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It takes a thorough analysis to explore the causes of Germany’s eco-
nomic stagnation. Globalization is easily held responsible for the cur-
rent crisis. Many critics claim that Germany has turned into a “bazaar 
economy”, which assembles imported parts into products “Made in 
Germany” rather than generating truly domestic output. As a conse-
quence, the argument goes, the economy is struggling and the labor 
market crisis is aggravated. The export boom, on the other hand, is 
said to be a mere consequence of Germany’s weak domestic growth. 
Driven by the excesses of the welfare state, German manufacturers 

first switch to capital-intensive production and then 
to exports, before they eventually move their entire 
operations abroad. This is why the export boom is 
sometimes seen as an economic supernova about 
to swallow the entire country.
 Let’s get the facts straight. Germany has tradi-
tionally been an exporting nation despite the inevi-
tably resulting net capital exports. The wage level 
in Germany remains high even after the moderate 
wage increases of the past ten years. In the area of 
goods exports, Germany has again earned the title 
of “world champion”. But when it comes to services, 
we are still light-years behind other nations. While 
Germany follows the international trend in shifting 
the employment structure from manufacturing to 
services, there is not yet an abundance of new jobs 
in the service sector. This is partly due to our gen-
erous welfare state and the collectively bargained 

wages for low-qualified workers. The lack of employment among this 
group of workers is turning into a millstone around the neck of those 
who are (still) employed.
 Technological progress and the economic laws of the division of la-
bor are forcing the world to shift the demand for labor away from the 
low-qualified and towards high-qualified workers. As this new trend is 
becoming more relevant than the notion of comparative advantage, 
which holds that increased trade is mutually beneficial especially for 
industrial nations and will lead to rising imports and exports, it is not 
surprising that intermediate products are also affected. It is true, 
for instance, that the automotive industry is increasingly importing 
parts from abroad. But this is by no means a one-way street. German 
automotive suppliers are exporting more parts than the country is 
importing. The bazaar is indeed a global one. Just imagine how much 
“Germany” is driving around inside foreign-built cars!
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 Our imports are dominated by goods that clearly compete with 
products made in Germany. If they are less expensive because they 
have been produced with cheap foreign labor, product competition 
will displace our domestic labor. The likely consequence, it is argued, 
will be stagnation. But according to a number of international studies, 
this hypothesis fails to explain the high unemployment rates.
 Each increase in exports based on imported intermediate goods 
reduces the competitive pressure that imports exert on German 
products. In fact, imports of finished products – discounting pri-
mary/intermediate goods and foodstuffs – are substantially lower 
than Germany’s exports of these products. In recent years, imports 
of finished products have even stagnated, partly due to the sluggish 
growth of the German economy. At the same time, domestic sales 
of locally produced goods have risen.
 Ultimately, we must weigh changes in the level and structure of 
imports and exports against each other. It is true that parts used in 
the production of German exports are increasingly acquired abroad. 
Nonetheless, the volume of strictly German output exported to other 
countries is growing every year while the import competition that 
threatens domestic production is stagnating. As net exports will likely 
continue to rise in the future, there is no reason to be alarmed.
 We must instead look elsewhere for the causes of Germany’s 
economic stagnation. The goods export sector is not part of the 
problem because it is dominated by high-tech industries that rely 
on qualified labor – and are able to pay adequate wages. It is much 
rather the service sector that is in trouble. In the United States, for 
instance, the deindustrialization process has been much more radical 
than in Germany. But the Americans have succeeded in mitigating 
the negative consequences by consistently developing the service 
sector. In Germany, a relatively high wage level for low-qualified 
labor, the generous welfare state, and government regulations in 
many areas are the main impediments to an appropriate response 
to globalization. It is up to our policymakers now to remove these 
obstacles by implementing effective reforms rather than calling for 
explicit or implicit forms of protectionism.
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