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I. The Current Situation
It is really bad.

12:00 – 12:30



Macroeconomic Perspective
Germany has been stagnant for seven years.

All drivers of GDP growth signal trouble.



Germany is a rich country...

• When comparing Germany with other populous countries, it is one of the richest:
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Among nations with 40m+ population, 

only the US does better.

The German GDP per capita is 

70% higher than in Japan, 

20% higher than in France.



...but Germany experiences an unprecedented stagnation.

• GDP per capita has been stagnant since 2018:
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This is not a business cycle downturn. 

It looks like a structural problem.

Note the difference between 

short- and long-term growth: 

Does utilization of capacity increase or 

does the capacity to produce increase?

Fiscal & monetary stimulus help with 

short-run growth, not long-term growth.



Seven years without getting richer.

• Germany has experienced a series of bad years like never before:
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Germany’s GDP per capita 

growth rate is steadily declining.

The nation recovered from crises 

in the past. Now it does not.

We need to analyze the three drivers 

of long-run GDP growth:

Labor input, capital stock, productivity.

All signal there is a structural problem.



Not a surprise: There are huge demographic changes in Germany.

• With baby boomers retiring, roughly speaking, the nation will lose one in ten employees within ten years:
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The government does something:

Financial Times, Oct 15, 2025

But how much effect will this have?

Note that social contributions remain unchanged.

Baby boomers will still be around and vote:

Will they confuse the voting booth with an ATM?

MINUS 11%

https://on.ft.com/47b09s8


Future GDP growth rate in Germany: −1 + 1 = 0

• Due to Germany’s demographics, there is little cause for optimism (GCEE, Nov 2023):
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Given that this medium-term projection

does not anticipate any major shocks 

it is arguably an optimistic scenario!

It is fair to assume that the projected 

0.4 percent annual growth of GDP

will turn out to be basically zero.

https://www.sachverstaendigenrat-wirtschaft.de/en/annualreport-2023.html


Germans work rarely, little.

• Across the OECD, no country clocks in fewer hours per people in employment than Germany:
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German employee math:

10 days: paid public holiday

20 days: paid sick leave

30 days: paid vacation

 1/4 of the year not working!

“Germany is a collective   

amusement park.” 

– Helmut Kohl, 1993

https://www.swr.de/kultur/gesellschaft/mehr-arbeit-und-mehr-leistung-die-schwarze-paedagogik-der-bundesrepublik-100.html


Work is a four-letter word in Germany. 1/2

• Much of German workers' pay doesn't end up in their pockets:
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In a way, every second 

hour worked by a 

German employee yields 

no net income.

They work for someone 

else half the time.



Work is a four-letter word in Germany. 2/2

• Yes, you can work more – but your disposable income will largely remain the same:
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Eiger 

Nordwand

The famous “Eiger Nordwand”, 

(Hans-Werner Sinn, Ist Deutschland 

noch zu retten, 2006) is still present –

strongly deterring (full-time) work.



Half the new jobs produce (almost) nothing.

• Almost every second new job in Germany is only to deal with bureaucracy (IAB, Oct 20, 2025)!

• Firms report that this bureaucracy raises costs, cuts productivity, reduces investments, 

weakens their competitiveness, and hamstrings their innovation (in line with Aghion et al., AER 2023).

• Bureaucratic hurdles include the General Data Protection Regulation (GDPR), EU AI Act, 

Supply Chain Due Diligence Act, Energy Security Act, Skilled Workers Immigration Act, 

Sustainability Reporting under ESG Criteria, and many other laws / regulations.
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https://www.nzz.ch/der-andere-blick/die-buerokratie-frisst-deutschlands-arbeitskraefte-das-kann-sich-das-land-nicht-laenger-leisten-ld.1907997
https://iab-forum.de/die-betriebe-mussten-in-den-letzten-drei-jahren-325-000-arbeitskraefte-zusaetzlich-einstellen-um-die-gewachsene-buerokratie-zu-bewaeltigen/
https://www.aeaweb.org/articles?id=10.1257/aer.20210107


Foreign talent – yes, but…

• Germany’s foreign population is bi-polar in education and low in earnings according to official data.

Assuming you need to make €2'500 net to be a net contributor to public finances (see Table 3-2 here), 

roughly 77% (or 87% those with migration background) are net recipients of government money 

in one form or another. 
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https://www.destatis.de/DE/Themen/Gesellschaft-Umwelt/Bevoelkerung/Migration-Integration/Publikationen/Downloads-Migration/migrationshintergrund-endergebnisse-2010220217004.html
https://www.destatis.de/DE/Themen/Gesellschaft-Umwelt/Bevoelkerung/Migration-Integration/Tabellen/migrationshintergrund-nettoeinkommen.html
https://www.iwkoeln.de/studien/martin-beznoska-die-verteilung-von-steuern-sozialabgaben-und-transfereinkommen-der-privaten-haushalte.html


Investment has been too low for decades in Germany.

• Even in the coming years, the IMF forecasts no return to the 25-35 percent sweet spot:
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Years of underinvestment 

now show impact. 

Look at the Carola bridge 

in Dresden.

Private sector investment (Index: Q4 2019 = 100)

KfW, No. 485, 2025

https://www.kfw.de/%C3%9Cber-die-KfW/Service/Download-Center/Konzernthemen/Research/Fokus-Volkswirtschaft/


Productivity growth and R&D spending disappoint in Germany.

• Germany no longer keeps up with the United States or China:
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Educational performance is worsening a lot.

• The latest rounds of PISA tests saw German students’ performance in freefall:

• According to the 2025 IQB report, first-generation migrants in Germany score about 400 on reading & math,

roughly ranking 60th globally – on par with Mexico or Bulgaria. They make up a large fraction of pupils today.
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https://www.iqb.hu-berlin.de/de/


Business Perspective
Germany’s industry has declined for years.

The all-important car industry, too.



The business perspective: What’s Germany good at?

• Exports tell us a lot about a nation’s strengths. For Germany, we find that cars are key:
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Legge & Rupp (2025) “The Business Model of Nations”

https://ile.unisg.ch/news/the-business-model-of-nations/


Germany’s all-important car industry is in trouble.

• If cars are the heart of the German economy, is there a risk of a heart attack? 

Or, put differently, does Germany face a Nokia moment like Finland in 2007?
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Rank Company Market Cap PE ratio

1 Tesla $1’430 bn 257.0

2 Toyota $250 bn 9.0

3 Xiaomi $163 bn 31.5

4 BYD $132 bn 12.8

5 Ferrari $68 bn 37

6 Mercedes-Benz $59 bn 7.4

7 Maruti Suzuki India $58 bn 35.1

8 BMW $56 bn 8.5

9 General Motors $54 bn 8.7

10 Volkswagen $53 bn 5.4

Firms by Market Cap, Yahoo Finance, Oct 15, 2025



Car production: China and India rise, Europe declines.

• China now accounts for 1/3 of total production, Germany only 4.4% – down from 6.5% a decade ago (OICA):
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Minus 31% since 2015

https://www.oica.net/category/production-statistics/2023-statistics/


Germany’s listed companies: cigars butts?

• When looking at the DAX, do we see a corporate museum?

BASF with 112k employees is worth little more than a Swiss chocolate maker with 15k employees!
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as of mid-October 2025

German firms lack profitability. 

The total economic profit, 

including non-listed companies, 

is just 12% of the US level and 

154% of Swiss firms. 
(Crux of Capitalism, insight #3)

https://www.cruxofcapitalism.com/our-insights


Germany’s industrial production is falling.

• The latest news from Wiesbaden is shockingly bad (Financial Times, Oct 8, 2025):
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This wasn’t me…

https://www.ft.com/content/745fff84-2cbf-491c-b70c-e39bc8edaa39


The energy transition – a role model for whom?

• No top-20 economy reduced its energy consumption like Germany. None grew as little. Coincidence?

And despite all efforts, Germany still runs 77 percent on fossil fuels.
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Germany sells electricity cheap, buys at higher prices.

• Germany’s Energiewende also pops up in trade data – as cautionary tale:
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Terms of trade are the ratio of 

export to import prices.

On average, Germany 

buys electricity for €109 / MWh 

and sells for €52 / MWh.

Buy high, sell low –

that’s not how you make money.



It’s not 2000 anymore. There’s a new, big rival.

• The world went from BRIC to BRICS+ (Legge, 2025):

• China is no longer the cheap workbench of the world, instead leads 57 out of 64 technologies (ASPI).

• Europe’s post-WW2 success was based on historical anomalies (Ganesh, March 5, 2025):

(i) Peace dividend, (ii) demographic dividend, (iii) lack of competition.
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2000 2025

https://youtu.be/6xb1U_bju6c?si=8mWVYVw4WMSnVqEu
https://www.aspistrategist.org.au/critical-technology-tracker-two-decade-data-shows-rewards-of-long-term-research-investment/
https://www.ft.com/content/37053b2b-ccda-4ce3-a25d-f1d0f82e7989


II. The Future
Things can be better again

12:30 – 12:50



The opposable mind is the 

predisposition and the capacity 

to hold two diametrically 

opposing ideas in your head.

Roger L. Martin



Identifying Strengths
Germany is still a highly successful nation.



Germany’s hidden champions are still indispensable.

• As a result of the ICT revolution, we got a globalization of production with global supply chains.
In the words of Pankaj Ghemawat (HBR 2007): Adaptation, Aggregation and (new) Arbitrage

• Most high-value products are now essentially global products – and German firms are indispensable in B2B. 
Overall, 1’500+ hidden champions, almost 20 per 1m population (Simon 2022). 
Apple, for instance, has 767 suppliers in Germany. This include companies like ZEISS and TRUMPF.
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https://hbr.org/2007/03/managing-differences-the-central-challenge-of-global-strategy
https://link.springer.com/book/10.1007/978-3-030-92597-0
https://www.apple.com/uk/job-creation/


Germany still produces highly complex goods.

• Germany is still innovative, producing highly complex products (Harvard Growth Lab):
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https://atlas.hks.harvard.edu/rankings


Germany is still home to innovation.

• The Fatherland remains among the world’s most innovative nations (WIPO 2025):
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The WIPO Global Innovation Index (GII) ranking

is a composite measure of innovation performance based 

on two equally weighted components:

1. Innovation Input Sub-Index — what enables innovation

* Institutions (political, regulatory, business environment)

* Human capital & research (education, R&D, researchers)

* Infrastructure (ICTs, energy, general infrastructure)

* Market sophistication (credit, investment, trade, competition)

* Business sophistication (knowledge workers, etc.)

2. Innovation Output Sub-Index — what innovation produces

* Knowledge & technology outputs (patents, publications, 

high-tech exports, productivity)

* Creative outputs (intangible assets, creative goods/services, 

online creativity)

Each pillar contains multiple indicators (78 in 2025).

https://www.wipo.int/web-publications/global-innovation-index-2025/en/gii-2025-results.html


Implementing Reforms
The last bullet missed its target.

But better policies are possible.



What will the Sondervermögen achieve? Debt. A lot of it. 

• The public sector grew massively in recent years – for better infrastructure & military?
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How much of a fiscal switching yard 

is this sonderbare Vermögen? 

The Ministry of Transport’s budget is cut 

from €38bn in 2025 to €28bn in 2026.

Bridges & roads are not built with money, 

but people & equipment (and permission).

In 2026, total spending at the federal level 

is projected to be €630 billion of which 

€174 billion are financed with new debt.

Every third Euro spent is borrowed (BR).

https://www.bundeshaushalt.de/DE/Bundeshaushalt-digital/bundeshaushalt-digital.html
https://www.br.de/nachrichten/deutschland-welt/bundesrechnungshof-deutschland-lebt-ueber-seine-verhaeltnisse,Ux4dddJ


Increasingly, voters seek an alternative for Germany.

• Massive public spending has not made the two key parties more popular. 

• What’s next then?
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What to do now?

• The Federal Minister of Economic Affairs recently got some advice (Oct 6, 2025). 

Let me build upon this. Some key points:

➢ Clarify policy preferences. 

Zero- or de-growth comes with a heavy price tag (Moral Consequences of Growth, 2006).

➢ Cut red tape. Everywhere. With a chainsaw. 

Otherwise, nothing will happen – either because planning takes too long or because it’s illegal.

➢ Cut welfare for the middle class. 

Left-pocket / right-pocket redistribution is a good vote grabbing strategy but highly inefficient.

➢ Welcome talent from abroad but be demanding. 

Language & work are a must. Crime a no-go. There is no such thing as an immigrant – discriminate properly.

➢ At the European level, finally establish a single market and embrace scale. Big can be beautiful.
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https://www.bundeswirtschaftsministerium.de/Redaktion/DE/Pressemitteilungen/2025/10/20251006-wirtschaftsministerin-katherina-reiche-dankt-wissenschaftlichem-beraterkreis-fuer-vorschlaege-zu-wachstumsagenda.html
https://www.jstor.org/stable/40657650


Cut regulation. Lots of it.

• “These days, if you think about opening up a dairy shop across the street, you might as well forget about that.”

– Hans-Rudolf Merz, former Swiss Federal Council, NZZ, March 3, 2025

• It’s no better in Germany or the US (Abundance). Red tape (FT, Sep 13, 2025) as in Gulliver’s Travels (1726):
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https://www.nzz.ch/schweiz/blocher-der-bundesrat-muesste-massiv-eingreifen-und-radikal-kosten-streichen-merz-raedibutz-ld.1870328
https://en.wikipedia.org/wiki/Abundance_(Klein_and_Thompson_book)
https://www.ft.com/content/484d8c2a-b61d-42f1-9d57-5d2d8c83c6d3
https://en.wikipedia.org/wiki/Gulliver%27s_Travels


Does Merz still remember what he used to be known for?

• He once had a brilliant idea – and used beer coasters to illustrate it:
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Family income: €42’000

Allowance: 2 x €8’000

Taxable income: €26’000

Income tax: 

€10’000 x 12% 

+ €10’000 x 24%

+ €6’000 x 36%

= €5’760



But some people will complain about reforms…

• Policymakers ought to recall what German politicians of the past said:
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Konrad Adenauer (1963):

The most important thing is courage! 

A good politician must not only know 

many things, must not only think 

realistically, must be capable of reflection 

— but he must also have the courage to 

tell others what he has recognized as right, 

to convey it, and to carry it out.

Helmut Kohl (1982): 

The dogs bark but the caravan moves on.
Franz Josef Strauß:

Everybody's darling is everybody's Depp.

https://www.konrad-adenauer.de/zitate/seite/?tx_kasbase_quoteshow%5Baction%5D=show&tx_kasbase_quoteshow%5Bcontroller%5D=Quote&tx_kasbase_quoteshow%5Bquote%5D=1155&cHash=e0f5f0e22620c3ab01497d57554be7f6
https://www.welt.de/print/die_welt/debatte/article157953076/Letter-from-Europe-Die-Saetze-der-Politiker.html
https://www.handelsblatt.com/politik/deutschland/zum-100-geburtstag-von-franz-josef-strauss-everybodys-darling-is-everybodys-depp-/12278162.html


III. Conclusion
Key points & discussion

12:50 – 13:00



There is plenty going wrong for Germany.

• The list of worrying developments – domestic and international – is long:

o Zero economic growth – zero-sum thinking and fragmented politics in Germany. 

o Sticky price & wage inflation – Room for fiscal & monetary stimulus largely exhausted. 

Tax-to-GDP is already at record-high. And Germany does not face a business cycle problem. It is structural.

o Major demographic shifts – Germany will lose 11% of its working-age population in the next ten years.

o Educational results are getting worse (PISA) – Germany’s foreign migration is low-earning (DeStatis). 

o Rising impact of climate change – Germany’s Energiewende is no role model for others.

o While German SAP pays 30%+ effective tax rate, American Oracle gets away with about 8%.

o Support for free international trade is waning – but Germany’s exports are 50% of GDP. 

o Geopolitical rivalries heat up, Hobbes is winning over Kant (Robert Kagan) – Germany is defenseless.

o Unprecedented technological sprint regarding robotics & AI – Europe regulates while USA/CHN innovate.

• All in all, a multitude of overlapping and interrelated negative developments.
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https://www.nber.org/papers/w31688
https://data.oecd.org/tax/tax-revenue.htm
https://de.wikipedia.org/wiki/PISA-Studien
https://www.destatis.de/DE/Themen/Gesellschaft-Umwelt/Bevoelkerung/Migration-Integration/Tabellen/migrationshintergrund-nettoeinkommen.html
https://www.sap.com/investors/en/financial-documents-and-events.html
https://investor.oracle.com/financials/default.aspx
https://www.google.ch/books/edition/Of_Paradise_and_Power/_o4OWvFZTskC?hl=en&gbpv=1&printsec=frontcover
https://www.bild.de/politik/inland/politik-inland/oberster-heeresfuehrer-spricht-nach-ukraine-invasion-klartext-die-bundeswehr-ist-79259784.bild.html


Pessimism is no fertile ground for economic progress.

• Recall what we learned from Joel Mokyr, recently awarded the Nobel Prize in economics.

• Lately, we observe a rise in pessimism in German-speaking countries (Stiftung Zukunft.li, Oktober 2025).
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Financial Times, Jan 5, 2024

https://www.linkedin.com/posts/stiftung-zukunft-li_wachstum-nobelpreis-fortschritt-activity-7386035546009284608-sF5z?utm_source=share&utm_medium=member_desktop&rcm=ACoAACB7hhkB9hestFIVpWHbDrSIU2aHVQNYCaY
https://www.ft.com/content/e577411e-3bf2-4fb4-872a-8b7d5e9139d3


Conclusion: Let’s sum up the main points.

• Germany’s economy is in big trouble. And it’s getting worse. 

GDP per capita has been stagnant since 2018 and is likely to stagnate for another decade.

• The car industry was, is, and will be key to Germany’s economic success.

A diversified set of other and also new successful export products exist, but scale is lacking.

Hidden champions in niches can be nice – alas, a populous nation like Germany requires more.

It has a below-average share of start-ups with weak post-entry performance (OECD, 2025).

• The nation still has options to adjust to new circumstances.

Germany will not, cannot just copy the US. It has an entirely different business environment (Evenett & Legge) 

and thus must carve out its own path, building & nurturing upon existing strengths.

• Investors might look out for cigar butt businesses in Germany: Cheap companies with a few puffs left.

• With a set of serious reforms, one of the world’s most innovative nations can regain momentum.

Optimism is a duty, as Karl Popper said.

43

https://www.oecd.org/content/dam/oecd/en/publications/reports/2025/06/oecd-insights-on-productivity-and-business-dynamics-country-notes_2e4ed11c/germany_734f324d/93e9095e-en.pdf
https://www.dropbox.com/scl/fi/wp6yer0jvccyrczo5n6w6/Evenett-Legge-TN-Varieties-of-Capitalism.pdf?rlkey=h4ebg0tjloir281l5rajd0ne2&dl=0


University of St.Gallen (HSG)

Institute for Law and Economics 

Varnbüelstrasse 19 

9000 St.Gallen 

 

ile.unisg.ch

Thank you.
Let’s discuss now.

Vice Director, Head of Tax & Trade Policy

+41 71 224 23 38

stefan.legge@unisg.ch

www.stefanlegge.com

Dr. Stefan Legge
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