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An overview of Economic Development of Germany 

The period of Germany during late 19th century and early 20th century was unique 

for the history of Economic Development of Germany. No other nation’s history 

display such a reference of rise and fall. In 1871 Germany united as an empire. 

Prior to this German people were split into free critics, fought and conquered  one 

another according to their capacity and ambition of the ruler. In the sixteenth and 

seventeenth century the reformation broke up in the catholic world , the religious 

war of the Europe was on the German soil. German against German resulted into 

completed exhaustion of German people, their economic and intellectual life. After 

30 years of war Germany was a desert, depopulated and barbarized. 

In Germany modern nationalism was a direct offspring of French Revolution. 

German nationalization  in the first half of the 19th century was definitely liberal 

and democratic .The failure of revolution of 1848, the mixture of 19th century 

nationalism and Prussian absolutism of the 18th century produced Otto Von 

Bismarck.  

Agricultural Development in Germany 

German agriculture between 1870 and 1939 provides a fascinating and instructive 

example of an agricultural sector in an economy whose comparative advantage lay 

in manufacturing not agriculture. For political, social and strategic reasons, 

Imperial Germany was unwilling to let the agrarian sector decline in the same way 

that it did in Britain. While this decision has been criticized, it was not a totally 



 

 

irrational choice, given the effect that a further flood of rural migrants would have 

had on German cities in the 1870’s and 1880’s. It can also be pointed out that if 

Germany had been even more dependent on imported food, then this would have 

made it more vulnerable to the threat of a British blockade. In any conflict 

Germany would have had to rely on the largesse of the Royal Navy in allowing 

food imports to pass through the North Sea, leaving little choice but to become the 

junior partner in an Anglo-German alliance. Given this decision, what is 

remarkable about the pre-1914 German agricultural performance is that the level of 

protection did not affect the growth of productivity. German agriculture underwent 

a process of relative decline, but still contributed to the overall growth of the 

German economy through a high rate of internal productivity growth. However, 

this rate of progress was not maintained in the interwar period. There were two 

main factors at work. The first was the trend away from an agricultural sector 

which was integrated with the world economy and towards one which was largely 

autarchic and dependent on home-produced resources. The second was the 

existence of structural weaknesses which meant that parts of German agriculture 

were not well-suited to the use of modern farm machinery. In this period, 

agriculture no longer made a significant positive contribution to the overall growth 

of the German economy and became instead a drag on Germany’s economic 

performance considered as a whole. 

The Industrial Revolution of Germany 

The Industrial Revolution began about a century later in Germany than it did in 

England. Germany did not exist as a political unit until the latter part of the 

nineteenth century. First came the Zollverein (Toll Union) in 1833 that by 

abolishing tolls between the various German principalities, made Germany into a 

common market. For a period of decades, until about 1860's, there were attempts at 



 

 

imitating in Germany the industrialization that had taken place elsewhere in 

Europe. This imitation was only moderately successful. In 1870 the modern 

German nation was created and thereafter major industries were founded that led to 

the full fledged industrialization of Germany. 

The southern side of the Rhine Valley of Germany was incorporated into France by 

Napoleon. At that time France was, despite its economic shortcomings with respect 

to England and Belgium, quite a bit more advanced than Germany. This period of 

forced integration with France stimulated economic change in the Rhine Valley. In 

1815 this area became independent of France but retained some of the economic 

and institutional reforms of the Napoleonic period. Serfdom and the guilds were 

abolished. Other remnants of feudalism were ended which restricted commerce and 

industry. 

Prussia initiated the concept of a common market in 1818 and in 1833 a treaty 

extended the Zollverein to the larger states of Germany, although Austria, by 

Prussian design was excluded. 

A rail system for Germany developed rapidly under the promotion of the German 

state governments. The rail system increased the demand for steel and coal. The 

coalfields in the Ruhr Valley were fully developed and made Germany into the 

foremost coal producer in Europe. A steel industry also developed and the stimulus 

of the coal and steel development expanded the banking and capital markets 

available to Germany. This helped other industries such as the chemical and 

electrical industries develop in the latter part of the nineteenth century. The 

German chemical industry became the most advanced in the world. 

The Weimar Republic of Germany  



 

 

The German Imperial government made many errors of judgment in connection 

with World War I. It first assumed that there would be a limited war between the 

Austro-Hungarian Empire and Serbia. When the Russian Empire decided to 

support Serbia the situation changed completely. The German Empire decided to 

support its Austro-Hungarian ally. But it knew that France was committed by 

treaty to support Russia so Germany aiding Austria-Hungary would put it at war 

with France. Germany thought it could win by quickly striking France through an 

invasion across Belgium. A quick defeat of France would enable it to later deal 

with the gargantuan but lethargic Russian army. But in the west the war turned into 

four years of soul-searing trench warfare. Eventually the Russian army collapsed in 

the east while the western front held firm. 

The German government, expecting a short, victorious war, did not make provision 

for covering the cost. It borrowed funds instead of raising taxes because it thought 

it would be able to impose the cost of the war on the losers as reparation payments. 

Even with the Russian Army taken out of the war and German forces concentrated 

on the west the western front not only held against German offensives but the 

Allied counteroffensives pushed German forces back. The German general, 

Ludendorf, recommended that Germany seek peace. Popular uprisings and a 

mutiny in the navy made ending the war critical. It appeared that a revolution 

within Germany was breaking out. The Kaiser (emperor) abdicated and a Republic 

was proclaimed. 

National Socialist Germany 

The Nazi economic system developed unintentionally. The initial objective in 

1932-33 of its economic policy was just to reduce the high unemployment 

associated with the Great Depression. This involved public works, expansion of 



 

 

credit, easy monetary policy and manipulation of exchange rates. Generally 

Centrally Administered Economies (CAE's) have little trouble eliminating 

unemployment because they can create large public works projects and people are 

put to work regardless of whether or not their productivity exceeds their wage cost. 

Nazi Germany was successful in solving the unemployment problem, but after a 

few years the expansion of the money supply was threatening to create inflation. 

The Nazi Government reacted to the threat of inflation by declaring a general price 

freeze in 1936. From that action the Nazi Government was driven to expand the 

role of the government in directing the economy and reducing the role played by 

market forces. Although private property was not nationalized, its use was more 

and more determined by the government rather than the owners. 

In practice the authorities of the control offices often intervened and there was 

continual negotiation and political battles as the users of products tried to use 

political influence to improve their allocations. The prices of 1936 made little 

economic sense, particularly after Germany was at war. So there economic 

calculations using the official prices were meaningless. In particular, the 

profitability of a product was of no significance in determining whether it should 

be produced or not. Losses did not result in a factory ceasing production; the 

control offices made sure that it got the raw materials and that the workers got 

rations of necessities. 

Because of the mistakes and failures of Centrally Administered Economies there 

are often black markets operating. Although the authorities typically persecute 

people for dealing in these markets the reality is that such markets are essential for 

preventing a collapse of the Centrally Administered Economy. 



 

 

Production decisions may be made on political criteria that are economically 

foolish, such as locating a factory in a region to benefit the supporters of some 

political figure. Even aside from such corruption of the decision process the 

centrally administered economy suffers from major weaknesses. The centrally 

administered economy can mobilize resource quickly for big investment projects 

but there is no guarantee that there will be a balance of investments. For example, 

there may be big programs to build railroads but not enough trains to make use of 

those railroads. 

Although Centrally Administered Economies may appear to be efficient and 

effective initially their errors and inefficiencies accumulate and eventually result in 

stagnation if not collapse.  

German Economy in the 1920s 

There were several characteristics which Germany possessed after the First World 

War which made them vulnerable to being manipulated by someone like Adolf Hitler. 

As in most nations, the economic factors of the time play a significant role in 

determining how a society will behave. Germany was economically devastated after a 

draining defeat in World War I. Due to the Versailles treaty, Germany was forced to 

pay incredibly sizeable reparations to France and Great Britain. In addition, the 

Versailles treaty, which many agreed was far too harsh, forced Germany to give up 

thirteen percent of its land. 

            At first Germany tried to recover from the war by way of social spending. 

Germany began creating transportation projects, modernization of power plants and 

gas works. These were all used to battle the increasing unemployment rate. Social 

spending was rising at an unbelievable rate. In 1913 the government was spending 

approximately 20.5 per resident; by 1925 it had risen to almost 65 marks per resident 

and finally in 1929 it reached over one hundred marks per resident. The elevating 

amounts of money which were used for social spending combined with plummeting 

revenues caused continuing deficits. Eventually the municipal finance collapsed in 

1930. Although it seemed as if the collapse was due to debt, in actuality ordinary 

budgets were the reason for the initial collapse. Municipal officials and politicians 

were unable to restore order to the budgets. Further adding to Germany's economic 



 

 

problems, the revenue from income tax began to fall. In 1913, over fifty three percent 

of all tax revenues was from income, but in 1925, it dropped down to 28%. As the 

returns on income taxes decreased, the government began to depend much more on 

state trade and property tax. The government also became highly dependent on the 

profits made from municipal utilities, such as electric power plants. 

            Even with all of Germany's economic shortcomings, it could have still been 

possible to make reparation payments if foreign countries had not placed protective 

tariffs on Germany's goods. With the income Germany could have gained by selling 

goods in foreign countries, for relatively low prices, reparation payments could have 

become feasible. The protective tariffs made this idea impossible and further 

depressed the German economy. Faced with reparation payments they could not 

afford, Germany began printing exaggerated amounts of money. This threw Germany 

into a state of super inflation. Inflation reached the point where millions of marks 

were worthless. Cartoons of the time depicted people with wheelbarrows full of 

money who could not buy a loaf of bread. "With the approach of world crisis foreign 

lenders withdrew capital and markets further closed against German imports" 

(Sweezy 8). The United States was an extremely significant example of this. When 

the U.S. was hit by the great depression they immediately sought to get the loans, 

which they had made to German, paid back. This, in addition to all of Germany's 

other problems, practically caused the German economy to collapse. 

            With Germany at its weakest and most vulnerable point, Hitler took the 

opportunity to begin his ascent to power. Even to this date, in a country as diverse and 

liberally minded as the United States, when the economy is down people desire 

somewhere to place the blame. For example, the current use of illegal immigrants 

from Mexico as scapegoats for economic hardships. In Germany, Hitler used the 

Jewish people as a scapegoat for all of Germany's problems. With disproportional 

numbers of wealthy Jewish business owners, Hitler convinced much of Germany that 

the Jews were to blame for the poor economic state. 

            Hitler had two significant ideas that helped launch him in to power. He had 

someone to blame for the economy and he had a plan for a swift economic recovery. 

Hitler outlined a plan where in four years he would completely eliminate 

unemployment throughout Germany. Even though his plan was a plan that would not 

raise the level of income for the enrichment of the people but an economic plan for 

military strength and victory the German people were eager to see any economic 

success. Hitler used an extremely detail and well-organized plan for economic 

revitalization. Through his method, Hitler was able to keep his promise of economic 

growth and begin his climb to power. 

 



 

 

Post World War II Collapse and Recovery 

The Occupation 

The Occupation Authorities in the American, British and French Zones kept the 

economic policies of the Nazis in place. There were price controls, rent controls, 

wage controls and extensive general regulation of the economy. The net result was 

an economic disaster and the creation of near-famine conditions. But the loosening 

up of controls brought up the problem of the past excessive expansion of the 

money supply. Inflation had been suppressed during the Nazi years by price 

controls. With the removal of price controls came inflation. 

 

1948-1960 Spontaneous Growth: The Miracle Economy 

The monetary, economic and institutional reforms of June 1948 were followed by 

about 18 months of consolidation with stable to slightly falling prices. 

Industrial production increased by 24% in 1949 and 12% in the first half of 1950. 

Over the period the average annual growth rate was 15% per year. 

The employment growth picture was mixed. Labor requirements reflect not only 

the level of production but also the level of labor productivity. Labor productivity 

was increasing dramatically in the recovery period. In 1948 there were 600,000 

new jobs but a loss of 370,000 old jobs for a new gain of 230,000. But in 1949 

there were only 260,000 new jobs and a loss of 410,00 old jobs for a net loss of 

150,000 jobs. 

On top of this mixed picture on job creation there was an influx of 9 million 

refugees (expellees and immigrants). 



 

 

The major problem was the capital shortage. Not only was there the problem of the 

war destruction of capital but the reparation confiscations of capital equipment 

depleted the capital stock and made entrepreneurs afraid to invest because of the 

possibility that their investments might be confiscated in the future. 

Profitability was increasing because wage rates were not increasing as fast as 

prices and productivity. In other words, unit labor costs were declining. 

William Ropke, an economist whom Americans would call conservative but in 

European terminology is called liberal, recommended increasing the interest rate to 

encourage savings. 

The Tax Law Adjustment Acts of June 1948 and April 1949 created tax breaks for 

capital creation. West Germany had a high, graduated income tax imposed by the 

Allied Occupation Force after World War II modeled upon the New Deal income 

tax of the U.S.There were income tax reforms over the period 1948 to 1955 to 

reduce the severity of the income tax program. 

The West German government was directed involved in investment planning in the 

"bottleneck sectors" of mining, steel and energy.West Germany retained the rent 

control program created during the days of the Weimar Republic, continued by the 

Nazis and later by the Occupation. There was thus a chronic shortage of housing 

which the government tried to alleviate with construction subsidies and public 

housing. 

German foreign trade recovered dramatically despite the loss of Eastern European 

markets. Foreign trade increased 84.4% per year over the two year period 1948-

1950. Throughout the 1950s it increased 16% per year in real terms. Thus West 

Germany very quickly wiped out its trade deficit and commenced running a trade 

surplus. Initial exports were raw materials such as coke from coal and scrap metal 



 

 

but by the end of the 1950s exports were mainly manufactured goods. Also by the 

end of the 1950s Western Europe had become the major customer and major 

supplier for West Germany. 


