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PREFACE 

Dear reader, in the past two centuries there have been several at-
tempts to implement just economic systems (ideologies) by force against 
the will of the people. Some relics of these attempts are unfortunately 
still present as of 2018 (North Korea, Cuba). The basis of these ideolo-
gies is seemingly logical constructs, the implementation of which al-
ways led to undesirable economic developments, even culminating in 
infinite suffering. The Marxism is a ‘good’ example as one of the most 
brutal and most well-known ideologies: The compelling logic of the 
historic development justified the enforcement of the alleged final sta-
tus: A life without market and money. In Cambodia alone two million 
people were evicted from the cities to the countryside under the red flag 
and died miserably, just because Pol Pot had appropriated the Marxist-
Leninist dialectics as a student at the University of Paris. 

In many parts of the world today millions, even billions, are suffer-
ing as a result of circumstances on which mankind seemingly has no 
influence. I am talking about a seemingly harmless and positive ideolo-
gy: neo-liberalism.  

'Market laws are laws of nature' was the basic idea initiated by Adam 
Smith. The conditions of that time, about 250 years ago, were the basis 
for the invention of this ideology, as Isaac Newton at that time had dis-
covered the laws of nature. And what at that time could be more sug-
gesting in the euphoria of new discoveries than to apply their validity on 
human behaviour? The persistence of Smith’s idea can be seen in the 
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reality of the antitrust laws: Only anonymous price formation is allowed, 
in order to avoid the hindering of ‘natural’ pricing. What nonsense! The 
people may not act, may not influence, may not talk to each other, 
should not dare to have trust (‘anti-trust law’) and should not dare to 
develop and form the situation together—in the case of an infringement, 
they are fined millions and/or risk incarceration (USA). Pope Francis 
(and not only him) has a different point of view, saying ‘this economy 
kills’, because the aspect of justice is omitted and is replaced by an ideo-
logically exaggerated aspect of freedom for the economy1. Of course we 
want to be free, but does it have to be in the context of an arbitrary and 
excessive exploitation of the earth and the people, as preached by neo-
liberalism which believes in a ‘natural balance’ in the economy as well.  

Economic liberalism—neoliberalism—is not a quite false though but 
too one-sided! This idea, this unilateral ideology, conceptualised by 
Adam Smith and further developed by Ludwig von Mises, Walter Euck-
en among others, has a lack of justice continuously destabilising our 
world politically through the disparity of wealth and incomes, causing 
wars and migration.  

The correction of unilateral liberal thought and the discovery of a 
better system and idea is possible through the analysis of the past, espe-
cially in countries where economic policies have been successful. Im-
portant ‘participants’ in the analysis are pioneers such as Friedrich List 
and Gustav Schmoller—important designers of economic theories and 
economic schools, especially the Historical School of Economics, and 
their subdivisions. From theses schools came the development of the 
welfare economy which was developed by practice, not by theory (!) 
and which developed systems of solidary communities whose business 
and its players could not develop out of themselves. Hence a social 
market economy is composed out of two realities: the economic reality 
and the welfare state.  

                                                           
1 As did Ludwig Erhard: ‘The freer the economy, the more social it is’. 
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This book is based on two theses which may be surprising: The first 
is that our Social Market Economy in Germany was not established after 
the Second World War, but originated from ideas that have been devel-
oped and implemented in the Middle Ages; what happened was this: 
When the world was shocked by the founders' crisis in 1873, people 
rediscovered the values of the inhabitants, of the rich medieval towns 
surrounded by castle walls and inspired by ideas from Italian towns, 
which had established special rules of economic and social coexistence. 
Hence an entirely social and solidary—not egalitarian—economic sys-
tem was developed which was copied and implemented during the first 
period of our  industrial age in the 19th century and the beginning of the 
20th century. It was thereafter successively analyzed and thereafter con-
ceived by economic scientists, mainly by Gustav Schmoller, Lujo Bren-
tano and others. The new economic system did not have an explicit 
name, as it simply arose from experience. In some cases, it was called 
‘Third Way’ but de facto it was what today we call a ‘Social Market 
Economy’.  

The true fathers of the social market economy were thus not the 
well-known Germans Ludwig Erhard, Alfred Müller-Armack, Walter 
Eucken, Wilhelm Röpke or others, who invented and popularized the 
term ‘Social Market Economy’ after 1946, but mainly unknown protag-
onists who in the 19th century managed to transfer the economic and 
social concepts practiced in the ‘dark’ Middle Ages into the modern era, 
i.e. the industrial age. Their role models for the concepts were the rich 
and socially considerate medieval towns, the independent imperial 
towns, and the northern cities of the Hanseatic League. Much of their 
wealth originated from communal organisation and guilds which already 
at that time delivered products of highest quality and global reputation 
and. The noble and clerical principals were often envious of the inde-
pendent imperial towns and therefore intended to disempower the new, 
civil-corporative communities based on guilds. The imperial towns 
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within their town walls, however, proudly responded by constructing 
magnificent buildings and rich churches and cathedrals in which their 
wealth was reflected.2 

The transfer of these medieval examples into the industrial society 
from 1873 onwards was originated by unknown craftsmen who had 
become small industrialist, sitting together with the ‘cartel brothers of 
nonfighting student fraternities’ and then without any help of science 
and theories, apart from the important impulses by Friedrich List3 and 
other pioneers, simply by imitating the medieval concepts. The econom-
ic system and richness of the medieval cities delivered the pattern for the 
modern industrial era. The scientific reproduction of its economic suc-
cess was done in the aftermath by the Historical School of Economics 
which was named exactly after this method: The past was supposed to 
be understood and then further developed to the economic theory for the 
future.  

With respect to the social component of the system, some of the pro-
tagonists are not entirely unknown, especially the workers' bishop Wil-
helm Emmanuel von Ketteler from Mainz. He provided Bismarck with 
the theoretical arguments for an extensive social security code, the im-
plementation of which started in 1880 and was continued in many small 
steps until 1927. The code is still valid today.  

The aforementioned thesis is not very daring as it is largely based on 
traceable historical facts. The second thesis is different, because it is a 
hypothesis, namely: without the two World Wars there would not be a 
global dominance of the Anglo-American economic liberalism, but 

                                                           
2 Sometimes they also overdid it, as proven by the late completion of the 
Cologne Cathedral which ensued no earlier than in the middle of the upswing of 
the industrial age (start of construction: 15th August 1248; completion: 15th 
October 1880) 
3 Friedrich List: ‘Das nationale System der Politischen Ökonomie’, first edition 
Stuttgart and Tübingen 1841. 
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rather a dominance of a social, rather consensus oriented market econo-
my!  

On the one hand, this hypothesis is based on historically proven 
facts: At the beginning of the 20th century (interrupted by the 1st World 
War) the social market economy was already understood in its setup on 
a wide front and had an established scientific background through the 
Historical School of Economics. This was fact and was perceived 
around the whole world: Until the breakout of the Great War, the eco-
nomic world went on pilgrimage to Berlin to inform itself about the 
causes and foundations of the sensational economic rise of Germany. 
The year 1914 was the thirty-fifth year of phenomenal economic 
growth—not one year with economic growth under 8 percent. The 
world’s leading language in economics was German. Hypothetically, 
without the First World War the social market economy would have 
unabatedly spread into the ‘civilized’ world, because at the time it was 
absolutely common to copy and implement German ‘recipes’, as what 
happened with the Civil Code and other ideas. Therefore, hypothetically, 
there would not be a dominance of the Anglo-American economic liber-
alism (neo-liberalism) worldwide, but rather the dominance of a social, 
more consensus-oriented market economy.  

The conclusion from this second thesis is a further second hypothe-
sis: The wealth creating effect of such a social market economy today 
would not only be limited to Germany and its neighbours, but would 
have — at least in the industrial countries — spread itself globally with 
incredible consequences: as a population boom? False alert! Because the 
pension promise by young people to the elders already curbs the will-
ingness to reproduce in young years. Strong social inequality? Again a 
misleading assumption! A consensus-oriented, social market economy 
includes the weaker players, creates a broader middle class and denotes 
more humanity. Exclusion of minorities? No chance! Those who are 
withdrawn from the economic development due to health or other rea-
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sons are rescued by the governmental social welfare system. Since soli-
darity is part of the cooperative economic system, the load of the state 
and its social systems is reduced and kept in limits and the governmental 
aid remains subsidiary.  

Now the question arises, why the hypotheses did not become a reali-
ty? Why did these ideas not assert themselves? Why did the world miss 
its golden era, while it became reality in the western Federal Republic of 
Germany in the 60s and 70s? Two World Wars provide the answer: The 
recipes of a social market economy that were established until the 1920s 
were buried in history; they became victims of two World Wars; fail to 
be taught at any university anymore and are being confused with other 
recipes, especially with a special type of liberalism, the ordoliberalism, 
which in politics wrongfully claims to be a ‘social market economy’. 
Politicians talk about the ‘two sides of a same coin’. The speech writers 
in the ministries elegantly avoid the discrepancies: ‘Oh yes, of course, 
social market economy is also, in the background, based on the Christian 
Social School’. 

‘Why have these recipes been buried?’ many people will ask. After 
all, don't we have a social market economy? Correct! Yes, we have a 
social market economy, but it is increasingly fading. Up until the 1980s, 
we ‘seemed’ to have a true social market economy, but after this? A 
growing precariat, the beggars returned to the streets and the necessity 
of minimum wages regulated by law emerged, continuously intensifying 
competition in the economy causing more and more people to work 
several jobs in order to feed themselves and their families. Thus, with 
increasing frequency, the question arose and arises of whether we even 
still have a social market economy.  

The reason why the success and the healing effects of our social 
market economy are fading becomes evident with this argument: no 
matter how good an economic system is, it cannot be sustained if its 
spiritual foundation has been forgotten and lost. And, above all, coop-
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eration cannot spread if the whole world is competing as it was the case 
during the times of the Nazi and the Soviet dictatorships. The calamity 
of the century since 1914 with its excruciating wars is the big brake of 
culture and of civilization that is active still today. The year 1990 was 
not the ‘end of history’, as Francis Fukuyama supposed, but rather the 
wasted chance to live up to pre-war history, to the history before the 
ideologies, before National Socialism, before Communism and before 
Neoliberalism.  

Looking backwards from today’s point of view, we have lost a hun-
dred years in the dizziness of the victory of freedom over the oppression 
of the Soviet-Communism, having missed the chance to clear away the 
rubbles of the demonic Nazi-ideology, we have missed to examine the 
damage carefully to rediscover the richness buried under it. Goethe and 
Schiller were rediscovered in Weimar and Jena, but the library of the 
‘People's Association for Catholic Germany’ [Volksverein für das 
katholische Deutschland] from Mönchengladbach and the archivist of 
the ‘Zentrum’ party and of an ingenious achievement were forgotten. 
Forgotten was ‘only’ the invention of a social market economy, which 
was able to overcome the social problems of the industrial era in a fan-
tastic way—the greatest economic, social and organisational achieve-
ment of mankind. 

The ‘People's Association for Catholic Germany’ from Mönchen-
gladbach in 1914 had more than 800,000 members. They forgot to re-
member and reconstruct their past achievements because post-war Ger-
many was sure that the year 1946 was indeed ‘hour zero’ for the Social 
Market Economy, as their well-known protagonists claimed—but it 
wasn't true. What a grotesque lie even! Simply by eliminating a great 
contribution of the past with the scratch of a pen everyone ignored the 
past and believed they had invented a new start. Such a falsification of 
history can only be understood as the result of a mental and governmen-
tal collective collapse, with which one only wanted to live on by erasing 
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its prehistory from one’s mind. But, unfortunately, not only the econom-
ic history of the Nazi-era was erased, but even the entire history of the 
German economy and its economic theories in one go. And the erasing 
was made easy, because then the ‘economic miracle’ of the 1950s oc-
curred and gave that lie a quality seal of the alleged success coined by 
Erhard. Most of the managers of the ‘economic miracle’ of the 1950s 
were Hitler’s war economy top managers who, matured in ten years and 
well organised in reactivated old connections and organisations, accom-
plished the ‘economic miracle’ just like they had organised Hitler’s ‘war 
economy miracle’ during the world war before.  

The completely preserved library of the People’s Association con-
tains an archive of intellectual substance until 1933, which makes it 
possible to rediscover the true social market economy and to spread it 
worldwide. And this is necessary—this is more than necessary. The 
missing one hundred years of history previously mentioned and the 
global increase of injustice have led to the reactivation of an ancient and 
huge danger for the Christian occidental culture: the reactivation of 
Islamism and its expansion dreams. Today we are experiencing an erup-
tion of Islamism even after the Middle East has been destabilized by 
senseless military operations. According to the thesis of this book, only 
if we manage to stabilize the world economically and financially, to lead 
it ecologically towards a sustainable future, do we do have a chance to 
successfully face these dangers and its fatal consequences. Hence, we 
must rediscover the knowledge of economic policy of the times before 
1914 and 1933. 

It is the ambitious intention of this book to provide first a theoretical 
and operational framework. Three tasks are at hand for this: The first is 
to develop of a theoretical structure that may serve as basis for social 
market economies, yes—‘market economies’ (!), because every nation 
needs to examine which of the elements it intends to implement in its 
country and in which combination. Only the components that require a 
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global implementation cannot be tailored nationally. But ‘theory’ does 
not mean repeating the dramatic mistakes of other’s political ideas, and 
to distort reality ideologically with the power of thought and logic so 
that people are threatened in their existence and tortured. ‘Theory’ 
means the contemplation of reality through the filter of experiences from 
the past in conjunction with the scientific knowledge of the past, hence 
on the path of knowledge of the Historical School of Economics.  

In the end, it becomes a theory of a social consensus-oriented market 
economy, because of the aspect of justice that is given consideration, i.e. 
the aspect of distribution, which takes on a special significance: the 
distribution of money, or more exactly the distribution of incomes (rev-
enues). This is the case, on one side, in the markets and the more or less 
just distribution of income to the people within the area of communities 
and firms, and on the other side, for governmental institutions (taxes, 
expenses). After the solution of the theory, the second task lies in nam-
ing the core problems of this world including environment, poverty, 
population and financial; and to draft a solution based on the theoretical 
thoughts. The solution in principal has to contain an improvement for 
every man on earth. The third task thereafter is to develop concrete 
actions recommendations for the politics. 

Oh yes, I almost forgot: Why the book title ‘Wealth for all people?’ 
It is that simple: Our earth represents infinite prosperity, which in the 
end should be available to all of us to a sufficient extent. This prosperity 
is not entirely infinite of course, because our resources are finite, but the 
solar energy available to us is obtainable in infinite amounts. Additional-
ly, intellect is unlimited, technical ideas and concepts can be multiplied 
infinitely, as it has been evident for thousands of years. Look, for exam-
ple, at the invention of the wheel or the sling, or, more recently, the 
internet as a gigantic reproduction machine. By contributing the strength 
of all people, one can produce a quantity of goods that can feed us all 
and make us infinitely rich. ‘Freedom through prosperity’ is the conclu-
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sion we then owe to Friedrich List. The two core problems lie in the way 
of mobilization and in the way of distribution. This little book shall 
provide the solution for these two problems. 

I did not intend to shock you with the introduction, dear reader. It all 
sounds highly complex and complicated. But I promise you: It is an 
easy-to-read-book, because you know almost everything from your 
everyday life experience or daily readings—so there won’t be any com-
plicated explanation or solution, no model that requires a degree in 
mathematics or other faculties. I'm sure you will enjoy it! 
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GLOBAL SOCIAL MARKET ECONOMY 

2.1 Foreword: A Grand Thesis 

In order to make the reading of this little book easier for many read-
ers, I place the conclusion of all thoughts at the beginning. And this 
beginning consists of the assertion that there can be, or even has to be, a 
global social market economy to somehow enable all people to benefit 
from the wealth of this world. Hence, in a way a grand thesis is placed at 
the beginning. The ideas within these pages were not born at a work 
desk and are certainly not speculation. Each are derived from insights 
which were compiled with practical, historical, and theoretical 
knowledge accumulated over four decades and led to a description of 
reality that everyone equipped with common sense can validate. This 
reality is systematically analysed and explained in the second part of this 
essay. It is the reality of—as already explained—the social society that 
evolved from the Middle Ages up to the industrial age. The solutions for 
why and how to implement—developed based on exactly these in-
sights—you already find in this first section. 

Here again, the origin is reality: There is a world community of 198 
states, each entirely unique, equipped and supplied with goods of all 
kinds offered by this earth: with land, sun, heat and cold, some with 
beaches other with mountains and forest, some with fertile ground and 
others with natural resources. And then there are components that were 
developed out of these components over thousands of years by human 
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beings, like knowledge, spiritual and physical culture, technology, popu-
lation growth (negative as well) and religions. Everything is distributed 
extremely unevenly, and the differences in injustice are becoming great-
er in time and even more so with a growing world population.    

There cannot be total justice, but the idea of a community organising 
the best possible satisfaction of the needs of its members, by reducing 
competition, is an approach through which the essential problems can be 
solved—including the problem of balancing justice. 

2.2 How Can a Social Market Economy Be Implemented 
Globally? 

All implementations would only be art for art’s sake if the concept of 
a global social market economy did not lead to specific solutions for the 
overwhelming problems on our planet earth. Possible solutions will be 
presented for the economy, ecology and the financial sector, consisting 
in the realization by the governments of their protective function regard-
ing ecology, the economic units and firms, and in managing by associa-
tion economic problems and solutions to financial problems are solved 
just by installing of just share of incomes.   

The essential problems today are not of a national but rather a inter-
national and hence only are globally solvable. The climate issue is glob-
al and borderless, the internet connects globally and is borderless, the 
financial world operates globally and is almost borderless and globally 
organised firms control the world of economy. Of course, the laws of 
national economies do apply to all markets of the world, locally, region-
ally, nationally, continentally, or even globally in parts, but the existen-
tial questions of mankind are today posed on a global level and can only 
be solved on this level.  

We only have one earth and this earth is nowadays not a mystery to 
us anymore. We know it. Google has measured the surface, geologists 
have extensively explored the natural resources, the supplies our earth 
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offers to us for surviving are known, they are widely registered and 
catalogued, at least they are within reach of our drilling tools. Technical-
ly we are—apart from a few exceptions—able to exploit the utilizable 
parts of the earth’s surface and eventually scout them out as well. This is 
all about the ultimate consumption of our earth’s crust. 

The problem is that in broad areas only national and no global re-
sponsibility exists, disregarding the administration of the oceans outside 
of the three-mile limit. The states are proprietors of their respective 
countries, though not really proprietors, but rather governors for coming 
generations, however they are the ones distributing concessions and the 
permissions for the exploitation of land by developing and destructing 
the finite stocks of the earth’s goods.  

Mark Twain once recommended ‘buy land, they don’t make it any-
more!’ Today the motto is: You, the states, have the totality of the land 
which does not increase, therefor preserve it. Whoever buys land as a 
private person, owns it externally to a certain degree, but only up to a 
few meters downwards and to a few meters upwards. All other rights 
belong to the states, unless the areas, like the oceans, are stateless. Then 
it belongs to the international community. Then the responsibility lies 
therein. 

For the successful regulation and preservation of the world, however, 
it plainly does not suffice nowadays to let the states oversee the re-
sources, because of the globalization of trade and distribution. The natu-
ral (finite) resources are globally distributed as part of globalization. The 
profits from globalization migrate towards the pockets of the major 
enterprises which have long risen above the states in terms of organisa-
tional skills, and which increasingly govern the states from there. Never-
theless, many states take part in this game, as they (the states) them-
selves operate as suppliers of resources on the markets and open their 
own pockets. They operate independently. The states are approvers of 
the exploitation of all resources and thereafter stand by the pit or bore 
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hole with open hands, collecting up to seventy percent or more of the 
revenues as concession fees. That does not only apply for oil which is 
exploited at 72 percent by the 52 oil states of the world themselves 
(Saudi-Arabia, Russia, Mexico, Venezuela, etc.). In other words, the 
returns flow right to the bank accounts of the states, it also counts for 
many other resources, among others for coal and gas.  

The question now is how one can persuade the poor and rich coun-
tries of this world to end this ‘game’ and return to the framework of 
responsibility that is  relinquishing the ultimate exploitation of its re-
sources for preserving the world as a long-term solution? Or to rephrase 
it: How to install a balance that brings permanent peace to the world?  

2.3 Artificial Scarcity of Resources 

The first step is the same that the workers did during the first period 
of the industrialization: The providers, who are also the employers, have 
to show solidarity among each other and within that community have to 
state their interests. And then, in order to be able to make proper profits 
on the markets, they need to make their offer of products, services and 
goods artificially scarce in order to get proper prices. What sounds com-
plicated is not that complicated at all: 

Market participants in the market normally all know each other. 
They know their competitors regionally, nationally or globally, depend-
ing upon the structure of the market in question (‘relevant market’). The 
world of economy today is already organised in associations everywhere 
and on all levels. This applies to the oil-exploiting states and their infa-
mous OPEC cartel and as well as to suppliers of renewable resources, 
the producers of cotton, the producers of bananas or flowers, to the fish-
ermen, the farmers, the butchers and all others. All of them have some-
how organised themselves already or are able to organise themselves 
regionally, nationally, or globally in communities. Within the individual 
industries, the world is always transparent for the participants. They 
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know each other and know almost everything about their competitors. 
There is no difference to the situation of the medieval guilds, except the 
fact, that the latter were protected by town walls. But the transparency 
goes even further: The suppliers and the supplying states know the cost 
structures of the products, they know the costs of production (also the 
cost structure of the foreign competitors) and they know their own need 
of revenues for the fair payment of their workers or even the survival of 
its population. The task is the handling and the application of this 
knowledge. 

Plans have to be sketched by all associations separately which regu-
late the level of supply on the providers’ side on the respective markets 
in a way that the prices stabilize and rise successively, so that the reve-
nues meet the needs of cash requirements of all budgets, including the 
state budget. Naturally, steering has to take place sensitively and in 
small steps, as the effects on the consumer side are to be considered and 
their reactions to be foreseen and calculated. ‘Small steps’ means also 
that the adaptability of industries to change is limited. There is a rule 
that industries can bear an annual change rate of three to five percent. 
That applies to changes in costs or volumes on the purchasing side, as 
well as for changes in price and production volume on the selling side. 
Hence, such controls need to be discussed with the consumers (or also 
the consumer states) in order to take into account their commercial in-
terests as well.  

The consequence of these coordinated operations would be a shift in 
value creation towards countries or areas with primary production, but 
also towards intermediary production. That would not make the de-
mander countries (more industrialized countries) poorer, as they have 
the chance to react to the announced changes for instance by developing 
new technologies or applying other substances or materials. The method 
of such kind of vertical cooperation is not new. It has been intensively 
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practiced in Germany since 1873 in various stages of intensity and is 
called corporatism.  

Corporatism, the cooperation between economy and state, supports 
the common good, nobody becomes poorer, everyone becomes richer. 
Such an implementation must take place gradually, that means step by 
step. 

2.4 Global Revenue Sharing  

If the system of corporation and cooperation works so that consum-
ers pay reasonably ‘fair’ prices for their primary products, thus stabiliz-
ing and increasing the revenues of the social strata of the less wealthy, it 
still does not yet induce a balance of wealth between the states. This 
balance, however, is necessary because the above mentioned resources, 
regardless of which kind, are distributed too unevenly worldwide. A 
justification for further revenue sharing can be found threefold: 

1. The first argument offered to the member states is: we, the inter-
national community, make sure that you will gain much higher 
revenues and earn the money far more sustainably than it would 
be the case, if you left the formation of the prices and the devel-
opment of the price lever to the free market. You must, therefore, 
give away a significant part of your increase in revenues from 
concessions and taxes to other countries (e.g. 50 percent) in the 
way that it is distributed to the remaining 193 states of the world 
according to their number of people. But since every state also 
benefits in this distribution system from all other states, the net-
contribution is always far below 50 percent. In the end, there will 
nevertheless be donor and recipient countries. The high welfare 
contributions and the deficit of the donor countries are justified, 
because even their revenues would be far lower without this sys-
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tem of quantity steering within the context of the international 
community.   

2. The second justification is: higher revenues and global distribu-
tion to the countries create a growing demand from which every-
one will profit. Note that the satisfaction of demand occurs where 
the actual need exists, guided by the improved distribution of 
money to the social strata and within the social strata. 

3. The third justification is: the industrial countries especially profit 
from the scarcity of resources, because the higher prices for raw 
materials enforce the use of more technology or newer technolo-
gies, hence bringing into action their strengths in research and 
development.  

Thus, the resource supplying countries are the first to act. It is their 
task to gradually reduce the global exploitation of final resources so that 
on a long run sustainability on earth becomes a reality. The principle is: 
earth can be used, but not finally consumed. The incentive for the pro-
ducers and the producer's countries lies in this consensus: We, the inter-
national community, ensure with this cooperative and corporative wel-
fare system that you earn much more than you would earn, if we left 
market development and price formation to the free markets. Applying 
that, for example, to the oil countries means your supplies are finite. We 
gradually decrease the exploitation so that your supplies of resources 
last much longer and so you can sell oil for a much longer period at a 
much higher price. Naturally a prerequisite is that you share the so add-
ed incomes with the international community at an adequate percentage 
(e. g. 50 percent) as described above.  

With a gradual implementation by more and more countries and 
more and more kinds of resources and products from the primary pro-
duction, the primary suppliers in the value chain would get an adequate 
share of the added value in the supply chain and at the same time every 
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country and every producer, finally everybody would profit from the 
system. This is something like a global tax system—tax for states to be 
paid to the global community—not for its budget or its expenditures but 
for redistribution to all states according to their number of people. Thus 
the system is profitable for all states from the beginning. At this point 
one should perhaps reconsider the direct distribution of these new in-
comes to the people of the recipient states in form of an ‘unconditional 
basic income’.  

2.5 Discussion of Objections 

Naturally, objections against a less liberal system need to be dis-
cussed. No free trade is being recommended here, but a market economy 
that is organised collectively by an economic mind-set. This system 
achieves just what many liberals have demanded for decades anyway —
the pricing of environmental consumption. But here this does not happen 
through a pseudo-market-based construct, the so-called trade with pollu-
tion rights, but through the commercial-economic instrument of market 
conform supply, i.e. through scarcity. The latter does not only achieve 
the development of adequate prices, but also brings about the fact that 
resources are finally assigned the value they deserve which thus leading 
to less consumption of the precious resources of the earth—also called 
‘treasures of the soil’—principally being guided towards the right direc-
tion, reduction.  

The price increases caused by scarcity causes what could already be 
observed as an example after the last explosion of the oil price up to a 
maximum of US-$144 per barrel in 2008: The consume of resources was 
replaced by technology, the gas consumption level of new automobiles 
decreased dramatically within months, old cars and helicopters often 
remained in the garage or on the ground. The reason is simple: technol-
ogy is the cheapest resource, there are no extra costs in repetitively using 
it. Technology cannot be reduced by consumption but can be endlessly 
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multiplied (only limited by lack of material) just like, as already men-
tioned, the invention of the wheel is an invention for eternity. Invention 
is an endless resource. At the beginning they cost licence fees, but only 
for a few years. For the rest of eternity technology does not cost any 
license fees anymore. The richer countries may seemingly have a disad-
vantage at the beginning due to paying higher prices for the resources, 
but as at the same time the income effect produces a demand of the 
poorer countries for technology driven products, the higher developed 
countries get huge additional income opportunities.  

Thus it is easy to see that endless and everlasting inventions and 
technologies in combination with endless and everlasting energy from 
the sun are a more or less an endless resource. In combination with the 
scarcity, this system would be able to decrease the consumption of the 
earth's ‘treasures of the soil’ and it would principally be able to provide 
the necessary income for the poorer countries and their economy with 
money they earn in the markets themselves. Thus a basic economic 
system of solving the social problems of the poorer would be created. 
Nevertheless the system needs to be backed by legal components to 
become a social market economy. This is broadly explained in detail in 
Chapter 5 of this book, where Germany's social legislation—enduring 
almost 50 years from 1880 to 1927—is described. 

2.6 The Four Big Problems of the World and Their 
Solutions 

Thinking of the major problems of the world today—the refugee cri-
sis, the environmental crisis and the permanent financial crisis—one 
finally concludes, that there are only gigantic problems, but no solutions 
visible or being offered. Disregarding the problems of terrorism and war 
(which can be seen as a consequence of the unsolved problems), the 
world’s four biggest problems can be described as follows:  
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1. The Environmental Problem: At the end of 2015 the great Paris 
Agreement for protecting the atmosphere was celebrated global-
ly. Just weeks later, a gigantic surplus of petroleum causes a rap-
id price collapse and strongly promotes the exploitation and sales 
of fossil raw materials that was just ostracized. The world cele-
brated it as an unexpected economic stimulus programme, actual-
ly (summer 2017) even sharply strengthened by additional US-
fracking activities. All good intentions are thwarted. The ‘Infer-
nal Exploitation’4 continues unabatedly.  

2. The Problem of Poverty: Half of Africa is awakening.5 At least 
every second child there is equipped with a cell phone or smart 
phone and thus has the electronic connection to the rest of the 
world. The African business man or entrepreneur can make new 
businesses with that. One of the new business concepts is the 
smuggling of millions of migrants who expect to find a way out 
of African poverty by emigrating to the promised continent Eu-
rope.  

3. The Problem of the Population Boom: Traditional societies do 
not have access to contraception. A high infant mortality bal-
anced the population growth in former times. The successes of 
modern medicine reduced the mortality rate drastically and thus 
destabilized the population balance of societies. 

4. The Financial Problem: Writing in 2017, it appears that the fi-
nancial crisis has almost entirely disappeared from our minds. 
The excessive indebtedness of the states is growing unabatedly. 
The collapse and multiple national bankruptcies are becoming in-

                                                           
4 The headline in the Handelsblatt on 24th January 2016, Page 16 
5 The example chosen for the discussion shows the economic-social catastrophe 
in Africa. India, the Orient, parts of Asia, Central- and South America and others 
could also be included in the discourse. 
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evitable through the reversal in interest rates, inevitably coming 
soon or later. The world is staring at FED and ECB and their in-
terest rate oracles like a rabbit at the snake.  

In the light of this, there should be a fast way to implement a new 
concept—fast in the sense of the history of mankind, maybe rather grad-
ually, start now and implement it step by step within thirty up to fifty 
years.  

The way of spreading the ideas and the concept of this genuine social 
market economy is relatively easy because at the beginning only a single 
piece of paper is required. On the front page of this paper the institutions 
for the market and private economy are listed and described in tabular 
form, especially the rules of the BGB (German civil code) or any ade-
quate civil code, e.g. Code Civil, as well as laws and agreements for the 
installation of associations and unions (solidary communities) and the 
instruments of tariff autonomy, altogether the necessary systems for the 
generation and distribution of money, the production of wealth. The 
reverse side of the paper is reserved for the welfare state, that is for the 
institutions that must be installed by governmental administration and 
regulation, i.e. solidary communities of all kinds for employees (health, 
unemployment, casualty insurance, etc.), as well as the subsidiary chari-
ty elements of the welfare state (social welfare). Both sides of this  
document should to be translated into about two hundred languages, and 
complemented by a set of laws and contract templates, before being sent 
to the 193 states of the world, which could be done e.g. via the United 
Nations. 

The thesis represented here says: All these 193 states can individual-
ly and collectively solve the aforementioned four big problems step-by-
step by transforming their economies into a social market economy. Let 
me explain the solution of each of the aforementioned problems in se-
quence.  
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1. The environmental problem is solved economically by the states 
realizing their protective function for their soil and reducing the 
drilling for oil and gas, as well as the exploitation of other re-
sources. Therefore the market players (all explorers of one mate-
rial respectively of one branch) have to sit down together in a 
meeting and have to agree upon a ‘contract for eternity’. In the 
long term—in an asymptotic approach towards the goal—they 
are directed towards ending any exploitation of limited natural 
resources. Only such earth supplies are exempt that are so big 
that indeed an exploitation in unlimited quantities is possible, as 
for instance granite, of which endless quantities exist. The 
‘agreement for eternity’ promises the exploiters (especially the 
states) growing incomes through gradually increasing (stable) 
prices and slowly decreasing exploitation6—that is, through arti-
ficial scarcity of the supply which exactly corresponds to the de-
mand for a sustainable management of the finite resources of the 
earth. The growing incomes now enable the fulfilment of the 
wealth expectations under point 2, which will induce the people 
to look for their welfare at home and not abroad anymore. The 
solution for the environmental problem is the solution for the so-
cial problem at the same time. Finally the latter is the solution for 
the trigger of most war conflicts as well. 

2. The problem of poverty is the second urgent problem, because it 
is the driving force for millions upon millions of people to leave 
their home and country in order to look for new chances and per-
sonal prosperity elsewhere. The system of a social market econ-

                                                           
6 The suggestion implies the correctness of the imaginations of Harold 
Hotellings, presented in the paper ‘The Economics of Exhaustible Resources’ 
(Journal of Political Economy, 1931), according to which the owner of a 
resource supply is only ready ‘not to sell resources if he can expect that the 
value of the resource will increase with the market interest rate’ (Wikipedia). 
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omy means growing incomes for firms which among the mass of 
employees will lead to growing wages (if needed, forced by the 
pressure of the unions), thus causing successive improvement in 
the distribution of the incomes within the population—both in its 
height and its width. Growing incomes lead to a growing demand 
and in this way provide the incentive for the production of grow-
ing quantities of goods. The increased demand creates added val-
ue and revenues, through which the suppliers and budgets will 
earn more again. An upward spiral will develop, just like we had 
it in post-war Germany for decades after 1946. Poverty will ex-
tensively decrease the social problems and stabilize societies. 

3. The problem of overpopulation is by far the biggest problem of 
our earth. Its solution has to be looked for where population 
growth is no long present but rather where there is a decline in 
population, like here in Germany or in Italy or Japan. The analy-
sis is easy: For people there are two ways of provisioning for old 
age, the traditional way via the support of one’s own children and 
the modern way via a pension insurance as part of a social market 
economy. As a matter fact, people in Egypt, for example, consid-
er themselves rich if they have many children. A government 
pension insurance in the context of a social market economy, 
however, achieves the exact opposite. The grown-up employee 
pays contributions and receives his incomes from the inter-
generation contract in old age. Many expensive children do not 
only reduce his wealth during his employment but then also take 
part of his retirement income, if for instance they don't find a job 
themselves. Which means that the egos of those receiving in-
comes are the most efficient brake for population growth, conse-
quently the introduction of a social market economy with its pen-
sion insurance; albeit the institutional brake must be controlled 
intelligently and not as disastrous as here in Germany or in Italy 
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or in Japan, where the birth rates are far too negative. A good ex-
ample is France with balanced birth and death rates. It is obvious 
that such an introduction, unlike for instance in China, is hard to 
implement in the majority of the African states, due to a lack of 
industrial structures, but it is possible to set positive examples in 
already successfully developing countries which then can serve 
as good examples for their neighbour states.  

4. The introduction of a social market economy also solves the fi-
nancial problem in the long run, which can by itself be viewed as 
the smallest problem, as it is only is an accounting problem one 
can say. The financial problem of today is primarily a cause of 
the far too uneven distribution of incomes with the result that the 
money remains to a great extent in the private households of only 
a few individuals or on company accounts and will from there be 
parked in the banking system (building money bubbles), instead 
of serving as mass income and then flowing back into the circula-
tion of money via the markets. ‘Money bubbles’ have even more 
negative effects: On one side the gigantic bank deposits lead to 
the granting of gigantic loans—especially the states get the loans 
due to their financial standing. On the other side the financial 
surpluses create the ‘grasshopper effect’  which means that they 
cause financial investors to intervene with ‘too much money’ in 
various sectors, thereby shifting or destroying valuable grown 
structures of all sizes.  
In the context of a global social market economy, these financial 
problems will not arise in the first place because the financial 
world will not puff up like an air balloon (investment banking) 
but remain down-to-earth. At this point, a comparison with the 
financial stability in times of the post war ‘Deutschland AG’ 
(Germany Inc.) is appropriate, when the banks were still financ-
ing the economy and not the government. The return to such sol-
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id circumstances within a country is difficult but with a continu-
ously improving distribution of incomes the money bubbles will 
gradually be reduced over a longer period of time, which at the 
same time means a reduction of the debt. Consequently, the prob-
lem of the financial crisis will eventually also resolve — if state 
loans are not paid back, they will be parked on the long term 
(eternity) in the balances sheet of the state banks, without any 
further harm. 

2.7 Conclusion 

One can see that a social market economy seems to be able to solve 
all problems which are determined by the market system (remember: 
environment, poverty, population growth, financial crisis), if it is in-
stalled within a closed system. This means that at first one should partly 
relinquish the advantages of a global division of labour (globalization). 
A global introduction of components of a social market economy has to 
be paired with protectionist measures for securing the private economies 
(sectors). In the medium and long run, there can and will be an assimila-
tion of living conditions. The more this is the case, the more borders can 
fall. But only if, as Friedrich List already realized, the economic circum-
stances between two countries or several countries have assimilated.  

This is the ‘grand thesis’ of the book, the theoretic explanations will 
follow.
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PRIVATE ECONOMY AND MARKET 
ECONOMY 

3.1 Preliminary Remark 

The goal of this chapter is to examine the economy’s operational 
principles and to establish an appropriate interrelationship of its func-
tional components. On the one hand, the functional components consist 
of the communities, i.e. the household and business units, which are 
collectively named the ‘private economy’. On the other hand, functional 
components consist of thousands of well-functioning divisions of labour 
which is called the 'market economy'. To put it simply: There is an in-
side (households and business organisations) and an outside (market 
economy). An 'appropriate interrelationship' means that two essential 
questions must be answered. The first question is: what has developed in 
this sphere and how and why something has developed in this sphere 
which we call the ‘economy’? The second question is: which compo-
nents are combined under which rules in the further development of this 
economy? 

The answers to these questions are not free of values; on the contrary 
they relate to components which represent burning issues for mankind. 
The dominant category is the question about ethical right and good ac-
tions. The specific objective is social justice that is equality concerning 
the distribution of income and wealth in society. This component con-
tains not only at the bottom the level of personal comparison and envy, 
but is also about the principles of the distribution of income in society. 
Moreover, it deals with the general question of where and how a supra-
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regional or global adjustment between regions and countries can be 
justified as well as organised.  

A precondition for understanding this approach is the viewing of the 
thing as a whole, i.e. the embedding of the economy in society, respec-
tively in the societies, e.g. in municipalities or states. 

3.2 The Social Frame 

People have the wonderful ability to form communities. This begins 
with founding a family, the smallest organisational unit. But there are 
also communities of communities, since the system carries forward in 
municipalities or other organisational units such as associations or pri-
vate law companies (OHG, KG, GmbH, AG), not forgetting the states’ 
and countries’ organisational units (communities of states, e.g. United 
Nations or European Union). The communities are partly organised 
under public law (e.g. communal law), and partly under private law. 
(Churches are an example of an intermediate form which are governed 
by semi-state regulations.) These communities are organised varying in 
size, style and intensity. As soon as they become anonymously ruled by 
abstract laws, they transform themselves into societies.  

People work and are busy. People are usually busily working from 
morning till night. This ‘work’ begins in the morning with the prepara-
tion of breakfast, the first daily consumption: Processing the raw break-
fast egg, cutting the bread and finally processing the coffee beans or tea 
leaves which have been harvested months ago in Nicaragua or Sri 
Lanka. Then people go to their ‘jobs’ where they produce some small 
element of a certain value chain in order to gain a specific amount of 
money at the end of the day or month enough for survival or more. With 
the help of this money they move from the supply side to the demand 
side, or, more precisely expressed, from the one single market area 
where they work, people move with the money in their pocket to the 
thousand other markets in order to gather/purchase products for their 
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consumption or use.  Economy and work are ubiquitous and consequent-
ly can be observed in households, at workplaces or out in the markets.  

The birth cell of the economy is the agricultural unit, the farm. The 
farm can be characterized as a self-supplier, which dominated the eco-
nomic and commercial life only about two centuries ago. The organisa-
tion of the first markets started about 3000 years ago, primarily in towns 
with agricultural products, getting bigger at the beginning of the 19th 
century caused by the development of the industrial production. In the 
farms as communities, consisting of family members, servants or slaves, 
production primarily had the goal to supply with goods for their own 
community. External but closely connected workforces, so called wages 
in kind (deputat), contributed labour and services to the production 
process.   

The importance of communities cannot be emphasised enough. To-
day, being a part of the industrial society, we are fostering individualism 
as a philosophy of life by treating communities as less valuable. That is 
why communities are in the process of dissolving. The disappearance of 
the so called 'big family', which was a respected institution in Germany 
one hundred years ago, is a good example of this. We hardly recognize 
the value of communities any more, nor do we cultivate such communi-
ties in the way that schools, churches or local associations do. However, 
there is no doubt about it, only thanks to the creation of communities our 
ancestors were able to conquer inhospitable regions on earth and settle 
there.  

As long as personal, interpersonal or intercommunity relations are 
concerned, we move within the sphere of communities. Communities 
are formally organised in societies7. Communities and societies are 

                                                           
7 There is a conceptual ambiguity in the term ‘society’: The institutionalized 
community (GmbH, AG, etc.) in some cases becomes a ‘society’ in common 
usage as for instance a steam boating ‘society’. But at the same time the term 
‘society’ refers to the social phenomenon of an anonymous community. If one 
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organisational units which establish their own rules, i.e. laws, statutes or 
constitutions. Societies do it formally, communities normally informal-
ly. Through establishing their own rules, communities and societies 
form their own identities and personalities. As a result we can say that 
formal societies even ‘live’. When such societies can express them-
selves, decide and act (executive force) by means of organisational enti-
ties (presidents, chairmen, mayors etc.) states, municipalities, associa-
tions and all kinds of codified societies live. Furthermore, the members 
of the societies are subject to the formal rules (laws), i.e. the rules are 
mutually agreed upon (legislative power). Due to the formality they 
become legitimate (judicial power). Societies are, so to speak, the formal 
legal framework of communities. Societies can form communities as 
well. For instance they can build communities of states through contrac-
tual relations. And industry related organisations can build communities 
in form of associations and cartels.  

Among the communities and the society (the anonymous state com-
munity) there are two spheres. People participating in these two spheres 
of economy permanently move between them as described in the prelim-
inary remark above, named private economy and market economy. The 
two spheres have already been described in detail in numerous sociolog-
ical scientific disquisitions but did not reach the actual notion of the 
economic sciences. Below the reader now will find a new attempt to 
reactivate and combine the idea of the two spheres.  

                                                                                                                     
uses the singular form of ‘society’, then one is talking about the anonymous 
community’s inner zone. However, if one uses the plural form of ‘societies’, one 
deals with pure legal communities (such as associations), which act within a 
legal framework. 
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3.3 Living in Two Worlds 

During a UNIAPAC8 spring meeting in Zurich in 2014, the Swiss 
national economist Philipp Aerni stated that ‘we have to learn to live in 
two worlds’ and put both terms, namely community and society, into the 
context of this citation. Below you can find the replication of the dia-
gram which shows a conception of causal relations between the commu-
nity (left side: ‘Gemeinschaft’) and society (right side: ‘Gesellschaft’).  

Figure 1: Learning to Live in Two Worlds 

 
(Source: Philipp Aerni, UNIAPAC 2014) 

However, Aerni is not the discoverer of this distinction. In fact, the 
German sociologist Ferdinand Tönnies developed and established the 
different spheres of interest regarding the private economy and the 
common economy under the concept of ‘community’ and ‘society’. In 
1887 Ferdinand Tönnies published the first book of sociology with the 
title ‘Community and Society’. 

                                                           
8 International Christian Union of Business Executives 
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What Aerni wants to express with the sentence ‘We must learn to 
live in two worlds’ is the fact that the two living conditions work and 
operate simultaneously: the private economy can be found on the one 
side (social exchange), whereas the anonymous markets of the society 
are placed on the other side (market exchange). Since we constantly 
swap between the two spheres, we are subject to two sets of principles 
and rules at the same time which cannot be more different than they are. 
This is the key insight as one can see in the subsequent analysis. 

In order to put this idea across and to clarify the terms ‘community’ 
and ‘society’, here are some simple examples in front: between the two 
spheres of our daily life there is a very clear line dividing the inside- 
from the outer zone, the private zone from the public:  

The most important ‘cut’ in our everyday life is the front/apartment 
door as the entrance to or exit from the house/flat and the building where 
we work (office or factory). The cut divides the world in two areas. 
Inside the apartment or building there are different conditions and laws 
apply than outside in the street. Inside there are the families, crews, 
communities where people live, love, organise, produce, act economi-
cally and distribute work, money and sympathies. Contrary to inside 
world, there exists an outside world, the society. There, outside, people 
meet each other more or less by chance or meet other communities, they 
are organised in traffic systems, they run and pursue their goals or jobs, 
purchase goods and services on numerous markets or sell them side by 
side. Although, all this seems to be chaotic, there is still an order visible 
and that is the distinction between the inside and the outside, respective-
ly the private and public zone. One can see it in shops, in the tram, in the 
pubs. The distinction between public and private not only applies to 
markets, but also applies to non-commercial areas, e. g. public town 
offices or churches. Their front side is open to the public, by contrast to 
their back, which may be entered by staff only, but not by anyone else.  
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The same also applies to professional life or in companies. Nonethe-
less, in this case the borderline to the outside world is sometimes hard to 
recognize: On the one hand the factory gate is locked for strangers, but 
on the other hand the factory sale is accessible to everyone. The coun-
ter’s back side is private (‘No trespassing’). By contrast the counter's 
front side is accessible to the public (‘Welcome’). The economy also 
consists of these two spheres: On the one hand the private sphere includ-
ing the households and the enterprises or organisations and on the other 
hand the public sphere which can be characterized as a generally acces-
sible sphere (streets, markets, public buildings) where the rules of the 
society are valid.  

It is quite clear that public and private areas exist almost everywhere. 
It is obvious that we constantly move from one area to the other. We 
don’t even notice that we cross that clear line (and even move back and 
forth) repeatedly within a short period of time.  

On closer inspection, we can observe that both above described 
spheres entail completely different phenomena and conditions. While 
traits as friendship, affection, responsibility and loyalty are typical for 
the inner zone; for the communities, specific formal legislations (road 
traffic regulations, sale of goods law, opening hours, Sunday rest, noise 
control) are more common in the outer zone. Consequently when lining 
up the distinctions and defining the two spheres, conceptual pairs come 
up, one after the other which reflect the contradictory natures of the two 
spheres (inside >< outside).  
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Figure 2: Two different spheres: Community and Society 

Community Explanation Society / Markets 
Private/internal Sphere Public / external  
Businesses and house-
holds 

Location State and markets 

Friends / caring Relationship Anonymous / 
 indifferent  

Social / emotional / 
relational  

Connection Functional 

Family / service  
provider 

Partner  Customer 

Production / prepara-
tion 

Function  Distribution / sales 

Production / Service Operation Exchange 
Product / Exchangeable 
Value  

Result  Monetary value /  
Money 

Division of Labour 
(Internal) 

Procedure Division of Labour 
(external) 

Planned economy / 
long-term 

Classification Barter economy / 
ad hoc  

Hierarchically  
organised 

Organisation Equality / free 

Altruistic  Ego Egoistic 
Reciprocity Balance Parity 
Long-term / investment  Decision Short-term / purchase 
Cooperation Principle Competition 
Statute / voluntary 
submission  

Regulations Governmental  
regulations 

Justice Standard Law  
Stable Income Volatile 
Soft  Nature  Hard  

Interpretation demonstrates that there is a private sphere on the one 
side, in which we are surrounded by people we know and are emotional-
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ly connected to. The relevant terms are the following: caring, social, 
emotional, relational, reciprocal, cooperative, fair, stable and soft. All 
these characteristics are not always applicable, but they generally are 
valid. This can be the close bond in a family but it can also be the 
‘Krupp family’ or the ‘Siemens family’ of the early years. This also 
implies other forms of communities as for instance village- and church 
communities, the Raiffeisen collective or the fan community of Borussia 
Dortmund. Characteristic features for economic communities (house-
holds, enterprises) are: hierarchical organisation, reciprocal (financial) 
contributions by the members in order to achieve a common business 
objective, long-term thinking and planned actions, private rules, the 
protection of private ownership, cooperation and a widespread aware-
ness of justice.  

Social responsibilities and personal care are the result of repeated 
encounters and mutual dependencies. Internally, people interact with 
each other and provide service to each other in order to finally receive a 
fair compensation at the end of the month. This applies to the owner, 
who is bound to the company as well as to his ‘dependent’ employees. 
Solidarity, as well as a love of the product and a certain commitment is a 
must.  

Such responsibility is lacking (on the right side) in the outer zone 
almost completely. The characteristics in the outer zone are as follows: 
anonymous, functional, ad hoc, selfish, volatile and hard. The seller 
faces the customer and the relation is dictated by the parity of price and 
product, fulfilling is self-evident, if necessary, state laws will enforce the 
completion of agreed obligations, common laws are obligatory, deci-
sions mostly are spontaneous, the partners do not care for each other, the 
business relationship usually ends with the realization of agreed upon 
obligations. The consumer is free and literally strolls between different 
service providers, different market places and shops. For the customer, a 
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free market economy means free choice and free decision making with-
out concern for the interests of others. For him solidarity is unknown.9 

The clear separation equally involves a very clear consequence, 
namely that the social and human aspects can only be found in the 
communities, and the closer people get together, the easier and more 
compelling a development to solidarity is.  

By contrast, society and markets can be seen as a public event which 
is restricted to the application of the right of equality in regards to the 
mutually agreed performances. Here general laws of the state apply. The 
aspects of justice and fairness are ignored on the market and are reduced 
to the abstract general application of law. In society, justice still plays a 
role within the scope of the judiciary or the public administration. It also 
plays a role within the community of which the state consists, it plays no 
role in the anonymous society or in the public markets, where the con-
tact between the people is limited to the exchange of goods or money. 

Conclusion: We live in two overlapping spheres, where humanity is 
on one side part of the private sphere, while on the other side the public 
sphere is characterized by the cold wind of remoteness and indifference. 

In the past centuries, the two spheres have developed three separate 
fields of scientific research: sociology, (political) economics and busi-
ness administration, the latter two fields of research share a common 
subject of investigation, namely the economy. One of the German 
founding fathers of the national economic theory, Friedrich List (1789-
1846), distinguished between private economics and society econom-
ics10. Long before this, the ancient Greeks already distinguished be-
tween economy (oikos = the house) and Catallaxy (katalage = ex-
                                                           
9 Of course, there are hybrid forms, namely the long-term relationships between 
suppliers and customers, which are characterized by mutual dependency and 
solidarity. These business relationships can in some cases become private rela-
tionships. But especially these relationships need further explanation.  
10 Eugen Wendler: ‘The economic concept building of Friedrich List’. Inaugu-
ral-Diss. Tübingen 1977, S. 108 
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change)11 which also means a differentiation between private domestic 
economy and public market economy. More about this topic can be 
found below.  

3.4 Division of Labour 

When looking at the two spheres and the analysis of their antago-
nism, we can observe one single non-antithesis: the division of labour is 
present everywhere. The division of labour is a characteristic of both 
worlds and their basic principles and can be found in the inner as well as 
in the outer zone. Since the term of ‘division of labour’ seems to be one 
of the most elementary key words when describing the economic reality, 
the next important step is to ask ourselves for what reason human beings 
generally employ the division of labour.12 

3.4.1 Internal Division of Labour 

When two parties come together in order to create something, work 
is divided and assigned. Examining the binary nature of man and wom-
an, we can already observe that work division among human beings is 
deeply anchored in nature. People who live together are often assigned 
to different tasks and functions. These people operate as a collective 
(partners) in order to cope with the overall task of ‘surviving’. From the 
outset, people have organised themselves based on specialization and 
work division. For instance in family life which is in fact a team-based 
small enterprise in which one party covers the household chores includ-
ing childcare and another party takes over tasks which require physically 
demanding work as warfare, hunting, construction etc.  

                                                           
11 The third section, the chrematistics (financial economy) has been omitted for 
the sake of clarity, although it plays an essential role.  
12 The concept of the division of labour was extensively described by Adam 
Smith. It was also known to the ancient Greeks (Plato) 
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However, the principle of the division of labour does not only apply 
to family life, but also applies to small businesses and large-scale corpo-
rations where the division of responsibilities regarding procurement, 
production, sales, accounting, quality control or management take place. 
It is no different in the case of the internal governmental organisation of 
the State or of the Church, where legislative bodies, executive forces, 
judiciary and general administration are split into central and regional 
units. The same goes for organisations as for instance schools, universi-
ties, trade unions and other associations. 

For good reason, division of labour is present everywhere. Work dis-
tribution among several or many actors causes two effects. The first 
effect is the increase in efficiency. If people try to do everything them-
selves, only a few fruit will be available to him on the grounds that he 
cannot work on the field and simultaneously cook food. Working simul-
taneously on diverse jobs is difficult, as you have to change tools or 
work place too often. This in turns means, that without the implementa-
tion of a labour division the output quantity will be limited to the mini-
mum. However, this can be avoided if each individual party carries out a 
specific task and all performances are brought together. As a result, the 
individual’s efficiency vastly increases. This also means that division of 
labour increases to quantity of goods available and thus allows enhanc-
ing prosperity.  

The second positive effect resulting from an implementation of divi-
sion of labour is the promotion of specialisation. Thanks to specialisa-
tion specific skills can be developed, workflows based on technical and 
organisational innovations can be performed. ‘Space saving machines’ 
pay out due to the use of external energy sources and can ‘multiply 
production power ten times or a hundred times,’ as Friedrich List fore-
saw and expressed his vision already during the early ages of industriali-
sation, almost two hundred years ago. 
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Nobody can know everything but many people together can know 
more and can accumulate more abilities than one man can gather alone, 
simply because the single individual is able to work more intensively on 
a smaller sector and can develop within his abilities and his knowledge. 
People build up communities in order to gain the benefits of the internal 
division of labour. In Friedrich List's words, people increase productivi-
ty by ‘spiritual and physical union and cooperation of individuals being 
committed to a common purpose’13. Thus it follows that specialisation 
increases and potentiates prosperity. If the internal division of labour 
works that well, the following questions arise: Why do we need mar-
kets? Why are economic functions transferred out to the external zone, 
out to the society?  

3.4.2 External Division of labour 

The answer to this question is simple: the communities’ potential to 
organise themselves internally is limited, simply because the number of 
‘specialists’ within any community is limited. The communities or their 
participants make use of the external division of labour, i.e. the markets, 
because this allows them to have access to the services provided by a 
huge and almost infinite number of other specialists. This means that 
most of what a specific community needs for daily business is not pro-
duced internally but instead is bought, what means: production is out-
sourced in other markets. The number of different markets can be exem-
plified by the number of different products available in a big super mar-
ket—around 40,000 or more! 

The consideration of an extreme example illustrates the sense of the 
external division of labour: It would be senseless for a Ministry of Jus-
tice to produce pencils by themselves. The wood of the pencil originates 
from Africa, the graphite comes from Canada and the pencil itself is 
produced in China. Or another example: It would not make any sense for 

                                                           
13 Vgl. Eugen Wender, a.a.O.S. 171 
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a farmer to build his tractor himself. For him the task of constructing 
such a machine would require decades of toil and in the meantime he 
would die of starvation. Thus, we use external division of labour as a 
matter of course by using aircrafts, hotels, roof tiles, beer, laptops, eye-
glasses, clothing and shoes, sports equipment, furniture and fuels.  

Figure 3: The Connecting Link: Division of Work  

Description Businesses and house-
holds 

Markets / Society 

Degree of 
freedom 

Private autonomy Government supervision/ 
social control 

Relationship 
 

Friends/caring Foreign/ anony-
mous/indifferent 

Connection Social/emotional/relational Functional 

Partner Family/service provider Client 

Operations Production/preparation Distribution/exchange 

Result 
 

Intrinsic asset exchangeable 
value 

Monetary value  
(added value) 

Division of 
work 

Internal External 

Systematics Planned economy/long-term Barter economy/ad hoc 
 

Organisation Hierarchical/organised Equitable/free 

Methodology Altruistic/reciprocal Parity/egoistic 

Decision  
making 

Long-term/investment Short-term/purchase 

Principle Cooperation/coalition Competition 

Regulations Statute/voluntary submis-
sion 

Governmental regulations 

Standard Justice Law 
Income Stable Volatile 
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The figure illustrates the juxtaposition of both general principles, but 
it also shows that there is a principle which is the common symbol of 
economic action inside and outside: The division of work. The division 
of work can be found in both ‘worlds’ and is a sort of connecting link 
between the communities and society. The division of work is the mo-
tive to leave the community, is the motive to externalize the division of 
work thus making use of the services of third parties available which are 
offered by society. Conversely, if a community (or person) is ‘forced’ to 
build a product or provide a service by itself due to the fact that this 
product (or service) is either not available on the market or is unafforda-
ble, too expensive for one's budget, but can be produced in a more cost 
effective way, this community will avoid the utilization of a product 
provided by a third party, will not enter the market nor society. Howev-
er, if a market provides a cheaper or better product (or even a more 
convenient way to purchase a certain product), the community will pur-
chase the product on the market—which in other words implies that it 
utilizes the services of other people or communities. The linkage takes 
place via the markets under the rules of society.  

The freedom of choice (which can also be a compulsion for instance 
in case of a lack of money) between the inner (community) and outer 
zone (society) applies to large and small units, i.e. to individuals and 
households, as well as to industrial enterprises. There are many known 
examples of how companies are outsourcing services in order to benefit 
from cost advantages. In other cases companies increase their produc-
tion depth by ending their purchasing activities. The needed goods are 
ordered from the internal production managers and engineers, so to 
speak. A recent example for the above described scenario is a well-
known butcher company which is currently buying large firms operating 
in the pig fattening industry. To cite another example related to this 
topic: Chocolate manufacturers who run their own cocoa plantations in 
Africa or Central America.  
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‘Do-it-yourself’ has been a continuing trend for decades in our 
households. An excellent allegory for this kind of trend is the ‘automo-
bile’, a word which describes the car as ‘self-mover’. Other examples 
which have contributed to this trend are: the washing machine, the iron, 
the refrigerator, the laptop and recently on a large scale the smart phone 
which are all durable goods. Most of these goods are tools and devices 
that lead operational functions back into the households, make them 
cheaper, functions which were originally expensive external offers like 
laundries, retail or postal services. Thus markets are partially deactivated 
and the external zone becomes internal.14 

3.5 The Famous ‘Homo Oeconomicus’ 

When looking at the relationship between the external and internal 
creation of a service, a certain character requires a separate considera-
tion, the famous ‘homo oeconomicus’. The homo oeconomicus is in fact 
a highly controversial figure and the debate about its existence is an 
infinite one.15 But indeed, the homo oeconomicus exists, it is the man 
who stands in his household or enterprise and is faced with the question, 
whether it is more favourable to produce an item or service by himself 
or rather purchase it in the market.   

                                                           
14 At this point, a remark referring to the competition theory is appropriate: It is 
obvious that the vendor on the market faces two types of competitors: The real 
competitor beside him and the customer in front. The customer might even be 
the strongest competitor because he appears in many different ways and at the 
same time they use every means at their disposal to substitute the products of-
fered by the vendor by their own performances. The biased views of today’s 
politics which exclusively favour the consumers, are detrimental to the interests 
of the customers, because these are not only vendors but also service providers 
who suffer from the customer orientation because of lower income.  
15 The Zurich brain research scientist Ernst Fehr is regarded as the ‘grave digger’ 
of the homo oeconomicus. 
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The homo oeconomicus is then the one, who gives the answers to the 
question whether to produce or to do something by yourself or better go 
to the market and buy or order? In other terms: The homo oeconomicus 
decides whether to operate with the internal or external division of la-
bour. The homo oeconomicus is a calculator who at the end comes to a 
reasonable, rational and calculated decision. In the case of the previous-
ly mentioned examples of the pencil and the tractor, the homo oeco-
nomicus has no alternative. The only economic and reasonable decision 
is to walk across the markets and purchase those items.  

Opposite to that, the homo oeconomicus faces a freedom of choice 
when he has to meet simpler needs like for instance cutting hair, paint-
ing walls, washing the car or cooking. It is no different for companies 
that can opt for external third-party building cleaning services, cloud 
computing services or vehicle fleet leasing instead of engaging their 
own man power and physical organisation for these required activities. 
In all cases, there is the alternative available between self-service (Do-it-
yourself) or employing external services. In the case of enterprises, costs 
(material or labour costs) can be reduced, whereas in the case of house-
holds, the costs for the job performance are completely eliminated. 
Households consider the time factor as a scarce resource, but they don’t 
consider it as a cost factor which means that the services performed 
within households lose their commercial value, their monetary value. 
The simple calculation is as follows: In-house expenses are not calculat-
ed and all third-party costs and expenditures are reduced drastically, if 
for example only material costs are counted. So you rather do most of 
the work yourself. Do it yourself.   
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Due to the reason that the key of cooperation between the enterprise 
and the market, respectively between private economy and market econ-
omy is represented by the division of labour, it is now possible to identi-
fy the people themselves as the decision makers: we all are a 'homo 
oeconomicus'. We ourselves decide whether or not we step out of our 
house or our community towards the street, towards the open society. 
Thus—after the distinction of the two worlds—the economic link be-
tween the communities and the society is described and also the link 
between the private economy and the market economy: the division of 
labour. 

Thus, economics—the doctrine of the market economy—are losing 
their generally lamented reality deficit because it is closely tied to the 
operational reality, to the home- and business economy, i.e. the real 
economy. Economy is a combination of internal operative economies 
(households and organisations) and external market economy. At the 
same time, it can be noticed without further reflections, that the markets, 
that the market economy has a serving character. The market economy 
is a tool for people and communities (the private sector consisting of 
households and organisations) to perform jobs more efficiently. This 
does not mean that suppliers are the customers' servants, as the classic 
economics since Adam Smith like to see it. Exactly under this view 
suppliers at the end are suppressed and exploited, workers as well as 
companies, exactly how worldwide expanding neoliberalism shows. 

3.6 Global Division of Labour 

It is true that the relationship between the community and society is 
now cleared up, but the above description does not yet adequately reflect 
the complexity of reality. Missing are the different intermediate stages 
including the perspective on global reality. The missing multistage value 
added chain can be schematically depicted as shown below … 
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Figure 4: The Global Division of Labour—Global Markets   

 Communities Society Regional  Global  

Description   Markets Markets Markets 

Sphere Private 
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Functional  Functional  Functional 
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Client Client  Client  
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Result Intrinsic as-
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y value  
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Long-term 
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Organisa-

tion 

Hierarchical/ 

organised 

Equitable/free …/free …/free 

Ego altruistic Egoistic  …egoistic …egoistic 

Compensa-

tion 

Reciprocal  Parity Parity Parity 

Decision 

making 

Long-term/ 

investment 

Short-term/ 

purchase  

Short-term/ 

purchase 

Short-term/ 

purchase 

Perfor-

mance 

Cooperation Competitive/ 

competition 

Competi-

tion  

Competition  

Rules Voluntary 

submission 

Governmental 

regulations 

Regula-

tions 

Regulations 

Standard Justice Law  Law  Law  

Income Stable Volatile Volatile Volatile 

Nature Soft  Hard Hard Hard 

… whereas the number of stages cannot be represented at all. Therefore, 
the above shown three stages of the external work division only serve 
symbolically. But it can be supposed that the external multi-stage divi-
sion of work contains a realistic and powerful potential for the im-
provement of prosperity thanks to the above described efficiency en-
hancement. In the light of this, it is absolutely not absurd to assume that 
misery and hunger should no more exist in this world, since the system 
of the division of labour in conjunction with the new technical accelera-
tors make misery and hunger superfluous. What a wonderful world 
would it be, if all people could equally benefit from the aggregate pro-
duction output?16 But the problem of the external division of labour (the 
markets) is its inherent lack of justice. Parity is the legal system of the 
markets, but parity alone is not just, because every man has unequal 

                                                           
16 Pope Franziskus in SV S. 245: ‘The poor demand the right to participate in the 
use of the material goods. Moreover, with help of their working potential they 
want to contribute in order to build a more equitable and happier world’.  
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starting positions. Communities are able to correct inequality internally 
but this possibility is not available in the outer zone. The above explana-
tion needs to be examined more closely.  

 3.7 The Lack of Justice 

In daily life we do not care about rare minerals extracted in China 
nor the inhuman conditions of much of the African population. Neither 
do most people care about the working conditions in gold and diamond 
mines, the ecological consequences of filling up a car tank at the petrol 
station, the dogs slaughtered for the fur industry and the living and dying 
conditions of crocodiles, crabs and salmons in so called ‘farms’. These 
conditions of ‘living’ of can only be described as conditions of suffer-
ing. 

At this point, we are confronted with the dubious nature of the global 
division of work's indifference and ignorance concerning disastrous 
social developments. The connection via normal and legal market ex-
change mechanisms hardly create any emotional connection and the 
further the foreign communities are away in the value added chain, the 
less people gain emotional access to the people whose service they en-
joy.  

The cause for the lack of justice is shown in figure 3, (p.47): 
the market and its market economy has no social conscience, but instead 
carries out only one function, namely to facilitate a division of work and 
to construct multi-level value chains, i.e. to create prosperity—which is 
an irrefutable argument for the market economy’s existence! But there is 
no social or ecological conscience in any country on earth characterized 
by cheap labour or cheap commodities between the value chain’s first 
and fifth stage. There can be no social conscience, since this can only be 
developed within communities. A social conscience between the suppli-
er and the customer only arises, if the relationship goes beyond the pure 
commercial relationship, so if it becomes personal and empathy is felt 
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for each other. This personal relationship comes into existence when for 
instance you frequently shop in the same store around the corner and at 
some point you (unconsciously) start to participate in the store owner’s 
life.17 But if the emotional relationship is restricted to the direct encoun-
ter, it is obvious that the emotional relationship within the multi-stage 
value chain cannot exist at all. The origin of the goods is generally not 
questioned, even if you can find many well-meaning approaches as for 
instance the ‘Third-World-shops’. But these shops are literally power-
less against Aldi, H&M’s or others' purchasing volume.  

Nevertheless, the question is allowed why these unbearable living 
conditions for humans, animals and nature aren’t abolished. Of course 
the working conditions in Bangladesh will slightly improve, if the ‘civi-
lized world’ recognizes that a textile factory has collapsed and four 
hundred people have been killed in the wake of this event. But these 
well-meant improvements still do not alter the main principle, namely 
the manifold steps of division of labour, multiplying the negative effects 
mentioned above (see sector market / society as there are: indifferent, 
egoistic, hard) that means, finally, the lack of bonds and lack of respon-
sibility.  

But this is only one side of the coin because the multi-stage division 
of work is also responsible for gradually enhancing economic prosperity 
and living standards by means of efficiency and specialization. This 
means that on the one hand the market economy is indeed indispensable 
and therefore it would be irresponsible to abolish it. But on the other 
hand, the market economy’s negative effects must be compensated. Or, 
to put it more precisely: on one side the protection of humans, animals 
and the environment must be improved which is a purely governmental 

                                                           
17 Long-term established supplier relationships also create mutual responsibili-
ties among large industries, e.g. between rail suppliers and the rail, between car 
manufacturers and suppliers. The reason for this is that one also recognizes the 
mutual dependency and thereby develops responsibilities. 
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task. On the other side there is a deficit in distributional justice, since the 
money (the reward) is collected by those who have a direct access to 
markets, i.e. by business people and enterprises. The companies (em-
ployers or entrepreneurs) have paid for the work performed by their 
employees and have thus acquired ownership of the products produced. 
Consequently, employers or entrepreneurs also consider the money 
received for the goods on the market as their personal property which in 
fact it is—legally as well as morally.  

From a realistic point of view the man power input happens within 
the communities under the conditions described in figures 2 and 3: co-
operative, relational, reciprocal, etc. The consequence of these condi-
tions is that the manpower input must be fairly compensated internally. 
This means that internal rules which enforce a distributional justice must 
apply, given that economic prosperity (in the form of the production of 
large quantities of goods) has been collectively created within the com-
munities. Large and small communities, including single workers pro-
duce goods and offer them on the markets. In return, other community 
members or entire communities purchase these goods and pay a certain 
amount of money. The products are, so to speak, redistributed to the 
communities but only to those, where the demand exists. Thus, the 
economy operates in conjunction with the two spheres—communities 
and the society.18 

Of course, this realization can be considered as trivial, but it is also 
characterized by the two spheres, the communities’ social competence 
and the markets’ functional competence. Markets do not think but they 
operate as a function of the communities’ demand combined with the 
task to supply the communities with goods and services. On both sides, 
either on the demand or on the supply side, individuals think and decide 

                                                           
18 The governments provide institutional support by providing market rules 
(purchase, payment, fairness of competition) and by installing subsidiary health 
and welfare systems.  
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in communities. We can say that both sides are steered by the communi-
ties. That means that the people in the communities decide and after that  
the decisions are controlled under the conditions of the markets (place, 
time, statute, law). Therefore, the communities not only influence the 
production from the supplier’s perspective, but are also the recipients of 
the products and services and consequently control the process out of a 
customer perspective (e.g. discussing with neighbours or reading news-
papers or advertisements). And both actions happen within the peoples’ 
private spheres, not on the markets!  

The procedure of the external division of work across the market 
economy and its markets, serves the communities in two ways: On the 
one hand it serves to stimulate the private economy’s supply with the 
help of other communities which can produce products and services in a 
better and more efficient way. And on the other hand, the procedure 
enables communities to benefit from an efficiency gain resulting from a 
specialized production which in turn creates an added value. With the 
help of the markets this added value can then be transformed into a 
profit margin. Accordingly, the generated profit margin serves as a me-
dium for further purchases on other markets. This does not solve the 
problem of just incomes and money distribution yet but it supplies the 
argumental basis for one. 

 3.8 The Money Problem 

The last two sentences contain the complex issue of social justice. 
Theoretically, only if there is no monetary economy, no markets are 
available and man acts as a solely self-sufficient person, the money 
problem doesn’t arise. But since this ‘self-sufficient person’ is only a 
hypothetical figure, the above core statement remains the same: ‘… the 
generated profit margin serves as a medium for further purchases on 
other markets.’ Or put in other words: people need money in order to 



Private Economy and Market Economy   57 
 

ensure their supply of food and other goods via purchases on the mar-
kets.  

It is also clear where the money comes from and who receives it. 
Money comes from the markets and the productive communities (pro-
viders of products and services) receive it. The market activity is, so to 
speak, the primary justice, where the money is distributed according to 
the offered and performed service. This is the first step of performance-
related justice. However, its lack of justice is immediately apparent: the 
distribution of goods is not only driven by performance but also driven 
by power: money is power. And the one who has most money is the 
most powerful one. And this underlines that the absence of compensa-
tion outside the markets must lead to an undesirable development. The 
cause of the above stated undesirable development can primarily be 
found in neoliberalism.  

The markets’ cash flow distributes income in a functional way to the 
suppliers which operate on the markets. But behind most of these sup-
pliers there are many others who have been directly concerned in the 
performance of services. And all these people or parties have the right to 
obtain justice, too. However, it is obvious that this secondary justice can 
only be established within the communities, as primary justice through 
markets is insufficient. 

The key that has to be applied when distributing money is always 
justice, everybody's feeling of justice, no matter whether it is for the 
distribution of money between suppliers and customers, between em-
ployers and employees or between suppliers and buyers. The question is, 
however, how can both, primary and secondary justice, be created? How 
can it be justified? How to make justice compatible with the other com-
ponents as market efficiency, the overall postulated growth of the econ-
omy or globalization? 

The answer to these questions can be given by increasing the trans-
parency of insight into the economic system by adding a transparent 
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insight of the money flow. Together with the flow of money, the cash 
flow which is a money cycle, it becomes a new, realistic model of a 
social market economy as will be developed in the following chapter—
naturally, only if the aspect of justice is finally taken into account.  
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AN OVERALL MODEL OF ECONOMY 

The model presented below is not a new conception. It is rather a 
further development of an existing version, as well as a combination and 
compilation of available knowledge (which has partly faded into obscu-
rity because it has been slumbering in the archives for years but no long-
er appears in the current schedule of lectures or scientific papers).  

The working hypothesis which is based on the concept, described be-
low, can be formulated in a relatively short sentence: In economic histo-
ry, numerous great and complex theories have been postulated. This 
means that many great and ‘small’ thinkers have formulated a lot of 
clever thoughts and concepts. Those theories were always in competi-
tion with each other. In the course of time, one theory could never over-
take or replace the other. The number of theories steadily increased from 
century to century.  

The Viennese economist Peter Rosner thinks that the history of the 
development in regard to economic thinking should be regarded as a 
learning process, where the theories are based on each other.19 The the-
sis presented here is another one, namely that during the last three hun-
dred years three complex theories were developed: Neoclassic Theory, 
Historical School of Economics and Keynesianism. In one view they are 
seen as competitors (Neoclassic School against Keynesianism), in an-

                                                           
19 See Peter Rosner:’The development of economic thinking’, Berlin 2012, page 
29 
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other view they stand side by side without inner connection (Micro-
Economics and Macro-Economics). In the following section an attempt 
is made to combine these three theories into a single model—in to a 
complete and overall economic theory. That is, it is about to reconcile 
them with each other plausibly, conceding that such a far-reaching ap-
proach can lead to many blurs in detail. 

Moreover, a social market economy model arises out of the overall 
model since the aspect of justice can be taken into account, i.e. the dual 
aspect of distribution becomes an integral part: On the one hand the 
distribution of money, or more precisely the commercial distribution on 
the markets as a system of distribution of money, and on the other hand 
the fairly equitable distribution of the sales revenues to the communities 
and in the communities and their members within the private economy.  

4.1 A Brief Discussion of the Schools of Economics  

In general opinion Adam Smith (1723–1790) stands at the beginning 
of our modern academic economic theory, he and his economic liberal-
ism, the idea of free markets that laid or should lay the basis for the 
‘Wealth of Nations’. The economist and philosopher of the Scottish 
Enlightenment, A. Smith is generally regarded as the father of economic 
theories.  

In Germany, the first half of the nineteenth century was economical-
ly marked by the beginning of the industrialization respectively the 
imitation of England’s advanced industrialization. Friedrich List (1789–
1846), was born and raised in the progressive Swabian town Reutlingen. 
He developed sensational technologic visions and solid economic con-
cepts and published them in his famous book ‘The National System of 
Political Economy,’ and in many other essays. List even directly imple-
mented his economic concepts by founding the first German industrial 
association—the predecessor of the BDI (Bundesverband der Deutschen 
Industrie)—and by politically enforcing his ‘Zollverein’ which con-
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tained both domestic free trade and high protective tariffs against cheap 
industrial products from England.  

Emphatic philosopher and journalist Karl Marx (1818–1883), fa-
mous critic of the bourgeois society, took care of the progressive indus-
trialization and its social consequences in the mid-19th century. His goal 
was to overcome unbridled capitalism and to end the exploitation of the 
proletariat. His socialist ideology, supported by the working class, be-
came the nightmare of politicians. He literally forced the politicians to 
look for contrasting ideas which they found in the Historical School of 
Economics and in Christian Social Ethics. The Historical School was 
able to incorporate the solution of the social question into its doctrine, 
which is why protagonists like Gustav Schmoller (1883–1917), Lujo 
Brentano (1844–1931) and others were called ‘academic socialists’ 
(‘Katheder-Sozialisten’).  

In Austria, economic liberalism found new supporters and around 
the turn of the 19th century its advocates started to attack the Historical 
school of Economics ending in the ‘methodological debate’ 
(‘Methodenstreit’) between Carl Menger (1840–1921) and Gustav 
Schmoller. Menger came out on top as Schmoller’s concept was charac-
terized by higher complexity, thus being inferior to Menger’s model 
concept marked by simplicity! So classic liberalism started to dominate 
the scientific world of economics, especially as Neoclassic Theory was 
developed by using mathematical models.  

Due to the First World War economic and political turbulences and 
several crises, John Maynard Keynes developed a new complexity of 
ideas and a theory of money in the 1920s in order to deal with the new 
modern problems in the macro economy. Keynes had been the spiritual 
father of the Bretton Woods Agreement (1944) which then stabilized the 
world’s currency systems for three decades.  

All other movements which have not been mentioned yet, are re-
garded as ‘subsections’ of these three great schools of thoughts founded 
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by Smith, List, Schmoller, Marx and Keynes. This also applies to the 
Austrian school of Mises (1881-1973) and Friedrich Hayek (1899-
1922). This also applies to the neo- and ordoliberalism of Walter Eucken 
(1831–1950)20 which complemented liberalism with a strong state pow-
er in order to oppose the economic entities’ ‘evil’ power, as well as to 
other well-known scholars such as Josef Schumpeter (1883–1950), 
Werner Sombart (1863–1941) and Milton Friedman (1912–2006). 

4.2 The Three Worlds of Economy  

The basic structure for an integrated view where the schools of 
thought can be placed is provided by the ancient Greeks, who made a 
revolutionary experience five hundred years before Christ when the 
economy shifted from the households to the markets, thus into the socie-
ty at the same time. When the markets for goods developed, a money 
market evolved. But the money market was not solely used for the sake 
of the exchange of goods, also the hoarding of large amounts of money 
and speculatively investing became usual practices. That is why shortly 
after the evolvement of the money market the ancient Greeks had a bad 
experience: The bursting of a speculative bubble led to an economic 
collapse—which stimulated Aristotle to reflect on the disaster. As one of 
the results he defined the three independent areas which he named econ-
omy, catallaxy and chrematistics.21 

The relationship between the three areas is easily defined: Household 
and home production are what we call 'economy' (from oikos=home). 
Economy is the place of production and storage, is the original house-
holding. The newly developed markets, the place where goods and ser-
                                                           
20 Ordoliberalism is a German version of neoliberalism, which is due to the 
‘ORDO’ yearbooks. These yearbooks were published in 1948 in order to spread 
neoliberalism. 
21 Oikos= the house, Katalage= to swap, chrematistics= comes from Chremata = 
money (Plato). 
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vices are offered and exchanged, are called catallaxy (from katage=to 
exchange). Both areas, economy and markets (catallaxy) are connected 
by the world of money and finance which is denoted as chrematistics. 
Chrematistics mainly act as a steering mechanism in regards to the dis-
tribution of goods.  

It is not difficult to match the modern economic schools and their au-
thors with the three ‘old’ areas. First Adam Smith, who is the king of the 
market economy: catallaxy which is considered to be the key to busi-
ness. A central function of the market economy is distribution. The main 
players on the markets are the traders and rarely craftsmen. Therefore 
Adam Smith is the king of trade and commerce. In short, his idea was: 
prosperity through freedom of trade! 

Friedrich List had focused more on production and organisation as 
well as the state budget management. He closely looked at the manufac-
turers’ calculations and paid greater attention to their interests. He want-
ed to avoid bad surprises for manufacturers by the offers of cheap, for-
eign goods and wanted to protect them from volatile prices, mainly 
having in mind that prices had to cover manufacturers' fixed costs. List 
therefore promoted protective tariffs. The manufacturer was in the cen-
ter of List's great visions concerning the industrial and technical revolu-
tion and thus primarily focussed on the manufacturers prosperity.22 In 
short, Friedrich List’s motto was: through prospertity to freedom!  

In Adam Smith’s lifetime, a pre-industrial, cameralistic thinking was 
conspicuous. At that time, no attention was given to the connection 
between the population’s prosperity, the circulation of money and state 
economy. The feudal state didn’t feel responsible for the welfare of the 
population. At the end of the 19th century, the national share in the gross 
domestic product was ten to twelve percent, whereas the state expendi-
ture’s impact on the economic situation was not really significant. At the 

                                                           
22 Originally it was already the direct offer of the producer—and it was partly 
caused by digitalization to go back to this version. 
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time of feudalism welfare and compassion was a task for the towns, in 
particular the churches and the monasteries. Because of the fear and 
threat of political danger from socialist ideas and parties, the situation 
changed during the Imperial Era by implementing Bismarck's Social 
Laws. The core ideas were big employees’ communities of solidarity, 
the state bearing only the costs of implementation. (The state only fixed 
by law the compulsory insurance for employees, which brought the 
revenues for the necessary insurance fund without debiting the own state 
treasury. What a wonderful idea!) 

The most important protagonist for the third category is probably 
John Maynard Keynes, the discoverer of money control. The economy 
of the industrial age, which became highly complex, provided a new 
quality of state prosperity and responsibility. As a complement to this 
development, John Maynard Keynes developed a money theory where 
money served as a macroeconomic control instrument and even as a 
global management tool. While the previous theories offered more static 
models and ideas, Keynes was able to offer a more dynamic view on the 
previous contemplations in a macro economical way. Although all the 
comments on his extensive work come to the conclusion that Keynes 
didn’t develop a uniform theory, there is no doubt that his political and 
scientific influence and his multifaceted ideas had a positive impact on 
today’s society. In order to understand the entire system, further clarifi-
cations are required. 

4.3 The Function of Money 

The following is a plea for money and its monetary economy. The 
plea is not a biased ‘pro’ as it appears in the first moment, but rather 
opens up important possibilities to be able to establish justice. Money 
has fantastic features. It is only the question how to use these features in 
the right way, to fill the economies' specific tasks, namely to fulfil our 
basic human needs like: food, drink, protection from cold and heat, 
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medicine and education and others. Furthermore, after having fulfilled 
the basic human needs the economy needs to provide socially useful 
products for the joy of life, such as dancing and music, entertainment, 
travelling, etc. All this can be bought with money. 

Money has a magical power. Money is the ‘enabler’ of market econ-
omy and is the ‘enabler’ of the division of work and its wealth produc-
ing features. But that is not all. Money can be accumulated, it has mini-
mal storage costs, cash and book money can be easily transported at no 
significant transportation costs. Moreover, money can be moved and 
transferred across continents at almost the speed of light. Money is in-
visible. Deposit money can be multiplied without breaks as the central 
banks showed us in recent years. Money is a medium. Money moves the 
entire world of services, goods and products. Money is a fantastic inven-
tion for those who have it and a horror for those who do not, or for those 
who have no chance to get it. The conclusion is that all people on earth 
need to have a minimum access to money. And indeed, in most cases a 
little bit of money is already enough to restore the dignity of man. That 
is exactly the point. However, in order to present a plausible system, 
further investigational steps are necessary. 

The distinction between community and market/society is also es-
sential with regard to money. Concerning goods and services markets 
have the task of distribution; concerning money their primary task is to 
gather it. At the end of the day the business man counts his money. He is 
glad when he is able to sell all goods during the day. In simple words: 
He distributed the goods to the customers and received money in return. 
The following day he starts to distribute the previously collected money. 
A normal profit and loss statement shows the system of distribution: The 
top section is to the sum of the revenues, that is the sum of the gathered 
money. The following positions show to whom the money was distrib-
uted: The first position is direct material and direct labour. The next 
positon are the general costs like rent, gas, power, etc. As the next posi-
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tion taxes (for the government) and interests (for the banks) are subtract-
ed as well. And finally you can count the remaining profit, i.e. the busi-
nessman's or the owner’s income which also can remain in the company 
for investment purposes or for security in the future. 

It is obvious from the above descriptions that the revenues are finally 
are distributed within the communities. But the markets also have the 
task of distributing the money. As goods and money are passed on from 
stage to stage along the value-added chain, the revenues in the markets 
are distributed among the suppliers or competitors. Thus the revenues 
are spread from market to market as well. And of course, the fair distri-
bution of revenues also plays an important role here. If a fair distribution 
does not take place automatically—which is not the case—then the 
competitors and the contracting parties need to exercise fairness among 
each other which is not easy. There is only one way: communicating to 
one another, understanding, showing responsibility, making arrange-
ments, forming communities. For these communications they need ar-
guments, provided in the following section. 

4.4 The Circulation of Money 

Market economy is monetary economy.23 Anyone who wants to ful-
fil his needs via the market requires money as a medium of exchange. 
The already described gigantic potentials of the external division of 
work can only be realized within the scope of monetary economy.24 

While the supplier provides goods on the markets in order to generate 
money, the consumer enters a market with money in his pocket to pur-
chase certain goods or services. Market-economy and monetary econo-

                                                           
23 Financial management is the stricter sense; market economy only works with 
money.  
24 Whoever abolishes markets, like for instance communism, creates bitter pov-
erty. 
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my are identical. The significant expression for this is the supply and 
demand curve of the neoclassic economic theory (but in a different in-
terpretation): The intersection of the curves identifies the meeting point 
of each the market participants and their agreement (meeting point) for 
the exchange. The exchange entails two identical values—the monetary 
value and the physical value. Experts in law say ‘do ut des’.25 

With the organisation of the complex processes related to the exter-
nal division of labour across multiple markets, the development is linked 
to the development of a more or less regular flow of money. This flow 
of money is characterized by a further peculiarity: It is a cycle, more 
precisely expressed, it’s a circulation of money. The first step is while 
the goods are moving in a single direction from the suppliers towards 
the customers/consumers, the money is moving in the opposite direc-
tion.26 But whilst the goods produced are made for final usage or con-
sumption, the received money's existence does not end. So a second step 
is necessary: Somebody has the money and it has to be redistributed and 
then consequently exchanged for other goods again, which means: All 
the users of the money, the households, the social systems, the govern-
ments, and naturally the employer, the entrepreneur also as an investor 
somehow has to have a chance to get the money back into his hands 
again. Only the latter is just and inevitable, since money cannot be con-
sumed and is solely used as means of exchange. Like the conditions of 
the ‘two worlds’ the circulation of money can also be subsumed under 
the two categories ‘community’ and ‘society (market)’: 
  

                                                           
25 Latin: I give, so you give.  
26 In the usual circular flow diagrams of economics, the monetary cycle and the 
flow of goods are mixed. Example: Erich Carell: ‘Pure economics’, 12th edition, 
Heidelberg 1966, page 115 
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Table 5: The Circulation of Money 

The circulation of money can be described as follows: The dynamic 
power of the circulation of money is usually the market participants’ 
demand, i.e. the suppliers' or consumers' demand. In both cases it is a 
matter of survival, on the customer's side the supply with goods and 
services, on the supplier's side the supply with money that is necessary 
for his survival. The central point is their meeting on the market and 
their agreement to exchange money against goods or services respective-
ly goods or services against money. After the market transaction is com-
pleted, the goods are then moved to the households and organisations. In 
return, the salesman carries home the money as a ‘reward’ for his ser-
vice performed. The suppliers are the money collectors. These sellers 
can be figuratively imagined as merchants, who count their money in 
cashboxes, before bringing it to the bank.  

After that a process of distribution begins: One part of the money 
stays in the bank account in order to cover the material costs and future 
investments into the business. Then employees and owners (natural 
persons), both get a share of the business’s payoffs which they transfer 
to their private households. Also the government takes its monetary 
share in form of taxes and charges and does the same as the natural 
persons do: The money is the income side of the household (national 
budget). The next position is the state's welfare systems. Their function 

Sector Communities (internal) Society (external) 
Private Sphere Public Sphere / Markets

Description Production & consumption Distribution of goods
> > > > > > > > > > > > > > > > > v  v  v  v  v  v  v  v  v  v  v  v  v  v  v 

Utilization < National budget > > Acrylic glass v
Utilization < Parastatal Institutions > > Aluminium v
Utilization < Enterprises (Production/Investmt.) > > Automobiles v
Utilization < Households (consumption) > > : v

< v v v v v v v v v v v v v v v v Businesses from A to Z v

< (Domestic and international) v
Distribution < Health and welfare system : v
Distribution < Employees Safety v
Distribution < Owner Sugar v
Distribution < Enterprise Zeppelin v

< v v v v v v v v v v v v v v v v < < v v v v v v v v v v v v v v v v v
Reward < Distribution of Money < < Collection of Money v

Revenues < < < < < < < <<  < < < < < < < < < < < < < < < < < < < < < < < <
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finally is to secure and stabilize the money incomes of the private 
households.  

In the next step the incomes become expenses, that means that the 
enterprises' money and households' money moves back to the markets, 
in order to be exchanged against goods and services and hence the circle 
is closed. ‘Consumption’ is a process in which the households, i.e. na-
tional budgets, private households and businesses distribute the money 
to the various sectors named above (sectors from A to Z). (Although, 
figure 4 lacks the presentation of the multistage value added chain, it can 
easily be imagined.) The arbitrariness regarding to the ‘distribution’ of 
money is the real core of free market economy: The demanders have the 
money and they are absolutely free to walk around on the markets 
and/or even to take completely other markets into their focus—they 
enjoy far more freedom than those offering goods, namely the suppliers 
and service providers which are heavily dependent on the demanders’ 
money. The suppliers cannot convert their products into other products 
at will. In other words, the notion of the free market economy refers to 
the demander which enjoys absolutely freedom of choice when facing a 
product offer. He can decide for himself what kind of good he wants to 
spend money on. On the other hand, the freedom of choice for the sup-
plier is very strongly restricted, due to the fact that he can only offer his 
specialized services or goods because he is chained to his investments 
and his various obligations (employees and contracts of all kinds). The 
supplier can offer only his specific products or services.27 The only 
thing he wants and expects is money.  

It was John Maynard Keynes who was the first to describe the rela-
tionship between income and consumption, and Johann Silvio Gesell 

                                                           
27 The supplier is the administrator of the valuable goods and knowledge.  
Supplier protection is as important as consumer protection. 
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discovered the importance of a regular cash flow.28 The governments’ 
and politicians imagination concerning the invention of taxes and other 
duties led to the fact that nowadays taxes and duties represent almost 
fifty percent of the total circulation of money. Keynes’s and Gesells' 
findings were necessary, because the static, individual case-related mod-
els of economics cannot any longer cope with the new phenomena of 
economy. They had not enough access to important influencing factors 
of economy. This access could only be provided by conducting time 
series analyses examining the money movement. In the times of the 
German emperor, when the complexity of the political system and “its 
satellites” did not yet exist, and the state’s share in the gross social 
product was not yet 35 percent, but only between 10 and 12 percent, 
Keynes’s ‘deficit spending’ would not have made sense yet.29 

                                                           
28 See John Maynard Keynes: ‘General Theory of Employment and Money’, 
London 1936 
29 Note: The representation of the money cycle in figure 5 gives an incomplete 
picture of the economy because only the moving part of the economy, the mar-
ket economy, is depicted. Lacking is the entire property budget, what we under-
stand as capitalism is real capital and financial capital. They consist of financial 
assets, of stores, of buffers and other sources of money, where the money is 
‘parked’ over night or for months or for years (investment banking). One can, 
therefore, copy the scheme before ones mind's eye and imagine a corresponding 
asset world behind the market world, the real assets and the financial assets of 
the banking system, assets and liabilities. 
 In the banking system, an important characteristic of money manifests itself, 
namely that of being the common denominator for any and all. This common 
denominator makes it possible to express and summarize all items in figures 
with market value. It came from this ability that in Italy during the Middle Ages 
the basis developed of what we call accounting and it was at the same time the 
basis for the development of the banking system (first bank: Monte di Paschi in 
Siena, founded in 1472). The two towers of the Deutsche Bank headquarters in 
Frankfurt are called ‘have’ and ‘should have’. Banking is essentially nothing 
more than a large bookkeeping system. However, this model does not represent 
the reality of the financial world alone, since the banking system developed to 
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4.5 Money Incomes and Expenditures Are Driving 
the Markets 

Although the reputation of financial capitalism is bad, it has to be 
noted that the circulation of money is beneficial for economic develop-
ment. Thus, we have to make further investigations focusing on the 
financial capitalism. If the monetary movements are cycles, the follow-
ing question arises: What are the drivers and engines of the circulation, 
the money income or the expenditures?  

Looking back at the former agricultural economy without money, it 
is the great lack of goods, the scarcity, the hunger, the simple physical 
needs that give the drive to struggle, to plan and to initiate production. 
Diagnosis is simple: The need creates demand and thereby the move-
ment is triggered. This also applies to the economy’s division of work. If 
the housewife did not go to the market or if the state did not need any 
weapons for the sake of its protection etc., no external division of work 
and no markets (and thus no cash flow) would exist. And thus, no cash 
flows would come into existence. There is one problem, though: without 
income there’s no expenditure. That means that the households as well 
as the national budgets must be provided with money income in order to 
be able to encourage commercial service providers and producers to 
offer products and services on the markets. As Adam Smith already 
stated, it is the demand which triggers the market dynamics and encour-
ages producers to produce the right thing. However, if we ask how the 
money income comes into being, then the explanation of Smith's ‘invis-

                                                                                                                     
become partially independently from the real business and so developed its own 
business world. Not only the margins of the real business are handled or stored, 
but money is made from money and financial bubbles have become independent 
(second's trading). This is the world of the bad reputation of chrematism (using 
money for acquiring money) in antique times and the bad reputation of the 
banking world and Wall Street finance capitalism today.  
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ible hand’ is not sufficient. The key words are rather business, margin, 
profit, value creation. 

4.6 Business, Margin, Profit, Creation of Value 

The term ‘business’ (in German language: “Geschäft”) is still com-
mon among businessmen, but in general language usage it is more or 
less outdated, because nowadays only a few people operate a daily busi-
ness of their own. They rather serve large-scale markets or make deals. 
Among non-merchants, the term business is rather seen as indecent, 
because it sounds like an income without work or like an undeserved 
wealth grab30. But this is the point that needs to be corrected.  

Businesses are the driving force behind the division of work. Busi-
nesses allow the business owner to earn money. By that, we mean profit. 
However, profit is not a true benchmark even though it is presented as 
such in the everyday language and literature. Although it is true that the 
business owner takes home the profit which means that he transfers it to 
his private household, he is often only one of many who do so, because 
all his employees participate in the generation of the profit and carry 
home their personal ‘profits’ on a monthly basis. The margin is the most 
important thing in business; it is the difference between input and reve-
nue. Every profit, including the employer's and the employee's, is paid 
out of the margin. The margin is the pot out of which all stakeholders 
(owner, employees, banks, finance authorities, etc.) are paid who direct-
ly or indirectly acted in the value-added chain. This is the normal busi-
ness of an ordinary businessman. 

There is quite a simple calculation rule for what is called doing busi-
ness in the field of retail. It is as follows: double the purchase price of 
the product and go to the market. Ideally, if the businessman has regu-

                                                           
30 Anti-trust lawmakers and authorities are increasingly convinced that they are 
able to detect consumer fraud, which has led to gigantic indemnity proceedings.  
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larly sold his current stock on the market and has collected the money 
then he is able to double his monetary assets. However, he has to spend 
half of his monetary stock in order to replenish his stock of products 
with an identical quantity. This does not alter the fact that his monetary 
assets have doubled before: One half of these monetary assets are cov-
ered by the goods in stock and the other half by the money ‘stock’ in the 
bank account. From then on the generated monetary stock supplies all 
those who benefit with money (Figure 2): The employees’ households 
(wages), the state’s national household (taxes), the businessman’s 
household (profit)—the already twice mentioned procedure is identically 
described again. Before paying out his profit to himself, the business-
man decides, whether he wants to leave a part of the money in the com-
pany's account for further investments. Such investments then serve 
either to maintain operations or expand the business. If this regular mar-
gin making works on a daily, monthly or yearly basis, that is regularly, 
then this is a really good business: All stakeholders are adequately satis-
fied.  

The principle of the business shown here is, however, does not solely 
apply to the retailer. This principle applies to all market suppliers and 
large corporations which participate in the external division of work. If, 
for instance, we have a look at the automobile manufacturers’ balance 
sheets, we can assert that they work according to the same principle: 
They require a margin of about fifty percent of the selling price in order 
to cover their ‘direct’ costs (material, assembly-line workers). The rest is 
put into the ‘overheads’, and finally also a dividend needs to be paid to 
the manufacturer’s shareholders. Thus, in the case of manufacturers, the 
added value increases by the cost of the ‘direct labour’ which is why 
regions with manufacturers are more affluent than those where only 
trade (characterized by less creation of added value) takes place. 
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4.7 The Distribution of Money in Private Economy  

After the above considerations, it is clear where the added value cre-
ation is done: In the markets. The product margins create the added 
values. From there the proceeds are used as described above. Thus, the 
money moves to households, from where it is redistributed to various 
markets in order to perform its task, the provision of the people. But 
there is an important prerequisite, namely, the availability of money. 
Money needs to be available, so that demanders can satisfy their needs 
on the markets. For this purpose our banking system invented the crea-
tion of money, controlled by the central banks, as the second step. The 
first step is the printing of money by the central banks. This satisfies the 
money demand which is necessary to activate the circulation of mon-
ey!31 

We can define a functioning economic system and its production of 
money as follows: The enterprises stabilise their revenues, the employ-
ees’ tariff commitments stabilise the employees’ incomes and the taxes 
drawn from the employees’ income stabilize the government’s revenues 
at all levels (federal government, federal states, and municipalities). 
Then again the state undertakes public expenditures regularly feeding 
private households with money as well as enterprises and organisations 
(examples: electricity, public transport, road construction, planning 
tasks, administration).  

The regularity of incomes—that is, the stability of the cash flow—
creates the creditworthiness of three major players: of the companies, 
the private households and the national budgets.   

                                                           
31 An example of this is the now forgotten 40 Deutsche Mark, which each Ger-
man received after the currency reform in 1948, so that he had money to shop. 
The next day the shop's windows were full of goods. 
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The banking system also contributes to the stabilization of the circu-
lation of money by charging their debtors with interests and redemption 
payments. The state’s growing importance in the course of industrializa-
tion strengthened its role as a money pump. When this system became 
weak after 1929 during the great depression, Keynes conceptualised the 
famous ‘deficit spending’.  

4.8 An Integrated Model of Economy   

In the following illustration the preliminary findings are summa-
rized. The result is the visualization of the cash cycle between private 
economy and market economy (catallaxy) on top and below the varying 
even contrary conditions under which the two parts operate. One can see 
the function of private economy and under what conditions it occurs—
and below the branches of market economy and under what different 
conditions that rule there. 

The schematic representation is insofar incomplete, as it only consti-
tutes the active components of the economy (money and performances) 
and neglects the accumulation of money and tangible assets, namely the 
so called 'capital'. This chapter is not discussing the (fair) distribution of 
capital and wealth but rather discusses the distribution of income and 
services. The figure does not only give insight into where money distri-
bution takes place, but also highlights the respective conditions, namely 
the harsh market conditions and the ‘soft’ internal conditions established 
within communities.  
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Figure 6: Monetary- and Market Economy  

The left side of the chart shows the private economy. Here social re-
lationships and human interaction come into existence. It is easy to see 
that they all sit in the same boat, the households, the operations, the 
government and other organisations. All these communities of private 
economy are involved in the same cash circulation and finally all are 
supplied with goods and money out of the same source: market econo-
my. The sum of the added values in the markets determines the living- 
and income conditions in the communities, in the private sector. In other 
words, only if the companies generate a critical mass of income and 
subsequently create significant added value, a good surplus of income 
can be gathered and distributed within the private economy sector. 

Sector Communities (internal) Society (external) 
Private Sphere Public Sphere / Markets

Description Production & consumption Distribution of goods
> > > > > > > > > > > > > > > > > v  v  v  v  v  v  v  v  v  v  v  v  v  v  v 

Utilization < National budget > > Acrylic glass v
Utilization < Parastatal Institutions > > Aluminium v
Utilization < Enterprises (Production/Investmt.) > > Automobiles v
Utilization < Households (consumption) > > : v

< v v v v v v v v v v v v v v v v Businesses from A to Z v

< (Domestic and international) v
Distribution < Health and welfare system : v
Distribution < Employees Safety v
Distribution < Owner Sugar v
Distribution < Enterprise Zeppelin v

< v v v v v v v v v v v v v v v v < < v v v v v v v v v v v v v v v v v
Reward < Distribution of Money < < Collection of Money v

Revenues < < < < < < < <<  < < < < < < < < < < < < < < < < < < < < < < < <

Private & Social Conditions Society & Market Conditions
Degree of freedom Private Autonomy / Social Control Government Supervision

Relations Familiar/friendship/ caring Unfamiliar/anonymous/indifferent
Connection Social / Emotional / Relational Functional

Partner Family / Service Providor Customer
Operation Production / Preparation Distribution / Excjange

Result Asset value / Exchange Value Monetary Value / Creation of Value
Division of work Internal > > External
Systematization Planning Economy / long term Equitable / Free

Organization Hierarchical / Organized Equitable/free
Methodology Reziprocal / Altruistic Parity / Selfish

Decision Long-term / Investment Short Term / Purchase
Principle Cooperation / Coalition Competition

Regulations Statutes / Voluntary submission State Legislation
Standard Justice Right / Law

Income Stable Volatil
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The chart shows where the respective principles apply, but one must 
recognize that they are decided, managed and controlled on the social 
side and by the social institutions only. The social side is where you find 
the people acting and deciding, where you find the institutions manag-
ing, deciding and controlling, including the government (responsible for 
laws, market rights, urban design), and where you also find the compa-
nies and organisations (internally responsible for employees; externally 
for industry fairs) and their associations (cartels). And for all the various 
private and governmental social systems the same conditions (listed at 
the bottom left) apply which often are not taken into account, unfortu-
nately. This also applies to the government, who took over the care for 
its employees and in addition established a welfare net (social welfare) 
for those outside society, to pick up those people who fell through the 
meshes of the normal social nets of families and companies (including 
employees' social securities).  

The consequence that arises of the distinction between private econ-
omy and market economy is that the application of the theories of 
List/Historical School of Economics and Adam Smith/Neoclassic Theo-
ry is reduced to one side each. In other words, the market economy 
belongs to the market economists (Smith/Neoclassic Theory) and the 
multi-variant business and domestic economy belongs to the promoters 
of the ideas of private economy (List/Historical School of Economics).   

The market laws certainly apply in the market, but due to the fact 
that they are restricted to market and monetary economy, they do not 
apply to private economy, not to communities, businesses and private or 
public households.32 With regard to the ‘external’ economy the laws of 
the market have no validity at all. Their expansion into the field of the 
private sector based on the underlying assumptions that the ‘market laws 

                                                           
32 See Karl Polanyi: Ökonomie und Gesellschaft’, 1. Ed. Frankfurt 1979. On the 
cover: the key argument that the new economic theory is only applicable to the 
market economy. 
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apply everywhere’ and ‘the market thinks’ is grossly detrimental. These 
assumptions simply don’t comply with the nature of normal interperson-
al relations. ‘Do ut des’, the basic rule of the market, is the nature and 
principle of services rendered and services returned to an equal degree. 
A principle of this kind doesn’t, or very rarely exists within a communi-
ty. In communities the fundamental idea of reciprocity, that is to say the 
rendering of a service without the complementary compensating service, 
applies. Conversely, the claim for an equal distribution of goods, as 
practiced within and between different communities has no place in the 
markets (e.g. the claim for low prices). When social aspects play a role 
in the distribution of money among the markets, this cannot be a market 
rule but it rather represents a personal extension of the rules in the con-
text of inter-personal relationships.  

Following the chart above, the reader can observe two money distri-
bution systems in market economy: the first system is the market system 
which distributes the money to the suppliers through the households and 
businesses’ spending behavior. The second system comprises the com-
munities of the private economy, including businesses, the state and 
welfare systems which build and establish internal distribution systems 
(payrolls, taxes, allowances, etc.) The necessity to introduce tariff au-
tonomy proves that the markets' justice of income distribution fails to 
operate autonomously. This special form of freedom of coalition is nec-
essary in order to give employees, by means of the right to strike, the 
opportunity to enforce a just and fair income from their firms and organ-
isations.  

The same also applies where the market alone does not function 
alone for the pricing and the distribution of money to create commercial 
income for suppliers and services. Those offering goods must have the 
freedom to form associations in order to fix quotas, set minimum prices 
or cause artificial shortage in order to enforce a fair compensation for 
the rendered services. A pricing or wage pricing which is solely deter-
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mined through capacities inevitably slips into areas that make (econom-
ic) survival impossible. Certainly, low wages arise from an excess sup-
ply of employees, low commodity prices arise from overcapacities 
which after a certain time of growth as a rule accompany industrial mass 
production. This logical process is justified in the chapter ‘The System’s 
Weaknesses’. 

Markets are not tangible. Markets or fairs are only ‘events’, mostly 
short-term events, which are set up in the morning and closed in the 
evening. It is the same with products: displayed in the morning, they 
have disappeared in the evening. Nowadays, internet markets which are 
subject to constant change have the same above mentioned characteris-
tics. Markets have only these two anonymous functions: The supply 
with goods and the supply with money. However, all decisions regard-
ing these two market functions are made by the people within the com-
munities of private economy. For instance the state, the community, 
allows the weekly market, the farmer decides to put up a stand, the 
housewife decides to go there for shopping. There are only private deci-
sions. The market itself has neither decision power nor any control but 
rather brings together all kinds of coincidences, like the decision of a 
child to buy a sweet. Thus markets generate volatile outcomes including 
price erosion and clearance sales. Quite naturally, people try to eliminate 
or prevent all these coincidences, in order to reduce uncertainties. There-
fore, people build a ‘weatherproof house’ by occupying a permanent 
position in a firm, take out insurance and make commitments to long-
term relationships.  

In life and business the greatest uncertainties and risks are caused by 
nature. It is therefore anchored in the nature of the human being to elim-
inate uncertainties or at least minimize risks by all available means in 
order to escape from nature’s rigours. Human activities begin with 
dressing with clothes, with the storage of stocks, the construction of 
houses and ends with education, science and technology. It is character-
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istic for the civil society of our times that we have accomplished this 
task in an optimum manner and have covered civilisation with a luxury 
veil of culture. The cultivated coexistence in an organised head commu-
nity, i.e. society, is an important part of this veil of culture.    

Production and consumption are done on the private community 
side, whereas the exchange of goods is the task of the public market 
side. Communities and people are the suppliers as well as the receivers 
of goods and services. If goods or services are delivered in poorer quali-
ties, communities and people are the receivers of the poorer quality as 
well and if prices are lower and as a natural consequence of poorer qual-
ity, the communities and people get less money as well.33 It does not 
matter that suppliers and recipients are not directly the same persons in 
that first moment because the effect hits them all on a time delayed 
basis. Finally suppliers and recipients must be identical, no question at 
all. To provide a current example in Germany, there is a painful connec-
tion between sinking market prices for food and groceries that combine 
with the declining wages in their production units—and as a conse-
quence it necessitates statutory minimum wages. Due to the fact that an 
unpredictable price development creates unintended and unexpected 
damages (quality loss, loss of livelihood) can be avoided by ‘artificial’ 
stabilization of market prices through quantity steering, one must see the 
controlling and steering of quantities and market situations as it is organ-
ised by cartels (communities of branch members) also as an expression 
of developed civilisation and economic culture. 

But at this point another conclusion can be drawn concerning the dis-
tribution of money collected in the markets and distributed along the 
added value chain from market to market: Even within these vertical 
structures, from customer to supplier, from markets to markets, human 
and social aspects are taken into consideration by the players when they 
personally know each other, when they are somehow familiar with each 

                                                           
33 ‘Prices are wages’ 
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other. This is a normal human reaction: Through ‘knowing’ each other, 
people are regularly confronted with a feeling of belonging together, 
they regularly develop empathy. Consequently, this feeling gradually 
transforms anonymous external relationship into personal internal rela-
tionship which has certain consequences: Responsibility, altruism, giv-
ing, helping and the feeling of mutual dependence are developed. How-
ever, all these consequences depend on how intensively such relation-
ships respectively even communities between markets are organised. So, 
even on markets human and social bindings can develop. And for sure 
this is absolutely necessary.  

The task is now to develop a global solution based on the previous 
findings, based on the real economy (social side) and real catallaxy 
(market side). The ‘Historical School of Economics’ offers a suitable 
solution for this. The school found cartels to be well functioning stabi-
lizers for real incomes and profits based on the model of the medieval 
guilds. Within its ‘Third Way’ theory, this type of market economy was 
called 'organised competition' and respectively 'organised market econ-
omy’. Organised competition was seen as a better model than free com-
petition, because cartels have rather defensive manners (the communi-
ty's moralizing effect) and thus prevented ‘cut throat-competition’.34 
Preservation and sustaining of competitors as part of the guilds (and 
cartels) task also hinders the development of monopoly positions. 
‘Competitive economy in its present form (1928!) is a far purer way of 
competition than any kind of free competition'.35 

In the age of the globalized Neoliberalism these effects are stifled 
and conscience is eliminated. It should be stressed that there is no evil 
intention behind it, just thoughtlessness, e.g.: why should I care about 
the over-exploited soils in Canada, when I can heat my house by means 

                                                           
34 Georg Nikolaus Halm: ‘Die Konkurrenz’ (The Competition) Munich/Leipzig 
1929, Page 23. 
35 Ibid. 
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of explored oil or buy cheap petrol? Why should I care about the degrad-
ing working conditions in the Bangladeshi factories, when I can buy a 
beautiful and unique T-shirt for a low cost? We, who live in a wealthy 
country, can easily organise citizens’ initiatives in order to fight ecologi-
cal destruction in our woods or other misdoings. But what kind of action 
can a poor country take against other peoples’ wealth and their money 
power? What can the poor country do against its people's poverty? The 
collapse of a ramshackle factory and 400 dead persons in Bangladesh 
have alarmed the press and the world. But where is the resistance against 
the miserable working conditions or the organisational pressure from 
Foxcomm which is the largest Chinese company engaging one million 
employees?  Why can’t we find any power of resistance in Korea, the 
country with the highest suicide rate? This is precisely why relationship 
or even dense communities must be globally established between distant 
communities in order to enable solidarity.  

4.9 Global Solidarity is Feasible 

While tracing the track in which any product is produced, that can be 
bought and exchanged for money in a store, you always find a chain of 
production—and as a consequence a value chain. ‘Value chain’ signifies 
that the final purchase price of a product is allocated across the stages 
involved in the production and distribution processes. Although many 
examples have already been highlighted, it is worthwhile looking more 
closely at a certain product. Take for instance half a pound of butter as 
you can buy it in any supermarket. This product has experienced an 
incredible number of preliminary stages before the consumer is finally 
able to select it from the shelves: Butter is a dairy product. The milk is 
produced by cows. The farmer has set up a stable and a milking system 
for the cow (many upstream supplies). The stall is well lit and heated 
(many upstream suppliers). Even though the farm animals graze in the 
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pasture, they receive medical supplements (thousands of upstream sup-
pliers) by an official veterinary surgeon.  

The same applies for the packaging which is composed of a mixture 
of paper and film. The wood which is used for the paper production, 
probably originates from Scandinavia, whereas the bauxite for the alu-
minium of the film comes from Canada which was then processed to 
aluminium by means of a massive electricity input in Germany. Both 
have been processed into a special foil by manufacturers. Last but not 
least that manufacturer also undertook the printing activities. The print-
ing inks consist of components which are supplied by paint manufactur-
ers, etc.36 Regarding the gas production, we could trace back the deliv-
ery chain to a Siberian village. And so on. 

All this only works out due to the fact that the money in the markets 
moves in the contrary direction to the commodity and after each step or 
processing stage a portion of money is left behind which thereafter can 
be distributed within the respective production community. Besides the 
horizontal distribution of money, there is also a highly complex vertical 
chain which equally cries for justice. In other words, when diamond 
polishers from South Africa, cotton or sugar cane plantation owners 
from South America or fishermen from Southern Europe do not receive 
a fair share of the money within the scope of the vertical value creation, 
the horizontal distribution within the communities will consequently 
suffer, too. That is the point. According to the ideas developed here 
justice of the markets is necessary and possible, namely in so far that 
from vertical and horizontal long term relations communities with their 
very own laws have to be developed. The development of free systems 
of solidarity by communities is the key. 

                                                           
36 All of this is just a tiny section of the vertical reality and the production 
chains, but it states that the world of business (B2B=Business to Business) also 
consists of communities, connected communities, production and service units, 
which all have a different intensity of bonds.  
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It could also be put this way: The communities have the task to cre-
ate for themselves margins in all steps—trans-regionally or globally—
which subsequently ensure a more or less decent equitable margin dis-
tribution for all members of all communities.37 Markets are not just 
therefore the responsible actors, who are commercial sellers and buyers, 
bearing the responsibility for creating an equal and fair distribution of 
commercial gain among every interdependent step of the vertical value 
chain. This especially applies to the long-term supply contracts. This is 
absolutely necessary since the horizontal distribution of income within 
the different production stages can only be achieved, if sufficient income 
is available. Or to say it in other words: A distribution of money cannot 
take place, if there is nothing to distribute. This is a matter of private 
organisation only. The government barely has any control function (ex-
cept avoiding missuses) but rather has the task of providing legal foun-
dations (freedom of coalition / freedom to form solidary communities: 
cartels and associations).  

Fair prices are a must at all levels—a requirement which in case of a 
global context is difficult to meet due to the infinite distance between 
suppliers and customers. But among many others there is the following 
proven example: There exists a thousand fold daily solidarity between 
retailers and manufacturers in the field of regional long term delivery 
relationships, e.g., local retailers who are daily supplied by farmers 
around, since they are fully aware of their mutual dependence and con-
sequently take this into account when both parties enter negotiations. 
Another example are agreements made in solidarity between manufac-
turers or craftsmen who have operated in the same markets for years and 
decades and who agreed about minimum prices in order to protect their 
weaker competitors, because they have become friends. National or even 

                                                           
37 One of the communities responsible for the distribution is the state. Even if 
the state hardly creates any value (except by fees), it still can distribute value by 
means of taxation of the individuals' and communities' created value.  
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supra regional solidarity within associations of firms and businesses is in 
fact quite a common practice and clearly not an exceptional phenome-
non. The people involved, including entrepreneurs and managers, are 
thus only organising what is absolutely necessary, namely the fair distri-
bution of the resulting economic prosperity produced within the added 
value creation chain. 

4.10 Interim Result 

In the light of the foregoing, the economy is no longer a black box in 
which an ‘invisible hand’ has assumed control. It is true that the service- 
or product supplier does not know whether anybody in the market will 
purchase his product or service just as much as the consumer is vaguely 
aware of where to buy the goods that should later meet his needs. But as 
far as the ‘money supply’ is concerned, all are linked and connected to 
the same supply system which has become transparent by the overview 
displayed in figure 6. Business-, macro- and micro economics are uni-
fied. The great economic theories permeate the market side (Adam 
Smith), the operational side (Friedrich List, Historical School of Eco-
nomics) and the overall control by money (John Maynard Keynes).  

Money is the common denominator of market economy. The added 
value creation takes place in the first stage across the markets depending 
on the prices. Thus, the system of market economy is also a pre-
distribution system for money respectively income, but with the addition 
that it ignores the social component and is therefore solely performance-
orientated. Therefore the second stage implies that the distribution of 
money income takes place within and between communities which rep-
resent businesses, private households and the government household—
summarized under the term private economy. (The money distribution to 
the private households is subsequently added and stabilised via legal 
solidarity agreements, that is transactions in social insurances or social 
welfare.) From the private economy (households, organisations, firms 
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and businesses) the money is spread onto the markets, giving the ven-
dors the chance to create new values. The second stage, namely the 
distribution within the communities, is indispensable, given that during 
the first stage the money has so far exclusively flowed towards the ven-
dors. Vendors are represented by contracting parties, i.e. the enterprises 
and entrepreneurs. They bear the responsibility to ensure an adequate 
participation in results and earnings among all stakeholders who have 
been involved in the companies’ input performance, also the vendors 
themselves, their employees, the social systems and the state. The state 
is not to be forgotten because it provides the businesses with a sustaina-
ble infrastructure including laws and justice and all kinds of reasonable 
security provisions. In general: All services which are normally deliv-
ered against payments have to get a fair share.  

Now, the concept reconciliates the economic theories and puts them 
into the right context. The conclusion therefore is that agreements can be 
exercised within and between all kinds of communities. Condition is that 
these agreements must contribute to the welfare of the communities 
themselves and their members’ economic well-being. Agreements made 
within communities are not problematic since this is allowed. The others 
should normally be made public through the media. Moreover, agree-
ments made between communities should not be complicated either, 
since all agreements are made on a voluntary basis (associations and 
cartels) and consequently influence the welfare of the entire community 
positively. It is currently problematic though, due to the legal cartel ban 
which originates from the Anglo-American economic zone and is spread 
around the world. For this reason, Chapter 5 must provide a closer look 
at the mutually supportive groups’ (in form of associations and cartels) 
usefulness and necessity.  

What has been functionally described above is the concept of a so-
cial market economy with its threefold distribution effect which has 
been developed in Germans medieval cities. We can call it a three-fold 
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distribution concept, because the first monetary distribution is exercised 
through the market (market economy) which, however, is steered and 
controlled by the communities.38 The second monetary distribution can 
be found within the communities (private economy) within the scope of 
the private sector, and finally the third subsidiary monetary disposal 
occurs as transactions within the scope of the state’s welfare systems. 
This is all man made, all made by the people. 

Given that the above explanation explicitly contradicts the prevailing 
(mainstream) notions in sciences and politics, the following section will 
elaborate that issue in detail. It will especially discuss the topic from a 
historical point of view. Even though other states (Switzerland, the 
Netherlands, Italy, etc.) have developed a socially orientated market 
economy, I will cite Germany as an example, since its historical back-
ground was more accessible to me.  

The following is a brief historical overview of the development with 
respect to the German welfare state and its cartel economy—from the 
‘Founders Crisis’ in 1873 until the end of the of the Weimar Republic. 

                                                           
38 In the case of syndicates steered among the communities, i.e. members. 
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GERMANY AS AN EXAMPLE 

‘Shall the world be healed by German nature?’ This is a phrase that 
no one wants to concede, but it cannot be denied that no industrialised 
country of the Western world has recovered as quickly from the finan-
cial crisis of 2008/2009 as Germany did. Foreign heads of state congrat-
ulated Chancellor Angela Merkel on her success, which has been rightly 
credited to the German’s social market economy. But when the foreign 
governments sent inquiries to the Federal Ministry of Economics to ask 
‘what is the Social Market Economy’, in reply they received the princi-
ples of ordoliberalism39, just as they had been proclaimed by the alleged 
‘fathers’ of Social Market Economy. But looking at the actions that 
triggered the fast economic recovery shows, that ordoliberalism is not 
the correct answer. Scrapping incentives for old cars and investment aid 
for kindergartens, as offered as governmental help in 2009, sound more 
like corporatism and do not really fit into the ‘frame of order’ of 
ordoliberalism. 

In fact, the corporatist component is an elementary factor for the real 
and original social market economy because the co-operation of the 
industry members in form of associations, followed by the interrelation 
between these associations and the governmental organisations (minis-
tries and chambers) are indeed part and parcel of this organisational 
form of the economy. Therefore, I will elaborate on the real nature of the 
economy’s structure which in advance can be described as a successful 
concept characterized by a cooperative, consensus-based collaboration 
                                                           
39 The German variant of social liberalism. 
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between diverse communities as specified on the left-hand side of the 
scheme under figure 5 and 6. Due to the scarcity of all budgets, competi-
tion among competitors in the markets arises automatically and in con-
sequence plays no significant role. What is far more decisive is the quite 
normal application of promotional strategies, implemented by sellers in 
order to attract customers. It follows therefore that this is the matter of 
real competition.  

5.1 The Three Components of the Social Market Econo-
my 

The year 1946 is usually associated with the emergence of the social 
market economy. But in fact, 1946 was rather the ‘zero-hour’ of the first 
publication of the notion of ‘social market economy’ by Münster econ-
omist Alfred Müller-Armack. Thus, in 1946 the notion was formerly 
introduced, but the system of the social market economy already exist-
ed—and had so since 1927.40 Experts in the field of social market econ-
omy contradict the above statement by claiming that the social market 
economy was only introduced after the Second World War, however, 
this must be countered because it is simply not true. 

During the industrial age, the Social market economy was called the 
‘Third Way’, can be assigned to three periods of conception: on the one 
hand it can be associated with the economic part which is seen as the 
most important part since it was able to generate prosperity. This pros-
perity driver was the cartel and federation business developed in 1873. 
The organised agreements between sellers ensured a high value creation 
in the markets. More wealth was created than ever before. The other two 
periods of conception are of social-political and social-state nature.  

                                                           
40 Detailed description in: Florian Josef Hoffmann, ‘Die wahren Väter’,  
JF-Forum 14.8.2103, Page 18. 
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The year 1880, the year when a series of social laws started under 
Bismarck to be enacted during the coming decades and the Social encyc-
lical, ‘rerum novarum’, introduced by Pope Leo XIII in 1891, were 
typical events representing the state’s social welfare system. So these 
years can be seen as its period of conception. Both introductions of laws 
covered the social-political side by having established statutory solidari-
ty systems for the workforces (unemployment insurance, etc.) and by 
additionally linking the workforces’ revenues to the dynamics of the 
companies’ income development (autonomy in wage bargaining). The 
system was mutually reinforced because the increasing labour income 
automatically resulted in growing demand. Consequently, the term ‘eco-
nomic growth’ was born. 

With the help of these three components the cooperative, consensus-
based market economy was born. It was a mixture, or the combination 
of diverse mutually supportive groups which created and organised 
immense unprecedented economic forces for the society: On the one 
hand, there are the cartels, in form of business associations which made 
the economy prosper and on the other hand there was the workforce that 
was characterized as being extremely solidarity-orientated: they formed 
their own employees' cartels which are commonly known as unions. The 
first collective agreement (already before 1890) ensured regular wages 
for the employees. A new type of being was created which was consid-
ered an example by the officials as a steady income was at disposal: the 
tenant. Thanks to the regular income the workforce became more cre-
ditworthy and more and more people could rise to the middle class. 
They could even build their own homes. ‘Prosperity for All’ was created 
but this phenomenon had no name yet. Today, it is commonly known as 
the ‘Social Market Economy’, born in 1946 and invented by the Münster 
economist Alfred Müller-Armack. 

The following chapter will examine all three components in detail, 
since they are intended to serve as a model for global dispersion as it 
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will represent a concept that will set an example with the purpose to be 
spread globally.  

5.2 The Cartel Economy (Economic Component) 

Cartel economy appeared like a thunderbolt. On May 8th, 1873 the 
railway speculation burst was triggered by a liberalisation of the Stock 
Corporation Act that was approved four years prior. This liberalisation 
turned into an economic disaster, pushing 41 banks into bankruptcy 
within the first six months. In the summer of 1873, the old gentlemen of 
the CV (‘Cartel Association of non-striking students associations’) came 
to the realisation that despite being long-time acquaintances they were 
still fierce competitors on the market. They then decided to emulate the 
cooperative tactics used by guilds which made medieval cities rich 
through establishing mutual support groups. Certainly, it is of signifi-
cance, that many industrial entrepreneurs were very familiar with the 
craftsmanship. 

Out of the CV founding initiative, within one year most of the Ger-
man industry cartels came into existence, organised ALS associations 
which means solidary communities of communities. The cartels are 
responsible for transferring the Christian idea of solidarity into an eco-
nomic context—and after only six years of implementation and reorgan-
isation started an incredible economic success story.  

From the end of the depression onwards, i.e. the year 1880, the Ger-
man economy flourished with rapid growth. Germany experienced 35 
years of continuous economic growth with a minimum growth rate of 
eight per cent per year. The middle class especially benefited from this 
economic prosperity. The middle class’s high educational level consti-
tuted the basis for a wide range of achievements in the Imperial era, 
from sciences, technology, industry, construction planning to perfor-
mance.  Unfortunately, the political and social structures of the Imperial 
era could not prevail over contemporary development. The achieve-
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ments went to the politicians’ heads. The political landscape was not 
prepared for that and was still living in the feudalistic structures while 
society had already reached the 20th century.  

Referring to the model of the guilds41 we can state the following: 
From the early Middle Ages onwards, society had a good grasp of the 
advantages produced by setting up communities. Communities have 
common interests which can only be achieved within the organisation 
(production, storage, supply). Although competition between individual 
members within a given economic community exists (as well as within a 
family), the reciprocal cooperation with the objective to provide value 
added input for everybody in return for a reasonable gain. 

To all communities the following applies: The members have a 
common interest they represent quite egoistically in public which, but at 
the same time they respect and accept each other as equal partners. 
However, this ideal form is inapplicable only to organisation where 
equal rights are an impediment and hierarchical structures are necessary 
to maintain order and productivity. This is especially important in large 
collectives, primarily the state with its millions of individuals in the 
police and armed forces, legislation and so forth. Where equal partners 
stand side by side, equality and equal conditions must be set up as far as 
possible. An impressive example for this is provided by the guilds. 

In Reutlingen’s museum of local history a medieval guild room has 
been rebuilt. One can make two interesting observations: One point is 
that the wooden panelled walls are set with large portraits of guild 
members. It is conspicuous that all the figures are somehow equal. They 
all have approximately the same size and stature. The other point is that 
a large table is centrally placed. The table is surrounded by about thirty 
chairs. This would be quite normal, but here all the chairs have different 
heights and apparently are adjusted according to the guild members’ 
sizes. The members’ chairs were raised and lowered accordingly so that 

                                                           
41 Despite being banned in 1806, the guilds continued to operate. 
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each guild member sat at an even eye level around the table—
democracy in practice.   

The most important tools to balance the power on the markets at that 
time were the agreement of minimum prices and the allocation of fair 
quotes. The intention behind this was to protect the weaker market 
members from the power of the stronger. The experience on the closed 
markets in the narrows medieval towns was that price competition was 
ruinous for most of the competitors. So minimum prices and quotes in 
quantities where found as a proper way to eliminate this evil. As all 
branches (guilds) were organised in the same way, nobody was econom-
ically harmed, except those that were not members. In 1873, when 
founding the industrial cartels, the principle of the medieval guilds, the 
equalization of power among the competitors, was taken over for the 
industrial branches. By applying this method, the main effect was that 
the stronger members give away power in favour of the weaker player, 
hindering the establishment of monopolies. 

Nevertheless, an outstanding advantage turned out to be something 
else: the elimination of price competition urged the competitors into 
quality competition. So product qualities—like of the then world famous 
‘Nürnberger Loden’, a special Frankonian textile material—during the 
Middle Ages became finer and finer from century to century. Due to the 
fact that the craftsmen's principle was taken over by the industries and 
their associations in the nineteenth century, as a result the German seal 
of industrial quality ‘Made in Germany’ was born after only a few dec-
ades.  

Communities can be selfishly organised to the outside and can put 
their well-being before the well-being of all other communities. In fact, 
communities are only responsible for taking care of their internal com-
munity members’ well-being. At this point, an objection by the support-
ers of the cartel ban arises, stating that these understandings and agree-
ments taking place ‘behind the consumer’s back’ lead to a situation in 
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which the consumer will suffer an economic harm, since he will pay too 
much. This criticism is disproved by these two arguments: 

• First: Acting on a market, no one can care for and supply oneself 
and other market participants at the same time. Acting on mar-
kets, both the supplier and customer have the right to think and 
act exclusively for themselves. Those who consider the welfare 
of the other market participant would ruin themselves as a princi-
ple. So the principle of egoism is mandatory for all market partic-
ipants, i.e. all merchants, all offering market participants, all 
members of communities like cartels which act in the markets’ 
external value creation.42 And certainly, this applies to the con-
sumer side on the markets as well anyway. (This rule does not 
apply outside the market area within the communities!) 

• Second: All branch organisations (associations, cartels) must get 
the chance to regulate their market conditions so that they are 
able to optimize their own and their members’ earning positions. 
Economically, they do this by striving for the Cournot equilibri-
um, which is the optimum price and quantity at a maximum value 
creation (not the maximum price, nor the maximum quantity). 
The consequence is: Adding up all added values of all actors and 
all branches, thus the overall prosperity is maximized, in conse-
quence producing the maximum welfare for the entire state. 

                                                           
42 Adam Smith expresses this insight in such a way that everyone who pursues 
his own interest in the market also contributes to the common good. This state-
ment can be reinforced by providing an extremely simple example. A baker who 
sells his bread at half the price (doing something good for the consumer) and 
consequently doesn’t earn enough money anymore is economically failing and 
will be a burden to the welfare. The he has to be fed by the money recipients 
which is much more complex because their workforce is eliminated. The de-
scription above is in line with the current development of the labour market in 
Germany, where food and many other basic products become cheaper and the 
precariat grows. 
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The latter means that under conditions of fair distribution peoples’ 
individual income is maximised, the maximum supply with money on 
the other hand allows the households to supply themselves properly on 
the markets. In contrast, a price reduction leads to a decrease in value 
creation, i.e. the industries’ profits. As a result households receive less 
money and demand on the markets is reduced. This price battle leads to 
a downward spiral in terms of the overall income level. Thus it is obvi-
ous that common Welfare is not damaged by price stabilization agree-
ments, but by ruinous price struggles.  

5.3 The Two Social Components43 

5.3.1 The First Social Component: The Unions (Tariff  
Autonomy) 

The second component is purely social: it is about the development 
of trade unions originating from the Workers’ Associations which were 
orientated according to the guild constitution in the middle of the nine-
teenth century. This led to the establishment of the professional print 
association in 1849, followed by the creation of professional associa-
tions of the cigar-, textile- and metal workers, miners, tailors, bakers, 
shoemakers, woodworkers and builders.44 The legal standardization took 
place in 1918, i.e. immediately after World War I which indicates that 
the preparations must have taken place before the war.  

The trade unions’ task is to ensure a fair distribution of the compa-
ny’s income. It is true that the employer is the one who 'collects' and 
generates the money on the market. However, he does not produce the 
offered products and services alone but is dependent on his employee's 
contribution. The conditions of these contributions are listed in Figure 2 

                                                           
43 A part of the following explanations was published by the author in the article 
‘Die wahren Väter’ in 2013. 
44 Source: Wikipedia: Unions in Germany. 
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and 3 (left column). Core conditions are reciprocity and rationality when 
contributing own performances into a common fund. Therefore a (more 
or less) just distribution of those proceeds has to take place that were the 
result of the common efforts. Of course, the entrepreneur is entitled to 
the biggest share, since the initiative, the risk and coordination of em-
ployees are his personal performance. Certainly, accruals must exist for 
investments but if employees do not get a just share of the finally ‘creat-
ed value’, they should be able to act with non-violent pressure: With the 
right to strike.  

5.3.2 The Second Social Component: The Welfare Legislation  

The second social component is the welfare legislation which en-
sures the working class’s fundamental security by—on the one hand—
establishing a statutory insurance for mutually supportive communities 
and—on the other hand—setting up the underlying principle of the so-
called social help, as a form of final existential protection which be-
comes effective when the personal potentials of all kinds (labour in-
come, wealth, insurance income of all kinds) are finally exhausted.  

One of the biggest pioneers of all social systems was the above men-
tioned Bishop Wilhelm Emanuel von Ketteler (1811-1877) from Mainz 
also known as the ‘workers' bishop’. He was, among other activities, one 
of the founding members of the Catholic Center Party and had signifi-
cant influence on the content of Pope Leo’s XIII first Social Encyclica. 
As a Prussian deputy, he also had a significant impact on Bismarck’s 
social legislation. The Christian Social Theory was derived from this 
first Social Encyclical and is of fundamental importance for the Social 
Market Economy.  

After Bismarck’s start of the Social Legislation in 1880, a cascade of 
social laws followed almost year by year for almost fifty years. Listed 
below are the most significant regulations:   
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• 1883 Statutory health insurance  
• 1884 Statutory accident insurance  
• 1897 Craftsmanship Act 
• 1889 Invalidity and old-age insurance  
• 1891 Occupational Safety and Health Act 
• 1901 Sunday and civic holiday repose 
• 1911 Statutory employees' insurance 
• 1918 Regulation for labour agreements 
• 1920 Works Council Act  
• 1923 Working time regulation (40-hour week) 
• 1924 Reichfürsorgepflichtverordnung (predecessor of Social 

Welfare Legislation)  
• 1926 Labour Court Act  
• 1927 Employment agency/ unemployment insurance  

Regarding the above list, it should be noted that all of these laws 
are—although in large parts considerably amended—still valid today. 
During the NS-era, the provisions led to the customary relabeling of its 
time and the freedom of wage agreements was temporarily eliminated. 
Fortunately, most of these actions and measures were reactivated after 
the end of the World War II, having survived the collapse of the German 
Empire as well as Hitler’s reign of terror.45 Over the same period (from 
1880 to 1930) and parallel to the social legislation, the legislator laid the 
final foundations for a consensus-orientated and corporate market econ-
omy by introducing the Handicraft Act (1897) and the Cartel Regulation 
(1923).  

The list of these laws can literally serve as an instruction manual for 
the introduction of a social market economy.  

Therefore a short reflection on the spirit of the nineteenth century, 
the time of industrial and social revolutions may be allowed: Although 
                                                           
45 Prof. Dr. Obermayer: ‘Verfassungsrecht vergeht, Verwaltungsrecht besteht!’ 
(‘Constitutional Law passes where Administrative Law sustains!’) 
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communism was conceived in Germany it was completely supplanted by 
the highly successful corporatist system of associations and chamber 
economy and the consensus-orientated economic system. The thousands 
of formations of new cooperatives, credit cooperatives, purchasing co-
operatives, dairies, consumer cooperatives, forest cooperatives, and 
housing cooperatives exemplify this countermovement. Moreover, the 
founders of inter-trade organisations and industry associations also serve 
as good examples, due to the fact that they have succeeded in transform-
ing the liberal chancellor Bismarck into a protectionist, an intervention-
ist and supporter of a corporation between state and economy. The eco-
nomic success was enormous: Germany experienced a thirty-five-year 
long economic boom during its Imperial Era until World War I broke 
out. Even after World War I, Germany witnessed the ‘Golden Twenties 
‘in the 20thcentury which lasted for six years (interrupted by the bursting 
of a speculative bubble in the still liberal United States).  

However, today it is not sufficient to simply repeat this success sto-
ry, but it is rather important to export this success system of a corporate, 
cooperative, consensus-orientated market economy into the entire world, 
as described at the beginning of this chapter.  
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SUMMARY AND OUTLOOK 

The global implementation of a social market economy means creat-
ing a fundamentally new equilibrium which is not the usual market 
equilibrium, but rather an intellectual equilibrium. It is equilibrium of 
the economic worlds, a general balance between market ideas, commu-
nities and finance. The predominance of the catallactic way of thinking 
must be hindered.46 Even though the well-developed neo-classicism has 
penetrated the market, it has noticed that the market is not the only as-
pect to take into account. Therefore, in recent years behavioural eco-
nomics have been developed. But instead, a detailed reflection on soci-
ology and history would be much more appropriate. Society in the 20th 
century had been much more advanced (concerning its understanding 
and knowledge related to the fundamentals and advantages of communi-
ty building) than we think. Both mentioned disciplines have been the 
intellectual fathers and mothers of social thinking in economy and have 
developed the so called German social market economy.47 

Certainly the question arises, how the Anglo-American economic 
domination in the world can be pushed back, although its real world 
‘exporters’ like Facebook, Amazon, Monsanto, Apple, Google and other 
                                                           
46 A misconception which already has been criticized in a previous essay ‘Dicta-
torship of the Catallaxy’, see: Florian Josef Hoffmann: ‘Die Diktatur der 
Katallaxie’; in GDI-Impuls Nr. 3 2015, page 82 ff. 
47 See: Florian Josef Hoffmann: ‘Die wahren Väter’, in JF-Forum, 16.8.2013, 
page 18. 
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players hold sway over the world. Apart from the fact that their econom-
ic power is backed by the political and military power of the ‘world 
police’—the USA—these players will decide against abandoning their 
leadership. Is subduing these global players by means of the antitrust 
law a suitable solution? Probably not. All efforts and attempts to limit or 
regulate these global leaders by the cartel division’s presidents, or EU 
Competition Commissioners, were unsuccessful and literally ignored by 
the Anglo-American business world. In fact, protagonists of the cartel 
ban have now a more or less representative function and manage public 
relations. For the purpose of self-preservation, they claim that they are 
the competent and powerful people who are able to deal with this prob-
lem, although their powerlessness has long been evident: Silicon Valley 
is globally seen and accepted as the new centre of power. Throngs of 
pilgrims trail off towards the home of many of the world’s largest high-
tech corporations. This can be compared to the hundreds and even thou-
sands that moved to Gustav Schmoller, located in Berlin, before the First 
World War. Simply put, success attracts other success seeking people 
and organisations.  

But the dominance of their catallactic way of thinking is misleading, 
because the value of the communities and solidarity is neglected. Re-
sponsibility is solely created within communities. People can only sur-
vive in communities. The market is just nothing more than the commu-
nities’ supply tool which of course must be subordinated to the commu-
nities. The market is an extremely useful tool for the exchange of goods 
in a labour-intensive economy and exclusively focuses on efficiency. 
But the market is not able to cultivate communities into which people 
are integrated, but rather destroys them via the so called ‘competition’. 
But the unlimited efficiency implies the dominance of the stronger and 
the neglect of the weakest. The competition gradually eliminates com-
petitors until a peak of efficiency is ‘reached’, namely a monopoly. This 
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is why Karl Marx demanded to establish a state monopoly under the 
scope of capitalism (STaMoKap). 

It is better to install or maintain a primacy of the community com-
plementary to the primacy of efficiency which means, that competitors 
stand side by side on the markets and compete against each other by 
focusing on quality and performance rather than prices. Beating a rival 
by employing a low price policy in order to gain additional market 
shares, represents a fatal outcome for the defeated competitor and its 
community.  

This reflection on the valued of community, including the value of 
the community of states48 and cooperative, horizontally and vertically 
coordinated actions is the way to slow down the fast progressing expan-
sion of the enterprises and at the same time to break the power of al-
ready existing giants (monopolists). How will Amazon react, when the 
world’s publishers join forces? How will Amazon react, when the re-
spective market participants declare their solidarity? Why should it not 
be possible to make it mandatory for market participants to provide a 
limited assortment of goods, i.e. not selling in the terrain of other mar-
kets, as it is common in every weekly farmer’s market. How will Aldi 
react when all its sausage suppliers declare their solidarity fight 
(‘strike’) for minimum prices? Even Google’s almost infinite financial 
resources could be tamed by coordinating the communities’ different 
interests. Be it Google’s employees who ‘confiscate’ the gained excess 
profits by means of a right to strike, or even entire industries (e.g. auto-
motive) which force Google to exclusively focus on its core business, 
namely search machine and advertising, or even the governments who 
regulate or hinder too liberal market access.  

The smaller communities, businesses need the right of strike against 
the superior operators. Likewise, employees need well-functioning un-

                                                           
48 A prominent example in history is the predecessor of the EEC, the Franco-
German Montanunion of 1951/52 (Schuman-Plan)  
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ions and the right to strike against their employers. No cartel ban or 
cartel bureaucracy can be as powerful and effective to produce common 
wealth as private communities committed in solidarity. Economy gains 
back humanity when employing solidarity in operational business and in 
communities, a method named ‘Organised Market Economy’49. 

                                                           
49 A term of the German ‘Historical School of Economics’ 
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APPENDIX / DISCUSSION 

The opposite point of view to the ideas represented here is economic 
liberalism, and the ‘supplier’ of its scientific arguments, the so called 
neoclassic economics. An extensive analysis of this position is avoided 
in the foregoing script, to maintain the flow of argument in which the 
depth of such a discussion would only interfere. Nevertheless, it is ex-
actly this depth that is still necessary for the verification. 

7.1 Organised Market Economy Versus Free Market 
Economy 

In this book two things are being promoted, for one the welfare state, 
(the governmental community) that abstractly deals with things that the 
individual or the small community cannot cope with by itself. What is 
meant are the statutory solidary groups with the help of which the weak-
er ones mutually protect each other—it is the quantity that counts—and 
the social benefits, the immediate support for those that have fallen out 
of all social systems, whether private or governmental. The basic princi-
ple of the welfare state is its subordinate position, its subsidiarity. I.e. 
the governmental solidarity with the individual is only due if the private-
ly organised solidary systems are not effective anymore, if someone has 
fallen out of all of them. That is primarily the family, secondly these are 
privately organised communities, as in clubs or companies of any kind, 
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predominantly of course companies, the employer as provider, as well as 
his external organisations, the associations and cartels.  

Cartel economy is that economy in which private economies collec-
tively receive mutual benefits from each other and organise themselves. 
In a cartel economy, the communities of the communities, the compa-
nies, as in the associations and governing bodies, organise themselves. 
This applies to trading companies as well as production companies. Both 
components, the welfare state and collective economy together, form 
what is known as social market economy (which is actually a social 
capitalism, as the ownership of production goods is socially integrated). 

The liberalism conceived by Adam Smith in its diverse terms, eco-
nomic liberalism, neo-liberalism and ordoliberalism, is lacking the sec-
ond component (whereas liberalism as guardian of the free state under 
the rule of law is not meant, but explicitly excluded, otherwise the baby 
would be thrown out with the bath water). As a consequence, ‘this econ-
omy kills’, it lacks social knowledge, it offers freedom, but in excess. It 
lacks involvement in the responsibility systems of communities that 
create a common good beyond the welfare of the individual.  

‘Wealth through Freedom’ is the slogan of Adam Smith’s support-
ers. The German economist Friedrich List responded with the counter 
slogan ‘Freedom through Prosperity!’ The first one is the traders’ slo-
gan, born out of the knowledge of those times that the opening of the 
borders to the colonies created infinite wealth—ignoring the local mis-
ery of slaves. Anyway, it was far, far away. The trader lacks the relation 
to production, to effort, to the product, to the production costs. The trad-
er only sees the market and the profit provided to him by the difference 
between buying and selling.  

The manufacturer, the producer, the craftsman, the farmer are differ-
ent. They know about their efforts and their costs. And if the market 
does not provide enough for him to feed his family, his community, his 
children, he needs to come up with something, as in the ‘children of 
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distress’50, to form cartels. He does not have another way out, because 
he is tied to his sources, his location and his soil. The producer has to 
organise himself. Unlike the trader who will look for another supplier 
that is free. Social market economy needs both, social involvement in 
communities and market economy to allow division of labour and gen-
erate value creation, i.e. a market economy, where the suppliers are 
bound and the demanders and customers are free in in their decisions. If 
the suppliers were also free, it would eventually be a flea market where 
anyone can show up as he wishes and may sell whatever and as much as 
he wants.51  

7.2 The Dominance of the Neoclassic Theory is Evil 

The sciences, especially neoclassical economics, have a significant 
share in the misconception of politics. It plays a central role in political 
economy, being an integral part of the standard teachings at universities. 
Neoclassical economics or micro economics is the theory with which 
economics explains the functioning of the markets, proceeding from the 
ideas of the classic liberals. Neoclassical economics is indeed an object 
of fascination, as it describes things in models and mathematically 
which can usually only be described and discussed verbally. The reason 
why the market-based side of economy can be deduced from mathemat-
ics is the simple fact that every buying process can be displayed by a 
simple equation. As already often described here and elsewhere, every 

                                                           
50 Friedrich Kleinwächter: ‘‘Die Kartelle’, Innsbruck 1883, Page 157. 
51 The flea market syndrome is a typical sign of the internet economy, where 
supply is difficult, perhaps impossible, to regulate. The freedom of the internet is 
global and borderless which is the problem. There are also language barriers or 
taste barriers, allowing for regional management. As soon as these are overcome 
(English language), the internet is borderless—under the circumstances and with 
the consequences of a flea market. That is what one can hold out towards the 
supporters of the digital economy.  
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buying process is a trading process, in which both sides have identical 
money values in form of the price. Graphically, the trading process is 
the point where the supply and demand curve intersect (the basic state-
ment of neoclassical economics). 

Everything else is merely mathematical derivations of this one point 
and its contingencies. The mathematical stringency of the derivations 
suggests that the market laws definitely apply, but they only apply to the 
market, hence only have a very weak connection to the actual econom-
ics, the private economy, via the signal effect of quantities and prices. 
Drawing absolutes, as is common in economics until well into the com-
munities, thus the actual economy is unworldly, becomes an ideology in 
its political implementation.   

The political problem here is false labelling: The scientists of this 
branch of science call themselves economists, even though they operate 
within the area of catallactics. So in reality they are catallactists, not 
economists. By means of this presumption they outplay the real econo-
mists with mathematical stringency. This conflict explains the hostility 
between the two scientific disciplines. But liberalism in addition has 
severe practical weaknesses, as discussed in the following: 

7.2.1 Unavoidable Compulsion to Economic Growth? 

One of its biggest weaknesses is growth compulsion. The division of 
labour results in the manufacturers of capital goods not needed anymore 
after the investments are done. As a result the employees of the invest-
ment sector (mainly construction and production machinery) become 
unemployed. Our most important capital goods, our houses, are built for 
decades, even centuries. Once constructed, there is hardly anything left 
to do for the bricklayers and producers of construction materials. Indus-
trial investments in machinery also last for a hundred years in some 
cases, as for instance certain textile machines. In sectors that do not 
grow anymore, producers of capital goods hardly have any chance to 
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survive. One can avoid a disaster by expanding in foreign markets. Our 
German mechanical engineers for instance flourish with wonderful 
growth rates and export successes. It takes only a few years until the 
domestic end products, that are now being produced in low-wage coun-
tries with the machines and German know how, will flood the local 
markets and replace local producers. One can almost call it the China 
syndrome. 

In order to avoid investment unemployment, political policy is nor-
mally implemented to foster economic growth. If it does not appear by 
itself, the state is tempted to create new, basically unnecessary demand 
by means of borrowing. The politics of growth promotion through bor-
rowing (deficit spending) has been the fashion for decades in almost 
every industrial state, until state indebtedness got out of hand. Today it 
is suspended on the federal level in Germany and strictly limited in the 
state's constitution, with the result that the federal government is wasting 
away as a repair shop with its investments (bridges, highways).  

7.2.2 Overcapacities are a Core Evil 

The consequential growth fetish bears a further problem: overcapaci-
ties. Industrial production capacity has no natural limits. In industrial 
countries we can in a way produce everything in every quantity. The 
same applies to retail spaces. If there were no communal limitations to 
retail spaces in the form of planning restrictions, retail would be suffo-
cated by space, like as it is partly already the case.  

Of course, more factories or more effective areas create more vol-
ume and allow more wealth, but they create a new problem: they are 
always the death of scarcity, leading to permanent price declines, hence 
making fair prices unfair. With severe consequences: Price decline in-
creases the pressure to improve efficiency, i.e. the pressure on compa-
nies to save costs. In industrial production, the unit costs can be reduced 
by constantly growing production units. This corresponds to the liberal 
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economic theory which states: The weaker are eliminated. But what 
does elimination of the smaller supplier on the markets mean (often 
leading to bankruptcy or if they are lucky, they are bought or merged)? 
Elimination of the smaller ones means that the big boys become bigger, 
that the number of suppliers decreases. What else should remain but a 
monopoly, if out of an industry within a period of time spans of more 
than seventy years the weaker companies are being constantly eliminat-
ed? Just as we experience it in the present or have experienced it in the 
past many times. There is thus a direct and obvious connection between 
economic growth leading to overcapacities and producing progress in 
monopolisation. (The widening of the so called 'income scissor', the 
social gap, is ‘a natural’ consequence also.)  

7.2.3 The Loss of Knowledge Makes Poor 

As a result, new damages arise, because monopolisation in larger 
units includes a widely ignored problem: The vertical specialization, the 
separation of production processes into small steps, is connected with 
the loss of knowledge. It can be seen in practice, when the so called 
‘overhead’, the top management of merged firms, is centralised and the 
doubling eliminated. The result is a permanent loss of leadership 
knowledge. In the increasingly merged monopolies of suppliers, superi-
or knowledge concentrates in the hands of fewer and fewer. (Currently, 
politics intend to compensate for this by means of digital founders who 
are then often run into the ground in the tough business jungle.) For the 
few remaining companies, the demander becomes increasingly transpar-
ent (Google, Amazon), while the events become increasingly non-
transparent for the demander himself and others. Due to the organisa-
tional or areal distance (growing division of labour in bigger companies) 
to the few companies at the top, fewer and fewer people have access to 
internal information, as in to superior knowledge which is reflected in 
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the incomes (income gap). The companies become self-service stores for 
the elites.  

And a further disadvantage can be observed: specialization may lead 
to improving performances and enhanced knowledge, but with speciali-
zation, universality of individual knowledge gets lost, i.e. everyone has 
problems perceiving connections, even in detecting the source of their 
income. The anonymously distributed money in large companies doesn’t 
allow the beneficiary to detect and understand the preceding actions for 
those who are responsible for the creation of economic values.  

7.3 The Hoffmann-Plan 

The problem of overpopulation seems to become the greatest prob-
lem on earth not only in the long run. The solution can be found in coun-
tries where there actually is no longer a population growth but rather a 
population decline, like in Germany, in Italy or in Japan or other devel-
oped industrial countries. Analysis reveals that while in traditional or 
tribal societies children are part of the labour force and thus contribute 
income for the survival of the adults, the situation in so-called developed 
societies is completely different. There, children are not a source of 
money—at least not a direct source—but they are an ‘investment’. 

In so-called developed societies, like in Germany, the process of ‘in-
vesting’ in a child goes as follows: the first step is the abolition of child 
labour below the age of 14 supplemented with compulsory schooling. 
This is the public investment organised by the states. The second step is 
the private investment. It consists of a high school education, ending 
three years before the age of twenty. After that period society invests in 
the costs of university studies until the age of 22 on average. However, 
not only society invests but also the parents do. Parents and society pay 
for the lessons, the parents normally pay for the livelihood alone. Not 
only are the children unable to support the family financially, they are a 
substantial cost for the family throughout the entire training period. 
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Children are expensive, so the parents in our spheres completely or 
partially relinquish the idea of having children. 

Analysis reveals: that if money income is restricted to adults alone, 
they cease to have children, depending on how expensive the investment 
in the children is, that is how long it takes for children to contribute 
significantly to life support. The introduction of compulsory schooling 
and its voluntary continuation is the main reason for the suppression of 
man's natural desire for children. During the learning or ‘investment’ 
phase, the children do not only cost money, they also are eliminated as 
co-earners—so the cost is twofold. Realizing this is not yet a help re-
garding African population development, since it is not possible to in-
troduce effective educational (or pension) systems in a foreseeable peri-
od. It will take decades until population growth declines significantly—
just as in Europe.  

But there is a way to simulate the negative income effect by generat-
ing a general adult income. This then would be a household income in 
which the adults have to share in with the children—as a kind of soft 
‘punishment’ for having children. This system is known under the name 
‘Basic Income’ which is discussed in our country as an ‘unconditioned 
basic income’. It is a topic of much controversy. The main obstacle 
against the system is the impossibility to finance these mostly over-sized 
claims. So objections to basic income are normally justified because, in 
most cases, the required level of income to support such a system is 
unattainable.  

However, the problem of financing can be ignored with the system 
proposed here. The proposition made here can be financed because it is 
a variant with very small amounts of money paid out to everyone. This 
low budget system is not applicable in highly developed industrial coun-
tries—there the incomes are already too high—but in most African 
countries it is because the cash income is often very low, so the low 
budget basic income system can have the desired effect. Even the small-
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est monthly allocation, paid out only to adults and not to children or 
young people (!), may prevent from being financially supported by one's 
own children. On the contrary, the adults start to calculate and see that 
it’s easier to survive with less family members than with more, especial-
ly because the children do not receive the basic income payment. They 
will rather use the money for themselves instead of sharing it with many 
other members of the family. Lower benefits from having many children 
could be replaced by greater benefits from having less. With media 
support such change of behaviour can be effectuated very quickly, even 
within months, when people are promised that the new basic income 
will be paid for a longer term or forever. Even the distribution of the 
money down to every single man or woman can be handled easily today: 
With ‘mobile money’ the distribution can be organised via the telephone 
companies. These companies work properly even in the so called “failed 
states” as Somalia. 

As mentioned above, the normal problem of the basic income system 
is its ability to be financed. But this is no more problem here because 
already relatively small amounts transferred from developed countries 
can have the above-mentioned effect. For example, the basic income 
funds for the small African state of Gambia could be calculated like this: 
US-$ 2 per week paid out to every adult (!) in Gambia for 2 million 
people elder than 18 years, in total US-$ 4 million transfers per week 
respectively US-$ 208 million per year. This means it would be possible 
to reduce the population growth of an entire country—albeit small—
with an annual cost of only about US-$ 200 million. And it would prob-
ably possible even to reduce population, not only its growth. For 660 
million adult Africans the equivalent annual cost would be about US-$ 
70 billion. For comparison: The gross national product of the EU states 
is about 17,000 billion US Dollars, which means that with 0.4 percent of 
the gross national product of the EU countries alone, the population 



114   Economic Justice and Welfare for All 
 
development in Africa could be controlled and it would no longer be a 
danger for Europe. 
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