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German Economy

Germany is one of the most highly developed industrial nations in the world and, after the USA and Japan has the world’s third largest national economy (Organization for Economic Co-operation and Development (OECD), 2006). With an export volume of EUR 734 billion or one third of the gross domestic product (GDP) in 2004, Germany is the biggest exporter of goods worldwide (Straubhaar, 2006). In 2004, industry accounted for 84% of total exports (Straubhaar, 2006) and comprised 29.1% of GDP, with services making up 69.8% of GDP and agriculture 1.1% of GDP (World Bank, 2007). According to the CIA World Factbook (2007) Germany is among the world’s largest and most technologically advanced producers of iron, steel, coal, cement, chemicals, machinery, vehicles, machine tools, electronics, food and beverages, shipbuilding, and textiles. Germany’s main agriculture products are potatoes, wheat, barley, sugar beets, fruit, cabbages, cattle, pigs, and poultry. 


Although the living standard in Germany is relatively high and the prices are reasonably stable, the economy is facing some structural problems with regard to the welfare systems and the labor market (Straubhaar, 2006). Germany’s high unemployment rate during the past decade was due to macroeconomic stagnation, the declining level of investment in plant and equipment, company restructuring, flat domestic consumption, structural rigidities in the labor market, lack of competition in the service sector, and high interest rates (Central Intelligence Agency (CIA), 2007). However according to the World Factbook (CIA, 2007), after a long period of stagnation with an average GDP growth rate of 0.7% between years 2001 to 2005, 2006 shows considerable improvement with 2.7% growth and a fall in unemployment to about 8%. In addition the country is grappling with the financial burden of reunification, which involves annual transfers from west to east of EUR 80 billion, or 4% of GDP (Straubhaar, 2006). 

Sectors of Gross Domestic Product

Gross domestic product is comprised of agriculture, industry, and service sectors. Percentages of Germany’s GDP for each sector are similar between various sources. Most recently, for example, data from the Federal Statistical Office of Germany (2007) reveals 1.0%, 29.9%, and 69.1% of 2006 GDP for agriculture, industry, and services, respectively. The CIA Factbook (2007) gives 2006 estimates of 0.9%, 29.1%, and 70.0% to respective sectors. For the year 2004, the Federal Statistical Office of Germany (2007) indicates percentages of GDP for agriculture, industry, and services as 1.2%, 28.9%, and 69.9% respectively. Similar data from the World Bank Group (2007) gives 2004 values of 1.1%, 29.1%, and 69.8% to respective sectors. 

Percentages of GDP from agriculture, industry, and services in Japan (the second biggest national economy) are strikingly similar, 1.0%, 31%, and 68% in 2003 (World Bank, 2007). However, other countries share this breakdown (1, 30, 69 give or take 2%) of relative percentages of sectors comprising GDP, such as Austria, Canada, Denmark, Finland, Italy, Netherlands, South Africa, and Sweden (CIA, 2007). The Federal Statistical Office of Germany (2007) breaks down industry and service sectors even further. For 2006, industry including energy represented 25.96% of GDP and construction represented 3.95% of GDP. In the 2006 service sector, trade and transport represented 18.3%, financial, renting and business activities were 28.95%, and other service activities were 21.9% of GDP.

Germany’s Major Industries


According to the World Bank (2007), the agriculture sector of GDP includes forestry, hunting, and fishing, as well as cultivation of crops and livestock production. The industry sector includes manufacturing, mining, construction, electricity, water, and gas. The service sector of GDP includes wholesale and retail trade (including hotels and restaurants), transport, and government, financial, professional, and personal services such as education, health care, and real estate services.  
Information from the CIA World Factbook (2007) portrays similarities between industries and agricultural products of various countries. For example Germany, Japan, and Sweden all produce steel and vehicles. Denmark and Ireland share Germany’s industries of steel, chemicals, and shipbuilding. Germany and Japan additionally produce machine tools, electronics, and textiles. As far as agriculture, Germany and Japan both produce sugar beets, fruit, pork, and poultry. However, rice is Japan’s major form of agriculture. Germany and Czech Republic have very similar agricultural products including potatoes, wheat, barley, sugar beets, fruit, pigs, and poultry. The only difference is that Germany produces cabbages and cattle, whereas Czech Republic produces hops. 


Straubhaar (2006) lists the most important branches of German industry. Thanks to its six renowned automobile manufacturers VW, Audi, BMW, DaimlerChrysler, Porshe, and Opel (General Motors), Germany takes its place alongside Japan and the USA as one of the top three auto manufacturers in the world. Car making is followed in importance by electrical engineering, mechanical engineering, as well as the chemical industry. Although industry continues to be the backbone of the German economy, the importance of industry is declining and it is increasingly being replaced by the service sector (Straubhaar, 2006). Information and communications technology is swiftly becoming a driving force of the service sector. Today, Germany is the biggest mobile phone and internet market in all of Europe (Straubhaar, 2006).

Determining GDP


A thorough search of the CIA, IMF, World Bank, OECD, and German Federal Statistical Office websites lead to a well referenced source of GDP methodology, the 1993 System of National Accounts (SNA 93), which I found linked on the UN site (United Nations, 1993). After attempting to grasp this fine and verbose piece of work, I felt similar to the cartoon in Figure 1. “Something is definitely happening. What? What? I just told you: something!” I found Frank and Bernanke (2007) to give a rather refreshing rundown on the intricacies of measuring GDP after reviewing the SNA 93. 
According to Frank and Bernanke (2007) gross domestic product is defined as the market value of the final goods and services produced in a country during a given period. GDP is an aggregate of the market values of the many goods and services produced in a country. Economists determine the market value by adding up the “value added” by each firm in the production process. The value added by any firm equals the market value of its product or service minus the cost of inputs purchased from other firms. 


The value of the final goods and services is determined by the value added method. Final goods and services are the end products of the production process consumed by the ultimate user, and are counted in the GDP. Intermediate goods and services, which are used up in the production of final goods and services, are not part of the GDP to avoid double counting. Only newly produced capital goods, such as factories and machines, are treated as final goods and are counted in GDP. Additionally, only goods and services produced within a nation’s borders within the current year are counted as part of the current year GDP (Frank and Bernanke, 2007).


Three approaches to determining GDP are via the production, expenditure, or income method (Frank and Bernanke, 2007). GDP can be expressed equally well as 1) the market value of production, 2) total expenditure (consumption, investment, government purchases, net exports), or 3) total income (labor income and capital income). According to the Federal Statistical Office Germany (2007), “the production approach means that the GDP is obtained by calculating the value added of all producers as the difference between the value of goods and services produced (output) and intermediate consumption, adding the taxes on products (such as tobacco, mineral oil and value added tax), and subtracting the subsidies on products”. In Germany, the GDP is calculated applying the production and expenditure approaches. The expenditure approach calculates “final consumption expenditure of households and government final consumption expenditure, capital formation and the balance of exports and imports (export surplus = exports minus imports)”. Calculating the GDP by means of the distribution, or income, approach is not possible in Germany because basic data on property and entrepreneurial income are lacking (Federal Statistical Office Germany (FSO), 2007).


The expenditure components of GDP can be broken down as follows. Household consumption includes food, clothes, haircuts, new cars, and the like. The type of expenditure for business firms is investment. For example, new factories and equipment, new houses, and increases in inventory stocks. Government purchases include but are not limited to new school buildings, new military hardware, salaries of soldiers and government officials. Foreign sector expenditure is represented as net exports, or exports minus imports and includes exported manufactured goods, and legal or financial services provided by domestic residents to foreigners (Frank and Bernanke, 2007).

Nominal GDP and real GDP are derived differently, as distinguished in definitions provided by Frank and Bernanke (2007). “Nominal GDP is a measure of GDP in which the quantities produced are valued at current-year prices: nominal GDP measures the current dollar value of production. Real GDP is a measure of GDP in which the quantities produced are valued at the prices in a base year rather than at current prices; real GDP measures the actual physical volume of production.” In other words, real GDP is GDP adjusted for inflation.

Chain weighting is a more complicated way of calculating real GDP. Annual data are linked with data from adjacent years using a geometric average (Frank and Bernanke, 2007). This new procedure makes real GDP data less sensitive to the particular base year chosen. Real output growth is measured more precisely than with the traditional method that uses a fixed set of prices. For example, in periods of substantial economic changes characterized by rapid relative price movements (continuous fall of computer prices or strong fluctuations of oil prices), estimates of real GDP growth can be significantly biased if they are based on a fixed set of weights that are years out of date (OECD, 2006). 

Sources of Error

Political leaders and policy makers need economic data to help them in their decisions and planning. Thus knowing the limitations in estimations of GDP, the methods and approaches used are important. Some critics have complained that GDP does not accurately reflect factors such as the effect of economic growth on the environment or the rate of resource depletion (Frank and Bernanke, 2007). Increased pollution accompanied with economic growth certainly detracts from the quality of life. Although GDP is related to economic well-being, it is not the same. Many factors that contribute to well-being are not bought and sold in markets and thus are largely absent from GDP. The underground economy is also not measured in national accounts. Additionally, not all economically valuable goods are bought and sold in markets, such as homemaking tasks and volunteer services, and thus the GDP may be misrepresented. Using the value added approach for determining market value and not including intermediate goods will avoid further potential errors. 

Various methods of arriving at the GDP have different applications. As a measure of a nation’s output, nominal GDP can be used to compare different countries in the same year, but not over time. There needs to be some method of excluding the effects of price changes when using GDP to compare economic activity at various points in time and to compare growth rates. Real GDP can be used for comparison, however OECD countries are moving to chain indices at different times, which impacts comparability over time and between countries. 

Although GDP at official exchange rates is preferred by economists when gauging the economic power of an economy, market exchange rates are frequently established by a relatively small set of goods and services (the ones the country trades) and may not capture the value of the larger set of goods the country produces (CIA, 2007). Furthermore, exchange rates my suddenly go up or down by 10% or more because of market forces whereas real output has remained unchanged. As Germany’s market is relatively stable, potential error is not drastic. According to the CIA Factbook (2007), most economists prefer GDP at purchasing power parity when comparing living conditions or use of resources across countries. The difficulty with PPP is that a US dollar value has to be assigned to all goods and services in the country regardless of whether these goods and services have a direct equivalent in the United States, such as the value of an oxcart. For a wealthy industrialized country such as Germany, these concerns are minimal to the accuracy of GDP.

GDP of Germany


GDP statistics for Germany were found from various sources including the Federal Statistical Office Germany (FSO), the Organization for Economic Co-operation and Development (OECD), the World Bank (WB), the International Monetary Fund (IMF), and the Central Intelligence Agency (CIA) (Table 1.). Upon investigation I found that the OECD and the IMF use data from Germany’s FSO. I compared published 2004 and 2005 real GDP from the FSO and the IMF, and they matched indeed, 2207.20 Euro billion 2004 and 2307.20 Euro billion 2005. According to Germany’s Federal Statistical Office (2007), the GDP is calculated at current prices and price adjusted (deflation with previous year’s prices, changing every year, and chain linking). The rate of change of the price-adjusted GDP serves as a measure of economic growth.


The International Monetary Fund (2006) provides real GDP in four different ways. GDP in national currency (Euro) is calculated from constant prices or a fixed base year and also from current prices, chain weighted. Real GDP expressed in billions of U.S. dollars, current prices, chain weighted is based upon both GDP in national currency with exchange rate projections provided by country economists for the group as well as upon purchasing power parities (PPPs). For 2005, the constant price GDP was 2127.496 EUR billion versus the chain weighted GDP of 2241.000 EUR billion.


The World Bank (2007) uses nominal GDP to represent total gross domestic product. This is the sum of gross value added by all resident producers in the economy plus any product taxes and minus any subsidies not included in the value of the product. Data are in current U.S. dollars converted from domestic currencies using single year official exchange rates. For 2005, the World Bank reports Germany’s nominal GDP in billions as $2781.9, whereas the real GDP for 2005 reported by the IMF (2007) in billions was $2791.737. As real GDP accounts for inflation, it would be expected that nominal GDP would be greater than real GDP. In this case, the World Bank and the IMF are probably starting with differing numbers of production or expenditure.


The CIA World Factbook (2007) presents a nation’s GDP at purchasing power parity (PPP) exchange rates, which is the sum value of all goods and services produced in the country (Germany) valued at prices prevailing in the United States. According to the OECD Factbook (2006), PPPs are currency converters that equalize the purchasing power of the different companies. The data derived from the PPP method probably provides the best available starting point for comparisons of economic strength and well-being between countries (CIA, 2007). 

It seems that the best source for the current estimate of the gross domestic product of Germany over the past few years would be Germany’s Federal Statistical Office. Real GDP is chain-linked and price adjusted to reduce potential error. In addition, the figures are revised for increased accuracy. The first quarterly GDP figure is released about 45 days after the end of the referenced quarter, and revised several times in order to include statistical information that has become available in the meantime. Also, large scale revisions are performed to introduce new concepts and definitions, to change over to a new price base or to include the results of new surveys or censuses or those conducted at irregular intervals (FSO, 2007). The final results are released after about four years. 

Figure 1. Estimating GDP
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	Table 1. Estimates of the GDP of Germany by differing sources and methods
	 
	 

	Source
	Method
	Currency (billions)
	2000
	2001
	2002
	2003
	2004
	2005
	2006

	Federal Statistical Office Germany
	Real GDP, current prices, price-adjusted, chain-linked
	Euro
	2062.5
	2113.2
	2143.2
	2161.5
	2207.2
	2241.0
	2307.2

	IMF
	Real GDP, base year constant prices
	Euro
	2062.5
	2088.1
	2088.3
	2083.2
	2109.2
	2127.5
	

	IMF
	Real GDP, current prices, chain-weighted
	Euro
	2062.5
	2113.2
	2143.2
	2161.5
	2207.2
	2241.0
	

	IMF
	Real GDP, chain-weighted, exchange rates
	U.S. $ 
	1905.8
	1892.6
	2024.1
	2444.3
	2744.2
	2791.7
	

	IMF
	Real GDP, chain weighted, purchasing power parities (PPP)
	U.S. $
	2177.9
	2257.8
	2298.8
	2339.9
	2440.4
	
	

	OECD
	Real GDP, chain-weighted, PPPs
	U.S. $ 
	2102.0
	2166.6
	2237.9
	2281.4
	2359.9
	
	

	World Bank
	Nominal GDP
	U.S. $ 
	1900.0
	
	2022.2
	2443.4
	2740.6
	2781.9
	

	CIA 
	Nominal GDP, PPPs
	U.S. $
	
	
	
	
	
	
	2585.0

	CIA 
	Nominal GDP, Official exchange rate
	U.S. $ 
	
	
	
	
	
	
	2890.0
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