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Liberal	Lessons	from	Germany’s	Social	Market	Economy	

	

Few	doubt	we	are	in	the	midst	of	a	crisis	of	liberal	democracy	and	liberal	capitalism.		The	

basic	premise	of	liberalism,	that	a	market	economy	and	democracy	are	mutually	

reinforcing,	is	under	attack	in	the	United	States	and	around	the	world.		Critics	blame	

liberalism	for	the	policies	of	unrestricted	trade,	fewer	regulations,	lower	taxes	and	weaker	

labor	rights	that	have	contributed	to	deepened	inequality.		As	the	gains	from	globalization	

and	technological	change	have	accrued	to	a	small	stratum	at	the	top,	leaving	the	vast	

majority	of	people	behind,	the	backlash	is	fueling	anti-liberal	movements	around	the	world.		

Wealthy	interests	have	diverted	much	of	this	anger	onto	government	itself,	including	the	

principles	of	social	inclusion	and	taxpayer-financed	public	goods.		Anti-democratic	

politicians	rouse	publics	with	emotional	appeals	over	imagined	threats	to	traditional	

values.		What	Timothy	Snyder	wrote	of	Putin—“when	the	subject	is	inequality,	change	it	to	

sexuality”1	--	holds	just	as	well	for	the	sponsors	of	the	populist	right	in	the	United	States.			

	

Few	of	liberalism's	critics	offer	a	coherent	alternative	philosophy.		Most	people	recognize	

that	state	socialism	failed,	not	just	USSR	and	Soviet	bloc,	but	in	its	Chinese	variant	as	well.	

Xi	Jinping	is	compensating	for	slowing	growth	with	political	and	economic	

overcentralization,	personalization	of	power,	and	stifling	of	initiative,	without	reducing	the	

extreme	inequality,	rent-seeking,	and	corruption	endemic	to	the	system.		The	right’s	

reflexive	response--	just	get	government	out	of	the	economy--	only	exacerbates	the	



problem;	on	the	left,	the	conviction	that	an	enlightened	socialism	could	replace	capitalism	

with	a	just	and	public-minded	system	rests	more	on	faith	than	evidence.			

	

For	this	reason,	it	is	worth	considering	the	conception	of	liberalism	behind	one	of	the	most	

successful	cases	of	economic	liberalization	in	history--that	of	postwar	Germany.	Germany	

replaced	the	totalitarian,	centralized	and	planned	economy	of	the	Third	Reich	with	a	model	

it	calls	the	"social	market	economy."		This	system	was	consciously	designed	as	an	

alternative	to	the	other	economic	models	on	offer--French-style	dirigisme	and	regulation;	

Social	Democracy;	Keynesian	demand-side	economic	management;	and	Soviet-style	state	

socialism.		The	German	liberals	sought	to	use	the	competitive	forces	of	the	market	economy	

to	stimulate	growth	with	fairness,	prosperity	that	would	benefit	all	sections	of	society—

“Wohlstand	für	Alle,”	as	Ludwig	Erhard	liked	to	repeat.			

	

How	distinctive	this	version	of	liberalism	was	has	generally	been	forgotten.		Many	assume	

that	the	German	economic	miracle	owed	to	American	Marshall	plan	aid	or	American	

occupation	policies.		Some	put	it	down	to	the	adoption	of	free-market	principles,	or	to	the	

adoption	of	Keynesianism.		Still	others	claim	that	its	success	was	due	to	historically	unique	

circumstances	that	no	longer	apply.			

	

In	order	to	appreciate	the	lessons	of	the	German	case	for	liberalism,	we	need	to	take	a	

closer	look	at	the	historical	record.		Why	did	the	economic	liberalization	of	the	totalitarian	

system	not	result	in	oligarchy	and	autocracy	in	Germany,	as	it	did	in	Russia	and	China?			

	



Germany's	case	is	indeed	unique,	although	no	more	so	than	that	of	any	country.		Certainly	

the	social	market	economy	rests	on	foundations	embedded	in	German	history,	including	

the	weak	legacy	of	liberalism	dating	to	the	mid-19th	century,	as	well	as	the	established	

patterns	of	labor-capital	cooperation	in	the	industrial	monopolies	of	the	coal	and	iron	

industries	under	the	empire.		Other	sources	include	the	Mittelstand	of	smaller,	family-

owned	businesses	that	had	been	squeezed	by	the	Nazi	regime	with	its	mandatory	industrial	

cartels,	and	philosophical	traditions	of	ethical	thought	inherited	from	the	German	

Enlightenment	and	Catholic	social	thought.		Some	thoughtful	intellectuals	began	

synthesizing	these	intellectual	and	institutional	legacies	well	before	Hitler's	regime	

collapsed	as	they	discussed	ideas	for	rebuilding	Germany	after	the	war.		Some	of	the	policy	

principles	they	developed	shaped	German	economic	policy	immediately	upon	the	war's	

end.	Germany's	postwar	economic	policy	was	also	shaped	by	pragmatic	concessions	to	the	

occupying	Allied	powers	and	to	powerful	domestic	lobbies	(particularly	the	mining,	iron	

and	steel	industries	with	their	history	of	cartel	arrangements),	collective	bargains	struck	

between	owners	and	employees,	compromises	between	competing	wings	of	the	Christian	

Democratic-Christian	Social	Union	coalition,	and	electoral	pressures.		The	end	of	four-

power	Allied	cooperation	in	occupation	policy—marked	by	the	Soviet	withdrawal	from	the	

Allied	Control	Council	in	March	1948,	which	resulted	in	the	breakup	of	Germany	into	

Western	and	Soviet-occupied	zones	and	spurred	the	merger	of	the	French	occupation	zone	

into	the	US-British	Bizonia—affected	the	early	political	and	economic	design.		The	

construction	of	a	socialist	economy	in	the	Soviet-occupied	Eastern	zone	presented	an	

alternative	economic	model	next	door.		The	desperate	shortages	of	basic	consumer	goods	

and	raw	materials	in	the	first	few	years,	and	external	stimuli	such	as	the	outbreak	of	the	



Korean	War,	also	compelled	policy	adjustments.		In	fact,	from	the	late	1940s	to	the	present,	

the	system	has	changed	continously	as	it	has	adapted	to	new	circumstances.2		

	

A	major	source	of	theoretical	guidance	for	the	transition	was	a	body	of	thought	originating	

with	a	group	of	economists	and	legal	scholars	at	the	University	of	Freiburg,	among	them	

Walter	Eucken	and	Franz	Böhm.		Their	views	began	jelling	from	the	late	1920s	and	

continued	to	develop	through	the	1930s	and	1940s.	Krystallnacht,	in	November	1938,	

sparked	Eucken,	Böhm,	and	a	number	of	like-minded	colleagues	scattered	throughout	in	

the	country	to	action.		The	theologian	Dietrich	Bonhoeffer,	founder	of	the	anti-Nazi	

Confessing	Church,	took	part	in	this	movement.	Another	leading	figure	was	Erwin	von	

Beckerath,	an	economist	who	taught	at	the	University	of	Cologne	and	later	chaired	the	

economic	advisory	board	for	the	postwar	government.	Working	in	secrecy	and	in	

overlapping	working	groups,	these	scholars	debated	policy	statements	that	they	hoped	

would	guide	the	postwar	reconstruction.		Some	members	of	this	movement	were	exposed,	

arrested,	and	sent	to	camps,	especially	after	the	crackdown	following	the	July	1944	

assassination	attempt	against	Hitler.	Bonhoeffer	was	hanged.3	

	

Although	the	intellectuals	associated	with	the	Freiburg	group	agreed	on	the	importance	of	

building	a	market	economy	that	protected	market	competition	in	order	to	ensure	

individual	economic	and	political	freedom,	they	diverged	over	other	major	issues,	such	as	

how	much	state	intervention	was	desirable,	how	much	to	support	collective	bargaining	

between	labor	and	employers,	and	how	far	the	state	should	go	to	preserve	social	welfare.	

Beckerath's	circle	supported	giving	greater	emphasis	to	state	responsibilities,	whereas	



others,	such	as	Walter	Eucken,	argued	against	state	intervention	and	recognition	of	

collective	bargaining.		Yet	even	Eucken	claimed	that	what	mattered	was	not	the	"quantity"	

of	state	intervention	in	the	economy	but	its	"quality."4	All	the	Freiburg	thinkers	agreed	that	

the	market	economy	must	be	embedded	in	a	constitutional	order	that	ensured	maximum	

competition	in	economy	and	society;	that	the	government	must	step	in	where	needed	to	

ensure	competition	and	block	concentrations	of	power;	that	an	economy	and	political	

system	are	inextricably	connected;	and	that	an	economy	exists	to	serve	the	good	of	the	

society,	not	the	other	way	around.	Eucken	and	Böhm	later	named	body	of	ideas	they	

propounded	"ordoliberalism."			

	

After	the	war,	Wolfgang	Müeller-Armack	joined	forces	with	Eucken	and	Böhm	in	an	

advisory	board	under	the	Economics	Ministry.		Müeller-Armack,	influenced	by	Catholic	

social	teaching,	gave	particular	emphasis	to	idea	that	liberal	economics	must	serve	social	

justice.	It	was	Müller-Armack	who	coined	the	term	"social	market	economy."	Müeller-

Armack's	ideas	represented	a	difference	in	emphasis	rather	than	in	basic	philosophy.		

Müeller-Armack	saw	no	basic	contradiction	among	the	basic	principles	of	the	ordoliberals,	

holding	that	"the	ideals	of	freedom	and	social	justice	can	indeed	be	linked	together	on	the	

foundation	of	the	market	economy.”		That	early	ideal	of	the	"social	market	economy"	

continues	to	serve	as	an	aspiration	to	combine	two	competing	vectors	of	policy,	liberal	and	

redistributive.	The	degree	to	which	Germany’s	economic	system	should	or	does	lean	one	

way	or	the	other	has	been	fiercely	debated	from	the	earliest	days	of	the	Federal	Republic.		

It	is	fair	to	say	that	the	tension	between	these	two	principles	underlies	the	continuous	

movement	between	one	end	and	the	other	of	them.				



	

Eucken	died	in	1950.	Friedrich	Hayek	filled	his	chair	at	the	University	of	Freiburg	in	1962	

and	Hayekians	took	over	the	Eucken	Institute.		Although	there	is	no	bright	line	demarcating	

the	original	Freiburg	School	and	Hayekian	thought,	there	are	important	differences	in	the	

direction	of	ordoliberalism	and	neoliberalism.		As	Eucken	himself	commented,	“the	term	

‘liberalism’	or	‘neoliberalism’	is	sometimes	applied	to	my	ideas,	but	it	is	a	poor	fit."			

	

Sometimes	greater	uniformity	is	attributed	to	ordoliberalism	than	it	had.	Both	its	influence	

on	policy	and	its	substance	are	debated.	Some	observers	see	in	it	dark	echoes	of	Naziism	

and	Carl	Schmitt,	while	others	regard	it	as	an	effort	to	make	world	safe	for	capitalism	or	as	

an	appeal	to	technocratic	rule.		When	the	Eurozone	debt	crisis	erupted	in	2009-10,	many	

commentators	blamed	ordoliberalism	for	Germany's	resistance	to	generous	terms	for	debt	

relief	for	Southern	Europe.5			

	

Just	as	there	was	no	codified	body	of	thought	we	can	call	ordoliberalism,	so	likewise	there	

is	no	clear	way	to	measure	its	influence	on	the	policies	of	the	early	Federal	Republic.		

Nonetheless,	it	is	unquestionable	that	some	of	the	ordoliberals'	major	ideas	were	

incorporated	into	the	early	Federal	Republic's	policies.	The	first	Economics	Minister	of	the	

Federal	Republic,	Ludwig	Erhard,	was	broadly	sympathetic	to	the	ordoliberal	ideas,	but	

drew	upon	them	only	selectively.		Erhard's	policies	were	Erhard's	own,	although	set	under	

the	constraints	set	by	the	American	occupation,	CDU	political	interests,	and	economic	

realities.		But	his	policies	were	not	dictated	by	the	American	occupation	authorities.		In	fact,	

after	the	outbreak	of	the	Korean	War,	the	US	even	pressed	the	German	government	to	drop	



his	liberal	policy	in	favor	of	industrial	concentration	to	serve	the	war	effort;	Erhard	

conceded	as	little	to	American	pressure	as	he	could.	Erhard	and	Adenauer	maintained	the	

old	employment-based	social	insurance	system	first	instituted	under	Bismarck,	then	

gradually	extended	it	to	cover	wider	sections	of	the	society.		Their	program	was	

conservative	rather	than	Social	Democratic.		When	the	Social	Democrats	entered	

government	in	the	1960s,	they	promised	to	build	on	the	foundation	of	the	liberal-inflected	

social	market	economy	rather	than	to	renounce	it.		Their	goal	was,	as	Finance	Minister	Karl	

Schiller	put	it,	to	achieve	a	"synthesis	of	Freiburg	imperative	and	Keynesian	message	

[Botschaft]"	with	"as	much	competition	as	possible	and	as	much	planning	as	necessary."6	In	

1976,	the	SPD's	campaign	platform	promised	to	"work	further	on	Modell	Deutschland,"	

meaning,	among	other	things,	widening	the	employment-based	system	of	social	protection	

and	extending	the	labor-management	social	partnership	principle.		Rather	than	turning	

away	from	the	"social	market	economy"	ideal,	Germany	adapted	it	incrementally.		The	

theoretical	ideas	worked	by	the	Freiburgers	well	before	the	war	ended	directly	contributed	

to	Germany's	postwar	economic	model	and	its	success.			

	

Germany	is	still	a	basically	liberal	economy	in	the	sense	in	which	the	ordoliberals	used	the	

term.		Cooperation	between	employers,	labor	unions,	and	government	on	matters	such	as	

vocational	education,	and	the	application	of	the	social	partnership	principle	to	such	

institutions	as	labor	courts,	shop	floor	enterprise	councils,	collective	bargaining	and	co-

determination,	do	not	contradict	Germany’s	adherence	to	core	liberal	principles.		These	a	

stable	currency	and	price	system	coordinating	the	actions	of	market	participants	and	a	

vigorous	anti-monopoly	policy.	Nor	should	we	overlook	the	important	role	played	by	the	



wealth	tax	after	the	war,	an	instrument	for	the	“equalization	of	burdens”	between	those	

who	had	accumulated	wealth	and	those	who	had	lost	property	during	the	war,	which	

imposed	a	flat	50%	tax	on	nearly	all	forms	of	private	property.			

	

None	of	this	is	to	deny	the	severe	problems	Germany	faces:	its	reluctance	to	shift	away	

from	a	manufacturing-based	economy	to	newer	technologies;	its	dependence	on	Russian	

oil	and	gas;	its	continuing	difficulty	in	integrating	immigrants	and	refugees;	the	strength	of	

antidemocratic	rightwing	forces,	especially	in	the	former	eastern	states.		Yet	it	would	be	

equally	naïve	to	overlook	the	remarkable	achievements	of	the	system	over	the	past	75	

years:	its	success	in	maintaining	a	far	more	equal	distribution	of	incomes	than	in	the	US,	

Russia,	or	China;	its	ability	to	absorb	the	social	and	economic	strains	of	unification	after	

1990;	its	preservation	of	a	largely	consensual	and	democratic	system	of	government.	

Germany	still	struggles	to	come	to	terms	with	its	past,	and	its	democracy	faces	strains	from	

anti-democratic	populist	movements	just	as	all	the	western	democracies	do.		But	the	

centrist	consensus	has	held	along	with	a	sturdy	elite	commitment	to	liberal	democracy	

with	German	characteristics.				

	

Does	the	ordoliberal	heritage	offer	us	anything	of	value	today	as	we	search	for	a	viable	

form	of	liberalism	that	avoids	the	damaging	effects	of	neoliberalism	as	well	as	authoritarian	

socialism?		I	would	cite	five	points	in	particular.			

	

A	core	principle	for	all	wings	of	the	ordoliberals	was	that	an	economy	should	serve	moral	

ends	such	as	social	justice	and	social	peace.	Eucken	often	declared	that	the	organization	of	



an	economy	should	be	"organized	in	a	a	humane	and	efficient	way."	All	would	have	agreed	

with	Michael	Sandel's	notion	that	what	we	want	is	a	market	economy,	not	a	market	society.		

Their	view	was	that	an	economic	order	should	provide	opportunities	for	individuals	to	

develop	their	own	capacities—equality	of	opportunity.		

	

A	second	crucial	idea	was	that	competition	protects	individual	political	and	economic	

freedom.		Their	position	is	similar	to	classical	pluralist	theories	of	democracy	in	asserting	

that	the	existence	of	multiple	dispersed	power	centers	that	compete	for	influence,	but	are	

constrained	from	suppressing	one	another,	acts	to	prevent	tyranny.		They	recognized	that	

concentrations	of	economic	power,	both	private	and	public,	become	oppressive	while	

masking	their	economic	interests	behind	ideologies.		For	example,	an	ideology	giving	

primacy	to	protection	of	property	rights	and	freedom	of	contracts,	Eucken	wrote,	“permits	

misuses	of	freedom	of	contract	to	destroy	freedom.”	Similarly,	Böhm	argued	that	protecting	

property	rights	simply	as	a	means	of	advancing	efficiency	would	end	up	strengthening	"the	

power	of	the	mightier,	a	commercial	right	of	the	fist."	They	recognized	that	market	

participants	never	particularly	like	competition.		As	Eucken	put	it,	“competition	is	in	far	

regions	of	economic	practice	unloved	because	competition	is	dangerous,	and	it	is	

understandable	that	one	wants	to	eliminate	it,	whenever	possible.	And	of	course	

immediately	corresponding	ideologies	arise:	competition	creates	chaos,	it	causes	ruin,	

leads	to	battles	with	heavy	losses,	and	harms	thereby	the	economy.”		They	recognized	that	

since	an	economy	is	an	arena	of	power	struggles,	only	under	full	competition	do	the	actors	

have	to	accept	that	the	market,	rather	than	political	power,	determines	the	play	of	prices,	

supply	and	demand.7			



	

Therefore,	third,	they	argued	that	a	strong	government	hand	is	needed	to	curb	abuses	by	

concentrations	of	power.		Eucken	and	the	other	Freiburg	thinkers	explicitly	rejected	laissez	

faire	liberalism.	As	Eucken	wrote,	by	confusing	laissez	faire	and	competition,	people	

overlook	that	point	that	laissez	faire	has	often	led	to	the	proliferation	of	monopolies.		

Applied	to	antitrust	policy,	ordoliberals	held	that	anti-competitive	concentrations	of	

market	dominance	should	be	blocked	before	they	can	rise	to	the	point	where	they	crush	

competitors.	(Eucken:	“It	is	not	in	the	first	instance	against	abuses	of	existing	power	bodies	

that	economic	policy	should	be	applied,	but	rather	against	the	rise	of	power	bodies	

altogether.	Otherwise,	it	will	have	no	chance	to	solve	the	problem.")	Chicago-school	

thinkers	strenuously	object	to	this	idea,	but	today's	"new	Brandeisians,"	such	as	FTC	

Commissioner	Lina	Khan,	have	made	precisely	this	case	for	preemptive	antitrust	

enforcement	against	potential	abuses	of	dominance.			

	

Fourth,	the	ordoliberals	argued	that	we	must	regard	a	country’s	economic,	social,	and	

political	systems	as	comprising	a	single	integrated	"order"	(Ordnung)	requiring	a	

foundation	in	law	and	constitution.		Of	course,	recognition	of	the	reciprocal	relationship	

between	the	distribution	of	wealth	and	the	distribution	of	power	goes	back	millennia.	The	

US	constitutional	founders	often	observed	that	extreme	inequality	in	an	economy	produces	

political	inequality	and	prevents	political	equality.	Ancient	philosophers	such	as	Plato,	

Aristotle	and	Confucius	expressed	the	same	concern	about	excessive	wealth	inequality.	

More	recently,	progressives	such	as	Louis	Brandeis	insisted	that	monopolies	and	trusts	in	

the	marketplace	undermine	democracy.8				



	

Finally,	the	ordoliberals	declared	that	there	are	only	two	basic	methods	for	allocating	a	

society's	productive	resources,	market	competition	and	central	planning.	Other	economic	

systems	are	combinations	of	these.	They	rejected	the	idea	that	monopolies,	trusts	and	

cartels	allocated	resources	more	efficiently	than	a	system	where	prices	accurately	reflected	

relative	costs.	In	turn,	if	prices	are	to	serve	as	informative	signals	about	relative	costs,	the	

currency	must	be	stable.		The	congruence	of	the	Hayekians	and	the	later	Chicago	school	

economists	with	the	ordoliberals	on	this	point	lets	us	forget	now	much	it	contradicted	

economic	thinking	in	the	early	part	of	the	20th	century,	and	even	much	economic	thinking	

today.	Many	conservatives	still	assume	that	high	concentration	of	market	power	reflects	

technological	innovation	or	superior	efficiency,	or	managerial	talent,	just	as	many	leftwing	

thinkers	suppose	that	the	efficient	machinery	of	giant	corporations	can	be	expropriated	

and	turned	to	the	benefit	of	the	society.		The	ordoliberals	recognized	the	fallacy	of	these	

ideas.	In	their	minds,	monopolies	and	oligopolies	use	the	same	techniques	of	control	as	the	

government	in	a	centrally	planned	economy.					

	

These	points	still	speak	to	us	today.	For	many	both	on	the	right	and	on	the	left,	capitalism	is	

fundamentally	incompatible	with	democracy,	that	we	cannot	reconcile	market	freedom	

with	political	equality.		Certainly	there	is	tension.		Both	libertarians	and	socialists	have	

observed	that	since	successful	capitalists	typically	want	to	capture	government	power	to	

thwart	competition,	capitalism	has	to	be	protected	from	the	capitalists.9		(Or	as	Peter	Thiel	

famously	put	it,	"competition	is	for	losers").10	Allied	with	government,	the	well-positioned	

can	exchange	income	rents	for	policy	benefits	such	as	privatizing	public	services,	lowering	



marginal	tax	rates,	relaxing	regulation	of	financial	markets,	weakening	labor	bargaining	

power,	stripping	away	environmental	protection.		Insulated	behind	a	self-serving	ideology	

of	"free	market	capitalism,"	they	accumulate	more	and	more	private	wealth	at	the	expense	

of	public	wealth,	creating	a	vicious	cycle	of	plutocratic	government.		Economic	inequality	

mounts,	and	with	it	the	anti-democratic	backlash	that	is	eating	away	at	the	foundations	of	

constitutional	democracy.		By	recovering	an	appreciation	for	the	possibility	of	a	different	

kind	of	liberalism,	one	guided	by	an	awareness	of	the	social	mission	of	economic	activity	

and	a	concern	for	the	public	good,	we	can	harness	the	dynamic	power	of	market	

competition	to	the	goal	of	achieving	full	political	equality.			
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