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Å In ancient times economy was based on authority and 

power (Hierarchy)

Å Capitalism and market economy in Europe started with 

the end of the middle age.

One economy?
Capitalism versus hierarchy



3

Hierarchy

¾Richness due to power (kings, é);

¾No self-determination;

¾Remuneration not related to results;

¾No advancement of Technology;

¾Subsistence balance;

¾Demography related to available resources.
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¾ Marco Polo (Venezia, 1254 ï1324) travelled extensively in Asia along the Silk 

Road to reach China (Catai)

¾ Cristoforo Colombo, sailed from Palos de la Frontera on august 3rd 1492, in 

the same year he reached the today San Salvador on October 12th

¾ Birth of trades, entry into the system of exogenous values (precious 

metals, gems, fabrics, spices ...), need for cash payments (scarcely 

available);

¾ monetization of possessions; new owners were "entrepreneurs" 

(remuneration based on merit), the economic growth and 

technological progress started (thanks to capitalism).

The birth of the modern economy
by the end of the middle age and the great journeys



When we were genius 

é but we were wrong! (this' a joke)

In the sixteenth ( XVI)  and seventeenth ( XVII) centuries the vision of the world 

radically changed following the discoveries in physics , astronomy and 

mathematics by Kopernik (1473-1543), Galilei (1564-1642), Descartes (1596-1650), 

Bacon (1561-1626) and Newton (1642ð1726)

Galileo Galilei with the scientific method based on quantitative 

measurement banned the quality (!) from the observation of the phenomena .

Descartes created the analytical method of thinking , through which the 

comprehension of the whole takes place starting from the properties of its parts .

Reductionism ( vsholism)



The Watt machine, mechanization, birth 

of industry

¾ James Watt 

(Greenock , 

january19 th1736 ð

Handsworth , august

25th 1819) Scottish 

mathematician, 

engineer and 

inventor



The «classic» economic paradigm

¾ Market as the main push for growth and innovation ;

¾ Adam Smith (1723-1790):

üpersonal interest leads to social interest;

üthe state exercises òsurveillanceó only;

ütrade must run in free competition;

üfinal subsistence equilibrium is reached .

¾ In the long term, the "steady state" would be 
reached (Thomas Robert Malthus, 1766 ð1834);
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Å Plenty of natural 

resources

Å 1750 population is 

about 790.000

Å Consumption rate 

is very low

The Adam Smith Age:
The Wealth of Nations 1770
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Per capita 

food 

consumption
Source: Treccani
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Å Unlimited availability of natural resources

Å Unlimited growth

Å Unlimited substitutability of natural resources by 

human and economic resources

Neo classical economy:

«quantity» 



The Neoclassic paradigm from 1870

¾ Value/scarcity (demand, supply, price);

¾ marginal theory (focused on the short term);

¾The "economical laws" (like in hard sciences);

¾ Pareto's Best  (every balance of free competition);

¾ Welfare and òmarket failureó.



¾Determinism

¾Quantitative 

Allocation

¾Undifferentiated 

Product

¾ Satisfaction is related 

only with quantity

y = -1,2738x2 + 14,095x + 1,0833

R² = 0,9968

Errore linea di tendenza
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The humanistic paradigm:

the correction of market failure

¾òCulturaló origin of preferences;

¾ Altruistic behaviours are possible;

¾The State addresses economy beyond the òcorrection 

of market failure ó (transaction costs) limiting the 

market to the goals of equality.



The correction of market failure
Market and the environmental management

"Failure of the Market"

¾ Coase's theorem

üIt is allowed to pollute òunder refundingó

¾ Property rights

üPublic officials also maximize (collective) utility;

ü"Rational ignorance": marginal cost of information

üProperty rights are (not) exclusive and transferable:



¾ Externalities (dealing with health and environment );

¾ Information asymmetry (dealing with information 

and awareness );

¾Opportunistic behavior (dealing with quality ).

Market failure



From the «neo -classic» to the humanistic 

economic paradigm

ÅValue is based on scarcity ;

ÅDefinition of "economic laws" 

(like physics);

ÅParetian Best (competition is 

efficient);

ÅEconomics of welfare and 

"market failure ".

ÅValue is based on quality ;

ÅBehavior analysis (psychology, 

statistics);

ÅEquity ;

ÅSharing, circular, environmental 

economy;

ÅCorrection of " market failure ".



The faults of capitalism:
sustainability, equity, quality

¾ Value = utility (human satisfaction)

¾ Cost is considered only if referred to the destruction of 
human goods ( human costs )

¾ No market value of natural resources (plenty of resources; 
no existence value)

¾ Unlimited storage of capitals/richness (conversion of 
environmental resources)

¾ Absence of a sustainability paradigm.



Sustainability

¾ Economic growth is not sustainable

¾"Development" (must be sustainable by 

definition) allows higher benefits from ecosystem 

services but increases the heritage consistence ;

¾ Sustainable "growth" doesn't lead to real development but only to 

higher availability of resources (Brundtland report '87).



¾ Costs and benefits that fall on external parties : society, 

environment, health, etc.

¾ the producer will only take into account the costs 

incurred , by adapting the management of the business, in 

order to maximize the efficiency of spending;

¾ the producer will NOT take into account costs incurred by 

the community , because there is no need to maximize the 

efficiency of spending.

Sustainability and Externalities


