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WHAT WILL BECOME OF THE GERMAN MODEL?

Economy
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Abstract

 Traditionally, Germany’s economy has been characterized by a 

summarizes important challenges by discussing four distinct sources of 

diversity in Germany’s economy: transformations of the institutional 

SMEs (small and medium-sized enterprises) as a forgotten pillar of German 

capitalism; and the East German path in the German model. Overall, the 

article argues that the traditional German model has been substantially 

transformed. Additionally, considering the manifold sources of diversity 

in Germany’s economy, I call for a theoretical and empirical appreciation 

economy could be substantially advanced and a more accurate picture of the 
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O QUE ACONTECERÁ COM O MODELO ALEMÃO? Engajando 
fontes de diversidade ao nível da empresa dentro daeconomia alemã

Resumo

 Tradicionalmente, a economia alemã tem sido caracterizada por um 

discutir quatro fontes distintas de diversidade dentro da economia alemã. 

diversidade ao nível da empresa dentro da economia alemã; PME (Pequenas 

e Médias empresas) como um pilar esquecido do capitalismo alemão; o 

caminho da Alemanha Oriental no modelo alemão. Em linhas gerais, o 

artigo argumenta que o modelo tradicional alemão foi substancialmente 

transformado. Além disso, considerando as múltiplas fontes de diversidade 

dentro da economia alemã, o artigo busca por uma apreciação teórica e 

empírica desta diversidade ao nível da empresa. Fazendo isto, a pesquisa 

sobre a economia alemã pode ser avançada substancialmente e um quadro 

mais acurado do modelo alemão atual pode ser desenhado.

Palavras-chave

Economia alemã. Capitalismo comparado. Diversidade ao nível da empresa. 

Introduction

A key assumption in the comparative capitalism (CC) literature 

institutional conditions have fostered the emergence of a particular German 
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economic success in global markets. Major foundations of this successful 

model – among other aspects – are long-term employment relations and 

high innovative capabilities. This idea of a particular German model is a 

cornerstone of the comparative capitalism literature.

substantial transformations led several authors to question the survival 

The rise of atypical employment call into question the foundations of the 

traditional German model.

capitalism, the concept of a German model is coming under pressure. A 

number of studies have revealed that structures and strategies of German 

assumptions of the German model. One general claim of the traditional 
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The current economic crisis in Europe has reversed this picture of 

the erosion German model. The German model is currently no longer an 

Against this background of doubts about the traditional German 

model, I 

German model: 

First, a shift in the traditional German model is likely, since 

transformations of the institutional framework
In recent years, evidence about fundamental changes has emerged that 

production and innovation models. 

Second, in the CC debate, 

Germany’s economy have been largely overlooked. This includes research 

Third, CC debates have mostly focused on strategic patterns of 

large German 

supporting actor 

assume that SMEs might be a forgotten pillar of German capitalism. An 

investigation into the current state of the German model of production and 

innovation must consider SMEs.

Fourth

shift 
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East German path in the 
German model 

models. Not only has the debate about the traditional model neglected East 

This article contributes to the general question about the current 

investigations and empirical studies that shed light on the four mentioned 

sources of diversity in Germany’s economy. Generally, I argue that studies 

to CC debates by pointing out sources of diversity in Germany’s economy 

and discussing the relevance of these sources for the idea of the traditional 

German model.

Transformations of the Institutional Framework

portrayed as an archetypical case of a coordinated market economy (HALL; 

debates about comparative (dis)advantages and the persistence of national 

idiosyncrasies. The idea of a German model

comparative studies.

Foundations of the Traditional German Model
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bargaining agreements; the availability of patient capital from house banks 
(Hausbanken)

The resulting German production model
termed 

opt for quality competition instead of price competition. This is because 

only a quality competition strategy can achieve an institutional competitive 

advantage in the international market environment (HALL; SOSKICE, 

long-term quality improvements. The basis for this innovation strategy and 

the developed innovative capabilities are primarily long-term employment 

in an international, high-quality competition. Closely related to production 

and innovation models are various employment models that mediate access 

innovation. 
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for deviations, for instance, the pursuit of different innovative activities: 

discouraged from pursuing other ones, by particular combinations of 

Transformations of the German Model since the 1990s

of the traditional German model has been observed since the economic 

Dramatic shifts occurred in corporate governance and corporate 
. Deutschland AG as a German mode of corporate governance 

shareholder value orientation spread throughout the traditional German 
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industrial relations

Flächentarifvertrag) 

opening clauses 

Considerable changes to the traditional work organization system 

took place in the form of supply chain restructuring, outsourcing, and 

Concerning employment relationships, several changes to the 

traditional long-term, full-time employment model have emerged since 
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2 In general, the share of atypical employment has risen. Central 

employment (Zeitarbeit, Leiharbeit
(befristete Beschäftigungsverhältnisse). Although temporary employment in 

Geringfügige 
Beschäftigung

Considering all these tendencies of decay and change, it is an 

2 The category Other
employment; vocational training apprentices; other forms of dependent full-time employ-
ment (civil servants, servicemen).
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West Germany)
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In seminal contributions to the CC literature, differences to ideal-typical 

contrast to this implicit idea of homogeneity, a persistent heterogeneity of 

comparative study of production models in the automotive sector found that 

revealed that various strategies have been employed. In these cases, the 

institutional frame shaped not only strategies, but also the international 

pharmaceutical market. Firms actively related to their various institutional 

in case studies of various industries, including: furniture-making, motor 

compliance to institutional settings, but also instances of creative deviations 

alternative local institutions by producing creative incoherencies. National 

institutional settings are circumvented by the introduction of functional 

equivalent institutions – for instance by relying on international capital and 

international labor markets for managers. A search for alternative strategies 
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competition models and markets. 

A survey of  in several industries found 

models of long-term employment, as suggested in the traditional German 

employment strategies.

in particular have been considered less important, if important all. These 

activities. Even in the manufacturing sector, innovative capabilities in high-

tech sectors, such as furniture-making industry or paper manufacturing 

as high-tech forms of innovative capabilities are still being developed and 

employed in a single national institutional setting.

tech capabilities appear to be characteristic of large corporations in international 

for the founding of some SMEs is to realize high-risk, radical innovation. This 
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into SMEs, for instance in the biotechnology industry. This argument applies 

Trigema continues to manufacture clothing in Germany. It is critical to consider 

literature of large parts of the service sector. Service industries are a major 

sector of economic activity and innovation, and differ from manufacturing 

and economic turnover in manufacturing, service industries need to be included 

in the search for employment and innovation models. Overall, one can assume 

Are SMEs a Forgotten Pillar of German Capitalism?

been overlooked: “Giant companies, mostly run by managerial elites, are 

considered to be the economic actors. SMEs either are not mentioned or 

competences. 
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Mittelstand, can be 

considered a second pillar of German capitalism.

Mittelstand has also been characterized by a traditional model 

traditional SME model. This is accompanied by high integration in regional 

term orientation. In contrast to major pillars of the DQP model, in SMEs, 

avoided or impeded. 

German SME model has also been subject to substantial transformations. A 

3
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Table 1: Comparison of Traditional Models for Large Firms and SMEs

Dimension Traditional model for Traditional model for 
German SMEs

Cooperative 

employers and 

employees

Strong culture of trust and 

loyalty

Strong culture of trust and 

loyalty

Decentralized (informal), Decentralized (informal), 

Business 

development scope

Long term, limited 

Strong (national) Strong (regional)

House bank system 
providing patient capital; 

corporate governance 

 (Deutschland AG); 
avoidance of foreign, 

House bank system 
providing patient capital; 

general avoidance of 

limited access to capital 

markets

Strong Limited, avoided

Codetermination by Basic pillar of industrial 

relations

Avoided or impeded

One major area of prevailing differences is changes in the corporate 
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distinct development paths. 

in motion. Foremost the globalization of markets have forced German SMEs 

Basel II recommendations 

traditional house bank system. As a result, substantial shifts in SMEs’ capital 

strategies can be observed in reaction to increased formalization of controlling 

dissolution of the traditional house bank system creates a systematic scarcity 

Mittelstand

Finally, concerning innovative capabilities, it is assumed that there is 

a 
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since access to capital and other fundamental economic conditions have 

changed. Overall, this argument underlines that SMEs should receive more 

economic successes of German SMEs.

The clearest case of diversity in Germany’s economy is the 

development of the Neue Bundesländer – the emergence of East 

developments, but also displays major structural differences compared to 

Alte Bundesländer

federal development payments, and a gap in economic performance have 

accompanied East Germany’s economic situation. Furthermore, empirical 

economic and institutional development is assumed – a German variety 
of capitalism

Neue Länder

constitute alternative local institutional structures.
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industrial relations landscape in East Germany appears to be polarized (BUSS; 

collective bargaining policy cannot provide a comparable guiding function. 

This leaves much room for the realization of diverse strategies. Accordingly, the 

alternatives that prevent the development of independent solutions.

Employment relations

employment category Other in East Germany. This category includes self-

training apprentices; other forms of dependent full-time employees (civil 

East Germany seem to be taking a different development path. 

This difference in employment also emerges in other studies. East German 

communities (betriebliche Überlebensgemeinschaften . Core 
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Figure 2: A Comparison of Establishments Using Temporary Agency 
Work (West vs. East Germany)

extended 

Figugugugugugugugugugugugugugugugugugugugurererererererererererererererererererere 2: A Comparison of Establishments Using Temporary Agency 
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workbench 

for instance been reported in the automotive industry case of Opel Eisenach 

laboratory
and Americanization 
of introduction formal quality management rules into production systems 

Accordingly, East German establishments face a distinct situation 

for implementing innovation and developing innovative capabilities. East 
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innovation achieved is higher, as is the revenue share gained from market 

Summarizing all presented aspects, one can conclude that East 

Discussion

In this paper, I have presented evidence of considerable changes in the 

economy. 

substantial source of diversity in Germany’s economy. These institutional 

model of innovation to have shifted. As the conditions for production and 

tech innovations. This fact needs to be accommodated by CC theories about 
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an alternative model, but represent a complementary part of the general 

Closely linked to the previous source of diversity are the considerations 

In contrast, accounts of the traditional German SME model describe a 

specialization in long-term incremental innovation processes very similar to 

limited access to capital markets, and higher regional embeddedness. In this 

sense, there are diverse SME models in Germany. Seminal CC approaches 

here support the claim that SMEs should play a more important role in CC 

approaches. 

diversity I have discussed. Since the traditional German model accounts for 

concerning the development of innovative capabilities and their realization. 

Empirical investigations of the current German model should investigate 

Based on the various sources of diversity I presented, some conclusions 
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this empirically observed diversity provides substantial empirical and 

traditional assumptions about the German model.

the traditional model relates to alternative models. On the basis of this 

argument, one can assume that the German model is transformed in several 

preserved. A recent quantitative empirical investigation underlines this line 
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