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Foreword by Jörg Bode

Jörg Bode served as Minister of Economic Affairs, Labour and Transport of the German state of Lower Saxony. Today he is CFO of the molecular-diagnostics company SeNostic and chairs the employers' association Unternehmer Celle. Translated from the German.

Germany lay in rubble and ashes: famine, an economy of scarcity, and on the black market the prices for desperately needed goods exploded. The little boy Wilfried tells us how he then witnesses the ideas of Eucken, Müller-Armack, and Erhard being made the foundation of economic policy as the social market economy — and Germany changing overnight. That courageous and, at the time, contested decision led almost overnight to fundamentally better living conditions, to the economic miracle, and to the prosperity we enjoy today.

If, in recent years, the decision-makers of our country had heard Wilfried's story, taken it to heart, and made it the guiding principle of their actions, no further chapter of this book would have been necessary. The violations of the principles of the social market economy that this book lays out — in detailed analyses, interleaved with personal impressions and the accounts of others — demonstrate why this book, or at the very least the story of little Wilfried, must be read by those who govern us.

Too often in recent decades this knowledge has been ignored. Instead of ordering policy, we got symbolic politics. Instead of rules, we got interventions. Instead of responsibility, we got costs shifted onto future generations. The state intervened because it could, not because it should. It fixed prices, steered technologies, distributed subsidies — and then the very decision-makers responsible, along with their voters, professed surprise at the distortions. One speaks of market failure where in truth there is state failure, and one attempts to blame the wicked market economy for developments that are one's own responsibility.

This framing has been perfected to such a degree in recent decades that even the author of this book was, on occasion, taken in by it. To give one example: a railway station in the Uckermark is not closed because of the profit-maximization of Deutsche Bahn. Regional rail service lies within the decision-making authority of the state governments. If the state of Brandenburg decides to order no more trains to that station, then Deutsche Bahn, in closing it, is merely executing a decision made by the responsible politicians. It is not the market that failed; we treated it wrongly. State failure is passed off as market failure. Social policy becomes a substitute for functioning markets instead of their complement. Ideology replaces order; short-term interventions replace clear rules.

This book sharpens the eye for the truth that one must always keep in view the balance of today's "magic hexagon" of economic-policy objectives — growth, employment, stability, external balance, distribution, and environment — and weigh them against one another. When decisions serve only a single goal, sooner or later the hexagon itself will no longer be recognizable. The book demonstrates this problem, and the wrong decisions of the past, through well-chosen case studies. It shows the necessity of conducting the debate over this balancing far more openly and publicly, so that a broad social consensus can be found on the basis of the social market economy. And for the errors of the past it presents proposals for correction, or shows what the better alternative would have been at the time. In this way the book becomes what it sets out to be: a wake-up call for ordering policy.

It is an invitation to argue — with the author, among political decision-makers, and within our society itself: a contest over the right balance of the goals of the social market economy in our own time.

Even now, the book calls for a continuation in a second volume. We need answers to how the right insights can prevail across today's complex political layers, up to and including our embedding in the European Union — and how, on problems that can often only be solved globally, agreement can be reached at all in today's new world order. Perhaps then we will hear from young Pablo what he experienced in Cuba or Venezuela after the introduction of socialism and communism — and learn to treasure all the more what we have in the social market economy.

Jörg Bode


A Note to American Readers

This book was written in German, for Germans, about a German idea. So why should you read it?

Because the idea in question solved a problem America is wrestling with right now — and because Germany's recent failures illustrate, better than any theory could, what happens when a country forgets its own formula.

The problem is this: How do you build an economy that is fiercely competitive and leaves no one behind? Americans tend to assume there are only two answers — free-market capitalism or socialism — and that every policy debate is a tug-of-war between them. Germany's postwar founders rejected that binary. In 1948, standing in the rubble of a destroyed country, they designed a third thing: the social market economy — in German, Soziale Marktwirtschaft.

Let me clear up the name before it misleads you. Despite the word "social," this is not socialism. It is not even social democracy in the Scandinavian sense. The social market economy is a rules-based, radically pro-market system — designed by economists who despised central planning — with one addition: a strong, disciplined state that referees competition, breaks up monopolies, insists that risk-takers bear their own losses, and catches those who fall. Think of it as capitalism with a constitution.

The results speak for themselves. Within a decade, the destroyed half-country became the Wirtschaftswunder — the economic miracle. Within a generation, it was the world's second-largest exporter. The model absorbed the oil shocks of the 1970s, financed the reunification of a bankrupt communist East, and sailed through the 2008 financial crisis with lower unemployment than almost any Western economy.

And then — this is the second half of the story, and the part that should interest Americans most — German politicians began to abandon the formula. Not in one dramatic moment, but through a series of decisions that each violated one of the system's founding principles: botched privatizations, the world's most expensive spectrum auctions, an ideologically driven exit from nuclear power, energy prices that are now hollowing out German industry. Today the American press asks, "What happened to Germany?" This book answers that question from the inside — and the answer is not "the model failed." The answer is: the politicians stopped following it.

I am a German economist, strategy consultant, father, and — as you will discover — a small-town soccer coach. I am also a private pilot: an FAA-certificated airman, in fact, whose airplane carries an American N-number on its tail. Much of this book is written from that vantage point — the view from altitude, looking down on good old Germany with an American license in my pocket. I have spent my career watching the interplay of markets and government from many angles. In this book I will introduce you to the thinkers who built the formula, walk you through the seventy years it worked, dissect the twenty years it was betrayed, and propose how any nation — mine or yours — can apply it to the age of AI, climate change, and fractured global trade.

One more introduction is in order. Throughout this book you will meet Wilfried — a boy who was ten years old when the new currency arrived in 1948, a telephone technician during the stagflation of the 1970s, a pensioner watching today's energy crisis from his armchair in Düsseldorf. His life spans the entire arc of this story. Whether Wilfried is a real mentor of mine or something else, I will let you decide at the end.

Welcome to the formula.

Joachim Enders


Preface

What makes an economic system capable of securing not only a nation's prosperity but also its social cohesion? This question has occupied me for many years — as an economist, a strategy consultant, a father, and a citizen.

A story from my own life: a few years ago, I took over as coach of the soccer team of a small village club. The club was on the brink. The first team had dissolved; the youth program had no future. With patience, a clear strategy, and trust in team spirit, we rebuilt the men's program and in 2023 even won promotion to the district league. The remarkable thing about this story is that it mirrors the basic principle of the social market economy: success requires a balance between long-term goals and short-term action, between individual performance and collective responsibility. The players on the bench have to celebrate a victory as their own — or there is no team.

Soccer is not my main field. My work as a strategy consultant puts me in direct contact with the great upheavals of our era: digitalization, globalization, demographic change, the climate crisis. My clients ask: "How do we hold our ground in these uncertain times?" My answer is always the same: by holding on to the pillars — courage, foresight, and confidence in the strength of cooperation.

I am convinced the social market economy holds answers to the challenges of our time. It unites stability and dynamism, competition and justice. It made postwar Germany a global model and proved itself in crisis after crisis. But today the model is under pressure. In a world changing ever faster, we must not only look back; we must think boldly forward. This book is an invitation to do exactly that. I share my experience not as a detached theorist but as a practitioner who has seen the interplay of market and society from many perspectives.

I dedicate this book to my family, who gave me the values of responsibility, respect, and solidarity. And I dedicate it to you, the readers, who are searching for answers. In the end, the question is not only what the social market economy means for us — but what we are prepared to do for it.

Joachim Enders


PART ITHE RISE: How a Ruined Country Invented Prosperity for All



Chapter 1 — Zero Hour: Wilfried's World

A Country in Ruins

It was a cold morning in March 1948. Wilfried pulled his worn-out shoes tighter as he trudged through the destroyed streets of Düsseldorf. The air smelled of smoke and damp concrete. Mountains of rubble lay in the streets like monuments to destruction, and the echo of his footsteps bounced between the ruins. At ten years old, Wilfried often felt twice his age. The weight of the postwar years pressed down on him — a child who had grown used to hunger far too early.

In his left hand he held the small, cold hand of his sister Helga, barely five. They were waiting in an endless line outside a grocery store rumored to have potatoes. Hope was a fragile thread — thin, always about to snap. Wilfried felt the crumpled Reichsmark notes in his pocket, the ones his mother had given him. "Maybe they'll trade for cigarettes instead," she had said. And what good would the money do? Everything seemed worthless in a world that no longer knew what value was.

Behind them, people whispered. An old woman, her face carved deep with worry, murmured: "Bread used to cost more than gold... now gold costs more than hope." Wilfried didn't fully understand the words, but the heaviness in her voice drilled into his heart. His father, who had not come back from the war, used to say: "A house without a foundation collapses." Wilfried looked around and thought: The foundation is gone. Everything has collapsed.

Context for American readers: In 1948, western Germany was an occupied territory with a worthless currency, empty shops, and a thriving black market where cigarettes served as money. Price controls inherited from the Nazi war economy were still in force. Most observers — including many American occupation officials — assumed recovery would take generations, if it came at all.

Hope Behind Closed Doors

That evening Wilfried lay on his thin mattress next to his sister's. From the kitchen came a whisper — his mother and his uncle were discussing something important.

"Have you heard?" his mother whispered. "There's going to be a new currency. The Deutschmark. It's supposed to make everything better."

"Better?" the uncle answered skeptically. "And what happens to the little money we still have? It'll be worthless, won't it?"

A long silence followed. Wilfried closed his eyes, but the words wouldn't let him go. A new currency? Could it really change anything — or was it just another dream that would be buried in the ruins of this city?

The Day Everything Changed

On June 20, 1948, the unexpected happened. The air in the city felt charged. Long lines had formed outside the distribution offices. People whispered, laughed, argued. The words "D-Mark" and "new beginning" flew through the air like the first swallows of spring.

When Wilfried and his mother finally reached the front of the line, he suddenly held two new bills in his hand. They smelled of fresh paper and looked nothing like the crumpled Reichsmark notes he knew. "This is the future, Wilfried," his mother said, stroking his hair. For the first time in ages, he saw a smile on her face. It was a smile that promised hope — real hope.

The Miracle in the Shop Windows

The next morning, Wilfried rubbed the sleep from his eyes, threw on his jacket, and stepped into the street. Something was different — the air was filled with a strange energy, a breath of departure.

As he passed a small shop, he stopped abruptly. His heart beat faster. In the shop windows — empty and dusty just yesterday — there were suddenly stacks of bread loaves, shining apples, even a few bars of chocolate. It was as if someone had brought the colors back overnight to a world frozen for years in shades of gray. People crowded in front of the windows; some wept, others laughed, many clapped each other on the shoulders.

"Do you see that?" a man whispered to his wife, pointing with trembling fingers at the display. "We haven't seen that in years."

What had happened was one of the most consequential economic decisions of the twentieth century — and it is worth pausing on, because it was not merely a currency reform. On the same weekend the Deutschmark was introduced, Ludwig Erhard, the rotund, cigar-smoking economic director of the western occupation zones, went on the radio and — without asking the Allied authorities — abolished most price controls and rationing rules. The American commander, General Lucius Clay, reportedly confronted him: "Herr Erhard, my advisers tell me you are making a terrible mistake." Erhard's answer became legend: "Don't listen to them, General. My advisers tell me the same thing."

Goods that had been hoarded for years appeared in shop windows literally overnight — because for the first time, selling them at a real price was worth it. The market, given honest money and honest prices, did in days what command planning had failed to do in years.

Wilfried's Role in the Miracle

In the months after the currency reform, the world seemed to spin faster. Wilfried's uncle, who had searched desperately for work, found a job in a factory that built machines. One day he took Wilfried along to see the enormous production halls.

"You see that, boy?" the uncle said, spreading his arms as if to embrace the whole factory. "This is the future. This is Germany getting back on its feet." Men and women worked side by side, operating huge machines that rattled in steady rhythm. The smell of oil and hot metal hung in the air — a smell that Wilfried would forever associate with hope and progress.

At home, too, life changed. His mother bought the first fresh bread in years, and the scent filled the small apartment like a promise of better days. Helga got a new coat. "It's not patched anymore," she said, beaming, as she twirled in front of the mirror.

But Wilfried also noticed that not everyone advanced at the same pace. Old Mr. Meier, the neighbor, often said he no longer believed in the future. "The D-Mark came too late for me," he murmured, leaning on his cane. "I've lost everything." How do you explain hope to a man whose life was destroyed by war and inflation? Wilfried sensed that it would take a different kind of strength to give such people hope — a strength that lay not in the new currency, but in people's hands and hearts.

That intuition — that markets create prosperity but do not, by themselves, create solidarity — is the seed of everything this book is about.

Conclusion: Hope in a Child's Eyes

For Wilfried, this time was like the first ray of sun after a long, cold winter. The introduction of the Deutschmark symbolized not just an economic new beginning but the first practical application of the social market economy: stability and trust as the twin pillars of reconstruction. Wilfried's childhood shows that economic reforms succeed when they strengthen not only markets, but people.


Chapter 2 — The Architects: Four Men and a Third Way

The social market economy did not fall from the sky. It was designed — deliberately, and against the intellectual fashion of its time — by a group of visionary thinkers and courageous reformers who faced a seemingly impossible task after the Second World War: to lead Germany out of the rubble while building a more just society. Their ideas remain strikingly relevant, and for American readers they offer something rare: a genuinely different intellectual tradition, neither Chicago-school laissez-faire nor Keynesian interventionism nor socialism.

Ludwig Erhard: The Architect of Prosperity

When Germans think of the "economic miracle," one name comes up inevitably: Ludwig Erhard. As postwar economics minister (and later chancellor), Erhard translated the principles of the social market economy into reality. For him, freedom was central — not only the freedom of markets, but the freedom of every individual to shape his own life.

His motto, Wohlstand für alle — "Prosperity for All" — was far more than a political slogan. It was a vision he realized through pragmatic decisions like the currency reform and the abolition of price controls. But Erhard knew that freedom without responsibility runs into the void. He insisted throughout his life that economic success must serve the common good — a lesson more timely than ever in an age of growing inequality.

Alfred Müller-Armack: The Idea Man

While Erhard was the practitioner, Alfred Müller-Armack laid the theoretical foundation. He coined the very term "social market economy" and built a model that joins economic dynamism to social justice. In his work Economic Planning and Market Economy, he showed how the state can steer without strangling the market.

Müller-Armack saw the social market economy not merely as an economic model but as a cultural project. The human being stood at its center — with all his needs, dreams, and struggles. His conviction that the state should not regulate everything, but rather strengthen individual responsibility, is a standing admonition to policymakers on both sides of the Atlantic.

Wilhelm Röpke: The Moral Compass

Wilhelm Röpke was the philosopher among the founders. He viewed economic processes always in the context of ethics. A determined opponent of both unrestrained capitalism and socialism, Röpke was convinced that a humane economic order can endure only if it respects human dignity.

In his influential book A Humane Economy (a favorite, incidentally, of many American conservatives of the postwar generation), he demanded that economic action always carry social responsibility. His emphasis on subsidiarity — strengthening small units like families, communities, and mid-sized firms rather than centralizing power — remains a decisive idea for the twenty-first century.

Walter Eucken: The Rules Man

Walter Eucken, founder of the Freiburg School of economics — the tradition known as ordoliberalism — supplied the stable guardrails. For him the market was no perpetual-motion machine but a system that needs clear rules to function justly and efficiently. His principles on competition, liability, and monetary stability form the backbone of the social market economy to this day.

Eucken warned against leaving the market to itself. "Ordering policy," he wrote, "is the art of creating the framework in which freedom and justice can flourish." His central insight — that economic freedom endures only when accompanied by responsibility and clear rules — anticipates by half a century today's American debates about Big Tech, too-big-to-fail banks, and regulatory capture.

Theory Meets Practice

The strength of the social market economy lay in the unique collaboration of these thinkers. Erhard put into practice the visionary ideas of Müller-Armack, Röpke, and Eucken. Eucken delivered the theoretical foundations of an ordered market economy; Röpke and Müller-Armack added the dimensions of humanity and social responsibility. Together they created a model that not only led Germany out of the postwar years but won recognition worldwide.

Their legacy is an invitation to keep rebalancing freedom and responsibility. In an era shaped by globalization, digitalization, and climate change, their vision remains a source of inspiration — proof that true innovation is timeless.

Why this matters for America: The founders' central claim was that the fiercest defenders of free markets should also be the fiercest enemies of monopoly, and that a social safety net is not the enemy of capitalism but its license to operate. In American terms: they were pro-market without being pro-business, and pro-worker without being anti-market. That combination barely exists in today's U.S. political vocabulary — which is precisely why it is worth studying.


Chapter 3 — The Formula: Goals, Principles, and What Happens When You Break Them

The social market economy was created to combine economic freedom with social justice — to harness the efficiency of the free market while ensuring that no one is left behind. How? Through a set of explicit goals and principles that together form a balanced system. Like any balancing act, the goals sometimes conflict. This chapter lays out the formula itself — the intellectual core of the book.

The Goals

Prosperity for all. The aim is not raw GDP growth but broadly shared rising living standards. In the 1950s, more and more German families could afford things once considered luxuries: a car, a washing machine, a vacation. This broad prosperity created not just confidence but social stability. Yet the founders never confused growth with the goal itself — growth that devours its own foundations, whether natural or social, is borrowed prosperity. The challenge, then as now, is to create wealth without mortgaging the living conditions of the next generation.

Social justice. Everyone should have a fair chance at a good life; no one should be permanently disadvantaged by poverty or origin. Progressive taxation carries much of this load — those who earn more contribute proportionally more — alongside family benefits and support in hard times. But the founders were clear-eyed about the limits: if the state intervenes too heavily, it destroys the incentives that make prosperity possible in the first place. Whoever faces confiscatory taxation works less, invests less, or leaves. The line between justice and paralysis must be redrawn constantly, and pretending it does not exist is the beginning of failure.

Social security. People must be able to rely on not being abandoned in emergencies — sickness, unemployment, old age, accidents. In Germany, statutory pension insurance secures the years after working life, and universal health insurance guarantees everyone access to medical care — a baseline Americans still debate seventy-five years later. Again with a caveat the founders insisted on: protection that is too comfortable erodes personal responsibility. Security is a floor to stand on, not a hammock.

Economic freedom. Firms and citizens should act as freely as possible so long as they respect the rights of others: entrepreneurship, consumer choice, freedom of contract. A founder in Germany can start a company and pursue an idea; a consumer decides freely what to buy. But freedom, unframed, can devour itself — when giants crush smaller rivals, when not everyone starts with the means to use their freedom. Which is why freedom needs the principles below.

Sustainability. The economy must work for future generations too — resources, environment, public finances. Wind turbines instead of exhausted coal seams; balanced budgets instead of debts our children service. The transition itself has costs — the coal regions losing jobs today are owed more than speeches — and honest sustainability policy budgets for them.

Competitiveness. The nation must hold its own in international competition, through education, infrastructure, and innovation — not through wage suppression, which is the low road and a violation of the social goal. German automakers' global standing was built on quality and technology; the moment competitiveness is defended by squeezing workers or fleeing abroad, something upstream has already failed.

Social peace. Conflicts should be resolved within institutions — in Germany's case, through structured cooperation between unions and employers that Americans often find surprising: union representatives sit on corporate supervisory boards, and strikes are rare. Social peace is the quiet dividend of all the other goals, and the first thing to vanish when the gap between rich and poor grows too visible. A system that loses it loses everything else soon after.

The Principles

To reach these goals, the social market economy relies on a small set of operating principles. They are the recurring cast of this book — learn them here, and you will recognize every violation later.

The competition principle. Fair competition keeps firms innovative and efficient. The state's job is to protect competition itself — including from successful competitors who grow into monopolists. Germany's Federal Cartel Office blocking a merger of two dominant supermarket chains is this principle at work. So would be, in American terms, serious antitrust enforcement against dominant tech platforms.

The social principle. The state intervenes to secure social justice — but in ways that work with the market, not against it.

Market conformity. This is the subtlest and most important idea. When the state intervenes, it should use instruments that preserve the price mechanism rather than override it. Carbon pricing instead of technology bans. Housing allowances instead of rent freezes. Wage subsidies instead of price controls. Most of the policy disasters in Part II of this book are, at bottom, violations of market conformity.

Subsidiarity. Decisions belong at the lowest level capable of making them — individual, family, municipality, state, nation, in that order. The higher level steps in only when the lower one is genuinely overwhelmed.

The liability principle. Whoever takes a risk must bear its consequences. Profits and losses belong to the same person. When gains are privatized and losses socialized — as in the bank bailouts of 2008 — this principle is broken, and public trust breaks with it.

When Principles Collide

The goals and principles regularly conflict: freedom versus justice, growth versus environment, security versus self-reliance. The social market economy does not deny these tensions; it manages them, through compromise and constant rebalancing. The system's genius is not that it eliminates trade-offs but that it names its principles publicly — so that when politicians violate them, the violation can be called by its name.

Case Study: The 2008 Bank Bailouts — Liability Betrayed

The year 2008 brought the world to the edge of an economic abyss. In Germany, as in America, giant banks teetered; in Germany it was Hypo Real Estate, in America Lehman Brothers, AIG, and the rest. Chancellor Angela Merkel and her finance minister faced the same impossible choice as Washington: rescue the banks or risk the collapse of the financial system. They chose rescue, with billion-euro packages.

The images of protests in Berlin's streets burned themselves into memory. People held up signs: "Rescue for the banks, but not for us!" A man who had just lost his job said into a running camera: "I have no idea how I'll pay my rent, but the gentlemen in suits get billions."

Judged by the formula, the verdict is harsh. The liability principle — firms answer for their own failures — was broken outright. The social principle was mocked, because the rescue was perceived, correctly, as favoring the wealthy. And social peace took a lasting hit: trust in the system never fully recovered, in Germany or in the United States. The populist waves that followed on both continents drew much of their energy from this single, shared betrayal.

On my report card, the governments of 2008 — Berlin and Washington alike — earn a D. This will not be the last report card in this book. Throughout Part II, I will grade real decisions against the principles above. The grades are not partisan; as you will see, every major German party earns at least one D.

A Word on Labor-Market Reforms

One more German episode deserves brief mention because Americans sometimes cite it admiringly. In the early 2000s, the government of Gerhard Schröder pushed through the "Hartz reforms" — a drastic tightening of unemployment benefits combined with labor-market deregulation. They did cut unemployment. But the human cost was severe: a stigmatized low-wage sector, workers forced into jobs far below their qualifications, single mothers working full-time and still needing benefits. "You feel like you're worth nothing anymore," one affected worker put it. Market conformity was strengthened — on the backs of employees; social justice was undermined. Grade: D. The lesson for American welfare reformers: activation policies can work arithmetically and still fail socially, and the social peace they burn is expensive to buy back.


Chapter 4 — The Mittelstand: The Backbone Nobody Copies

Ask an American what powers the German economy and you will hear the big names: Volkswagen, Mercedes, Siemens, BASF. The real answer is a category of company for which English has no good word: the Mittelstand — hundreds of thousands of mid-sized, mostly family-owned firms, many of them world market leaders in products you have never thought about. Do not confuse it with what American bankers call the "middle market," a mere revenue bracket; the Mittelstand is a culture, not a size. Tunnel-boring machines (Herrenknecht). Laser cutting tools (Trumpf). Dowels and fasteners (Fischer). Gummy bears (Haribo). These "hidden champions" export globally from small towns you will never visit.

What Makes the Mittelstand Different

Official statistics define small and medium-sized enterprises by headcount and revenue. But the Mittelstand is defined by something else: character.

Most of these firms are owner-managed — the family that owns the company runs it. This fusion of ownership and control creates an accountability that shareholder-owned corporations rarely match. Where a listed company manages to the next quarterly report, the Mittelstand plans for the next generation. Investments are made for the grandchildren, not the analysts' call.

They are regionally rooted. Firms like Stihl, Kärcher, and Würth are anchored deep in their home regions. They create jobs, fund local clubs and schools, and stabilize entire districts. When crisis comes, they do not relocate at the first opportunity; their name is on the building and their family is in the town.

And they are innovation machines in the niches they occupy — routinely spending more on R&D as a share of revenue than their large competitors, and dominating global market segments through sheer product excellence.

A Symbiosis with the Formula

The Mittelstand and the social market economy need each other, and the relationship illuminates both.

The Mittelstand needs the formula: fair competition (so that corporate giants cannot crush smaller rivals), subsidiarity (freedom from centralized micromanagement), and the social principle (a well-trained, secure, loyal workforce — the product of Germany's apprenticeship system and social insurance).

And the formula needs the Mittelstand: as innovation driver, as employment anchor, and above all as living proof that long-term thinking, regional responsibility, and world-class competitiveness are not contradictions.

The American parallel — and its absence. The United States has millions of small businesses, but it has comparatively little Mittelstand: family industrial firms that stay private, stay put, and dominate a global niche for three generations. Some of the reasons are structural — America's capital markets pull successful firms toward acquisition or IPO; its estate-tax and financing environment historically favored selling over inheriting; its training system produces graduates rather than certified craftsmen. None of this is fate. If Part III of this book has one export-ready policy idea, it is this: an economy that wants resilience should cultivate patient, private, mid-sized ownership — deliberately.

The Challenges

The Mittelstand's future is not guaranteed. A shortage of skilled workers (demography), the costs of digital transformation (big-company IT budgets do not exist here), global low-cost competition, and — a complaint I hear in every conversation with owners — proliferating red tape all weigh on it. A third of German mid-sized firms say they feel overwhelmed by the digital transition. How the formula addresses this belongs to Part III.

The Mittelstand is not only an economic pillar. It is the guardian of the social market economy's values — and the strongest single argument that the formula, followed faithfully, works.


Chapter 5 — Stress Test One: Oil Shocks, Stagflation, and Two Ways to Fight a Crisis

The 1970s were the first great test. After two decades of miracle growth, the oil crises, rising unemployment, galloping inflation, and the new phenomenon of stagflation — stagnation and inflation at once — confronted the social market economy with its hardest trial since birth. Americans lived through the same decade: gas lines, price controls, "Whip Inflation Now" buttons. The German experience ran in parallel, and the comparison of how two later crises were handled holds a lesson that transcends borders.

Wilfried in the Storm

Wilfried was now a telephone technician with the Deutsche Bundespost — the federal postal and phone monopoly, roughly AT&T and the U.S. Postal Service rolled into one government agency. His civil-servant status gave him security, but he saw the instability all around him.

"The postal workers were a world of our own," Wilfried remembers. "We had our steady salaries, but inflation gnawed at us too. It was like carrying water in a leaky bucket — no matter how hard you tried, it was never enough."

He watched neighbors lose their jobs, watched small shops in Düsseldorf close because customers were tightening their belts. "I remember a friend who worked in a small factory and lost his job one day. 'We have no more orders,' he told me. And there was nothing I could do but listen."

The Bundespost itself was an anchor of stability in those years — and Wilfried saw the shadow side of that stability too. "We were like a huge tanker," he says. "Stable, but immobile. While everyone around us fought to adapt, everything at our place stayed the same. It was a deceptive feeling of safety." Decades later, he would live through the privatization of the Bundespost and ask himself whether the sluggish stability of the 1970s had been more valuable than anyone knew at the time. "We thought it would stay that way forever. But the world keeps turning — sometimes faster than you think."

My Own First Political Memory

I remember the West German federal election of 1976 vividly. I was seven. In the pedestrian zone of our small town stood campaign booths with colorful balloons — red for the Social Democrats, black for the Christian Democrats, yellow for the Free Democrats. (The Greens did not exist yet.) On our schoolyard, the grown-ups' debates echoed in children's mockery and wordplay about the chancellor.

The Christian Democrats won the most votes by a clear margin — and their leader Helmut Kohl still did not become chancellor, because the Social Democrats and the small liberal party together held a parliamentary majority. For a child this was baffling: how can someone win an election and not govern? My father explained coalition arithmetic to me at the kitchen table. It was my first contact with the machinery of parliamentary democracy — which, I would later learn, matters enormously for economic policy, because it forces compromise and punishes radical swings.

And I remember the car-free Sundays of the first oil crisis: the eerily empty highway in front of our house on a cold November day, my parents heating the house sparingly, the family huddled under wool blankets listening to news of inflation, unemployment, and energy prices. The abstractions of economics were, suddenly, the temperature of our living room.

The Keynesian Detour

The economic challenges demanded a wise political answer. Instead, the governments of those years reached for tools that increasingly undermined the principles of the social market economy. Finance minister Karl Schiller, a convinced Keynesian, responded to a supply shock with demand stimulus: big state investment programs, price and wage controls, cheap money.

The result was predictable in hindsight: the expansive fiscal policy amplified inflation without curing stagnation. Market conformity was violated (the state overrode price signals), subsidiarity was violated (the center took over tasks that firms and municipalities could do better), and sustainability was violated (short-term programs left long-term deficits, and inflation hit the poorest hardest). The United States, under Nixon's price controls and the easy money of the late 1960s and 1970s, made the same category of error at the same time — and paid with the same decade of stagflation.

Two Crises, Two Playbooks

Here is the natural experiment that convinced me, as a young economics student, that principles matter more than programs.

In 1991, at the start of the Gulf War, I sat in an economics lecture hall at the University of Mainz as a first-semester student. We discussed how U.S. GNP would rise because of massive armaments production. I understood the mechanics — and suddenly saw how perverse the metric was: producing shells in order to destroy their value in real time over the Persian Gulf counts as "growth." (GNP, one might say, is like a diet that only counts calories: it doesn't tell you whether you're living healthily.)

Another of my professors — a member of Germany's Council of Economic Experts, the "Five Wise Men" — criticized finance minister Theo Waigel in nearly every lecture. With the distance of years, I see Waigel's policy in a different light. Compare the two oil-shock responses:

1973, Schiller's playbook: direct intervention — spending programs, price and wage controls, a crash nuclear build-out. Short-term relief, long-term deficits, damaged market mechanisms, and a decade of drift.

1991, Waigel's playbook: faced with an energy-price shock plus the staggering costs of reunification, Waigel refused short-term intervention. He relied on international coordination to stabilize markets, focused on budget consolidation, and let relative prices do their work. The shock passed through the economy without a lost decade.

The pattern generalizes. When politicians respond to supply shocks by overriding prices, they convert a temporary shock into a permanent policy problem. When they hold the framework steady and cushion genuine hardship, the market absorbs the blow. Keep this pattern in mind when we reach the energy crisis of 2022 — where Germany, and much of the West, reran the 1973 playbook with predictable results.


Chapter 6 — The Privatization Wave: When the State Sold the Family Silver

With the change of government in 1982 under Helmut Kohl, a phase began that was shaped by the conviction that market forces act more efficiently than state structures. Inspired by the neoliberal reforms of Margaret Thatcher in Britain and Ronald Reagan in the United States, the conservative-liberal government pushed deregulation, privatization, and budget consolidation. The federal railway became a corporation; the federal post office was split into a postal company, a telecom company, and a bank; municipal utilities were sold to private investors.

The promise was simple and familiar to American ears: competition brings efficiency, innovation, and lower prices, while sales revenue relieves the treasury.

The Record: Light and Shadow

The results were mixed in a very instructive way.

Where markets could actually compete, privatization worked. In telecommunications, competition genuinely accelerated innovation; mobile networks were built out and the internet spread faster. The lesson is not that privatization always fails.

Where the asset was a network — it failed. Rail lines, power grids, rural service networks are natural monopolies: building parallel infrastructure is economically absurd, so "competition" never actually arrives. What arrives instead is a private monopolist optimizing for profit.

The consequences repeated across sectors with mechanical regularity:

	Abandonment of the countryside. The privatized railway concentrated on profitable main lines and shut down roughly 5,000 kilometers of rural branch lines. A picture stays in my memory: a small village in the Uckermark, in Germany's rural northeast, where the station had once been the heart of the community. The last train left; the rails rusted; the old men sat on the abandoned platform. "A train used to come every hour," one villager sighed. "Now our children move to the city to study — and rarely come back."
	Rising prices with stagnant quality. Rail fares rose while punctuality and maintenance declined — a paradox only if you forget that a monopoly was privatized, not a market created.
	The hollowing of universal service. Services once understood as Daseinsvorsorge — the German term for essential public provision, from transit to water — were now judged solely by return on capital.


The international evidence runs the same way. Britain privatized its rail infrastructure in the 1990s; the private operator Railtrack so neglected the network that after a series of fatal accidents it was effectively renationalized in 2002. In Cochabamba, Bolivia, water privatization brought price hikes that ignited mass protests until the deal was reversed. In California, the deregulated electricity market of 2000–01 was gamed by traders — Enron among them — into rolling blackouts and price explosions. Every American reader knows at least the last of these stories.

And the counter-examples are just as clear. Switzerland's federal railway — public, professionally run, continuously financed — is among the most punctual in the world and a genuine alternative to the car. Norway's publicly controlled hydropower system delivers some of Europe's cheapest, cleanest electricity. Japan's state-coordinated broadband build-out made it a world leader in connectivity. Public ownership is not automatically inefficient; unaccountable ownership is, whether public or private.

The Principle at Stake

The privatization wave ignored a distinction the social market economy's founders understood precisely: the difference between goods the market can price and goods that constitute the market's own foundations.

Infrastructure has three defining features. It should be non-excludable (every citizen needs access, regardless of purchasing power), it is largely non-rival (my use of the road does not consume your use), and it generates massive positive externalities (a rail line enriches the town, not just the ticket buyer). Goods with these features are systematically underprovided by profit-seeking owners — this is textbook economics, not ideology.

I learned this lesson personally, in miniature. In the late 1990s I lived with my family in a village of about a thousand people. Its little outdoor swimming pool — beloved, and hopelessly unprofitable — faced closure; ticket sales came nowhere near covering costs. A citizens' association formed to save it. Members paid dues without receiving anything extra in return — purely for the pool's continued existence. Even people who never swam valued knowing they could. The association made the pool's diffuse social value visible and monetized it, and the pool exists to this day.

A heartwarming story — and an indictment. The pool's value always exceeded its revenue; that is exactly why it should have been financed publicly in the first place, by all who benefited, instead of depending on the generosity of a few while free riders enjoyed the result. When a society starts asking its swimming pools, branch lines, and rural networks to "prove their profitability," it has confused the price of things with their value.

The lesson for both countries: privatize operations where real competition is possible; keep networks and essential services under public responsibility with professional management. Germany got this backwards for two decades. America, with its own crumbling infrastructure, its investor-owned utilities in crisis (ask California about wildfires, or Texas about the 2021 grid collapse), faces the identical design question today.

Report card for the privatization era: D. Not because markets are bad — but because this was not marketization. It was the transfer of monopolies from accountable public hands to unaccountable private ones.


Chapter 7 — Three Challenges, One Model: Globalization, the Euro, Reunification

The 1990s and 2000s confronted Germany with three enormous tasks at once: accelerating globalization, European integration, and — the greatest national undertaking — reunification. The social market economy proved its strength and flexibility in all three. This chapter is also the most personal in the book.

The Night the Wall Fell

The biting wind of the Westerwald hills seemed especially cold that evening. It whistled around the corners of the army barracks in Rennerod and crept through the window seams into the guardroom. I was freezing despite my thick field jacket. Outside a storm raged; inside was the typical stillness of the night watch. It was Thursday, November 9, 1989, and I — a young conscript — had guard duty.

The radio was my only companion. A trivial music program was running when the announcer's voice suddenly broke in. The words he spoke changed everything: "Unbelievable — the GDR is opening its borders! All border crossings are open, effective immediately!"

I held my breath. The borders open? The Wall — fallen? I turned up the volume and listened, transfixed. Confirmation followed. I switched on the television, and the images burned themselves into my memory forever: people dancing on the Wall, honking Trabant cars streaming through the crossings, families falling into each other's arms after decades of separation.

And at the same time, sitting there in uniform, I felt a strange vertigo. The Wall — this symbol of division, of the Cold War, the very reason for our existence as soldiers — simply gone? The enemy on whose existence our entire military logic was built had ceased to exist between two news bulletins. The euphoria was contagious, and yet I sensed this was only the beginning of a long journey.

A Second Economic Miracle

What followed was an economic undertaking without precedent: integrating the bankrupt planned economy of East Germany — 16 million people — into the West German social market economy, essentially overnight.

The scale is hard to overstate. Four decades of central planning had left East German industry technologically obsolete; not a single East German enterprise was competitive on world markets. When the Deutschmark was extended to the East in July 1990 — largely at a 1:1 exchange rate, a politically necessary but economically brutal decision — most East German firms became unprofitable overnight. Whole industries collapsed. Unemployment in the East temporarily exceeded 20 percent. The privatization agency charged with selling off state enterprises became, for many Easterners, a hated symbol of sell-out.

The social market economy answered with its full toolkit: competition and solidarity. Billions flowed into highways, rail, telecommunications, and city restoration. Pensions were harmonized; labor-market programs cushioned the shock. A special "solidarity surcharge" on income tax — paid by all Germans, mostly Western — financed the effort for decades. The total transfer bill ran well over a trillion euros.

It worked — imperfectly, slowly, at enormous cost, and with social wounds that still shape German politics. But it worked. Today Leipzig, Dresden, Jena, and Erfurt are thriving economic centers; former state combines have reinvented themselves as successful Mittelstand firms. Reunification stands as the largest peacetime economic integration ever attempted, and the social market economy carried it.

An American thought experiment: imagine absorbing an economy the size of a fifth of your own, forty years behind in productivity, granting its citizens full wages, pensions, and mobility from day one — and pulling it off within a generation without hyperinflation, mass emigration abroad, or political collapse. That is what the formula financed. It is the strongest single data point for the system this book describes.

Globalization and the Euro

The same decades brought the great opening of world markets. As an export nation, Germany rode the wave: China, India, and Eastern Europe developed growing middle classes that wanted German machines, cars, and chemicals. The formula shaped how the gains and pains were shared — collective bargaining and codetermination kept workers inside the tent, and instruments like Kurzarbeit (short-time work, where the state subsidizes reduced hours instead of letting firms lay workers off) preserved industrial teams through downturns.

Globalization's dark side arrived too: production migrated to low-wage countries, old industrial regions had to reinvent themselves, and secure industrial jobs were too often replaced by precarious ones. I will not romanticize this — Chapter 3's discussion of the Hartz reforms showed the cost. But the German experience of globalization was, on balance, managed rather than suffered — a contrast with the American Rust Belt experience that deserves more attention than it gets.

The euro, introduced in 2002, removed exchange-rate risk inside Europe and amplified German export strength. The sovereign-debt crisis after 2010 revealed the currency union's design flaws, and Germany's crisis role — demanding austerity while providing rescue funds — remains controversial to this day. For our purposes the point is narrower: through the euro crisis, as through the financial crisis, the German real economy proved strikingly resilient. Which brings us to the evidence chapter.


Chapter 8 — What Worked: The Formula's Trophy Case

Before Part II turns to the betrayals, let the record show what the social market economy achieved when its principles were followed. Skeptical readers should treat this chapter as the "control group."

The economic miracle itself. From rubble to the world's second-largest economy within two decades — driven by freed prices, honest money, fierce competition, and social insurance that made the ride bearable.

The dual apprenticeship system. Germany's signature talent machine: young people split their week between classroom and paid on-the-job training in one of hundreds of certified trades, emerging with credentials employers actually trust. Result: one of Europe's lowest youth-unemployment rates, decade after decade, and a Mittelstand stocked with world-class craftspeople. American governors and CEOs tour it constantly; a few states have begun to copy it seriously. It is probably Germany's single most exportable institution.

Export strength. "Made in Germany" as a global synonym for quality — the product of sustained R&D investment, patient capital, and a workforce with genuine skin in the game through fair wages and codetermination.

The 2008 stress test. While unemployment in the U.S. doubled to 10 percent, Germany deployed short-time work: firms kept their teams, the state topped up reduced paychecks, and when demand returned in 2010, German industry restarted instantly with its skilled workforce intact. It was the liability principle applied with intelligence — support for employment relationships, not bailouts for failed business models — and it is now studied worldwide.

Social housing after the war. Public programs gave millions of families decent homes, executed subsidiarily by municipalities and local housing societies rather than by central diktat.

Codetermination and social peace. Worker representatives on supervisory boards, works councils in the plants — and, not coincidentally, among the fewest strike days in the developed world. Conflict institutionalized is conflict defused.

Research and innovation. The Fraunhofer institutes — publicly co-funded applied-research centers working under contract for industry, including thousands of Mittelstand firms — bridge the "valley of death" between laboratory and market. (For American readers: imagine a national network of DARPA-flavored institutes serving mid-sized manufacturers.)

None of these achievements came from laissez-faire, and none came from state planning. Every one is a hybrid: markets doing what markets do best, inside a framework the state deliberately built and enforced. That is the formula. Now let us watch it be abandoned.


PART IITHE BETRAYAL: How Politics Abandoned the Formula



Chapter 9 — The Road to the Dead Zone: A Tragedy of Spectrum Auctions in Three Acts

"No signal." In Germany, this phrase is part of every driver's standard vocabulary on rural roads. In my family it has become a running joke: "We're not in India, where the internet works everywhere!" Funny on the surface — and bitter underneath. Germany, the land of engineers and once a telecommunications pioneer, lags far behind much of the world in mobile and broadband coverage. A central reason lies in one fateful decision: awarding mobile-spectrum licenses by revenue-maximizing auction.

As a private pilot, I have learned that it is often better to accept a detour than to fly through a thunderstorm to save a few minutes. The safety and stability of the flight come first. Economic policy should work the same way: short-term gains must never come at the cost of long-term stability. That is the core of the social market economy.


Americans will find this story instantly familiar — the FCC pioneered spectrum auctions in the 1990s, and the economic logic debated here applies on both sides of the Atlantic. What follows is staged as what it truly was: a drama in three acts.

Act One: The Promising Beginning

Berlin, a splendid hall, the year 2000. The government of Chancellor Gerhard Schröder assembles; ministers and industry lobbyists discuss the future. On the agenda: the auction of UMTS licenses — the 3G spectrum that will carry the mobile internet.

A consultant rises, gesticulating with fiery conviction: "Germany has the chance to lead the world! With UMTS we lay the foundation for the mobile internet. But we must auction the frequencies — it will flush billions into the treasury."

The politicians nod. A murmur runs through the room. A minister says triumphantly: "Fifty billion for the treasury, without raising taxes. It sounds like a gift from heaven!"

An expert who has been sitting in the shadows hesitantly raises his hand: "But what about the long-term consequences? The network operators will pour all their capital into this auction. What will be left for building the actual infrastructure?"

The hall goes quiet. The consultant laughs dismissively: "A calculated risk. The market will sort it out."

The auction begins. A giant board of numbers fills the stage. Bidders outbid each other, driven by the fear of being locked out of the market. Twenty billion... thirty... The gavel finally falls at roughly fifty billion euros — at the time the largest auction proceeds in history, celebrated worldwide as proof of German financial cleverness. Behind the scenes, the operators' faces are gray: "How are we supposed to pay this? It exceeds everything we ever planned."

Act Two: The Bitter Reality

A conference room at a large mobile operator, 2001. The glitter of the first act is gone.

The CEO sits with his head in his hands over a stack of invoices: "Fifty billion for the frequencies... and now we're supposed to build the network on top of it? Impossible." An analyst, matter-of-fact and grim: "Our debt has exploded. The only way to recover the money is drastic price increases." Another adds: "But that makes the mobile internet unaffordable for most people. The dream of universal UMTS becomes a nightmare."

The stage splits. On one side, a rural family: Wilfried holds his new phone in the air, hunting in vain for a signal. "Why do we still have no coverage out here? They said UMTS would change everything!" His twelve-year-old granddaughter adds: "And the prices — who can afford this?" On the other side, young Berliners surf happily on their smartphones. Between the two halves of the stage, a sign rises: DEAD ZONE.

The mechanics are worth spelling out, because they are pure economics. The auction transferred the industry's entire investment capacity to the treasury before a single antenna was built. Capital that should have become rural base stations became a one-time budget windfall. Deployment slowed to a crawl; prices stayed high to service auction debt; and the digital divide between city and countryside — with all its consequences for rural businesses, schools, and property values — became a permanent feature of German life.

Meanwhile, countries that treated spectrum as infrastructure rather than as a revenue source took the opposite path. Sweden and Finland allocated licenses at minimal cost, tied to build-out obligations. Today they rank among the world's best-covered countries. South Korea and Japan coupled spectrum policy to aggressive deployment targets. The correlation is not subtle.

Act Three: The Fatal Repeat

Berlin, 2019. The same hall. The shine of the first auction has faded, but the government wants to play the game again. This time: 5G.

A minister steps to the podium and speaks almost the identical words of the year 2000: "The auction of 5G frequencies will flush billions into the treasury. Germany can again take a leading role!"

But skepticism has grown. An expert rises, voice sharp: "Have you forgotten the lessons of the UMTS auction? The operators were bled dry. Network construction nearly stopped, and we have dead zones to this day. Do you really want to repeat that?"

The minister waves him off: "The past is irrelevant. We need the money now. The market will adapt."

The curtain closes and opens once more. In a small town, an old man stares at his phone: "5G? I don't even have 4G here." A young entrepreneur wrestles with his connection: "How am I supposed to run my business without stable internet?" In the middle, telecom executives whisper: "The auction cost us billions again. We'll focus on the cities — that's where the money is. The countryside can wait."

Epilogue: A Dark Inheritance

A narrator steps forward:

"Germany maneuvered itself into a dead end. The spectrum auctions were a triumph for the treasury and a disaster for the infrastructure. While countries like Sweden and South Korea acted strategically and tied their frequencies to deployment obligations, Germany sacrificed its own competitiveness. It is not too late to change course. Spectrum is a commons — and a nation's digital future must not be measured in one-time receipts."

The Lessons

Graded against the formula: market conformity violated (the auction design loaded a crushing, investment-killing tax onto a critical industry), social justice violated (the rural population paid with years of digital exclusion), sustainability violated (short-term revenue bought long-term backwardness). Report card, UMTS auction 2000: D-. Report card, 5G repeat 2019: D-, with a note for failing to learn.

The reform is obvious and works wherever it is tried: allocate spectrum at low cost, coupled to enforceable coverage obligations — treat it like the road network, not like a lottery jackpot. For American readers, the caution translates directly: whenever a government "wins" an auction by extracting the maximum from a network industry, ask who will build the network afterwards, and with what money.


Chapter 10 — The Electricity Tragedy: How the Energy Miracle Became a Warning

Germany's energy policy was once celebrated worldwide as visionary. The Energiewende — the "energy turn" toward renewables — was to be a technical and social masterpiece: proof that an industrial nation can unite ecological responsibility, economic efficiency, and social fairness. Today, German households and businesses pay among the highest electricity prices in the developed world; the grid requires constant expensive intervention; on some days producers pay customers to take power off their hands; and energy-intensive industry is quietly leaving the country. The American press now writes about German "deindustrialization."

What went wrong is not a mystery. It is a case study — the most complete one this century offers — in what happens when energy policy abandons every principle of the social market economy at once. I will tell it as five compounding errors.

Error One: Privatizing a Natural Monopoly (the 1990s)

The story begins with the 1990s liberalization of the electricity sector. As with rail, the reformers overlooked a fundamental distinction: power generation can be competitive; the power grid is a natural monopoly. Unbundling and privatization fragmented a vertically integrated system into producers, grid operators, and traders — raising complexity and cost — while the grids themselves passed to profit-oriented owners with weak incentives for long-term, unprofitable-but-essential investment. Maintenance was trimmed; rural build-out lagged; and, crucially, the great north–south transmission lines that the renewable era would desperately need were nobody's business case.

Error Two: Subsidizing Generation While Ignoring the Grid (the 2000s)

The renewable build-out itself was, in many ways, a triumph: from 6 percent renewable electricity in 2000 to over 40 percent by 2020, with German engineering leading the world in wind and solar technology, and hundreds of citizen energy cooperatives giving ordinary people a stake. I want to be fair: this is the part other countries rightly admired.

But the expansion ran years ahead of the infrastructure to carry it. Wind power concentrated in the north; industry sits in the south; the transmission lines connecting them stalled in decade-long permitting battles, local protests, and federal-state squabbling. Average permitting time for a major line: ten to fifteen years. The result is a grid that must be stabilized by hand, daily, through redispatch — paying some plants to power down and others to power up around bottlenecks — at a cost of billions per year, all of it loaded onto consumers' bills.

Hence the signature absurdity: negative electricity prices. On sunny, windy days Germany produces more power than its congested grid can move, so producers pay neighbors to absorb the surplus — while German households simultaneously pay near-record retail prices, because the costs of managing the chaos are passed through to them. On one memorable April day in 2022, unusually strong sunshine pushed German solar output beyond what the grid could handle; the wholesale price collapsed below zero, and utilities paid customers abroad to take the power — while the resulting system costs landed, via levies, on German bills. Clean energy is wasted for want of storage and wires; consumers pay twice, at the meter and through the tax system. A system that pays people to take away its most valuable clean product has, by definition, lost its architecture.

What the missing pieces actually are — because the solutions are neither exotic nor unproven:

	Smart grids are traffic control for electricity: sensors and software tracking in real time where power is produced and needed, routing a neighbor's midday solar surplus to the house next door or the EV charger down the street, and using dynamic prices to nudge consumption toward hours of plenty. The Netherlands runs pilot networks that link rooftop solar directly to nearby consumers, sharply reducing wasted overcapacity.
	Storage is the battery of the whole system. Pumped-hydro plants — the oldest utility-scale batteries — pump water uphill when power is cheap and release it through turbines when it is scarce; Germany's largest such plant, Goldisthal in Thuringia, can store enough energy to power a mid-sized city for hours, and Norway effectively rents out its mountain reservoirs as Europe's storage bank. Grid-scale batteries respond in seconds — South Australia's famous Hornsdale installation stabilized an entire regional grid and paid for itself in years, not decades. Power-to-X converts surplus electricity into hydrogen or heat. The United States and China invest massively in all of the above; Germany, having spent its billions on generation subsidies, largely did not.
	Diversity of sources is the stabilizer: geothermal (Iceland covers nearly all its power with it, and grid fluctuations barely exist), hydrogen, and — yes — nuclear alongside wind and sun. Building a power system on two weather-dependent sources alone is building a house with one load-bearing wall.


Error Three: The Nuclear Exit (2011)

Then came the most consequential single decision. After the Fukushima disaster in 2011, the Merkel government — reversing its own policy of a few months earlier — ordered the accelerated shutdown of Germany's entire nuclear fleet: seventeen reactors, among the safest and most productive in the world, providing roughly a quarter of German electricity, essentially carbon-free. The last three were switched off in April 2023, in the middle of an energy crisis.

I will argue this carefully, because the nuclear question deserves respect. The decision failed on its own terms:

	The waste argument cuts the other way. The costs of permanent disposal arise regardless — the waste from five decades of operation exists and must be stored whether or not the plants run another decade. Marginal additional waste from continued operation is small; the disposal bill is a sunk cost. Citing it as a reason for early shutdown is accounting theater.
	The risk was exported, not eliminated. Germany now imports nuclear power from France (from older plants than its own) and coal power from Poland and the Czech Republic. German safety standards no longer protect Germans; they simply ceased to apply to the electricity Germans consume.
	The climate arithmetic is damning. Carbon-free baseload was replaced, in significant part, by coal and imported fossil power. A country that lectures the world on climate voluntarily shut down its largest source of zero-carbon electricity. Emissions rose relative to the obvious counterfactual; global credibility fell.
	Grid stability suffered. Nuclear plants deliver steady, plannable baseload — exactly the complement a weather-dependent renewable fleet needs while storage matures. Removing it made the system more fragile and the remaining fossil plants more indispensable.


Countries are noticing. Japan is restarting reactors; the United States is extending licenses and funding new designs; France is building again. Germany stands nearly alone — a cautionary tale of what happens when a technology becomes a question of identity rather than of engineering. Report card: D-.

Error Four: Responding to Crisis with Price Caps (2022)

When Russia's invasion of Ukraine detonated European energy prices, the German government reached for the 1973 playbook: broad price brakes financed by debt. Understandable politically; ineffective structurally. Price caps treat the symptom, blunt the very signals that drive conservation and investment, and shift the bill to taxpayers — while the underlying problems (missing grid, missing storage, missing baseload) remain untouched. Chapter 5's lesson, unlearned.

Error Five: The Social Blindspot (throughout)

Through all of this, the costs landed regressively. Wealthier households escaped upward — solar panels on owned roofs, subsidized heat pumps and electric cars — while renters and low-income families, who own no roofs and buy no new cars, paid full freight through levies on their bills. Energy poverty in one of the world's richest countries: households choosing between heating and other essentials. The subsidy architecture amounted to a transfer from the bottom of the income distribution to the top, administered in the name of the climate. Whatever that is, it is not the social principle.

And the political bill arrived on schedule: in the regions that feel most burdened and least heard, trust in the parties of the center has collapsed — with consequences visible in every German election since. Energy policy that ignores distribution does not stay energy policy; it becomes identity politics with a grid attached.

The Verdict — and the Way Back

Measure the whole story against the formula. Market conformity: violated by design — subsidies without infrastructure, caps without signals, technology bans instead of carbon prices. The social principle: inverted — regressive costs, progressive benefits. The liability principle: dissolved — every actor's mistakes were passed to consumers or taxpayers. Sustainability: the crowning irony — a climate policy that raised emissions against the counterfactual while wasting clean power.

None of this discredits the energy transition itself. It discredits a method. The way back is the formula's way:

	One honest carbon price as the central instrument, with revenues returned to citizens per capita — Switzerland already does this; the checks arrive and acceptance follows. Technology-neutral: let wind, solar, nuclear, storage, and efficiency compete on carbon avoided per euro.
	Grid and storage before further subsidized generation. Wires, batteries, pumped hydro, power-to-X — the unglamorous backbone.
	Public responsibility for the natural-monopoly grid, professionally managed, with permitting radically accelerated.
	Keep every low-carbon option on the table, including nuclear, until storage genuinely closes the gap. Ideology is not an energy source.
	Distribute costs progressively — per-capita rebates, targeted efficiency programs for those who cannot self-finance, tenant-solar models so renters share the upside.


For American readers, the transferable warning is precise. The United States is now running its own version of the great energy build-out. Germany's tragedy says: watch the grid queue, not the ribbon-cuttings; price carbon rather than picking technology winners; never let the costs land regressively, or the backlash will bury the policy; and count all zero-carbon sources as allies. The physics is identical on both continents. So, unfortunately, is the politics.


Chapter 11 — A Flagship at the Crossroads: The Auto Industry

No industry embodies German economic success like the automobile. Volkswagen, Mercedes-Benz, BMW, and the vast supplier landscape behind them — Bosch, Continental, ZF, Mahle — stood for decades as the very symbol of engineering excellence and industrial prosperity. Roughly three-quarters of German-built cars were exported; millions of jobs depended on the sector directly or indirectly. Today, this flagship industry is in the deepest crisis of its history. How it got there is a case study in what happens when transformation is driven by idealism without economic realism — and it holds obvious lessons for Detroit.

What Made the Industry Great

Three factors, all familiar from earlier chapters: technological excellence built over generations (the diesel engine above all — remember that detail); relentless export orientation; and a supplier ecosystem of Mittelstand world champions in everything from sensors to seat rails. Add the apprenticeship system feeding skilled labor into the plants, and codetermination keeping labor peace, and you have the formula on wheels.

The Perfect Storm

Several forces converged within a single decade.

The self-inflicted wound: Dieselgate. In 2015, Volkswagen was caught — by American regulators, note — systematically cheating on emissions tests. The scandal shattered consumer trust in the industry's crown-jewel technology, triggered waves of regulation, and made the diesel politically indefensible. This chapter of the crisis was not imposed on the industry; it was earned. The liability principle applies to corporations, too, and VW paid tens of billions for violating it. Rightly so.

The regulatory hard stop. The European Union then decided to ban the sale of new combustion-engine cars from 2035 — effectively mandating a single technology, battery-electric, as the future. However well-intentioned, the mandate collided with reality on several fronts at once:

	Suppliers built for combustion faced extinction. A battery-electric drivetrain has a fraction of the parts of a combustion one. Mittelstand suppliers specialized in pistons, injectors, and exhaust systems — companies that did nothing wrong — saw their markets legislated away. Mahle cut jobs and closed plants; Continental put its entire automotive division in question; Bosch, Europe's largest auto supplier, announced thousands of layoffs as demand for conventional components collapsed.
	The resource dependency swapped one risk for another. Battery-electric mobility hangs on lithium, cobalt, nickel — and on China, which controls large parts of the processing and cell-making value chain. Europe traded Russian oil dependence for Chinese battery dependence with remarkable speed and remarkably little debate.
	Energy costs finished the job. Producing a battery cell in Germany costs roughly 30 percent more than in China — largely because of the electricity prices described in Chapter 10. The two policy failures compound each other: energy policy undermines exactly the industrial transformation that climate policy mandates.


The competition arrived. While German boardrooms and Berlin argued, Tesla built a gigafactory outside Berlin at a speed no German manufacturer thought possible, and Chinese makers — BYD, NIO and others, backed by state support and cheap power — entered the European market with competitive, affordable electric cars. Volkswagen's own flagship EV struggled with software problems, pricing, and lukewarm customer acceptance. The innovation leadership that took three generations to build eroded in half a decade.

The Formula's Diagnosis

Run the principles over this story and the pattern from Chapter 10 repeats:

Technology neutrality was abandoned. The social market economy says: the state sets the goal (here, decarbonization — ideally through a carbon price) and lets technologies compete to deliver it. Instead, politics mandated one solution. Hydrogen for heavy transport, synthetic fuels that could decarbonize the existing fleet, advanced hybrids, the modern diesel as a bridge — all were pushed aside. A modern diesel running on synthetic fuel can cut CO₂ dramatically using existing infrastructure; whether it should win is exactly the question a carbon price would answer honestly. Monoculture is fragile in industry as in agriculture.

The social dimension was ignored. The transformation lands on workers in engine plants and supplier towns, and on consumers for whom electric cars — and the electricity to charge them — remain expensive. Subsidies for EV purchases flowed disproportionately to affluent buyers: the same regressive pattern as in energy policy.

Planning security was destroyed. Investment cycles in this industry run fifteen years; German policy changed direction every election cycle. Capital does not commit under whiplash.

What Would the Formula Do?

Not "protect the combustion engine forever," and not "ban everything but batteries." The formula's answer:

	Price carbon honestly and let drivetrains compete. The goal is emissions reduction, not the victory of a particular machine.
	Cushion the workers, not the incumbents. Retraining programs, regional funds for supplier towns, wage insurance during transitions — support people through change instead of freezing structures.
	Build the complements. Charging infrastructure, cheap industrial power, a European battery and raw-materials strategy (including recycling) to reduce the China dependency.
	Restore planning certainty. Whatever the rules are, fix them for a decade. Industry can adapt to almost anything except permanent revision.


The Detroit parallel hardly needs spelling out. The American auto industry faces the same electric transition, the same Chinese competition, the same battery dependencies, and its own version of policy whiplash as mandates and subsidies appear and disappear with each administration. The German case is a preview of what happens when a great auto nation gets the sequencing wrong. The race is not yet lost — in Germany or in America — but the margin for ideology has run out.


Chapter 12 — The Nuclear Question: Between Hope and Responsibility

I have touched the nuclear exit twice already — as energy policy (Chapter 10) and in passing as industrial policy (Chapter 11). It deserves its own short chapter, because no single decision better illustrates the difference between moral feeling and moral responsibility in economic policy — and because America faces its own version of the question as it decides whether to extend, expand, or abandon its nuclear fleet.

The Decision

After Fukushima in 2011, Germany decided to phase out nuclear power entirely; the last three plants went offline in April 2023 — in the middle of Europe's worst energy crisis in fifty years, while coal plants were being brought back online to keep the lights on. The juxtaposition was noted worldwide.

The decision was driven by genuine fear, powerfully amplified by images from Japan, and by a moral conviction with deep roots in German political culture. I do not mock either. But policy must be judged by consequences, not intentions.

The Ledger

The safety case was weakest where it was applied. German reactors ranked among the best-run in the world, in a country with neither tsunamis nor the specific design vulnerabilities of Fukushima. Shutting them did not remove nuclear risk from German life — Germany sits in a ring of French, Belgian, Czech, and Swiss reactors, several of them older than the German plants that closed. Risk was not reduced; control over it was surrendered.

The waste argument, examined honestly, collapses. The disposal obligation exists regardless — five decades of German nuclear waste must be stored permanently whether the plants closed in 2023 or 2043. The additional waste from extended operation is marginal against that fixed legacy. Using disposal costs as the argument for early shutdown is a full-cost analysis applied to only one side of the ledger. The child, as we say in German, had already fallen into the well.

The climate cost is real and measurable. Carbon-free electricity equal to a quarter of national supply was withdrawn and replaced, in meaningful part, by lignite and imported fossil power. No honest emissions accounting can call this a climate policy.

The investment signal may be the worst damage of all. No company will ever again build — or even restart — a nuclear plant in Germany while any political majority can reverse the rules mid-flight. This is the deepest wound: the destruction of Planungssicherheit, planning certainty, the quiet foundation of every long-horizon investment the social market economy depends on. A state that changes fundamental rules retroactively pays for it in every future contract, in every industry, for decades.

The Principle

The social market economy demands stable, reliable framework conditions and technology-open competition toward publicly set goals. The nuclear exit violated both — not because nuclear power is sacred, but because the method of the decision was ideological rather than ordered. Had Germany priced carbon honestly and let all low-carbon technologies compete, nuclear power might have declined anyway, on economics — gracefully, without grid crises, without coal revivals, without the credibility damage. The formula does not tell you which technology wins. It tells you how to decide in a way you will not regret.

For American readers: the United States, almost by accident, took the other path — license extensions, capacity preserved, and now new federal support for advanced reactors alongside booming renewables. Whatever one thinks of nuclear power, the contrast in method is the lesson: keep options open, let carbon arithmetic rule, and never let a technology decision become a tribal identity. Germany is the control group. Learn from our experiment; do not rerun it.


Interlude — The Verdict of Part II: Not the Model, the Politicians

Before we turn to solutions, let me state the thesis of this book as sharply as I can, because the evidence is now on the table.

The social market economy has not failed. It was not applied.

Go back through Part II and check every disaster against the formula:

	The privatization wave sold natural monopolies to profit-seekers — a violation of the competition principle's own logic. The formula said: don't.
	The spectrum auctions taxed the digital future for one-time revenue — violating market conformity and sustainability. The formula said: don't.
	The energy transition subsidized generation without grid, capped prices instead of pricing carbon, and loaded costs on the poor — violating market conformity, liability, and the social principle at once. The formula said: don't.
	The nuclear exit destroyed planning certainty and raised emissions in the name of feeling safe — violating technology neutrality and sustainability. The formula said: don't.
	The bank bailouts privatized gains and socialized losses — the liability principle inverted. The formula said: don't.


Every one of these was a political choice, made against the explicit, published, seventy-year-old operating principles of the German economic order — usually with short-term applause as the motive and long-term damage as the price. Different parties, different decades, same pattern: the formula was not refuted; it was overruled.

This diagnosis is, perversely, the optimistic part of the book. If the model itself had failed, we would need to invent a new one — and history suggests that goes badly. But if the model is sound and the failure is fidelity, then the path forward is clear: return to the principles and apply them to the new problems. That is Part III.


PART IIITHE RENEWAL: The Formula for the Twenty-First Century



Chapter 13 — Digital Capitalism: The Formula Meets AI and Big Tech

The digital revolution is comparable to the industrial revolution of the nineteenth century — except that it is unfolding at breathtaking speed. Machines that think, algorithms that decide, data streams that connect every corner of our lives: none of this is a vision of the future anymore. The question is whether the principles of the social market economy — competition, market conformity, subsidiarity, liability — can govern it. I believe they can, and that they are precisely the framework the digital age has been missing. Nowhere is this more relevant than in the United States, which houses the platforms in question.

A Revolution with Two Faces

The upside is real and enormous. Imagine factories where robots handle the heavy work and detect their own defects while skilled people concentrate on creative and strategic tasks — this is not fantasy; it is the modern plant floor. Knowledge has been democratized: a single mother in a small village can learn a programming language online and work as a freelancer for a firm in New York. Productivity gains once thought impossible are routine.

The downside is equally real. Automation and AI threaten precisely the standardized, repetitive occupations — not only production workers but bookkeepers, clerks, and, increasingly, junior lawyers. The historian Yuval Noah Harari warns of a potential "useless class" — people whose labor the economy no longer demands — and of what he calls data colonialism: entire societies dependent on a handful of technology giants. Whether or not one shares his darkest scenarios, the direction of concern is sound. Whoever controls the algorithms shapes the society.

Two Lessons from My Consulting Life

In March 2017 I sat in a meeting with clients from the auto industry discussing an offer to participate in the Here consortium — the German carmakers' ambitious joint venture to build a European alternative to Google Maps, complete with applications for autonomous driving. Nobody in that room imagined how quickly Google would outpace the project. Within a few years Google Maps had consolidated its dominance and Here, despite genuine technological progress, remained a niche product. The lesson I took: the innovative strength of the social market economy is not enough if we allow platform giants to operate without rules. Network effects do not care how good your engineers are; whoever has the users wins the data, and whoever has the data wins the users. That loop, left ungoverned, ends competition.

In 2023, the company I work for decided to reorient its entire product strategy around AI, including the development of a large language model to transform our clients' processes. Implementing it showed me how far the technology has come: systems that analyze enormous data volumes, recognize patterns, and derive recommendations that were previously unthinkable. It also sharpened the questions: Who ensures these systems are used responsibly? How do we prevent the power over them from concentrating in a few hands?

The Long Waves

It helps to zoom out. Economists speak of Kondratiev cycles — the long waves of economic development, each triggered by a breakthrough technology that revolutionizes productivity and daily life: the steam engine, the railway, electricity and chemistry, the automobile, the computer. Each wave created enormous wealth and enormous social tension, and each was eventually domesticated by new institutions — factory acts, antitrust law, social insurance, labor rights. The digitalization-and-AI wave is the next in the series, distinguished mainly by its speed. The historical pattern carries both the warning and the reassurance: the disruption is real, and it has been mastered before — by exactly the kind of ordering framework this book describes. The question of our generation is whether we build those institutions deliberately, in time, or the hard way, after the damage.

Harari sharpens the stakes: in the digital wave, he argues, data becomes the decisive source of power, as land was in the agrarian age and machinery in the industrial one. Whoever controls the data controls the future — and today that control is concentrating in a handful of private platforms and, in other parts of the world, surveillance states. Between the Silicon Valley model (data ruled by monopolies) and the Chinese model (data ruled by the state), the social market economy names a third possibility: data as a resource whose use is disciplined by competition law, liability, and the rights of the individual. Europe has begun sketching it. Whether it becomes real is an open question — and one America will co-decide.

The Formula Applied to Big Tech

Competition principle → serious antitrust. The digital economy tends toward monopoly through network effects; the founders' insight — that the state must protect competition from successful competitors — was written for exactly this moment. Concretely: interoperability and data-portability mandates so users can leave; merger control that blocks the acquisition of embryonic rivals; structural separation where a platform both runs the marketplace and competes on it. Europe's competition cases against Google and Amazon and the Digital Markets Act are first steps; American antitrust, after a forty-year slumber, is stirring again. Ordoliberalism supplies the intellectual backbone this movement still lacks: being pro-market and anti-monopoly are the same position.

Market conformity → tax fairness. Global platforms shift profits to wherever taxes approach zero, out-competing domestic firms partly through accounting rather than products. The remedy is not punitive but structural: the OECD global minimum tax, and the principle that profits are taxed where users and revenues actually are. A competition of products, not of loopholes.

Liability principle → algorithmic accountability. Whoever develops or deploys an algorithm must answer for its consequences — in credit scoring, hiring, medicine, or content amplification. Transparency obligations and audit rights for high-stakes systems are the digital equivalent of product liability, which no one considers anti-innovation in the physical world.

Subsidiarity → distributed digital power. Innovation should not live only in two or three metropolitan clusters. Regional innovation centers, open-source infrastructure as a public good, and — the unglamorous foundation — universal broadband. A federal republic, or a continental nation like America, cannot afford a digital geography of a few winners and a vast disconnected rest.

The social principle → cushioning the transition. If AI displaces labor at the scale even cautious forecasts suggest, the social state must adapt: portable benefits, lifelong-learning entitlements financed as seriously as roads, and an honest debate about instruments like negative income taxes (Chapter 14). Harari's "useless class" is not a prophecy; it is a policy failure that has not happened yet — and need not.

Education Is the Hinge

Every one of these threads runs through education, and here Harari and I fully agree: a school system built for the industrial age — front-loaded knowledge, standardized reproduction — prepares people for a world that is disappearing. In a world where machines retrieve any fact in milliseconds, pure factual knowledge loses value; what appreciates is what machines lack — critical thinking, creativity, judgment, the ability to ask the right questions. Chapter 15 is devoted to this.

A 2050 Worth Wanting

Permit me one scenario, not as prophecy but as direction. Imagine mid-century: transparent supply chains where every step is documented and fairly priced; AI systems that identify retraining needs early and finance them as shared investments; decentralized platforms that let people in remote regions participate in global markets; a base of social security funded partly from the returns on AI-driven productivity. The technology for all of this exists or is near. Whether it serves the many or the few is not a technical question. It is an ordering question — the ordering question of our century — and the social market economy is, I contend, the most battle-tested answer on offer.

The digital revolution is not a law of nature. It is shaped by human decisions, values, and priorities. The question is: will we shape it, or let it shape us?


Chapter 14 — Reforms I: Taxes, Wages, and Housing

If Part II taught anything, it is that good intentions without ordered instruments produce disasters. This chapter applies the formula to three domains where both Germany and America are visibly struggling: taxation, low-wage work, and housing. I present them as design problems, not as partisan positions — in each case asking: what would the principles do?

Taxes: Leistungsfähigkeit and Its Enemies

Two old principles anchor sound taxation. The first is ability to pay (Leistungsfähigkeit): those with more contribute more. The second — call it the comprehensive-income idea — is that every accretion of wealth should be taxed alike, whatever its source. Reality on both sides of the Atlantic violates the second principle flagrantly: income from labor is taxed heavily and progressively, while income from capital enjoys flat rates, exemptions, and deferral games. The discrepancy is not only unjust; it corrodes trust in the entire system — and trust, as this book has argued throughout, is economic infrastructure.

The debate is habitually poisoned from both flanks: one side denounces any capital taxation as envy; the other demands rates that would simply chase capital and talent abroad. The formula's path between them:

	Broaden bases, align rates, close arbitrage. Tax capital and labor income more evenly, internationally coordinated (the global minimum tax shows coordination is possible) so that avoidance, not enterprise, becomes unattractive.
	Relieve the bottom and middle. Lower the burden on low and middle earned incomes — strengthening both fairness and demand.
	Make investment the exception that proves the rule. Generous, targeted instruments — R&D credits, accelerated depreciation for digital and green capital — because taxation should discourage extraction, never creation.


Principle over populism, in both directions: the wealthy must actually pay, and the productive must actually want to invest. These are not opposites; they are the two halves of Erhard's bargain.

The Minimum Wage: A Better Instrument Exists

Here I will say something unfashionable, and I ask readers on both continents to hear the argument before the reflex. The statutory minimum wage — Germany introduced one in 2015; America debates its federal level perpetually — is a well-intentioned instrument with a structural flaw: where a legal wage floor exceeds what a worker's output can sustain, the honest result is not a raise but a lost job, an automated checkout, or a slide into informal work. The people priced out are precisely the least qualified — those the instrument means to help. And dignity is not restored by a statute that makes one's labor illegal to buy.

The formula suggests attacking the problem at its root with subsidiarity: let wages clear the market, and let the state — not the employer — top up incomes that fall short of a dignified minimum. The classic design is the negative income tax, proposed by Milton Friedman (a name that should reassure American skeptics of both parties), of which the American Earned Income Tax Credit is a working cousin: below a threshold, the tax system pays you, tapering gently so that additional work always pays. Complement it with serious retraining (raise productivity, and wages follow it), and with regionally differentiated support instead of one national number imposed on wildly different local economies.

The honest trade-off: this shifts costs from employers to taxpayers, and it must be designed so it does not become a permanent subsidy for low-wage business models — clawbacks and sectoral monitoring belong in the design. But it beats the alternative on every principle: employment is preserved (market conformity), dignity is secured by the community rather than mandated onto marginal firms (the social principle plus subsidiarity), and the costs are carried by the progressive tax system rather than hidden in unemployment (honest liability). Work, as I argue throughout this book, is where dignity and participation live. An instrument that protects wages by destroying jobs has the sign wrong.

Housing: The Rent-Control Trap

Germany's cities, like America's, suffer an affordability crisis, and both countries reach reflexively for the same instrument: rent regulation — the German Mietpreisbremse ("rent brake"), St. Paul's and New York's rent controls, statewide caps in California and Oregon. The result, everywhere and always, follows the textbook: private landlords withdraw from the market or leave units empty rather than face the regulatory thicket; investors pivot to luxury segments exempt from the rules; the existing stock is fought over while the missing stock — the actual problem — goes unbuilt. I know owners who simply stopped renting: the legal risk of a tenancy now outweighs the return. Every unit they hold back tightens the market the law meant to loosen. Economists across the political spectrum agree on rent control the way physicians agree on smoking; politicians keep prescribing it anyway. It is the Paradebeispiel of a market-nonconform intervention: treating the price while suppressing the supply response that alone can cure it.

The formula's housing program:

	Build, build, build — by removing the brakes on building. The core scarcity is permits and land, not greed. Radically simplify approval processes (German permitting is measured in years; so is San Francisco's), zone up, digitize.
	Social housing as real public investment — the state building and owning affordable stock again, executed subsidiarily by municipalities and housing societies, as in the postwar success story.
	Make renting-out attractive instead of punitive. Tax incentives for affordable letting and for activating empty units; predictable rules; faster courts.
	Subsidize people, not prices. Housing allowances travel with the tenant and do not suppress supply.
	Public-private partnership where it genuinely adds capacity — with the state as rule-setter, not junior financier of windfalls.


Housing is a basic need, and the market for it fails in well-understood ways. The answer is not to suspend the market — it is to fix the failure: supply. Everything else is treating a fever by breaking the thermometer.


Chapter 15 — Reforms II: Book Smarts, Street Smarts, and the Education We Actually Need

In a society that rewards flexibility, creativity, and rapid adaptation, the classical education system is visibly losing relevance. More and more people notice that it is not the "book smarts" — those brilliant at reproducing knowledge — who thrive in the modern world, but the "street smarts": people who draw their judgment, resilience, and decisiveness from real life. How did street wisdom come to outperform academic excellence? And what does that say about our schools?

I use the American idiom deliberately — this problem is fully transatlantic.

Trained to Function

The root lies deep in the design. Rather than raising self-confident, creative, independent thinkers, our school systems primarily prepare young people to function: follow the structure, meet the expectation, give the answer that fits the scheme. Initiative, problem-solving, and the ability to act under uncertainty — the indispensable skills of real life — are barely cultivated. Mistakes are stamped as failure rather than used as the raw material of learning.

The truth is: many students leave school with an excellent command of the Pythagorean theorem and no idea how to file a tax return, read a lease, start a business, or respond to a setback. We stuff young people with facts as if facts were still a scarce currency — in a world where every machine retrieves any fact in milliseconds. What that world actually prices is exactly what we fail to teach: critical thinking, judgment, creativity, collaboration, communication. Whoever cannot question sources in an ocean of misinformation remains manipulable; whoever cannot present is not heard; whoever cannot work in teams is overtaken.

That the street becomes the better school for some young people is not a success story — it is a symptom of system failure. The street teaches pragmatism, resilience, and creativity, but it is an unstructured and often dangerous curriculum. The task is to bring the strengths of the street smarts into the system, without sacrificing the stability and safety of structured learning.

What a Modern System Would Do

Fuse knowledge and life. Not either books or streets — both. Financial literacy, entrepreneurship, digital competence (programming, data literacy, AI fluency, cybersecurity), and ethical reflection belong in the core curriculum beside mathematics and literature. A student who knows the quadratic formula but not how a credit card works is educated on paper only.

Make projects and mistakes central. Learning should mean building things that matter to the learner — an app, a social project, a piece of art — with failure treated as data, the way every successful entrepreneur, researcher, and artist actually treats it.

Teachers as mentors. Less frontal transmission, more dialogue, individual learning paths, and real responsibility for one's own learning. A student who decides how to master a topic is being trained in the one meta-skill that never depreciates: learning itself.

Take the dual principle seriously. Germany's apprenticeship system (Chapter 8) embodies the fusion this chapter demands — theory and practice, classroom and workplace, credential and competence. It is no accident that it is Germany's most-admired institution abroad. America's growing apprenticeship movement — in states, in the trades, increasingly in tech — is the most promising education reform on its horizon, and it needs scale, prestige, and employer commitment, not pilot-program timidity.

Lifelong learning as infrastructure. The idea that education ends with a diploma belongs in a museum. In a world where occupations transform every decade, continuous retraining is not a perk — it is survival strategy, and it must become accessible, affordable, and normal at every age: personal training accounts, tax incentives for firms that invest in their people, universities open to the forty- and sixty-year-old. Whoever stops learning is overtaken faster than they can say "digital transformation."

And the social dimension: none of this may depend on parental income. Schools in poor regions need equal equipment, equal connectivity, equal expectations. Education is the master variable of social mobility — the founders' Chancengleichheit, equality of opportunity — and every other reform in this book ultimately routes through it.

The goal is not to produce functionaries. It is to raise mature, innovative, self-confident people capable of shaping the world rather than merely fitting into it — the citizens a social market economy presupposes, and the workers an AI economy will actually pay.


Chapter 16 — Reforms III: Sustainability with a Clear Head

"Sustainability" has become a worn-out word — a marketing aura that politicians and corporations drape over programs and products alike. Real sustainability is something harder: the art of acting today without destroying the foundations of tomorrow, in three dimensions at once — ecological, economic, and social. A climate policy that bankrupts industry is not sustainable; neither is an industrial policy that cooks the planet; neither is either one if it shreds social peace. The trick is all three, simultaneously. That is not a slogan; it is an optimization problem, and the formula is the solver.

Growth Versus Climate Is a False Choice

The alleged conflict between prosperity and sustainability is, for the most part, an illusion born of bad instruments. Investments in renewable energy, storage, recycling, and resource-efficient production are economic opportunities — new markets, new exports, new jobs. What turns climate policy into an economic threat is method: bans instead of prices, subsidies instead of infrastructure, regressive cost-loading instead of fair distribution. Germany's energy tragedy (Chapter 10) was not caused by too much climate ambition but by too little economic craftsmanship.

The Four Principles, Applied to the Planet

Market conformity: one carbon price to rule them all. A steadily rising, predictable carbon price is the single most powerful climate instrument known — it enlists every engineer, every household, every entrepreneur in the search for the cheapest ton of avoided CO₂, without any ministry needing to know in advance where those tons hide. The design detail that decides everything: return the revenue to citizens, per capita. Switzerland already rebates its carbon levy through, of all things, the health-insurance bill; Canada writes quarterly checks. When the money visibly comes back — and the average household comes out ahead while the biggest emitters pay — carbon pricing survives politics. When it doesn't, you get the gilets jaunes. American economists across the spectrum have endorsed exactly this design (carbon fee and dividend) for years; it remains the greatest unused policy idea in Washington.

The social principle: distribute the transition progressively. Chapter 10 showed the alternative: levies on the poor funding solar panels for the rich, and the political backlash that follows. The rules are simple. Per-capita rebates (which are automatically progressive). Efficiency programs targeted at those who cannot self-finance. Tenant-electricity models so renters share in cheap solar power instead of watching homeowners collect it. And honest regulation of split incentives — when a landlord renovates and the tenant pays, the landlord must carry a fair share.

Subsidiarity: let the regions own it. Decisions belong where they bite. Regional climate councils with real say; citizen energy cooperatives that own the wind park and reinvest its returns locally — the region that profits from its turbines stops fighting them. France's citizens' climate assembly, with randomly selected members producing remarkably practical recommendations, points the same direction. Acceptance is not bought with brochures; it is built with ownership.

Liability: the polluter pays — actually. Environmental costs dumped on the commons are a subsidy like any other, just better hidden. Consistent application of the polluter-pays principle — through the carbon price, through real liability for environmental damage — is not anti-business; it is the precondition of honest competition. A firm that profits by externalizing damage is not more efficient than its clean competitor; it is merely better at cost-shifting, and an ordered market refuses the trick.

The Commons and the Long Game

Behind all of this stands the oldest dilemma in political economy: the tragedy of the commons. Every individual gains by overusing the shared pasture — until the pasture is gone and everyone loses. The climate is the largest commons ever mismanaged. The founders of the social market economy never wrote about CO₂, but they wrote about exactly this structure: individually rational behavior producing collective ruin, and the ordering framework that realigns the incentives. Sustainability is not a departure from their formula. It is its ultimate test case — and the arena where the next generation will judge whether we deserved their trust.

One more word, because it is unpopular and true: sustainability requires courage that does not pay off within one election cycle. Abolishing fossil subsidies, building transmission lines through someone's viewshed, telling voters the truth about costs — none of this wins the next poll. It wins the next generation. The politicians of the Wirtschaftswunder planned in decades. We must relearn it.


Chapter 17 — Reforms IV: A Democracy of Participation

A social market economy lives not only on state regulation and market dynamics but on the active participation of its citizens. And precisely here lies a transatlantic crisis: the growing chasm between citizens and political decision-makers. Governments operate in a cosmos of advisers, lobby groups, and political constraints; citizens experience decisions as remote and one-sided. Trust erodes, turnout sags, and populist movements — which do not have better answers, but do have better antennae for the discontent — fill the vacuum. Germany and America differ in institutions and symptoms; the disease is the same.

Democracy cannot be renewed by Sunday speeches or symbolic online surveys whose results vanish into drawers. If participation is to be taken seriously, it must carry real power — which means, yes, citizens will sometimes decide things politicians dislike.

Instruments That Work

Participatory budgeting. In Paris and in Porto Alegre, Brazil — and in a growing number of American cities — citizens directly allocate a slice of the municipal budget: repair the sidewalks or build the park? Fund the youth center or extend the bus line? Politics suddenly becomes concrete, transparent, and owned. Where participatory budgets genuinely operate, political frustration measurably drops — because people experience their voice having direct effect.

Citizens' councils. France's climate assembly drew randomly selected citizens — a jury, in effect — and had them work with experts toward policy recommendations. The output was practical, implementable, and often politically wiser than ministry drafts. The sortition principle scales down as well as up: imagine regional councils deciding how — not whether, but how — the energy transition lands in their own district. The wind park you co-planned and co-own is not an imposition; it is an asset.

Codetermination, upgraded. Germany's tradition of worker voice — works councils, board representation — is a proven participation technology that much of the world underuses. But it has stood still since the 1980s. Extend it to the questions that now decide workers' futures: digitalization strategy, AI deployment, sustainability. The Scandinavian experience is unambiguous — firms with genuine employee participation are routinely more innovative and more adaptable, not less. For American readers: this is the piece of the German model your labor debate keeps circling without landing on. Voice inside the firm is not an alternative to markets; it is what makes the labor market a relationship instead of a standoff.

Civic responsibility as curriculum and culture. Democracy is not a spectator sport. Schools should train citizens, not just test-takers (Chapter 15); employers can encourage and even reward civic engagement. The social market economy presupposes citizens who feel responsible for the whole — and responsibility, like every competence, is learned by exercising it.

The State as Referee, Not Nanny

A good referee lets the game flow and enforces the rules. The state's role in participation is exactly that: enable it, fund it, organize it honestly — and neither patronize it nor exploit it as a PR instrument. Participation theater is worse than no participation; people can tell the difference, and each fake consultation raises the price of the next real one.

In the end the question is what kind of social contract we want. A democracy that regards citizens as voters-every-four-years will keep losing them. The frame the founders built — the state sets the order, free people fill it with life — was never meant to be concrete. It must be renegotiated, generation by generation. That is not a weakness of the model. It is the model.


Chapter 18 — Why Free Trade Still Matters: Lessons from History for an Age of Tariffs

Trade has always been a catalyst of progress. Look back through history and a simple pattern emerges: flourishing civilizations were trading powers. Rome secured its wealth not only with legions but with a sophisticated commercial network binding goods, knowledge, and cultures. The Silk Road made China the economic power of antiquity. Venice dominated the Middle Ages because it understood that wealth comes not from walls but from exchange.

And the negative lesson is just as clear — and it is, at its heart, an American lesson that the world learned at terrible cost. After the crash of 1929, the United States enacted the Smoot–Hawley Tariff, raising duties on over twenty thousand imported products. Trading partners retaliated; world trade collapsed; the Depression deepened and globalized; mass unemployment and social despair followed — and became the seedbed of catastrophe in Europe. The men who rebuilt the world order after 1945 had this sequence burned into memory. Open markets, trade agreements, and economic integration were chosen deliberately, as instruments of peace as much as of prosperity. Germany was perhaps the greatest beneficiary: the Marshall Plan, European integration, and open world markets carried the Wirtschaftswunder. "Made in Germany" conquered the world because no barriers held it back.

The Present Danger

Today free trade is under fire everywhere — tariff wars, national go-it-alone strategies, and the seductive vocabulary of "economic patriotism." The first Trump administration's tariff experiment provided a real-time economics lesson whose results deserve honest reading regardless of one's politics: steel and aluminum tariffs raised input costs for American manufacturers, who lost competitiveness precisely as intended beneficiaries; China's retaliation hammered American farmers, who then required billion-dollar federal rescue payments — financed, ironically, out of the tariff revenue itself. A textbook self-inflicted wound. Geopolitically, the withdrawal created a vacuum that China filled with new trade agreements across Asia, Africa, and Latin America — expanding its web of influence precisely while Washington built walls.

I write this not to score points against any American party — protectionist temptation is now fully bipartisan, and Germany has its own sins (our export surpluses have their critics, and rightly so). I write it because the evidence is one of the few things in economics that approaches settled: broad protectionism makes the protecting country poorer, and its most sympathetic victims are usually the workers and farmers it claims to defend.

Open Markets, Ordered — the Formula's Trade Policy

The social market economy's answer to globalization was never laissez-faire between nations any more than within them: markets open, and framed by rules.

	Trade agreements with teeth on standards. Labor rights, environmental norms, and enforcement belong inside trade deals — not as protectionism in disguise, but as the honest extension of the ordered market across borders. Competition should reward productivity, not exploitation.
	Resilience without autarky. The pandemic and the Ukraine war taught a real lesson: single-source dependencies in critical goods — chips, medicines, rare earths, battery chains — are strategic vulnerabilities. The answer is diversification and stockpiles, friend-shoring and redundancy — not the fantasy of making everything at home, which no nation, not even America, can afford.
	Alliances of the willing. If one great power turns inward, the others must knit tighter: the EU's agreements with Japan, Canada, and Mercosur point the way. Europe and America together still set half the world's standards — if they set them together.
	Honesty about the losers. Trade's gains are broad and thin; its losses are narrow and deep. The formula's answer is not to stop the trade but to genuinely compensate and re-equip those it displaces — the failure to do this, in the American Rust Belt above all, is half the story of the current backlash. Trade adjustment assistance that actually works is cheap insurance for the entire open system.


Roughly one in four German jobs depends directly on exports; for the American economy the interlinkage is subtler but no smaller. Prosperity, in both countries, hangs on exchange. The world belongs to those who trade — not to those who wall themselves in.


Chapter 19 — What America Can Learn — and What It Already Knows

I have been hard on my own country in this book, and deliberately so; the betrayal chapters are a German self-critique before they are anything else. Let me close the argument by turning the lens around — carefully, as a guest does.

Five German Lessons, Portable

1. Be pro-market, not pro-business — they are different loyalties. The formula's deepest insight is that defending competition often means disappointing competitors. Antitrust, open standards, and the refusal to socialize private losses are not anti-capitalist; they are capitalism's maintenance schedule. America invented modern antitrust; Germany's ordoliberals systematized why it matters. Both countries have forgotten it for stretches — and both are remembering.

2. Networks are not markets. Grids, rails, spectrum, broadband: where competition is physically impossible, "privatization" just relocates a monopoly. Public responsibility with professional management, or private operation under iron obligations — but never the pretense that the market will discipline what has no competitor. America's utility crises and Germany's rail decay are the same lecture in two languages.

3. Price carbon; stop picking machines. Every technology mandate is a bet placed by the least-informed player at the table. A carbon price with per-capita rebates is the ordered, honest, socially survivable instrument — and it is sitting on the shelf in both capitals.

4. Train like you mean it. The apprenticeship system is Germany's crown jewel, and it is copyable — several American states and companies are proving it. A country that certifies its craftspeople as seriously as its lawyers gets a Mittelstand; a country that tells every child that dignity requires a bachelor's degree gets a skills gap and a resentment surplus.

5. Give labor a voice inside the firm. Codetermination is why German industrial relations produce negotiation instead of warfare. It is not an import America would adopt wholesale — but works-council-style voice, employee board seats in some form, profit participation: these are directions, and the Scandinavian and German evidence says they aid competitiveness rather than tax it.

And the Reverse Flow

Learning runs both ways, and honesty requires the list. America's tolerance of failure — bankruptcy as a comma, not a verdict — puts German risk-aversion to shame; our founders' liability principle needs America's second-chance culture as its complement. American capital markets fund moonshots that German banks would decline politely. American universities still attract the world's talent. And American openness to immigrants — strained as it is — remains a growth engine Germany urgently needs to emulate, as our demography turns from tailwind to headwind. The ideal, perhaps: German order with American daring. Each of our vices is the other's virtue in excess.

The Warning, One Last Time

But the core of this book, for an American reader, is the warning. Germany did not decline because its model failed. It declined — is declining, for the story is not over — because two generations of politicians found the model's disciplines inconvenient: the discipline of not rescuing failed banks, of not milking network industries for budget windfalls, of not banning what you could price, of not buying today's applause with tomorrow's grid. Every one of those temptations exists in Washington, in state capitols, in both parties, right now. Formulas do not enforce themselves. That is the whole lesson. Principles are cheap to proclaim and expensive to obey — and the expense is the point, because the alternative is paid by your children.


Chapter 20 — Epilogue: Wilfried's Smile

Germany has proven throughout its history that even in the darkest hours it can achieve great things. Think of the years after the war, when the country lay in rubble and no one dared hope it would ever again count among the leading industrial nations. It succeeded — through courage, cooperation, and faith in the strength of the social market economy. That order was never merely an economic framework; it was an ethical promise binding freedom and responsibility together. It founded not only our prosperity but our cohesion.

Today we stand again at a crossroads — Germany, America, the West entire. Climate change demands answers; digitalization transforms every domain of life; demography strains every social system; globalization fractures and re-forms. But instead of freezing in uncertainty, we hold an extraordinary opportunity: to show that economic progress, social justice, and ecological sustainability can harmonize — that the formula, faithfully applied, still works.

The social market economy is not a monument. As Ludwig Erhard said: "The social market economy is not a state of affairs but a process." Prosperity and justice do not arise by themselves; they are the yield of hard work, wise decisions, and a shared vision — rebalanced, renegotiated, and re-earned by every generation. Flexibility alone is not enough; it takes the courage to cross ideological trenches, and the humility to obey one's own principles when they are inconvenient. That courage built the miracle. Its absence built Part II of this book. The choice between them is made new every day, in Berlin and in Washington alike.

My career as an economist, consultant, coach, father, and citizen has taught me that great changes always require the willingness to question the existing, to dare the new, and to take responsibility. What drives me is hope: the hope that we treat the challenges of our era not as threats but as the next assignment; the hope that we leave our children a world shaped by courage rather than fear.

And so, at the end, back to the beginning — to Wilfried. He is eighty-seven now. He lives with his wife in Düsseldorf and reads — so I imagine — this book in his favorite armchair: the boy who held the new banknotes in 1948, the technician who carried water in a leaky bucket through the seventies, the pensioner who shakes his head at his electricity bill and still, stubbornly, believes in the future. He once told me, with a quiet smile: "Joachim, it is not about finding the easiest answers. It is about asking the right questions."

Whether Wilfried is a mentor of flesh and blood, or the embodied voice of all those who lived this story and keep reminding us to ask the right questions — I leave, as promised, to you.

The questions we must ask today reach far beyond economic analysis. They come down to this: What do we want to leave to our children and grandchildren — a world governed by fear of change, or one carried by courage, hope, and responsibility?

Perhaps Wilfried, reading this, thinks of everything he has weathered — and smiles. Let us borrow his confidence. The future belongs to those with the courage to shape it.

Thank you for taking this journey with me.

"The social market economy is not a state of affairs but a process." — Ludwig Erhard


Acknowledgments and Note on This Edition

This American edition condenses and adapts the German original, Die Zukunftsformel: Warum die soziale Marktwirtschaft uns alle rettet (2025). Several chapters treating specifically German domestic legislation in detail — among them reforms of the property tax, home-heating regulation, and consumer-warranty law — have been omitted or reduced to brief mentions; readers of German will find the full treatment in the original. Context notes for American readers, the comparative material on U.S. policy, and Chapter 19 are new to this edition. The report-card grades in Part II follow the German original, converted from German school grades to their approximate American letter equivalents.

— J.E.
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