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The Right Path?
While Germany is trying to weather the effects of the 
current global slowdown and prepare itself to take advan-
tage of a global rebound, several questions arise: Is the
country’s current economic model the best to generate
sustainable growth? Should Germany remain so dependent
on exports as its engine of growth? Or should it pay more
attention to productivity and job creation in the domestic
economy, especially in services?

What’s Going On in Germany?
Germany’s economic performance is suffering, when com-
pared to its neighbors, because of a lack of jobs — espe-
cially highly productive
ones. Germany’s overall
productivity performance
has been mediocre in
recent years compared to
the United States and sev-
eral other European coun-
tries. Even in its frequently
hailed export-oriented
manufacturing sector,
Germany lags productivity
growth in the United
Kingdom, Sweden, and 
the United States and 
has done no better 
than France and the
Netherlands. In market
services, Germany shows,
by far, the worst perform-
ance among its peers.

Since 1995, both Europe
and the United States
have generated about
two-thirds of their GDP growth by labor productivity and
about one-third by an increase in working hours. In
Germany, on the other hand, GDP growth was almost
exclusively generated by productivity, which slowed down
dramatically in recent years (to only 1.2 per cent in the
market economy between 2000 and 2007). And, while

new jobs were created in the services sector of the econ-
omy during the early 2000s — overall, total working hours
declined.

The current recession doesn’t make things easier. Not only
is it more difficult than ever to create productive jobs, one
also needs to think hard about which jobs to cut and which
to save to ensure sustainable post-recession growth and
competitiveness. Without better productivity growth and
the creation of more highly-productive jobs, Germany’s
standard of living is likely to be threatened as prosperity
and international competitiveness erode.

Why Productivity
Matters
Prosperity — economic
growth, social development,
and improvements in liv-
ing standards — depends
on two factors: productiv-
ity, specifically labor 
productivity, measured 
as output per hour
worked, and labor input
growth, measured as total
working hours. The bad
news for Germany — newly
created jobs have been, 
to a large extent, low pro-
ductivity ones, especially
in the service sector. Low
productivity jobs mean
lower compensation, lower
demand, and hence fewer
opportunities for improv-
ing living standards. By
contrast, more productive

jobs are the primary mechanism by which the gains from
growth can be distributed across the economy — to 
consumers through lower prices, to workers as higher
rewards, and to businesses by providing the resources for
new investments — creating a sustainable growth path and
a higher living standard.
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Since the mid-1990s Germany has underperformed 
on virtually every growth performance indicator

Average annual growth rates of output, income, productivity, and hours worked,
1995-2008

GDP per GDP per GDP per Total hours 
GDP capita working hour worker worked

Germany 1.5 1.4 1.5 0.9 0.0

France 2.1 1.6 1.4 1.0 0.7

Netherlands 2.7 2.1 1.3 1.2 1.4

Sweden 2.8 2.7 2.1 2.0 0.7

United Kingdom 2.7 2.3 2.1 1.8 0.6

United States 2.9 1.9 2.0 1.8 0.8

EU-15 2.2 1.9 1.3 1.0 0.9

Source: The Conference Board
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Leading Out of the Downturn
While there is no silver bullet for creating high-productivity
jobs, the strategies, attitudes, and policies of business,
workers, and government do create the culture and condi-
tions that allows such job creation to flourish — or die.
Strikingly large differences exist between countries’ ability
to simultaneously raise productivity and employment. But
the final word is that a “receptive” economic environment
is the key to translating innovation into highly productive
jobs that fuel sustainable economic growth. And it is here
that Germany lags behind many of its peers.

For example, Sweden has grown productivity about twice
as fast as Germany between 1995 and 2008, combined
with a small, albeit significant, increase in labor inputs 
(0.7 percent) over the same period (i.e., more people,
working more hours in more productive jobs). Since 1995,
the Netherlands have increased working hours at twice the
Swedish rate, but productivity growth fell behind that of
Sweden (though still ahead of Germany) — with people
working more hours, but
not at particularly produc-
tive jobs.

Outlook and Action:
Investment in
Innovation and
Intangibles
Productive jobs require
investments in innovation.
Hard investment in infor-
mation and communica-
tion technology (ICT)
helps, particularly in serv-
ices, but it is not suffi-
cient. Intangible
investments — organiza-
tional improvements, tech-
nological know-how,
marketing and brand-
building, and knowledge
management — which are the key to innovation and pro-
ductivity growth — are weak in Germany, when compared
with France, the United Kingdom, and the United States. At
only 7 percent of GDP in the market sector of the econ-

omy, intangible investments are low in Germany compared
with other Northwest European countries (8 percent in
France, 10 percent in the UK) and the United States (over
12 percent of GDP, based on 2004 data).

Intangible investment also reflects some of the key human
capital inputs required to sustain innovation and productiv-
ity growth, primarily through education, training, and
increased skills of workers. And they reflect the overall
process of business and societal innovations, including 
the improvement of organizational and management
processes. These create a competitive market environ-
ment that rewards the development of new products, 
services, and ways of doing business.

Incentives for Investment Can Be Created
Some factors that may threaten the creation of productive
jobs and productivity growth, such as increased competi-

tion from low-wage
economies and the cre-
ation of more relatively
low-productive service
jobs, are difficult to
change and may not be
under the direct control 
of business leaders and
policy makers.

Ultimately, however,
improved productivity
depends on attitudes 
and policies toward inter-
national competitiveness,
product market develop-
ment, labor market coordi-
nation and flexibility, and
other regulatory changes.
Better incentives for 
individuals, business, and
government for investing
in information and com-
munication technologies,

human capital, and other kinds of intangible capital can
make a large difference in raising the productivity of jobs—
and ensuring the long-term prosperity and competitive-
ness of a nation.
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Intangible investments are key to supporting 
innovation and productivity growth

Contribution of intangible assets to the growth of labor productivity 
in the market sector, 1995-2003 (by percentage point)
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