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1 Introduction: Values as Management Task in the 21st Century

Joseph Schumpeter once observed that “the fundamental explanatory principle of any sys-
tem of economics is always a theory of value” (1997, 151). In this chapter we focus on the
distinction between “objective” versus “subjective” values and offer a theoretical solution to
resulting tensions in economic and managerial thought.

According to another quote by Schumpeter the “capitalist order ... rests on props made
of extra-capitalist material” (in: von Miiller 2012, 55). In this argument, Schumpeter refers
to the fact that firms do not only live on various forms of capital such as trust (Fukuyama
1995), cultural achievements (Tabellini 2005) and norms (Donaldson and Dunfee 1999).
In every major crisis, when financial capital is short and imbalances in its allocation in-
crease, the call for other forms of capital, such as stronger regulations, more ethical beha-
vior, or a more just society seems an almost natural response. The quest for these values is
less loudly in economic recovery phases, when things seem to be in place again.
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The present chapter focuses on those “other forms of capital” In particular, it focuses
on the question how these other forms of capital are to be evaluated. Is there any objective
value scale out there, so as to determine whether a persons acts within moral boundaries
or not? How do we decide whether a society at a given point in time is more or less just
than it used to be at another point in time? How do we evaluate the immaterial outcomes
of regulation such as happiness, work-life balance, and the general well-being of citizens?

We live in a globalized world where geographic boundaries are of decreasing import-
ance due to ever-advancing means of communication, globalized flows of financial and
material goods, and mass mobility and migration. A pressing task for public and private
sector managers in the 21st century will thus be to come up with answers to above-quoted
questions that work in globalized and dynamic environments. This task will not be an easy
one; in particular, since pressure on the “extra-capitalist material” of market economies
and their societies is high due to the fact that local and global allocations of financial capi-
tal have been displaying strong imbalances even before the financial crisis:

“In 1989 the top 1% of Americans earned an average of $ 559,795 each, receiving, as a group
more than all the bottom 40 %. In 1992 the top 1000 CEOs in America received, on average,
157 times as much salary as the average worker. Forbes top 400 richest people had a net worth,
in 1993, of $ 328 billion, equal to the combined GNP of India, Bangladesh, Nepal and Sri
Lanka. 70 % of world trade is managed by 500 corporations.” (Handy 2002, 40)

The question if and to what extent allocations in financial and material capital as those
described above trigger reactions also depends on the allocation and nature of other forms
of capital. Income inequalities may be tolerated more easily in individualistically oriented
societies in which citizens believe into the maxim that “every man is the artisan of his own
fortune” than in societies with a more collectivist orientation in which high degrees of
solidarity among citizens translate into transfer payments financed through an income-
equalizing tax system. In other words, extra-capitalist material implies the act of evaluating
by degrees. The task of managing organizations in a globalized and dynamic world implies
to understand in how far these degrees are subject to universalistic principles that can be
employed across time and geographic space, or in how far these degrees are driven by local
and historical contexts.

In the present chapter we address this task by revisiting selected moments in the history
of economic thought. Our discussion shows how certain values believed to be subjective at
a certain point in time are understood as objective categories at another. We observe that
extra-capitalist material such as norms and values can take the form of stable and unques-
tioned categories, as well as chaotic and fluctuating notions depending on time and cir-
cumstance. We describe this process as oscillation between universalistic claims of objec-
tive validity and subjective interpretations of norms grounded in psychology and culture.
The dynamic nature of values and their propensity to change becomes even more an issue
in a pluralist world that forbids stabilization in form of references to external forces such
as “God” or other religious authorities. This chapter offers a solution how to account for
the dynamic nature of subjective values without giving up the notion of value objectivism.
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We take a functional view of values, i. e. regard values purely as psychological realities
helping people to base their decisions on parameters that need no further explanation.
While it is intuitive that any economic decision should follow the alternative that offers
the greater economic value, any ethical decision should follow the alternative that better
complies with moral values. Hence, the notion of value helps people to reduce complexity
in order to be able to act. Values help to serve as bridges between the known and the un-
known. Under conditions of uncertainty, internalized values become a functional equiva-
lent for missing technical knowledge (Meynhardt 2004).

We unfold our argument in four steps. First, we demonstrate how different valuation
techniques from the fields of business economics, finance, and cost-benefit analysis reflect
problems that arise from the existence of subjective (“extrinsic” to the object of valuation)
and objective (“natural’, or “intrinsic” to the object) value categories. It will be shown that
value categories that are commonly perceived to be true and objective are not so “solid”
after all. Second, we undertake a historical journey to show how the differentiation bet-
ween subjective and objective values in economic thinking is the result of certain streams
in social and intellectual history. Against the background of selected historical accounts,
we thirdly link value dynamics to self-organization theory. In a fourth step we discuss im-
plications for theory and practice.

2 Values and Valuations in the Market Economy

Scholars of ethics—or, more broadly, of value—who argue for an objective or “natural” ba-
sis of values, i. e., values independent of subjective evaluation, face tough challenges. There
is simply no firm ground to postulate the existence of true or real values nor is there safe
territory onto which a “naturalistic business ethics” (Frederick 2002; Cheung 2008) could
be built. In modern times, this may sound intuitive as far as “soft” factors, e. g., cultural
norms or political opinions are concerned. On the other hand, when confronted with the
economic or business value of hard facts, classically exemplifiable by land, or bullion, the
notion of value seems quite obviously to entail some naturalistic aspect or form of real
value.

2.1 The Prevalence of Objective Value Concepts in Managerial Thought
and Language

The prevalence of objectivistic or natural value concepts is ubiquitous in statements of
managers and economists. For example, in an interview with a leading German daily new-
spaper, Joseph Ackermann, then- CEO of Deutsche Bank, stated that under certain con-
ditions market prices (i. e., as of spring 2008) were in danger of falling below the intrinsic
value of the respective assets (see: Ackermann 2008). Similarly, commenting on the peak
in oil markets, Jean-Claude Trichet, President of the European Central Bank, argued that
financial investors had forced oil prices above justifiable levels (see: Atkins 2008).
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The underlying assumption of objective or objectifiable categories that determine “in-
trinsic values” can be traced back to the beginning of neoclassical economics, when Ledn
Walras defined exchange values as natural facts:

“Once it has been set up, the fact of exchange value has ... the character of a natural fact, natu-
ral according to its origin, natural in its appearance and its way of being. If corn and silver have
value, it is because they are scarce, that is useful and limited in quantity. These are two natural
circumstances....” (in: Arena and Gloria-Palermo 2008, 322)

2.2 The Problem of Opposing Value Concepts in Economic Thought
and Theory

Contemporary economic theory is commonly held to date back to Scottish Enlightenment
in the 18th century when Adam Smith differentiated between exchange values (then vie-
wed as a subjective value concept) and natural prices (then seen as a form of objective
value). Classical economists were deeply concerned about the relation of market prices
to natural prices. In their arguments, they did not propose heuristic value determination
models that were based on market solutions alone. Rather, the 18th century economists
assumed that in equilibrium the value determined on the market would be congruent to
external determinants that stood outside the exchange process. This view is exemplified in
Smith’s major work, the “Wealth of Nations”, in which the former refers to “the process by
which market prices gravitate to natural prices” (Benkemoune 2008, 243). Since the times
of Adam Smith the ideas of value determination and discovery have changed. In economic
equilibrium theory this change rests on the taking over of the heuristic market argument
and the idea that market prices—being solely determined by “the interactions of buyers
and sellers” (Fabozzi et al. 2002, 5)—function as sole and independent instruments that de-
termine what will be produced, how it will be produced, and for whom it will be produced
(see for example: Fabozzi et al. 2002, 5). According to this view, markets have the power to
both determine and reveal the “true” and universally accepted value of a good.

The standard view of modern equilibrium theory assumes perfect markets, where (1)
competitive demand prices measure the benefit of each marginal unit to the customers, (2)
competitive supply prices, or marginal costs, measure the opportunity costs of each mar-
ginal unit from the suppliers’ standpoint, and (3) the market clearing price measures the
benefit of each marginal unit to the one demanding and the cost of each marginal unit for
the supplier (Belli et al. 2001, 10). Since all individual decisions are both the determined as
well as the determining operator of prices, no further categories are necessary to explain
allocation processes. Hence, Smith’s reference to “natural” concepts of value seems to be
redundant in modern economic theory.

This argument seems to be compelling in its straightforwardness, simplicity and uni-
versal applicability. Yet, as we have seen, the argument does not prevent managers and
economists like Ackermann and Trichet to challenge the heuristic power of markets. In
fact, Trichet and Ackermann are not alone. A snapshot-analysis of different streams of
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economiic literature reveals that economists frequently question heuristic market models
when striving for more realistic and complex solutions to the value problem.

This process is best illustrated by taking market imperfections into account. Under this
assumption, it becomes clear that market prices do not necessarily reflect economic costs,
even when they seem to signal that markets are in equilibrium. Take the example of a new
power plant that enters markets selling electricity at the observable price of its competitors
but below its economic costs. This plant implicitly subsidizes the users of its service (Belli
et al. 2001, 44), which is why prices no longer give a clear account of the net value that is
delivered to society through electricity markets. Similarly, market prices do not necessarily
give a fair valuation of a good if marginal private costs differ from marginal social costs, as
it is the case when environmental externalities exist (Belli et al. 2001, 61).

Further problems occur when the simple framework of static evaluations is expanded
by additional factors such as differences in geography and time. The adjustments of mar-
ket prices to real prices in order to allow for inter-temporal comparisons, as well as the
adjustment of nominal vs. real exchange rates and nominal vs. real interest rates to allow
for cross-country comparisons, are among the standard tools of any economist (compare
the argument within standard textbooks such as Siebert 2002). Hence, we can say that in
order to grasp the “true” value that is being produced by reading information provided by
market data, economists have to go through a series of highly individual decisions such
as consumer vs. producer price index (Fisher 1937, 126). The struggle that economists
face in those situations makes clear that observable market prices alone do not suffice as
a valuation tool in more complex situations. Frameworks that seemed to reveal objective
and almost “natural” elements of truth suddenly become dependent on highly subjective
decisions of individual researchers.

Similarly difficult terrain is entered once we include standard evaluation techniques
from financial theory such as discounted cash flow analysis, which expects market values
to reflect future cash flows (Modigliani 1980, xiii). The simple pricing formula that treats
an asset as investment delivering a perpetual stream of income makes clear that the “fair
price” depends on many different components that are subject to individual expectations,
such as the value of the stream of income itself, the future performance of markets as
well as the future development of the underlying asset in relation to market performance
(expressed through the asset’s beta), and (the future development of) the interest rate. As
exemplified by the melt-down of international financial markets in September 2008, the
notion that symmetric markets universally reveal the “true” value of assets (Davis and Et-
heridge 2006, 12) loses even more of its appeal once we include the concept of risk in our
argument.

Of course, the short descriptions given above do not compensate for a more detailed
technical explanation of each approach. It is also clear that the different evaluation tech-
niques are designed for different contexts and goals, which is why there is only limited
room for internal comparison. Yet, the description does already point to structural simi-
larities: Only in the static framework of competitive market analysis do markets seem to
be able to reach an endogenous solution. In all other situations, economists have to make
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decisions on other elements that need to be added to the models, such as exchange rates,
inflation or risk. Although markets and market prices may be the best estimators of value,
they cannot necessarily be regarded as expressing the “true value” of assets. Therefore,
it would be misleading to conclude that the concept of a stable or “natural” price, as it
had been developed by Smith, has simply been replaced by the notion of an independent
market value. In fact, the notion of value is no longer a stable category in contemporary
economic thought.

This does not necessarily imply that we should expect constant changes of market prices
according to modern economic theory. In fact, the idea of a dynamic equilibrium expects
market prices to oscillate around centers of gravitation under ceteris paribus conditions.
Yet, the question remains whether these centers of gravitation can be perceived as “intrin-
sic” (Ackermann) categories of value that can serve as firm bases for arguments of “justi-
fication” (Trichet), or whether these gravitation centers themselves should be regarded as
being subject to change and other processes that lie outside the object.

2.3 Dissonating Values and Their Consequences: Trade Incentives vs.
Destructive Forces

When dissonances between actually observed market prices and expected (objective) mar-
ket prices occur, conventional economic theory predicts that people can react in two ways:
(1) if market participants expect markets to undervalue assets in reference to their “true
objective value” demand will increase and prices may rise; (2) if market participants ex-
pect markets to overvalue assets in reference to their “true objective value’, they will draw
liquidity from markets and prices will fall. Both cases normally lie within the boundaries
of conventional market behavior. Differences between observed and expected (objective)
market prices are probably one of the most important reasons why people enter markets.

However, a third alternative of behavior is not taken into account in this model, i. e.,
the fact that whenever differences in the perceptions of values (and hence about expected
market prices) become too large, markets may lose their authority as accepted mediators
of interests that allow for resource allocations and legitimization.

Following the argument of Sen (1982), we hence postulate that shared values can redu-
ce transaction costs in resource allocation processes while differences in expected values
drive processes of exchange. We further conclude that in the worst case, the instability of
values may have even have harsher consequences, i.e. create the propensity of markets to
lose their authority. A classical example of the last case are the English food riots of the
18th and 19th century (compare for example: Archer 2000, 37; Thompson 1971, 135), whi-
le the 2008-riots at the Karachi-bourse provide some more recent illustration of this kind
of problem. The historical insight is consistent with data from the lab. Lei et al. (2001) have
shown in a series of psychological experiments that people easily reject market rationales
for irrational or hedonic behavior thus undermining market mechanisms even in settings
of limited complexity.
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It can be concluded that heuristic value arguments concerning the revelatory power
of markets are only convincing to a certain extent. Hence, the question remains how the
two seemingly contradicting concepts of subjective and objective notions of value can be
reconciled. An integrative reconciliation of the concepts of subjective and objective value
should increase theoretical understandings of the nature of market prices by appeasing dif-
ferent streams of literature, simultaneously adding new perspectives to the debate. Before
turning to such an integrative view, we take a look at the history of value theory.

3 Scholastic Reasoning and the Thirteenth Century

We begin the historical analysis of the concept of value with Scholastic authors of the 13th
century, such as Thomas Aquinas who defined value as an intrinsic element that reflected
the substance of goods. The main goal of these authors was not to explain the functioning
of the economy as an independent system; rather, their economic and social observations
were geared towards disclosing the “divine plan” of creation (Pribram 1992, 1175). Value
was thus defined as an intrinsic category that reflected the ontological order as described
in the Book of Genesis, whereas prices were described as man-made institutions. Conse-
quently, Scholastic authors believed in the moral imperative, that prices had to be adjusted
to the intrinsic value of goods.

This becomes particularly apparent in the patristic tradition on which the Scholastic
authors built their observations and reflections. In Book XI Chapter 16 of the City of God,
St. Augustine observed that there is

“[b]ut... little to wonder at in... that even when valued by men themselves (whose nature is
certainly of the highest dignity), more is often given for a horse than for a slave, for a jewel
than for a maid. Thus the reason of one contemplating nature prompts very different jud-
gments from those dictated by the necessity of the needy, or the desire of the voluptuous; for
the former considers what value a thing in itself has in the scale of creation, while necessity
considers how it meets its need; reason looks for what the mental light will judge to be true,
while pleasure looks for what pleasantly titillates the bodily sense.” (Augustine 2002 [1886])

As we will argue, the duopolistic subjective-objective structure that emerged in these dis-
courses presented a key and lasting argument in discourses on value over the centuries and
is also relevant to present discourses.

The Scholastic authors of and before the 13th century viewed the Aristotelian doctrines
of the Church as universal principles that governed the rules of exchange. At the center of
the formers” economic theories was the doctrine of justice serving as a guideline for reflec-
tions on commercial transactions. This principle implied that “no individual is to be asked
to make a sacrifice or render a service at the behest of another unless he receives in return
... a full equivalent (Knight 1982 [1947], 7). Contrary to 19th century economists whose
utilitarian concepts of free exchange rested on the similar assumption that people will only
enter into transactions if identical values are exchanged (idem), Scholastic authors did not
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leave the questions if these values were truly identical to subjective evaluations. Rather,
they referred to the principle of the “just price” as objective category that would assure
that only value-equivalents were to be exchanged. Under this doctrine the only thing that
“exchange relations can do is that each individual shall keep, quantitatively unimpaired, the
stock of values originally possessed” (Knight 1982 [1947], 78) as measured under an objec-
tive—i. e. commonly accepted—value scale. Put differently, scholastic value theory perpe-
tuated the status quo in forbidding any transaction that would change the given allocation
of values as measured in objective terms determined by a canonically defined value scale.

Like Augustine before him, Thomas Aquinas challenged this value scale noting that
“[t]he value of things for people does not follow the divine order, but the subjective esti-
mation people have for them” (Theocarakis 2006, 19). Comparable to Augustine Aquinas
noted that “Articles are not valued according to the dignity of their nature, otherwise a
mouse, an animal endowed with a sense, should be of greater value than a pearl, a thing
without life” (in: Theocarakis 2006, 19).

Thomas Aquinas applied a pragmatic path thus undermining the rigidity that had de-
termined the intrinsic value doctrine within Scholastic theory before him. The reference
to subjective elements of value allowed him to acknowledge the existence of supply and de-
mand as categories that impact market prices. He was thus able to separate between moral
and economic dimensions in his references to the value doctrine. This can be illustrated in
form of Aquinas references to the example

“of a wheat merchant who ‘carr[ies] wheat to a place where wheat fetches a high price, kno-
wing that many will come after him carrying wheat; ... if the buyers knew this they would geve
a lower price. But ... the seller need not give the buyer this information .... [T]he seller, since
he sells his goods at the price actually offered him, does not seem to act contrary to justice
through not stating what is going to happen. If however he were to do so, or if he lowered his
price, it would be exceedingly virtuous on his part: although he does not seem to be bound to
do this as a debt of justice” (McGee 1990, 16)

In other words within certain boundaries and as a result of mutual voluntary interactions
price fluctuations were allowed according to Aquinas. Thomas Aquinas further challenged
the notion of an ontological value scale by introducing the idea of labor costs into value
theories holding that the intrinsic value of goods as reflected in the “just price” was also
to reflect the amount of work that had gone into their production. Aquinas specifically
referred to this concept in order to explain changes in prices of goods as the result of trans-
formative processes: adding labor to a product augmented its bonitas intrinsica thus jus-
tifying increases in its market price (Pribram 1992, 40-42). Aquinas did not explain how
he expected intrinsic values and market prices to adjust. He regarded the mechanisms of
supply and demand as forces that could lead to small-scale price movements so that market
prices would oscillate around intrinsic values. Yet, he abstained from the idea that markets
were self-organizing entities that allowed for heuristic arguments of value determination.
Rather, the Justum Pretium worked as a normative principle outside the market that was
expected to govern all market-transactions.
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3.1 Smith’s Value Theory and its Critique by Marx

The Scholastic notion of subjective and objective values highly influenced classical econo-
mic theory as well as its most fundamental critiques. Eminent writers of the 18th and 19th
centuries such as Adam Smith (1977), David Ricardo (1996), and Karl Marx (1975) based
their concepts of value on the relationship between extrinsic market prices and intrinsic
labor costs, expecting the latter to determine the former in the form of “natural prices”

The prevalence of Scholastic thought in the beginnings of modern economic theory
becomes apparent in Adam Smith’s references to Water-Diamond Paradox, i. e., the puzzle
“that something essentially useless (like a diamond) has a high ‘value in exchange, when
something vital (like water) has almost none” (in: Butler 2007, 44). This observation clearly
challenged Aquinas’ statement that “need” is “[b]ut this one standard which truly measures
all things” (in: Theocarakis 2006, 19). However, like Aquinas before him, Smith assumed
a dichotomy of value according to which prices actually perceived in reality do not always
comply with the normative value of things.

In order to find an intrinsic category that would define the value of goods, Smith—like
Aquinas before him—referred to the concept of labor illustrating his theory through hypo-
thetical descriptions of hunting behavior in primitive societies. He assumed that if among
hunters “it usually costs twice the labour to kill a beaver which does to kill a deer, one be-
aver should naturally exchange for or be worth two deer” (in: Butler 2007, 45).

Since Smith observed that not all labor was equal and that different production pro-
cesses may call for different qualities and intensities of labor (other interpretations can be
found in: Pribram 1992, 248), he assumed that the “haggling and bargaining in the mar-
ket” would account for these differences (Butler 2007, 45). He thus differentiated between
intrinsic categories of value that were determined through labor and extrinsic categories
of price that were the results of market processes. In the long term however, he expected
market prices to oscillate around natural prices hence copying a Thomistic notion of value
(Pribram 1992, 251-252).

The fact that Smith differentiated between intrinsic categories of value determination
(natural prices and labor) as well as extrinsic categories of value determination (market
prices) allowed Karl Marx to “claim that the labour of workers was routinely stolen by the
capitalist bosses” (in: Butler 2007, 45). We therefore note that the differentiation between
intrinsic and extrinsic value categories not only was central to the debates that formed the
beginning of the discipline of modern economics but was also a determining factor in one
of the major strings of its critique. Marx explicitly reduced the value of labor to the notion
of exchange value. By excluding non-market elements of use value, he tried to objectify
value as economic theory. In this sense, Marx did not provide a value theory covering more
than the instrumental value of exchange. By equating exchange value with the time of labor
invested, he left out psychological and dynamic aspects. These aspects were developed in
the 19th century, especially in course of the Marginal Revolution after 1850.



54 T. Meynhardt and C. von Miller

3.2 The Birth of Subjective Value Concepts

When observing differences between natural and market prices, none of the authors quo-
ted above succeeded in sufficiently explaining the connection between prices, utility and
production costs. It was thus not before the “Marginal Revolution” in the second half of the
19th century, that this problem was solved by authors such as Carl Menger (2007), Leén
Walras (2003), and William Stanley Jevons (2008).

We have so far noted that the dichotomous concept of value stood not only at the be-
ginning of modern economic thought (Thomas Aquinas) but also at the beginnings of
modern economic theory (Adam Smith). We have further argued that medieval value con-
cepts included ethical notions of value, while classical economists aimed at defining va-
lue in purely economic terms. However, neither Aquinas nor Smith explained the relation
between values and prices in terms of psychological processes of “e-valuation”. We argue
that the emergence of neoclassical economic theory in fact demanded new concepts of
reasoning that included the rethinking of the concept of value. We especially refer to Carl
Menger as a main figure of the Austrian school, who perceived value as a subjective cate-
gory. There, the psychological insights not only contributed to the emergence of marginal
economics but also formed a framework from which it is possible to derive dynamic views
that give a complex account of peoples’ behaviors towards values.

The introduction of subjective value concepts into economic theory was catalyzed
through the development of utility theory, which had been developed extensively before
the end of the Napoleonic wars (Stigler 1972, 571). The breakthrough of individual value
and utility concepts finally manifested itself in the second half of the nineteenth century
under a development that is now referred to as the “Marginal Revolution” (Blaug 1972,
269).

The term “Marginal Revolution” commonly circumscribes the scientific development
that happened within the twelve years from 1862 to 1874 including the works of Jevons
(2008), Walras (2003) and Menger (2007). Despite the fact that this development “was
not fully discovered and identified until after 1890 and hence did not receive systematic
consideration” before (Howey 1972, 283), the following paragraphs regard this period as a
major turning point in the development of value theory for three reasons. First, this period
witnessed systematic attempts to define a rigorous theory of marginal utility and subjective
value that was based on empirical observations as well as on abstract hypotheses. Second,
these attempts included knowledge from various disciplines ranging from behavioral psy-
chology to mathematical tools of calculus. Third, the combination of academic rigor and
multidisciplinary thought indeed paved the way for a modernized value theory as well as
an analytical scientific framework in economics (Campagnolo 2008, 17).

It is undisputed that Jevons, Walras and Menger equally deserve credit for their theo-
retical reformation of economic theory in general and value/utility theory in particular.
Nonetheless, the following paragraphs will mainly focus on the work of Carl Menger and
his effort to formulate an economic theory that was almost exclusively based on the psy-
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chology of the individual. Menger’s work thus marks the most visible contrast to classical
economic equilibrium theory (see for example: Streissler 1972, 427).

At the core of Menger’s theories is the basic assumption that people buy, sell, and work
according to their individual preferences and needs and that this insight is sufficient in or-
der to explain all important features of a modern market economy (Schumpeter 1997, 84).
This insight is no original discovery of Menger. For example, Richard Whateley observed
in his “Easy Lessons on Money Matters for Young People” (1853): “It is not ... labour that
makes things valuable, but their being valuable that makes them worth labouring for” (in:
Howey 1972, 285). Like Whateley, Menger was concerned about the psychological deter-
mination of price and value. Contrary to authors such as Smith and Marx, he thus switched
the analytical focus from production costs to value demand, defining value as a subjective
category and not as an absolute measure that translates from production costs into prices
(Mayerhofer 2008, 23-25).

The value theory in Menger’s “Grundsitze” gravitated around subjective concepts of va-
lue, based on the idea that subjective perceptions matter. He assumed goods to be evaluated
according to their perceived usefulness (Streissler 1972, 432). Thus, he believed that prices
were determined by subjective changes in supply and demand; consequently, “a decisive
term used by Menger to describe the determination of price ... was price conflict (Preis-
kampf)” (Streissler 1972, 433-437, italics in the original). A hundred years after Smith had
raised the question why water is so much cheaper than diamonds, Menger was able to solve
the so-called “Water-Diamond Paradox” through classifying values as subjective catego-
ries that were driven by psychological notions of utility and satisfaction. Menger offered
a value theory that was free of naturalistic elements, yet allowed for the identification of
laws that governed processes of evaluation and thus allowed for quantitative comparison
and measurement. In Menger’s theories, the value of a good was determined by marginal
theory, or “the importance of the least important of the satisfactions assured by the whole
available quantity” (in: Howey 1972, 286). The “importance” of a good was determined
by its utility reflected also in the satisfaction it provided. Contrary to Aquinas who had
attempted to reconcile the doctrine of “value” as objective category with his observations
on need as decisive element within processes of evaluation, Menger spoke of utility as per-
ceived utility; i. e., he emphasized the subjective character of value (Streissler 1972, 432).
This view was consistent with Menger’s belief in the artificial, i. e., subjective, character of
social institutions:

“Law, language, the state, money, markets, all these social structures in their various empi-
rical forms and their constant change are to no small extent the unintended result of social
development. The prices of goods, interest rates, ground rents, wages and a thousand other
phenomena of social life in general and of economy in particular exhibit the same peculiarity.
(in: Spengler 1972, 486)

Menger’s influence on the development of subsequent value theories becomes apparent
in the work of Menger’s most distinguished student Eugen von Bohm-Bawerk. The latter
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based his observations on the claim to reconcile the two value concepts of “objective” vs.
“subjective” arguing that the dichotomous structure of objective vs. subjective value was in
essence a nominal dualism that did not imply two separate concepts of value (Esser 1971,
83). In von B6hm-Bawerk’s theory, the subjective value is determined in the form of mar-
ginal utility, i. e., the marginal utility of a good determines its value. Similar to Menger, von
Bohm-Bawerk explains prices as the result of individual and subjective evaluations of the
marginal utility of goods (Esser 1971, 108). He does not, however, give up the term “objec-
tive value”; he rather shifts its meaning by explicitly defining market prices as objectifiable
results of individual evaluations. In this sense, an objective value is independent from a
specific individual, however still bound to preceding judgments of some individual.

3.3 Values as Subject-Object Relationship

This key idea is most convincingly generalized by the value philosopher Johannes Erich
Heyde (1926). After having reviewed and decomposed different philosophical schools
of thought, he argues against any dogmatic objectivism as well against a pessimistic or
solipsistic subjectivism. Whereas the former may be accused of opaque metaphysics and
hypostasis, which cannot be justified, the latter encounters the critique of psychologism, an
overemphasis on human consciousness.

In his analysis Heyde (1926) develops the notion of value as a result of a relationship
between a subject that is valuing an object and the object being valued. Values do not
“exist” independently of that relationship. They are subjective (or relational) in that it takes
a valuing subject for a value to “exist™ Value is the relationship between a valuing subject
and an evaluated object. A subject relates to an object, and the essence or quality of this
relationship is defined as value. By the very act of valuation (or evaluation) a value comes
into being as an abstract entity of desirability or preference. Every value can then be tra-
ced back to some use value, with a process of valuation as its precondition. Value is thus
defined as “value for a subject” (Heyde 1926, 46, own translation). Formulating values as
nouns (e. g., notions like “market value”) falsely suggests a separate entity. In this sense, it
is misleading to use nouns to describe values. (We will nevertheless use “value” as a noun
here, but only for ease of reading.) The term “market value” as such is not meaningful; the
preference or desirability always needs an object (e. g., the market value of some good),
which then equates to use value. Value, thus, is subject-bound, but not restricted to a spe-
cific subject. This view implies—given some object—the possibility of absolute or objective
values that are independent of a concrete subject. Heyde’s view identifies the dichotomies
of objective and subjective notions as an “unfortunate mode of speaking” (Heyde 1926, 98,
own translation).

This synthesis integrates the theories of marginal utility into a broader notion of value
also beyond economics. It clearly points to (social-)psychological inquiry into antecedents
and states of subjects (individual, group, nation) to understand how values are formed
and evolve over time in the “eye of the beholder”, but without reductionism to psycho-
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logical accounts. A main advantage of such approaches is, that values are not reduced to
instrumental dimensions (e. g., exchange value). Rather it is integrative in that it allows for
multiple psychological needs, preferences and motives as psychological instantiations of
value (Meynhardt 2009).

At this point we reach closure in our historical journey, since the ideas of the Austrian
School together with Heyde’s synthesis help us to solve the problem of reconciliating the
opposing concepts of subjective and objective value. They provide us with the answer why
the process of evaluation (even of real estate or other tangible assets) is always subjective,
but nevertheless can manifest itself as an objective quality: “Value” is bound to evolving
relationships and ongoing processes of subjective (re)evaluations. If different individuals
share similar evaluations (i. e., arrive at similar narratives or meaning making), value be-
comes “objective”. This objectivity is, however, still bound to subjects and therefore “vulne-
rable” to change and continuous revision in discursive practices and communication. This
vulnerability exists because of processes that can take place within and beyond the boun-
daries of markets. Hence, holistic value concepts have to refer to a broader framework.
Assuming a specific value-positivism, analyzing “value” means therefore asking people for
their emotional-motivational evaluation (positive/negative reaction) concerning a certain
object (real or ideational).

4 Explaining the (Social-)Psychological Dynamics of Value

How can one describe the dynamics of the emergence and disappearance of almost “na-
tural” values? We assume that modern theories of self-organization allow us to go beyond
the dilemma of subjective versus objective value concepts. As a consequence, it becomes
possible to conceptualize a holistic notion of value that rests on non-mechanistic, non-li-
near dynamics and chaotic processes of stability and change in complex systems (see, e. g.,
Jantsch 1980).

4.1 The Concept of Self-Organization

According to Paslack et al. (1990), the idea of self-organization was already present in
ancient times when philosophers speculated about the spontaneous emergence of structu-
res. The modern notion can at least be traced to Immanuel Kant in his famous dictum on
freedom as the “ability to initiate” (see: Guyer 2003). Today the idea of “self-organization”
is part of theory building in many disciplines in which complex systems are studied and
mechanistic models fail to have explanatory power.

Here, we will focus on the specific theory of synergetics as it has been introduced by
Hermann Haken (1977), its application to psychology (Haken et al. 2005), and its specific
use for explaining value dynamics (Meynhardt 2004). The main concern of this transdi-
sciplinary approach is how chaotic system dynamics, defined as interaction among diffe-
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Fig. 1 The principle of order parameter (from Meynhardt 2004, 84)

rent elements, lead to coordinated and predictable behavior. A central proposition is the
concept of circular causality. The basic idea is that interaction among different “elements”
(people, groups, etc.) on a micro-level leads to the emergence of collective properties (e. g.,
shared world views, norms, values) on a macro-level, which in turn promote consensus,
coherence and orientation (the so-called “enslaving principle”). Figure 1 illustrates this
process.

Once a so-called order parameter has emerged from the micro to the macro level where
it is then established, the individual cannot simply “escape”. A person may almost physi-
cally experience the “pressure”. The creative element is the unpredictable emergence of new
qualities, which is not reducible to the sum of the parts but a “Gestalt” (e. g., an investment
climate, a standard valuation technique). The system stabilizes its collective properties its-
elf via feedback to its “elements”, which produce and reproduce order parameters. Chaotic
interactions on a micro level are then coordinated and structured. Those parameters are
“in” relationships and describe a system at a macro level (e. g., trends).

Order parameters only change when a system is critically destabilized (e. g., by massive
losses of trust in the functional abilities of the system). If not, individual deviations do
not endanger system stability. A certain value may be experienced as timeless, stable and
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“objective”. In cases of instability (defined as loss of control), small interventions may have
great effects (“butterfly effect”). At those bifurcation points, system behavior is to a large
degree unpredictable, different order parameters may compete, stabilize each other, so that
the system does fluctuate between different states. External factors (the so-called control
parameters) can stimulate destabilization but not intentionally create a specific order pa-
rameter. Inner conditions, historically established path dependencies, “hinder” a linear
intervention.

4.2 Values As Order Parameters

By conceptualizing values as order parameters that emerge from interactions among peop-
le with their subjective values, we can view “objective” values as a result of a self-organizing
process. At the time Menger and others from the Austrian School developed their ideas on
subjective value, they could not rely on the apparatus of synergetics. Today we can solve
the problem of the subjective-objective divide: Any given value emerges from interaction
of the parts, i. e., it is not necessary to claim an intrinsic quality beforehand. However, once
established it may be experienced as an “objective value” because it is individually interna-
lized and socially accepted (“taken for granted”). When authors such as von Bohm-Bawerk
relate “objectivism” to a process of majority voting, then it comes close to the notion of self-
organization. On the basis of the formal principles of self-organization, we can however
describe the relevant process in much more detail. Still, those dynamics of values are not
simply contingent or arbitrary. Synergetics identifies certain formal principles to describe
the self-organization process (see Table 1).

At the individual level, the psychological theories of cognitive dissonance and emotio-
nal self-organization become most relevant to understanding how subjective evaluations
change. Without strong emotional states (“psychological discomfort”) or inner experien-
ce of conflict, well-established evaluations do not change (principle of critical distance).
Once an understanding is destabilized, it is experienced as a loss of control and a feeling
of uncertainty. However, without such emotional states the order parameter is not criti-
cally challenged (principle of stability). According to synergetics and modern psychology,
a “system” seeks consistency and self-approval (principle of phase transition) (see: Meyn-
hardt 2004).

At the social level, it is about group norms and the sanctioning of deviant behavior. The
order parameter at the collective level “exists” through the interaction between individuals,
but not beyond those relationships. Therefore, social psychological processes come into
view if one wants to understand how prices and evaluation of assets are negotiated and es-
tablished. In other words, it is a highly psychological process. If, for example, a majority of
sellers and buyers has agreed upon a price that is the result of their individual evaluations,
this price can turn into a reference point for subsequent exchanges. Subjective values are
transformed into objective values through interactions on the markets.

Synergetics clearly helps to overcome the old debates of subjective/objective divides
from a functional point of view. It complements the Austrian School and Heydes synthe-
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sis by emphasizing the evolutionary character of value dynamics. Taking it seriously for
managerial consequences, it helps to formalize when and when not subjective evaluations
make a difference. In other words, at “bifurcation points” individual ethical behavior may
matter a lot (“butterfly effect”). Any change of effort has to take into account those value
dynamics.

Tab. 1 Principles of self-organization (after Ebeling et al. 1994, 40)

Principles of self-organization

Principle of critical distance: Self-organiza-
tion only occurs if a system is far beyond its
equilibrium

Principle of stability: System stability depends
on the intensity of perturbation; relative stabi-
lity against small perturbations

Principle of amplification: In transition periods,
significant fluctuations between different struc-
tures occur; amplifications of specific modes
determine the emergence of new structures

Principle of internal determination: New
structures heavily depend on existing internal
parameter, i. e., cannot be solely determined by
the external impulse

Principle of non-linearity and feedback: Self-
organization requires non-linear dynamics,
basically caused by feedback loops

Principle of phase transition:
Processes of self-organization are analogue to
phase transition in equilibrium

Principle of symmetry breaking: New structures
are realized only after a commitment for an
alternative

Principle of limited predictability: The result of
irregular (chaotic) processes is not predictable
beyond the short-term

Principle of historical dependence: System can
only be understood on the basis of insight into
its developmental history

Relevance for our problem

Only under conditions of uncertainty stable
values are challenged

In stable environments, a system is relatively
reluctant to change

New evaluations emerge from trial-and-error,
creative search process and new amplified
modes while practical experience determines
which values survive

It is impossible to predict a system’s reaction
because external impulses are confronted with
internal states

The (social)psychological internalization, i. e.,

establishing of new subjective evaluations and

preferences, eludes a simple chain of cause and
effect

A change of values (individually and collecti-
vely) is experienced as a transition from one
stable state to another stable state

A change in subjective evaluations requires a
realization of some alternative or option

The individual or social process of changing
values cannot be predicted in its results

To understand a certain system of subjective
evaluations one needs to know the system’s
history
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5 Conclusions and Implications

Our argument in this chapter has been that even in the realm of valuating “hard stuff”,
e. g., tangible assets, we are on shaky ground to postulate an objective basis. Rather, as the
snap-shot analysis of different economic approaches as well as the historical analysis show,
the notion of value itself is unstable being subjected to context and change. From this ob-
servation it is to conclude that a strictly objective categorization of values is not possible.

Austrian economists of the late 19th and early 20th centuries understood this problem
referring to the notions of subjectivity and multiple preferences within different value di-
mensions. Heyde’s synthesis provided a convincing logic to overcome “unfortunate modes
of speaking” with regard to the subjective/objective divide. In this specific sense, the res-
pective authors paved the way for a more integrated value concept.

Bringing together economic, psychological and philosophic streams of thought this
concept arrives at the point that values are bound to individuals who evaluate something.
Values can be viewed as subject-object relationships that are based on psychological pro-
cesses. This fact means that value changes are possible and that they may be costly.

The challenges of value prediction become clear when taking into account that if a
“value” is created on the individual level, it may contain all sorts of evaluations. Finan-
cial or economic value creation thus cannot take place without appreciation and positive
emotional appraisal. This integrated view on value creation is reflected in a new research
stream on “public value” It builds upon psychological basic needs theory and focuses on
the impact of economic activity on subjective evaluations in different value dimensions
(instrumental-utilitarian, moral-ethical, political-social, hedonistic-aesthetical) (Meyn-
hardt 2009).

Theories of self-organization help to formalize the value dynamics. Synergetics explains
how interactions on a micro-level of cooperation and competition between different sub-
jective evaluations may lead to the emergence of collective properties on a macro-level.
This explains why practitioners may still stick to notions of “intrinsic value”. As long as
this notion is not challenged, i. e., not critically destabilized, it may be in place. It is also
not a “wrong” idea to assume “objectivity” of values as long as existing values are widely
accepted and useful to solve real world problems. This insight means taking ceteris paribus
assumptions seriously in their theoretical limitations.

Following our argument, there is no need to refute the value assumptions of neoclassical
economics. Our chapter rather shifts the explanatory quality of the results of neoclassical
economics from universally “true” results to “best estimators”—but only under specified
conditions and only as long as the estimation is shared by a wider public. Neither does the
result of this chapter question the appropriateness of quantitative tools for economic ana-
lysis. It rather re-defines the status of economic tools from seemingly objective mechanical
formulas to subjective instruments of social analysis that need to be explained and justified
according to the respective situations in which they are applied.

The evolutionary nature of our value approach becomes increasingly apparent once
the respective system of values is no longer in place (e. g. in times of crisis). At this point
synergetics would argue that it is not sufficient to simply assume that an invisible hand will
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gear the system towards the old level of what is perceived as “intrinsic values”. However,
the synergetic approach also describes values as elements within and results of self-organi-
zing processes where only limited possibilities of intervention exist. Deliberate change of
control parameters does not necessarily cause a specific result; a system is determined by
inner conditions. Neither total control nor absolute independence will stabilize the system.
From a research point of view our perspective welcomes further research into valuation
decisions and their psychological, economic and social antecedents, processes and results.

This research would best be undertaken in form of interdisciplinary investigations: if
there is no such thing as “real value’, it is not sufficient to believe in the universal power of
markets. According to synergetics this ontological issue becomes less meaningful because
even “objective” values are subject to their environment and have to be acknowledged and
established. As this chapter has shown, these processes take place in very different dimen-
sions.

As a consequence ethical values in business are “just” one value-dimension among
others. The most important consequence for research in business ethics is thus to seek
the dialogue with research in other disciplines and accept its position as “disciplina inter
pares”.

If there is no such thing as “true value” (Smith, Marx), estimates of the correct value
of assets are likely to fluctuate (compare the earlier quote by Ackermann 2008). Hence,
markets are not expected to express “true” but economically “shared” values. They thus re-
present information that is time and place specific. The same holds true for ethical values.
An investment can be economically lucrative but morally disastrous, politically opportune
but emotionally painful. Since the evaluation of the respective investment would be open
to subjective considerations it is up to the investor to decide individually how to react. This
cannot be done without questioning the respective system of reference and its stability. As a
financial journalist has put it: “This is what Buffet means when he says Mr. Market is there
to serve you, not to guide you” (Jackson 2008).

Implications of our argument for management are obvious: When it comes to evalu-
ating assets, the existence of market prices does not offer any comfort zone for market-
agents since there is no such thing as “true” or “real” value. In other words, even if a ma-
nager refers to market prices (or ethical values) in the evaluation process, she has to justify
why she does not refer to other tools of evaluation that are not necessarily less subjective.

The absence of “objective” values bears important consequences: Managers should con-
sider values as factors that can help to reduce transaction costs at times where the values
of the firm are internally aligned as well as in unison with the values of the respective en-
vironment. Likewise, they should be aware of the fact that value misalignment can increase
those costs considerably. To put it figuratively: It is impossible to be successful when swim-
ming against the tide. Managers should thus be aware of the fact that value differentials
can lead to suboptimal resource allocations. Values can thus be viewed as both an asset
in which it is worthwhile to invest, as well as a potential cost-factor that needs special
attention.
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Second, managers should not underestimate their abilities to influence processes of va-
lue generation by influencing and creating order parameters as well as their responsibilities
that arrive from this observation. The dynamic model of self-organizing values presented
in this chapter gives insight into the changeable nature of values and thus allocates re-
sponsibilities at the macro-as well as the micro-level. Influencing subjective evaluations by
managing expectations clearly is psychological manipulation. Thus, there is a strong moral
and political component of how and to what extent managers take responsibility for the
emergence and stabilization of collectively shared evaluations (“order parameters”).

Third, following from the two points above it is to conclude that the awareness for
the self-organized value dynamics becomes an important management competency. Assu-
ming that Ackermann and Trichet are very much aware of the subjective nature of values,
their reference to objective value categories is no longer puzzling if it is understood as an
attempt to define stable order parameters that can serve as fixed reference points in times
of change. Whether or not this advocation has been successful is not up to the judgment
of the authors.
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