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Germany's long road
to the here and now

The country’s economic structure

fits ever less into the 21st century

Welcome to the year 2025! In my Christmas newsletter, | tried to
cheer you up a little with a bouquet of good news. Alas, | must
now return to the same old, same old and address a difficult
topic. Germany is the undisputed market leader in 20th century
products. Unfortunately, we are now well into the 21st century.

The German export boom is over, well and truly

The German economy had enjoyed an enormous export expan-
sion, particularly at the beginning of the century. It was driven
not only by high-quality products, but also by two supporting
structural changes. Firstly, the introduction of the Euro meant
that German companies were able to export super-competitively
to the rest of the world with a currency that was fundamentally
undervalued. An appreciation of the Deutschmark, which would
have made short thrift of the export boom, could no longer hap-
pen. | am convinced that Germany benefited more from the sin-
gle currency than any other country. Secondly, China emerged
as a new player in global trade. The massive investment drive in
China increased demand for German equipment, mechanical
engineering products and vehicles. All the stuff that traditionally
had a "Made in Germany" sticker on it. But in the meantime,
China itself has become an industrial powerhouse and no longer
needs to import as much from Germany. The German export-
driven growth model is irretrievably passé.

A product update is needed

And this is not just the result of burgeoning protectionism and a
less dynamic global economy. Germany has become a bit smug
during the past streak of export successes. As a result, there is
now less and less demand for the German products worldwide.
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in 20th century
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Fig. 1: German exports
are less in demand
(elasticity of German
export growth with
respect to global import
growth, 5-year-avg.)

1.4

1,2 -

1.0 l.l“-.

08

0,6 .

0,4

o il

0,0
o w o v o
S o = -

S o o o

I s I S A S B <

Source: IMF, LBBW Research



Figure 1 shows the "elasticity" of German exports in relation to
the expansion of the global import demand. A value of 1 is to be
interpreted as German exports growing in line with the global de-
mand. Until the financial crisis, German exports expanded at a
disproportionately rapid rate ("high elasticity"): values were
above the 1, outgrowing global trade. In the recent past, how-
ever, German products have been less and less in demand
worldwide (elasticity below 1). The trend (dashed line) speaks
loud and clear.

Germany must catch up in future technologies

Alas, a trend reversal is not to be expected. The bestsellers of
the 21st century are data-driven and have a high digital technol-
ogy content. And it is precisely in these areas that German com-
panies are not investing enough. Figure 2 shows that far too little
is being invested in information and communication technology
(ICT) and intellectual property products (IP). By ducking the tech-
nologies of the future, Germany will not regain its export prow-
ess. A mindset shift is needed. Away from trying to preserve the
successes of the past and towards embracing the products and
ideas of the future. That is risky. That is breaking new ground.
But that is also the only way forward.

America is leaving Europe in the dust

The delayed structural change is not just a purely German chal-
lenge: Figure 3 shows that there are hardly any successful young
companies in Europe. All European companies younger than 50
years old but worth more than 10 billion dollars (in blue) are col-
lectively worth just as much as Home Depot alone! We must en-
dorse the future, lest our economy will turn into a museum. This
shift not only includes a business environment that encourages
research, development and entrepreneurship. But many compa-
nies will also have to endorse change and confront the opportu-
nities ahead head-on. The world is not waiting for us.
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Fig. 3: Value of public
companies younger than
50 years with market
capitalization at least
$10 billion
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