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Property ownership - especially that of productive property - is the material foundation of indi-
vidual political and economic freedom. The economy does not gratuitously provide either capital
instruments or confer ownership. Finance performs these functions by allocating capital credit
needed for investment. But there is a condition: to qualify for a capital acquisition loan the bor-
rower must put up collateral as insurance that the loan will be repaid. Those without capital
assets are excluded from capital credit used to create new capital.

The exception to this rule is consumer credit - today often available at 0% financing cost -
which, however, does not serve to acquire the things that produce wealth. And in fact, the vast
majority of citizens do not own any kind of property not to mention property generating addi-
tional income. Thus they are impeded from access to economic opportunity, as well as from the
attainment of economic security and leisure.

Eye of the needle: Access to capital credit

Traditionally the way to asset formation for the poor is savings through forgone consumption.
But what can you save when you have barely enough to make ends meet? When financing busi-
ness activities, i.e., productive property - the bottleneck is access to capital credit. While the ma-
jority of the population deprived of assets (and thus collateral) is saving through renouncing
consumption, a small wealthy minority profits from access to capital credit.

This is the essence of investment: Costs (also those of credit financing) are covered from the
future earnings of the acquired property. Thus, working poor are invisibly but effectively shut
out of acquiring the things that produce more and more of industrial wealth, i.e., productive
property. The average capitalless employee is limited to owning his labour.

Solutions proposed

Conventional solutions to the dilemma described often propose to redistribute existing capital
instead to broaden access to the formation of new capital. However, confiscating capital to redis-
tribute it would violate private property rights. Further, the costs of redistribution are substan-
tial and in the form of elevated taxation may hamper economic development.

The counter model to solve this problem of property distribution was proposed in 1958 by the
American lawyer and investment banker Louis O. Kelso based on the financial infrastructure of a
free market democracy: Instead of depriving owners of their private property, non-owners
should be enabled to become owners through an effective opportunity to participate in the suc-
cess of their firm not only as wage-earners but also as shareholders.



More recently the idea to provide access to capital credit has been popularised in both develop-
ing countries (e.g., M. Yunus’ Grameen Bank,) as well as in advanced economies (e.g., Crowd
funding).

Of the different solutions that have been put forward the following will be discussed in more
detail:

Micro-credit - a means of extending credit, usually in the form of small loans with no collateral,
to non-traditional borrowers such as the poor in rural or underdeveloped areas often guaran-
teed by members of the borrower’s community.

Peer-to-peer lending/investing - is on the one hand the practice of lending money to unrelat-
ed individuals, or "peers", without going through a traditional financial intermediary such as
a bank or other traditional financial institution. On the other hand investing money in notes
takes place online via a peer-to-peer lending/investing company. The notes can be sold as a
security and so investors can exit the investment before the borrower repays the debt.

Crowd-Funding - The use of small amounts of capital from a large number of individuals to
finance a new business venture, typically via the internet.

Consumer Stock Ownership Plans (CSOPs) - are designed to make consumers the co-owners
of utility-producing companies typically on regulated markets with guaranteed prices, regu-
lated market access and long-term relationships between producer and consumer. It can in-
volve government guarantees for loans to CSOP-trusts, whose beneficiaries have insufficient
assets to secure loans.

Employee Stock Ownership Plans (ESOPs) - use the borrowing power of a company to ac-
quire shares of that very company for its employees. The cost of credit financing is covered
from the future earnings of the shares.

Islamic banking, Musharaka - a type of joint venture or business partnership in which the
financing partner is one of the several investors.

The seminar focuses on questions of the normative framework and that of risk management.
The aim is to assess the efficiency of different models, discussing the characteristic aspects re-
lated to the different types of solutions (i.e., micro vs. macro, regulated vs. unregulated).

Registration until 21 April 2015 at kelso-professorship@europa-uni.de.

Participation requirements and performance test: Proficiency in English; regular attend-
ance; presentation (5-7 min.) of the term paper concept by end-May; first draft of the term paper
by mid June; submission of the final term paper by the end of the semester.
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