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The investment case for Germany is dwindling. Following 
the GFC, Germany’s annual growth outperformed the rest 
of the euro area in from 2010 to 2017 by 1.2 pp on aver-
age. That said, in 2018 German growth underperformed 
and is expected to do so also in 2019 and 2020.  

 

Looking ahead, we doubt that Germany will be able to 
power ahead with almost undamped medium term growth 
for structural reasons. A key weakness is seen in the ex-
port-led growth model that makes the euro area’s largest 
economy highly dependent on global growth and hence 
very vulnerable to Chinese growth and emerging econo-
mies in general. There is no doubt that the German econ-
omy is very competitive. Yet, its high current account sur-
plus is also due to subdued private as well as public in-
vestment spending. Seen from this perspective it sug-
gests slower future growth and competitiveness. Especial-

ly the poor state of the infrastructure is frequently criti-
cized. In this context the German debt brake has come in-
to the focus. Looking five years ahead, the German work-
force will start to shrink meaningfully. In fact, Germany 
will experience the strongest fall of the workforce among 
its euro area peers.  

In what follows we will shed some light on these issues 
which we see as key determinants for the future stance of 
Germany relative to its peers. According to our analysis – 
taking political considerations into account – there is a 
window of opportunity of no more than five years that are 
left to initiate the necessary policies (enhance infrastruc-
ture spending and generally implement measures to cush-
ion the negative effects from aging) in order to boost future 
productivity and dampen the negative effects from ageing 
on growth. With dramatic technological changes challeng-
ing the very much manufacturing-based German economy 
we see the need for a courageous reform agenda like 
Schröder’s ‘Agenda 2020’ back in 2003 to prevent a per-
sistent loss of competitiveness. Growth enhancing policies 
for Germany would also have positive spillovers to other 
euro area economies and the euro area as a whole.  

1. Germany strongly exposed to trade  
Germany’s export orientation is remarkable. In 2018, it 
was the third largest export as well as import economy in 
the world, after China and the US and by far the largest 
exporter within the EU. Its exports make up 8.1% of global 
exports and account for 48% of German GDP (2018). For 
a large economy this is very high. China, the largest ex-
porter in absolute numbers and – on purchasing power 
parity (PPP) ground – the biggest economy in the world, 
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– For several years, Germany was Europe’s powerhouse, with growth outpacing EMU peers by 1.2% (2010-17). This 

period has come to an end. Mounting structural headwinds require a more cautious strategic stance on the country. 

– The export-led growth model will increasingly come under pressure with competition from EMs rising, the global trade 

order coming under pressure and the country being specialized in higher tech but not high tech goods. 

– Alongside high taxes, a huge public infrastructure shortfall of € 450-500 bn dampens private investment and innova-

tion. Key areas are public transportation and digital infrastructure. The key reason is policy failure, not the debt brake.  

– The German labor force will decline by 9% over the next 20 years and total age-related costs will increase by almost  

3 pp to 26.7% of GDP according to the EC. The median voter age will approach 60 years thereby hindering reforms.  

– To take a more constructive strategic stance on German assets we would need to these key shortcomings being ad-

dressed. 
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exhibits an export share of only about 20%. The bulk of 
German exports are goods (82%), albeit the share of ser-
vices has been increasing (from 14% in 1999 to currently 
18%). The openness (exports and imports in relation to 
GDP) is with a reading of 87% the highest among the G7 
economies. Germany is highly integrated into the global 
economy with 59.1% (57.2%) of the exports (imports) 
traded with the EU. It does not come as a surprise that 
employment also relies heavily on open markets and inter-
national trade: Some 28% of jobs in Germany are directly 
or indirectly linked to exports, in manufacturing it is even 
56%

1
.   

Against this backdrop it does not surprise that German ac-
tivity is very much driven by the global economy. In fact, 
historically export dynamics determine overall activity.

2
 

Thereby, Germany deviates from the other two large EMU 
economies, France and Italy, whose business cycles are 
not primarily export but more domestically driven. For 
these reasons the current uncertainties surrounding 
the global economy are especially painful for Germa-
ny. In 2019, elevated US trade uncertainty went along with 
receding stagnating global trade. The US is the country’s 
top export market (8.5% of goods exports in 2018) and 
Germany traditionally exhibits a trade surplus with the US 
(2018: € 48.8 bn or 1.5% of GDP) of which road vehicles 
(mostly cars) contribute about half. In case the US levied a 
25% tariff on EU cars, an ifo study

3
 finds that – when tak-

ing broader repercussions into account – the total loss of 
exports would amount to about € 12 bn (0.3% of GDP) and 
value added in the German car industry would fall by 5%. 
In contrast, simulations of a full blown Sino-American trade 
war show that the EU would be the main beneficiary, with 
Germany gaining the most.

4
 The reason is that both oppo-

nents will have to replace imports from each other. How-
ever, these considerations do not cover all potential chan-
nels from trade disputes on activity with the confidence ef-
fect the potentially most important one. That said, the 
Phase 1 deal in the US-Chinese trade negotiations re-
duced the risk of a near term reescalation.  

The Brexit is another dampener for German exports. The 
trade surplus with the UK was at about € 45 bn (1.3% of 
GDP) in 2018. According to a survey among German 
firms

5
 from February 2019, the imminent Brexit is already a 

burden for companies with concerns about tariffs and legal 
uncertainty high. In all EU economies the Brexit will in any 
case take its toll. Higher price mark-ups and lower produc-
tivity as a result of new tariffs, reduced competition in 
many sectors, less investment as well as innovation are 
key reasons. Along these lines a study of the Bertelsmann 
Foundation

6
 calculates longer term economic losses for 

Germany of € 5.3 bn (0.15% of GDP) in case of a soft and 
€ 9.5 bn (0.3% of GDP) in case of a hard Brexit. Short 
term losses would result according to the German Council 

                                                      
1
 See Federal Ministry of Economic Affairs and Energy (2019): Facts about German 

Foreign Trade where additional facts about German trade are also stated.   
2
 For the 1999 to 2019 period the analysis of quarterly growth rates of GDP and 

exports shows that exports are Granger causal for GDP growth. This is not the case 
for France and Italy.  
3
 See Felbermayr, Gabriel & Steininger, Marina (2019): Effects of new US auto tar-

iffs on German exports, and on industry value added around the world.   
4
 See Felbermayr, Gabriel & Steininger, Marina (2019): Trump’s trade attack on 

China – who will have the last laugh? CESifo Forum, Vol. 20, 27-32.  
5
 See DIHK (2019): The Impact of Brexit on German Businesses. Results of the IHK 

Business Survey Going International 2019.  
6 See Mion, Giordao & Ponattu, Dominic (2019): Estimating the impact of Brexit on 
European countries and regions. Bertelsmann Stiftung Policy Paper. 

of Economic Experts
7
 from a reduction in bilateral trade, 

the effect from lower growth in the UK, the change of fi-
nancing conditions and trade costs as well as political re-
actions. In case of a crash Brexit, German growth would 
recede by about 0.3% in 2020. After the landslide con-
servative victory in the December 2019 UK elections it now 
seems highly likely that the UK leaves the EU orderly in 
January 2020. However, the end of the transition period 
out of the common market is envisaged for year-end 2020 
and PM Johnson aims to rule out an extension by law. The 
negotiation of a comprehensive trade agreement within 
one year is very ambitious so that the crash Brexit eco-
nomic effects could merely be postponed.   

 

 

 

 

 

 

 

 

 

 

In sum, the risk of a crash Brexit and potential US tariffs on 
EU cars have contributed to uncertainty already now and 
have the potential to harm the economy significantly.  

 

 

 

 

 

 

 

 

 

 

Furthermore, Germany has a strong exposure to vul-
nerable economies. Its goods exports exposure to the so 
called fragile five economies (Turkey, Brazil, India, South 
Africa and Indonesia) was 4.0% in 2018, compared to less 
than 1% in case of the euro area average. Likewise, Ger-
many has intensified its trade with China substantially over 
the past decades. The share of goods going to China 
soared from just 1.4% in 1999 to 7.0% in 2018 while the 
intra-EMU trade share receded. As a result, Germany ex-
hibits a high vulnerability to emerging market woes via the 
trade channel and will be affected by the slowing of the 
Chinese economy (from 6.1% in 2019 to 5.8% in 2021 ac-
cording to our forecast) more than other EMU countries. 
Emerging market weakness also contributed to meagre 

                                                      
7
 See Sachverständigenrat (2019): Den Strukturwandel meistern. Jahresgutachten 

2019/20, 58-59.  
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https://www.bmwi.de/Redaktion/EN/Publikationen/facts-about-german-foreign-trade.pdf?__blob=publicationFile&v=7
http://www.cesifo-group.de/de/dms/ifodoc/docs/pr/pr-PDFs/201902-Felbermayr-Steininger-Automotive-Tariffs.pdf.
http://www.cesifo-group.de/de/dms/ifodoc/docs/pr/pr-PDFs/201902-Felbermayr-Steininger-Automotive-Tariffs.pdf.
https://www.cesifo.org/DocDL/CEsifo-Forum-2019-1-felbermayr-etal-us-china-trade-war-march.pdf
https://www.cesifo.org/DocDL/CEsifo-Forum-2019-1-felbermayr-etal-us-china-trade-war-march.pdf
https://www.google.de/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=2ahUKEwiW2MGop_PlAhWQXRUIHQzvDl4QFjAAegQIABAC&url=https%3A%2F%2Fwww.dihk.de%2Fressourcen%2Fdownloads%2Fbrexit-umfrage-02-19-eng.pdf&usg=AOvVaw3lpLkv2lHLICGrhqNVJd5H
https://www.google.de/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=2ahUKEwiW2MGop_PlAhWQXRUIHQzvDl4QFjAAegQIABAC&url=https%3A%2F%2Fwww.dihk.de%2Fressourcen%2Fdownloads%2Fbrexit-umfrage-02-19-eng.pdf&usg=AOvVaw3lpLkv2lHLICGrhqNVJd5H
https://www.bertelsmann-stiftung.de/en/publications/publication/did/estimating-the-impact-of-brexit-on-european-countries-and-regions/
https://www.bertelsmann-stiftung.de/en/publications/publication/did/estimating-the-impact-of-brexit-on-european-countries-and-regions/
https://www.sachverstaendigenrat-wirtschaft.de/fileadmin/dateiablage/gutachten/jg201920/JG201920_Gesamtausgabe.pdf
https://www.sachverstaendigenrat-wirtschaft.de/fileadmin/dateiablage/gutachten/jg201920/JG201920_Gesamtausgabe.pdf
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German growth in 2019. Its export markets grew accord-
ing to the EC by only 1.9%, lower than the euro area aver-
age of 2.2% and considerably below the average of 3.7% 
of the 2013 to 2018 period. According to the EC it will re-
cover to 2.5% in 2020 and 2.7% in 2021. While stronger 
than in 2019, export growth will clearly remain below 
the past norm and also stay so muted beyond 2021 in 
our view, with Chinese growth moderation being a major 
factor.  

2. Longer term challenges to export growth 
Germany’s strong economic reliance on exports will make 
it more and more difficult to sustain strong growth for an-
other reason. Competition from emerging economies on 
the traditional export markets will rise. Data show that 
Germany is specialized in medium-range technology prod-
ucts. A revealed comparative advantage (RCA) analysis 
for 2017 demonstrates that Germany exhibits its compara-
tive advantage in machinery and transport equipment and 
chemicals (see graph below). Germany is also the fourth 
most complex economy according to the Economic Com-
plexity Index (ECI) which condenses information about 
both the diversity of a country's export and their sophistica-
tion. Empirical analysis

8
 for the 1990 to 2011 period finds 

that quality is the main driver of Germany’s international 
success, that price and cost advantage determines com-
petitiveness in some product groups and that R&D efforts 
have contributed to develop and maintain German compet-
itiveness in manufactured products.  

 

 

Yet, it also becomes clear from the above graph that the 
degree of comparative advantage has decreased with re-
spect to chemicals over the past years. Competitiveness in 
machinery has also receded as of late but is still around 
the levels from 20 years ago. Looking ahead, German ex-
porters will be increasingly challenged by EMs that 
caught up significantly. China has over the past decades 
dramatically increased its competitiveness in machinery 
and transport equipment. A RCA analysis indicates that in 
1995 it had a comparative disadvantage in machinery and 
transport equipment (RCA index of 0.69) but exhibits a 
comparative advantage now (RCA index of 1.25 in 2017). 
Looking ahead, it will become even more challenging for 
Germany to maintain its comparative advantage in higher 
technology goods given the rising importance of infor-
mation and communication technology (ICT). These goods 
amount to about 5% of exports in Germany and the euro 

                                                      
8 See Foders, Federico & Vogelsang, Manuel (2014): Why is Germany’s Manufac-
turing Industry so Competitive? Kiel Policy Brief No. 69. 

area but constitute 27% of Chinese goods exports. Some 
trade in ICT services is likely related to machinery goods 
(e.g. maintenance). That said, according to latest 
UNCTAD data China has in 2018 for the first time exported 
more ICT services than Germany.

9
  

The prospects of German exports are also linked to the 
future of globalization. In the past it benefitted heavily 
from demand for higher technology goods. However, it al-
so led to increased division of labor causing the domestic 
value added content of exports to recede from 81% in 
2005 to 79% in 2015 (latest available). If this trend were to 
continue, it would become even harder to fuel the export 
motor running the German economy in an environment of 
diminishing globalization dynamics or even a reversal of 
the globalization trend. Not only increasing protectionism 
but also reshoring could undermine the export model over 
the coming years, something we address in our forthcom-
ing publication “Has globalization peaked?”.   

 

   

Seen from a broader perspective, the global economy is 
currently undergoing significant changes to which Germa-
ny has to adapt. An outstanding example is the car indus-
try. Within the manufacturing sector it is the biggest 
branch. In 2017, around 77% of the produced cars were 
exported and 820k persons employed.

10
 The share of car 

exports in all exports was at 10% in 2018. It has come 
down from a peak of 15% in 2015 and, even more, 2018 
was the first year after the GFC in which car exports re-
ceded and this development likely continued in 2019.

11
 

Apart from the global headwinds discussed before it re-
flects the structural change this industry is undergoing. 
Rattled by the Diesel scandal in 2015 and increasingly 
contested by competitors as e-cars are more and more 
preferred by customers and subsidized by governments, 
the German car industry has come under severe pressure 
jeopardizing medium term employment.

12
 Looking ahead, 

the ability of German car producers to maintain their com-
petitive position will be critical for German exports as well. 
More generally, the policy shift towards green production 
and products will additionally challenge the energy-
intensive German industry. The goal is to increase the 
share of renewable energies in electricity consumption to 

                                                      
9 See https://unctadstat.unctad.org/wds data information economy according to 
which Chinese ICT service exports amounted in 2018 USD 47 bn and the ones on 
Germany (estimate) USD 38.6 bn.   
10

 See German Federal Ministry of Economic Affairs and Energy homepage.  
11

 Based on the development from January to September 2019, German car exports 
receded further. According to Eurostat (Motor Cars and Others Designed for the 
Transport of Persons) they are 12.4% below the 2017 peak.  
12

According to a latest report of the National Mobility Platform up to 410k jobs could 
be cut because of e-mobility by 2030. 
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40% to 45% by 2025, to cut off all nuclear power plants by 
2022, to reduce greenhouse gas emissions until 2030 by 
55% compared to 1990 and to reduce primary energy con-
sumption until 2050 by 50% compared to 2008. We expect 
political commitment to reach these goals and expect 
overall higher input prices for the German industry.  

In sum, we think that Germany will find it hard to main-
tain its export-driven growth model. With Chinese 
growth moderating, competition from EMs rising, un-
certainty remaining high and the global trade order be-
ing challenged, the growth contribution from net exports 
(0.3 pp or 15% of total growth on average in the 2010 to 
2018 period) will fall. The EC forecasts a negative contri-
bution in the 2019-21 period and we expect it to recovery 
only reluctantly thereafter.  

3. C/A surplus: strength or weakness?  
A striking feature of the German economy is its huge cur-
rent account surplus. It turned positive in 2002, averaged 
6.2% of GDP annually since then and likely stood at 7.0% 
in 2019, according to the EC. As a result, the German net 
international investment position (IIP) increased to 60% of 
GDP in 2018. This is very high considering that Germany 
is (according to PPP weights) the fifth largest economy in 
the world. A persistently high current account surplus (or 
deficit) implies that the economy is not in equilibrium. In 
case of Germany it clearly exceeds the threshold of 6% 
(3-year average) under the EC’s Macroeconomic Imbal-
ance Procedure (MIP) and is not in line with the German 
stability law that demands the economy to be externally 
balanced. The key question is whether this can somehow 
be justified by special circumstances, whether it is likely to 
persist and what the consequences are. 

From national accounting it follows that the current ac-
count balance must ex post be equal to the difference be-
tween national savings and investment. Explanations for 
the persistent German current account surplus focus on 
both sides of this equation. A breakdown of the current ac-
count balance shows that in the first place persistently high 
surpluses in goods exports and, to a lesser degree, in-
come from abroad are key drivers (see graph below).  

 

 

 

 

 

 

 

 

 

 

 

 

 
Before the foundation of the EMU in 1999, Germany exhib-
ited its highest surplus in 1988 (0.6 % of GDP). With a 
reading of € 49 bn this was about one fifth of the current 
levels (2015-18 average was € 258 bn). Before EMU, 
swings in the effective exchange rate dampened the oscil-
lation of the current account. Obviously, with the start of 

EMU the exchange rate no longer reflects only German 
fundamentals but the member countries’ average. The 
ECB’s extremely accommodative policy has been tar-
geting EMU as a whole with special attention to more frag-
ile economies. This was a major factor why the German 
nominal effective exchange rate (BIS, narrow definition) 
increased from 1999 to 2018 by only 2.2%. Moreover, 
domestic wage restraint also came into play. Wage 
growth moderated strongly in the aftermath of the 2003 la-
bour market reforms. Bundesbank data show that it aver-

aged only 1.2% yoy in the 2004 to 2007 period, thereafter 
recovered only slowly and is still below the pre-EMU aver-
age (1980-1998) of 3.1% yoy. Likewise, the wage share in 
GDP has started to trend down in the 1990s, reached a 
low of 58.4% in 2007 and recovered by only 3 pp since 
then. Germany’s real effective exchange rate has been ris-
ing since 2012 but is still way below the pre-EMU norm. 
Another important factor is the decline in the oil price 
coupled with a continued reduction of the economy’s oil 
intensity. Oil imports declined from 148 mn tons in 1999 to 
128 mn tons in 2018.  

When analyzing the German current account surplus from 
the financing perspective, it is striking that in the 2011 to 
2017 period all sectors of the economy saved more 
than they invested. A prominent explanation views this as 
the result of declining domestic investment. Indeed, the 
increase of the current account from roughly balanced in 
2001 to 8.6% of GDP in 2015 coincided with a decrease of 
gross fixed capital formation (GFCF) in GDP by 2.9 pp, 
with non-financial corporates being the main driver (2.0 pp 
decline). As we will discuss later on, lacking public invest-
ment was a key factor. On the other hand, the savings rate 
also increased strongly (by 6 pp), with the swing in general 
government savings (+3 pp) the major driver. Also, corpo-
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rate savings increased significantly (by 2.6 pp). Here, vari-
ous tax reforms reduced the tax burden on corporate prof-
its and lowered the incentive for debt relative to equity fi-
nancing for firms. Domestic equity financing among Ger-
man corporates has increased.

13
 Moreover, a strong out-

sourcing process in manufacturing also contributed to 
less domestic investment (see also section 3). Fiscal 
consolidation in the presence of strong growth caused the 
government to become a net saver over the past years. 
Also the household savings rate has been slowly trending 
up. One explanation is that the windfall profits from declin-
ing oil prices were considered as transitory only. Another 
one is that since the early 2000s the social security system 
has been reformed towards more private responsibility, 
especially the pension system. As a result, retirement re-
lated savings increased. More generally, Germany is one 
of the fastest aging economies in Europe (see also section 
4). A current account surplus seen from this perspective 
reflects pension related capital outflows.  

All in all, the exceptional development of the German 
current account balance seems to be the result of var-
ious transitory but also structural factors. There is no 
agreement on the decisive factor. For instance, a study

14
 

for the 1995-2013 period identifies positive shocks to the 
German savings rate, strong demand for German exports 
as well as labor market reforms (initiated in 2003) and oth-
er positive supply shocks. A recent study

15
 analyzing the 

German C/A surplus finds that mostly labor market liberali-
zation, world demand and financial friction shocks can ac-
count for the excess corporate savings which are found to 
be a main driver of the C/A surplus. This study also sug-
gests that wage moderation and a domestic investment 
deficiency are underlying reasons. There is also empirical 
support for the ageing channel. A recent Bundesbank 
study

16
 finds that in the 2000 to 2018 period a C/A surplus 

of 2.8% (1.2%, if China is included) can be attributed to 
ageing.   

Looking ahead, a key question is whether in the medium-
to-long term the current account surplus will persist. Tak-
ing into account various fundamental factors the EC finds 
that as of 2017 it remains above what fundamentals sug-
gest. According their assessment a C/A surplus of 3.0% is 
due to fundamental determinants whereas the rest (3.4 pp) 
can be explained by factors that can be more directly influ-
enced by policy.

17
 The major fundamental drivers identified 

are ageing (1.6 pp) and the manufacturing intensity
18

 of 
exports (0.8 pp).  

Summing up, the German C/A surplus reflects strength 
(high competitiveness) as well as weakness (subdued in-
vestment activity). Over the coming years, ageing will keep 

                                                      
13

 See Felbermayr, Gabriel et.al. (2017): The German Current Account Surplus: 
Where Does It Come From, Is It Harmful and Should Germany Do Something about 
It? EconPol Policy Report 02 2017.  
14

See for instance Kollmann, Robert et al. (2014): What drives the German current 
account? And how does it affect other EU member states? EC Economic Papers 
516.  
15

See Klug, Thorsten; Mayer, Eric; Schuler, Tobias (2018): The Corporate Saving 
Glutand the Current Account in Germany. Ifo working papers 280.  
16

See Schön, Matthias & Stähler, Nikolai (2019): When old meets young? Germa-
ny’s population ageing and the current account. Deutsche Bundesbank Discussion 
Paper No 33/2019.  
17

See EC (2019): Country Report Germany 2019, p. 14. 
18

One reason is that specialization in manufactures reflects relative efficiency in the 
production of tradable goods which usually translates into a positive trade balance. 
See Coutinho ei al. (2018): Methodologies for the Assessment of Current Account 
Benchmarks. European Economy Discussion Paper 086 for a comprehensive over-
view on the EC benchmark account methodology.  

the current account in surplus but the end of wage moder-
ation and less powerful global growth for instance will work 
in the opposite direction. We expect the C/A surplus to 
fall below the EC’s Macroeconomic Imbalance Proce-
dure threshold (of 6% of GDP) again. The EC sees it 
coming down to 6.4% by 2021 and the IMF sees it reced-
ing further to 5.8% by 2024. That said, more reason for 
concern is the muted investment activity which might 
be an indicator of low future growth hence warranting 
policy action. 

4. Muted investment spending  
Muted investment activity is not only a driver of Germany’s 
imbalanced external account, but also for its future growth 
potential. While subdued investment is a global phenome-
non, it is especially pronounced in Germany. The invest-
ment ratio fell from 25% at the start of the 1990s to a low 
of 19% by 2004/5 and recovered since then to 21% in 
2018. In the 2002 to 2011 period it systematically under-
shot the euro area mean by on average 2 pp. Since then 
the German investment ratio exceeded the euro area one 
by 0.2 pp. Investment spending is crucial to maintain or 
even to increase the economy’s capital stock and hence 
productivity and growth.   

Taking a deeper look at investment activity it becomes 
clear that construction-related investment was a main 
driver for the past weakness. The hangover that fol-
lowed the reunification boom in the 1990s dampened con-
struction spending for more than a decade. Another factor 
is government construction investment. It trended down 
even in absolute numbers until 2005 and then recovered 
only reluctantly, remaining low in relation to overall produc-
tion. Moreover, overall equipment investment lagged be-
hind GDP expansion. 

Looking ahead, construction investment will near term in-
creasingly face bottlenecks while it remains supported by 
the extremely accommodative ECB policy stance in the 
presence of economic activity hovering around potential. 
Private construction investment advanced by on average 
2.3% from 2010 to 2018 in real terms. While it could mod-
erate following the latest boom, we do not expect it to fall 
off a cliff either.   

 

 

 

 

 

 

 

 

 

 

Less clear is the development of equipment investment 
and its implications. In fact, changes in relative prices 
make the investment weakness look worse than it is. Low-
er prices from data processing machines contributed to the 
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http://www.ifo.de/DocDL/EconPol_Policy_Report_02_2017_German_Account_Surplus.pdf
http://www.ifo.de/DocDL/EconPol_Policy_Report_02_2017_German_Account_Surplus.pdf
http://www.ifo.de/DocDL/EconPol_Policy_Report_02_2017_German_Account_Surplus.pdf
https://ec.europa.eu/economy_finance/publications/economic_paper/2014/pdf/ecp516_en.pdf
https://ec.europa.eu/economy_finance/publications/economic_paper/2014/pdf/ecp516_en.pdf
https://ec.europa.eu/economy_finance/publications/economic_paper/2014/pdf/ecp516_en.pdf
https://www.ifo.de/publikationen/2018/working-paper/corporate-saving-glut-and-current-account-germany
https://www.ifo.de/publikationen/2018/working-paper/corporate-saving-glut-and-current-account-germany
https://www.bundesbank.de/resource/blob/807180/be369701f1d0f969e5cab40d713afedf/mL/2019-09-20-dkp-33-data.pdf
https://www.bundesbank.de/resource/blob/807180/be369701f1d0f969e5cab40d713afedf/mL/2019-09-20-dkp-33-data.pdf
https://www.bundesbank.de/resource/blob/807180/be369701f1d0f969e5cab40d713afedf/mL/2019-09-20-dkp-33-data.pdf
https://ec.europa.eu/info/sites/info/files/file_import/2019-european-semester-country-report-germany_en.pdf
https://ec.europa.eu/info/publications/economy-finance/methodologies-assessment-current-account-benchmarks_en
https://ec.europa.eu/info/publications/economy-finance/methodologies-assessment-current-account-benchmarks_en
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corresponding fall of the investment ratio.
19

 Still, the in-
vestment share remains historically low. There are a num-
ber of factors that contributed to this development accord-
ing to the German Council of Economic Experts

20
: Until 

2008 a strong outsourcing process in manufacturing made 
the existing capital stock for affected production stages 
superfluous. German energy costs are high in international 
comparison thereby dampening investment activity. Export 
companies’ investment strongly depends on growth of its 
key markets which was subdued in the years following the 
GFC. More structurally, Germany – but also other coun-
tries – is experiencing a big demographic change. To sat-
isfy the needs of a shrinking population less capital is 
needed. Related to the envisaged shortage of skilled 
workers firms might have adjusted capital stocks already.  

That said, the ongoing technical and structural chang-
es require enhanced investment spending. The struc-
ture of investment spending is changing towards a higher 
share of intellectual property. Since 2014 it rose strongly 
(from € 100 bn to € 128 bn in 2018) causing its share in 
investment increasing to 3.8%. It comprises key activities 
like R&D, software and databases. According to the World 
Competitiveness Report, Germany ranks only 36 in the 
adoption of ICT, this is even eight ranks lower than in 
2017. Within the EMU countries it is just middle-ranked.

21
 

Hence, there is plenty of leeway for higher investment 
spending. Generally, the digitalization of the economy pro-
ceeds only sluggishly. For the digital economy high speed 
internet is key. But in Germany the share of fiber optic 
connections in total broadband subscriptions is according 
to OECD data only at 2.1%. This compares to the highest 
value of 80.4% already reached in Korea and Germany 
only ranks 33

th
 out of a sample of 38 industrialized coun-

tries.
22

 Moreover, broadband is not available across all re-
gions, especially rural areas do not yet have full cover-
age.

23
 All in all, the change in the composition of invest-

ment towards intellectual property amid sluggish ICT adop-
tion strengthens the suspicion that ICT constitutes a bot-
tleneck for investment activity.    

Germany is losing ground in the international tax com-
petition. Following a series of corporate tax cuts that 
started about 20 years ago Germany regained attractive-

                                                      
19

 See German Council of Economic Experts: annual report 2014, p. 232f.   
20

 See German Council of Economic Experts annual reports 2016, p. 126f. 
21

 Within the EMU17 group the globally highest ranking economies as of 2019 are 
Finland (13), Estonia (16) and Spain (19) while Cyprus (58), Italy (53) and Greece 
(52) exhibit the lowest adoption of ICT. 
22

 See the OECD website Broadband Portal for this and additional data.  
23

 See the German Ministry of Economy and Finance for a detailed card of broad-
band availability in Germany.  

ness from a tax perspective. Since then, however, other 
countries also cut their corporate taxes so that corporate 
taxation is now at the upper end compared to its peers 
(see graph below). This is holding back investment activity. 
Moreover, over the past years the founding of new firms 
has considerably declined.

24
 A recent analysis of the Ger-

man Council of Economic Experts suggests that invest-
ment activity is positively linked to the start-up rate.

25
 

Hence, measures fostering the foundation of new firms 
would be conducive to investment activity.   

5. Insufficient public capital endowment   
Another driver standing behind muted equipment invest-
ment of the private sector is a lack of publicly provided 
goods. This comprises a quite heterogeneous bundle like 
infrastructure, education, research, defense and security 
and environmental protection. Empirically, there is evi-
dence that private and public capital exhibit a low degree 
of substitutionality, especially in the advanced econo-
mies.

26
 A recent study by the DIW, a German think tank, 

finds that a rise in public investment by one percent goes 
hand in hand with an increase in private investment by 
0.27 percent in the first five years. Differentiating by indi-
vidual types of investment the authors find that in Germa-
ny, private investment is strongly stimulated by public con-
struction investment.

27
  

It is a distinct feature of the German economy that the 
growth of its public capital stock has been lagging consid-
erably behind output growth, amounting to only 35% of 
GDP (as of 2013, the latest available date). This is consid-
erably below the levels of the other EMU economies sug-
gesting undersupply in Germany. France’s public capital 
stock for instance constantly exhibits a GDP share of 50%, 
the one of the US is even at 63%. We think that a share of 
at least 50% would be warranted not only when looking at 
European peer economies but also keeping in mind that 
even in the years after reunification (which caused the ra-
tio to recede due to higher GDP) a ratio of around 50% 
had still been maintained. With this assumption being 
made a public capital gap of € 487 bn emerges. This is 
quite huge but also in line with other findings. A recent 
study from the German think tank IW

28
 finds that € 450 bn 

                                                      
24

 According to the KFW Gründungsmonitor 2019 the start-up ratio (start-up founder 
per 100 working population) fell from 2.76% in 2002 to 1.06% in 2018. 
25

 See German Council of Economic Experts: annual report 2019, p. 110f 
26

 See An, Zidong et al. (2019): On the Substitution of Private and Public Capital in 
Production. IMF WP 19/232.  
27

 See Clemens, Marius et al. (2019): Public investment a key prerequisite for pri-
vate sector activity. DIW Weekly Report 31/2019, 255-261. 
28

 Hüther, Michael & Kolev, Galina (2019): Investitionsfonds für Deutschland. IW-
Policy Paper 10/19.  
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https://www.sachverstaendigenrat-wirtschaft.de/fileadmin/dateiablage/gutachten/jg201415/JG14_ges.pdf
https://www.sachverstaendigenrat-wirtschaft.de/fileadmin/dateiablage/gutachten/jg201617/chapter_three.pdf
https://www.oecd.org/internet/broadband/broadband-statistics/
https://www.bmvi.de/DE/Themen/Digitales/Breitbandausbau/Breitbandatlas-Karte/start.html
https://www.kfw.de/PDF/Download-Center/Konzernthemen/Research/PDF-Dokumente-Gründungsmonitor/KfW-Gruendungsmonitor-2019.pdf
https://www.sachverstaendigenrat-wirtschaft.de/fileadmin/dateiablage/gutachten/jg201920/JG201920_Gesamtausgabe.pdf
https://www.google.de/url?sa=t&rct=j&q=&esrc=s&source=web&cd=8&cad=rja&uact=8&ved=2ahUKEwiyn5z9vIzmAhWCLlAKHa7MCHMQFjAHegQIChAC&url=https%3A%2F%2Fwww.imf.org%2F~%2Fmedia%2FFiles%2FPublications%2FWP%2F2019%2Fwpiea2019232-print-pdf.ashx&usg=AOvVaw0hCjeWIq068RV6R8AATAbm
https://www.google.de/url?sa=t&rct=j&q=&esrc=s&source=web&cd=8&cad=rja&uact=8&ved=2ahUKEwiyn5z9vIzmAhWCLlAKHa7MCHMQFjAHegQIChAC&url=https%3A%2F%2Fwww.imf.org%2F~%2Fmedia%2FFiles%2FPublications%2FWP%2F2019%2Fwpiea2019232-print-pdf.ashx&usg=AOvVaw0hCjeWIq068RV6R8AATAbm
https://www.diw.de/documents/publikationen/73/diw_01.c.670933.de/dwr-19-31-2.pdf
https://www.diw.de/documents/publikationen/73/diw_01.c.670933.de/dwr-19-31-2.pdf
https://www.iwkoeln.de/fileadmin/user_upload/Studien/policy_papers/PDF/2019/IW-Policy_Paper_2019_Investitionsfonds_fuer_Deutschland.pdf
https://www.iwkoeln.de/fileadmin/user_upload/Studien/policy_papers/PDF/2019/IW-Policy_Paper_2019_Investitionsfonds_fuer_Deutschland.pdf
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are needed over the coming decade in order to merely 
close the infrastructure gap and to maintain competitive-
ness. Huge infrastructure needs are obvious in the area of 
transport (roads, bridges) as well as digital transformation. 
According to a poll among firms

29
 58% of all firms reported 

that they were regularly constrained by insufficient infra-
structure. This share rose to more than two thirds in 2018. 
Shortcomings concern all sectors, with construction (21%) 
and services (20%) being affected most. Not surprisingly, 
the main obstacles in 2018 were communication and 
roads.  

Summing up, lower corporate tax rates and the elimina-
tion of public infrastructure shortcomings would be 
key factors boosting investment activity significantly in 
our view. The above mentioned IW study for instance ex-
pects a permanent rise of private investments by 1.4%. In 
as much as the needed public investment is fully comple-
mentary to private investment, we expect even more 
stimulus.  

6. Is the debt brake hindering investments? 
In the public discussion and even within the German gov-
ernment there is broadening agreement about the need to 
boost infrastructure expenditures. The 2018 budget 
showed higher federal investment expenditures and ac-
cording to the projections of the 2020 budget these ex-
penditures will stay at elevated levels. Yet its budget share 
is forecast to come down from the 2018 high of 11.5%. 
This pales compared to the needed more than € 450-500 
bn to merely close the existing infrastructure gap calculat-
ed before.  

 

 

 

 

 

 

 

 

 

 

 

 
In the discussion the German debt brake is frequently 
identified as an obstacle for public investment spending. 
As explained in the box on the right, the debt brake indeed 
limits the structural deficit to a ceiling of 1%. However, it 
explicitly allows an annual structural deficit of 0.35% of 
GDP or about € 12 bn. Germany has been exhibiting struc-
tural surpluses since 2013 and the government is targeting 
a structural budget balance of ½ % of GDP in 2020. 
Hence, in the past there had been more leeway for in-
vestment spending and also future leeway is not yet ex-
hausted. The current fiscal buffer stands at slightly above 
€ 100 bn. Moreover, the structure of expenditures is not 
set in stone. An increase in the share of investment spend-
ing – if needed also at the expense of other expenditures – 
is an option.  

                                                      
29

 Grömling, Michael & Puls, Thomas (2018): Infrastrukturmängel in Deutschland 
belasten Unternehmen. IW-Konjunkturumfrage.  

That said, in practice public investment activity is 
hampered by long and cumbersome planning and ap-
proval procedures, a point former Finance Minister 
Schäuble emphasizes very much.

30
 Also, unlike other 

countries, the competencies for certain areas of invest-

                                                      
30

See “Es fließt nur nicht ab” in the Spiegel magazin about former Finance Minister 
Schäuble defending the balanced budget. 
https://www.spiegel.de/wirtschaft/soziales/wolfgang-schaeuble-verteidigt-politik-der-
schwarzen-null-a-1294978.html 

Box: The German debt brake  

The regulation entered into force in 2011 as a substitute for 
the so far eligible constitutional “Golden Rule” that new debt 
must not exceed investment expenditures, with measures to 
fight disturbances of the economic equilibrium being ex-
empted. This ruled proved ineffective. It was in the past fre-
quently offset by declaring a disturbance of the economic 
equilibrium or by means of shadow budgets and did not pre-
vent the debt ratio to advance. The new rule follows the spir-
it of the Stability and Growth Pact according to which budg-
ets shall be balanced or in surplus over the medium term.  

Following an adjustment period, since 2016 the debt brake 
allows for a federal structural budget deficit of 0.35% of GDP 
over the medium term. In 2020, the debt brake will also be-
come binding for the regions (Länder) which will have to ex-
hibit always a balanced structural budget. The definition of 
the key variables is in line with the EU methodology. Key is 
a so called control account which captures all non-cyclically 
caused deviations. Hence, a worse than expected economic 
activity has no impact (this would be captured by automatic 
stabilizers) but a wrong assessment of for instance a tax re-
form has an impact. If the medium term structural deficit ceil-
ing is not reached it is left available for future use. In case 
the cumulated balance of the control account exceeds 1.5% 
of GDP, it is to be reduced. This reduction shall take place 
only in recovery phases and is limited to annual steps of 
0.35% of GDP. Because this stretches the deficit reduction, 
the effective legal regulation already foresees a reduction of 
the structural deficit if the 1% threshold is reached.  

Exceptions are possible in emergency situations (natural 
disasters or exceptional emergencies beyond the govern-
ment’s control). They need to be approved by an absolute 
majority of lower house (Bundestag) parliamentary members 

and requires a binding redemption plan.  

As of year-end 2018 there was a plus of € 35.1 bn in the 
control account. Given that Germany will not exhibit a struc-
tural deficit in 2019 there would be a fiscal leeway of slightly 
above € 100 bn over the next two years until the 1% thresh-
old would become binding.  

 

See also German Ministry of Finance: Kompendium zur Schuldenbremse des 
Bundes  (in German) for more details 
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https://www.iwd.de/artikel/infrastrukturmaengel-in-deutschland-belasten-unternehmen-397286/
https://www.iwd.de/artikel/infrastrukturmaengel-in-deutschland-belasten-unternehmen-397286/
https://www.bundesfinanzministerium.de/Content/DE/Standardartikel/Themen/Oeffentliche_Finanzen/Schuldenbremse/kompendium-zur-schuldenbremse-des-bundes.pdf?__blob=publicationFile&v=9
https://www.bundesfinanzministerium.de/Content/DE/Standardartikel/Themen/Oeffentliche_Finanzen/Schuldenbremse/kompendium-zur-schuldenbremse-des-bundes.pdf?__blob=publicationFile&v=9
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ment are allocated between the federal level (Bund), re-
gions (Länder) and communities (Gemeinden). Hence, ag-
gregate public investment activity also depends on the will-
ingness of the non-federal entities. However, in 2019 the 
lower and upper house agreed on a constitutional change 
giving the federal state the right to invest also on the level 
of communities in the fields of education infrastructure, 
housing supply for social reasons and public railway trans-
portation.

31 
Moreover, the German construction sector is 

currently booming. Since mid-2017 the corresponding Ifo 
confidence (z-score) is more than one standard deviation 
above normal and so are order books. Bottlenecks are a 
practical obstacle for swift increase of public investment. 
That said, a longer term commitment to increased infra-
structure spending would also induce an expansion of the 
construction sector thereby mitigating these restrictions.   
We view the lacking public capital endowment of Germany 
first of all as the result of past political failure to sustain 
a healthy investment activity since the 1990s. Since 
then the share of public investment expenditures in GDP 
was in France and Italy almost twice as high as in Germa-
ny. Bureaucracy and overlapping competencies among the 
various levels of government are additional problems. The 
debt brake per se is no obstacle: It must not be mixed 
with the balanced budget benchmark (“schwarze Null”) 
that is self-imposed by the government. The viable struc-
tural deficit of about € 12 bn could be added to the project-
ed € 40 bn allowing annual public investment spending by 
about 1.5% of GDP. This would push public investment 
expenditures net of depreciation at least in line with poten-
tial growth.  

That said, the big problem is that due to meagre past pub-
lic investment spending the assessed public capital 
stock gap in the above discussed € 450 bn to € 500 bn 
range cannot be closed under the debt brake regula-
tion. Mechanically sticking to the rule could aggravate pri-
vate investment spending and widen the disadvantage 
Germany already has compared to other countries in key 
areas like digitalization. On top, the states (Länder) have 
to balance their structural budgets from 2020 onwards 
which will likely dampen their investment activities. Excep-
tions for the debt brake are very strict (see box) and would 
not apply here.  

Scrapping the German budget rule would not eliminate the 
European rules. Accordingly, Germany would be allowed 
to exhibit a structural deficit of 1.0 % of GDP (or about € 
35 bn) as its debt ratio, according to the latest EC forecast, 
falls below the 60% threshold from 2019 onwards. This 
would clearly ease matters but unlikely be a game changer 
either.  

The debt brake was implemented for good reasons: revert-
ing the rise in the debt ratio which restricts future fiscal 
leeway and hence imposes an ever increasing burden on 
future generations. In Germany it contributed to the reduc-
tion of the debt ratio from 82.5% in 2010 to just below the 
60% threshold in 2019. Moreover, currently the interest 
rate on government debt (with 10-year Bund yields at 
around -0.30 %) is well below the expected nominal 
growth rate (of around 2% in 2020) thereby putting the 

                                                      
31 See German Ministry of Finance (2019): Neue Möglichkeiten zur finanziellen Un-

terstützung der Länder in wichtigen Investitionsbereichen. Monthly Report May 
2019, 29-32. 

debt ratio on a downward trajectory anyway. This is a kind 
of fiscal goldilocks situation that should be exploited. 
However, this does not need to be the case in the longer 
run given the exceptionally accommodative present ECB 
policy stance and the projected fall in potential GDP 
growth (see also next section).  

An interesting idea to balance the various aspects of the 
debt brake is brought forward in the above cited IW study. 
The authors pledge for a federal investment budget which 
would be a legal entity under public law and completely 
owned by the federal government. According to the au-
thors, it would be in line with the debt brake and the Euro-
pean rules. Such a construction would also leave sufficient 
leeway for fiscal stimulus programs under the debt brake, 
for instance in case of a recession. Such a fiscal put would 
also be conducive to investment spending.  

Whatever option German politicians chose in the end, a 
strong boost in public investment activity is of es-
sence to ensure competitiveness and growth.  

7. Ageing a severe long term challenge 
The demographic transition has already started and will hit 
Germany harder than its European peers over the coming 
years. It ages faster than the euro area average. Its work-
ing population (15 to 64 years) is expected to fall in the 
2020 to 2040 period by 9%, compared to 8% of the euro 
area ex Germany average and only 2% in France. By 
2025, ageing will start to bite labor supply seriously 
thereby dampening growth and contributing to a fall of 
potential growth (from 1½ % now to ½ % by 2030). This 
implies that over the coming decades the share of people 
in the population that does not work will increase strongly. 
More precisely, the old-age dependency ratio, which 
measures the ratio of people older than 65 to the working 
population, will rise from 34% in 2013 to 58% in 2040 ac-
cording to the German Statistical Office

32
.  

Admittedly, there is also uncertainty surrounding these 
projections. But we find it hard to think of compensatory 
factors – such as immigration for instance – markedly eas-
ing the projected fall of the working population by 4.8 mil-
lion persons.   

 

 

 

 

 

 

 

 

 

 

A key challenge for the coming decade is to cushion the 
fallout from a shrinking working population as good as 
possible. Increasing the incentives for working is an im-
portant perquisite. The German participation rate was al-

                                                      
32 See Destatis (2015): Germany`s population by 2060. Results of the 13th coordi-
nated population projection.  

https://www.bundesfinanzministerium.de/Monatsberichte/2019/05/Inhalte/Kapitel-3-Analysen/3-3-unterstuetzung-laender.html
https://www.bundesfinanzministerium.de/Monatsberichte/2019/05/Inhalte/Kapitel-3-Analysen/3-3-unterstuetzung-laender.html
https://www.bundesfinanzministerium.de/Monatsberichte/2019/05/Inhalte/Kapitel-3-Analysen/3-3-unterstuetzung-laender.html
https://www.destatis.de/GPStatistik/servlets/MCRFileNodeServlet/DEMonografie_derivate_00001523/5124206159004.pdf;jsessionid=0EDFA73EBE669FB229AAED0566265526
https://www.destatis.de/GPStatistik/servlets/MCRFileNodeServlet/DEMonografie_derivate_00001523/5124206159004.pdf;jsessionid=0EDFA73EBE669FB229AAED0566265526
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ready at 86.6% in 2018, the highest in the euro area. 
However, for it to increase further the incentives to work 
will probably have to increase meaningfully. In 2018, the 
German tax wedge

33
 was at 49.5%, well above the OECD 

average of 36.1%. The reason behind this is to a certain 
degree the income tax rate (of 19.1% in Germany versus 
15.7% in the OECD on average in 2018). But the bulk of 
deviation from the OECD average is due to social security 
contributions. With ageing proceeding along the above 
outlined path, pressure on the social security system 
will increase further.  

Looking ahead, the situation is going to worsen. According 
to projections by the EC, the total age related costs (pen-
sions, health care, long term care) will increase from 
23.5% of GDP in 2016 to 26.7% of GDP in 2040 and to 
even 27.7% in 2060.

34
 This limits the future budgetary 

leeway significantly. As we have argued in a publication 
(“The economic and financial impact of demographics”) 
before, we expect ageing to lead to a significant fall in the 
growth potential. Therefore, with population dynamics be-
ing irreversible over the coming years, money needs to be 
spent in productivity enhancing projects like infrastructure. 
A fundamental overhaul of the social security system ap-
pears also inevitable. For instance, the Bundesbank

35
 

rightly argued recently that the pension age will have to 
increase beyond the 67 years that it will reach at the start 
of the 2030s.  
 

 

 

 

 

 

 

 

 

 

While putting the social security system on a sounder foot-
ing is of essence from an economic point of view, the po-
litical leeway to push through reforms has in our view 
already come down and will come down further. First, 
the parliament has become much more fragmented over 
the past years. The share of extreme parties on the left 
(Die Linke) and on the right (AfD) has eroded the majority 
of the former people’s partiers (the conservatives, 
CDU/CSU, and the social democrats, SPD). According to 
latest polls the joint share of the later is now clearly below 
the 50% threshold. With a higher share of extreme parties 
government formation becomes much more difficult and 
the willingness of these parties to compromise on crucial 
reform issues is likely low.  

                                                      
33

 The tax wedge is defined as the ratio between the amount of taxes paid by an 
average single worker (a single person at 100% of average earnings) without chil-
dren and the corresponding total labour cost for the employer. The average tax 
wedge measures the extent to which tax on labour income discourages employ-
ment. See the data at the OECD homepage.  
34

 See European Commission (2018): The 2018 Ageing Report. 
35

 Deutsche Bundesbank (2019): Langfristige Perspektiven der gesetzlichen Ren-
tenversicherung. Monatsbericht Oktober, 55-82. 

Related to this issue is the effect of ageing on decision 
making. It is important to be aware of the fact that the me-
dian voter’s age increased from 46 years in 1990 to 52.9 
years at the last general election in 2017. The further rise 
of the population’s median age over the coming years 
leads us to expect that by 2040 the voter median age will 
likely be close to 60 years. Old people will rule the country. 
We find it hard to imagine that people close to retiring will 
agree on reforms harming them economically. 

 

7. Conclusions: A small window for reforms left  
Summing up, we find that the German economy faces 
three major obstacles over the coming years: First, a less 
supportive global economic environment stressing its ex-
port-led growth model. A noteworthy side effect is that the 
current account surplus will likely fall over the coming 
years while staying positive. Second, an unprecedented 
labor force decline affecting the German economy harder 
than its European peers. Third, an insufficient infrastruc-
ture endowment – especially digital infrastructure and 
transportation – holds back growth and also hampers pri-
vate investment dynamics.  

Therefore, 15 years after the ‘Agenda 2010’ labor market 
reforms by Chancellor Schröder an overhaul of the Ger-
man economic system is needed to adjust the economic 
framework. Unless such reforms are taken we gauge that 
German growth will continue to underperform its EMU 
peers. A key signpost to watch for a turnaround is a bind-
ing commitment towards infrastructure spending which we 
see as a key perquisite for boosting productivity. Ways to 
circumvent restrictions from the national debt brake and 
the Fiscal Compact could be explored. From an economic 
perspective infrastructure spending is critical to foster the 
transformation of activity towards greener and cleaner 
production methods. Equally important in our view are a 
reduction of bureaucracy and an acceleration of planning 
procedures for public investments. Measures increasing 
labor supply via a higher participation rate would cushion 
the fall in labor supply. Here, the high tax wedge is a key 
obstacle. Its reduction would realistically imply further so-
cial security reforms. Seen from a broader perspective pol-
icy will have to support a tweak of the German growth 
model towards less export dependence in order to sustain 
a still healthy rate of economic expansion in the longer 
term. Measures to strengthen the services sector and do-
mestic investment activity should be embraced.  
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https://www.google.de/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=2ahUKEwieoIKK4q3mAhVMSsAKHQPbBjIQFjAAegQIAhAC&url=https%3A%2F%2Fwww.generali.com%2Fdoc%2Fjcr%3A2ec19dee-b814-4983-a093-091105089af9%2Flang%3Ait%2FCore_Matters_Ageing.pdf&usg=AOvVaw0XSttJ6i1IBOj_a_yskMqR
https://stats.oecd.org/index.aspx?queryid=55129
https://ec.europa.eu/info/publications/economy-finance/2018-ageing-report-economic-and-budgetary-projections-eu-member-states-2016-2070_en
https://www.bundesbank.de/resource/blob/811908/72900e0db766d7dfac0012c134cc5eb2/mL/2019-10-monatsbericht-data.pdf
https://www.bundesbank.de/resource/blob/811908/72900e0db766d7dfac0012c134cc5eb2/mL/2019-10-monatsbericht-data.pdf
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Time is pressing. Given the political restrictions arising 
from a now much more fragmented parliament, an ageing 
median voter and the fact that labor supply will start to 
shrink significantly by 2025, we think that reforms along 
the outlined path need to be launched over the coming 
three to five years in order to improve the growth out-
look.  

Short term, Germany is able to fiscally fight a recession 
(even while respecting its own debt brake). This can really 
be a plus in case of a more general slowdown, especially 
given that monetary policy has already reached its limits.  

From a financial market perspective we are therefore cau-
tiously constructive on German assets (especially equities 
and corporates) over the next year. Longer term, howev-
er, we favor a more prudent stance on Germany until 
clearer signs emerge that key steps are taken to im-
prove the long term growth outlook. The relative appeal 
of German equities looks indeed at risk due to the threat of 
de-globalization and mounting competition from EMs as 
the MSCI Germany index is characterized by a very low 
domestic sales exposure of its members (only around 28% 
of sales are local). German equities also show one of the 
highest negative correlations to trade frictions (as Chinese 
equities do). Additionally, being a cyclical index, the MSCI 
Germany also potentially suffers from reduced growth due 
to slowing trade growth contribution to global GDP one.  

More specifically, we recommend maintaining a prudent 
stance on the car industry and more generally on sectors 
more strongly exposed to exports like discretionary, indus-
trials and material. They make 42% of the MSCI Germany 
index and are historically mostly affected by spikes in trade 
uncertainty. The cautious stance on these sectors also ap-
plies to corporates.   

We would only be willing to adopt a more bullish stance on 
Germany in case key reform needs are tackled. We view 
the boost of infrastructure spending as a key signpost but 
would also turn more positive in case of other potential 
growth enhancing measures like corporate tax cuts and a 
reduction of the tax wedge.   

Yields on German government debt are currently in nega-
tive territory up to the 15-year bucket. Given our macroe-
conomic and monetary policy scenario for the coming 
years (see also “Investment Returns: A 5-year perspec-
tive“) we expect 10-year Bunds to rise to 0.7% within five 
years. In the case of a bold debt-financed infrastructure 
program we would expect a higher reading well beyond 
the 1% threshold.  

 

https://www.generali-investments.com/investment-returns-a-5-year-perspective-2/
https://www.generali-investments.com/investment-returns-a-5-year-perspective-2/
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