that, from a constructive point of view, these developments are subject to the same 
criticisms levelled against neoclassical theory and thus constitute rather unstable 
foundations on which to develop an alternative proposal. Moreover – by accept-
ing the neoclassical methodological approach, problematics and worldview – these 
new theories distort the very meaning of the conception of power relations with 
respect to the Marxist approach.

At a very general level, it is possible to distinguish two forms of power, one as 
‘power to act’ (the power to perform this or that action), the other as ‘power over 
somebody’ (the power of a subject to condition the behaviour of another subject). 
The radical theory of Bowles and Gintis, but more generally the whole of bourgeois 
economics, focuses solely on the second form, according to which power is, by def-
inition, an interpersonal relationship and not, more generally, a social relationship, 
determined by the heterogeneous distribution of power to act that society imposes 
on its participants. To put it bluntly, Elon Musk can choose whether to further 
develop his presence in the automobile sector, to expand into the media and space 
sectors or to invest everything in Bitcoin, the metalworker can choose whether to 
work for Musk or for Ford. Well, in the radical approach to power, this asymmetry 
is regarded as having no consequences in terms of eventual power relations at the 
interpersonal level.6

From a methodological point of view, this is the consequence of the usual 
assumption of bourgeois theory that endowments are exogenous to the model and 
that therefore what each person can do (the power to act) should not be studied, but 
rather taken as given. Analytically, however, Bowles and Gintis (somewhat like 
Williamson and Stiglitz) depart from the general economic equilibrium model by 
introducing a number of ‘imperfections’, which certainly bring the model closer 
to reality. Assuming a less aseptic context than the one crystallized in the general 
equilibrium model, Bowles and Gintis show how, in market interaction, power 
relationships between the agents are inevitable. In particular, the assumption that 
there are information asymmetries, uncertainty and problems in the execution of 
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contracts, prevents the competitive equilibrium from being Pareto-efficient (giving 
rise to phenomena of rationing or, in the case of the labour market, unemployment) 
and puts some agents in a position to condition the behaviour of others (Bowles 
and Gintis, 1993a).

This has important normative effects because it dispels that image of com-
petitive capitalism as a system of spontaneous interactions between free subjects 
proposed by the extremist advocates of general economic equilibrium. However, 
precisely because of the manner in which this result is achieved, we are left with 
the basic idea of bourgeois theory that capitalism is in itself an essentially neutral 
system in terms of power relations, and that the real drawback is the complexity of 
the world (the impossibility for agents to have perfect knowledge, to foresee the 
future, to be able to rely on automatic contract enforcement etc.), which certainly 
cannot be eliminated simply by changing the rules of social interaction, that is, by 
changing the type of economic system. In short, the fault would not lie in capital-
ism, but in the world: in a world without imperfections, according to this theory, 
capitalism would be an efficient system without power relations.

The ‘demonstration’ that even perfectly competitive markets operate through 
power relations comes through the introduction of the concept of ‘contested 
exchange’. Let us therefore consider in some detail how this concept should con-
stitute, according to the radical leaders, ‘the new micro foundations for the political 
economy of capitalism’ (Bowles and Gintis, 1990).

Bowles and Gintis define perfect competition as a situation characterized 
by free entry and large numbers of buyers and sellers, but not by market clear-
ing. With this definition, they demonstrate that even in competitive equilibrium 
(with non-clearing markets), a market economy sustains a system of power rela-
tions among agents (a competitive equilibrium is a situation in which actors are 
incapable of improving their position by altering variables over which they have 
control).7 This result is obtained by relaxing one of the assumptions of the Walra-
sian decision-making context that the authors consider the most implausible: the 
assumption that contract enforcement by a third party is costless and unproblem-
atic. As they put it, standard Walrasian theory ‘depicts a charmingly Victorian but 
utopian world in which conflicts abound but a handshake is a handshake’ (Bowles 
and Gintis, 1993b, p. 83). In the real world, however, after handshakes, opportun-
istic behaviour abounds.

Bowles and Gintis (1993a, p. 325) define power as ‘the capacity of some agents 
to influence the behaviour of others to their advantage through the threat of impos-
ing sanctions’. The absence of power relations in the Walrasian model is a conse-
quence of the condition that supply equals demand, which implies that each agent 
loses nothing by abandoning his optimal transaction in favour of his next best alter-
native: in a Walrasian equilibrium, the cost to agent B of foregoing an exchange 
with agent A is zero, so that A cannot affect B’s wellbeing by terminating the rela-
tion. Hence, Bowles and Gintis continue, A has no power over B. More generally, 
the fact that in Walrasian equilibria no agent can impose sanctions on other agents 
implies that the economy works without any underlying power relation among 
agents.
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If contract enforcement is problematic, however, the picture changes radically. 
Bowles and Gintis (1993a, p. 332) ‘call an exchange contested, when B’s good 
or service possesses an attribute that is valuable to A, is costly for B to provide, 
yet is not fully specified in an enforceable contract’. When exogenous contract 
enforcement cannot be guaranteed at zero cost by a third party (such as the judi-
cial system), the transacting parties must enforce their agreement by themselves. 
In this case, the terms of the transaction are determined by the monitoring and 
sanctioning mechanisms instituted by A to induce B to provide the desired level of 
the contested attribute. One such enforcement mechanism is contingent renewal: 
‘contingent renewal obtains when A elicits performance from B by promising to 
renew the contract in future periods if satisfied, and to terminate the contract if not’ 
(1993a, p. 333).

A typical example of contested exchange is the employer – worker relationship, 
in which ‘while the employer’s promise to pay the wage is legally enforceable, 
the worker’s promise to bestow an adequate level of effort . . . is not’ (Bowles and 
Gintis, 1993a, p. 333).

In simple terms, the information advantage of the worker, on which the leaders 
of the radical school insist so much, consists in the fact that only he/she knows 
whether he/she is really working with maximum effort and intensity. The capitalist, 
conversely, knows nothing about the actual activity of working. His/her problem is 
therefore to design mechanisms to ensure that the worker does indeed always give 
his/her utmost, even when it is not possible, or it is too costly to put a controller 
to constantly supervise his/her work activity. Hence the idea of increasing his/her 
salary a bit compared to the prevailing market wage. In this way, it is in fact the 
worker himself/herself who, for fear of losing his/her job and ending up competing 
for the prevailing market wage, disciplines himself/herself and gives even his/her 
soul to the company he/she works for.

Other examples studied by Bowles and Gintis are the relationships between 
owner and manager, lender and borrower, and between parties in international 
exchanges (Gintis, 1989; Bowles, Gintis and Gustafsson, 1993; Bowles and 
Gintis, 1994). In all these cases, competitive equilibrium is characterized by 
non-clearing markets, and agents on the short side of the market have power 
over the agents on the long side with whom they transact (where excess sup-
ply exists, the demand side is the short one, and vice versa). The cause of this 
power relation is that the agents on the long side who are lucky enough to enter 
the relation with agents on the short side enjoy a ‘rent’ (defined as the differ-
ence between the utility they obtain thanks to the transaction and the utility 
they would have if the transaction terminates), which is costly for them to lose. 
The fact that, within imperfect decision-making contexts, perfectly competitive 
markets do not necessarily clear produces thus an asymmetry between the two 
sides of the market, which, in turn, affects interpersonal relations between single 
buyers and sellers.

In the case of the work relation, employers are on the short side of the labour 
market and workers enjoy a so-called ‘employment rent’. This rent is the instru-
ment by which the employer places the worker under constant threat (similarly, 
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Bowles and Gintis show that creditors have power over debtors and owners of 
enterprises have power over managers). It is thus the fact that the unemployment 
condition is worse than the working one that confers a power of retaliation to the 
employer over the worker, and that makes the latter provide an ‘adequate’ level of 
effort at work, even when the boss is not constantly monitoring him/her.

With respect to the voluntaristic conception of Alchian and Demsetz, Bowles 
and Gintis take a step forward. Theoretically, Alchian and Demsetz’s position, 
according to which the worker can leave the capitalist without utility losses, holds 
true only within the perfect decision-making context. Outside of it, it is generally 
costly to leave an interpersonal relation and individuals may be willing to accept 
some form of power, even if just for personal convenience.

Bowles and Gintis’ theoretical exercise, however, is not methodologically dif-
ferent from that of their liberal rivals: in their post-Walrasian framework, power 
relations exist only because of imperfections in the decision-making context. Wal-
ras could not see this, because he had eliminated all the imperfections of the world 
from his model. Alchian and Demsetz cannot see it either, because of their con-
tradictory assumption that perfect Walrasian competition is at work even within 
imperfect decision-making contexts. Radical post-Walrasians, by contrast, claim to 
have the proper theoretical framework for grasping the nature of power relations in 
capitalism: imperfections are the cause of power relations and a battery of models 
formalizing all different sorts of imperfections existing in the real world is the way 
to shed light on capitalistic power relations.

Even with this very particular method, however, post-Walrasian econom-
ics cannot aspire to develop a general theory of power. Contrary to the claim of 
radical economists, power can only be an exception in this approach, but cannot 
be the rule. Consider workers. If all workers were really difficult to monitor and 
endowed with information advantages because of widespread imperfections in the 
decision-making context, no competitive wage in the labour market would exist. 
Therefore, the threat of being fired and losing the employment rent would not be 
credible, and the capitalist would have no power over them. Remember that in this 
theory of power, just as in the efficiency wages theory, the worker has an incentive 
to work hard only if a lower (perfectly competitive) wage prevails in the labour 
market. In other words, this theory can, at best, explain why some particular work-
ers suffer a power relation from their employer, but it cannot explain why workers 
in general suffer a power relation from capitalists. On the contrary, the demonstra-
tion that some individual workers suffer a power relation rests precisely on the 
assumption that standard workers suffer none.

Methodological critique

As a development of Walrasian economics, the methodology of post-Walrasian 
economics incorporates the same general methodological assumptions as found in 
the Walrasian model. In order to answer its own scientific questions – which are 
derived from, but do not coincide with, those of Walras – it adds, however, two new 
explanatory categories: imperfections and opportunism. These are the essential 
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ingredients for a power relation to exist: opportunist behaviours within imperfect 
decision-making contexts. Both these categories are defined ahistorically. The out-
come is an ahistorical conception of power totally detached from the real forms 
of coercion that characterize capitalism. Let me begin my critique by considering 
these explanatory categories more carefully.

Imperfections

Bounded rationality, imperfect information, historical time etc. are not historically 
specific to capitalism; rather, they are features of all human relations in any histori-
cal context. Clearly, rationality principles and imperfections change in the history 
of human societies, but each society has its imperfections, degrees of uncertainty, 
asymmetric information, irreversible phenomena, and so forth. Therefore, accord-
ing to the logic of post-Walrasian economics, power relations exist in all social 
systems, since their cause – imperfections – are ubiquitous.

It is not the time to discuss whether this statement is right or wrong. For 
instance, in the Marxist tradition, all societies based on a certain division of 
labour and a degree of specialization of their members are considered to be nec-
essarily based on power relations. The methodological problem regards rather the 
attempt of post-Walrasians to explain historical processes by means of ahistorical 
categories.

Such a method implies that power relations have always existed, even before 
the historical development of market relations and economic competition. How-
ever, they were invisible and could not be detected by scientific investigation. 
They became visible only with the historical development of capitalism and the 
consequent possibility of conceiving of a model of complete markets and perfect 
competition (and, by symmetry, models with imperfections). Post-Walrasians must 
therefore consider themselves to be very lucky to live in the sole epoch in which 
everlasting power relations have finally become visible, as an exception to the Wal-
rasian model.

The historical truth, however, is different. Market interaction and economic 
competition are not at all everlasting forms of social coordination. Markets played 
only minor roles in pre-capitalist societies and economic competition has become 
the main form of social coordination only in relatively recent times. If pre-capitalist 
systems, with less developed or completely absent markets, were not regulated 
by economic competition, it was not because of market imperfections – as 
post-Walrasian economics suggests – but because of lack of markets.

Opportunism

Opportunism is the rationality principle of post-Walrasian economics. Meth-
odologically, it is a generalization of Walrasian maximizing rationality in a 
decision-making context characterized by imperfections. The novelty is only that, 
in this new decision-making context in which contracts can be violated, optimal 
strategies might consist in promising one thing and doing another.
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As a methodological by-product of Walrasian categories, opportunism is intro-
duced without explanations. The rise of opportunistic behaviours is assumed to 
be a natural fact, a consequence of human nature. For some reasons (which I will 
discuss later), post-Walrasians are more attracted by workers’ opportunism than by 
capitalists’. Even workers’ opportunism, however, is mainly seen as an everlasting 
problem stemming from the very nature of the worker, not as a historical product 
of this mode of production.

In his discussion of the working day, Marx (1867, ch. 10) points out that estab-
lishment of a ‘normal working day’ was the product of centuries of class strug-
gle. During this process, it was not possible to conceive of workers’ behaviour 
as ‘cheating’, since there was as yet no social standard of what a normal worker 
should do. It is only when institutional disciplinary apparatuses emerged (with all 
the consequences studied by Michel Foucault) that workers might be divided into 
‘normal’ and ‘deviant’ and that those more reluctant to accept the discipline of 
the capitalist mode of production could appear as ‘cheaters’, to use mainstream 
economics terminology, or, following Foucault (1977), might even be depicted as 
‘mad’.

At the same time, Marx describes the growth of opportunism on the capital-
ists’ side: for instance, after the promulgation of the factory acts of the 1840s in 
Britain, which fixed the length of the working day, a great deal of cheating was 
done by employers, who simply altered the factory clock in order to get extra 
labour-time.

Although post-Walrasian economics conceives of opportunism as a natural 
starting point and a universal explanatory cause, it is in fact a product of com-
plex historical processes that have transformed labour into alienated labour and 
the owners of the means of production into capitalists. These are the precondi-
tions for a problem of monitoring and disciplining labour to emerge. And these 
are the reasons why a monitoring problem willy-nilly persists even in the con-
crete process towards other modes of production.8 The ahistorical methodology of 
post-Walrasian economics, however, does not allow grasping the historical nature 
of the problem it tries to rationalize. Rather, it suggests that disciplining labour is 
a universal problem and that its explanatory causes must be ahistorical categories. 
Historically, however, both the problem and its causes are products of the capitalist 
mode of production.

Power and competition

A methodological apparatus based on ahistorical categories leads inevitably to other 
ahistorical categories. Power in this conception exists only as a violation of perfect 
competition. It coexists with competition because, in imperfect decision-making 
contexts, it is more efficient to have two coordinating mechanisms rather than one. 
But both power and competition exist out of history, as abstract forms of interper-
sonal relationships.

Post-Walrasian economics does not even try to explain the real processes 
through which authority and coercive mechanisms have developed in capitalism 
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and have transformed competition into a coercive force. On the contrary, it defines 
power in such a way that it is incompatible with competition. Competition is thus 
emptied of its coercive nature, and the forms of coercion existing in capitalism are 
removed from it. The power-free nature of competition is not a result of the analy-
sis, but a definition. If Walras provided an apparent scientific support to the myth 
of competition as a natural and socially beneficial mechanism, post-Walrasians 
willy-nilly support a new myth: the idea that competition is the reign of freedom, 
in which there is no room for power and coercion.

Here, however, we have another ideological intrusion hidden behind apparently 
purely methodological choices. Methodologically, the problem of this conception 
of power and competition as abstract, mutually incompatible, categories implies 
that this framework cannot explain both of them. It must assume one in order to 
characterize the other as its violation. Competition and power are therefore per-
fectly symmetrical in this methodology. So why do post-Walrasians treat them 
asymmetrically?

Without exceptions, post-Walrasians take power as the phenomenon to be 
explained, and competition as a natural and everlasting category, deserving no 
scientific explanation. Remember Williamson’s expositional convenience: ‘In the 
beginning there were markets’. Not of course real markets, but neoclassical mar-
kets, with atomistic agents and perfect competition. By contrast, power is seen as 
an unnatural phenomenon, simply because it does not exist in Walras’ world. This 
is the origin of the problem.

The idea that competition is a natural mode of interaction between isolated indi-
viduals is nothing but the result of a mix of an ahistorical method and bourgeois 
ideology. Well before Walras formalized his model, Marx had already criticized the 
assumption that originally there were isolated individuals, who lived and produced 
autonomously, and who then came into contact with each other through the market 
and competition:

Production by an isolated individual outside society .  .  . is as much of an 
absurdity as is the development of language without individuals living 
together and talking to each other. There is no point in dwelling on this any 
longer. The point could go entirely unmentioned if this twaddle, which had 
sense and reason for the eighteenth-century characters, had not been ear-
nestly pulled back into the centre of the most modern economics. . . . Nothing 
is more dry and boring than the fantasies of a locus communis.

(Marx, 1857, Notebook M, Introduction)

Marx also points out that human interests, with a highly developed division 
of labour, are necessarily social interests. Competition, therefore, is not merely 
a mechanism whereby isolated individuals pursue their goals, according to their 
innate preferences, but a mode of coordination of social individuals, with con-
vergent and divergent social interests, influenced largely by class relations. Its 
historical development is a consequence of the development of property rela-
tions, another process that bourgeois economists assume rather than explain, since 
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without private property it is not clear what the isolated individuals could exchange 
in the market. As Engels’ (1844) explains:

We have seen that in the end everything comes down to competition, so long 
as private property exists . . . because private property isolates everyone in 
his own crude solitariness, and because, nevertheless, everyone has the same 
interest as his neighbour, one landowner stands antagonistically confronted 
by another, one capitalist by another, one worker by another. In this discord 
of identical interests resulting precisely from this identity is consummated 
the immorality of mankind’s condition hitherto; and this consummation is 
competition.

Before explaining power as a violation of perfect competition, post-Walrasians 
should explain why they choose precisely competition as their starting point. If 
they do not even raise the question, it is only because the starting point is itself a 
product of bourgeois ideology: in capitalism, competition appears as natural, and 
Walras’ model only formalizes this appearance.

Ontological critique

Before capitalism, in this conception, there was not feudalism, or other modes of 
production, but Léon Walras. The nature of power relations is not studied as a 
transformation of the power relations that regulated the modes of production that 
preceded capitalism. Rather, power is explained as a deviation of real capitalism 
from the abstract Walrasian model.

The post-Walrasian ontology is not built as an attempt to discover the essential 
categories of capitalism. The conditions of reproducibility of the system are not 
even investigated. Rather, ontology is assumed as an indirect and implicit conse-
quence of methodological choices and ‘expositional convenience’. Without much 
philosophical discussion, ontological individualism is assumed as an implicit 
premise of methodological individualism.

The starting point of the analysis is an abstract model (the Walrasian model) in 
which abstract individuals interact, not a historical reality made up of real people. 
The problem is not to understand how capitalism works and reproduces itself and 
the social nature of the different individuals that interact in this system, but to 
explain how power relations can be introduced in the general equilibrium frame-
work. Hence, the debate on power is basically an exercise in pure logic. The con-
sequence is that all these theories can at best solve the problems of the Walrasian 
model, by means of new assumptions, but cannot explain the nature of power rela-
tions in the real history of capitalism.

In the post-Walrasian ontology, the nature of power relations can only be found 
within the interpersonal relation itself. By construction, the latter can have a power 
content only by introducing imperfections. In this ontology, there is no room for 
social coercion and power relations can exist only as violations of perfectly com-
petitive interactions. The notion of power incorporates thus the theory of perfect 
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competition as its essential premise and its study becomes little more than an 
appendix of the perfectly competitive model.

Although post-Walrasian economics does not develop any explicit ontological 
reasoning, its specific methodology based on imperfections imposes new condi-
tions on the original Walrasian ontology. This exacerbates the problems already 
inherent in Walrasian ontology. The problem is twofold: first, this ontology assumes 
that capitalism coincides with free contracting; second, it conflates the spheres of 
production and circulation.

Free contracting

According to Walras and post-Walrasian economics, a world of perfect information 
and free contracting is, by definition, a world free from power relations or, to use 
Marx’s (1867, ch. 6) provocative expression, ‘a very Eden of the innate rights of 
man’. This is why, theoretically, post-Walrasian economics needs imperfections to 
deal with power-related phenomena. The fact that contracting agents might face 
completely different material constraints when they ‘freely’ sign the contract is not 
seen as a potential cause of their power relation. Their different role in production 
as members of opposing social classes plays no role in the explanation of their 
power relationship. On the contrary, the implicit assumption is that contracts are 
signed in a vacuum in which only subjective choice matters.

As Marx has shown, however, free contracting is only one of the historical con-
ditions of the emergence of proper capitalistic relations. Because, for a capital-
ist – worker relation to emerge, the labourer must be free in a double sense: ‘That as 
a free man, he can dispose of his labour power as his own commodity, and that on 
the other hand he has no other commodity for sale, is short of everything necessary 
for the realization of his labour power’ (Marx, 1867, ch. 6).

Free contracting and the lack of the means of production are the two ingredi-
ents of capitalistic exploitation. There is no abuse, no asymmetric information or 
bounded rationality, in the power relation of the capitalist over the worker. The fact 
that the latter obeys the former is not even the essence of the problem in Marx’s 
ontology. Their interpersonal power relation depends on the relation of exploitation 
existing between their social classes (and the concrete proof of this is provided to 
us today by the new methods of disciplining labour based on computer platforms, 
in which the worker does not obey directly to an individual boss but to an algorithm 
designed to maximize his/her exploitation). Therefore, the coercive nature of capi-
talism is not sought in the single interpersonal relation between a capitalist and a 
worker in isolation, but in the social mechanisms that separate the population into 
social classes and that reproduce this social structure.

In this ontology – built explicitly on the conditions of reproduction of the 
capitalist mode of production – the worker is not obliged to exchange his/her 
labour power with the wage of a particular capitalist but is obliged to exchange 
his/her labour power with the wage of a (any) capitalist. Alchian and Demsetz are 
then right when they affirm that the worker is a free individual, who can leave the 
capitalist whenever he/she wants. But this is only one side of the coin. Capitalism 
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would not reproduce itself just by means of exchanges between grocers and cus-
tomers. Only in the abstract reign of free contracts, is this relation formally equiv-
alent to that between capitalist and worker. In real capitalism, however, the coin 
has a second side. The worker is still free to interrupt the relation with the capital-
ist, but his/her freedom of choice is very peculiar: he/she must obey a capitalist 
or choose another capitalist to obey (or more realistically, hope to be chosen by 
a capitalist). And the worst thing that can happen to a worker, in a society based 
on capital, is not to enter into a relation with any capitalist wishing to command 
and exploit him/her.

It is not a problem of uncertainty, bounded rationality or asymmetric informa-
tion: the worker may know or ignore the fact that, within capitalistic firms, he/she 
must obey the capitalist and give him part of the value he/she produces; but these 
are the rules of the game and if he/she does not accept them, he/she will not get the 
means of subsistence. This is not to say that imperfections are useless categories. 
On the contrary, if one introduces them explicitly in this more accurate ontology, 
it is evident that asymmetric information, bounded rationality and other ‘imperfec-
tions’ modify the existing power relations, but do not create them: if a worker is 
not well-informed or is rationally bounded, he/she might accept worse conditions 
than his/her colleagues (after all, therein lies the secret of Wall Mart’s economic 
success, which signs customized contracts with each individual worker and forbids 
them to tell their colleagues the terms of the contract). Yet, even the most rational 
and well-informed worker will never get a job if he/she is not ready to obey and to 
be exploited.

By contrast, post-Walrasian economics introduces imperfections in a contra-
dictory ontology, in which capitalism is reduced to free contracting and nothing 
else. In Walras’ model, this assumption is coupled with the perfect decision-making 
context. The result is a conception in which, by assumption, the only coordinat-
ing mechanism is competition. In the ontology of post-Walrasian economics, free 
contracting is analysed instead within an imperfect decision-making context. The 
result is a conception in which power relations exist, beside competition, but, by 
construction, only as a consequence of imperfections. This suggests a picture of 
a society in which contracts are the highest expression of individual freedom and 
power relations emerge only when their enforcement is problematic – the best way 
to dismiss Marx’s critique, without even considering it: in the search of the forms 
of coercion of this mode of production, Marx’s theoretical concern is not that con-
tracts are sometimes violated, but that they are generally respected.

Production and circulation

In Marx’s (1867, 1885, 1894) characterization of capitalism as a system of com-
modity production, there is a clear-cut separation between the spheres of produc-
tion and circulation of commodities. This separation allows him to discuss how 
capital may appear to be productive (in circulation), notwithstanding its unproduc-
tive nature (in production) and to criticize economic conceptions based solely on 
circulation.
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In the sphere of circulation, capitalists and workers do not appear in the first 
instance as social entities, but simply as individuals, who exchange commodities. 
As such, they seem to be on the same ground and their relation seems to be based 
purely on free will: ‘There alone rule Freedom, Equality, Property and Bentham’, 
says Marx (1867, ch. 6) provocatively. But before being exchanged, commodities 
must be produced. Before discussing the forms of power originating directly in the 
sphere of circulation, Marx (1867, ch. 6) explains the forms of coercion emanating 
from production:9

On leaving this sphere of simple circulation or of exchange of commodities, 
which furnishes the ‘Free-trader Vulgaris’ with his views and ideas, and with 
the standard by which he judges a society based on capital and wages, we 
think we can perceive a change in the physiognomy of our dramatis perso-
nae. He, who before was the money-owner, now strides in front as capitalist; 
the possessor of labour power follows as his labourer. The one with an air of 
importance, smirking, intent on business; the other, timid and holding back, 
like one who is bringing his own hide to market and has nothing to expect 
but – a hiding.

By investigating the sphere of production, Marx argued that the working class 
is exploited and that the capitalist class appropriates a value it has not produced. 
This form of social exploitation is also the main cause of the asymmetry between 
capitalists and workers in the workplace. Historically, the need to supervise the 
production process is a consequence of the problematic process of extracting liv-
ing labour from workers’ labour power. Marx discusses this process in different 
parts of Capital and explains how the internal organization of the firm and the way 
workers are disciplined in the workplace evolve according to the needs of capital 
accumulation. He points out for instance that the development of stock companies 
and cooperative factories are very different processes, but are also responses to the 
same problem: in one case, the extraction of living labour from workers’ labour 
power is delegated to a manager, in the other to workers themselves (Marx, 1894, 
ch. 27).

Modern Marxists, such as Harry Braverman (1974) and Richard Edwards 
(1979), have developed this conception by discussing the evolution of class rela-
tionships and the development of different forms of power, authority and hierarchy 
within capitalist firms in the 20th century. Social exploitation and interpersonal 
power relations, in the work of these authors, are dialectically linked: on the one 
hand, exploitative class relations in society are the cause of the interpersonal power 
relation in the workplace; on the other hand, the evolution of the forms of power 
prevailing within capitalist firms transforms class relations and modifies the rate of 
exploitation.

In this ontology, the forms of power that prevail in the sphere of production 
are linked to the exchanges that must occur in circulation for the system to repro-
duce itself. Capitalist production starts with the sale of workers’ labour power. By 
buying this commodity, the capitalist acquires the right to dispose of it. It is not a 
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question of price. The worker might sell it dear or cheap, but the very act of selling 
his/her labour power gives the capitalist an interpersonal power over him/her dur-
ing the production process.

Post-Walrasian economics, by contrast, does not start from the real develop-
ment of capitalism and its reproducing mechanisms, but from an abstract model, 
based on a flat ontology in which production is, de facto, a subset of circulation, an 
exchange between input owners. The result is a more sophisticated ontology than 
the Walrasian one, still based on pure circulation, in which however circulation 
incorporates imperfections. Even the central relation that characterizes produc-
tion – the capitalist – worker relationship – is considered as a form of exchange, 
an exchange that occurs in a complex decision-making context, but still a phenom-
enon of circulation.

Within the sphere of circulation, there can be no production of value but only 
an exchange of equivalents. Therefore, if, in an equilibrium position, the individual 
capitalist has power over the individual worker, it is only because he pays for it. 
Before the exchange, the information advantage belonged to the worker, like the 
labour power that he/she sells to the capitalist. After the exchange, power is in the 
hands of the capitalist, and its monetary equivalent in the pockets of the worker.

In this ontology, the price that the capitalist pays to have power over the 
worker is not simply the wage, as Marx argued, but a part of it. In post-Walrasian 
economics, by definition, competitive wages involve no power relations. The 
latter arises only when the capitalist pays additional money to induce worker’s 
self-discipline. Power is thus a sort of commodity, which the capitalist buys from 
the worker – besides his/her labour power – in order to increase his/her productiv-
ity, exactly as he buys machines, work instruments and innovative technologies. 
Like all commodities, power has its equilibrium price, defined as the amount of 
money that compensates the worker for not using his/her informative advantages 
opportunistically.

As Marx explained, in the eyes of the capitalist, the value of production is pro-
duced by the total capital he has invested, independent of the real origin of value. 
By formally including power in the reign of commodities, post-Walrasian econom-
ics preserves this appearance. If the capitalist buys a machine or a power relation, 
it is only because the increase in expected revenues is greater than the cost of 
the investment. For him/her, power relations are production factors, no less than 
any other work instrument he/she buys in order to increase workers’ productiv-
ity. Therefore, the increase in the value of production following the purchase of 
a power relation over the worker appears to him/her as an effect of the capital 
spent in this investment, not as a consequence of the increase in the worker’s effort 
(which, in Marxist terms, corresponds to an increase in the amount of living labour 
extracted from his/her labour power).

Without any ontological separation between production and circulation, the 
appearances that capital is productive and that individuals are equal becomes in 
post-Walrasian economics the true essence of capitalism. In this mystified concep-
tion, the asymmetry responsible for eventual power relations must be introduced 
directly in circulation, even when dealing with capitalists and workers. Formal 
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equality in the market becomes synonymous with ‘freedom’, and power relations 
are detected only when they manifest themselves formally in asymmetric market 
relations. All other forms of coercion within capitalism become invisible.

Formal similarities within opposite conceptions

We have now the elements to discuss how post-Walrasian economics can substanti-
ate the Marxist claim that the capitalist has power over the worker.

Marx

The main theoretical problem faced by Marx in his attempt to explain the working 
of capitalism and its forms of coercion is that this mode of production is a mystified 
system. Indeed, one of the specificities of capitalism is that its exploitative nature 
is hidden behind the appearance of free market exchange. His critique of political 
economy, therefore, is not a simple reply to his theoretical and political rivals. It is 
rather a way to demystify the appearances of capitalist reality – which bourgeois 
economists rationalize – and to explain scientifically what at first glance cannot be 
seen. The complexity of Marx’s analysis stems from this twofold scientific goal: 
discovering the coercive mechanisms of capitalist accumulation and explaining 
how social coercion and exploitation might appear as expressions of individual 
freedom and equality. Both these problems lead him to deepen the role of competi-
tion and its relation with capital.10

In his work, methodological and ontological issues are strictly related and devel-
oped explicitly. The choice of the categories to start with and the method to develop 
their analysis are consequences of an ontological reasoning: capitalism, like all 
modes of production, must first of all reproduce itself. Like other modes of produc-
tion, it is presumably not everlasting. But the fact that it has lasted for centuries 
suggests that some reproducing mechanisms do in fact exist. The scientific problem 
is then to discover them and understand how they work. Given the historical nature 
of the whole mode of production, these reproducing mechanisms have necessarily 
a historical nature as well.

For ontological reasons, Marx starts from the commodity as the elementary cat-
egory of this mode of production. The production of commodities, he soon notices, 
depends on the existence of a class of persons in constant need of selling their 
labour power. Social classes, in this perspective, are not merely theoretical con-
structs, but essential ontological entities of the capitalist mode of production: no 
sellers and buyers of labour power, no capitalism. The necessity to consider them 
explicitly is not much of a problem related to their concrete empirical configura-
tion, but is first of all one of internal consistency: an economic model must contain 
mechanisms that allow the economy to reproduce itself.

Competition, in Marx’s critique, is precisely the mechanism that regulates this 
process. More generally, competition regulates the relations among individual cap-
ital in the overall process of capital valorization. In the analysis of these processes, 
Marx shows that competition produces a number of contradictory tendencies that 
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make the reproduction of the system increasingly problematic and that create the 
conditions for superseding the capitalist mode of production.

Marx’s discussion of competition starts with its historical origins, before the 
rise of the capitalist mode of production, as a consequence of two institutions: 
private property and the market. Capitalism, however, as we have said, is charac-
terized also by the commodification of labour power, that is, by the extension of 
private property and the market to labour power as well. This is why, in this mode 
of production, competition also takes on a class dimension. With the development 
of capitalism, capital tends to subsume all human activities and put living labour 
under its command. In this process, competition imposes its logic over an expand-
ing sphere of social relations and tends to become the coordinating principle of the 
whole society, the ‘external coercive law’ of this mode of production, in Marx’s 
terms.

Only at this point can a proper discussion of capitalistic power relations begin. 
Interpersonal power relations do not develop in a social vacuum but are embedded 
in the capitalist system of power. Their essential, necessary, role can be grasped 
only after having explained the social asymmetries that shape interpersonal rela-
tions and the coercive mechanisms that reproduce them. Otherwise, they may 
appear as mere theoretical possibilities in a power-free context.

At an interpersonal level, the coercive nature of competition depends on the 
pressure it puts on market participants. No worker is obliged to sell his/her labour 
power at the lowest price, and no capitalist is obliged to seek the most profitable 
productions and the least expensive techniques. But if they do not do it, the former 
does not get the means of subsistence and the latter is put out of the market. It is 
only at a social level, however, that the coercive nature of competition can be fully 
grasped, as the main economic mechanism that regulates the reproduction of class 
relations. Marx’s study of a world regulated by competition, therefore, is not an 
attempt to see how interpersonal relations would be in a system without power and 
coercion, but a methodological choice intended to isolate the role of this coercive 
mechanism in the working and reproduction of capitalism.

Bourgeois economists have made any effort to develop a conception of competi-
tion as the driving force of capitalism towards the common good: Smith, Austrian 
economists, Walras and post-Walrasians have developed different scientific vari-
ants of this conception. But they forgot to criticize capital. The result is the cel-
ebration of the invisible hand, as a natural mechanism at the service of economic 
and social progress and a conception of power as its violation. By developing an 
organic critique of capital, Marx has shown instead that, in fact, this invisible hand 
only serves the needs of capital. In the capitalist mode of production, the common 
good is the good of capital and competition simply imposes capital needs over sin-
gle individuals, social classes and the whole society. In a Marxist conception, the 
invisible hand of competition is nothing but the armed wing of capital.

In the process of commodification of society, competition tends to impose its 
logic at a subjective level as well: as the spectrum of social relations governed by 
competition develops, competition tends to appear as a natural force, a form of 
interaction that has always existed, a consequence of human nature. Only at this 



Post-Walrasian economics  105

stage does it become possible to conceive of a world entirely regulated by market 
relations and competition. Historically, however, the appearance of a competitive 
‘human nature’ – which the bourgeois economist takes as the theoretical starting 
point of all explanations – is in fact a product of capitalist development.

Post-Walrasian economics

Marx’s radical successors within post-Walrasian economics do not develop this 
conception and do not even consider Marx’s critique of bourgeois economics. 
Rather, without understanding that the latter applies largely to them as well, they 
uncritically adopt a neoclassical methodology and then try to obtain conclusions 
with a Marxist sound.

The idea is that Marx’s method is weak and fuzzy, and that only a strict neo-
classical method can overcome its internal limitations. The historical rise of neo-
classical economics – an academic reaction against Marxism and its revolutionary 
implications – is taken as the birth of the universal economic method, to which 
even Marx should be converted. As a scientist, Marx is worthless. Only some of 
his non-scientific intuitions might perhaps be saved (for reasons that Marx himself 
could not understand). This is the way in which post-Walrasian economists view 
the founder of scientific socialism. This is the logic of this new ‘heterodox’ aca-
demic fashion, which includes ‘Rational choice Marxism’ and ‘Market socialism’ 
as well: either Marxism becomes a small chapter of neoclassical economics, or 
it remains scientific bullshit (‘non-bullshit Marxism’ is the self-assigned label of 
‘Analytical Marxists’).

Unfortunately, neoclassical economics cannot be bought à la carte. When 
you buy its method, you buy its implicit ontology and its ideological premises as 
well. The result is that the same statement – that the capitalist has power over the 
worker – takes here a completely different meaning with respect to Marx’s concep-
tion of this relation and of its role in class struggle.

Methodologically, the starting point is the Walrasian model, in which all eco-
nomic relations are compressed within the sphere of circulation and analysed 
according to methodological individualism. With these premises, the only way to 
demonstrate that economic relations might involve power is to play with assump-
tions. ‘Imperfections’ and ‘individuals with heterogeneous innate qualities’ are the 
methodological tools of the game chosen by post-Walrasian economics, within an 
implicit ontology based on free contracting and pure circulation.

In playing this game, Bowles, Gintis and their neoclassical colleagues have not 
found anything better than assuming an asymmetry in favour of the individual 
worker against the individual capitalist, before the exchange, in order to explain 
why, after the exchange, the latter has power over the former. Their story begins 
with the advantage of the individual worker (remember that this advantage is very 
special: it is the advantage of knowing how hard it is to work) and finishes with 
the capitalist having power over him/her. But only because, in the middle, there 
is the monetization of the worker’s advantage. The power relation suffered by the 
worker is thus caused by his/her supposedly favourable position with respect to 
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the capitalist, not the other way round. Reality is thus turned upside-down, as in 
the old, mystified conception of bourgeois economics. Although neoclassical eco-
nomics does not like the notion of exploitation, in post-Walrasian economics, the 
exploited one might eventually be the capitalist, who pays the rent, but surely not 
the worker who collects it.

But to fully grasp this mystified conception, we must follow the worker on 
the day in which he/she finally gets rid of his/her power relation with the capital-
ist, the day in which the latter introduces a new machine, which regulates workers’ 
effort, their pace of work and their mode of coordination with each other. This same 
day, the worker loses the information advantage, the rent and perhaps the job. For 
post-Walrasian economics, however, this is the day of his/her liberation from the 
capitalist’s power. Now, finally, the worker can leave the capitalist without los-
ing anything (having already lost everything, except his/her labour power). This is 
freedom in post-Walrasian economics.

To show that the capitalist has power over the worker, post-Walrasian econom-
ics assumes that the individual worker is not a member of the class of persons who 
have nothing to sell except their labour power, but, on the contrary, that he/she is 
a privileged person within this class, having also something else to sell (his/her 
informational advantages stemming from the fact that he/she does a job that is dif-
ficult to monitor). Workers at the perfectly competitive (subsistence) wage, instead, 
suffer no power relations in this conception. In a complete overturning of Marx’s 
idea, here the interpersonal power relation suffered by the individual worker is 
not caused by his/her membership in an exploited class, but by his/her privileged 
position within this class. In a nutshell, in post-Walrasian economics, the worker 
suffers a power relation not because of his/her social weakness, but because of his/
her individual strength.

Even collective action becomes a matter of personal convenience in this 
approach. To quote again the leaders of radical post-Walrasian economics, employ-
ment rents ‘are not only enforcement instruments, they are also prizes to be won or 
enhanced through collective action. Collusion by one group of workers to exclude 
others on the basis of racial, gender, or ethnic differences, for example, can increase 
the employment rents of this group’ (Bowles and Gintis, 1990, p. 197).

In this framework, workers’ union is not in the first instance a tool to resist capi-
tal, but a strategy to beat other workers in the struggle for the capitalist’s ‘prize’. 
Collective action is not an emancipatory practice, but a cause of discriminations. 
Faced with the many overlapping sources of power and coercion flowing from 
class, racial, gender and ethnic relations, radical post-Walrasians do not even try 
to disentangle this complex set of social relations and, eventually, suggest how to 
struggle against this multiform oppression. Instead, they provide a rationalization 
of the battle of the have-nots, in which socially discriminated groups find their 
enemy in other oppressed groups, not in the general cause of their oppression, 
namely capital.

According to post-Walrasian economics, collective bargaining, strikes, occupa-
tions and all the practices historically developed in class struggle are irrational 
behaviours and violations of the common good. It would be clearly exaggerated 
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to blame an academic approach for the real transformations of society. But this 
is precisely how the direct attacks on wages, centralized bargaining and workers’ 
rights – including the right to struggle – have been imposed in the last decades in 
most of the globe: not as forms of class struggle against the proletariat, but as tech-
nical solutions for the good of everybody.

Some post-Walrasians might be satisfied with the formal similarities between 
their results and Marx’s theory. Their conception of science and their role in soci-
ety, however, resemble closely those of ‘the vulgar economist [who] does prac-
tically no more than translate the singular concepts of the capitalists .  .  . into a 
seemingly more theoretical and generalized language, and attempt to substantiate 
the justice of those conceptions’ (Marx, 1894, ch. 13).

The scientific problem

Before moving to some conclusions, let me discuss the ideological nature of the 
scientific problem of post-Walrasian economics. As we have seen, post-Walrasian 
economics assumes self-interested individuals. Self-interested behaviour, how-
ever, is described as ‘profit maximization’ regarding the capitalist and as ‘oppor-
tunism’, ‘shirking’ or ‘cheating’ with regard to the worker. The problem is not 
only terminological. It reflects rather a precise, although implicit, ideological 
position.

Bourgeois ideology and scientific questions

Contemporary capitalism offers a wide range of examples of contracts that are not 
enforced correctly: workers that are not paid for months by their employers, banks 
that do not pay back depositors’ money, states that do not honour their international 
commitments, women who are molested in the workplace. These are not distor-
tions of capitalism, but normal effects of self-interested behaviours in a society 
characterized by asymmetrical power relations.

With asymmetric power relations, it is clear that the powerful, not the power-
less, can more easily behave opportunistically. For some reason, however, when 
the capitalist – worker relationship is at stake, post-Walrasians are all preoccupied 
mainly by the possibility that the worker takes a break, slows down the pace of 
work or does not maximize effort during the working day – problems that perhaps 
should concern more the capitalist than the economist. This is the origin of the 
literature on monitoring, shirking, incentive schemes, principal – agent problems 
and the rest.

As we have seen, the post-Walrasian framework has been applied to very differ-
ent situations in which contract enforcement is problematic. Curiously, however, 
no post-Walrasian focuses on the millions of workers that suffer daily abuse by 
their boss but have no means to bring him to the tribunal (and perhaps no interest 
in doing so). Nor do they focus on those who just accept the contract because they 
have no alternative, no matter the terms of the contract. Not to mention the army 
of undeclared workers who do not even know how a labour contract looks like. 
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By assumption, as Bowles and Gintis say explicitly, the employer’s promises are 
legally enforceable, and the problem is only on the worker’s side.

Formally, there is no asymmetry between capitalists and workers in this theoret-
ical framework. As self-interested individuals, they will contravene their commit-
ments every time this increases their expected utility. In concrete model building, 
however, post-Walrasian economics treats these two figures asymmetrically: one 
is the supervisor, the other the supervised, one is the principal, the other the agent; 
and the ‘scientific problem’ is to find effective incentive mechanisms to push the 
agent to serve at best the interests of the principal. Implicitly or explicitly, capital-
ists’ interests are transformed into social goals.

Starting from a symmetrical conflict, post-Walrasians introduce an asymmetry 
and put themselves at the service of one of the conflicting parties. There is no theo-
retical reason why the economist should take the viewpoint of the capitalist, rather 
than that of the worker. But once this theoretical choice has been taken, implicitly 
or explicitly, all issues of ‘cheating’, ‘shirking’ and ‘laziness’ follow naturally. This 
is why, in this literature, the lazy one is the worker, who works seven hours and 55 
minutes (having ‘shirked’ 5 minutes in the toilets), not the capitalist who does not 
work at all.

Neoliberal cultural hegemony

Theoretically, there is no obstacle that prevents neoclassical economists from 
developing also the social consequences of capitalists’ opportunistic strategies 
against their employees. If this occurs rarely it is because the scientific community 
has its own internal logic. As Antonio Gramsci (1929–1935) pointed out in his 
study of cultural hegemony and the role of intellectuals, dominant ideology tends 
to impose the viewpoint of the ruling class as a cultural norm.

Post-Walrasian economics is both a cause and an effect in this process. On the 
one hand, its scientific problem is a product of capitalist ideology: the problem is 
to monitor and discipline labour. On the other hand, by transforming the capitalist’s 
problem (the worker’s opportunism) into a social problem, it reinforces the ideas 
that workers’ discipline is a universal goal, and that all studies developing explic-
itly the standpoint and interests of the worker are politically biased and hence, 
according to the dominant conception, not really scientific.

Before Marxists converted to neoclassical methodology (and neoliberal ideol-
ogy) took this route, the scientific defence of capitalists’ interests in the workplace 
was not hidden behind questions of Pareto efficiency and second-best solutions. 
Both Marxists and bourgeois economists agreed that a greater effort at work was in 
the interest of capitalists and went against those of the working class.

When in 1911 Frederick Taylor wrote The Principles of Scientific Manage-
ment – in which he studied how to increase workers’ productivity and extract as 
much labour as possible from their labour power – its impact in the political and 
scientific debate was unambiguous: his work was appreciated not only by capital-
ists – which is quite obvious – but also by mainstream economists. Rapidly, scien-
tific management affirmed itself as a new research program, with new university 
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teachings and specialized academic journals. In the Marxist camp, this managerial 
approach was openly criticized, both theoretically and politically, with the develop-
ment of the so-called labour process debate.

Taylor of course was not a Marxist and was perfectly aware that his fortune was 
due to his ability to put science at the service of the capitalist class. Less evident, 
by contrast, are the real intentions of the new radicals, who accept neoclassical eco-
nomics as a matter of pure methodology, without discussing the relations between 
methodology and ideology.

To be clear, to be incapable, or unwilling, to develop Marx’s conception is surely 
not a capital sin. But having missed the scientific mission of an epoch is a more 
serious blame. Because the concrete effect of post-Walrasian radicalism is straight-
forward: in a historical context, in which the labour movement was trying to unite 
and organize in the workplace and in the overall society, radical post-Walrasians 
have contributed to rationalize the everlasting problem of the capitalist class – to 
discipline labour and organize it according to capitalists’ needs – and to reinforce a 
conception in which power is a simple interpersonal relation, which develops natu-
rally, for personal convenience. Some of them have been rewarded with prestige 
and academic power for their theoretical contributions. But only by other academi-
cians and bourgeois institutions, not by people struggling against capital chains.

Economists as servants of power

The 1968 movement remains today one of the most advanced radical, revolution-
ary movement with a worldwide impact. Those people who fought the power in 
different spheres of social life and in different angles of the globe had in mind a 
radically different society.

Italian workers shouted: ‘We want everything!’ (‘Vogliamo tutto’ is the title of 
a political document about the struggles of ‘Potere operaio’ (Balestrini, 1974)). 
French militants echoed with ‘Let’s be realistic, demand the impossible!’ (‘Soyons 
réalistes, demandons l’impossible!’ was one of the most striking slogans of the 
May 1968 movement, often attributed to Che Guevara). Feminism, black power, 
anti-fascism, anti-imperialism, anti-war, anti-nuclearism, anti-prohibitionism, ecol-
ogism, homosexuality, peoples’ self-determination, in the sixties and the seventies, 
all aspects of social life were object of collective critique and political struggle. In 
workplaces, in schools and universities, in the streets and in prisons, everywhere 
institutionalized power was questioned and overtly fought. Strikes, occupations, 
self-organization, counter-culture, music, art, drug, sport became all means to react 
collectively against the forms of oppression and domination of capitalism. Strug-
gles developed everywhere, in a common effort to change the material conditions 
of this class society, discard the coercive nature of bourgeois hegemonic culture 
and rethink the rules of social interaction.

For the first time in Western societies, a mass student movement played a major 
role in social struggles, joined the claims of workers and created a fusion with the 
civil rights movement in a process of radical critique and social emancipation. The 
student movement disrupted academic equilibria and imposed a radical reaction 
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against mainstream thinking in all social sciences. In the United States, these pro-
cesses led to the birth of the radical school, an academic project based more on 
common progressive political goals than on a general method and conception.

The academic debate on power is largely a product of these social and political 
movements. Forced by the contradictions of society and by overt political strug-
gles, social scientists have been called to take position: on the one hand, those who 
tried to hide, justify or rationalize the existing forms of power, domination and 
coercion; on the other, those who criticized them and searched the way to attenuate 
or supersede them. It is within this historical context that some progressive acad-
emicians have developed this curious theoretical exercise, wishing to ‘rehabilitate’ 
Marx within mainstream economics.

Like old revisionisms, post-Walrasian radicals start by formally declaring sym-
pathy for Marx, but soon after distance themselves from his method and critique. 
Rather than developing a theoretical conception of power that might give coher-
ence to the collective struggles growing in society, post-Walrasians have developed 
a framework in which power is good for the individual and collective action is only 
a deplorable form of monopoly. Students and society demanded critical thinking 
and attacked frontally all institutionalized powers, including academic hierarchies. 
‘Radical’ teachers and researchers answered by developing a theoretical frame-
work in which 1) the greatest worldwide wave of collective struggles appears sim-
ply as an irrational, scientifically unfounded, reaction against an only imaginary 
world of social coercion and 2) the sole rigorous science of power has to do with 
isolated individuals fighting for themselves.

To affirm this general conception of power, post-Walrasian economists have 
worked hard. They have developed an abstract, universally valid, framework and 
have applied it to all fields of social interaction, from grocery shopping to inter-
national relations. Radicals, in particular, have pushed this conception very far 
and have concluded that power relations are practically ubiquitous. Curiously, 
however, they have never considered that, as scientists, they too are embedded 
in a community ruled by power relations and which reproduces itself by means 
of particular rules and mechanisms, whose effect is to shape and select scientific 
production. In their view – but this is a widely shared opinion even outside the 
academy – universities are the places of critical thinking, scientific autonomy and 
research freedom par excellence. Scientific rigour and technical skills, not power 
relations, class interests and cultural homologation, are the keys to academic suc-
cess. Voilà, after a contradictory scientific path, the last contradiction of this aca-
demic approach to power, which pretends to be radical: power is everywhere, but 
in the academy.11

Historically, university professors have not been very inclined to criticize the 
system of power that gives them economic privileges and social recognition. 
Instead, they have shown high degrees of adaptability to all kinds of economic 
and political powers. When, in 1931, Benito Mussolini imposed the fascist oath 
in Italian universities, out of more than 1200 academicians, only in 12 refused it 
(and were thus excluded from their roles).12 And when today European university 
teachings and researches are redefined, under the international coordination of the 
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so-called ‘Bologna process’, to meet the needs of international capital restructur-
ing, professors and researchers are again adapting meekly to their new economic 
and social functions. In market-oriented university systems, then, the role of power 
relations is not really weaker: apparently, political power is less invasive, but only 
because universities are already under tight control of economic power. And when 
explicit disciplining mechanisms are not enough, there comes the omnipresent 
Soros, with his Institute for New Economic Thinking, to direct economic research 
in the name of pluralism (of bourgeois science), attracting to himself all the ‘het-
erodox’ economists ready to do anything to get a slice of his lavish funding.

Although university systems work and reproduce themselves according to dif-
ferent mechanisms in different countries, they all play a delicate role in scientific 
and cultural production. Only in the head of the scientist, who does not recognize 
his/her social and economic role, can university be conceived as ‘free’ and science 
as ‘neutral’. Only such a scientist can think that the success of his/her theory of 
power has nothing to do with the real power relations existing in society. It is not by 
chance, however, that the sharpest critique of intellectuals was developed by Gram-
sci – while he was paying the price of his radical thinking and political coherence 
in fascist prisons – not by a progressive economist believing in science neutrality.

Gramsci (1929–1935) explained that ‘All men are intellectual’ since ‘There 
is no human activity from which every form of intellectual participation can be 
excluded’. His critique, therefore, is not about intellectuals as such, but about the 
social function of this professional category. In his revolutionary strategy, the 
problem is to create a ‘new stratum of intellectuals’, whose mode of being con-
sists in ‘active participation in practical life’, in social struggles within the masses, 
in expressing the feelings and the instances of social movements. Only such an 
intellectual can play a revolutionary role against traditional intellectuals and their 
intrinsic conservatism.

But, of course, this process does not develop out of class relations, but within 
them, with open clashes between different class cultures and practices. Without 
conscious resistance, the interests and values of the ruling classes tend to prevail 
and to appear as interests and values of the whole society, so that even dominated 
classes identify their own good with the good of the ruling classes. This why, 
under the title of the weekly L’Ordine Nuovo, co-funded by Gramsci, a slogan 
reads: ‘Educate yourself, because we’ll need all your intelligence. Agitate yourself, 
because we’ll need all your enthusiasm. Organize yourselves, because we’ll need 
all your strength’.

‘Cultural hegemony’, for Gramsci, is not the ex post result of freely competing 
cultures, but a political strategy on both sides of class struggle. It is indifferent the 
good or bad faith of the individual scientist. The rise of post-Walrasian econom-
ics is part of this hegemonic process, which characterizes the neoliberal era. The 
project itself to force Marx’s revolutionary ideas into mainstream economics is 
a manifestation of the role of cultural hegemony in science as well. Rather than 
rehabilitating Marx, these projects do in fact exclude his conception from the set of 
what they define rigorous science. Post-Walrasian economists pretend to fly higher 
than Marx because of their scientific rigour and neutrality. Without understanding 
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that it is only their being part of a hegemonic process that makes them appear as 
scientifically neutral.

Post-Walrasian radicals not only miss the bourgeois nature of their theories but 
do not even grasp the political role they actually play. In their ‘neutral’ conception 
of power, the power of the capitalist over the worker is in the interest of the worker. 
And the objective need (for capital and for its master, but apparently for its syco-
phant too) to force the pace, the intensity and the overall effort of the worker, again, 
is only for the own good of the latter. This is what leftist economists affirmed while 
Thatcher and Reagan were starting the neoliberal program.

Although post-Walrasians might be convinced that their academic success is 
only a matter of science, when the mechanisms of academic production and repro-
duction are put in relation with the social and economic function of the university 
and other scientific institutions within the capitalist system, a more linear explana-
tion emerges: the appeal of this approach is not necessarily in its self-proclaimed 
scientific superiority, but in its ability to incorporate even the most radical critique 
of capitalism within the more convenient framework of neoliberal culture and poli-
tics, thereby depriving it from all its subversive and revolutionary contents.

In 1974, before engaging actively in post-Walrasian economics, Bowles wrote 
an article titled ‘Economists as servants of power’, in which he discusses the 
‘immense . . . possibilities for socially concerned economists’, if only they decide 
to work with social movements, and criticizes ‘conventional economists’, by divid-
ing them in two groups: the ‘Engineers’ – ‘neo-Keynesian stabilisers’ and other 
economists working ‘to “rationalize” production and increase profits for the large 
corporation’ – and the ‘Priests’, ‘neoclassical theorists for the most part’, playing a 
‘less useful, but no less important’ ideological role, whose impact is ‘to obfuscate 
the sources of social problems, locating the roots of inequality and hierarchy in the 
nature of man (preferences) or the state of nature (technology), thereby denying the 
possibility of a substantially better society’.

It is hard for an economist to choose between these different roles. Only a theory 
of power based on the spontaneous maximization of workers’ effort, under the prin-
ciple of economic efficiency, could aspire to have it both ways.

Conclusions

In his contribution for the Journal of Economic Perspectives, referred to at the 
beginning of this chapter, Joseph Stiglitz (1993) discusses explicitly the relations 
between the radical approach of Bowles and Gintis and the mainstream develop-
ment of Walrasian economics, based on imperfect information and costly contract 
enforcement. He argues that there are striking parallels between the two approaches, 
that they use the same method and set of assumptions and that they deal basically 
with the same problem. The difference, in his view, is only about terminology:

Mainstream economists have not only found concepts like exploitation and 
power to be useless in explaining economic phenomena, but they worry 
about introducing such emotionally charged words into the analysis. But 
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that is presumably precisely why the radical economists choose to use such 
words: they want the analysis to motivate action.

(Stiglitz, 1993, p. 112)

It is not very surprising that the winner of the Nobel Prize considers exploita-
tion and power as emotionally charged words, rather than scientific concepts, and 
that, by contrast, he considers efficiency – the key word of the neoliberal political 
program – as a value-free notion.13 But this is only a confirmation that value judge-
ments are easily detectable only when they break the beliefs that form the cultural 
hegemony of a given time. Otherwise, they may appear neutral, even though the 
very possibility of pure objectivity in social research is a highly controversial issue.

Apart from this consideration, I share fully Stiglitz’s conclusion about the inter-
nal compatibility of this research program. This is, however, only half of the story. 
The second half regards the relation with Marx. In this chapter, I have thus explic-
itly espoused a Marxist perspective and I have submitted to critique the methodol-
ogy, ontology and ideology of post-Walrasian economics.

Let me recap my conclusions by starting from the pre-scientific choices of 
post-Walrasian economics. In the analysis of the capitalist – worker relationship, 
post-Walrasians – from ultra-liberals to radicals – have unanimously focused on 
the capitalist’s standpoint and have thus helped to rationalize and solve its eco-
nomic problem. In this way – perhaps, in some cases, involuntarily – they have 
transformed a problem of a part of society into a problem of the entire society. This 
choice involves a stronger role for ideology than is the case for Walrasian econom-
ics. The latter is only an attempt to formalize the virtues of market interactions 
among atomized individuals. Post-Walrasian economics goes further. Within the 
same individualist framework, which assigns no role to class relations, it introduces 
social classes surreptitiously by defining ‘the economic problem’ as ‘the problem 
of the capitalist’. This ideological degeneration of radical thinking – I suggest – is 
the outcome of two interdependent processes: 1) the tendency to uncritically accept 
neoclassical methodology in the scientific community and 2) the consolidation of 
the neoliberal hegemony in culture and society.

Post-Walrasian methodology is based on two main ingredients: imperfections 
and opportunism. These ingredients are defined ahistorically. The resulting con-
ception of power is ahistorical as well. The different forms that power takes in 
the history of capitalism are not objects of scientific inquiry. The goal is rather to 
show that there is a valid alternative to competition, under certain conditions. The 
result is a theory of power in which, by construction, competition is power-free. 
In post-Walrasian economics, the coercive law of capitalism is not competition, as 
Marx thought, but the lack of it.

This methodology imposes new conditions on the implicit ontology of Walras’ 
model. In post-Walrasian economics, capitalists and workers are not social entities, 
but individuals with innate qualities. Their eventual power relation depends only 
on these qualities and on their fit with an imperfect decision-making context. The 
fact that one is a capitalist and the other a worker is irrelevant. They might also be 
a bank and a firm, two states, or a customer and a grocer. As long as the parameters 
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of the models coincide, the nature of the power relation is the same. And as power 
arises in circulation, where only exchanges of equivalents occur, the interpersonal 
asymmetry before the exchange must be assumed to be favourable to the worker 
if one wants to prove that, after the exchange – when individual advantages have 
been monetized – power is in the hands of the capitalist.

When we move from the formal claim that ‘post-Walrasian economics has dem-
onstrated that the capitalist has power over the worker’ to a discussion of the causes 
and the mechanisms of this power relation, the result is not so Marxist. Rather, it 
is a logical development of the mystified conception formalized by Walras. The 
proof is that, in these models, power is a form of capital and, as such, is treated as 
productive. But this also confirms that post-Walrasian economics is only a sophis-
ticated version of the old bourgeois conception criticized by Marx, in which all 
forms of capital are conceptualized as productive. My conclusion is that, overall, 
post-Walrasian economics is a coherent extension of perfect exchange to contested 
exchange. The obvious consequence, however, is the addition of new contradic-
tions to an already contradictory conception.

Notes
	 1	 I have criticized post-Walrasian economics in Palermo (2016a).
	 2	 My critique of Williamson’s theory and new institutional economics developed in 

Ankarloo and Palermo (2004). In Palermo (1999), I criticize the attempt to incorporate 
Austrian theory into new institutionalism, arguing that it is based solely on a common 
neoliberal political stance that does not, however, come to terms with the profound 
methodological distance that separates the two traditions of economic thought.

	 3	 I have discussed the debate on power in Palermo (2007a, 2014).
	 4	 In Palermo (2000), I argue that new institutional economics fails both in its attempts 

to characterize theoretically the capitalist firm and to analyse the power relations of 
capitalism.

	 5	 Williamson (1994, p. 325) criticizes explicitly this position, by affirming: ‘Firms can 
and do exercise fiat that markets cannot do’, and characterizes intra-firm relations pre-
cisely by the asymmetry between employers and employees.

	 6	 In Palermo (2007b), I develop an ontology of economic power in capitalism, inspired 
by Marx’s conception, by focusing on the relationship between power to act and power 
over somebody and by investigating the coercing mechanisms and the constraining and 
conditioning structures that govern the reproduction and development of both power to 
act and power over somebody in society.

	 7	 Bowles and Gintis distinguish between ‘perfect competition’ and ‘perfect Walrasian 
competition’: the former does not imply market clearing, the latter does (and coincides 
with what in the literature is generally called ‘perfect competition’). Ultimately, this is 
why they can claim that power relations exist even in a regime of perfect competition 
(with non-clearing markets).

	 8	 During the socialist calculation debate, Austrian liberals raised two arguments against 
socialist planning: the impossibility to process huge fluxes of information and the lack 
of incentive schemes for workers. We have already discussed the first argument in 
chapter 3. As concerns the second argument, neoclassical market socialists replied to 
anti-socialists by developing the same principal agent framework used to monitor work-
ers in capitalism. Although academically effective, this reply shows that market social-
ists take alienation for granted even in their ideal models of ‘socialism’.
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	 9	 Within modern Marxism, Fourie (1989) has criticized transaction costs economics, by 
arguing that its explanations of hierarchy in production rests on a theoretical confusion 
between production and exchange. Before him, Engels (1878, part II, ch. 1) had noticed: 
‘Production may occur without exchange, but exchange – by the very fact that it is only 
an exchange of products – cannot occur without production’.

	10	 I have developed the complex relations between coercion and competition in the Marx-
ian conception in Palermo (2016b). From this analysis I have then developed a Marxist 
conception of competition and power in Palermo (2017, 2019) respectively.

	11	 With the notable exception of Pierre Bourdieu (1984), academicians have rarely tried 
to apply their theories of power to the university system in order to criticize its internal 
mechanisms and its economic and social functions. I have tried to contribute to this cri-
tique by discussing the Italian university system as a system of power in Palermo (2012).

	12	 The fascist oath was preceded by discriminations against women and was followed, in 
1938, by the shame of the ‘racial laws’. From exile, professor Gustavo Colonnetti (1973, 
p. 54) commented the easygoing reaction of his ‘colleagues’ by calling it ‘prostitution 
of science’. Roberto Finzi (1997) reconstructs the stories of the victims of political 
and racial discriminations and points out that – except for rare but significant excep-
tions – the whole university system created a curtain of indifference or even contempt 
against them, which lasted even after the fall of fascism, fearing that their readmission 
in role might upset the new power balance within faculties. In Palermo (2011), I discuss 
the role of academic power in the evolution of the social and economic goals of Italian 
universities since national unification.

	13	 Rigorously speaking, Stiglitz’s efficiency wages theory has more to do with exploitation 
than with efficiency, for total output is not increased by holding inputs constant, but by 
increasing one of them: the amount of labour extracted from workers’ labour power.
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tori International Riuniti.

Palermo, G. (2014) ‘The economic debate on power: a Marxist critique’, Journal of Eco-
nomic Methodology, 21(2), pp. 175–192.

Palermo, G. (2016a) ‘Post Walrasian economics: a Marxist critique’, Science and Society, 
80(3), pp. 346–374.

Palermo, G. (2016b) ‘Power, competition and the free trader vulgaris’, Cambridge Journal 
of Economics, 40(1), pp. 259–281.

Palermo, G. (2017) ‘Competition: a Marxist view’, Cambridge Journal of Economics, 
41(6), pp. 1559–1585.

Palermo, G. (2019) ‘Power: a Marxist view – coercion and exploitation in the capitalist 
mode of production’, Cambridge Journal of Economics, 43(5), pp. 1353–1375.

Samuelson, P. (1957) ‘Wages and interest: a modern dissection of Marxian economic mod-
els’, American Economic Review, 47, pp. 884–912.

Shapiro, C. and Stiglitz, J. (1984) ‘Equilibrium unemployment as a worker discipline 
device’, American Economic Review, 74(3), pp. 433–444.

Stiglitz, J. (1993, Winter) ‘Post Walrasian and post Marxian economics’, Journal of Eco-
nomic Perspectives, 7(1), pp. 109–114.

Sveriges Riksbank (1991) The Sveriges Riksbank prize in economic sciences in memory of 
Alfred Nobel 1991. Available at: NobelPrize.org

Taylor, F. (1911) The principles of scientific management. New York: Harper & Brothers.
Williamson, O. (1975) Markets and hierarchies: analysis and antitrust implications. 

New York: Free Press.
Williamson, O. (1985) The economic institutions of capitalism: firms, markets, relational 

contracting. New York: Free Press.
Williamson, O. (1994) ‘Visible and invisible governance’, American economic review, 

papers and proceedings, 84(2), pp. 323–326.
Williamson, O. (1996) The mechanisms of governance. New York: Oxford University Press.



DOI: 10.4324/9781032726168-7

6	� Market values

The universalization of market values

Most of the theoretical and empirical problems I have raised so far are not really 
original. They are in fact long-debated issues that have unfortunately lost their central-
ity in economic discourse as critique as a scientific research method has faded. The 
neoliberal economic policy itself was the subject of harsh criticism during the years 
of Ronald Reagan and Margaret Thatcher, although later that same ultraliberal model 
became the hard core of the unique thought to which even left-wing (in some cases 
ex-communist) parties adhere without too many caveats today. Regardless of the 
effectiveness of the critique and rebuttals made on a scientific and political level, the 
neoliberal theory has achieved an important political result by affirming market values 
as universal values. In addition to the impact at the level of economic policy, the gen-
eral values on which the political strategies of the new ultraliberal right are based have 
taken root at the cultural level: here and there it is acknowledged that the market can 
fail; however, the market is now the benchmark, the value system, that has imposed 
itself so widely even on the left that it appears, at times, universal and natural.

According to the arguments of the new right (and the new left), the market is 
the only institution capable of administering justice in the economic sphere: only 
the laws of the market are suitable for regulating relations between individuals. 
Economic conflicts must therefore not be resolved through an explicit discussion 
in terms of political positions and value judgements, but must be left to the market, 
which does justice through its economic laws.

However, the fact that market justice is value-neutral is not evident at all. Mar-
ket laws, being valid only in the capitalist mode of production, reflect the values on 
which capitalist social interaction is based. In economic systems other than capi-
talism, market laws do not apply, and the rules of individual behaviour and social 
interaction reflect values other than those of the market. And, even within the capi-
talist system, if one recognizes its class division, it is easy to realize that the values 
presented as universal are actually those of the dominant class: the bourgeoisie. 
Engels (1877, part 1, ch. 9) wrote as follows:

We therefore reject every attempt to impose on us any moral dogma whatso-
ever as an eternal, ultimate and for ever immutable ethical law on the pretext 
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that the moral world, too, has its permanent principles which stand above 
history and the differences between nations. We maintain on the contrary that 
all moral theories have been hitherto the product, in the last analysis, of the 
economic conditions of society obtaining at the time. And as society has hith-
erto moved in class antagonisms, morality has always been class morality.

The values of the market are simply the values of the bourgeoisie, and if they 
are presented as universal, or even cease to appear as values (in the sense that, by 
becoming unanimously shared, they cease to give rise to conflicting judgements, 
which instead characterizes value judgements), it is only because we implicitly 
take the capitalist system as given and espouse the views of its ruling class.

The market imposes its laws as general and invariable laws from which there 
is no escape (unless the market itself is abolished). The reduction of the level of 
abstraction from the analysis of different modes of production to the analysis of 
the capitalist mode of production makes the general characteristics of the capital-
ist system appear as universal. This is also the case with values: the values that 
inspire capitalist institutions instead of being general (i.e. valid for the totality 
of capitalist-type systems, observed from the perspective of their ruling classes) 
appear as being universal (i.e. valid for any economic system and any social class).

The identification of the conditions of efficiency, rationality or desirability of 
the market is presented by bourgeois economics as a merely technical problem, 
to be tackled without introducing value judgements, as a condition of scientificity. 
The shift from the analysis of modes of production to the analysis of the capitalist 
mode of production, with the resulting universalization of market values, however, 
transforms the ban on introducing value judgements into economics into a ban on 
the use of value judgements other than bourgeois ones. This is obviously not meth-
odologically correct when comparing different modes of production or different 
class cultures.

What interests me, however, is not so much the methodological correctness of 
the operation. Rather, I am interested in a particular consequence of the operation 
of universalizing market values, namely the annihilation of the possibility of dis-
cussing market ethics. The assumption that the values on which market interaction 
is based are universal implies that, precisely because of their universality, they 
must be taken as given and cannot be discussed. In bourgeois theory, the generality 
of market laws thus spills over into the value system that market laws enact, which 
is objectivized and, thanks to this, placed outside the sphere of moral enquiry. The 
(bourgeois) values of the market cease to be questioned.

Market values are based on individualism, meritocracy and competition. Indi-
vidualism originates in modern bourgeois theory as a methodological foundation 
(the principle that all economic phenomena must be explained starting from the 
individual) to become immediately afterwards, albeit without any scientific reason, 
also an ideological foundation based on a double principle: 1) the individual is the 
best judge of himself and 2) society must only be judged on the basis of the evalu-
ations of individuals endowed with economic resources (let us recall that it is on 
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this double principle that Pareto’s efficiency criterion is founded). Meritocracy, in 
a theoretical context that denies the existence of power relations, actually conceals 
the principle of the law of the strongest and makes the results of class selection 
appear as individual failures or successes. Competition, which in itself is not a 
value, becomes one precisely because of the objectification of market values: if the 
law of the market establishes that competition is won by the best (i.e. the strong-
est), the law of the strongest becomes, for bourgeois economists, the (obviously 
implicit) foundation of justice in economic relations.

The success of the new liberal right with respect to the objectification of market 
values is so overwhelming that it has also raised doubts on the left about the valid-
ity of the reasons for going against the market. Whereas in other fields of social 
interaction, laws are established on the basis of guiding principles derived from 
explicit moral and political discussion (in which political parties, trade unions, 
movements, associations, religious communities intervene), in the economic field 
the laws of the market, being objectively given, are considered immune to discus-
sions in terms of values.

Think of the liveliness and harshness of the debates on issues such as abortion, 
euthanasia, and drugs, and compare this with the absolute and inescapable dictates 
of the law of the market regarding so-called structural reforms, the dismantling 
of the welfare state, the race to abolish pensions and public healthcare, flexibility 
and worker mobility: on the right to terminate one’s pregnancy, to experiment the 
alterations of drugs on oneself, or to end one’s existence with dignity, it is per-
fectly normal to have different opinions (although usually, it is those who would 
not enjoy such rights in any case who want to impose their principles on others, 
which is not exactly a liberal principle); on the duty to conform democratic institu-
tions (won in years of struggle) to the law of profitability and on the duty of the 
worker to bend to the will of the market, instead, there is nothing to be said; these 
are only external constraints, against which, not only neoliberals, but, more gener-
ally, lovers of the new and of progress (i.e. in words, everyone), know that there is 
no point in battling.

The fact is that, once the logic of market relations has been accepted, it is dif-
ficult to submit the values implicit in market laws to a coherent critique. Bourgeois 
economics, by affirming the principle of universality of the market and of its laws, 
has thus subtracted large spaces, in the analysis of social relations, from the discus-
sion in terms of values, making market values the indisputable reference point on 
which to base all economic relations.

All this undermines the left, which, being unable to propose a reflection on the 
modes of production or, simply, being unwilling to renounce the capitalist founda-
tions of social interaction, finds itself accepting as given a system of values that 
historically does not belong to it and yet finds it difficult (or uninteresting) to ques-
tion. To give three examples of the hegemony of market culture, let us think of the 
unfortunately increasingly topical problems of immigration, education and labour.

The discussion on immigration, in circles that are succubus (or promoters) of 
market culture, does not touch on moral issues at all. It is like people ‘without 
feet on the ground’ to investigate the moral values by which persons from poor 
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countries should be allowed or denied entry into rich countries. The subject of the 
discussion is not the fact that in fleeing their countries of origin, immigrants risk 
their lives in the sea or are crammed into inhuman settings as in the days of the 
deportation of slaves from Africa (the difference being that for the slaves then it 
was a nightmare imposed by force and weapons, while for those of today it is a 
dream that, at the current market prices, only a few can afford). The fact that these 
new deportees ‘freely’ choose to undertake the most uncertain journey of their lives 
and that they are also relatively ‘lucky’ compared to those who instead remain in 
the misery and oppression of their countries of origin does not induce any reflection 
on the absurdity of the world capitalist system, nor does it produce any discussion 
of the fundamental rights of the individual in self-proclaimed civilized countries. 
On the contrary, the consideration that these people are ‘free’ and ‘fortunate’ only 
serves to pacify consciences (and shows that, after all, the economist who takes 
the initial endowments for granted only expresses the culture of his/her time). The 
only real problem being discussed (from barber’s chats to parliamentary debates) 
is that of the market’s demand for labour at different levels of qualification and the 
risk of jobs being lost for people with full rights. The stories experienced by (would 
be) immigrants and the conditions from which they try to escape (for which host 
countries often bear great responsibility) are irrelevant. What matters is a residence 
permit and a work contract. These are the conditions that the law of the labour 
market sets for entry into the North.

Education is increasingly oriented towards production. Schools themselves 
have become small competing businesses. Universities are instead institutions 
governed internally by almost impenetrable co-optation mechanisms, whose main 
external task is to supply specialized personnel to companies, passing on the costs 
of training to society and the families of individual students. All this in order to 
allow companies to defray personnel training costs from their budgets and thus 
reduce production costs. What could be better for a company than to find a nice 
army of qualified unemployed people on the market from which to draw according 
to the needs of the economic situation? But beyond the economic aspect, the big-
gest problem with this business-oriented model of education is that it also places 
strong conditions on the content and form of teaching. The purpose of schools and 
universities is not to form people with a critical sense, capable of forming their 
own ideas by comparing different visions and cultures (with the risk, perhaps, that 
one day they may even criticize the very mechanisms of the educational and pro-
duction system). Instead, education serves to impart notions useful for production, 
and the only criticism considered legitimate concerns the fact that often the things 
learned are of no use in finding a job. In short, the contents of education are not 
criticized for their subordination to the needs of the market but, on the contrary, 
for the fact that this subordination is considered insufficient. The discourse on 
the right to study is not about the basic values according to which people should 
be provided with the tools and time to think and deepen their interests. Instead, 
the debate is about whether education meets market demand. As for the form of 
teaching and learning, woe betide those who refuse to passively assimilate the 
notions imparted and even believe that they can question them. There, selection is 
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immediately triggered. Not as a social evil, but in the pure interest of the student 
(future worker): how could someone who is already at school or university would 
like to discuss and criticize as a method of learning and emancipation fit into 
the productive society? The demands of the labour market are other: discipline, 
obedience and respect for one’s superior, these are the values that make a worker 
desirable. And so, authority, selection and hierarchy become the general forms 
even in teaching, taming the student before the final metamorphosis into a docile 
worker.1

The right to work is denied in fact. But what is worse is that even in theory it 
is considered a harmful remnant of a path towards a model that is now judged to 
have failed irretrievably. Work as a moment of fulfilment for the individual is then 
a discourse that, after being defeated on the ground, has lost even its utopian char-
acteristics, to become, quite simply, anachronistic. Flexibility, mobility, wage mod-
eration are today’s buzzwords in the world of work. It is not production that serves 
the needs of people, it is people that serve the needs of production. It is the worker 
who must flex and displace and who must be able to make do with a wage deter-
mined by the game of competition. And if this game, as even economists know, 
pushes wages down, there is nothing to be done. These are the objective rules of 
the market. Trade unions themselves, having accepted the logic of the market and 
competition, have little to protest against the watchwords of capital: after all, their 
very existence is a blatant violation of the competitive model, which leads them to 
question the very culture of solidarity from which they were born. Faced with the 
drama of unemployment, then, they make capital’s concerns their own, because, 
as we know, if capital worries, it does not invest and does not employ workers. 
In the absence of an alternative scheme to counter the competitive market model, 
the demands of the grassroots – clearly incompatible with the diktat of perfect 
competition that wants wages at subsistence level – also become extremely uncom-
fortable at the negotiating table with the bosses. Flexibility and mobility – which 
for the worker and his/her family don’t exactly equate to greater autonomy and a 
few trips out of town – are thus accepted as an objective requirement of the pro-
duction process, not as the subjective aspiration of every capitalist, and for this 
very reason are not even really opposed. The trade unions’ concern is no longer 
to wrest the maximum from the capitalist counterpart, but to convince the base 
that that minimum achieved in negotiation is actually a lot (even if it is in fact lit-
tle). Sometimes, then, completely addicted to the market culture, convinced in this 
way to fight unemployment, the unions even propose the reduction of real wages. 
The simple truth is that the new capitalist left has no longer anything to offer the 
workers. Only the rights of the individual now matter. The most radical campaign 
uniting all progressives of individualism today is the one in defence of the LGBTI 
movement. Anyone who raises doubts about the real emancipatory character of this 
movement, lavishly financed by Soros, is a conservative, an enemy of individual 
freedom. Social emancipation of the exploited classes is no longer on the agenda. 
Emancipation is now only an individual process, which concerns the individual’s 
relations with his/her/its body, not the social relations that imprison the individual 
in exploitative conditions.
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If ‘feet must remain on the ground’, values might fly a little higher. And it is 
certainly not in the interest of the right to open the discussion. A large part of the 
left has thus ended up accepting the political message of the new right, according to 
which the market is the supreme institution of justice in economic matters. While 
on other political issues, the right and the left maintain their cultural and ideologi-
cal differences, on the most important issue, that of economic relations, the new 
right and the new left converge towards a common model (which is ultimately that 
of the old neoliberal centre) in which the only tolerated value system is that of the 
market.

Moral values and economic interests

The affirmation of market values as universal values goes through a general pro-
cess of mystification that leads to representing the culture and values of the ruling 
class as unanimously shared. The process of economic mystification thus leads to 
the economic interests of one section of society being concealed behind the objec-
tivity of science and the theory of the common good. Parallel to this process of 
objectivizing market values, mystification also operates on the values of politics. 
Political mystification consists in masking economic interests that guide political 
action behind high moral values. In the political sphere, the problem is that those 
values that are presented as inspiring the various actions actually disguise eco-
nomic interests that often have nothing to do with the declared values.

The debate, if one can call it that, on the Gulf wars or the Balkan wars or on the 
need to finance the Ukrainian coup government and its armed forces (also made 
up of battalions explicitly inspired by Nazism) so that it can send its people to die 
against a decidedly superior economic and military power in the name of defending 
European democracy, has developed and is developing as if the stakes consisted 
exclusively of the highest moral values (freedom, justice, democracy, civilization) 
and very little is known about the economic interests of the opposing forces. The 
fact then that, if it were really a matter of defending moral values, the behaviour of 
the moralizing forces (NATO and the United States in the lead, but right behind the 
European Union and its states) would be highly contradictory, may at best leave us 
puzzled as to the real objectives pursued, but it certainly does not help us to under-
stand the Gulf crisis, that of the former Yugoslavia, the war in Afghanistan, the 
Russian-Ukrainian conflict or the Palestinian question (problems that could instead 
be brought into much better focus by having at hand a nice map of the oil fields, 
pipelines and other key resources of capitalist development and investigating the 
strategies of the imperialist powers to appropriate everything).

The problem of the relationship between politics, moral values and economic 
interests also invests less dramatic and spectacular aspects of our lives: for exam-
ple, issues such as the environmental disaster and the quality of life only hit the 
headlines when it comes to launching the new electric cars or encouraging the 
transition to economically uncompetitive energy sources alternative to hydrocar-
bons. Here again, the problem is posed in terms of almost universal values: who 
can afford to speak out against protecting the environment, a common good owned 
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by us all? Even a 15-year-old girl with diagnosed autism like Greta Thunberg, who 
instead of going to school, started a lonely protest in front of the Swedish Parlia-
ment and found herself catapulted to give lectures to the whole world from the 
highest headquarters of the United Nations, the World Economic Forum and the 
Vatican, understands this. The environment is sacred and green corporations are 
social benefactors. In this way, a strictly economic problem, that of the develop-
ment of particular industrial sectors and of the growth of the profits of the compa-
nies that operate in them (through questionable instruments such as state incentives 
at the expense of the community), is also transformed into a highly moral problem 
and politics is presented as the instrument of moralization and the pursuit of the 
common good.

Regarding the fate of the young lone fighter, of course, it did not cross the mind 
of any environmentalist or progressive, right-wing or left-wing, radical or mod-
erate, that perhaps a young girl suffering from Asperger’s syndrome would have 
been better integrated into her community by attending school with her classmates, 
instead of running from one seat of power to another, without knowing their role 
and history. The little Greta, sacrificial victim of the most spectacular media opera-
tion, surrounded and pampered by the strong powers, known and loved all over 
the world, fed to finance by her own parents while she was trying to get out of her 
autism, convinced by now to be the star of the green, is actually more alone than 
ever. This, from a human point of view, is the Greta phenomenon: the instrumen-
talization of children turned into a struggle for progress, under the applause of 
public opinion. And green investors.

The discrepancy between declared and actually pursued objectives has long since 
moved beyond the sphere of action of those directly involved and has established 
itself at the cultural level so widely that it is difficult to identify. It is intuitive to 
understand why those directly involved have a particular interest in mystification: 
it enables the pursuit of real goals without the need to discuss them, let alone make 
them explicit. It is more difficult, however, to explain how mystification affirms 
itself even where the actors involved do not derive a direct benefit from it. Some-
times the values associated with certain news, especially in the economic field, 
seem to escape even those who make a moral issue out of them. A sports journalist 
would not dare to state that fortunately AS Roma beat Juventus or that disgrace-
fully AC Milan is third in the standings. Economic news, by contrast, seems to 
respond to a precise moral code, which its spokespeople do not hesitate to display 
publicly, as if it were unthinkable not to share it: in what sense is the appreciation of 
the dollar a positive fact (beyond its algebraic meaning)? How can it be argued that 
wage increases are dangerous? And, above all, dangerous for whom? For workers 
perhaps? In what sense is the rise in stock market prices a good thing and their fall a 
bad one? Who pays the shareholders’ capital gains when the stock market goes up, 
and what does it matter to us worthless people when the stock market goes down? 
According to what accounting nonsense can it be argued that millions of dollars are 
‘burned’ when the stock market falls?2

No one explains it to us. But politicians, journalists, economists (and sharehold-
ers!) are all happy when the stock exchange goes up, while they are all desperate 
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when it goes down, and it seems that we should be too. Fortunately, there is now 
Jerome Powell, the chair of the Federal Reserve. He at least says it loud and clear: 
there is no room to lower interest rates in the event of unemployment, which, as 
we know, would trigger the usual dreaded wage-price spiral. But when the Nasdaq 
collapses, he takes interest rates to zero in an instant to prevent at all costs the ‘too 
big to fail’ companies from failing all together.

In both political and economic mystification, the economist bears important 
responsibilities: in the case of political mystification, the economist’s responsibil-
ity is mainly passive and consists in too often uncritically accepting the motiva-
tions expressed by politics, without adequately informing public opinion of the 
economic repercussions and partisan interests of the interventionists; in the case 
of economic mystification, instead, the responsibility is entirely active, since it is 
bourgeois science that provides the universal ethical code, proclaiming the exist-
ence of the common good and claiming to provide the best instruments for its 
pursuit. Thus, although political and economic mystification are two aspects of 
the same phenomenon, consisting of the pursuit of undeclared goals, it is in the 
economic sphere that mystification fully enters into the very perception of reality 
and this thanks to the force conferred on it by bourgeois science and its absolute 
hegemony in the centres of knowledge and indoctrination. However, once certain 
economic principles have been allowed to pass (the rationality of the market and 
the consequent superiority of the Western model over all other economic models, 
the right-duty to extend market relations to the maximum and to impose such a 
model on others), they also become the guide for politics proper, which ceases to 
be discussed on the basis of the obvious hypothesis of conflicting interests and also 
becomes a simple instrument for pursuing the common good.

The game is tough: on the one hand, the various power groups, exploiting our 
intellectual laziness, hammer us with value judgements that do not belong to us 
and that we end up feeling as ours; on the other hand, relying on our values (or, 
which is the same thing, on the values we feel as ours), they ask us for our consent 
to policies that serve their purely economic interests (and, very often, go against 
our own interests).

If the capitalist system seems to emanate its own value system, it is not because 
it has been constructed on the basis of a particular moral system, but because differ-
ent and changing economic interests are intertwined in it. And this is why, when we 
try to analyse this hypothetical value system proper to capitalism, it appears so con-
tradictory: because we naively seek its coherence in an imaginary ethical system, 
whereas it simply reflects the changing economic interests of the ruling classes 
(which not even the rationalizing lenses of the economist can really recompose). 
Thus, for example, in the face of so much military interventionism by the West, on 
so-called humanitarian grounds, we cannot explain the silence on the Israeli occu-
pation of Palestine and on the genocide of the Palestinian people, where not even 
children are spared. Or, in the face of so many warnings of ‘wage moderation’ in 
periods when the oil price rises (because of the inflationary pressures this triggers), 
we do not understand why, at least for the sake of consistency of reasoning, there is 
no recommendation of ‘wage exaggeration’ in periods when, instead, the oil price 
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falls. The fact is that the ethical system we imagine and whose internal coherence 
we would like to understand does not actually exist (except as a mystified product 
of the economic interests of the time).

The recipe, then, can only be that of the utmost scepticism towards all 
value-based arguments. Far more important, instead, is the identification of the 
economic interests at stake. Only when economic interests are wedded to a certain 
system of values will we hear about the latter, and those who will speak to us about 
it will appear to be the priests (or gendarmes) of these values, and it is on these 
values that we will be called upon to express ourselves.

This process of mystification originates from the very association between 
capitalism and democracy, two aspects of modern economic-political systems that 
appear almost synonymous to us even though they are actually in contradiction 
with each other: capitalism is based on the pursuit of self-interest according to the 
logic of the economically strongest, democracy is based on the equal participation 
of all in social decision-making processes. Where popular consent is not necessary, 
there is no need for mystification, economic force is sufficient. Where force is not 
enough (or is simply not economically convenient), power has no other way but 
mystification. Thus, through mystification, we see fundamental values born and 
die, which only take on meaning to the extent that they are instrumental to the 
pursuit of the interests of the ruling classes. Health, the environment, respect for 
human rights and the rights of other living species, the preservation of the artistic 
heritage, and democracy itself are all values that have no importance in themselves 
(and it is the history of capitalism that teaches us this); they become fundamental, 
however, as soon as an economic interest is aligned with them, in order to ride them 
to the achievement of the set (but undeclared) goal and then dump them when the 
mission is accomplished.

The dependence of the guiding values of politics on the evolution of economic 
relations is very evident in the debate on international relations: values such as 
pacifism, respect for political borders, and the right to self-determination of peo-
ples today leave room for the new universal values of the superiority of the Western 
institutional model, the fight against drug trafficking and terrorism, (asymmetrical 
and selective) respect for human rights, and security (of the United States and its 
most loyal allies), which are more congenial to the changed economic and geopo-
litical interests of the capitalist centres and more in line with the changed power 
relations at the social and political level.

The formation of a political consciousness through which to resist mystifica-
tion and intervene in the sphere of material relations is a laborious process, itself 
dependent on the sphere of values. It is indeed by restarting a general reflection on 
the guiding principles of our society and the possible ways to transform them that 
it is possible to resist the current neoliberal drift disguised as economic and politi-
cal progress.

The need to resume reflection on the moral principles of our economic system 
by the different cultures participating in this process of resistance would seem to 
clash with the need to look sceptically at those innovators whose arguments are 
all developed on moral grounds (without any reference to underlying economic 
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interests): on the one hand, it would seem necessary to forcefully resume discus-
sion in terms of values, on the other, the risk is to discuss values which, in reality, 
conceal completely different interests. However, the contradiction is only apparent 
and is resolved by correctly interpreting the theoretical role of demystification: the 
demystification of declared values, whether in economics or politics, serves to lay 
bare the interests at stake, not to assert an alternative system of values, and it is 
only once the true stakes have been determined that the discourse on values can be 
properly addressed.

From the economic point of view, neoliberal thinking constitutes the most 
advanced form of mystification, all aimed at making the entire sphere of economic 
relations appear to be governed by objectively rational principles necessary to 
achieve the highest moral values of individualistic ideology, and it is this economic 
mystification that provides the guiding values of political action and makes pos-
sible the absurdity of a political discourse conducted entirely in the name of the 
common good. Demystifying the mechanisms of bourgeois society is therefore a 
necessary (though clearly not sufficient) step in resisting bourgeois ideology and 
the material basis from which it derives. Critical reflection on the values implicit 
in our social system is an indispensable moment in the debate on alternative ways 
of regulating social and economic relations. However, it is obvious that, in the 
constructive phase of such a debate, different social models and different moral 
conceptions can be confronted as proposals for overcoming the limits of the mar-
ket model. In this sense, the demystification of bourgeois economic theory does 
indeed constitute the basis for a political reflection as well, but the political impli-
cations that can be drawn from it do not derive from a particular ex ante ideological 
approach, but from a scientific analysis of the validity of the various hypotheses of 
neoliberal theory and the rigour of the method through which it derives its norma-
tive and political implications.

The cultural victory of the new right

While at the political level and in heterodox economic research there are various 
signs of dissatisfaction with the market model and the representation of it provided 
by bourgeois economic theory, the latter proceeds straight ahead. As we have seen, 
bourgeois economics claims the rationality of the market by asserting (in a theo-
retically questionable way) its independence from any moral system. In fact, bour-
geois economists impose an explicit prohibition on themselves against introducing 
value judgements, on pain of losing scientificity of the theory. The paradox is that 
despite this prohibition, it is precisely on the discourse of values that the new right 
affirms its triumph.

Since an open confrontation on the issue of values is not possible, it is on 
the terrain of the analysis of competition and cooperation that the debate on the 
desirability of the market takes place. In fact, competition – that is, the market’s 
own coordination mechanism – does not necessarily produce efficient results, so 
that forms of cooperative-type interaction, inspired by values of solidarity, might 
become convenient (again from the point of view of efficiency). This approach only 
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apparently allows the discourse of values to be avoided; in reality it leads to the 
affirmation of the individualistic value system on which the philosophy of the new 
right is based as the only scientifically admissible value system. Let us see how.

Competition and cooperation are not values; they are economic mechanisms. 
However, in some cases, they tend, albeit erroneously, to appear as values, insofar 
as they guarantee economic efficiency: in cases where the cooperation mechanism 
leads to allocations that are superior, from the point of view of efficiency, to the 
solutions obtainable through the competitive mechanism, the impression is given 
that solidarity can be economically justified with respect to individualism; in the 
opposite cases, individualism is considered to be economically justified. These, 
after all, are the messages respectively of the ‘visible hand’ and the ‘invisible hand’ 
theorems that have attracted so much attention from economists since the birth of 
the political economy.

According to the invisible hand theorem, under certain conditions, purely indi-
vidualistic behaviour leads to socially desirable situations (the expression ‘invis-
ible hand’ refers to the well-known metaphor of the classical economist Smith). 
The visible hand theorem, on the other hand, originates as an explicit critique of 
the invisible hand principle and shows the superiority, under certain circumstances, 
of explicit forms of coordination of the actions of individualistic agents over auto-
matic forms of coordination based on the competitive mechanism (‘The visible 
hand’ is the title of a famous book by Alfred Chandler (1977)).

Thus, under the conditions in which the invisible hand theorem applies, individ-
ualism is transformed into a social virtue and the competitive mechanism assumes 
the role of an efficient (and, therefore, value-positive) instrument for the realization 
of this prodigy; under the conditions in which the visible hand theorem applies, 
instead, it is solidarity that acquires value, and the cooperative mechanism acts as 
an efficient instrument.

A new theoretical stimulus in the analysis of the effects of competitive and 
cooperative interactions has been provided relatively recently by ‘game theory’.3 
Game theory is a set of logical-mathematical models analysing the interaction 
between decision-makers whose actions are interdependent and in which the out-
come of their interaction depends on the strategies chosen (the random element, if 
present, is not the only factor determining the outcome of the game). One particular 
game that has attracted much attention from economists is the so-called ‘prisoner’s 
dilemma’.4 The ‘game’ is between two men caught with stolen goods and accused 
of theft. However, there is insufficient evidence for conviction unless at least one 
of the two confesses. In the absence of a confession, the two prisoners can only 
be convicted of the lesser offence of possession of stolen goods. Individualism, 
the inability of the two prisoners to agree on a common strategy and a specially 
designed system of incentives lead both prisoners to confess the theft and betray 
their comrade, thus ending up providing the decisive proof of their own guilt.

In mathematical terms, the game has the following structure. Consider two pris-
oners named Alby and Billy. Each is faced with two alternatives: to confess or not 
to confess. There are therefore four possible cases in all: Alby and Billy both con-
fess, neither confesses, Alby confesses, and Billy does not, Alby does not confess 
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and Billy does. By hypothesis we assume that when a prisoner confesses, he also 
betrays the co-defendant. Let us then analyse the incentive system put in place to 
induce the two prisoners to confess.

If Alby confesses (and betrays) and Billy does not confess, Alby is immediately 
released from prison, while Billy is punished with the maximum sentence (5 years 
in prison). Symmetrically, if it is Billy who confesses (and betrays) while Alby does 
not confess, Alby gets 5 years and Billy goes free. If, instead, Alby and Billy both 
confess, they each get three years in prison (since, in that case, the betrayal of the 
partner does not provide a useful service to justice). If both do not confess, as there 
is no evidence against them for the major offence, they get 1 year sentence (for 
minor offences).

Individualism and the impossibility of co-operating with each other in a credible 
manner lead both prisoners to confess (thus taking three years each). The reason 
is as follows. Let us put ourselves in Alby’s shoes. If Billy confesses, it is better 
for Alby too to confess (and get 3 years instead of 5); if, conversely, Billy does not 
confess, Alby will still find it convenient to confess (and thus be released rather 
than serve 1 year). In short, whatever Billy’s behaviour, Alby will find it convenient 
to confess. The game being perfectly symmetrical, Billy will do the same reasoning 
and find that the optimal choice is to confess. The result is that both confess and 
take a three-year sentence each. The Pareto-efficient solution, however, is the one 
in which both do not confess and take only one year each.

The reason why left-wing economists like this game so much is that it shows 
how individualism and competition do not necessarily lead to the common good 
but can backfire on the decision-makers themselves. In short, as with market failure 
theory, the visible hand and the prisoner’s dilemma emphasize the inadequacy (with 
respect to efficientist goals) of the pure competitive mechanism and the possibility 
that the cooperative mechanism may be more effective, thus justifying the ration-
ality of solidarity as a value of conduct (for if the two prisoners could cooperate, 
they would immediately realize that it is in their common interest not to confess).

But solidarity and individualism are social attitudes of ethical derivation and 
must not (and cannot) be discussed and justified on the basis of their effects on 
economic efficiency. Not least because, in doing so, the same discourse of val-
ues is subjected to the efficientist scrutiny of the market, giving rise to circular 
reasoning, since the efficiency of the market itself presupposes, as we have seen, 
a well-defined system of values based on individualism. In other words, by mak-
ing the justification of solidaristic behaviour depend on the economic effects that 
this behaviour produces in the market system, we forget that as a yardstick for 
judgement we are using precisely the individualist yardstick of the market. In this 
way, solidarism ceases to be an alternative (and, in my opinion, ethically superior) 
value system to the individualistic value system to become merely an efficiencyist 
by-product of individualism itself. Solidarity is not valued as such, but only justi-
fied to the extent that it is efficient (according to individualistic logic).

All this, of course, occurs implicitly, since, as mentioned earlier, the economist 
is forbidden to talk about values. Through the discussion of the mechanisms of 
competition and cooperation, the economist thus takes his revenge by addressing 
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with the utmost scientific rigour precisely those topics that provoke the closest 
emotional reactions to the discourse of values. In this contradictory attempt at a 
scientific discussion of values, the new right is not alone. The left also participates, 
thus making the attempt to characterize the different theoretical schemes ideologi-
cally and scientifically increasingly difficult. And this aggravates the identity crisis 
of the left. In order to curb the spread of the market, left-wing economists work to 
highlight all those cases where the market fails, the visible hand beats the invis-
ible one, cooperation is superior to competition from the Pareto efficiency point 
of view, and the dilemmatic and individualistic prisoner betrays and is punished, 
in the belief that this serves to undermine the neoliberal principles of economic 
policy.

As a minimal strategy, all these attempts work because they show the limits of 
a system based solely on competition and the logic of the strongest. However, they 
do not question the logic of the strongest as such, if anything they legitimize it. The 
result is that while attempting to slow down the advance of the market, they deal 
the final blow to those attempts to question the logic of the market itself and, with 
that, give validity to an internally contradictory logical operation (the objectifica-
tion of market values) that sanctions the cultural victory of the new right in the 
scientific field.

Appearance and essence in market relations

If, on the one hand, the assertion of market culture in society is influenced by 
the hegemony of neoliberal thought in economic theory, on the other hand, the 
economist’s view of economic relations and society in general is itself a reflection 
of the objectification of market values. In this dialectical process, the bourgeois 
economist plays the role of a conservative apologist, self-assigning himself the 
task of making existing economic and social mechanisms appear to meet high cri-
teria of rationality. In this sense, the cultural success of the new right should not 
be ascribed to any particular strategic skills of its political leaders or obscure con-
spiracies on the part of scientific research institutions. On the contrary, in addition 
to the obvious reasons related to the processes of change in existing material rela-
tions, it has its foundation in the mystified perception of social relations induced by 
the contrast between formal equality and substantial inequality that characterizes 
the economic relations of capitalist democracies, and the sole responsibility of the 
bourgeois economist is to rationalize this contrast, describing social relations as 
they appear (based on the principle of formal equality) instead of as they really are 
(of substantial inequality).

From a Marxist perspective, if there were no difference in reality between the 
appearance and the essence of social phenomena, there would be no reason to 
undertake scientific research. If the essence of problems were self-evident, science 
would just be a collection of commonplaces: there would be nothing to discover 
and there would not even be a need for experts because everyone would see for 
themselves what there is to see. While bourgeois theory attempts to recompose 
the existing contrast between formal and substantial aspects of economic relations 
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by presenting formal appearance as the true essence of the problem (and treating 
the existence of substantial asymmetries as secondary), Marxism, in its critique of 
bourgeois society, argues instead that it is possible for formal equality and substan-
tial inequality to coexist peacefully, and that appearance and essence are perfectly 
compatible and form different aspects of the same reality, that of capitalism. If there 
is a contrast to be recomposed between formal and substantial aspects, this must 
take place, in fact, not in theory: it is not by describing a given reality as rational 
and just that it becomes rational and just. Instead, the transformation must take 
place directly in reality and, from this point of view, the first contribution of theory 
consists in demystifying appearances, in determining the essence they conceal.

The greatest contrast between appearance and essence in capitalist relations 
probably lies in the perception of market prices as an expression of relations 
between objects, rather than as an expression of relations between people. The 
fact that a refrigerator has a certain price and a washing machine another seems 
to be a direct attribute of the relationship between the two appliances, in the same 
way that they have different sizes and different weights. Market prices thus appear 
as direct attributes of the objects, not as products of the system of economic and 
social relations, and this makes it appear that these relations are entirely natural. 
However, if the refrigerator and the washing machine have a market price, it is 
only because they are commodities, and their being commodities is a consequence 
of the particular way they are produced and exchanged in the capitalist system. The 
contrast between appearance and essence is therefore that prices simply appear as 
the exchange relations that exist between commodities, but this appearance is only 
made possible by the existence, in bourgeois society, of particular relations between 
people, who produce and exchange these commodities through the market.

There is not much difference in substance if, at the end of the year, the peasant 
hands over 20 sacks of grain to the feudal lord, keeping ten for himself, by virtue 
of a feudal order imposing it on him/her, or if he/she hands over all 30 sacks to a 
capitalist – having freely chosen, at the beginning of the year, to sign a contract 
with him/her to sell his/her labour power – and then buys ten of them back on the 
market with the wages received. In both cases, the farmer and his/her family do 
not eat part of the grain they have produced, and both systems function neatly only 
because institutional rules guarantee and impose the transfer of sacks of grain from 
one subject to another, as a condition of the system’s survival. But, in the first case, 
the transfer of resources from those who produce them to those who consume them 
appears to us as the result of a political relationship of domination and exploita-
tion, while, in the second, everything appears to us as harmonious and as the result 
of free economic choices. Nevertheless, behind this different appearance lies the 
same essence of (perfectly legal) appropriation of the product of others’ labour. And, 
on closer inspection, it is precisely the legality of the appropriation-expropriation 
process that produces a contrast between appearance and essence.

The economic relations existing in the capitalist and feudal systems appear to be 
of freedom or of oppression, depending on whether the respective systems of institu-
tional rules (which protect and guarantee the ruling class) are taken as a given or not. 
In the capitalist system, worker and capitalist are both free to bargain over the sale 
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of labour power by the former and its purchase by the latter, but they are only free 
within the capitalist rules that guarantee and enforce the buying and selling of labour 
power. And this system of rules establishes that the capitalist has full right to demand 
a share of the total product, even if he has not worked to produce it. Similarly, in the 
feudal system, workers are free to retain for themselves the product of (their own) 
labour performed on servile lands, once they have secured work on the master’s 
lands, as dictated by the rules of feudalism. And, according to that system of rules, 
the feudal lord is fully entitled to demand the product obtained from the master’s 
land, even without having worked on it. This is why the capitalist system is the 
system of the bourgeoisie just as the feudal system is the system of the feudal lords.

If we take the institutional rules of a system as given, the relations established 
within it are, by definition, free. It is only by questioning these rules that it becomes 
possible to truly discuss freedom and oppression. If feudalism appears to us as a 
system of exploitation and domination, it is only because we analyse it with the 
bourgeois lenses of the capitalist system (i.e. with lenses external to feudalism); 
and, similarly, if capitalism appears to us as a system of freedom and equality (even 
if only formal), it is because, once again, we are unable to have any other lenses 
than those of the class that dominates capitalist relations.

Analysing the rationality of capitalism on the basis of the market price system 
is a contradictory operation in itself. The price system established under capitalism 
expresses nothing more than the exchange relations (between commodities) neces-
sary for the product to pass from the hands of those who work to those who have 
the right of ownership and consumption, and the rationality of the price system can 
at best express the conditions for this product transfer to take place in a smooth and 
orderly manner. But then, the rationality of market prices is simply the manifesta-
tion of the relations of exploitation of the working class by the bourgeois class.

A second problem, then, is that even taking the capitalist institutional system for 
granted, market prices are by no means the result of a competitive confrontation 
between the different actors in the game, as assumed so far. Instead, they are, to 
a large extent, controlled and planned prices. Thus, while market prices continue 
to appear as the natural expression of relations between things, over which it is 
not possible to intervene, they are in reality the most effective and least visible 
instrument to exploit and dominate social classes, countries and entire geographi-
cal areas. And to do this, it is not necessary to have an absolute control of the 
price system. The important thing is to have primacy in the key sectors with high 
value added and to impose on others – through economic pressure, first of all, but 
also through political or military pressure, if necessary – productions with a high 
labour and raw material content. Cocoa is African and Latin American, but choco-
late is Swiss. The lithium used to power electric car batteries is mined in Chile 
(by exploiting child labour) but Tesla is headquartered in Texas (and sells its cars 
in the name eco-sustainability). Sportswear is produced in Korea, but Nike and 
Adidas are United States and German, respectively. In the world of multination-
als and international bodies that impose restructuring plans, economic and social 
reforms, production specialization models, import and export constraints, market 
prices are administered prices, direct instruments of power. The control of price 
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dynamics is the most painless tool to impose relations of domination, dependence 
and exploitation.

But the real problem with market prices as a value system regulating relations 
between people is not in the fact that it is in the hands of a handful of companies 
or countries. Whether or not there is direct control of price dynamics, if the price 
system expresses conditions of exploitation and domination, it will certainly not be 
the absence of a monopolist subject to be criminalized that will alleviate the objec-
tive conditions of the exploited and oppressed. If anything, if one truly believes 
that manipulative subjects do not exist and that the dynamics of market prices are 
beyond control, this should demonstrate the need to radically rethink the role of 
the market as an uncontrolled mechanism with undesirable effects. And indeed, as 
demonstrated in Marxist literature, monopoly aggravates the conditions of exploi-
tation, but the latter is also present in the realm of perfect competition.

In short, whether market prices are an instrument of power in the hands of 
particular subjects (as even part of mainstream economics recognizes), or a com-
pletely uncontrolled phenomenon (as full bourgeois economics would have it when 
it mythologizes and prescribes the model of perfect competition), does not change 
the substance of the existing relations of exploitation, nor does it change the solu-
tion to the problem, which in any case passes through their abolition. If economic 
relations regulated by the market are relations of exploitation, of inequality between 
those who work and do not earn and those who earn and do not work, the abolition 
of such conditions can only imply the abolition of the instrument that allows their 
perpetuation: the market. Thus, today’s struggle against the symbols of capitalist 
domination personified in particular multinationals or in certain states and interna-
tional organizations, although necessary to develop critical reflection on the inspir-
ing principles of capitalist relations, risks also not being sufficient (‘when one Pope 
dies, another Pope is made’), if it does not also produce a change in the rules of the 
game and if it does not question the institutional set-up that gives strength to the 
subjects being fought. The real change produced by bourgeois revolutions lies not 
in the heads they inevitably knocked off, but in the institutional progress they pro-
duced. And today the institution around which everything else revolves and from 
which the powerful derive their strength is the market.

The appearance of capitalist relations as relations between free people, hiding 
the essence of exploitative relations (which are precisely established on a free and 
voluntary basis, given the existing constraints, of course), only complicates the 
process of emancipation, aiding the spread and intensification of the objective con-
ditions of exploitation and hindering the political processes of market control. The 
fact that market relations, summarized in commodity prices, appear as natural and 
universal makes it appear that capitalist society is not the product of human beings 
but the product of superior forces, to be indulged (and not, eventually, fought). 
According to market culture, economic and social relations must not be organized 
according to man’s conscious design but must obey the divine design of the mar-
ket. Just as in religion one must genuflect before the God identified as true, so in 
economic and social relations one must accept the will of the only God that exists 
today, the market God.
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Notes
	1	 In Palermo (2012), I develop a Marxist critique of the Italian university system, its power 

relations and its economic and social functions from the Unification of Italy to the present.
	2	 Without any pretence at providing an exhaustive answer to these questions, the issue of 

share price fluctuations nevertheless deserves a closer investigation. Let us consider the 
following example. In the economic system, there exist 3 assets, x1, x2, x3 whose prices are 
p1, p2, p3, owned by subjects A, B and C respectively. By selling part of their goods each 
subject can buy part of the goods owned by the other subjects. It is clear that, if the price 
p1 rises in proportion to the prices p2 and p3, subject A (owner of x1) will be able to obtain 
larger quantities of the goods x2 and x3 by giving the same quantity of x1 in exchange. 
Who pays for this net gain achieved by A? Obviously, B and C, who will see their total 
purchasing power reduced by exactly the same amount. Whether x1, x2, x3 are physical 
goods, services, stock market securities or something else makes no difference: when the 
price of an asset you own rises (relative to the prices of other assets) you have an increase 
in your real wealth; when the price of an asset you do not own rises you have a decrease 
in real wealth (which goes to finance the capital gains of the subjects owning the asset).

		   Apparently, one might think that the stock market’s performance only concerns inves-
tors in the first instance, and that workers may at most have an indirect interest in the 
stock market since when investments go wrong, demand for labour is reduced. In real-
ity, this is not the case. Suppose, in fact, that asset x1 is a share, asset x2 is a consumer 
good, and asset x3 is the labour power (subject A is then a shareholder, subject B is the 
company that produces the consumer good, subject C is the worker who only has his/her 
own labour power to sell). Let us also assume that the worker is only interested in buying 
consumer goods and not also stock market securities (because, for example, he/she is too 
poor to buy them). As we have said, if the price p1 (the price of the share) rises, subject A 
(the shareholder) becomes richer and can therefore buy increasing quantities of all other 
goods, including the consumer good x2. As a consequence, subject C (the worker), even if 
completely extraneous to the stock market performance, will nevertheless see his/her own 
consumption of x2 decrease, by an amount equal to the increase in consumption by subject 
A (the shareholder). In general, therefore, when the stock market rises there is a redistri-
bution of wealth to the advantage of shareholders, while when it falls the redistribution 
benefits all other subjects. All this without there being any creation of value in one case, 
or destruction of value (or ‘capital burning’, according to a jargon invented by journalists 
specialized in financial matters without any basis in political economy or accounting) in 
the other.

		   After that, many considerations can be made: if stock prices go up, capitalists become 
more optimistic, investment increases, output and employment grow, and in the end, neo-
liberal economists maintain, everyone benefits. Other economists, instead, contend that 
when the stock market rises, financial investment becomes more attractive than industrial 
investment and, as a result, output and employment instead of growing fall. But these are 
just economic theories that may or may not be valid. Instead, the redistribution of wealth 
between shareholders and non-shareholders is an incontrovertible accounting fact.

	3	 Game theory is one of the research fields in which the support of the US Department of 
Defence and the Rand corporation have been decisive. Indeed, game theory has applica-
tions in a large number of different fields, yet it was its military applications (especially 
in the context of the Cold War) that attracted the largest research funding.

	4	 The logic of this game was first developed in 1950 by two Rand corporation mathemati-
cians, Merril Flood and Melvin Dresher. The name ‘prisoner’s dilemma’ and the story 
describing the mathematical game as an interaction problem between two individualist 
thieves were introduced by Albert Tucker, also a consultant at Rand.
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7	� What is to be done?

The problem of realizing a world in which it is the needs of people and not the 
‘purchasing power-preferences’ combination that determine collective choices is 
certainly complicated, but the point today is to figure out how to set in motion a 
process that goes in this direction. At least on the objective (the direction of the 
process), however, we must be clear. In a world where the division of labour and 
specialization have reached today’s levels, it is simply unrealistic to imagine that 
the complicated relationships that bind us to each other can be regulated by them-
selves. Certainly, the market is a mechanism that, in one way or another, solves the 
problem by keeping the system going. The point is that it solves it badly, because 
the market regulates according to the logic of profit and capital accumulation and 
all the rest (poverty, misery, inequality, crisis, exploitation, alienation etc.) is just a 
set of side effects.

In the climate of triumphalism over the West’s market-driven economic suc-
cesses, the first thing to do is to reverse the process. Economic (and profit) growth, 
employment recovery (with stagnating wages), and fiscal consolidation (by dint 
of spending cuts and privatization) are not economic successes. They all express a 
retreat in the conditions of workers and citizens in general and an advancement of 
corporations and their bosses.

Class struggle and economic policy

Growth without inflation and inflationary surges in the presence of stagnating 
wages are only successes of capital. The resumption of employment under harsher, 
more precarious and less protected working conditions (with productivity never-
theless on the rise) only expresses an increase in the rate of exploitation: if in a 
family only one person used to work, now two or three work, and the standard of 
living is the same because, in addition to falling real wages, with the reduction in 
public spending, services once offered by the state now have to be paid for in cash.

The balancing of public budgets is then as absurd as it gets. How can anyone 
think that a person’s health can be subordinated to the profit logic of a hospital com-
pany? The functioning of public services, whether privatized or still in the hands 
of state administrations, has become all about business: local health companies, 



What is to be done?  137

hospitals, schools, railways, public utilities, all have to respect the principle of a 
balanced budget (or, preferably, a surplus), as in any efficient company.

Reducing inflation is good for the banks, which obtain higher real interest rates, 
not for the workers, who cannot even keep their real wages (given that the contain-
ment of inflation is achieved precisely through so-called ‘wage moderation’, the 
true pivot of economic policy in the last decades, and given the impossibility of 
linking wages to price increases because of the damage this would do to the overall 
efficiency of the system); not to mention the fact that, with the existing balance of 
power, workers have even stopped aspiring to at least a share of the proceeds deriv-
ing from the increasing productivity of their own labour.

Let us consider the latest data and the actual lines of economic policy in the 
US-led world.

2021 is a black year for US inflation: from 1.4 per cent in January, it rises to 7,0 
per cent in December (Trading Economics, 2024a). With a nominal interest rate of 
zero, an inflation rate of seven per cent means a real interest rate of –7 per cent (the 
real interest rate is equal to the difference between the nominal interest rate and the 
inflation rate). Negative real rates of these magnitudes were not even seen during 
the lows of 1974 and 1980, following the oil crises, and one has to go back to the 
period between 1947 and 1951 to encounter such low figures (Longtermtrends, 
2024).

With negative real rates, banks lose, not gain. A bank that lends 100 dollars at a 
nominal interest rate of two per cent receives 102 dollars after one year. However, 
if in the meantime the price of bananas has risen from one dollar to 1.07 dollars 
(seven per cent inflation rate), with those 102 dollars the bank will no longer be 
able to buy 100 bananas, as it did at the time of the loan, but only 95.3 (102 dollars 
divided by 1.07). In nominal terms, the bank has gained two dollars; in real terms, 
it has lost five bananas.

Since the financial crisis of 2007–09, triggered by the bankruptcy of Lehman 
Brothers (then considered a too big to fail bank), interest rates in the United States 
have been at zero and the Federal Reserve has flooded the markets with liquidity 
through its quantitative easing programmes (large purchases of securities of vari-
ous kinds by the central bank). Certainly not to stimulate economic growth and 
reduce unemployment (problems that existed even before the banking crisis) but to 
support the markets and prevent a chain of bank failures. Since then, every time the 
Federal Reserve has tried to raise interest rates, stock markets have shuddered, and 
the Fed has quickly backtracked. With the 2020 crisis triggered by the so-called 
anti-pandemic interventions, then, quantitative easing blew up the Fed’s balance 
sheet. From values around 800 billion dollars in 2008, the Fed’s balance sheet got 
close to nine trillion dollars in 2022 (Federal Reserve, 2023).

For many years, in a stagnant economic climate, increased money supply 
through quantitative easing remained mainly in the financial markets, causing 
stock and bond prices to explode, with limited effects on commodity prices. With 
the first hints of a post-pandemic recovery, however, things change rapidly. Now 
there is nothing else the Federal Reserve can do: if in 2008 it had to lower rates to 
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zero to save the banks, now, again to save the banks, it has to raise them and it has 
to do it decisively.

Monetary tightening begins on 17 March 2022, with an initial increase in the 
key interest rate, the federal funds rate, by 25 basis points, followed in May by 
a further 50 basis points, and four interventions of 75 points each before the end 
of the year, before slowing the pace of tightening, reaching 5.25–5.50 per cent in 
July 2023 (Trading Economics, 2024b).

In the press conferences following Fed decisions, where the chair’s words make 
the Nasdaq move in real time, Powell talks about defending families, workers, 
pensioners and small savers, and blames inflation on Covid and Russia. So far, 
the markets are standing still. It is when he comments on the timing of the Federal 
Reserve’s balance sheet reduction strategy, after years of quantitative easing, and 
the speed with which interest rates are to go into the tightening zone, that the mar-
kets move.

The last time the Fed implemented such an aggressive interest rate policy was in 
the 1980s. From 1979 to 1987, the chair was Paul Volcker, remembered as the man 
who defeated inflation. His motto was ‘No pain, no gain’ (also taken up by Arnold 
Schwarzenegger): the former of course was for capitalists and bankers, and the lat-
ter for workers. The monetary squeeze was in fact coordinated with the class attack 
initiated by Reagan and Thatcher in the name of the free market.

There, too, a major paradigm shift was at stake: the worldwide transition to 
the neoliberal paradigm, with its attendant social and cultural changes. These pro-
cesses, for those who know the history of capitalism, are always violent and entail 
high and asymmetrical social costs, which fall particularly on the least protected 
sections of the population. But back to the present: while the Fed closed the credit 
spigots, US inflation peaked at 9.1 per cent, in June 2022, before abruptly falling 
back to 3.0 in June 2023.

The European picture is similar. In most of the European Union, the post-Covid 
recovery is slower than in the United States and so is inflation. The eurozone is 
coming from negative inflation rates in the second half of the 2020s: the lockdown 
had disastrous economic effects in Europe and deflation is the consequence. Here 
too, the recovery encounters the same problems of money overhang and bottlenecks 
in the production chain. Inflation only starts to rise more significantly in the last 
quarter of 2021, explodes in March 2022 with the sanctions on Russia, surpasses 
that of the United States in July 2022, at 8.9 per cent, and peaks in October, at 10.6 
per cent (Eurostat, 2023). The European Central Bank (ECB) must, therefore, also 
join in the monetary tightening, which is now underway in all countries of the dol-
lar area. Of course, after the eurozone countries have started their recovery plans, 
entirely on debt, when interest rates were at zero.

In this context, the annual Jackson Hole Symposium in August 2022, where 
central bankers, politicians and economists from all over the world, at the invita-
tion of the Federal Reserve in Kansas City, can take note of chair Powell’s indica-
tions on how central banks should coordinate in managing monetary tightening, 
takes on special significance. Indeed, the United States is concerned that the hike 
in domestic interest rates, if not accompanied by similar measures by other central 
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banks, will result in an excessive appreciation of the dollar and reduce the com-
petitiveness of US companies in international markets. This is how the ECB also 
starts the new phase of credit tightening: after an initial increase of 50 basis points 
at the end of July 2022, from September it accelerates the tightening, with further 
increases until the interest rate on main refinancing operations reaches 4.50 per 
cent in September 2023 (European Central Bank, 2024). As in the United States, 
the effect on price dynamics is strong, with inflation returning to 2.4 per cent in 
November 2023.

Problem solved, then? Yes, but only for banks, which, despite being at the heart 
of the crisis, have meanwhile resumed making profits. Indeed, in the inflation/
recession ballet, it is always the workers who pay, with part of their wages dur-
ing inflation and with their employment during the recession. A couple of years of 
ten per cent inflation before returning to sound anti-inflation policies and workers 
lose a fifth of their real wage forever. In fact, when inflation stops, prices do not 
go down to the starting level. One does not need to be an economist or a worker to 
understand this, it is sufficient to enter a supermarket. But while workers perceive 
the fall in their purchasing power, due to processes over which they have no con-
trol, with hunger and cuts in primary consumption, for the economists who contend 
for the helm of the economy, everything is fine and they go on talking about the 
‘inflation/unemployment trade-off’, with the neoliberals more concerned with the 
former and the Keynesians with the latter, as if inflation and unemployment were 
not both borne by the working class.

Of course, pumping and draining money is of no use unless the economic condi-
tions from which banks and capital in general make profit change. Powell himself 
says this between the lines when he talks about the wage-price spiral: inflation is 
fought by cutting wages. So, alongside monetary policy, fiscal policy is also inten-
sified, again in the name of the common good, at least formally, though in fact at 
the expense of the exploited class.

After decades of restrictive measures, international stability pacts to curb public 
spending, deficits and debt, spread blackmail and structural plans for those who 
get out of line, thanks to the ‘Covid crisis’ (or more correctly the crisis induced 
by so-called ‘anti-Covid interventions’), the sacred principles of budgetary rigour 
are being overturned to allow states to embark on a huge public investment plan in 
support of private capital, putting themselves at the service of the global industrial 
restructuring strategy led by the large high-tech financial groups.

Unfortunately, public money has long since run out and the only way for states 
to finance private capital is through debt. So, in the midst of the pandemic crisis, 
while there was no money to create a few more hospital beds, nor to help workers 
get through the month, the United States, the European Union and all the capitalist 
countries allocated trillions of dollars to digitalization, technology companies and 
the green economy, the real winners in the economic war unleashed in the shadow 
of the pandemic. Finally, we are back to that lovely Keynesianism, which spends a 
lot and spends in debt as if there were no tomorrow. As Keynes (1923, p. 80) him-
self stated: ‘The long run is a misleading guide to current affairs. In the long run we 
are all dead’. Unfortunately, with these policies, it is mainly workers who die and 
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when tomorrow effectively comes the neoliberal economist of the day will tell the 
survived ones that they have consumed too much and worked too little and that it 
is time to tighten their belts.

This is the beauty of the alternation between left and right in the governing of 
capitalism: with the neoliberals, profits are privatized, with the Keynesians, costs 
are socialized. And if for some reason capital dictates that the U-turn should take 
place in the middle of the ECB president’s term of office, Mario Draghi takes five 
minutes to change his mask, going back on all the principles of budgetary rigour 
advocated for decades to place himself at the head of the new army of interven-
tionists, with his now famous phrase ‘whatever it takes’. The men of international 
finance are ready to do anything to save the international financial system, so long 
as the workers foot the bill.

Thanks to the new public interventionism in favour of finance, workers lose 
rights and wages, precarious jobs increase, and the very way of working gets 
transformed, forcing workers to adapt quickly to the new technological-social 
paradigm. From this point of view, the refinement of the means of control and 
social discipline deployed in the ‘fight against the pandemic’, from which derives 
the further fragmentation of all social movements and the workers’ movement in 
particular – divided by now even according to a vaccine or a green pass, which 
sadly resembles the fascist party membership card, without which one could not 
work – define a framework of social relations objectively favourable to capital, 
aimed at shifting the entire burden of the economic crisis onto the working class.

In this way, the crisis passes from the banks to the workers, with the aid of the 
state. The banks are in fact the main creditors of states. They have long been in 
crisis and states and central banks have always done everything to save them. But 
when financial speculation attacks the indebted states and forces them into con-
trolled default, it is they, the banks, through the international organizations, who 
dictate the structural reforms to better squeeze workers.

In this process of power redistribution, the state is left with coercive and repres-
sive functions towards its people and limited economic powers. The latter are in 
fact assumed directly by international organizations and international creditors. 
Workers are left with nothing but to work harder, under worse conditions, for lower 
wages, as a condition for repaying the debts that the state has contracted in their 
name. Of course, in defence of their health and democracy in Europe.

The right, the left and the common good

The market logic of perfect competition wants every worker to stand alone at the 
bargaining table in front of his/her boss, and at this table it is precisely the law of 
the market that sets the price. Levelling wages on individual productivity is the real 
goal of capital, the necessary condition for cost minimization and profit maximiza-
tion. Having reduced the bargaining power of workers, their purchasing power and 
their rights, the neoliberal offensive would now like to prevent, with theoretical 
arguments, any wish to reconstitute the workers’ front. The conditions of systemic 
efficiency are in fact incompatible with trade union unity, and even the trade unions 
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themselves seem to have bowed to this logic for some time now. The employment 
question is no longer considered a key factor (an instrument) in the emancipation 
process of the workers’ movement, but simply an objective in itself. In order to 
increase employment, the left-wing politicians and trade unions are ready to do 
anything: reduce real wages (because it is through the creation of profit opportu-
nities for capital that employment is increased), increase flexibility (because it is 
by accommodating market demands that full employment efficiency is realized), 
decrease guarantees (because these are costs for companies).

Even then, the theoretical confusion between employment, as an indicator of the 
strength of the workers’ movement, and employment, as a statistic index of desir-
ability in itself according to the parameters of the new market left, leads to waving 
the processes of the emergence from the black market as great economic successes. 
Whereas these are nothing more than the transformation of the rules of the labour 
market: in this way, what was illegal has been made legal, declaring legitimate 
the conditions of exploitation that the legislator had wanted to prevent (and which 
the black market had managed to achieve anyway), turning the legislator into the 
mouthpiece of the market and subordinating the laws of the state to the laws of 
the market. This is exactly the design of capital. Having beaten the workers on the 
ground, accustoming them to long periods of recession as the price to pay for the 
Europe of capital, capital now demands the regularization of abuses: not just an 
amnesty on the past, but new lasting rules for the future. If before it was necessary 
to hire an off-the-books worker in order to be able to pay him/her little and fire him/
her at will, now the bosses want special laws that allow them to pay little and fire at 
will in the sunlight. And since the process has already reached an advanced stage, 
here is the competition between centre-right and centre-left to claim paternity for 
these ‘great successes’ on the employment, inflation and public accounts fronts, 
successes that all point to the increase in the conditions of labour exploitation and 
the worsening of the conditions of unemployment sustainability.

More and more workers are being forced to accept working conditions and 
wages that they could previously afford to refuse (thanks also to the retreat of the 
state on the front of services deemed essential). In the general mystification, the left 
has also embraced the mystification of employment as a goal in itself, forgetting 
that a society in which people work hard, but profits remain in private hands, is the 
society of capital, not that of labour.

In this process of retreat of labour vis-à-vis capital, Europe lags far behind the 
American model. There, the industrial relations system has perfectly adapted to the 
dictates of the market, breaking the inverse relationship between unemployment 
and wage dynamics: even with prolonged periods of low unemployment rates, the 
US labour market no longer produces any upward push in wage earnings (as is gen-
erally the case) and this only thanks to the profound weakness of the labour move-
ment, which, perhaps, is no longer even a movement, but has truly become a set of 
isolated individuals. In this way, the United States has managed for years to grow 
at relatively high rates (compared to Europe), allowing US capital to turn growth in 
production and productivity entirely into growth in profits, without any possibility 
for workers to raise their heads. And now that the question of government spending 
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has arisen again, this is not in response to the unmet needs of the population (which 
have increased in tandem with the general retreat of the state from the economy), 
but as a necessity to finance wars – both those in which the United States is directly 
involved, and those it conducts through proxies, arming states and private bat-
talions – and to defend US companies in the economic war against China. The 
naivest commentators see in this resumption of public spending a reversal of the 
neoliberal model and a return to the Keynesian-style policies that characterized 
the decades following the Second World War. But in a context of reversed power 
relations between social classes compared to those years, the resumption of public 
spending has nothing to do with social spending. It only serves to compensate 
private companies for the lack of profits (compared to their expectations) and to 
create the conditions for private profits to grow again at sustained rates. Thus, in 
keeping with the principle of the common good, the common enemy also emerges, 
a role assigned once to Saddam Hussein, another to Slobodan Milosevic, then to 
Osama Bin Laden, then back to Saddam Hussein, Muammar Gaddafi (and family), 
to finally arrive at today’s enemy number one: Vladimir Putin. It is only for these 
noble goals (killing terrorists and eliminate those whom the West calls dictators), 
made of common good and common evil, of friends and foes of all, of wars in the 
name of God (with respect to which, however, even the Pope openly expresses his 
dissent), that United States today revises the guiding principles of its public budget 
policy. There is no place for class struggle in a country all united against the com-
mon enemy and all committed to defending, on behalf of the whole world, the good 
against the evil.

In Europe, by contrast, the dissolution of social confrontation for the benefit 
of the common good is still proceeding slowly because, despite the backwardness 
and mystifications, the workers still retain the memory of the conquests obtained 
in the years when class struggle was explicit and fought openly, with the awareness 
that the common good, in capitalism, does not exist and that an advance in working 
conditions is a retreat in the remuneration of capital. However, under the authori-
tative warnings of central banks and international institutions, which intervene in 
every economic, political and social field (albeit without any popular legitimiza-
tion), it is becoming increasingly difficult to question the imperative to catch up 
quickly and finally give way to the accumulation of capital as a goal in itself.

This violent offensive of capital means one thing above all: increasing com-
modification. More and more our lives are commodified and more and more soci-
ety bends to the demands of the market. Where there is a space, a market is created 
and where there is a market, the rules that obstruct its law, that of the richest and 
the strongest, are removed. Free areas become paying car parks; beaches, private 
resorts; hospitals, health markets. And every time a market is created, a new price 
to pay and a new discrimination against the community are introduced, as guaran-
tees that those who can afford it will not lack anything: less time wasted looking 
for a place to park, fewer people on nice beaches, the best doctors at one’s service.

Countering this tendency means first of all making the clash explicit and reject-
ing the logic of efficiency and the common good. The bourgeois mystification 
of market relations geared to the collective good serves the strategic interests of 
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capital since it allows class struggle to be waged without any explicit declaration of 
war. And this is how citizens, but above all workers, not even being called to arms, 
lose the struggle without even fighting it.

The left has made the entire story of market rationality its own, out of either 
incompetence or political expediency (in the frenzied pursuit of the centre, the 
petty and middle bourgeoisie and, why not, big capital, sometimes supporting par-
ticular financial and industrial groups just because they compete with the groups 
sponsoring the centre-right). My feeling is that behind this theoretical convergence 
towards the neoliberal model, on the part of the left, there are no great political 
strategies, but only much ignorance and too much opportunism.

Market prices and administered prices

The great theoretical discovery of bourgeois economists less confident in the mar-
ket’s ability to realize social goals is that the prices of commodities can be con-
trolled: by lowering the price of a commodity, consumption is stimulated and by 
increasing it, there is a disincentive effect. In this way, the idea takes shape that, by 
appropriately playing with the price system, it is possible to recompose the exist-
ing contrast between the criterion of rationality expressed by the market and the 
social values that one would like to guarantee. Faced with a society that expresses 
an equivalent valuation for a life-saving medicine and a bottle of wine, the mor-
ally motivated bourgeois economist proposes to sell the bottle of wine at a higher 
price and to subsidize the supply of medicine by making it more accessible to 
consumers.

There is no doubt that the introduction of political prices for commodities 
related to health, education or other values considered socially important makes it 
possible to respond better to the needs of the population than is the case with prices 
determined in unregulated markets. Indeed, by intervening appropriately in the 
price system, it is possible to affect the valuations that society implicitly expresses 
through the market and resolve some of the most serious contradictions between 
market valuations and social objectives. What is more, in a context such as the 
present one, where market laws are interpreted as the supreme expression of capi-
talism’s rationality, price controls may actually prove to be a useful tool to reduce 
some of the perverse effects of market interaction. Faced with the contrast between 
the values of the market and the values of society, there is no reason why politics 
cannot claim the right to influence exchange relations, correcting market valuations 
instead of pandering to them (as the most extreme neoliberals would have it).

However, two questions arise here. Firstly, if one accepts that the defence of 
health is incompatible with the mechanism that determines the market prices of 
medicines, one cannot then demand the balancing of the public budget, since, with 
the parameters of market efficiency and competitiveness, the supply of medicines 
at political prices implies a deficit in the state budget. And this applies to every 
commodity linked to the realization of social values whose market valuation is 
not satisfactory. Second, one should not confuse a partial and largely ineffective 
remedy with the solution to the problem.
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The reason why the remedy can only be partial is that, in any case, whatever 
the political price of medicine, the sick person without money will continue to be 
unable to buy it. The only way to get him/her the medicine he/she needs will be 
to provide it at zero price, which is tantamount to abolishing (at least for certain 
sections of the population) the medicine market. The reason the remedy is inef-
fective is that, where the market exists, price dynamics follow the laws of capital 
accumulation, not those of public morality. The economic laws of capitalism are 
autonomous from the will of politics. The politics of bourgeois society can ride or 
counter the dynamics imposed by the law of capital accumulation (according to 
which society must satisfy the needs of capital valorization, not the needs of the 
population), but it cannot abolish them because this would mean abolishing itself, 
that is, erasing the logic of capitalist interaction.

Thus, all efforts to control the price system by, for instance, making medicines 
cheap will be hampered by the functioning of the market itself, which, firstly, will 
tend to put the public budget in crisis (unless the state finances the deficit gener-
ated by the subsidy to medicines with redistributive policies to the detriment of 
other sectors or other sections of the population, which, of course, is a principle 
alien to the market) and, secondly, it will tend to generate a black market in which 
medicines will be traded at (higher) market prices, thus allowing those with pur-
chasing power to grab the medicines even when the sick with no money are most 
in need.

A rich bodybuilder may have a high willingness to pay to be able to inject him-
self/herself with GH – the so-called ‘growth hormone’ – even if objectively in less 
need than a poor person suffering from dwarfism. This fuels the black market in 
anabolic drugs, making them available to those with more economic means and 
effectively depriving those who need them most. In this process, the individual 
athlete improves his/her sports performance, but at the same time becomes himself/
herself more and more a commodity. Indeed, if the individual athlete does not have 
the money, but the sports clubs see in him a potential source of profit, it is the sports 
clubs themselves that provide him with the hormones to become the strongest and 
best paid footballer . . . and the tallest dwarf in the world. After all, if capitalism 
has turned a ball game into a planetary business, what’s so strange about a sports 
club continuing to bomb its athletes initially affected by dwarfism until they are 
1.70 metres tall (when the average height of men in the world is 1.71 metres)? (Our 
World in Data, 2024).

Obviously, these are problems that admit of various solutions at a legal- 
administrative level, but the point is that these solutions, to be effective, must cor-
ner the market, not exploit its mechanisms.

When a state imposes an exchange rate that is not in line with market valua-
tions, a black market in foreign exchange develops. When the state increases the 
price of cigarettes relative to the standards set by the market, smuggling develops. 
And when international sports commissions ban doping, sports clubs with greater 
economic resources develop more sophisticated forms of doping that pass doping 
controls and allow them to translate their greater economic power into better sport-
ing performances from which to make greater profits.
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These phenomena, whether welcome or unwelcome, are a consequence of the 
fact that the market, even when placed under political control, remains an alloca-
tive mechanism with its own laws. State interventions in a market context can at 
most attempt to achieve a compromise between the objectives of politics and those 
of the market, that is, they can attempt to guide the market, but they cannot abolish 
its economic laws. But one might ask: why seek a compromise with a mechanism 
that only responds to its own logic, when that logic is only that of the accumulation 
of capital (which has nothing to do with the values that democratic society claims 
to be inspired by)?

The attempt to resolve the irrationality of the market system (with respect to 
social values) through price controls is therefore only palliative. As such, it is still 
better than nothing (i.e. the deregulated market). But it cannot be confused with 
the solution to the problem. This means that the opposition between the values that 
society explicitly wishes to enforce and the values that the market implicitly real-
izes cannot be recomposed by exploiting the market mechanism (i.e. by playing 
on the moral evaluations implicit in its prices), but by opposing it, by preventing it 
from functioning.

Basic income, precarious work and commodification

In recent years, in the wake of the economic crisis, the proposal of a ‘basic’ or 
‘universal income’ has matured among economists who consider themselves pro-
gressive: an income that the state should provide to all its citizens or, according to 
some less radical proposals, to certain categories of people.

Technically, this is simply one of the many possible social buffers aimed at 
dampening the economic cycle. Politically, this instrument is defended in particular 
by economists of the Keynesian school. According to them, basic income supports 
aggregate demand, economic growth and employment. The most radical, those 
who wink at Marx, add that it also promotes emancipation from wage-labour and 
constitutes a real instrument of anti-capitalist struggle.

Let us instead see why basic income not only cannot achieve these goals, but 
actually ends up going in the opposite direction: worsening the crisis, developing 
neoliberalism and accelerating the processes of job precarization and commodifi-
cation of society.

To begin with, it is worth remembering that this proposal, which is so popular 
today among the radical left and the more interventionist Keynesians, practically 
coincides with the ‘negative income tax’ proposal popularized by the champion of 
neoliberalism Milton Friedman in 1962. The idea of a negative tax, that is a state 
transfer to citizens, is in fact as old as neoclassical economics and Pareto already 
discussed how, in his view, state transfers could combine allocative efficiency and 
distributive justice.

Since this type of policy is now mainly defended by Keynesians, let us start with 
the alleged expansive effects of basic income on economic growth and employ-
ment. According to the ‘multiplier theory’, it does not matter who you give the 
money to, the important thing is to increase the disposable income of households, 
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so that they increase spending and consumption, stimulating production growth. 
This at least is what Lord Keynes (1936) says.

One of his colleagues, less known to the uninitiated, Michal Kalecki (1934), 
observes, however, that those who consume the largest share of their income 
are the workers (who with their wages certainly cannot save), while capitalists, 
especially those with multi-figure fortunes, while consuming more than workers, 
necessarily save a significant share of their income. Therefore, while remaining 
within the Keynesian logic, he suggests supporting lower incomes, which end 
up almost entirely in consumption; if, on the contrary, money is given to those 
who already have plenty, it increases savings, not consumption. Giving money to 
everyone equally, therefore, is not only ridiculous in terms of distributive justice, 
it is also nonsense as a means of supporting aggregate demand: because money 
given to the rich will not increase their consumption (which is already at desired 
levels) but their savings (which will generate interest and further increase their 
wealth).

But let us set aside the differences between Keynes and Kalecki and see whether 
these transfers to households (rich or poor) really have an expansionary effect on 
aggregate demand.

Technically, a transfer of money to households has the same expansionary effect 
as a tax cut (it is indeed a negative tax). However, the same multiplier theory states 
that an increase in public spending of the same amount has a greater expansive 
effect. So, if austerity is the problem, basic income is by no means the appropri-
ate instrument; public spending is more effective. If then, the financing of basic 
income takes place precisely through cuts in public spending, the overall effect 
ends up being even recessive.

Let us examine this process step by step. Suppose the state distributes a total 
basic income worth 1,000 dollars. Suppose further that part of this additional 
income is consumed – say 4/5 – and the remaining fifth is saved. Consumption thus 
increases by 800 dollars and saving by 200 dollars. It does not matter here whether 
it is workers, capitalists or both who consume. For both Keynes and Kalecki, the 
increase in overall consumption stimulates firms to expand production by the same 
amount (this is of course the most optimistic hypothesis since firms might decide 
to increase, at least in part, prices instead of production).

Assume, for example, that this additional consumption of 800 dollars is directed 
towards the purchase of books and bottles of wine and that therefore the producers 
of books and wine increase their production to match the increase in demand. This 
means that the companies producing books and wine and the workers they employ 
will see their income increase by 800 dollars overall (with a parallel reduction in 
unemployment if the increase in production is achieved by hiring new workers). 
But the process does not stop.

Part of these 800 dollars received by those involved in the production of books 
and wine will in fact be consumed, while the remainder will be saved. 4/5 of these 
800 dollars (i.e. 640  dollars) will thus be spent on consumption and 1/5 (i.e. 160 
dollars) will be saved. It matters little whether these new persons will also buy 
books and wine or different goods, for example, records and beer. In the latter case, 
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it will be the producers of records and beer who will expand production, resulting 
in an additional income of 640  dollars.

If then the record and beer producers want to use the new income to buy houses 
and medicine or candy and chocolate, from the point of view of aggregate demand 
the question does not change. 4/5 of 640 dollars (i.e. 512 dollars) will translate into 
increased production and income and 1/5 (128 dollars) will go into savings. And 
the process continues.

If we retrace the process from the beginning, on the day the basic income is 
introduced, nothing happens at all: production remains unchanged, and households 
simply see their disposable income rise. Immediately afterwards, however, as 
soon as the new income earners start spending, consumption and national income 
increase first by 800 dollars, then by 640 , then again by 512, and so on. Of course, 
these are smaller and smaller income increases, which will eventually tend to zero. 
But the fact that Keynesians emphasize is that the sprinkling of 1 000,  dollars gener-
ate a much larger increase in national income. With the data of our example (with 
a consumption share in income of 4/5), national income will have increased by 
4,000 dollars at the end of the process. In formal terms, denoting by c the fraction 
of income spent on consumption, one dollar of basic income generates an increase 
in national income equal to c/(1 – c).

At the same time, however, the public accounts of the state worsen by 1,000 
dollars. Trying to recover these 1 000,  dollars through taxes is a contradiction in 
terms. If you give with one hand and take away with the other, disposable income 
(i.e. income after taxes and transfers) does not change and, consequently, neither 
does consumption. The whole expansionary process stops before starting. At the 
aggregate level, there is no demand stimulus.

The only real alternative is then to cut public spending. However, as we said, 
according to Keynesian theory, public spending interventions have a greater impact 
on income than monetary transfers to households (or tax cuts). So, when the state 
has to cut public spending to finance basic income the net effect will be recessionary.

To understand this point well, let us consider the effects of an increase in public 
spending. A reduction of it will obviously have symmetrical effects. Let us imagine 
that instead of giving 1,000 dollars to households, the state allocates 1,000 dollars 
to build a bridge. With these 1,000 dollars, the state hires new workers and buys 
the materials and machinery needed to build the bridge (or it launches a tender and 
then private companies will hire the workers and buy what is needed). Suppose 
the construction of the bridge takes one year. During this year, the income of the 
workers and those selling the resources needed to build the bridge increases by a 
total of 1,000 dollars. The increase in public spending of 1,000 dollars therefore 
immediately begins to generate an increase in national output and income. But, 
again, the process does not end there.

Of this additional 1,000 dollars in the pockets of those who participated in the 
construction of the bridge, 800 will be spent on the purchase of consumer goods 
and 200 will be saved. As before, it makes no difference whether these people 
want to consume wine, beer, books or records. At the aggregate level, total demand 
increases by 800 dollars and so does the production of wine, beer, books or records. 
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And without going through all the steps, the producers of wine, beer, books or 
records will increase their consumption by 640 dollars and so on. These effects 
induced by the initial increase in public spending are identical to those induced by 
the basic income. The only difference between the two manoeuvres is the direct 
impact on income of the 1,000 dollars involved in building the bridge, which is 
not there in the case of the basic income. At the end of the process, with the same 
assumptions as before, the increase in national income is in fact 5,000 dollars. In 
formal terms, one dollar of public expenditure generates an increase in national 
income of 1 / (1 – c).

Not only does this prove that a Keynesian should focus on public spending 
instead of cash transfers if he/she wants to sustain demand. But it is also clear that 
if we finance basic income by cutting public spending, the two processes do not 
cancel each other out at all: in the end, we will have a lower national income. By 
how much? Exactly by the amount of the manoeuvre.

In the Keynesian tradition, this important result is called the ‘balanced budget 
multiplier’, also known as Haavelmo’s theorem (Haavelmo, 1945). Its implica-
tion is simple and straightforward: to increase income without affecting the state 
budget, government spending and taxes must increase, not decrease. Decreasing 
taxes (or distributing basic income) in the presence of a balanced budget constraint, 
or debt limits, produces recession, not economic growth. And the nice theoretical 
thing is that there are not even so many calculations to be done because the net 
effect on national income is known a priori: one dollar (or one billion dollars) of 
basic income and one dollar (or one billion dollars) of public spending cuts reduce 
national income by one dollar (or one billion dollars). From a mathematical point 
of view, the difference between the basic income multiplier and the public expendi-
ture multiplier is –1. In formulae: [c/(1 – c)] – [1 / (1 – c)] = –1. The conclusion 
is simple: when you fix the size of the basic income you also fix the size of the 
recession!

So far, we have been reasoning in the abstract. In reality, however, the con-
straints on state indebtedness are very concrete and interest expenditure on pub-
lic debt constitutes a burden for the state, especially for the most indebted ones. 
The assumption that the state must cut public spending following every tax cut 
or direct transfer to households and enterprises is indeed a constant in the his-
tory of capitalism. In the name of stimulating demand and combating the crisis, 
these policies have always ended up compressing demand and aggravating the 
crisis, as the neoliberal wave unleashed by Reagan and Thatcher in the 1980s 
shows.

But proceeding with the critique and moving onto an even more concrete ter-
rain, the idea of basic income must be framed in the context of class relations, 
which are anything but static in capitalist systems and have been characterized for 
decades by the weakening of the working class and the rise of precarious work.

In capitalism, competition pushes the wage down, towards the subsistence level. 
In times of crisis, when competition gets tough, it can push it even lower. In the era 
of precarious work, then, the subsistence wage loses its minimum wage features 
as the reproduction of the working class becomes an individual problem: if the 
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wage is not enough, it is up to the individual worker to find other small jobs to get 
through the month. The dividing line between employed and unemployed becomes 
a problem of statistical definition. But with existing labour relations, all precarious 
workers know that with a part-time, apprenticeship or on-call contract there is no 
way out of poverty.

In such a framework, basic income does not improve workers’ conditions at all. 
Instead, it serves to rationalize precariousness in a context of crisis. No one breaks 
free from the blackmail of wage-labour. On the contrary, the overall design is that 
of a labour market tailored to corporations, with multiple and intermittent jobs for 
workers, according to changing business needs, and lower and lower wages as a 
condition for corporations to invest again. By providing everyone with a mon-
etary base to rely on, basic income helps institutionalize the new labour model and 
accompany the fall of wages below the subsistence level.

The worker’s remuneration becomes the sum of two components: the proper 
wage, which is in free fall, and a government subsidy to make ends meet. Both 
components, of course, are produced by the worker but the worker’s voice can only 
be heard on the first part of the income, the state decides about the other. Thus, 
the role of the trade union struggle diminishes and that of the treasury increases. 
Why struggle in the workplace? Better to work in silence and wait for the state 
contribution. What can be granted to workers is determined by the Ministry of the 
Economy. Instead of dampening competition between workers, basic income thus 
helps to structure a world in which the labour movement does not exist and there 
are only isolated individuals competing for precarious jobs, with the help of the 
state.

Workers’ rights are outdated, now there are only the rights of the bourgeoisie, 
those that are exercised by buying. The market is the new uncontested yardstick 
of rationality. This is ultimately what basic income is for, to enable services from 
which the state gradually withdraws to be purchased on the market and to develop 
private capital in the name of the common good.

Basic income thus helps to complete the process of disintegration of the working 
class. After the atomization of its internal relations through the war of all against 
all, the disappearance of the external antagonist: when we buy, there are no workers 
and capitalists, we are all consumers. Workers fighting each other in the workplace, 
but united with the bourgeoisie in the supermarkets.

According to the logic of basic income, rights are enforced by buying commodi-
ties. As workers, therefore, we count less and less, but as consumers we are the 
new sovereigns (even if, with the existing distribution of income and wealth, some 
consumers are definitely more sovereign than others). In the new consumer-based 
society, the customer is always right, and the worker is always wrong. People work 
in silence and raise their voices when the service is not good. Basic income weak-
ens the worker (who produces everyone’s income) and strengthens the consumer 
(who just spends the income), sacrificing the rights of the former and sanctifying 
those of the latter. Therefore, if the transport worker goes on strike, it is not his/
her demands that matter but the inconvenience he/she creates for the traveller. This 
is repeated to us on every occasion by newspapers and televisions, which give no 
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space at all to the reasons and sacrifices of the workers in struggle but carefully 
report the testimonies of weary travellers protesting the cancellation of trains.

The new market left does not like to dirty its hands with workers’ struggles 
in the places of production. The new radical-chic front of social struggles is now 
in the places of consumption. Thus, as wealth polarizes and workers have a hard 
time making ends meet, there is a growth in ‘critical consumption’ campaigns: the 
conscious abstention from consuming certain commodities because they do not 
conform to the moral standards of the new bourgeoisie. Who knows what else those 
who don’t have a cent in their pockets have to abstain from! Without even knowing 
the techniques of workers’ struggle, based on boycotting production, by exposing 
their bodies and lives to risk, the new critical consumerists talk about boycotting 
this or that commodity, by doing nothing at all, by simply abstaining from buying 
it. Consumer sovereignty and the ‘one dollar, one vote’ logic are fully espoused by 
those who believe they are fighting the system. Without even realizing that nine 
out of ten critical consumption campaigns are launched and financed by companies 
competing with the targeted ones. And indeed, no supporter of critical consump-
tion really intends to generalize his/her ‘form of struggle’ to the entire commodity 
world. They give up one commodity only to buy another.

While the crisis bites and workers pay the price, the new left in general and sup-
porters of basic income in particular pursue the common good. In the face of soar-
ing profits and falling wages, they promise income for all. Because the important 
thing is to buy – or, more correctly, to sell – commodities, even if they are soaked 
in workers’ blood. Working conditions worsen, but commodities shine on super-
market shelves. This is the common good in consumer society: hell in production 
and heaven in exchange (for those who can afford it).

But let us take one step further in our critique. If on the supply side, basic income 
is part of the new model of exploitation based on precarious work, on the demand 
side, it favours the process of commodification of society, facilitating the always 
delicate phase of selling commodities and developing the role of the market. On the 
one hand, it increases the rate of exploitation during the production process, on the 
other hand, it fluidifies the realization of profits at the time of sale and expands 
the role of private capital.

In general terms, the state can intervene in the economy in various ways. It 
can, for instance, decide to provide certain services directly, such as education and 
health care or even transport, telecommunications and all the rest. Or it can leave 
the satisfaction of social needs to private capital. But one should be under no illu-
sions. If one follows this second path, the satisfaction of the needs of the population 
is subordinate to the maximization of enterprises’ profits: we may believe that we 
are putting capital at our service and direct it towards the production of what we 
need but, in the end, it is we who have to organize ourselves to satisfy capital’s 
needs. Capital has its own mechanisms, its logic is that of profit, the rest are side 
effects.

The basic income proposal fits into this second approach. It does not develop 
public services, it provides money with which to buy private services, commodities. 
It is not the tax system that finances public spending, it is cuts in public spending 
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that finance basic income. The commodity is not seen as the cell of the capitalist 
system, the production of which presupposes class exploitation and subjugation to 
capital, but as the instrument to satisfy individual and social needs. The production 
of commodities and the subjugation of society to capital are thus not combated but 
expanded. The state must withdraw from the production of goods and services and 
become a mere supplier of money. The satisfaction of needs is taken care of by 
corporations, compatibly with profit maximization.

The problem is twofold. First, when goods and services are provided through 
the market, by definition, they cannot be universally accessible. As we have already 
said, whatever their price, there will always be people who need them but cannot 
afford them. Second, when relying on the market, the imprint of capital transforms 
the very nature of goods – it makes them commodities – subordinating their use 
value to the logic of profit and exchange value.

As market relations grow, rights are emptied of content and are progressively 
subordinated to purchasing power, leaving the least well-off excluded for the ben-
efit of the better off. It is not the urgency of need that counts, but the capacity to 
spend. Milk is produced to be sold, not to feed children. If it actually ends up in the 
baby’s bottle, all the better. But if it ends up in the bowl of the Siamese kitten of the 
bourgeois lady, that’s fine too. And the same goes for medicine, housing, transport 
and everything else. If one looks at needs, medicines should go to the sick and 
houses to the homeless. If purchasing power counts, everything goes to the richest. 
The right to income – so hailed by the supporters of basic income – does not add 
a right, it limits all the others. Income becomes universal and rights become on 
payment. No longer equal services for all but services according to census, just as 
Friedman wanted.

The second problem is no less serious. The more the market develops, the more 
the needs of men and women – but also those of other species and the ecosys-
tem – cease to matter. Everything and everyone become an appendage of capital. 
In this process, it is the nature of the commodity itself that is transformed because 
instead of satisfying human needs, it must satisfy the needs of capital. Every year, 
internet connections become more powerful and faster, and every year, security 
keys are perfected to prevent connections from running at full speed. What a disas-
ter it would be if a user connected to the internet without paying! Instead of invest-
ing in maximizing access to the service, investments are made to restrict access, 
to exclude those without money. Result: one hundred internet connections in the 
same neighbourhood (without anyone ever seriously checking the damage they 
cause) and ten wretches in the same neighbourhood who cannot even check their 
e-mails. This is how the internet develops under the drive of capital. The same need 
for communication could be satisfied by the state with open connections, at a lower 
cost. Instead, states first privatized their telephone companies and then pushed citi-
zens to buy services from the new private enterprises. And now the supporters of 
basic income urge them to transfer money to the people to increase the profits of 
these huge enterprises.

Of course, we cannot blame the supporters of basic income for the commodi-
fication of the world. Ultimately, they are themselves cultural products of the 



152  What is to be done?

commodification process even when they believe they are fighting the system. 
But it is precisely this uncritical acceptance of the market – from which derives 
the political proposal to expand it further – that makes them dangerous political 
opponents.

In a world where everything is achieved with money, the sick, the hungry, and 
the homeless do not ask for medicine, food and a home, but for money. We cannot 
all be economists. We are just sons of this system and many of us do not even have 
the time to criticize or study it. Those who do not even meet their basic needs ask 
for money to be able to buy paracetamol, bread and pay rent. Instead of locating 
the problem in the fact that paracetamol, bread and housing are commodities pro-
duced only on condition of creating profit, the problem appears to them as a short-
age of money with which to buy these commodities. As we have seen, however, 
Marx (1894, ch. 13) explained well before the new radical economists launched 
their campaign for universal income that ‘Everything appears reversed in competi-
tion, and thus in the consciousness of its agents. .  .  . The vulgar economist does 
practically no more than translate’ these appearances ‘into a seemingly more theo-
retical and generalized language, and attempt to substantiate the justice of those 
conceptions’.1

Supporters of basic income do not even try to criticize the rationality of the mar-
ket. They take it as given. And where the market hiccups, they call upon the state 
to unblock it and develop its role. Instead of suggesting a process of decommodi-
fication of medicine, food and housing, which would allow these goods to finally 
be produced by looking at the needs they have to satisfy and not at the profits they 
have to guarantee, the new income fetishists would like to increase recourse to the 
market and proceed at a faster pace along the undermined road of commodity pro-
duction, which is then the same road that enriches the capitalist and impoverishes 
the worker in the distributive sphere.

The market is the circulatory system of capital. Without it, capital cannot impose 
its law. Extending its role simply means expanding the realm of commodities and 
compressing that of rights: capital advances and society retreats. In the market, it is 
capital that rules, it is like Mike Tyson in the ring. To extend the different aspects of 
our social life to the market believing we are fighting capital is like breaking up an 
oral altercation with Tyson and inviting him to put the gloves on to settle the matter.

Basic income cannot act as an instrument for the emancipation of the working 
class. Workers emancipate themselves from the slavery of capital through wage 
growth, the recognition of rights and the decommodification of social relations, not 
through new incomes that accompany the fall in wages, the loss of rights and the 
commodification of society.

The sick does not need money but a health system that works well and for free. 
Medical research cannot be at the service of profit if it must guarantee health, and 
medicine cannot be a commodity if it must reach those who need it. Boys and girls 
must be provided with schools that make them think, not that teach them to bow 
down to the capital. They must be given sports facilities where they can grow up 
healthy, educate their bodies and have fun. To reduce gender asymmetries, domes-
tic work, which is still too much for women, must be socialized, not monetized. In 
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order to give a concrete response to the needs of the population, goods and services 
must be provided, outside the market circuit and outside the logic of profit. Society 
must be de-commodified, not commodified further. This is the conclusion reached 
by Marxism after criticizing capital and its mechanisms. There is no room for any 
basic income in this path.

Unmet needs and overproduction

In its ambitious mystifying enterprise in defence of the market and its oligarchic 
rationality based on the principle of ‘one dollar, one vote’, bourgeois econom-
ics ends up forgetting the real problems that afflict capitalism, not so much as a 
system capable of realizing the common good, but rather as a system capable of 
self-regulation. Despite all the theoretical efforts made, the market’s constant ina-
bility to provide the commodities actually needed is there for all to see. With large 
sections of the population unable to satisfy their basic needs, the paradox is that 
capitalist production is characterized by continuous crises of overproduction.

From a moral point of view, the problem would seem to be that of producing and 
supplying the needy with the goods and services to satisfy their unmet needs, but 
from the point of view of the survival of the system, the problem is instead that of 
the excess of production of commodities in relation to the capacity of the holders 
of purchasing power to absorb them.

The current social division of labour and wealth, both domestically and interna-
tionally, is characterized by the contradiction that where people work more there 
is less capacity to spend, while enormous wealth is concentrated in hands that will 
never be able to spend it. When I wrote the first edition of this book (2004), the three 
richest people in the world had a combined wealth greater than the gross domestic 
product of the 48 poorest countries. The 497 billionaires (in dollars) recorded in 
2001 had a combined wealth of 1.54 trillion dollars. This wealth was greater than 
the gross domestic product of all sub-Saharan African countries (929 billion dol-
lars), the gross domestic product of the oil-producing countries of the Middle East 
and North Africa (1.34 trillion dollars) and the combined income of the poorest 
half of the world’s population (Anderson and Cavanagh, 2000). Today, the number 
of billionaires has risen to 2 640,  and their total wealth to 12.2 trillion dollars. Six 
men own more than 100 billion dollars each, for a total wealth of 822 billion dol-
lars (Forbes, 2024).

It may not be a Pareto move, but if we left the billionaires just one billion dol-
lars each, their standard of living would probably not be affected except margin-
ally, while 9 56.  trillion dollars (12.2 trillion – 2.64 trillion) would be freed up to 
benefit the community. But these are just abstract speculations. Reality evolves in 
the opposite direction: the rich accumulate wealth and the poor poverty.

The contradiction of our society is that we work too much (and produce too 
many commodities that cannot be sold) and, at the same time, the needs of those 
who work are not met. If this situation cannot change through the automatisms 
of the market mechanism, it is because a general redistribution of property and 
purchasing power on the basis of a unanimous consensus – according to the Pareto 
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criterion, so to speak – is clearly unthinkable. If one has no economic means, one 
has no weight in the collective decision-making processes regulated by the market 
and this even prevents oneself from expressing his/her needs. It is this contradic-
tion between the distribution of needs and purchasing power that makes possible 
the paradox of the simultaneous scarcity and overabundance of production in capi-
talism. However, while the existence of unsatisfied needs has no direct repercus-
sions on the economic functioning of the system (it may have them indirectly, 
through channels of social and political struggle), unsold production means crisis.

The problem of capitalist production is not so much the minimization of produc-
tion costs (that can always be achieved by squeezing wages), but rather the sale 
of products. The biggest trade battles (and many of the military wars) are waged 
to secure control of the markets where to sell the products (as well, of course, as 
where to find the raw materials needed for production). And so, investments con-
tinue to be made in the production of the commodities most needed by those with 
purchasing power (while continuing to force their absorption rate), whereas those 
goods that are needed by those who cannot pay are simply not produced.

Capitalist overproduction affects entire sectors. Technological products have 
production costs that are too low to justify the high prices at which they are 
sold. The computer they sell to you today at a high price extolling its technolog-
ical properties will, within a year, be reviled by the same sellers as an archaeo-
logical relic incompatible with all the new advances in technology. There is no 
reason for an individual to have three computers or four mobile phones, but 
since the technology industry produces computers and mobile phones and the 
potential buyers of these commodities are only limited sections of the world’s 
population, it is they who must be forced to throw away their old, prehistoric 
computers and mobile phones and buy a new one. The technological develop-
ment of these commodities, of course, is fixed at the drawing board: there would 
be no reason to put a new model on the market every year, if not to make the 
previous one obsolete and thus create an outlet for a production that otherwise 
could not be sold.

If one acted in the name of rationality, it would seem more logical, since the 
well-off have been provided with computers and mobile phones, to turn to other 
segments of the population, new countries, which could enjoy such commodities. 
But market rationality says instead that, at this point, new services are produced for 
computers and nicer mobile phones are made to replace the old (perfectly function-
ing) ones.

The automobile market in advanced countries has been saturated for decades 
now: everyone who can afford it has one or more cars, and yet, in the most absolute 
short-sightedness, new cars continue to be produced all the time, even knowing 
that private transport, precisely for reasons of efficiency and sustainability, can 
only have a hard time. According to industry studies, the key to the success of the 
various car manufacturers in snatching each other’s market shares (in an industry 
that is in crisis overall) lies in the average launch period for a new model. So, every 
three to four years, all car manufacturers cease production of the ‘old’ models and 
start production of the new ones, which obviously must not look too much like 
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the old ones; otherwise how could car owners be induced to change cars more and 
more often? And if the principles of marketing are not enough, then the state and 
international organizations step in to impose new supposedly safety and ecological 
standards so that cars on the road are taken to the scrap yard on their own wheels, 
to be replaced by new super-ecological cars that will be rendered obsolete within 
a few years.

In the face of such productive irrationality, market signals and incentives do not 
go in the direction of an industrial reconversion that solves the problem of over-
production of cars and eliminates the waste of a system that produces commodities 
made to last 20 years but which the system itself makes obsolete after four; on the 
contrary, market incentives lead to interventions that only serve to postpone the 
problem for a few years, in the hope that the whole of society will eventually have 
to bear the burden, according to the usual logic of privatizing profits and social-
izing losses. So now capital calls on the state, demanding scrapping incentives, tax 
breaks, financial aid and laws forcing car drivers to change their cars even when 
there is no reason to do so, just in order to sell more and more cars, all of which 
will get stuck in traffic.

This is how we see the emergence of high moral values in public intervention 
policies, such as safety and respect for the environment (which in reality only serve 
to make us throw away our old car so that we can buy a new one, preferably with 
an electric engine), which we then see die as soon as it comes to work safety and 
industrial pollution (since, in the latter case, these values clash, rather than marry, 
with those of profit maximization and capital accumulation).

Social rationality and planning

If the system has so far avoided the biggest crises and has been able to remedy 
the crises that have occurred, it is, paradoxically, precisely thanks to the massive 
intervention of the state (or, rather, of the states, given the international dimension 
of the markets). The state and the international institutions intervene by favouring 
particular technological developments and preventing others, supporting sectors 
in difficulty, absorbing surplus assets and rescuing, from time to time, opportune 
industrial and financial groups in crisis. The very functioning of the market rests on 
the centralized intervention of the state and international bodies, which, with differ-
ent weights and instruments, define the rules of the game, actively intervene with 
fiscal, industrial and trade policies, participate in relations between social actors 
and, in so doing, govern and direct the process of capital accumulation.

While neoliberal economists are all about defending the deregulated market, it 
is public planning (by the state and international bodies) and private planning (by 
multinational corporations) that prevents the final collapse of the market. Obvi-
ously, this is a planning that seeks to rationalize production while remaining within 
the logic of profit and whose effectiveness, at best, is aimed at the orderly function-
ing of the system and the creation and exploitation of ever new opportunities for 
profit. But, if the state intervenes in defence of profit, it is only because, in so doing, 
it defends itself. The (public or private) rationalization of the process of (private) 
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capital accumulation is in fact the primary condition of survival of the capitalist 
system and its institutions.

However, if public and private capitalist institutions are capable of rationaliz-
ing production according to capitalist logic, that is, according to the objectives of 
capital accumulation, production can also be rationalized according to the logic of 
the democratically determined goals, reflecting the needs of the population. This 
means addressing the production problem through the instrument of planning, 
starting with a democratic procedure of defining the public objective function.

So let us see more clearly what the problems of a planner are, who seeks to 
rationalize production in response to the needs of his people, rather than in response 
to the needs of capital accumulation. Bourgeois theory does not really contest the 
ability to produce with the same technical efficiency as the market. The same tech-
niques used by capitalist enterprises could in fact be used by socialist enterprises. 
Nor can it be argued that the socialist enterprise is less productive than the capi-
talist enterprise because of lower performance incentives since this is tantamount 
to admitting that the capitalist enterprise exploits the workers more, that is, that 
higher levels of productivity are obtained through greater effort on the part of the 
worker, that is, through an increase in the input ‘labour’, which has nothing to do 
with efficiency, which presupposes that the maximum output is obtained for the 
same input.

Nor can the rationality of planning be contested in relation to the efficient allo-
cation of resources: in the market system, it is the objectives of individual con-
sumers, weighted according to their purchasing power, that guide the allocation 
of resources; in a planned system, the allocation of resources is instead guided by 
the objectives of the planner. The problem of planning therefore has nothing to do 
with issues of irrationality or inefficiency; it is simply a matter of pursuing different 
goals than those pursued in the market society – in one case it is the goals of those 
with purchasing power that matter, in the other it is the goals of the planner – but 
in both cases the goals set can be realized efficiently, with the minimum use of 
available resources.

Rather, the real critique of bourgeois theory concerns the planner’s (in)ability to 
actually know what is to be produced based on the (objective) needs and (subjec-
tive) preferences to be satisfied.

As far as needs are concerned, the criticism is not very relevant. Since these 
are objective facts, science and a little common sense would suffice to resolve the 
issue: it is not so difficult to understand that a hungry person needs food, a cold 
person needs clothes and a home, and a sick person needs care and medicine. On 
the other hand, as far as ‘higher’ social needs are concerned, we know by now that 
education, sport, culture cannot be considered luxuries at all, once the strictly basic 
needs have been met.

So let us come to subjective preferences: here indeed, without the participation 
of the interested party who freely expresses his/her opinion, it is difficult to imagine 
how a planning authority can satisfy the varied preferences of its citizens. But is it 
then true that the market does it better? After what we have said about the coercion 
imposed by individual budgetary constraints, does it still make sense to define the 
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market as a place where preferences are freely expressed? And then, what do the 
market sensors that Austrian economists insist on so much actually detect? Perhaps 
that a rich man prefers a Jaguar to a Mercedes, but not that a penniless person pre-
fers pasta to rice (or a Mercedes to a Jaguar), or that an African child prefers milk 
to flies on his/her nose. Not to mention the fact that when market sensors detect a 
preference for milk, there is no chance that it will end up to African children who 
need it to survive. More likely, with the current distribution of income and wealth, 
it will end up instead to the kittens of bourgeois ladies. And, if this is the case, why 
should an outline vote (with appropriate voting and political discussion criteria) on 
social priorities and the goods and services to be produced not suffice to give the 
planner an idea of the wishes and aspirations of his people?

Moreover, this insistence on individual preferences only reflects the aspirations 
of the bourgeoisie (the freedom to buy this or that product, or even the freedom to 
dismiss this or that worker), hiding them, once again, under the guise of the com-
mon good. In the society of consumerism, it may seem provocative, but I must 
make these three considerations. Firstly, I  do not see the point of talking about 
preferences when we are still far, in too many cases, from satisfying basic needs. 
Second, I do not find the right to choose a car so important, when for many people 
this choice will simply never arise due to lack of purchasing power. Thirdly, prefer-
ences expressed in individual choices reflect an unacceptable underlying asymme-
try: for some, the problem of choice concerns first and foremost the particular boss 
on whom to make their very existence dependent; for others, instead, the choice 
concerns only the type of car or the brand of dress since for them the day when 
they will see their existence dependent on a boss who is not their relative or their 
father’s friend will simply never come.

But, if the criticism of planning really boils down to the problem of making one 
person get the yellow shirt and another a red one according to their preferences, 
then it does not seem to me that there are any insurmountable technical problems: it 
would suffice to produce a certain overabundance of coloured shirts, which, moreo-
ver, in the current market system happens in all sectors where preferences count 
(without this being considered in any way a social problem, since excess supply is 
the guarantee of demand satisfaction).

From a practical point of view, a planning process that respects socially 
expressed needs and preferences must determine a value system that defines the 
criteria of economic rationality. This process of defining social values to inspire 
the production and distribution of goods is obviously compatible with various 
procedures of individual and social participation in political life. In this sense, 
planning – the conscious direction of the economy – can be achieved through 
different models of democracy, identifying the most appropriate venues in which 
to allow stakeholders to express their needs and desires and thus participate in 
defining society’s goals. In this respect, the issue of the voting system is only one 
aspect of the problem. Alongside models of representative democracy, different 
models of participatory democracy can be imagined (and implemented). What-
ever the democratic model of political participation, it is in any case sufficient 
to determine the value system that serves as a guide for economic action. On the 
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basis of this value system, the entire production and distribution apparatus must 
then be reorganized.

It is obvious that the transition to a planned mechanism implies a radical redis-
tribution of voting rights compared to the current market-based distribution. There-
fore, it is normal to expect that the exchange relationships between commodities, 
expressed today in market prices, will be revolutionized. If in market society we 
spend 50 dollars to produce a medicine that can save a life and another 50 dollars 
to produce a good wine, it is not because we have publicly discussed and decided 
that the value of life is equivalent to that of a good drink, but because, in aggregat-
ing individual needs and preferences through the market the desires of the hold-
ers of purchasing power prevail, who – perhaps because they are healthy, perhaps 
because they are alcoholics, or perhaps because they are rich enough to afford both 
medicine and wine – are willing to spend the same amount on a life-saving pill as 
on a glass of wine. This does not happen in the planned system: through production 
planning, the goals to be pursued by society are explicitly determined and can be 
the subject of democratic discussion.

Use and exchange values

The transition from market to planning can be achieved according to different 
dynamics. The more important the needs to be satisfied, the more urgent is the 
replacement of the market’s ‘rationality’ criteria with rationality criteria actually 
defined from the needs of the population. In this process of expanding the eco-
nomic sphere under the conscious control of society, the spontaneous dynamics of 
the market must be explicitly fought, leaving room for democratically established 
social values. The laws of the market can therefore in no way be taken as the yard-
stick by which to judge. This means that the production of goods and services must 
be progressively decommodified, that is, it must be aimed at the direct satisfaction 
of needs, not at sale on the market.

From a theoretical point of view, maximizing the allocative space managed by 
planning on the basis of a democratic criterion of rationality and minimizing the 
allocative space managed by the market (according to an oligarchic criterion of 
rationality), use values will tend to prevail over exchange values. Let us take a 
closer look, then, at what use values and exchange values are.

The use value of a good derives from the particular properties of the good that 
make certain uses of it possible. Water has a use value because it thirsts, pasta 
because it feeds, a computer because it helps in writing a book. The exchange 
value (the price), on the other hand, expresses a relationship between goods: on 
the market ten litres of water are exchanged for a kilo of pasta and 1,000 kilos of 
pasta are exchanged for a computer. In capitalism, these exchange relations are not 
occasional, they are instead the very goal of production: goods and services are not 
produced to be directly consumed by the producer but to be sold on the market. In 
this sense, their very nature gets transformed since the exchange value rather than 
the use value becomes the very goal of capitalist production.
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If bourgeois economics talk about ‘goods’ as if their nature were the same in all 
modes of production, Marx (1867, ch. 1) opens Capital precisely by discussing the 
nature of the ‘commodity’ in capitalist production and the issue of its value. Use 
value is obviously an essential prerequisite for exchange value: a good that has no 
use value will never receive a market valuation simply because no one is willing 
to give up anything in exchange for it. However, once it is established that com-
modities that are exchanged in the market necessarily have a use value, the rela-
tive importance of their different uses is not sufficient to determine their exchange 
values: water is essential for life (and therefore has a great use value) but in many 
market economies it has a very limited exchange value, compared for example with 
that of diamonds (whose use value is certainly secondary from the point of view 
of survival).

In the realm of commodities, it is not the use value that drives production but 
the exchange value. Nobody cares if the internet is truly accessible to all and if 
security keys are an unnecessary expense. In capitalism, it is all about making 
profits. Therefore, research focuses on technologies to exclude service and appro-
priate profits, not to expand access. If the best pastry chefs compete to make the 
best chocolate cake, Nutella goes straight into the toilet. But if you want to build 
the greatest fortune in Italy you have to make a low-cost crap that everyone likes. 
Chocolate stops being made with cocoa and becomes a mix of palm oil, cocoa but-
ter and marketing. Originally, it served to satisfy our taste, now it serves to enrich 
those who sell it. Use value succumbs to exchange value. Worshipping Nutella is 
trendy, and a country with a worldwide culinary reputation is now better known for 
its industrial cuisine than for the taste, variety and quality of its food . . . and the 
Ferrero family is the richest in Italy.

In this process of commodification, the intrinsic characteristics of goods are 
moulded by capital to best suit its needs and all that remains of the original good 
is its name. By their nature, chocolate and an internet connection have nothing in 
common. However, when their production takes place on a capitalist basis, they 
become almost identical: for capital they are both means to make profits; and if in 
order to maximize these profits, the connection slows down and chocolate becomes 
a fatty paste, the problem lies with men, not with capital. And if food corporations 
have been able to transform the very nature of chocolate, what is so strange if now 
they pompously launch insect flour, the new source of protein for those who can no 
longer afford a steak?

Whether it is basic necessities or superfluous things makes no difference. If 
chocolate is not a political priority for anyone (although the commodification of 
food affects the concrete lives of all of us in the deepest way), the problem becomes 
more serious when it comes to the right to education or health. Because while 
neoliberals and Keynesians would like to develop the market through state subsi-
dies and incentives to households and firms, these rights are increasingly denied in 
practice by the very lack of public funds. Thus, thanks to the advance of the market, 
state schools and the national health system are shrinking, and private schools and 
clinics are growing instead. The latter, however, have no interest in developing the 
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cultural and scientific growth of young people and developing an organic approach 
to health because critical study and medical prevention match badly with the logic 
of profit. If we already complain about the commodification of these sectors vital to 
the satisfaction of basic needs, by expanding the role of the market, commodifica-
tion accelerates.

In a commodified world, given equal effort in production, if commodity X is 
produced instead of commodity Y, it is not because X is more important than Y from 
the point of view of the uses to be made of it, but because it has a higher value on 
the market, which allows greater quantities of other commodities to be obtained 
in exchange. In a planned system, by contrast, production is driven directly by 
society’s assessment of the uses of different goods and services. The real problem, 
then, is to ensure that society can express its evaluation in a democratic manner, by 
collectively establishing its priorities and consciously defining criteria of economic 
rationality to replace the criteria of market (ir)rationality summarized in the price 
system.

Bourgeois and communist values

Once the criteria of social rationality in production have been established, the ques-
tion arises as to each individual’s participation in the production process and the 
sharing out of the product. In the market society, the package of commodities each 
individual receives depends on his/her economic capabilities, not on the actual 
need for those goods. In other words, market society gives to everyone according 
to his/her economic capabilities, not according to his/her needs. But even if one 
were to stick to the mystified representation of bourgeois economics, according 
to which the market gives to everyone according to his/her ability (understood as 
individual dexterity, rather than spending capacity), in what sense can such a cri-
terion be considered a purely efficiencyist matter? It actually incorporates a strong 
and counterintuitive value judgement: why should the capable have more resources 
to pursue their interests? One could, for instance, argue – on the basis of a different 
value system – that one who is incapable should be given more (e.g. because an 
incapable might need more resources to satisfy his/her needs or even because he/
she might simply have more needs). But this only confirms that the bourgeois econ-
omy’s concept of efficiency is an ideological concept, laden with value judgements.

It should also be added that, in the market system, participation in the social 
process of production, work is a (formal) right, but not a duty: this means that 
those who are not in need are de facto exempt from the drudgery of work, while the 
imperative to work hard and in the most humble and risky conditions is imposed on 
the very ones in need. This means that the contribution that each individual makes 
to total production is not proportional to his/her ability, but to his/her needs.

If Marx (1875, ch. 1), in the Critique of the Gotha Programme, stated that 
‘in the highest phase of communist society (. . .) society inscribe on its banners: 
From each according to his ability, to each according to his needs!’, the bourgeois 
motto (obviously not made explicit) is: From each according to his needs, to each 
according to his abilities! If one then recognizes that the main ability that matters 
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in the market is the spending capacity, we can get even more precise: From each 
according to his needs, to each according to his spending capacity!

Extending the realm where it is the law of the market that regulates social rela-
tions means extending the realm where this double allocative principle applies, 
which takes from those in need and gives to those who already have. Realizing a 
society in which it is the needs of individuals and the community that drive produc-
tion and the allocation of resources means, on the contrary, subtracting space from 
the market: abolishing market prices and their presumed rationality (which only 
assumes meaning in the logic of ‘one dollar, one vote’), letting the values demo-
cratically expressed by society guide economic choices, and redefining the very 
meaning of economic rationality on an expressly social basis, which, in the current 
stage of advancement of the social division of labour, is only possible through con-
scious forms of control of production.

All this should also lead to a general rethinking of the values on which social 
interaction is based and of the meritocratic logic itself (on which the market’s 
incentive mechanism is based). Meritocracy is not only a mystification of the law 
of the strongest – in the market, the strongest wins, not the best – but above all a 
principle incompatible with the communist ideal of a world in which it is our needs 
(duly determined and democratically expressed) that guide productive activity, not 
our supposed prowess.

Decommodification, democracy and communism

In the market the rule ‘one dollar, one vote’ applies, in the political sphere of col-
lective decisions the rule ‘one head, one vote’ applies (despite all the imperfections 
and flaws of the representative mechanism). The first principle is not democratic, 
the second is. And so all that needs to be done is to progressively reduce the field 
in which it is the impersonal market mechanism that regulates our relations and 
extend the field in which it is our conscious wills on an equal footing to form a 
collective choice. The thing is very feasible (albeit wretchedly countercultural): 
all we have to do is to take space away from the market, decommodify goods, 
things, people, making them simply goods, things, people, instead of commodities, 
and, in so doing, allow society to express its own evaluations on alternative uses 
of resources without any respect for the logic of exchange values imposed by the 
market. As long as there is a market, there will be a violation of democracy, and the 
larger the market space, the more serious this violation will be.

The realization of democratic principles, in a context in which the limits of the 
market are recognized, therefore passes, in my opinion, through four interdepend-
ent conditions:

1.	 The establishment of democratic procedures for political confrontation to deter-
mine the social priorities and economic goals to be pursued. (In the current 
system, social priorities are determined by the autonomous and socially irra-
tional forces of the market.) This means extending the mechanisms of collective 
decision-making based on the democratic principle of ‘one head, one vote’ to 
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the various fields of economic interaction, effectively preventing the develop-
ment of the oligarchic principle of ‘one dollar, one vote’ in force in the market. 
At the institutional level, the realization of a system of real economic democ-
racy requires radical changes to truly assert the dominance of politics over eco-
nomics in both the real economy and finance. All economic decisions (first the 
strategic ones and those regarding most urgent needs, then gradually all the oth-
ers) should therefore pass under the control of democratic institutions (and not 
institutions lacking popular legitimacy and pretending to be super partes, such 
as central banks and other national and international financial bodies).

2.	 The expansion of the economic space regulated through the conscious instru-
ment of planning, starting with a democratically determined objective function, 
as a means of providing citizens with the goods and services deemed socially 
necessary, according to the priorities expressed by society.

3.	 The progressive replacement of the bourgeois principle from each according 
to his needs, to each according to his (spending) abilities in force in the mar-
ket, with the communist principle from each according to his abilities, to each 
according to his needs in force in a state that rationalizes production accord-
ing to the needs of its people (and not according to the needs of capital accu-
mulation). On the side of public expenditure, this means ensuring the supply 
of essential goods and services for free, or, if not feasible, at a political price 
dependent on the priority level of the needs that these goods and services have to 
satisfy. On the side of tax revenues, this means sharply increasing the tax burden 
(a necessary condition for financing the expansion of public services) through a 
strongly progressive system that penalizes capital income.

4.	 The progressive decommodification of the various spheres of our lives: food, 
health, housing, education, culture, sport, transport and, of course, labour (labour 
power in Marxian terms), which is the real turning point towards a socialist 
society. From the material point of view, this means directing the production of 
goods and services related to these social objectives towards the direct and free 
satisfaction of the needs of the population, while at the same time countering 
the production of goods and services for sale on the market. From the people’s 
point of view, instead, it means extending the rights and protections of all weak 
subjects in market interaction, starting with workers.

All this means confining the market to ever narrower scopes and finally 
abolishing it.

Note
	1	 In his critique of capital, Marx insists that competition is the vehicle for this reversal 

between essence and appearances. In this passage, he notes in particular that the capi-
talist who, under competitive pressure, expands production and reduces costs, actually 
sees his profits rise, but does not realize that, in doing so, he contributes to the fall of the 
general profit rate. The vulgar economist instead of explaining the origin of profit (as 
labour extorted from workers) and the causes of its fall (the over-accumulation of capital) 
presents profit as value created by capital (through the competitive stimulus) and illudes 
himself/herself that he/she can counter its fall by further developing competition and 
capital accumulation.
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8	� Conclusions

In this book, I have tried to highlight the unfoundedness of the widespread belief 
that the market is a desirable, efficient or rational allocative instrument. The illu-
sion that this belief rests on rigorous scientific foundations is, in my opinion, one of 
the main reasons for the affirmation of the neoliberal culture far beyond the bound-
aries of the groups, social classes, countries and geographical areas that directly 
benefit from market interaction.

Market culture, with its claimed (and unfounded) neutrality, is today the biggest 
obstacle one faces when trying to reason openly about other possible worlds. Over 
and over again, even in many critical circles, the conviction re-emerges that the 
market can be ridden, governed, directed, and this not as a lesser evil with respect 
to the most extreme neoliberalism, but as a solution to the problems of a world in 
which everything is transformed into a commodity (to be exchanged indeed on 
the market). When an object or an aspect of our life (work, health, education, the 
environment, sport, sex, art, culture, scientific research) becomes a commodity, it 
is subjected to the impersonal laws of the market and the community loses its right 
to determine the most appropriate guiding values to regulate its production and 
distribution according to the needs of the population, because the only value that 
counts in the market is profit.

In an attempt to counter market culture (which justifies and idealizes the process 
of increasing commodification) I have first of all tried to show the groundlessness 
of its scientific foundations. My conviction (or perhaps only hope) is that by open-
ing up the discussion on the scientific foundations that would claim to support the 
entire neoliberal system, it is possible to appreciate how the defence of the market 
is now a simple act of faith and how bourgeois economics, while claiming to want 
to conform to the rigour of exact sciences, has in reality come ever closer to a reli-
gion, with its own God to be idolized and to whom to sacrifice those nine-tenths of 
the world’s population who only pay the costs of the market.

My remarks against the defence of the market by bourgeois theory have been 
articulated on two levels: one of internal critique, the other of external critique.

On the internal critique level, I first showed the particular significance of the 
supposed rationality, efficiency, desirability and necessity of the market, highlight-
ing the ideological and biased content these terms take on in scientific discourse.
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The first problem concerns the individualistic ideological approach which, in 
bourgeois economics tends to overlap with methodological individualism. It is one 
thing to say that all phenomena must be explained from the individual (a meth-
odological principle that is, moreover, highly questionable), quite another to say 
that rationality, efficiency and social desirability must necessarily be expressed in 
terms of the absolute sovereignty of the individual. This principle also takes on a 
strong conservative connotation in economic discourse through the definition of 
the Pareto criterion as a normative yardstick since the individuals whose values 
are considered supreme and inviolable are not abstract individuals but the concrete 
individuals that make up market society. In this way, each individual is endowed 
with veto power over every possible change, and only those changes that receive 
unanimous approval are considered normatively legitimate (Pareto criterion), 
whereas the status quo is implicitly accepted as legitimate without being subjected 
to any approval by the sovereign individuals.

In bourgeois theory, moreover, the sovereignty of the individual takes on an 
arbitrary and quite particular form according to which the individual is sovereign 
only in the act of consumption. Individualistic ideology thus merges with the con-
sumerist one, resulting in normative prescriptions that are explicitly at odds with 
the founding principles of capitalist democracies themselves.

Thanks to the myth of the fair market, without power relations, without classes 
and as a source of wealth and information, bourgeois economics then makes a 
virtue out of social differences, elevating the winners of the ‘market game’ to 
deserving triumphant and mortifying the others as despicable losers. Here the mys-
tification and ideological intrusion are twofold: first, it is arbitrarily established that 
in the market the best always wins, whereas in general the strongest wins; second, 
it turns the fact that in capitalism each individual’s remuneration is linked to his/her 
performance into an absolute moral principle (obfuscating the fact that meritocratic 
morality is not absolute at all, but specific to competitive modes of interaction). 
That remuneration depends on performance is a fact in market interaction, and 
by transforming a factual judgement into a value judgement, bourgeois econom-
ics commits a methodological malfeasance, violating the principle dear to David 
Hume that it is not scientifically correct to deduce what ought to be from what is 
(Hume, 1739). Moreover, having introduced meritocratic morality in a context of 
economically heterogeneously endowed agents, bourgeois economics implicitly 
espouses the political principle of ‘one dollar, one vote’, that is, the principle of the 
importance of the individual according to census.

Obviously, leaving aside the academic debate, all these critiques of bourgeois 
economics in its mystified treatment of the market translate into just as many cri-
tiques of the market itself. Regardless of the arguments of neoliberalism, in fact, 
the principle of consumer sovereignty, the fact that the ‘market game’ is not a game 
of skill and luck, but one of power and class struggle, and the principle that it is on 
the basis of census that individual preferences are aggregated in determining col-
lective choices are all facts that apply in the market. If on the theoretical level the 
problem of bourgeois economics is the attempt to portray these facts as rational and 
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efficient, on the level of communist action the problem is the need to change these 
same facts by abolishing the privileges and discriminations they express.

On the external criticism level, a first limitation of the market efficiency theory 
concerns the assumptions regarding the productive sphere: the presence of increas-
ing returns to scale, externalities and public goods in reality prevents the realization 
of Pareto market efficiency.

A second order of problems then emerges on the demand side, if one reflects on 
the real world validity of the principle of consumer sovereignty and the assumption 
that individual preferences are actually innate or, in any case, determined outside 
the economic sphere.

The issues of economic power, social classes and exploitation can also be con-
sidered as elements of external critique as they are completely absent from the 
schemes of bourgeois theory but strongly present in capitalist reality. Connected to 
these issues is the critique of the attempt to portray the powerful captains of indus-
try of modern capitalist systems as bold self-made-men.

In raising these critiques, all I have done is to make explicit what economists 
(neoliberal and otherwise) know (or should know). Mainstream bourgeois theory 
has chosen to use the terms of scientificity, rationality, efficiency, treating the prob-
lem of market interaction with the utmost analytical precision in a merely for-
mal attempt to prevent ideological intrusions and value statements. But the truth 
is that these terms are themselves imbued with ideology since they are based on an 
implicit but precise value judgement consisting of the tacit approval of the distribu-
tion of purchasing power and its mechanisms of reproduction.

The uncritical acceptance by the ‘market left’ of these principles is, in my opin-
ion, one of the root causes of its identity crisis. Starting from the rejection of the 
logic of exchange values (market prices) as an expression of rationality and social 
efficiency, I have therefore proposed, in line with Marxist thought, a criterion of 
rationality based on use values and democratically determined social priorities 
(which presupposes the decommodification of things and people and the planned 
direction of the economy). And, with it, the progressive extension of the political 
principle of ‘one head, one vote’ to all spheres of economic and social interac-
tion – conditions necessary to realize a society that takes from each according to 
his/her abilities and gives to each according to his/her needs.
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Allocation  Distribution of available goods among individuals in society.
Analytical Marxism  School of thought within Marxism (existing only on an academic 

level) that adheres to methodological individualism and uses the analytical tools of 
neoclassical theory, in particular, those of game theory. It analyses some of the Marx-
ist propositions (e.g. concerning exploitation and class relations) with the hypothesis 
of optimizing individual choices and explains social entities (e.g. social classes) as a 
product of the choices of rational individuals.

Arrow-Debreu model  See: General economic equilibrium model.
Arrow theorem  See: Impossibility theorem of voting.
Austrian school  School of economic thought founded in 1870 by Carl Menger, dominated 

by the economists who held the chair of Political Economy at the University of Vienna 
until the 1920s. Together with the neoclassical school, it gave rise to the so-called 
‘marginalist revolution’ in economic theory based on the subjective theory of value. 
Analytically, it differs from the neoclassical school in its rejection of formalism and its 
analysis of disequilibrium processes rather than the study of equilibrium positions. On 
the political and normative level, it came to be characterized by its critique of socialism 
and planning in general and its radical defence of the market mechanism.

Basket of goods  Set of different goods in given quantities. For example, a basket of goods 
may consist of a kilo of bread, three onions and two bottles of wine.

Budget constraint  Set of baskets of goods that a consumer can purchase with the monetary 
income at his/her disposal, given the prevailing price system. According to neoclassi-
cal consumption theory, the budget constraint is a datum of the consumer’s problem. 
The existence of completely heterogeneous budget constraints between individuals is 
therefore not a phenomenon to be explained, but the datum from which to start. Among 
all the baskets of goods that respect the budget constraint, the consumer will choose 
the one that best responds to his subjective preferences (also to be considered as an 
exogenous datum to the model).

Constant returns to scale  They are realized when a proportional increase in all inputs 
generates an equally proportional increase in output. In such circumstances, the size 
of the production plant is of no importance from the point of view of production effi-
ciency: small and large enterprises are technologically completely equivalent.

Consumer sovereignty  Normative principle according to which the assessment of the 
functioning of an economy must refer to the ability to realize consumer preferences 
(which are taken as given and are considered independent of social interaction). This 
principle is the foundation of all modern normative economics. It is actually a special 
case of the principle of individual sovereignty.

Contestable markets, theory of  A  monopolistic market is perfectly contestable when 
the costs of entry and exit from the market by potential rivals of the monopolist are 
zero. According to economic theory, in the case of perfect contestability, potential 
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competition in a monopolistic market produces the same effects (in terms of Pareto 
efficiency) as those produced by actual competition. Indeed, the mere fear that a new 
firm might enter the market prevents the monopolistic firm from taking advantage of 
the monopoly benefits and forces it to behave as if it actually operated under conditions 
of perfect competition.

	   From the point of view of realism, the conditions of perfect contestability are cer-
tainly no better than those of perfect competition. On a theoretical level, however, the 
theory of contestable markets makes it possible to defend the market even when it 
violates the conditions of perfect competition (as in the case of monopoly). The greatest 
impact of this theory concerns the regulation of markets: according to the old guiding 
principles of regulatory agencies (anti-trust and sector-specific agencies), sectors char-
acterized by few giant companies had to be reorganized or at least put under surveil-
lance so as to re-establish competitive conditions. The theory of contestable markets 
undermines this simple principle by asserting that the existence of a monopoly in a 
given sector is not sufficient to eliminate the benefits of competition (and therefore 
does not necessarily require state intervention) since competition could still operate in 
a potential way.

Critical consumption  Bourgeois-inspired campaigns aimed at discouraging the con-
sumption of certain commodities on moral grounds. The logic of these campaigns, 
sometimes even presented as radical instruments of anti-capitalist struggle, is based on 
the acceptance of the ‘one dollar, one vote’ principle, the cardinal principle of market 
interaction in capitalism.

Decreasing returns to scale  They occur when a proportional increase in all inputs gener-
ates a less than proportional increase in output. In such circumstances, the increase in 
the size of the production plant, instead of allowing a saving in the quantity of input per 
unit of output, leads to a deterioration in the technical conditions of production. The 
large enterprise is thus less efficient than the small one. This hypothesis is very wide-
spread in the models of neoclassical theory (and, in particular, is fundamental in the 
general economic equilibrium model), despite its little, or no, empirical relevance and 
the problems of logical consistency that it poses (in fact, if reducing the size of the firm 
increases the efficiency of the firm itself, each firm would be inclined to divide itself 
into smaller and smaller production plants until it eventually disappears).

Economic model  Simplified representation of reality used to describe and interpret an 
economic phenomenon. Generally, given the hegemony of the neoclassical school, the 
concept of model is restricted to mathematical representations.

Economic power  Ability to condition the behaviour of other subjects through the use 
of economic instruments. The exercise of economic power may come about either 
through the ability to modify the decision-making constraints of other subjects or 
through the ability to influence the subjective criteria (e.g. preferences) that guide the 
decision-maker’s choice within the existing constraints.

Economies and diseconomies of scale  The former occur when costs per unit of output 
decrease as output increases. The latter when costs per unit of output increase as output 
increases. The concept of economies and diseconomies of scale is closely linked to 
that of increasing and decreasing returns to scale. The latter, however, only concerns 
technological aspects (the greater or lesser technological efficiency of the large plant 
compared to the small plant), whereas the concept of economies and diseconomies of 
scale also involves the prices at which the firm buys inputs. In the presence of constant 
returns to scale (i.e. with the same technological efficiency), the large firm might still 
be more economically efficient than the small one to the extent that, by buying large 
quantities of inputs, it is able to obtain lower prices than the small firm.

Endogenous variable  See: Exogenous and endogenous variable.
Endowments  Amount of assets possessed by different individuals before market interac-

tion begins. According to neoclassical theory, the different endowments of individuals 
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in the capitalist system constitute a starting point in economic analysis, not a phe-
nomenon to be explained. In the general economic equilibrium model, in order for 
Pareto-efficient allocations to take place, it must be assumed that individual endow-
ments respect the ‘consumer survival’ hypothesis, according to which the endow-
ment each individual receives at birth is such that he/she can live even without market 
exchange. This is, of course, an assumption lacking any realism.

Equilibrium  Situation in which no agent is interested in changing its behaviour. If the 
system is in an equilibrium position, it remains there, barring exogenous shocks on the 
data on which the equilibrium is defined. In neoclassical theory, the concept of equilib-
rium depends directly on the axiom that agents make their economic choices by solv-
ing constrained optimization problems. Neoclassical equilibrium is obtained when all 
agents optimize their objective function given the constraints of their decision problem. 
Under such circumstances, in fact, no agent will have an interest in unilaterally chang-
ing its behaviour (since it is already obtaining the maximum possible).

	   From this general definition, the usual definition of equilibrium as the equality of 
supply and demand is obtained. The procedure is as follows. From the analysis of the 
constrained optimal problems of individual agents, it is possible to construct ‘indi-
vidual supply and demand curves’ for each good, which express the optimal quantities 
that the individual agent is willing to buy or sell depending on the prices of the goods. 
For each good, the individual demand and supply curves are then aggregated to form 
the ‘market demand and supply curves’. The former summarize the overall demand 
of all agents willing to purchase a certain good (resulting from the solution of their 
respective optimization problems). The latter, instead, summarize the total supply of 
all agents willing to sell the good. The intersection between the two market supply and 
demand curves thus expresses an equilibrium configuration in the sense that all agents 
in the system realize their optimal exchange plans.

Equilibrium method  The analysis of reality using equilibrium models presupposes that 
the system is in its equilibrium position. For this to happen, it is first of all neces-
sary that an equilibrium exists, that is, that the theoretical conditions for the exist-
ence of equilibrium are met in reality. In the case where more than one equilibrium 
exists (non-uniqueness), the problem then arises of which position the real system is in. 
Finally, in order to interpret reality as being located in its equilibrium position, it is nec-
essary to analyse the conditions of stability: if in fact the equilibrium is unstable, even 
the slightest perturbation – which would cause the system to move out of its equilibrium 
position – would end up moving the system further and further away from equilibrium 
(thus making the hypothesis that the system is continuously in equilibrium impossible 
to defend). Only with these precautions does it make sense to analyse the problem of 
normative properties of equilibrium (such as the question of Pareto efficiency).

Equity and justice  Equity is a principle of distributive justice. Procedural equity refers 
to the rules that govern the distribution of resources among individuals. Substan-
tive equity refers instead to the resources actually received by each individual. In the 
presence of substantive inequality, in the distribution of resources, according to John 
Rawls’ theory of justice, rules should favour the most disadvantaged groups. Accord-
ing to the approach of Hayek and Robert Nozik, distributive justice should instead be 
defined only in a procedural sense.

Exchange value  See: Use value and exchange value.
Exogenous and endogenous variables  When constructing an economic model, it is first 

necessary to specify the sets of variables that are exogenous and endogenous to the 
model. Variables that are exogenous to the model are those that are not explained within 
the model itself, but are instead taken as given, as a starting point for the explanation 
of other variables (the endogenous ones). From a methodological point of view, there-
fore, the exogenous variables are placed outside the sphere of economic investigation 
and simply constitute the starting data for the entire theory. Endogenous variables are 
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instead the variables that depend on other variables in the model and are thus explained 
by the model itself.

Exploitation  In Marxian theory, difference between the value produced by labour and the 
value of labour power. In the production process, the worker sells his/her labour power 
(he/she commits to work for eight hours a day) in exchange for a wage. During the 
working day, he/she produces commodities that thus incorporate eight hours of labour. 
However, with the daily wage he/she receives, the worker can purchase commodities 
that incorporate a smaller amount of labour (say five hours of work). The fruit of the 
remaining three hours of labour (surplus labour) ends up in the capitalist’s pocket in 
the form of profit. The existence of surplus labour, as a necessary condition for the 
existence of profit, is the basis of Marx’s theory of exploitation. According to Marx, 
exploitation characterizes all class-divided societies: in feudal society, it is evident and 
manifest; in capitalist society, it is hidden behind the veil of ‘voluntary’ exchange, 
which makes the (objective) relationship of exploitation appear as the result of ‘free’ 
subjective choices.

	   In neoclassical theory, the concept of exploitation has instead a completely different 
meaning: it expresses the difference between the actual market price and the (theoreti-
cal) price of perfect competition. It is worth noting that, contrary to the neoclassical 
axiom, in the Marxian conception exploitation occurs even in a capitalist system char-
acterized by markets of perfect competition because capitalism in order to function 
must still guarantee positive profits for capitalists.

Externalities  Effects of the economic activity of one party on the welfare of other parties 
that occur without the parties involved being able to negotiate these effects in a special 
market. These are, in a sense, ‘side effects’ of market interaction that are not subject to 
negotiation between the parties. A company that has two different techniques, one of 
which is ‘clean’ and the other polluting, will choose to use the cheaper one without any 
regard for its socially harmful effects. For their part, those affected by pollution have 
no means of inducing the company to use clean techniques. The result is that the level 
of pollution will tend to be higher than that compatible with Pareto efficiency. Exter-
nalities are thus a case of so-called market failures. Getting the state to intervene in 
order to re-establish Pareto efficiency, in any case, does not mean inducing eco-friendly 
production at all but simply producing the level of pollution desired by the holders of 
purchasing power.

Game theory  It studies strategy games (chess, draughts, poker) in which luck, if pre-
sent, is not the only factor determining the outcome (games such as heads or tails 
or the game of goose are thus excluded). At a formal level, it can be defined as a set 
of logical-mathematical models analysing the strategic interaction between rational 
subjects (i.e. optimizing a given objective function). It became widespread in the late 
1950s and found applications in the fields of oligopoly theory, wage bargaining theory, 
economic policy and international cooperation. Outside the economic sphere, impor-
tant applications concern military problems (developed particularly during the Cold 
War). Indeed, it was the military interests of the United States during the Second World 
War and the Cold War years that led to the development of this branch of mathematical 
economics.

General economic equilibrium model  Mathematical model first formalized by Walras 
in 1874 and later developed in particular by Arrow and Debreu in the 1850s in which 
a complete system of markets is assumed to exist in which individuals exchange the 
goods they own with each other. The model is based on three fundamental givens con-
cerning technology, individual preferences and the initial endowments with which each 
individual starts market interaction. The problems that are analysed through this model 
are those of existence, stability, uniqueness and Pareto efficiency of the equilibrium. 
From a theoretical point of view, the least encouraging results concern the problem of 
stability and uniqueness of the equilibrium. To date, however, the general economic 
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equilibrium model remains the most organic and mathematically advanced attempt, 
developed by the neoclassical school, to study the functioning of a system of interde-
pendent markets and to assess its normative properties.

Goods and commodities  A good (or service) is anything (or activity) that has a use value 
(see: Use value and exchange value). It is a generic category, completely unrelated to 
the mode of production and its social relations. A chair serves to sit on in feudalism as 
well as in capitalism or socialism, and the use that can be made of it does not depend on 
how it was produced. A commodity, instead, is any good or service produced by human 
labour, destined for sale on the market. The commodity is thus a specific category of 
capitalism. In addition to having a use value, the commodity also has an exchange 
value. In capitalism, it is not directly the use value of commodities that drives produc-
tion, but their exchange value, since production is for sale on the market. Thus, what is 
produced is not what is most needed, but what is most profitable. The ultimate goal of 
commodity production is not the satisfaction of people’s needs through the production 
of the most appropriate goods but the maximization of capitalists’ profits.

Haavelmo theorem  See: Keynesian multiplier.
Increasing returns to scale  They occur when a proportional increase in all inputs gener-

ates a more than proportional increase in output. In such circumstances, the large enter-
prise enjoys a technological advantage over the small enterprise. Increasing returns to 
scale constitute a case of so-called market failures. In the presence of increasing returns 
to scale, in fact, a market characterized by a multitude of competing small firms is inef-
ficient because no single firm is able to exploit the economic benefits that accrue from 
increasing the scale of production. This prevents the realization of Pareto efficiency 
conditions. From the point of view of hypothesis realism, although increasing returns to 
scale are excluded by assumption from the general economic equilibrium model, they 
are certainly not the exception, but rather the norm.

Individual’s sovereignty  Principle according to which the individual is the best judge of 
his/her own needs and the most suitable means to satisfy them. On a normative level, 
according to theories based on the sovereignty of the individual, only the evaluations 
expressed by individuals must contribute to forming an assessment of social desirabil-
ity, which excludes any consideration of a directly social nature in the definition of the 
common good of society.

Invisible hand  Principle according to which, in a competitive environment, the individual 
who only pursues his/her own self-interest also contributes to the achievement of the 
public interest. The expression ‘invisible hand’ is due to the classical economist Smith. 
Today it is used loosely by much of neoliberal economic theory even when the theo-
retical framework used has little to do with the Scottish economist’s conception of the 
market.

Justice  See: Equity and justice.
Keynesian multiplier  Theory stating that an increase in private consumption expenditure, 

investment expenditure or government expenditure increases national income by an 
amount greater than the initial increase in expenditure. The underlying idea is that an 
increase in any component of aggregate demand increases national income and induces 
an increase in consumption. This increase in consumption will in turn generate further 
increases in income in a process that goes on forever, while gradually dampening. The 
idea of a ‘multiplier effect’ was first proposed by Keynes’ student, Richard Kahn, and 
later integrated by Keyens in his General Theory. Understood as an instrument of eco-
nomic policy, this theory suggests that state interventions in government spending or 
taxes have impacts of different magnitudes. In the case of an increase in government 
spending, there are in fact two effects: a ‘direct effect’, since government spending is 
itself a component of aggregate demand, and an ‘indirect effect’, through the induced 
increases in consumption. By contrast, in the case of a tax reduction in order to stimu-
late demand, there is no direct effect and the final increase in income is only due to 
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the indirect effect operating through the increases in consumption. If the two manoeu-
vres are combined with a simultaneous increase in government expenditure and taxes, 
thus leaving the state budget unchanged, the two indirect effects operating through 
consumption will cancel each other out and the result will be an increase in national 
income equal to the manoeuvre on government expenditure and taxes. This result is 
known as Haavelmo’s theorem.

Labour power  In Marxian theory, physical and intellectual capacities employed by work-
ers in the production process, as distinct from the labour actually provided. What the 
worker sells to the capitalist is labour power, not labour. Extracting the maximum 
amount of labour from labour power is one of the capitalist’s goals. The difference 
between the value of the product and the value of labour power (the value of the means 
of subsistence the worker receives in the form of wages) is called surplus value. The 
specificity of capitalism compared to other modes of production lies in the fact that, in 
the process of expanding markets, labour power itself becomes a commodity.

Liberalism and neoliberalism  Liberalism originates as political-philosophical cur-
rent of thought, which affirms the limitation of the powers of the state in the name of 
certain fundamental individual rights (including the right to property), considered as 
pre-existing the creation of society itself (‘philosophical liberalism’). In its economic 
developments, liberalism is a set of theories that see the market as the most suitable 
instrument for harmonizing relations between individuals.

	   The theoretical roots of neoliberalism, as it stands today, can be traced back to the 
simultaneous emergence of the neoclassical school and the Austrian school at the end 
of the 19th century. The former gradually established itself as the hegemonic economic 
school at an academic level, contaminating even the heterodox schools of thought that 
were often critical of the market, and imposing its method and worldview in the most 
prestigious universities and scientific journals. The latter, while remaining confined to 
the so-called economic heterodoxy, played a decisive role above all at the cultural and 
political level in extolling the supposed virtues of the free market.

	   Politically, the neoliberal programme was launched in the 1980s by Reagan and 
Thatcher and quickly established itself as a model of economic policy worldwide in the 
following decades. By now, neoliberalism constitutes the cultural, scientific and politi-
cal hegemony in much of the western world and is also embraced by the political left, 
which, in some cases, even presents itself as radical.

Marginalist, school  School of thought born in 1870 with the almost simultaneous contri-
butions of Walras, Jevons (founders of the neoclassical school) and Menger (founder 
of the Austrian school). The term ‘marginalist’ refers to the use of differential calculus. 
According to Schumpeter, what the neoclassical and Austrian schools have in common 
is the rejection of the classical and Marxian approach based on the objective theory 
of value and the proposal of a subjective theory of value. Instead, the use of differ-
ential calculus is only developed by the neoclassical school, as the Austrian school 
maintains a critical stance towards mathematical formalism. From this point of view, it 
would be more correct to speak of a ‘subjectivist revolution’ rather than a ‘marginalist 
revolution’.

	   Mathematically, the marginalist approach proposes differential calculus as the uni-
versal method of analysing economic issues. According to Lionel Robbins’ definition, 
economics is the science that studies human conduct as a relationship between ends and 
scarce means applicable to alternative uses. With this definition, economics loses its 
character as an essentially historical science (in the sense that it studies different forms 
of economic organization in different historical contexts functioning according to dif-
ferent principles and mechanisms) to become, or at least claim to become, a universal 
science valid, like the exact sciences such as mathematics or physics, in any context.

Market  Place where economic transactions take place. In economic theory, the term 
does not necessarily refer to particular physical locations, but indicates a network of 
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relationships between economic operators, even distant from each other, who exchange 
the same type of good.

Market failures, theory of  Theory showing how, under certain circumstances (increasing 
returns to scale, externalities and public goods), perfect competition is incompatible 
with Pareto efficiency. From a regulatory point of view, this theory envisages the state 
intervening either by directly producing the goods for which the market is unable to 
realize Pareto efficiency on its own or by dictating rules that push market participants 
to reduce the degree of existing inefficiency. From a methodological point of view, this 
line of research belongs to the neoclassical school that has the general economic equi-
librium model as its theoretical reference. The latter in fact defines the ideal (completely 
unrealistic) case in which the market of perfect competition produces Pareto-efficient 
allocations. The theory of market failures therefore plays a complementary role by 
focusing on the cases of Pareto inefficiency of the market. From the perspective of real-
ism, market failures are certainly not the exception, but the norm.

Market power  In the case of a seller, ability to set the price above the level of perfect 
competition without losing all its customers. Symmetrically, in the case of a buyer, abil-
ity to set the price below the level of perfect competition without losing all its suppliers. 
Market power thus denotes a degree of monopoly and implies a violation of perfect 
competition: in perfect competition, a seller setting a price above the prevailing market 
level would fail to sell anything and, symmetrically, a buyer offering a price below the 
market level would fail to make any purchase.

Market socialism  Set of theoretical models in which the means of production are pub-
licly owned and the allocation of resources follows market rules. On a historical level, 
the experiences of Yugoslavia and Hungary in the post-1960s reform period are the 
main concrete realizations of these models. As a school of thought, market socialism 
has strong affinities and overlaps with analytical Marxism and, methodologically, is a 
branch of neoclassical economics.

Mathematical programming  Set of mathematical methods for optimizing an objective 
function within certain constraints. In the simplest case where the objective function 
and constraints are linear, it is called linear programming. Mathematical programming 
is the tool par excellence of economic planning.

Methodological individualism  Principle according to which all economic and social 
phenomena must be explained by tracing them back to the action plans of the agents 
who have contributed to determining them. A scientific explanation must establish a 
relationship between observed social interaction and individual behavioural criteria. 
The starting point is therefore a set of isolated individuals, who are seen as totally 
independent of the social context in which they interact, and society itself, with its 
economic institutions and rules of operation, is seen as the result of spontaneous inter-
action between individuals. Society is not itself a cause of the individual, as assumed 
in sociological studies and holistically inspired economic theories. It is only a con-
sequence of individual actions, which are the real driving force behind every social 
phenomenon. The individual therefore needs no explanation. The only phenomenon 
that requires a scientific explanation is the social interaction that develops when several 
isolated individuals enter into contact.

	   Very often, both in 19th century and more recent economic literature (including 
many economics textbooks), in order to emphasize the total independence of the indi-
vidual from the social context, the figure of Robinson Crusoe, the character from Dan-
iel Defoe’s novel, is introduced as a narrative device. It is only when Robinson comes 
into contact with his servant Friday that the economic interaction between the two and 
the institutions that regulate its functioning develop. Among the modern schools of 
economics inspired by methodological individualism, neoclassical theory with its new 
institutional developments undoubtedly plays a central role mainly due to the academic 
hegemony it has gained. From a strictly theoretical point of view, however, the most 
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strenuous defenders of methodological individualism are the economists belonging to 
the Austrian school. Marx used the term ‘robinsonade’ in a derogatory way to indicate 
this abstract way of giving ‘explanations’ without reckoning with history (see: Meth-
odological individualism, Marxist critique of  ).

Methodological individualism, Marxist critique of  Although the term ‘methodological 
individualism’ was only introduced in the economic debate in 1908 by Schumpeter, the 
idea that a satisfactory economic explanation must necessarily trace all social phenom-
ena back to individual choices goes well before that. In fact, the critique of bourgeois 
political economy, as a set of theories that conceives of the relationship between the 
individual and society in a unidirectional sense instead of grasping their dialectical 
relationship, is one of the central aspects of the theory and methodology of Marx and 
Engels, who severely questioned the very idea that there can be an abstract human 
nature independent of the social context. According to the two authors, political econ-
omy, in its attempt to provide universally valid propositions, independent of historical 
context, does nothing more than assume as universal the human nature of bourgeois 
society, which in reality is nothing eternal, being itself the product of a particular 
mode of economic interaction, based on the progressive extension of market relations. 
Instead of studying the history of the different forms of social organization and the dif-
ferent types of individuals that develop in them, it represents contemporary society as 
a consequence of a universal human nature. For this reason, all the specific characteris-
tics of capitalism (private property and the market above all) and of the human nature 
that develops in it (based on individualism) end up appearing as universal instead of as 
proper to this particular mode of production.

	   The method of bourgeois economic theory, with its robinsonades, thus reflects all the 
contradictions of an aprioristic and ahistorical method of analysis which, in defining the 
isolated agent as its starting point, ends up in fact already assuming in it the whole set 
of social relations that characterize the society it wishes to explain. The asymmetrical 
division of labour between Robinson and Friday, their propensity to exchange, the very 
language that enables them to communicate, are all aspects presented as original traits 
of the personalities of the two subjects, whereas they are actually the product of the 
social context from which they come. With these methodological premises, according 
to Marx and Engels, bourgeois theory deprives itself of the possibility of conceiving 
other economic systems apart from the capitalist one, which prevents it from grasping 
the development of society and the individuals of which it is made up in their historical 
and transitory dimension.

Methodological individualism and political individualism  The former refers to a type 
of economic analysis that traces all social phenomena to the behaviour and choices of 
individuals, while the latter indicates a political programme aimed at promoting indi-
vidual freedom. Although these two positions are often found side by side (at least on a 
formal level) in neoliberal theories, there is in fact no causal link between them: first, it 
is possible to defend individual freedoms without espousing the particular individual-
istic method of analysis; second, from the point of view of scientific rigour, the choice 
of a particular method of analysis should depend on a particular conception of reality 
(ontology), not on a particular political programme.

Minimal benevolence principle  Ethical principle stating that ‘it is good that people are 
better off’. This principle is used in neoclassical economics to transform positive prop-
ositions concerning Pareto efficiency into normative propositions about the desirability 
of achieving Pareto efficiency. At a closer inspection, however, this ethical principle 
proves to be neither minimal nor benevolent.

Needs and preferences  Needs express necessities (biological, cultural, social), prefer-
ences tastes. The former are objective, the latter are subjective. Neoclassical and Aus-
trian theory concentrate on the concept of preferences and ignore that of needs, which 
is instead the subject of analysis in Marxism and other schools of thought such as the 
‘old’ institutional one.
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	   In its analysis of preferences, neoclassical theory adopts the axiomatic method, 
which consists of imposing certain properties on individual preferences structures. On 
the basis of these axioms, it then develops the theory of consumption and demand and, 
from these, derives all normative prescriptions for market efficiency. Austrian theory, 
by contrast, rejects mathematical formalism and considers preferences as the object of 
a process of individual discovery that takes place precisely through market interaction. 
The strong element that the neoclassical and Austrian theories have in common is the 
principle that individual preferences must be taken as given (without therefore being 
explained economically).

	   Completely different, instead, is the approach of the theories based on the concept 
of needs. They consider the different needs of the individual as orderly in a hierarchi-
cal sense (first the universal needs of water and nutrition, those of physical and mental 
health, and then gradually those of a higher order and of a social and cultural nature, 
also dependent on the historical context). On the normative level, theories of needs sug-
gest that it is the comparison between the structure of existing needs and unmet needs 
that determines the objectives of public intervention (regardless of whether the existing 
needs actually manifest themselves on the market).

Neoclassical school  Together with the Austrian school, protagonist of the marginalist 
revolution of the 1870s, based on individualism and differential calculus. From the 
1930s onwards, it tended to distinguish itself from the Austrian school by its strong 
inclination towards mathematical formalization and its focus on the study of equilib-
rium configurations. With the discovery of new mathematical techniques, the reference 
to differential calculus lost its importance and today the neoclassical school essentially 
coincides with mathematical economics. The term neoclassical was introduced in a 
derisive sense by one of its staunchest opponents, Thorstein Veblen. Today, the term 
has lost all critical connotations, and the neoclassical school is by far the dominant 
school at the academic level.

Neoliberalism  See: Liberalism and neoliberalism.
New institutional economics  School of thought that uses the neoclassical analytical 

framework to explain the nature and role of economic institutions of capitalism. The 
fields of application are among the most diverse and include economic history, positive 
economics and normative economics. In the field of history, the attempt is to interpret 
the evolution of capitalist institutions as a march towards the gradual elimination of 
all forms of Pareto inefficiency. In the field of positive economics, the theory assumes 
the market as a primordial, everlasting and natural institution, and attempts to grasp 
the raison d’être of the other capitalist institutions (the state and the firm in particular) 
by assuming that they emerged as spontaneous solutions to the problems of market 
failures. Contrary to all historical evidence, the theory asserts that hierarchical organi-
zations themselves, such as the capitalist corporation, are the product of a spontaneous 
agreement between the parties (in the case of the firm, between the workers and the 
capitalist). In the field of normative economics, the theory portrays large corporations 
as driven by the efficiencyist principle of cost reduction and thus envisages a minimal 
role for public intervention.

New Keynesian economics  School of thought that emphasizes the role of nominal rigidi-
ties (particularly wages), information asymmetries and, in general, market imperfec-
tions in the interpretation of employment dynamics and business cycles. Although it 
declares to be inspired by the theory of Keynes, from a methodological point of view, it 
develops the neoclassical conception, based on methodological individualism.

	   In the theoretical debate, this school is criticized above all by the so-called 
‘post-Keynesian’ (or, simply, Keynesian) school, which argues that adherence to neo-
classical methodological principles distorts the conception of the English economist. In 
fact, one of Keynes’ great theoretical contributions lies precisely in having developed 
a consistent framework for studying the links between certain important aggregate 
variables, without having to assume methodological individualism and mathematical 
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optimization (the so-called ‘macroeconomics’). Keynes’ own conception of the market 
economy as a system incapable of self-government has nothing to do with the problems 
of Pareto efficiency on which neoclassical theory (harshly criticized by Keynes him-
self) and the theories derived from it insist so much. On the contrary, in the Keynesian 
framework, it is the problems of aggregate demand that make public intervention in the 
economy necessary. From a practical point of view, moreover, the great advantage of 
Keynesian theory is that it provides some powerful theoretical tools for assessing the 
effects of economic policy without any need to analyse in detail the decision-making 
problems of each individual agent. New Keynesian economics, by contrast, aims pre-
cisely at micro-founding macroeconomics.

Normative theory  See: Positive and normative theory.
Objective function  Mathematical function expressing the objectives pursued by the 

decision-maker and their relative importance. In modern economic theory, all eco-
nomic problems are represented as problems of optimization of a given objective func-
tion under certain constraints. Moreover, both the objective function and the constraints 
are taken as given.

Ontological individualism  Ontological individualism refers to the proposition that it 
is individuals who create all social institutions. Collective phenomena, according to 
this ontological position, are not really real entities, but merely hypothetical abstrac-
tions. Such abstractions come from the decisions of individuals, who are the only enti-
ties of which economic reality is composed. Very often, this position on the nature of 
economic reality is accompanied by a particular methodological choice, according to 
which the scientific explanation of a social phenomenon must always start from indi-
vidual choices (methodological individualism). From this point of view, all macroeco-
nomic propositions that do not have a microeconomic foundation (i.e. the vast majority 
of traditional macroeconomics) would be devoid of scientific content.

	   As Mark Blaug notes, the fact that individuals create social institutions is trivially 
true. However, this does not imply that there cannot be an inverse relationship accord-
ing to which social institutions can have an effect on the individual’s behaviour. Nor, 
Blaug continues, does ontological individualism imply the existence of particular 
methodological rules to be followed in the study of collective phenomena, as propo-
nents of methodological individualism claim.

Optimization  Generic term for maximization or minimization of a mathematical func-
tion. According to neoclassical theory, the behaviour of any decision-maker can be 
represented as an optimization problem under certain constraints.

Overproduction  Excess of production over the absorptive capacity of the holders of 
purchasing power. In Marxist theory, overproduction crises are an intrinsic factor of 
the capitalist system. Indeed, the very laws of capital accumulation, operating through 
the market mechanism, prevent a congruent development of supply and demand at the 
aggregate level. According to the dominant theory’s representation of the economic 
system, by contrast, the market is a mechanism capable of automatically coordinating 
the demand and supply of each good, which also implies, as a special case, perfect 
coordination between aggregate demand and supply.

Pareto efficiency  Situation in which the only way to improve someone’s situation is to 
make someone else’s situation worse. In a Pareto-efficient situation, therefore, no 
Pareto moves are possible (see: Pareto move). The extensive use of the concept of 
Pareto efficiency in economic theory is linked to the fact that moves that improve 
someone’s condition by damaging someone else’s can only be defended by introducing 
particular value judgements. The adoption of Pareto efficiency as a normative criterion 
is instead generally considered independent of any value judgement. However, this is 
wrong since the Pareto criterion presupposes the acceptance of the individualistic ideol-
ogy and the principle of ‘minimal benevolence’ (see: Minimal benevolence principle).

Pareto move  Change that improves someone’s condition without worsening anyone 
else’s.
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Partial and general equilibrium  In partial equilibrium schemes, the analysis of a single 
market is carried out by introducing the assumption that it is separated from the rest 
of the system. More precisely, it is assumed that the conditions prevailing in all other 
markets are given and do not depend at all on what happens in the market under consid-
eration. Under these assumptions, the demand and supply of a good depend solely on 
its price. In general equilibrium schemes, by contrast, all markets are analysed simulta-
neously. The demand and supply of each good now depend on the prices of all goods. 
For example, an increase in the price of coffee in addition to causing a decrease in the 
demand for coffee could, indirectly, increase the demand for tea (as a partly substitute 
good for coffee). Even if one wants to focus on a single market (the tea market), the 
equilibrium conditions therefore also depend on the prices that are set in other markets 
(the coffee market). Furthermore, while in a partial context, equilibrium requires equal-
ity between supply and demand in a single market, in the general context, this equality 
must be respected in all markets.

	   Partial equilibrium analysis is, at best, only a first approximation of what actually 
happens in a system of interdependent markets. This approximation is all the more 
misleading the stronger the links of interdependence that exist between markets. On 
the other hand, the only way to assess the importance of existing interdependencies 
is to place them explicitly in a general equilibrium framework. In this sense, general 
equilibrium analysis is undoubtedly superior to partial equilibrium analysis from the 
point of view of logical-deductive rigour, and the only advantage of partial equilibrium 
schemes lies in their relative simplicity.

Positive and normative theory  Positive economics studies the functioning of the eco-
nomic system and the consequences of public intervention policies. Normative eco-
nomics, instead, analyses the desirability conditions of the functioning mechanisms of 
the system and of public interventions. The former is descriptive in nature and deals 
with what is, while the latter is prescriptive in nature and deals with what ought to be.

	   According to the positivist philosophical conception, positive economics must be 
completely extraneous to all value judgements and be based solely on factual judge-
ments. Conversely, value judgements are considered necessary only in the derivation of 
normative positions from the strictly scientific results of positive theory. The distinction 
between positive and normative economics generated a lengthy debate in which it was 
pointed out that even positive economics cannot in fact be considered extraneous to the 
ideological view and value judgements of the theorist.

Preferences  See: Needs and preferences.
Prisoner’s Dilemma  Game theory problem in which the interaction between two subjects 

with conflicting interests produces an equilibrium solution that does not satisfy Pareto 
efficiency. Two prisoners believed to be complicit in a certain crime are faced with 
two alternatives: to confess or not to confess. The choice to confess (and to betray the 
co-defendant) leads to immediate release only if the other prisoner also does not confess 
as well. If, instead, the other prisoner also confesses, the ‘service’ rendered to justice by 
betraying one’s partner is of little use to the prosecution, and both receive a three-year 
prison sentence. The prisoner who does not confess, when the other confesses, receives 
the maximum sentence (five years). If both do not confess, as there is no evidence 
against them for the major offence, they both receive a one-year sentence (for minor 
offences). Individualism and the inability to cooperate with each other in a credible 
way induce both prisoners to confess (thus getting three years each). The reason why 
both confess is that each prisoner knows that if the other confesses, it is better for him/
her too to confess (and take three years instead of five); if, conversely, the other does 
not confess, it is still better for him/her to confess (and thus be released rather than 
serve 1 year). In short, in both cases, it is advantageous from an individualistic point 
of view to confess. The Pareto-efficient solution, however, is the one in which both 
do not confess (one year each). Of course, outside of individualistic logic and Pareto 
efficiency considerations, history provides us with numerous examples of perfectly 
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rational individuals who were unwilling to betray their comrades, regardless of the con-
sequences that awaited them under the ‘incentive mechanisms’ of the judicial system.

Public goods  According to neoclassical theory, goods that have two properties: 1) the 
enjoyment of the benefits of the good by an additional consumer costs nothing; 2) 
the exclusion of an additional consumer from the enjoyment of the good is techni-
cally impossible. This is a purely theoretical definition that has nothing to do with 
whether the good is offered by the public sector or not. Public goods constitute a case 
of so-called market failures. In the presence of public goods, the market, if left to itself, 
does not lead to Pareto-efficient economic allocations.

Purchasing power  Amount of goods and services one can purchase with the money at 
one’s disposal.

Radical school  School of thought critical of certain aspects of market society and dom-
inant economic theory. At the academic level, its fundamental point of reference is 
the US association URPE (Union for Radical Political Economics), founded in 1968 
by academics and political activists. It includes Marx sympathizers, the economics of 
feminism, studies on race and class relations, the analysis of economic and social ine-
qualities, development and underdevelopment theories and various more or less radical 
critical contributions to neoliberal theories. From a methodological point of view, it is 
not entirely correct to characterize this convergence in the motivations behind scien-
tific research as a true school of thought, since the methods of analysis employed are 
inspired by different (and, in some cases, mutually incompatible) schools of thought. 
From a methodological point of view, theories of radical inspiration have increasingly 
embraced the principles of neoclassical theory.

Rationality  At the individual level, according to neoclassical theory, the principle accord-
ing to which a person always pursues his/her own self-interest and uses the most appro-
priate means to realize the objectives he/she has set out. Full rationality is when the 
decision-maker optimizes a given objective function under existing constraints while 
bounded rationality is when the optimization process is not completed (e.g. because 
it is not possible to know exhaustively the existing choice options or because the 
decision-making process itself may be costly and time-consuming). Referring instead 
to the economic system as a whole, it indicates the existence of mechanisms of eco-
nomic interaction that enable the realization of social ends that are deemed appropriate. 
If, as in neoclassical theory, social evaluation is inspired by the individualist principle 
of consumer sovereignty, the rationality of the economic system consists in the exist-
ence of instruments (market prices) that allow rational calculation at the individual 
level.

Scientific neutrality of economic theory  Attempt to exclude all ideological and moral 
premises from economic analysis. In the positivist philosophical approach, the quest 
for scientific neutrality led to a clear distinction between positive and normative eco-
nomics. Only the former, insofar as it manages to keep itself free from value judge-
ments, takes on a fully scientific character. The latter, on the contrary, since it cannot 
do without value judgements, cannot aspire to express universally valid propositions.

Scientific neutrality of economic theory, Marxist critique of  From a Marxist perspec-
tive, bourgeois economic theory is by no means scientifically neutral. It reflects, even 
in its strictly positive economic formulations, the vision, aspirations and concerns of 
the dominant class of capitalism, the bourgeoisie. The reason why the propositions of 
bourgeois economics appear value-neutral is that implicitly the theory takes the capi-
talist system as given and espouses the views of its ruling class. With these assump-
tions, only those moral positions that do not fall within the moral conception of the 
bourgeoisie truly appear as loaded with value judgements. According to Marxism, it is 
the bourgeois class that has an interest in presenting its moral conception as eternal and 
universal, and it is always the ruling class that has an interest in claiming the neutrality 
of its view of economic relations by claiming that its theory is based on the principle 
of the common good.
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Transaction costs economics  Branch of the new institutional economics according to 
which the evolution of the economic institutions of capitalism (in particular, the state 
and the firm) follows the principle of minimizing transaction costs, understood as the 
costs of operating the market mechanism. According to this theory, existing institutions 
are the result of a selection process of the most economically efficient institutions. 
Methodologically, this theory is derived from neoclassical economics. In fact, it is an 
attempt to analyse the economic institutions of capitalism through the tools of neoclas-
sical theory.

Use value and exchange value  Concepts developed from classical and Marxian political 
economy. Use value is the property of a good to satisfy a given need (see also: Utility). 
Exchange value (or market price) is the ratio by which a quantity of one good or, more 
precisely, a commodity, is exchanged on the market for quantities of other commodities 
(see: Goods and commodities). Use value is a presupposition of exchange value: a good 
that has no use value (i.e. a good that serves no purpose) cannot have any exchange 
value because no one is willing to give up anything to get a completely useless good 
in exchange. However, the use value is not sufficient to determine the exchange value: 
water is certainly more important than oil from the point of view of use value, yet oil 
has a higher exchange value on the market.

Utility  Assessment of the benefit an individual derives from the consumption of a basket 
of goods. It is a subjective assessment as it depends solely on the subjective preferences 
of the individual. The concept of utility is the basis of neoclassical theory. The differ-
ence from ‘use value’ (a concept developed in classical and Marxian political economy) 
is subtle: as mentioned, utility expresses a subjective evaluation of the good; use value, 
by contrast, is an objective characteristic of the good itself. Water has the property of 
quenching thirst (and thus has a use value with respect to the objective need for hydra-
tion), regardless of the individual’s subjective preferences for the different goods that 
can satisfy this need.

Visible hand  Principle according to which the conscious coordination of individualis-
tic subjects enables socially superior economic results compared to those achievable 
through their spontaneous interaction. The expression ‘visible hand’ is used by Chan-
dler in contrast to the famous Smithian expression of ‘invisible hand’.

Voting impossibility theorem  Impossibility of determining a social objective function 
from individual preferences consistent with a set of reasonableness and desirability 
requirements. This theorem, formulated and proved by Arrow, is also known as the 
‘third welfare theorem’. It shows that in a context of agents with heterogeneous pref-
erences, where the principle ‘one head, one vote’ applies, any attempt to aggregate 
individual preferences to obtain a scale of social preferences gives rise to internal con-
sistency problems or leads to violating the Pareto efficiency principle.

Welfare economics, fundamental theorems  The first theorem states that, under cer-
tain assumptions, the competitive equilibrium (when it exists) is Pareto-efficient. The 
second theorem states, under more restrictive assumptions, that any Pareto-efficient 
configuration can be achieved through the competitive mechanism as long as market 
interaction is initiated from an appropriate distribution of resources among individuals. 
These two theorems are generally presented as proof of the desirability of the market 
of perfect competition according to neoclassical methodology. In reality, besides the 
fact that Pareto efficiency coincides with social desirability only under very particular 
assumptions, the very logic of the two theorems raises conceptual problems. For the 
third welfare theorem, see: Voting impossibility theorem.




