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Analysis and prognosis of the situation in Germany
The corner appears to have been turned. The depressing sense of crisis has given way to cautious optimism. After years of paralysing stagnation, the German economy is set to regain its momentum. In
light of the upswing in domestic demand and the successful export quotas, the German Federal Government and the leading economic institutes are correcting their prognoses for growth upwards. Unfortunately, the failure of politics to tackle any of the central economic problems head on may well mean
that the long awaited economic recovery proves illusory. Employment law continues to exert its stranglehold over the labour market, the trade unions and the employers’ associations, the social systems
are in a permanent state of near collapse and public debt is reaching record heights. Experience has
taught us that a government needs to set painful changes in motion within the first twelve months of its
period of office. If it fails to do so, it will not succeed.
All the positive prognoses for 2006 belie one basic fact: we are living through a time of deep-seated
economic change, the consequences of which will be perhaps more radical than the industrial revolution of the 19th century. This economic structural change will affect everything we have known over
the past fifty years, the upheaval being such that it will bring about a fundamental shift within the
German economic system. Although disavowed by one and all, the end of the German model is imminent. Five simultaneous trends are acting in concert to bring down the curtain on the old Federal Republic of Germany.
1. The change from an industrial to a service society
Over the course of the last five decades, numbers working in manufacturing industry have declined
from 46 percent to 26 percent, the corresponding proportion of the workforce in the services sector having risen from 32 percent to 72 percent. This decrease in industrial manufacturing and increase in the
services sector in Germany merely follows developments in other western economic countries. In
Great Britain and the USA, for example, the proportions of those working in manufacturing industry
have fallen to under fourteen and ten percent respectively. Although increasing automation and rationalisation are bringing about greater levels of productivity, this classical form of industry has long since
ceased to be a generator of employment. In a certain sense, the deindustrialisation of Germany is a
natural phase of economic development. The more affluent we become, the fewer the number of workers required in the industrial sector. Textiles and the manufacturing of kitchen appliances are no longer
the driving force of economic growth and employment in Germany. The competitive edge which Germany now enjoys lies in those sectors where high levels of knowledge are required. Whilst Great Britain and the USA have succeeded in creating new jobs in the service sector for both highly and lesser
skilled workers, German politicians have failed to respond to the change from a industrial to a service
society, persisting in their view of Germany as a victim of a trend which they should be seizing as an
opportunity to modernise the national economy. Germany’s future will depend on its ability to adapt to
the change to a service society.
2. The globalisation of companies
The fact that German companies are increasingly switching production abroad is fuelling the trend towards a service society. Global competition is keen and is forcing companies to seek competitive advantages in a systematic way. The economic efficiency of every single activity a company undertakes
is scrutinised. If deemed necessary, most sectors are relocated to other countries. The determining factors increasingly causing German companies to turn their back on their home country are lower costs,
easier market access or better proximity to customers. Cost efficiency, however, merely represents an
edge over competitors. Each company needs, therefore, to have a strategic structure in place enabling it
to create a unique and distinctive position for itself. This requires a clear decision to be taken on which
areas no longer constitute a company’s core business and can thus be closed down or sold. Initially,
this is also a process which costs jobs. Once again, the politicians have no concept in place to deal with
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this fact, accusations of a lack of patriotism on the part of companies seeking to remain competitive
globally remaining their sole response.
3. The globalisation and regionalisation of the economy
For the past twenty years, governments worldwide have learned the lessons to be drawn from the failure of all alternatives to a market economy and free trade. The liberalisation of markets internally and
their opening up externally has meant national economies have become increasingly interwoven. This
process of globalisation has led not only to competition between companies but has also produced endeavours on the part of states to improve their competitiveness. This can only be measured in terms of
the attractiveness of a country as a location for the establishment of companies and for investments.
Attractive environments for productive companies are always created regionally and locally. For this
reason, the process of globalisation is bringing about an increase in the significance of nations and regions rather than the reverse case. National competitive advantages and attendant economic growth are
made possible by a forward-looking, dynamic and sophisticated domestic competitive environment.
These are all areas where the politicians can exert a positive influence. Yet does Germany have a national competitive strategy in place which recognizes that economic policy consists of more than labour market and social policy? An overall strategic concept would need to align educational, social,
employment and research policy solely with the need to improve the international competitiveness of
German trade and industry. The social state will be transformed into a state based on competition.
4. The end of Rhineland capitalism
In a change which has virtually escaped public notice, the past ten years have seen the removal of a
typical characteristic of the German economic system, the so-called Rhineland capitalism, a system involving cross investments by companies and domination of management and supervisory boards over
shareholders. A simple change in tax law has enabled banks, insurance companies and industrial companies to divest themselves of their shares in other banks, insurance companies and industrial companies. The result has been an unravelling of Germany PLC. It is now possible for foreign funds, banks
and companies to buy shares in German companies and, logically enough, enjoy rights of codetermination in company and staff policy. This has turned annual general meetings and shareholder
dividends into the crucial yardsticks by which company management is measured. The decisionmaking scope of management is being squeezed and political influence is being rolled back.
The end of Germany PLC also, therefore, brings the end of cooperative capitalism with it. The close
and inscrutable cooperation between employers’ associations, trade unions and state, so typical of major German companies, is now finally a thing of the past. In future, the sole measure of leadership for
companies quoted on the stock exchange will increasingly be a rise in the company’s share price, or
shareholder value. Whether this will lead to German management culture undergoing a process of
Americanisation remains unclear. Only one thing is certain, and that is that German politicians are not
taking an active role in shaping this change. They allow the process to happen, before denying all
knowledge. This is another way of ruining a reputation for globalisation and a market economy. If
German banks and companies are to continue to be permitted to make investments abroad, the reverse
process must also apply. Any other approach is narrow-minded nationalism disguised in the form of
providing protection against the supposed sell-off of German interests.
Increasing recognition of the fact that we have hitherto burdened the state with more than it can ultimately deliver is a further reason why Rhineland capitalism is reaching the end of its useful life. A
fundamental redefinition of the functions of the state is imminent, the end result of which will be that
individuals will be accorded a greater level of responsibility for their own lives. Although the social
state will still be able to provide protection for those genuinely in need, anyone wishing to have more
social security will have to buy it for themselves from banks and insurance companies. The state will
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increasingly withdraw from economic life and ensure that there is free competition for companies. It
will comprehend the discipline of the market and put its faith more in individual initiative and societal
self-regulation. Given the financial crisis the country faces, there is no other choice.
5. The changing nature of work
The current generation of pensioners will be the last to enjoy the benefit of a job which extends over
the whole of their working lives and which does not require them to undertake the inconvenience of
having to acquire new knowledge. In times as turbulent as ours, changing companies and insecurity of
employment will become standard. A look at our circle of friends and acquaintances tells us all we
need to know. A greater level of readiness to adapt to the uncertain order situation companies are experiencing is expected from everyone. Lifelong learning and in-service training are developing into
crucial key qualifications. Job specifications have now changed to include professional selfdependency and the ability for employees to structure their own work. Characteristics which would
have been reserved for management employees twenty years ago are increasingly forming part of the
standard requirements of companies having to maintain their position amidst global competition. Although employees are having to play an active role at all levels in bringing about increases in production and innovation, this requires a certain level of understanding and knowledge on their part. Unfortunately, German politicians have not responded to the changing nature of work with a long-term education and continuing training initiative of the sort which would be required to secure German companies a competitive edge. Such a competitive advantage is to be found in high-quality products and services rather than in the protection of work-intensive jobs.
Policy failure and the opportunity for entrepreneurs
We should be under no illusion that a policy approach which struggles to introduce even small reforms
to the social state and the labour market will not be in a position to respond to these five development
trends. If political leadership fails to address these challenges facing the German economy, we are
merely left with the entrepreneurs, who are confronted by change on a daily basis. As competition becomes fiercer, they amend the structures and processes within their companies in order to maintain
their positions. Any changes made to internal procedures, however, will have no impact if they fail to
include employees’ habitual thought processes and routines. German entrepreneurs need to have a vital
interest that their employees and the wider public will understand and actively support structural
change. An entrepreneur encountering an environment which refuses to take change on board and denounces the struggle for competitive advantages as "locust capitalism" or "unpatriotic behaviour" has,
in effect, already lost the competitive battle. The social responsibility of the entrepreneur is to use increased productivity and innovation to achieve profits. Profits, however, can only be achieved if there
is an understanding of the processes involved on the part of employees and the public at large. If there
is no longer such an acceptance, however, entrepreneurial activity loses the factual and moral basis by
which it operates. For this reason, all entrepreneurs need to contribute to the promotion of understanding of structural change and encourage thinking to be adapted in line with the changes in conditions
which have taken place. By so doing, they will be both promoting their own interests and participating
in the establishment of a new model for Germany.
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Data and facts
Geographical data
Area: 357,050 km²
Population: 82.46 million (2005)
Population density: 231
inhabitants/km²
Capital: Berlin (3,393,933
inhabitants)
Number of ports – 6 with
movement of goods of 45 million
Tkm (2004)
Length of coast: 2,389 km
Navigable waters: 7,500 km
Road network: 231,400 km,
motorway – 12,000 km.
Railway network: 43,800 km.
Airports: 550; imported freight
1,383,700 t, exported freight
1,318,900 t (2004) and passenger
quota of 135.8 million people
(2004)
Ports: 272 million t of sea goods
(2004), 235 million t inland
waterways (2004)
Proportion of land in
agricultural use compared to
whole surface area: 33.85 %
Source: CIA World Fact Book
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Basic historical information
The German Empire had its roots in the Empire of
Charlemagne, King of the Franks from 768 and Holy
Roman Emperor from 800 to 814. The German Empire
was established as a federated state in 1872, Otto von
Bismarck becoming Chancellor. Previous to this, subsequent to the dissolution of the first German Empire in
1815, Germany had been split up into a large number of
small states. After the First World War (1914-1918),
the Empire was followed by the first German democracy, the Weimar Republic.
Coupled with the harsh political and economic conditions, the lack of a democratic attitude on the part of
Germany’s elite was the main factor in bringing about
the end of the Weimar Republic on 30 January 1933
with the appointment of Adolf Hitler as Chancellor.
The National Socialist dictatorship was responsible for
genocide, the Holocaust and the Second World War
(1939-1945). On 8 May 1945, Germany surrendered
and was divided up into four zones of occupation by the
victorious powers of the Soviet Union, the USA, Great
Britain and France.
In the three western zones of occupation under allied
control, the Federal Republic of Germany (West Germany) was founded on 23 May 1949 as a parliamentary
democracy on the constitutional basis of the “Basic
Law”. Konrad Adenauer was the first German Federal
Chancellor and played a major role during the first
years of West Germany.
The German Democratic Republic (East Germany) was
founded in the Soviet zone of occupation on 7 October
1949. Although the constitution of East Germany was
formally based on the principles of parliamentary democracy, it was not long before the Socialist Unity
Party (SED) established its power monopoly.
The wall
The building of the Berlin Wall in the divided country
of Germany in 1961 was the symbol of the East-West
Cold War conflict of the 1950’s and 1960’s. It was not
until the policy of détente pursued by the Brandt/Scheel
government of the 1970’s that there was any rapprochement between the two German states. The politi-

German history
742-814
843
962-1806
1096-1270
1250
1517
1555
1618-1648
1683-1714
1756-1763
1772-1795
1806
1815
1848/49
1861
1862
1866
1870/71
10.12.1870
18.01.1871
1878
1883/89
1888
1890
1914-1918
9.11.1918
1919-1933
1923
1923-1929
1930-1933
1933
1935
März 1938
9.11.1938
1939-1945
From 1941
30.04.1945
08.05.1945
1945-1949
1949

1949-1963
17.06.1953
1955
1961

Charlemagne
Division of the Carolingian Empire
“Holy Roman Empire (of the German Nation)”
Time of the crusades
Increasing internal collapse of the
Empire into small areas of rule
Beginning of the Reformation
Peace of Augsburg
Thirty Years War
Wars against the Turks and the
War of the Spanish Succession
Seven Year War
Partitions of Poland
Dissolution of the Holy Roman
Empire
Establishment of the “German
Confederation”
March Revolution and Frankfurt
Parliament
Wilhelm I King of Prussia
Otto von Bismarck Prime Minister
of Prussia
“North German Confederation”
Franco-Prussian War
German Empire
Wilhelm I German Emperor
Socialist laws
Establishment of social insurance
Wilhelm II German Emperor
Dismissal of Bismarck
First World War
November Revolution, declaration of the Republic
Weimar Republic
Inflation reaches its highest point.
The Golden Twenties
World economic crisis
Adolf Hitler and the NSDAP come
to power
“Nuremberg Laws”
Annexation of Austria
Night of the Reich’s Pogrom
Second World War
Start of the Holocaust
Suicide of Adolf Hitler
Surrender of Germany
Four zones of occupation
Founding of the Federal Republic
of Germany (West Germany) and
the German Democratic Republic
(East Germany)
Konrad Adenauer West German
Chancellor
Popular uprising in East Germany
West Germany joins NATO
Berlin Wall is built

7

cal changes introduced in the Soviet Union under the
mottos of Glasnost and Perestroika also brought about
the collapse of the political system in East Germany at
the end of the 1980’s.
After the movement of refugees, which had been ongoing since the August of 1989, and the Monday demonstrations calling for democratic renewal in East Germany, a peaceful revolution brought about the fall of
the wall which had divided Germany on 9 November
1989. The first free elections in East Germany took
place in March 1990. The treaty on currency, economic
and social union came into force on 2 July 1990. On 3
October 1990, reunification of Germany took place.
Chancellor Helmut Kohl rendered outstanding services
to the reunification of Germany and the growing together of Europe.

1971-1989

Erich Honecker Head of State
and Party in East Germany
21.12.1972 Basic Treaty between West Germany and East Germany
1974-1982 Helmut Schmidt German Chancellor
1982-1998 Helmut Kohl German Chancellor
1989
Demonstrations in East Germany
9.11.1989 Opening of the Berlin Wall
18.3.1990 Free elections in East Germany
3.10.1990 Reunification of West and East
Germany
1998-2005 Gerhard Schröder German
Chancellor

Source: German Federal Agency for Civic Education

8

Basic political data

The current political system of the Federal Republic of Germany has been in existence since the passing of the Basic Law in 1949. Neither the accession of the Saarland in 1955 nor of the five Federal
States constituting the former East Germany changed the underlying constitutional principles, according to which Germany is a parliamentary democracy with a federal structure. The rule of law, human
dignity and the principle of the social state are also immutably and prominently stipulated.
State President

The Head of State of the Federal Republic of Germany is the Federal President (since 2005 Horst
Köhler). Consciously delineating the office from the function of the Reichspresident under the Weimar
Republic, the Basic Law has accorded the Federal President a relatively weak position within the political system as a whole, mainly involving representative and formal tasks and powers. The political
role is restricted to one of a cross-party nature and to the function of a mediator. In practice, this has
been diluted still further, such as on the occasion of the dissolution of the Bundestag (Lower House of
German Parliament) in 1982, when the Federal President simply fulfilled the wishes of the politicians
involved. For this reason, the Federal President tends to achieve the greatest political effect in addresses and speeches, which can be used to provoke or respond to social debate. The Federal President
is elected for a term of five years by the Federal Assembly and may be re-elected for a second term.
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Parliament

The legislative function in Germany is shared between the Bundestag (Federal Parliament), elected
directly by the people, and the Bundesrat (Federal Council), comprising representatives of the governments of the 16 Federal States.
The Bundestag comprises at least 598 Members of Parliament, usually containing a few more members than this due to the electoral system used. There are currently 614 MP’s. The Bundestag has a
multitude of functions, including a legislative function whereby it creates federal law and makes constitutional amendments, frequently requiring the involvement of the Bundesrat to do so, although the
latter does not constitute a second chamber of parliament. The Bundestag also approves the international treaties concluded with other states and organisations and determines the federal budget. Within
the scope of its creative function, it also elects the Federal Chancellor and co-determines the election
of the Federal President, the Federal Judge and other important federal organs. The Bundestag exercises parliamentary control of the government and federal executive, also controlling the deployment
of the Bundeswehr (Federal Army). Its public function, which accords the Bundestag the task of expressing the wishes of the people and providing the people with information, is politically significant.
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The representation of the 16 Federal States, the Bundesrat (Federal Council), embodies the federal
component of the federation and comprises members of the state governments. Each Federal State has
between three and six votes depending on its population. The Bundesrat is the body by which the Federal States can exert a legislative and administrative influence. The Bundesrat is a federal organ which
exerts exclusively federal competences rather than an organ of the Federal States themselves.
Varying party representations at a federal and state level can turn the Bundesrat into a political counterweight and, by the same token, an instrument of the opposition, without necessarily opening it up to
accusations of obstruction. The Bundesrat elects its President for a term of one year from amongst the
state representatives according to a fixed system of rotation. The President of the Bundesrat takes on
the powers of the Federal President, should the latter be indisposed.
Government

Government in Germany comprises the Federal Chancellor and the Federal Ministers, who jointly
make up the Federal Government. The Federal Chancellor occupies an independent, accentuated position within the Federal Government and towards the Federal Ministers. He or she chairs the Federal
Cabinet and has the exclusive right of formation of the Cabinet. He or she selects the Ministers and
proposes the nomination or dismissal of such Ministers to the Federal President, who is obliged to accept such proposals. In addition, the Chancellor decides on the number of Ministers to be appointed
and stipulates their remits.
The strong position the Chancellor occupies is mainly based on the right he or she possesses to determine the guidelines of government policy. The Federal Ministers manage their own remits independently within the framework of these guidelines and on their own responsibility. Political practice dictates that the Chancellor must take into account any agreements which have been reached with coali-
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tion partners within coalition governments and needs to convince the majority parliamentary parties of
his or her policies.
In his or her capacity as the only member of the Cabinet elected by parliament, the Federal Chancellor
is primarily responsible to parliament. Ministers too, however, are indirectly responsible.

Administration

Germany is divided into 16 Federal States which have partial sovereignty and their own statehood.
Some of the larger states are subdivided into government districts. At a local authority level, there are
administrative districts and self-governing cities and towns which do not form part of an administrative
district. At the lowest level of local government, the administrative districts themselves are divided
into local authorities.

The Federal States have their own state constitutions, which are required to be in line with the republican, democratic and social principles of a state governed by the rule of law as laid down within the
meaning of the Basic law, ensuring that all Germans enjoy uniform rights, duties and conditions of
life. This aside, the states have wide-ranging flexibility in terms of which matters they wish to highlight or describe within their respective constitutions.
The real strength of the Federal States lies in administration and in the right to co-determine federal
legislation as it passes through the Bundesrat. The states are responsible for the whole of their internal
administration. At the same time, the administrative apparatus they have available is responsible for
the execution of the majority of federal laws and ordinances. Federal State administrative functions
cover three aspects. They carry out tasks which are the exclusive responsibility of the Federal State
(such as schools, police, state planning). They execute federal law in their own capacity and on their
own responsibility (such as building regulations law, trade law, environmental protection) and they
execute federal law on behalf of the federal state (such as the construction of federal roads and the
promotion of training.
The Basic Law makes reference to this tradition. It expressly guarantees self-administration of cities
and towns, local authorities and administrative districts. Pursuant to the Basic Law, all the abovementioned have the right to regulate all affairs relating to the local community within the framework of
the law and on their own responsibility. All cities and towns, local authorities and administrative districts must be organised democratically. Local authority law is subject to Federal State control, local
authority constitutions differing from state to state for historical reasons. Local authority administrative practice is, however, similar in all states. The right to self-administration mainly encompasses
public transport at a local authority level, local road building, provision of utilities and sewage and
12

town planning. To this may be added the building and maintenance of schools, theatres and museums,
hospitals, sports facilities and swimming pools. The local authorities are also responsible for adult
education and youth social services. Cities, towns and local authorities largely fulfil these functions independently and on their own responsibility. Local authority scrutiny on the part of the Federal States
is generally restricted to ensuring that actions are lawful.
Basic economic data
Industry represents the main pillar of the German economy. In 1999, there were around 48,900 public
limited companies in Germany employing some 6.4 million people. Only about 1.9 percent of industrial firms are large companies employing more than 1,000 people. Nearly three quarters of companies
have fewer than 100 employees. Most industrial companies in Germany, therefore, are small and medium-sized companies.
Notwithstanding this, around 40 percent (2.6 million) workers and salaried employees in the industrial
sector work at major companies which have more than 1,000 employees. These major companies are
also important customers for a multitude of small and medium-sized supplier companies. The small
group of major companies accounts for a total of 51 percent of the total turnover in the industrial sector. Many of these companies are known the world over and have branches or research institutions
overseas. They include the car manufacturers DaimlerChrysler, Volkswagen and BMW, the chemicals
companies Hoechst, Bayer and BASF, the giant energy companies E.ON and RWE, manufacturers of
electro-technical components such as Siemens AG, the Bosch group and Ruhrkohle AG.
GDP at respective prices
(total in bn. EUR):

2001
2,113

2002
2,145

2003
2,163

Inflation rate (%):
2001
2002
5.8
3.6

2004
2,216

BIP proportion of the EU (25) in %: 21.56
Gross Domestic Product
(total, per capita, EUR):

2001
25,664

2002
26,006

2003
26,217

2004
26,856

GDP according to purchasing power per inhabitant: 108.8% of EU 25 (2004) 110.1
(2001)
GDP growth rate (%):
2001
2002
2003
+1.2
+0.1
-0.2

Budget deficit
(% of GDP):
2001
2002
2.0
1.4

2003
1.3

2004
3.0

2003
1.1

2004
1.6

Gross foreign debt (million EUR):
(2003) or 69 % of GDP.
National debt (million EUR):
(2004) or 66.4 % of GDP.
Tax ratio (% of GDP): 21.5 (2003)

2004
+1.6

GDP according to sector (2004, %):
• Agriculture
• Industry
• Services
Currency:
EURO, € (100 euro cents = 1 EUR)

Overall ratio of levies (% of GDP): 36. 2 (2003)
1.1
28.6
70.3

Unemployment rate (%):
2001
2002
2003
7.4
8.2
9.0

2004
9.5

Employment structure according to sector
(2004, %):
3
• Agriculture
13

• Industry
• Service sector

33
65

Export/import (in million EUR)
Year 2001
2002
2003
2004
638,268 651,320 664,455 731,544
Ex542,774 518,532 534,534 575,448
port
Import

•
•
•
•

Colour TV per 100 households
Telephone connections per
100 persons
Mobile telephones per 100
persons
Computers per 100 persons

97.1%
65.1%
72.8%
43.1%

Proportion of households:
Source: Eurostat, German Federal Office of Statistics, Globus Infografiken, German Institute for Business Research (idw)

Current economic situation
Notwithstanding all the debates surrounding relocation of production and the supposed bazaar economy, the Federal Republic of Germany remains one of the most important industrial locations in the
world. In the year 2004, the gross value added production, or output minus supplies, of manufacturing
companies based in Germany gross value added was around 710 billion dollars, placing Germany well
before Great Britain, France and Italy in the world ranking list.
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2006 has also seen the expected continuing boom in the world economy playing a major role in ensuring that German foreign trade flourishes and providing the driving force behind the national economy.
Net exports, at 5 percent of Gross Domestic Product (GDP), and an export quota of just over 41 percent of GDP are both likely to set new records. Although these foreign trade successes are once again
improving German economic prospects, economic growth in real terms for 2006 is expected to be 1.5
percent, only slightly above average growth levels in the years from 1992 to 2004. Despite the fact that
there is once again good news on the labour market after the lengthy difficulties which have been experienced, there being a probable increase of 0.4 percent in those in employment, the unemployment
rate remains very high in international comparative terms. The development in this figure will ultimately represent the crucial yardstick by which the success of German economic policy is measured.
Source: German Institute for Business Research (idw)

Future opportunities and threats
Despite its current weak phase, Germany remains the most important market in Europe, having the
highest GDP and the largest population. The strengths of Germany as a location include stability,
flexibility and a sense of tradition. There is the further hope that the economic situation will improve,
particularly in the light of the recent stabilisation in investment activity. Growth of just over 5 percent
in the year just ended signals that the prospects for a further slight increase in investments in 2006 are
not bad. Improved profitability, an increase in capacity utilisation and goods sales perspectives all
point in this direction. Years of restructuring and cost cutting have led to a backlog of modernisation,
which is now increasingly being released. Monetary policy is on the expansive side, which means interest rates are favourable. The number of bankruptcies is declining for the first time in years. Although the hopes harboured that investment will continue to develop are justified, there are also downsides. No drastic improvement on the labour market is in sight, reducing levels of optimism in this
area. The job cutting measures will continue to slow down and will eventually come to a halt, although
only when the latter state of affairs comes to pass will the opportunity for a reversal of the trend arise.
As far as wage policy is concerned, the moderate course thus far pursued supports this development.
Collective wage agreements in 2005 saw an increase of around 1.5 percent, once again keeping in line
with productivity, although the problem of wage costs remains and exerts pressures within the increased level of competition between locations.
Sources: German Institute for Business Research (idw)

Commercial law
Forms of enterprise

The following forms of enterprise are common in Germany:
• The German limited liability company (Gesellschaft mit beschränkter Haftung, GmbH) is a commercial company with separate legal personality that may be formed for any legally admissible
purpose. The shareholders participate in the company through ownership of one or more shares in
the company's capital. As such, when the company enters into transactions with third parties, its
shareholders are not personally liable towards those third parties, at least not by reason of their participation. The GmbH is a legal person, which means that the holder of rights and obligations is not
the individual shareholder but the company itself, and it is the company that can sue and be sued in
court. The GmbH is primarily regulated by the Limited Liability Companies Act, but GmbH’s are
also subject to general civil and commercial law provisions (for example on accounting matters).
By law, the registered share capital of a GmbH must not be less than 25,000 euros. As a legal per15

son the GmbH may act only through its representatives. The only bodies prescribed by German law
for every GmbH are the managing director(s) and the shareholders, the latter acting in the general
meeting. German legislation on employee participation or the GmbH's articles may require a supervisory board or an advisory board to be formed as a further body. As against third persons the
power of representation of the managing directors is unrestricted and moreover may not be restricted with effect vis-à-vis third parties. Of course, the company may still bring an action against
any managing director who breaches the articles of association, his service contract, the resolutions
of the shareholders' meeting and any internal rules of procedure. GmbH shareholders are not subject to any personal liability for obligations of the company. The shareholders first of all have an
obligation to the company to pay their contribution at the time the company is established or when
a capital increase is carried out. An overvaluation of a contribution in kind results in what is referred to as differential liability, that is the obligation to pay the difference between the nominal
amount of the initial contribution subscribed and the (actual) value of the contribution. As a commercial company a GmbH has an obligation to keep accounts in which its transactions and asset
position can be seen clearly. The obligation to keep accounts is incumbent on the managing directors, but they may assign this task to a third party.
•

In the same way as a GmbH, a German stock corporation (Aktiengesellschaft, AG) has a separate
legal personality from its shareholders. The shareholders are not liable to third parties for acts of
the company. The shareholders participate in the company by holding shares in it. Shares in an AG
are capable of being listed on a stock exchange. German stock corporations are largely regulated
by the German Stock Corporation Act. Trading in the shares of German stock corporations is generally regulated by the Stock Exchange Act and the rules of procedure of the various stock exchanges The AG's registered share capital must amount to at least 50,000 euros. Only the company,
and not the shareholders, are liable towards the company's creditors. The company itself is liable
for all obligations validly established for the pre-company prior to entry in the commercial register.
In the same way as a GmbH, an AG has an accounting obligation. As regards the scope of this obligation, the principles already discussed for GmbH’s generally also apply to AGs. However, AGs
must additionally observe the accounting-law regulations stipulated in the German Stock Corporation Act.

•

A partnership limited by shares (Kommanditgesellschaft auf Aktien, KGaA) has a separate legal
personality. At least one partner has unlimited liability towards the creditors of the company (the
general partner). The limited shareholders participate in the registered share capital of the company
in the same way as shareholders in an AG, without being personally liable for the liabilities of the
company. The KGaA is a variant of the AG (special provisions on this legal form are found in the
German Stock Corporation Act). It combines (i) the entrepreneurial commitment and personal
standing of the personally liable shareholders (general partners) typical of partnership companies
with (ii) the function of the AG as a repository of capital and also a public company. Since any legal person (that is also a GmbH) may be the general partner, this legal form also makes it possible
to limit the personal liability of the investors. However, there are far fewer KGaA’s than GmbH’s
or AG’s in Germany. A KGaA has a registered share capital divided into shares. This share capital
must amount to at least 50,000 euros. It is raised by the limited liability shareholders and is tied in
the same way as the share capital of an AG. As with an AG, the contributions paid in to raise the
registered share capital may not be returned to the shareholders in a KGaA. The general partner(s)
have unlimited and illimitable liability to the creditors with their entire assets. It is now generally
accepted that a legal person can also act as general partner. The GmbH & Co. KGaA thus makes it
possible to form a company in which no natural person is personally liable. As a joint stock corporation, the KGaA is subject to the same accounting regulations as apply in respect of other joint
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stock
•

corporations.

A GmbH & Co. KG is a special form of limited partnership (Kommanditgesellschaft, KG) in
which a corporation participates as personally liable partner (general partner, Komplementär). A
GmbH & Co. KG is thus a partnership in which no natural person is personally liable for the KG's
obligations. The combination of the corporate and tax law advantages of partnerships with the liability and organisational advantages of corporations gives the GmbH & Co. KG its special flexibility as a legal form, especially for medium-sized businesses and family companies. A GmbH &
Co. KG has legal capacity and can therefore acquire rights and enter into obligations of its own as
well as sue and be sued. Management and representation power in a GmbH & Co. KG vests with
the general partner GmbH. The latter in turn acts through its managing directors who conduct the
business of the GmbH directly and that of the KG indirectly. For a detailed look at the management
and representation of a GmbH, please refer to the section dealing with the GmbH. In principle the
limited partners are excluded from managing and representing the company. However, matters
which go beyond the normal course of business require the consent of the limited partners. The
general partner GmbH has unlimited liability for the obligations of the GmbH & Co. KG. The limited partners, on the other hand, are personally liable only for the liability amount stipulated in the
partnership agreement and entered in the commercial register (in cash or kind). Stipulations on
joint stock corporations apply to the GmbH & Co. KG in respect of the annual report and management report, meaning that the section on the accounting regime of a GmbH also applies here. For a
GmbH & Co. KG, though, it should be noted that separate annual financial statements must be
adopted for both the KG and the general partner GmbH. One aspect that distinguishes a GmbH &
Co. KG from a “normal” partnership is the scope for limiting the liability of the partners, since the
personally liable partner (general partner) is a corporation. As in a GmbH, no natural person in a
GmbH & Co. KG is liable for the company's obligations.
Sources: Lovells

Employment law
All employees, whether salaried or waged, enjoy the same rights in Germany, these being stipulated by
laws, collective wage agreements and/or individual work agreements. The main purpose of employment law is to protect employees. All employees, regardless of whether they have an employment contract in writing or not, enjoy certain individual minimum rights. These include
• the right to paid leave;
• the right to continued payment of wages or salary in the event of illness or on public holidays;
• the right to protection against dismissal (including periods of notice);
• the right to information in writing on the most important conditions contained within the contact of
employment;
• the right to maternity leave.
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The law may be departed from in the form of the stipulation of better conditions via a collective wage
agreement and, by the same token, better conditions can be included in the contract of employment
than are laid down in the collective wage agreement. This is referred to as the advantage rule. Working
conditions falling below the minimum statutory standard are not permitted and invalid.
Rights are further enshrined within the concept of collective labour rights, which comprise the Law on
Collective Wage Agreements, the Labour-Management Relations Act and the Co-Determination Act.
Source: Handbuch für Deutschland

Employment contract
Employees are committed to performance of work as contractually stipulated and are subject to a material duty of fidelity, the employer in turn being obliged to guarantee remuneration and exercise appropriate duty of care. The amount of remuneration and other benefits, the place of performance of
work and typical reference clauses enabling the employer to exercise his or her executive prerogative
and to direct the employee to perform any acceptable work may also be stipulated in the contact of
employment. Remuneration is frequently stipulated indirectly or directly pursuant to a collective wage
agreement. In the event that the amount of remuneration is not stipulated, payment is made in line with
customary levels. The term of the employment contract is of great importance. Both unlimited and limited contracts of up to 2 years’ duration may be concluded. A probationary period is usually agreed in
the case of recruitment of new employees.
A wide range of further rights and duties incumbent on the parties to the contract, such as the granting
of leave, the right to continued payment of wages or salary in the event of illness or periods of notice,
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is contained within employment laws and collective wage agreements in particular rather than being
defined within the contract of employment itself. In general terms, the employer-employee relationship
is backed up by a considerable raft of statutory employment stipulations (protection against dismissal,
restrictions on limited contracts, health and safety, the law on working times, the Labour-Management
Relations Act), thus to a certain extent impacting upon the disposition of the contractual parties in
terms of the structuring of such a relationship. This results form the inherent imbalance of power between the contractual parties and represents the outcome of the social intention of the state that the majority of the population should be able to earn a livelihood from a dependent work relationship.

Working time
General conditions relating to working time in Germany are stipulated within the scope of the Working
Hours Act. The Working Hours Act strictly applies to all waged and salaried employees and to all
those employed during the course of vocational education and training. The law does not stipulate any
further statutory conditions in respect of the organisation of working time other than those which are
necessary for the guarantee of health and safety of workers. In particular, the law regulates the maximum working time per day, breaks, the minimum resting period following a period of work and the
principle that work is not permitted on Sundays and public holidays. Within this statutory framework,
specific working time is stipulated via a collective wage agreement, a company agreement or a contract of employment. Monitoring of the Working Hours Act is the responsibility of the health and safety bodies of the Federal States (Factory and Shop Inspectorate, Health and Safety Office).
Source: Handbuch für Deutschland

Leave
In Germany, right to leave is subject to statutory stipulation and comprises 30 working days for a 7day week, 24 working days for a 6-day week or 20 working days for a 5-day week. Collective wage
agreements mean that most workers in Germany have about 30 days’ leave.

Wages/salary
In 2005, average monthly income in Germany
was €2,542 for workers earning an hourly
wage and €3,452 for salaried employees. A
feature of the German employment market is
the gap in wages and salary betwen the
former West Germany and the new Federal
States in eastern Germany.

Durchschnittliche Bruttomonatsverdienste
2005 in €
für Angestellte für Arbeiter
in Deutschland
3 452
2 542
West
3 538
2 626
Ost
2 626
1 960

With the exception of the construction sector, there is no minimum wage in Germany. In many
branches, the respective employers’ associations conclude collective wage agreements with the trade
unions, which also cover a multitude of other points relating to contractual arrangements besides
wages and salaries. In companies not bound by collective wage agreements, remuneration is the
subject of an individual company agreement between the employer and employees. Industrial labour
costs in western Germany are €31.67 per hour, including additional personnel costs of €13.83 and
€19.09 in eastern Germany, including additional personnel costs of €7.44.
Sources: destatis
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Labour market
In the Federal Republic of Germany, 89.5 percent of the 36 million people engaged in gainful employment are wage and salary earners, made up of such categories as salaried employees, civil servants, trainees or those pursuing work experience. A further 3.3 million are self-employed. Employers
and employees negotiate collective wage agreements without the intervention of the government. Although the state provides the legislative framework governing working conditions, it makes no stipulations in respect of employee remuneration. This and a number of other issues, such as leave, is left to
the social partners, the trade unions and the employers’ associations, which negotiate such matters between them.
The situation on the labour market is characterised by particular extremes. Whereas in Berlin and the
Federal States in eastern Germany one in five of those capable of work and wishing to work is unemployed, the position in the South and South-West of the country could almost be described as slack, the
unemployment rate being only about a third of the levels in the East. A particular cause of concern is
the fact that the cleft between West and East has continued to widen. Although there has also been an
increase in unemployment in the West since 1995 (with the exception of the Saarland), this has not
been anywhere near as extensive.
Sources: Invest in Germany, Globus Infografik

Trade unions
The largest trade union organisation is the German Confederation of Trade Unions (DGB), which had
around 7.7 million members at the end of 2002. The main feature of DGB trade unions is the principle
of branch unions. These accept workers and salaried employees within an industry, trade or any other
sector of the economy regardless of the position occupied within a company. This means it is perfectly
possible, for example, for a driver and an accountant working in an automobile factory both to be
members of the metalworkers’ union IG Metall.
A total of eight trade unions are confederated within the DGB. These also include the unified service
sector trade union Ver.di, which was founded in 2001, subsuming the German Salaried Employees Union, the Post Workers’ Union, the Bank and Insurance Union, the media union IG Medien and the Public Sector Service and Transport Union. Ver.di has 2.8 million members and is the largest individual
trade union in the world. The second largest confederated union in the world is the industrial trade union IG Metall, which has a membership of 2.7 million.
The most important civil servants’ organisation is the German Association of Civil Servants (DBB)
with around 1.2 million members. Although the particular circumstances relating to civil servant status
means that the DBB does not conduct collective wage agreement negotiations and cannot, therefore,
exercise such rights as the ability to call a strike, it displays all the other characteristics of a trade union
and is able to exert a considerable level of influence. The membership of the individual trade unions
within the German Christian Trade Union Confederation (CGB) is around 306,000.
German trade unions are independent of political party and religious ties. No one is compelled to join a
trade union. The “closed shop” system is unknown in Germany. The proportion of trade union members amongst the workers in the various sectors of trade and industry varies greatly. Average membership is, however, under 50 percent.
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Social situation
Social insurance
In Germany, social insurance represents the most important social security institution and is a closely
regulated state system of provision against the significant risks involved in everyday existence and is
organised by self-administering insurance providers. In order to secure contribution revenues, compulsory insurance is predominantly in place in respect of persons and organisations. Contribution revenues from any given year are virtually used in their entirety to pay for benefits arising within the same
year, meaning any capital accumulated serves essentially merely as short-term fluctuation provision
(sustainability reserve, inter-generational contract). Benefits are largely provided either in the form of
non-cash benefits which are the same for all insured persons (principle of solidarity) or in the form of
cash benefits dependent on contributions made (such as pensions or sickness benefits. As well as providing insurance benefits, the social insurance system is also responsible for specific prevention and
rehabilitation measures.

The German social insurance system is divided into five areas:
- unemployment insurance,
- health insurance,
- long-term care insurance,
- pension insurance,
- accident insurance.
Social insurance is largely funded via contributions paid, costs in some areas being met by general
taxation. Contributions are based upon gross wages and salaries up to an income limit for assessment
of contribution. Social insurance contributions today (January 2006) account for up to about 46 % of
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an employee’s wage or salary. This proportion is lower in the case of income above the limit for assessment of contribution.
Social insurance contributions (with some exceptions) are made on the basis of parity, employers and
employees each paying half. Employee social insurance contributions form part of gross wages and
salary, whereas employer social insurance contributions are added to gross wages and salary to form
total employee remuneration.
Accident insurance contributions are paid exclusively by the employer. Since July 2005, members
alone have been liable for an additional health insurance contribution of 0.9 % of income subject to
contributions since 1 July 2005 (meaning employers have gained contribution relief of 0.45%). Nevertheless, employers bear a greater share of social insurance contributions in the case of incomes of up to
€800 per month. When long-term care insurance was introduced in 1995, employees had to forgo a
public holiday in return, Penance Day. The Federal State of Saxony, where employees pay both the
employee and employer contribution, has retained this public holiday. Finally, some elements of health
insurance benefits (so-called "non-insurance benefits") are subsidised via national finances (using such
income as tobacco tax revenues).

Pensions
Statutory pension insurance is the core of the German social security system and is also the area where
most public and private benefits are paid. In order to allow workers an appropriate standard of living
after retirement, a system involving around 50 million insured persons and an annual budget of 230
million euro has been established. Around 80 percent of the working population are members of the statutory pension insurance system.
As of 2004, employees and employers each pay half of 19.5 percent of the monthly gross income up to
a limit of €5,150 Euro (western Federal States) and €4,350 (eastern Federal States) respectively. Contributions do not need to be paid on incomes exceeding the level of limit for assessment of contribution, although such income is not subsequently taken into account when the amount of pension is calculated. A redistribution process takes place using current pension insurance revenues to pay benefits
rather than operating a system in which personal contributions are saved for individual pensions. This
method is also used to make payments for rehabilitation. This system enables the pension system to
support the re-establishment of fitness for work on the part of insured persons, also funding retraining
when health reasons dictate the necessity for this.
In 2003, men in the Federal States of the former West Germany received an average monthly pension
of €1001 and women of €470, the average figures for the new Federal States in eastern Germany being
€1,090 and €665 for men and women respectively.
Since 2002, statutory pensions have been supplemented by a state funded capital pension fund. The
aim of this fund is to compensate for the decrease in the level of pensions planned for the long term
and help align standards of living in old age more closely with the levels enjoyed during working life.
The establishment of voluntary or private pension provision is backed up by state funding, which offers particular support to those on low to medium incomes and to families with children.
In order to draw pension benefits, a certain qualifying period needs to be achieved. In other words,
pension contributions need to have been made for a minimum amount of time. Normal pension payments start at the age of 65. Anyone wishing to draw benefits earlier must expect a reduced pension.
In light of the fact that the average retirement age is currently 60.2 years, the aim is to increase the
proportion of older workers and to curb early retirement. Older workers may take advantage of a par22

tial retirement system, enabling a smooth transition from working life to retirement. From 2004, the
age at which partial retirement is permitted will be successively raised from 60 to 63 years.
Pensions are adjusted every year in line with increases in net wages and salaries. To stabilise pension
contributions, the pension increase for July 2004 was postponed until July 2005. The so-called sustainability factor used in the calculation of pensions, a pension reform law was being prepared at the time
of writing in 2004, should see a fall in pension increases. Notwithstanding the demographic development and increased life expectancy, the aim is to maintain stability of contribution rates. In the long
term, the sustainability factor will bring about a decrease in gross pension levels from the current level
of 48 % of average wages and salaries to about 42 % by the year 2030.
Sources: German Foreign Office, German Federal Office of Statistics

Demographic situation
By the year 2050, there is expected to be a potential fall of around 11 million in the German workforce. This decrease will have wide-ranging effects, not least on the social systems and economic
growth. Although various measures are available to counteract such a decline, very little can be done
to stop it.
The Germans are producing fewer and fewer children. The current rate is around 1.3 children per
woman. In the 1950’s and 1960’s, the figure was well over two. According to United Nations calculations and despite immigration, the population of Germany will fall from 83 million now to 72 million
by the year 2050 if current birth rate levels are maintained. Such a development would not, in itself, be
a catastrophe if it were not for the fact that the years in which there were high birth rates are forming
peaks as they make their way through the age pyramid. This problem will become acute when the baby
boomers reach retirement age, the following generation already having thinned out to a significant extent. The social systems, which are financed via a process of redistributed revenues, will then be faced
with insoluble problems. This awkward situation would not even be preventable if women suddenly
started to produce as many children as they did 30 years ago. At present, every 100 people of working
age support 28 pensioners. In the year 2050, the later figure would be 44 pensioners.
There are three conceivable measures which could be undertaken to bring this development under control. Immigration is one of these, but this alone will not be capable of preventing the reduction in the
number of people available to the labour market or of maintaining a constant proportion of working
people to pensioners. In order to address the first of these cases, Germany would require annual net
immigration of 300,000 persons. To resolve the second matter, as many as 188 million people would
have to come to Germany by 2050. Since this is not a possible scenario, the minimum policy aim
should be to enable annual net immigration of 100,000 persons. This is the type of figure which forms
the basis of present calculations regarding immigration. Parallel to this, general conditions would need
to be created enabling higher rate of participation in the workforce of women and older workers aged
60 and above in particular. Some of these groups represent untapped qualifications which could be exploited to mobilise something in the order of 1 million extra workers. A third measure, representing a
way of slowing down the widening gap between the numbers of pensioners and persons working, is to
increase the length of working life.
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Employment rate: employed and unemployed persons as a percentage of the population of working age
Sources: German Institute for Business Research (idw), Cologne

Craft trades
Trade
Craft trades are a form of trade under German law. Trade is defined as any permitted occupational
business activity conducted within an economic area with the intention of achieving on-going profits.
Activity in the so-called liberal professions, such as doctor, lawyer, tax advisor or artist, does not constitute trade.
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Craft trades
A craft trade company constitutes a trading firm within the meaning of the Crafts and Trades Regulation Code (HandwO) if the company is operating in craft trades and exercises in full or in essence a
trade which is listed in Annex A of the Crafts and Trades Regulation Code. The main focus of such
trade activities is individual or contracted production.

Delineations
Some of the delineations between the areas named below and craft trades are fluid. This renders a consideration of individual facts and circumstances indispensable.
Industry
The main focus of industrial companies is production for stock and mass production. Industrial production provides very little leeway for the manual skills which characterise a craft trades company.
Distributive trades
The distributive trades pass on goods produced by trade and industry.
Services
The work conducted by service providers does not generally produce any tangible end product. They
focus mainly on invisible goods.

The craft trades company
Independent operation of a permanent craft trades business is only permissible for such natural or legal
persons and private companies as are entered in the Registry of Craft Trades.
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Independent company
Independent means that a company is operated by its owner on his or her own behalf, in his or her own
responsibility and for his or her own account. Such a process means that the independent entrepreneur
provides the company’s assets and determines how the company operates. He or she bears the whole
responsibility for the company. The employees of a craft trades company are not independent by dint
of the fact that they exercise a dependent occupation. Managers, foremen and the like and deputy managers are also not considered to be independent.
Permanent trade
Permanent trade is exercised when the craft trades activity is conducted from a fixed company location
(or branch) which constitutes the main focus of the trade.
Subsidiary enterprises
A craft trades subsidiary enterprise is always linked to another economic object, the main company.
The subsidiary company and the main company must be economically connected. Activities of nonmaterial scope or conducted by an auxiliary company do not constitute a subsidiary enterprise.
Auxiliary companies
Auxiliary companies are non-independent companies exclusively serving the economic purpose of the
operation of the main craft trades company and conducting work for the main company or for other
companies belonging to the owner of the main company. Their main function is to cut costs by supporting the main company. The stipulations of the Crafts and Trades Regulation Code do not apply to
auxiliary companies. Auxiliary companies are also not entered in the Registry of Craft Trades.
Small companies
Small companies constitute such companies as cannot be defined as craft trades companies by dint of
the limited scope of the activities they conduct. The registration restrictions contained within the Registry of Craft Trades do not apply to these small companies. Delineation and categorisation as a small
company must take place on an individual case basis, however.
Entry in the Registry of Craft Trades
Independent operation of a permanent craft trades business is only permissible for such natural or legal
persons and private companies as are entered in the Registry of Craft Trades.

The Registry of Craft Trades
The purpose of the Registry of Craft Trades is to provide evidence of the correctness of the facts recorded and to be available for anyone in case of a dispute. The Trade Register is a public registry.
Registration

Master craftsman status required
Those successfully completing a master craftsman qualification in the trade they pursue may be entered in the Registry of Craft Trades. This reflects that the craft trades continue to define the master
craftsman examination as the sector’s major qualification.
Entry for those without master craftsman status if in possession of an equivalent qualification
Those successfully completing another German examination relating to training in the relevant trade at
least equal in level to the master craftsman examination may also be entered in the Registry of Craft
Trades providing they have
- passed the journeyman examination in the trade to be pursued or
- completed a final examination in the trade to be pursued or
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- worked practically in the trade to be pursued for a minimum period of three years.
The final examination at a German institute of higher education is equivalent to degrees obtained in
another member state of the EU or in another EEA state and are accorded recognition pursuant to Directive 89/48/EEC in respect of general regulation of recognition of higher education degrees comprising vocational education and training of at least three years’ duration. These stipulations also apply in
respect of activities which have been deemed germane to a crafts trade. The decision as to whether the
relevant conditions have been met is taken by the Chamber of Crafts and Trades.
Special dispensation for registration for those not in possession of a master craftsman qualification
Such exceptional circumstances are only given when expecting the master craftsman examination to be
taken at the time application is made or thereafter would constitute an unreasonable encumbrance.
Legal persons and private companies
A legal person may be entered in the Registry of Craft Trades if the director of the company fulfils the
conditions for registration. A private company may be registered if a personally liable partner fulfilling
the conditions for registration is responsible for the technical direction of the company.
Registration procedure

Registration in the Registry of Craft Trades takes place on application or officially. Authorisation to
operate a crafts trade independently may only be granted in the event that all conditions of registration
have been fulfilled. In conjunction with the entry in the register, the Chamber of Crafts and Trades issues a craft trades licence. Anyone commencing operation of a crafts trade is obliged to present this licence to the relevant authorities when applying for a trading licence. Such operators of craft trades are
required to furnish information to the Chamber of Crafts and Trades in respect of the type and scope of
their business, the number of skilled and unskilled persons employed and the contractual and practical
structure of the company. Representatives of the Chamber of Crafts and Trades are also authorised to
conduct monitoring and inspections of the craft trade companies.

27

Educational system

In 2000, Germany had 42,000 schools, 10 million pupils and about 670,000 teachers. The Basic Law
accords everyone the right to develop his or her personality, the right of free choice of school or training place and the right to free selection of and free exercise of a profession. The aim of education and
training policy in the Federal Republic of Germany is, therefore, to afford every single person the best
educational and training opportunities in line with his or her abilities and interests. As an industrialised
country without much in the way of raw materials, Germany is largely dependent on well-trained workers and thus makes considerable investment in the field of education and training.

Pre-school education
In Germany, pre-school education is the remit of the nursery schools, which are operated under the
auspices of the children’s and young people’s services network rather than constituting part of the public school system. Most of these institutions are run by the churches, charitable organisations and local
authorities, some being under the control of companies or associations. The main focus of the endeavours undertaken by nursery school teachers is the creation of a learning environment within social surroundings which enables the children to develop into responsible members of society. The aim of
nursery schools is to provide further support for and add to the upbringing which already takes place
within the family and to identify and address deficiencies and gaps in development, thus opening up
wide-ranging educational, development and training opportunities for the children.

The school system
Children start primary school at the age of six. Primary education is normally of four years’ duration,
six years in Berlin and Brandenburg. In the first two years of schooling, most Federal States issue a
performance report highlighting learning progress and weaknesses in certain areas rather than award28

ing marks. After completing primary school, children go on to one of the general lower secondary
schools.
After primary school, about a quarter of children (1995) go to the secondary general school, where the
basics of general education are taught. Those children completing this school subsequently take up a
training place, also attending a vocational school as part of their training until the age of at least 18.
The intermediate secondary school represents a type of school between the secondary general school
and the grammar school, pupils receiving a more extensive general education than is the case at the
secondary general school. Pupils normally attend the intermediate secondary school for six years, from
the 5th to the 10th class, leaving with the so-called intermediate school leaving certificate which entitles
them to pursue their education at a full-time vocational school or a specialised upper secondary school.
In 1996, about 40 percent of all school leavers achieved the intermediate school leaving certificate.
Grammar school is usually of nine years’ duration, imparting a comprehensive general education to
pupils. In so-called grammar school based upper secondary education, comprising the 11th to 13th
classes (10th to 12th or 11th to 12th classes in four Federal States) the conventional class cohort pattern
is replaced by a course-based system. Attendance at grammar school concludes with the upper secondary school leaving certificate, in which four subjects are examined. If pupils attend a grammar school,
education as a whole is normally of 13 years’ duration, only 12 years in four Federal States and at
some schools.
To attend a University of Applied Sciences or a university, a university entrance qualification or the
upper secondary school leaving certificate is required.
The so-called “second chance education system” affords people the opportunity of acquiring a school
leaving certificate later in life. Appropriately qualified adults who work during the day may, for example, attend an evening school, where they can obtain an intermediate school leaving certificate or prepare for an upper secondary school leaving certificate. Whole-day courses leading to the upper secondary school leaving certificate are also available.

The dual system of training
Occupations for which training is provided within the scope of the dual system of training are stipulated in line with the requirements and prevailing demand of the labour market and in close conjunction with the Federal Government, the Federal States and the social partners. Depending on the occupation, training lasts between two and three and a half years. Training content is based on the respective requirements trainees will face in their subsequent working life. Trainees receive a training allowance. Both the state and companies make considerable funding available to finance the dual system of
training.
The dual system of training differs from the exclusively academic training systems in many other
countries in two respects.
•
•

The majority of training takes place in the production facilities and workshops of private and
industrial companies, within a craft trades company, in the practises operated by the liberal professions or within the public service sector rather than in schools.
The training schemes are jointly run by the companies and the vocational schools (on a parttime basis). Responsibility for training accorded to the authorities is also divided. Training in
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the workplace is subject to federal laws, whereas the vocational schools are within the remit of
the Federal States.

Academic training
Universities and equivalent institutions constitute the final and highest level within the training system.
University studies conclude with a “Magister” degree, a “diploma” or with a “state examination”.
Since 1998, students have also been permitted to pursue courses of study which culminate in the international qualifications of “Bachelor” or “Master’s” degree. After passing such a final examination,
students may go on to study for a doctorate or a higher degree. Some courses lead exclusively to
“Magister” degrees or doctorates. Future professors are required to provide extra evidence of their
abilities to conduct research and teaching in the form of a specific qualifying examination known as
the “Habilitation”.
A further training option enjoying increasing popularity is to attend a University of Applied Sciences.
These institutions offer highly practically oriented academic courses of study, particularly in the fields
of engineering, information technology, business administration, social work, design and health. Such
courses of study previously led to the award of a University of Applied Sciences Diploma, although
since 1998 it has also been possible for students to obtain the international qualifications of “Bachelor”
or “Master’s” degree in the subjects offered. About one in three new students currently enter a University of Applied Sciences, where the usual period of study is shorter than at a university.
Source: BMWi

Negotiating in Germany
German business partners set great store by clear terms of reference, facts and evidence. For this reason, good and detailed preparation is required before embarking upon negotiations and the expectation
should be that business arguments need to be well founded. During the course of meetings and discussions, Germans constantly refer to what they call the “main thread”. This means that activities and discussions need to have a clear structure and be based on a carefully worked out plan. If this is not the
case, German partners assume that their function is not being taken seriously. From a German point of
view, humour does not constitute part of working life, and jokes should be avoided. Long discussions
are also not welcomed.
Always carry sufficient business cards when in Germany. Business people make use of these and will
expect partners to reciprocate. At the start of an appointment, business cards are laid on the table. This
is normal practice, even if a counterpart has already received a business card on the occasion of an earlier meeting. The business cards should be informative. Alongside contact details (address, telephone,
e-mail, website) they also usually contain information on academic qualifications and the person’s
business function. Business cards are used as a way of remembering the names of all those involved at
all times.
Forms of address are very formal in Germany. People are addressed by their surnames (Mr Müller or
Ms Meier), and academic titles such as “Doctor” or “Professor” form part of the name. Any further labelling, including using a person’s function within the company as part of the address, is considered
excessive. The same applies to compliments made during the course of discussions. A German will
always assume that these are backhanded in some way or that they are a concealed way of expressing
disapproval. Shaking hands is also very important in Germany, and this is done by all participants both
at the start and at the end of the meeting. Not shaking hands is considered a sign of disrespect. It is also
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important to greet ladies first and to ensure that handshakes do not cross. A firm handshake is seen as
positive, although it should not be so firm as to cause pain.
Discussions in Germany often begin with the question “How are you?”. Although this should not be
viewed as an invitation to embark upon a life story, the response can certainly extend beyond “fine,
thanks”. It is usual to answer such a question in an open way, including some detail (such as “Thank
you, quite well, but the journey was a bit strenuous.”). Further small talk within the business discussions themselves tends to be unusual in Germany. Do not be surprised, however, if a German enquires
where you “really” come from, meaning the place where you grew up rather than where you currently
reside. Such a question is partly to do with the fact that Germany was previously split up into thousands of small state-like territories.
As far as clothing is concerned, the emphasis should be placed on muted, dark colours. Suits and ties
are normal at business meetings. Take care, however, not to be better dressed than your business partner. For ladies, excessive jewellery and too much make-up is also inappropriate.
In general terms, always bear in mind that Germany are both extremely fact oriented, whilst at the
same time being reticent. What may appear to someone from an open and welcoming culture to be a
lack of hospitality is for Germans an attempt to be polite, respectful and unassuming. Showing signs of
friendship at too early a stage is uncomfortable for many. If you succeed in being described as “very
pleasant and unassuming” by your business partner, you will have made great strides. But never ask
for such a compliment, that would be presumptuous!
If you have successfully concluded negotiations with your German business partners, it is usual to record the results in a detailed written contract. Adherence to the contract is viewed as an absolute duty.
Should any wishes for amendments arise, these need to be renegotiated at an early stage. Noncompliance with contracts can result in legal action. Declarations of intent to be filled out in more detail within the course of subsequent practical business relations do not form part of German business
culture. Wit is important to remember that verbal agreements are accorded the same value as written
contracts in Germany, provided sufficient witnesses are on hand to confirm the agreement which ahs
been reached.
Source: BBC, executiveplanet.com

Links
Facts about Germany – an information site provided by the German Foreign Office in various languages
http://www.tatsachen-ueber-deutschland.de/
Investing in Germany – an information site provided by the German Ministry of Economics in various
languages http://www.invest-in-germany.de/
Handbuch für Deutschland – contains a wealth of information for people wishing to live in Germany
(various languages)
http://www.handbuch-deutschland.de/
Association of German Chambers of Industry and Commerce (DIHK)
http://www.diht.de/
German Confederation of Skilled Crafts (ZDH)
http://www.zdh.de/
Doing Business in Germany – detailed information in English about forms of enterprise in Germany
http://www.lov-ww.com/germany/ControlServlet/en/publication/pubId/1318/
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