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The German Economy 

According to German Chancellor Angela Merkel German people “have never had it so good”1.  Due to economic 

and political stability that is incomparable to other major developed economies, Germany is a story of success.  

This economic success has been built despite setbacks including the Post World War rebuilds, reunification, and 

the global financial crisis.  Germany has capitalised on its position in the world economy to use globalization as a 

tool for economic growth and prosperity.  The strength of the German economy has been led by international 

trade, a booming small to medium business sector (SME) and innovative policy making based on a long-term view 

by government, companies and citizens that impacts; (1) economic growth and development, (2) distribution of 

income and wealth. (3) Income and quality of life, (4) trade, investment and transnational corporations and (5) 

environmental sustainability.  The long-term perspective and inclusive national approach to economics promotes 

unmatched stability that keeps Germany as the leader of Europe in the present and for the foreseeable future. 

Current Economic Conditions 

Despite many years of poor economic conditions in the European Union (EU), the German economy is booming.  

Well managed business and investment regulations along with increased exposure to global markets have led to 

competitiveness and entrepreneurial growth.  The size of Germany’s Gross Domestic Product (GDP) is $3.5 trillion 

USD2 making them the fourth largest 

economy in the world (as compared to 1st 

place USA and 14th place Australia in chart 

1), and the largest economy in the EU.  

Overall GDP growth for the past year has 

been at 2.5%3.  There is strong support in 

Germany for the EU, only 14%4 of German 

citizens back a withdrawal similar to that of 

Brexit. 

The Unemployment rate has been on a 

steady decline over recent years in 

Germany and now sits at about 4.1%5, a 

record low for the country.  This is due to 

growth in the manufacturing sector, a 

strong SME core known as the Mittelstand, 

as well as socially responsible legislation.  

This includes high emphasis on 

apprenticeships and industry training 

throughout tertiary education, to protect employees from job loss.  As well as unions and employer associations 

agreeing on lower wages, to increase global competitiveness.   

 

 

                                                           
1 Quote from Chancellor Angela Merkel via Deutsche Bank Research 
2 According to World bank statistics  
3 According to OECD data “Germany” 
4 Based of Forsa Poll via Reuters Staff (2017) 
5 According to OECD unemployment data “Germany” 
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However, wage growth has been increasing in recent times, especially in manufacturing jobs, which accounts for 

22% of the countries employees6.  Evidence of above average pay is seen in many export sectors, with many 

sitting as high as 39%7 above the national average wage levels. This higher pay is supported by the view that 

Germans are 27%8 more productive than the second largest EU economy, the UK.  This is despite Germany being a 

decentralized economy, with many large corporations operating all over Germany, rather in any central business 

district, such as the case in New York and London. Germany’s strong economic performance is generally expected 

to continue.  Indeed it is seen as a “beacon of stability”9 and the clear leader of Europe accounting for 20.5% of 

the EU’s total GDP10.  

Globalisation as a tool for prosperity  

Globalisation has been a driver for the modern day economic prosperity of Germany, however, the process began 

following the Second World War.  At the end of the Second World War Germany was split in two, after years of 

fighting and political volatility, the country was in need of significant financial assistance. The capitalist Western 

Germany, received aid from the USA, an important trade partner of Germany, which was a part of the $1billion 

USD aid program to Europe.  This help the German Democratic Republic to slowly begin to prosper, whilst the, the 

communist state of the East, struggled and 

stagnated until reunification in 1990.   

On January 1st 1999 Germany (along with 10 

other EU nations) switched its currency to 

the Euro.  The transition to the joint 

currency had immediate negative impacts on 

economic activity, causing an economic 

decline of 0.7%11, and unemployment rose 

to a high of 11%12 by the end of 2003.  This 

was largely due to the ease and benefits of 

German businesses outsourcing jobs to 

Portugal and Spain, as well as increasing 

export prices due to an inflated exchange 

rate.  Thus by joining the European Union 

the German economy stagnated. The early 

negative impacts of globalisation on 

Germany were strongly felt by the public. In 

2006 only 20% of Germans saw globalisation 

as an opportunity (this is represented in 

chart 2), with 47% believing it to be a 

considerable risk13.   

                                                           
6 Freakonomics Radio (2017) 
7 According to Deutsche bank research – Eric Heymann (2017) 
8 According to Ben Chapman 2017 (Independent) 
9 Quote from Deutsche Bank Research – David Folkerts-Landau (2016)  
10 According to OSW report – Konrad Poplawski - 2013 
11 According to OECD data “Germany” 
12 Freakonomics radio (2017) 
13 According to OSW report – Konrad Poplawski - 2013 

https://infogram.com/


 

*charts put together using https://infogram.com/  

 

However, since then Germany has thrived in the increasingly connected world.  Manufacturing and exporting of 

high quality goods, and the strong Mittelstand, has caused Germany to become an economic powerhouse.  

International Trade is crucial for economic growth in Germany, with the trade surplus accounting for 20% of 

economic growth during 1999-201114.  Germans responded quickly to this changing economic climate as a result 

of Globalisation.  By 2011 65% of Germans believed globalisation to be a positive driver of economic growth.15  

(This is represented in chart 2). 

Today much of Germany’s economic prosperity can be attributed to globalisation, growth has largely been driven 

by trade of high quality goods and services.  Germany is responsible for 10% of all global exports16, totaling $1.3 

trillion USD17 in 2016.  The major exports out of Germany are shown in chart three, leaders include high quality; 

cars (11% of total exports), vehicle parts (4.3%) and packaged pharmaceuticals (3.6%).  Germany is known 

worldwide for its motor-vehicle industry, and German high end manufactured cars represent 20% of the global 

export market.  It is due to the high demand of German manufactured products that despite changes in the global 

manufacturing industry, Germany’s manufacturing sector still makes up the largest portion of German employees 

(22%)18.  Germany has been able to compete with emerging countries such as China, irrespective of lower labour 

costs overseas, and thus the manufacturing industry has been able to excel.   

 

Chart 3 – What Germany exports via The Observatory of Economic Complexity by Alexander Simoes 

 

 

 

                                                           
14 According to OSW report – Konrad Poplawski - 2013 
15 According to OSW report – Konrad Poplawski - 2013 
16 Freakonomics Radio (2017) 
17 The Observatory of Economic Complexity by Alexander Simoes 
18 Freakonomics Radio (2017) 
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Globalisation, as well as government policies with a long term focus, has been the key factor in aiding Germany to 

maintain manufacturing jobs.  Jens Suedekum, professor of economics at Heinrich-Heine University, stated that 

despite the shift away from manufacturing jobs in western economies, “If you do a net calculation, [Germany has] 

a plus of maybe half a million jobs.”19  Employees in these export sectors are thriving.  Germans are currently 

experiencing “above-average pay in export sectors”20.  Wages in manufacturing sectors of the economy rose by 

28% between 2005 and 2016, an impressive figure, however not nearly as outstanding as a 38% increase in wages 

and salaries in the German automotive industry.   

German products have a reputation for quality and functionality.  Their products are demanded worldwide, 

orders for German products increased immensely throughout 2017, in the third quarter alone external orders for 

German made goods and services rose 15.1%21.  In 2016 Germany recorded a hefty $300 billion USD trade surplus, 

(China’s surplus was $200 billion USD)22.  However the trade surplus comes with a deficit of domestic investment 

and an excess of national saving.  Whilst household consumption remains a pillar of economic growth, the 

increase in savings is coming from businesses and governments.  Rather than investing excess finances from the 

national account surplus, the German Government has saved the funds for the possibility of future economic 

decline, and to remain competitive in export markets.   

Germany can be described as a “stakeholder economy”, rather than a “shareholder economy” such as Australia 

and the USA23.  This means that, businesses and unions work together in many export sectors in order to keep 

respective export industries competitive.  This has positive implications for economic growth and sustained 

development, as well as maintaining Germany as a world leader in exports.   

This means that trade demand and job security can be seen to have had positive implications on income gains, 

whilst businesses and unions restrict wage growth to remain competitive, Germans still experienced the 6th 

largest rate of wage growth between 1990 and 2014, a growth of €127024 per capita annually.  These positive 

increases in economic conditions and quality of life pushed Germany’s Human Development Index (HDI - the 

measure of life expectancy, level of education, and GDP per capita) from 0.8 to 0.924 within the same period.25  

However due to much of the countries wage growth being attributed to the manufacturing sector and with an 

ageing population Germany is currently experiencing a shortage of skilled workers.  It is projected that by 2030 

Germany will have a shortage of around three million skilled workers.26  Thus the country continues to be a hot 

spot for skilled migration, with an average influx of 200,000 migrants per year27.  Jobs such as scientists, doctors 

and engineers are in high demand and thus pay in these areas is well above the international average.   

 

 

 

 

                                                           
19 Freakonomics Radio (2017) 
20 Title of document for Deutsche Bank research by Eric Heymann (2017) 
21 According to J.P.Morgan Europe Economic research 2017 
22 As per The Economist 2017 
23 Freakonomics radio 2017 
24 Via Globalisation Report 2016 – M. Böhmer, C. Funke, A. Sachs, H. Weinelt and J. Weiß 
25 According to Human Development Reports “Germany” 
26 As per Deutsche Welle 2016 
27 As per Deutsche Welle 2016 
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Even more crucial to Germany’s title as a “beacon of stability”28  is the German Mittelstand.  These small to 

medium sized businesses dominate the economy.  In 2013, the 4,500 largest family owned businesses generated 

on average €400 million in revenue per company, and employed 7.2 million Germans29.  Most of these businesses 

operate internationally and are world leaders in their respective markets.  This is due to a majority of the 

Mittelstand business’ specializing in unique niche markets, products in which their quality and expertise is 

unmatched anywhere in the world.  Importantly 20% of the SME’s revenue can be accounted for by exports, and 

45% of that comes from non-euro-zone countries.  The Mittelstand’s niche products whose quality and precision 

is unmatched continues to be supported by the globalisation process, which in turn helps Germany’s business 

environment thrive in a prosperous market economy. 

Valuable Strategies promoting economic growth and development  

Economic growth and development 

Germany was hit with recession, humiliation and regret following the Second World War.   Thus the authorities 

undertook major steps toward economic development following the disarray left by the Nazi Party.  Despite post-

war rebuilding, the 2 trillion Euro cost of reunifying East and Western Germany, the GFC and the switching to the 

single currency of the European Union, Germany is now an economic powerhouse.  1948 saw the deutschmark 

introduced to Western Germany which remained a stable currency until the switch to the Euro in 1999.  This 

financial stability came from consistently low inflation, which was a result of the effective use of monetary policy.  

This strategy included the introduction of a money supply target (the first of its kind internationally), which in turn 

lead to responsible lending controls.  This policy proved invaluable for industry, with low interest rates compared 

to the rest of Europe, helping to spark business investment.  German companies then had increased incentives to 

strive for competitiveness in exported goods.  

It is this desire to be competitive that 

continues to give German businesses the 

advantage over other European economies.  

Thus, due to trade advantages and continuous 

business development, economic growth in 

Germany has been stable since the GFC (see 

trend in chart 8).  Germany’s rebuild success 

can also be attributed to the clever use of 

monetary policy, which has stabilized inflation 

at a low rate leading to positive GDP growth.   

 

 

 

 

 

 

 

                                                           
28 Quote from Deutsche Bank Research – David Folkerts-Landau (2016) 
29 Deutsche Bank Research – David Folkerts-Landau (2016) 
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Distribution of income and wealth  

Germany recorded the lowest level of income inequality (0.289 

where 0 is absolute equality) in 2014 when compared to all G20 

countries30.  However, there is still a considerable income gap, 

with the highest earning 20% of the population earning four 

times more than that of the lowest 20% (chart 4).  Thus there is 

a continual need for unselfish strategies to be undertaken by 

the country’s main stakeholders; the government, companies 

and citizens.  In 2017 the German government raised the 

national minimum hourly wage from €8.50 to €8.84 in an effort 

to increase income equality.  This is the first increase since the 

minimum wage was adopted in 2015, which is a further 

example of the long-term focus German’s have for their 

economy.  Germans continue to be willing to restrict wage 

growth in order to maintain job security and increase global 

competitiveness.  However, as full employment draws closer 

and closer for the country, employees are continually gaining 

more bargaining power, with wage growth over the past year 

and a half averaging 3.2%31.  Long term strategic planning 

by all German stakeholders has proved extremely 

valuable in helping Germany spread the benefits of its 

economic performance. 

Income and Quality of Life 

Within Germany, economic prosperity can be seen to 

directly correlate to a high level of happiness and quality 

of life for citizens.  Germany’s HDI is ranked 4th in the 

world, with a score of 0.92632.  The country also ranks 

above the average in every area (not including health 

status) in the OECD Better Life Index.  Unemployment is 

at a record low in Germany and well below the OECD 

average (trend displayed in chart 6), with 75% of people 

aged 15 to 64 having a paid job33.  The government has 

developed a number of strategies to continue to lead the 

unemployment rate downward, for example 

apprenticeship programs in tertiary education allow 

students to spend half of their studies in the workforce, 

with an emphasis on transferrable skills to make 

Germans more employable in multiple industries. 

 

 

                                                           
30 According to OECD data “Germany” 
31 As per Deutsche Welle 2016 
32 Human development Reports country profiles Germany 
33 OECD Better Life Index 2016 
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Education is compulsory from the ages of 6-15, and 86% 

of adults between the ages of 25 and 64 have completed 

secondary school (graduating at the age of 17 or 18 as 

show in chart 5).  This score is well above the OECD 

average of just 74%.  Moreover, German results are 

above average; with the average German student 

scoring 508 in literature, mathematics and science in the 

OECD’s PISA, well above the average score of 48634.  

Education is a key component in ensuring high standards 

of living for individuals, and the German government has 

implemented policies to ensure its education system is 

strong and high performing in order to solidify the 

wellbeing of the county’s citizens. 

 

 

 

 

 

Trade, investment and transnational corporations 

Trade has been the major driver of Germany’s economic success.  Despite the rise of a number of trade driven 

emerging economies, such as the BRICS (Brazil, Russia, India, China, and South Africa), Germany has implemented 

many strategies in order to remain competitive.  Unions sit on company boards, thus, employees have long 

agreed to wage restraints in order to keep industry competitive.  This harmony between firms and workers has 

been a driver of business investment, as there is low risk of investors and businessmen being held to ransom by 

unions.  This has helped Germany become the 10th largest recipient of Foreign Direct Investment (FDI) in the 

world.   

The major transnational corporations (TNCs) of the country are exporters of high class goods such as BMW and 

Volkswagen, however 99% of the countries businesses belong to the Mittelstand35.  These businesses are 

protected by export incentives, investment guarantees and market development programs that assist in the 

endeavors in becoming global businesses, and ensuring they remain competitive.  This is a further example of the 

unselfish and forward looking strategies implemented by all stakeholders in the German economy.  

 

 

 

 

                                                           
34 OECD Better Life Index 2016 
35 According to Federal Ministry of Economics and Technology 

https://infogram.com/


 

*charts put together using https://infogram.com/  

Environmental sustainability  

Managing environmental sustainability along with 

economic development is a challenge all economies face, 

Germany is no different.  Germany is however, a world 

leader in addressing important questions regarding the 

future of the climate and the environment.  The countries 

focus is on state of the art technology and innovation to 

promote environmental sustainability.  This includes hefty 

investment in renewable energies such as solar, wind and 

biotechnology.  The country has recently agreed to end 

the extraction of domestic coal in an effort to reduce its 

carbon footprint.  It currently emits 9.2 carbon emissions 

per capita36, which ranks them 114th out of 140th in 

ecological footprint37.  These emissions have been on a 

steady decline since the start of the 21st century as 

displayed in chart 7.  Moreover Frankfurt's Rhein-Main 

Transport Association has invested in “cleaner” trains and 

introduced hybrid buses.  Germany has a way to go in 

reducing its environmental impact, however 

environmental strategies are proving valuable in allowing 

the country to balance environmental sustainability with 

economic prosperity  

 

 

 

 

 

In the end  

Germany is a modern day success story of sustainable economic prosperity and stability.  This can largely be 

attributed to the successful utilization of the globalised world to boost trade, investment and to encourage a 

thriving SME core.  Innovative strategies by government, companies and citizens such as; the intelligent use of 

monetary policy, implementing wage restraints to boost competitiveness, ensuring educational standards remain 

at above average rates and investment in renewable resources have helped Germany to thrive with stability and 

success with sustainable economic growth and development. 

 

 

 

                                                           
36 Human development Reports country profiles Germany 
37 According to the Happy planet index - Germany 
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