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Itis difficultto predictthe future of globalisation over a
longertime horizon. Onereason is thatinternational eco-
nomic relationshipshave changed since the global eco-
nomic and financial crisis of 2008/2009 and, above all,
global tradeis growing more slowly. Another reasonis that
the longer-termimpactofthe coronavirus crisis is still diffi-
cult to foresee. It has the potential to reinforce protection-
isttrends and drive enterprises to realign their cross-bor-
der sales and supplier relationships. Atthe same time,
internationaltrade is very importantfor the German econ-
omy. A study commissioned by KfW Research has deter-
mined that around 28% of the workforce and 31% of value
added depend on exports. The analysis carried out by
Prognosillustrates the importance of exports for value cre-
ation and employmentin Germany, developsscenarios for
the future of globalisation in the nextten years and
describes implications ofthese scenarios for Germany’s
growth model.

The study examines three possible scenarios of the future
up to 2030 — a renewed globalisation surge, acontinuing
slowed globalisation and adeglobalisation ofthe global
economy. A renewed globalisation surge would markedly
lift Germany’s economic output, raising real GDP by an
average 1.2% annually from 2023, after the recovery from
the coronavirus crisis. Abroad-based deglobalisation, in
turn, would lead to a much lower growth rate of 0.9%. If
globalisation continues atthe slower pace that was
observable between the global recession of 2009 and the
coronavirus crisis, trend growth of 1.1% will rank between
the other two scenarios. The assumption for all three sce-
narios is thatdemographic change, digitalisation and cli-
mate change also influence the long-termeconomic devel-
opment.

Forthe future ofglobalisation, the scenario of reduced
globalisation dynamicsis being regarded as more proba-
ble than the other two. Businesses are therefore called
upon to rethink and possibly readjust growth strategies
that have so far been geared to international operations.
However, policymakers can also make a contribution.
They shapethe future ofglobalisation by creating the ena-
bling conditions for businesses, both athome and —
through cooperation with other countries —in external eco-
nomic relationships.

Germany’s external environment has deteriorated since
the global economic and financial crisis

International trade in goodsand services is amajor aspect of
globalisation. Even before the coronavirus crisis caused a
substantial disruption of global value chains in the spring of
2020 and led to a slump in international trade, there was
intensive debate over the effects and prospects of globalisa-
tion. Foronething, the growth of global trade had slowed
down. Whilethevolume ofglobal trade grew around

1% times as fast as the global economy each year fromthe
early 2000s up to the economic and financial crisis of
2008/2009 — and even twice as fastin the 1990s —, trade and
economic outputgrew only atan equal pacein the ten years
priorto the coronavirus crisis. The slowdownin the growth of
trade is also very evidentin its relation to the growth ofindus-
trial production (Figure 1). While the annual growth rate of
the global trade volume was generally higher than that of
industrial production before the 2008/2009 crisis, both tended
to remain on the same level after that.

Figure 1: Global trade volume and global industrial pro-
duction
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Foranother, thetrade environmenthad severely deterio-
rated. In 2017 thetrade conflicts began underthen-US
PresidentDonald Trump, especially between the US and
Chinabut also between the US and Europe. At the same
time, globalisation came under severe attack. Whiletheinter-
national division of labour provides significantadvantages for
economies, italso requires structural adjustments and gains
are notdistributed evenly. The question of how globalisation
must be designed in order for as many people to benefitfrom
its advantages as possible was increasingly comingintothe
spotlight.

Note: This paper contains the opinion of the authors and does not necessarily represent the position of KfW.



KfW Research

Changesin the external environmentare particularly relevant
for Germany. After all, despiteits size, its economy is excep-
tionally well interconnected, particularly in international trade.
Countries with a comparable degree of openness —defined
as the sum of exports and imports inrelationto economic
output— such as Portugal or Sweden have a much smaller
economic output.?In 2019, the degree of openness of
Germany was around 92%, while that of Portugal and
Sweden was 89% each. At the same time, Germany’s gross
domestic productwas around USD 3.6 trillion, Portugal’s
USD 0.2 trillionand Sweden’s USD 0.5 trillion (in prices of
2015).

Given howrelevantchanges in the external environmentare
forthe German economy, KfW Research has commissioned
an analysis in order to examine how strongly Germany has
so far benefited fromglobalisationand, in particular, from
trade links, in whatways globalisation mightdevelopin the
nextten years, and what implications these (de)globalisation
tendencies have for the German growth model of the future.
The following observationson possible globalisation scenar-
ios and theirimpacts on growth and employmentboth for the
German economy as a whole and forindividual sectors are
based on thefindings ofthis study, which was carried out by
Prognos undertheheading ‘Globalisierungin der Krise — Die
deutschen Unternehmen brauchen neue Wachstumsstrate-
gien’,which translates as ‘Globalisationin crisis —German
enterprises need new growth strategies’.®

Phases of globalisation since the beginning of the 2000s
provide points of reference for possible future scenarios
In orderto have an ideaofwhat the future of globalisation
mightlook like, the Prognos study begins by taking alook at
the pastwith a focus on international trade in goods and ser-
vices. Two phases of globalisation can be distinguished since
the early 1990s.

Phase of strong globalisation from the early 1990s up to
the global economic and financial crisis of 2008/2009
The global economy was characterised by strong growth in
trade and deepeninginternational value chain relationships.
Trading conditions were favourable because the European
internal market was created at the beginning ofthe 1990s
and the WTO was founded in the mid-1990s. The Eastern
European transition countries began the process of integrat-
ing into global trade and production processes. Chinajoined
the WTO in 2001, a movethat promoted theintegration ofits
economy into the global economy.

The positive developments of trade were facilitated by cost
reductions in theinternational transport of merchandise. One
reason for this was the global establishmentof standardised
container transportatthe beginning ofthe 1970s.4 If we use
the CIF/Fob ratio to estimate the developmentoftransport
costs,5we can see falling transport costs from the mid-1980s
to the mid-1990s.6 More recentdevelopments, such as the
use of GPS (global positioning system) for route planning
and freighttracking, also reducedthe costoftransportand
logistics.”
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Furthermore, progress in information and communication
technologies has made it easier to organise production pro-
cesses across borders and advanced the expansion of global
production networks. Improved telecommunications, higher
computing power, greater transmission capacity and more
advanced software have made it easier to geographically
separate production locations since the mid-1980s. Interna-
tional wage differentials ensured thatthis was also economi-
cally profitable and that global value chains emerged.®

The cross-border movementof capital, labour and knowledge
also intensified during this period. Between 1990 and 2008,
global directinvestment positions grew by 14 percentage
points to 24% of global gross domestic product.® Average
annual net migration increased worldwide fromaround

1.2 million peoplein the 1950-1955 period to around 6.4 mil-
lion peoplein the 2005-2010 period.’® Atthe same time,
however, the share of migrants in the global population
remained relatively steady.* The developmentofinterna-
tional dataflows as an indicator ofthe exchange ofinfor-
mation eclipses the development of other globalisationindi-
cators such as trade and directinvestment. Global monthly
IP traffic was 41 times as high in 2017 as in 2005.%? Data
flows cover a broad spectrumfrom movies and music
through educational offerings to business data. Thelarge
daily data flows between subsidiaries of multinational corpo-
rations are also counted.

Global trade experienced a phase of significantly slower
growth between the global economic and financial crisis
and the coronavirus crisis

Global trade fell sharply during the global recession of 2009,
even more steeply than industrial production, whichis used
as a pointofreference for determining business cycles.
Whilethe volume of global trade in thefirst three months of
2009 was around 18% below the previous year’s level, indus-
trial productionwas around 12% lower.3 In the years that fol-
lowed, global trade did notreturn to the growth rates of the
period beforethe global recession. Thatis because after the
global economy had recovered fromtherecession, apro-
nounced investmentweakness followed whichweighed on
global trade growth .4

Changesinthetrade environmentalso had an impact. On
the one hand, after the successes ofthe GATT and WTO in
the precedingdecades, only moderate progresswas made in
removing tariff trade barriers. The average most-favoured-
nation tariffdropped by 2.8 percentage points between 2000
and 2008 and then by only closeto 1 percentage pointup to
the year 2017.%° Moreover, the share of globally traded
goods thatwere affected by non-tarifftrade barriers such as
importquotas, exportsubsidies, licences or administrative
hurdles rose from 7% in 2009 to justunder 32% in 2017.16
The deterioration of external trade conditionswas exacer-
bated yet again when the trade conflictsinstigated by the US
beganin 2017. Thetrade conflictbetween the US and China,
in particular, led to an increasein punitive tariffs on both
sides.V”



Thus, global growth was already on its knees before the
coronavirus crisis struck.*®In its wake, Germany and the
entire international community experienced amassive col-
lapsein external trade as a result of containment measures
and behavioural changes onthe partofconsumers and
enterprises. April and May 2020 were the two worstmonths,
with Germany'’s trade volume 21 and 18% below the level at
the end 0f2019. Globally, the declines were 16 and 17%.1°
Even if trade recovered faster fromthe coronavirus-induced
slump than from the decline during the global recession of
2009 (Figure 2), the question is whatthe future of globalisa-
tionin general and international trade in particular will look
likein the long term.

Figure 2: Volume of global trade
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Three scenarios for the future of globalisation: ‘slowed
globalisation’, ‘deglobalisation’ and ‘globalisation surge’
The Prognos study developed three scenarios for the future
of globalisation up to the year 2030.% The considerations
focus on the overall trading environmentand the develop-
ment of transport costs, butthey also assume a different
level of international migration.

Scenario 1: ‘slowed globalisation’

The firstscenario assumes that globalisation will continue
with less momentum, as was observable during the period
between the global economic and financial crisis of
2008/2009 and the coronavirus crisis of 2020. No new trade
agreements are concluded and existing importtariffs and
non-tarifftrade barriers remain on the presentlevel. The sce-
nario also expects hardly any changes in the trade conflicts.
However, the open positions ofthe Appellate Body ofthe
WTO are restaffed?! and the organisation’s ability to function
isrestored in thisrespect. In other words, the countries align
their trade policy with the status quo.

As a result, the overall trading conditions for enterprises
remain complex but stable. In the absence of any additional
uncertainties of a geopolitical or geostrategic nature, foreign
trade transaction costs change only little. Transport costs
also remain steady because of a lack of impetus towards the

expansionoftransportinfrastructure or advances in logistics.

Knowledge sharing between economies and international
migration intensify ata similar rate as in previous years.

Focus on Economics

Scenario 2: ‘globalisation surge’

An optimistic scenario sees a substantial improvementin the
trading environment. The mostrecenttrade conflicts centred
around the US are resolved and the tariffs introduced in con-
nection with them are withdrawn. The WTO resumes its role
as a platform for multilateral negotiations butalso takes into
accountthe changingdemandson agreements regarding
trade in services and digitalisation.?? In addition, the coun-
tries of the EU succeed in completing the European internal
market for services and the digital single market. In addition,
developing and emerging economies, which have so far

been rather reluctant, make more progressin liberalising
trade. Chinaand India, in particular, open their domestic mar-
kets more readily to directinvestmentas well. Tariffs gener-
ally continue to fall on average internationally. But most of all,
multilateral exchangeleads to atrend reversal in non-tariff
trade barriers, which are lowered from their increased levels
of the past years.

A positive geopolitical and trade policy climate, as well as
political stability at global level, reduce the transaction costs
of international trade because the associated security
reduces risk premiums while facilitating international invest-
ment decisions. Transport costs are falling because transport
infrastructureis being expanded, especially in numerous
developing and emerging countries, and the automation of
the logistics sectoris moving ahead. Increased international
cooperationleads to moreintense knowledge sharing across
national boundaries and creates positive frameworks for
internationalmigration.

Scenario 3: ‘Deglobalisation’

In a pessimistic scenario, the trading environmentdeterio -
rates significantly. First, the conflict between the US and
Chinacontinues to escalate, drawing other countries into it.
Trade agreements are even terminated. As the WTO also
remains incapable of acting, international tradeis less rules-
based. National interests take centre stage and economic
policy incentives are created in order to speed up the
re-shoring of value chains.

Geopolitical and geostrategic conflicts hamper international
technology transfer and knowledge sharing. Greater uncer-
tainty and the deteriorated global risk situation lead to rising
trade transaction costs, whilethe neglectoftransportinfra-
structure leads to higher transportcosts. The coronavirus cri-
sisalso has negative longer-term effects, including ongoing
travel restrictions thatadversely impacteconomic exchange
and international migration.

The qualitative considerations on the scenarios are quanti-
fied by adjusting the corresponding model parameters —
exportand importpropensity, the development oflabour
productivity and netmigration —in the structural equation
model VIEW of Prognos (see box). Themodelis then used to
simulate, among other things, the developmentofgross
domestic productand its componentsand the variation of
gross value added and employmentat sectoral level up to
the year 2030.
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Box: Transferring the qualitative scenarios into quan-
titative assumptions on the scenario calculations in
the VIEW model of Prognos

First, a targetvalue for the openness ofthe German econ-
omy — i.e. the ratio ofthe sum of exports and imports to
gross domestic product—is set for the end of the scenario
horizon in the year 2030. Starting with a degree ofopen-
ness 0f90% in 2018, in the scenario of slowed globalisa-
tion itincreases by a total of 10 percentage points and
thus by the same amountas in the years between the
global recession of 2009 and the coronavirus crisis of
2020. In the globalisation surge scenariothe degree of
openness in theyear 2030 is 30 percentage points higher
than in the year 2018, thus repeating theincreasein the
12 years before the global financial crisis of 2008. In the
deglobalisation scenario, on the other hand, the degree of
openness drops to 70%, a level that was observablein the
mid-2000s.

The differentdevelopmentofopennessfortrade and the
related differencein import propensity influence labour
productivity growth. After all, higher competitive and price
pressure on theone hand and specialisation effects and
economies of scale on the other hand increase the effi-
ciency and innovative capacity and activity of enterprises,
with this correlation mostreadily observable forimports.?

The assumption is thata variation oftheimportratio by
1% leads to a changein labour productivity by 0.2% in the
same directionin the manufacturing sectors.?*For all
other economic sectors, this elasticity is weighted with the
relation ofthe sector-specificimportrate to that ofthe
industrial sector, so thatthe increase in labour productivity
is also lower when the importrate is lower than in the
industrial sector. In total, labour productivityin the deglob-
alisation scenariotherefore grows more slowly than in the
scenario of slowed globalisation but faster in the globalisa-
tion surge scenario. Furthermore, labour productivity
develops faster even in the medium scenario of slowed
globalisation than onaverage overthe pasttwo decades,
among otherthingsbased on the assumption that produc-
tivity gains arerealised fromthe developmentofinfor-
mation and communications technology and digitalisation.

Another assumption is that migration is likely to develop
more positively under aglobalisation surge than under
deglobalisation. The basis for modelling net migration
under the scenario of slowed globalisation is net migration
as forecastin the median population projection ofthe UN
populationscenarios. In the globalisation scenariothe
modelling assumes 40,000 people more on average per
year, in the deglobalisation scenario itassumes a decline
by the same number ofpeople.
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Table 1: Key indicators for the scenarios

Average Net

labour immigration

Degree of  productivity (people per

openness growth annum)

2030 up to 2030

Globalisation 120% 1.2% peran- ~ 240,000
surge num

Slowed 100% 1.1% peran- ~ 200,000
globalisation num

Deglobalisation 70% 0.9% peran- ~ 160,000
num

2018 2000-2018

Historic compari- 90% 0.7% peran- 272,000
son num

Source: Prognos 2021

As the time horizon ofthe scenarios is 2030, it is important
to look beyondthe assumptionsaboutthe future of global-
isation and consider long-termtrends that are relevant for
broad sections of society and affectthe economic devel-
opment. Theseinclude digitalisation, climate change and
demographic change. The VIEW model used by Prognos
also takes into accountthese megatrends and their influ-
ence on future economic developmentin Germany.?

Slower globalisation momentum means less trade impe-
tus for the German economy

Taking into accountthe megatrends of digitalisation, climate
changeand demographic change, the three scenarios for the
future of globalisation analysedin the Prognos study have
different effects on the developmentofeconomic outputin
Germany up to 2030. They can be illustrated at aggregated
level using average annual growth rates of gross domestic
product (Table 2). It must be bornein mind herethat the
coronavirus crisis led to asharp drop in economic outputin
2020 that has to be made up for first. 2 The different momen-
tum ofglobalisationin the three scenarios is already playing
out during the phase ofrecovery fromthe coronavirus crisis.
Itis easierto make up forlosses incurred during the crisis in
atrade-friendly environmentthan in asituation in whichthe
global environmentdeteriorates and weighs onforeigntrade.
Under the assumption of slowed globalisation, the trend
developmentforreal GDP followingtherecovery phase
results in an average annual growth rate of 1.1% per annum
between 2023 and 2030. The growth rate is 0.1 percentage
points higherifglobalisation picks up again. However, if glob-
alisation reverts to deglobalisation, the German economy will
achieve average growth ofonly 0.9% per year in the long
term.?’

Table 2: Average annual real GDP growth rate

Avg.2018-2030 _Avg.2023-2030

Globalisation surge 0.9% 1.2%
Slowed 0.7% 1.1%
globalisation

Deglobalisation 0.5% 0.9%

Source: Prognos (2021).



Depending onthe globalisation scenario, the expenditure
componentsof GDP contribute to varying degrees to the
growth of economic output, although here too the effects of
the coronavirus crisis are taken into account (Figure 3). Par-
ticularly for netexports and private consumption, the differ-
ences between the scenarios are obvious. The contribution
of netexportsto economic growth has averaged only 0.2 per-
centage points since 2010 and net exports even weighed
slightly oneconomicgrowthin the years before thecorona-
virus crisis.®Ifthis slowed globalisation continues, net
exports can also be expected to continue providingonly
minorimpetus. Its contributionto overall growth of real gross
domestic productfrom 2018 to 2030 is then -0.1%. In the
case ofa deglobalisation, thereduced degree of openness
and the resulting lower exportand import propensity would
indeed lead to a clearly negative growth contribution of net
exports. In a globalisation surge, on the other hand, net
exports makes a substantial positive contribution.

Figure 3: Growth contribution of real gross domestic
product expenditure components

In per cent, from 2018 to 2030
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Source: Prognos (2021).

In all three scenarios, private consumption contributes the
most to the growth ofgross domestic product. The scenarios
are differentiated on the basis of the varying intensity ofthe
impact of globalisation on labour productivity and employ-
ment, which determine disposableincome. To be sure, the
number of persons engaged in economic activity generally
decreasesin all three scenarios as a resultof demographic
change (seealso Figure 6). However, this is mitigated to var-
ying degrees by netimmigration. This moderating effectis
strongestin aglobalisation surge and weakestin deglobali-
sation. In all three scenarios, labour productivity increases —
also because of digitalisation and the diminishing availability
of labour as a result ofan ageing population. And in the case
of a globalisation surge, this developmentwill be particularly
reinforced because ofthe positive effects of higherimports
on theefficiency and innovative capacity of businesses and,
conversely, weakened in adeglobalisation scenario (see also
box). Greater labour scarcity and higher productivity can be
expected to lead to higher wages, which increaseincome
available for consumption.
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Exports are of particular importance for the largest
industries of the manufacturing sector

The German growth model is based on a relatively high
share of manufacturing in value added. In the year 2019,
immediately prior to the coronavirus crisis, manufacturing
accounted foraround 21% of gross valueadded. The OECD
average was 14%.%° Thethree largestindustries ofthe man-
ufacturing sectorin Germany are the production of motor
vehicles and vehicle parts, which in 2018 made up around
20% ofgrossvalue added in manufacturing (in current
prices, lastavailable value), followed by mechanical engi-
neering with around 16% and the metal products industries
with close to 9%.%0

The three largest segments of the manufacturing sector
based on value added also make a substantial contribution to
Germany’s foreign trade (Figure 4). Motor vehicles and vehi-
cle parts made up 17% and machines 15% of exportsin
2019. These shares also changed only marginally in 2020
(16 and 15%).%! Metal products, on the other hand, account
foraround 3.4% and remain less importantfor exports than
for value added in both 2019 and 2020.

Figure 4: Composition of foreign trade in 2020

Share of total export value in per cent
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Source: German Federal Statistical Office, KfW Research.

The importance of globalisation for individual sectors can
also be measured by theamount of domestic value added
that goesinto the production ofexportgoods and how many
workers are necessary for this. Value added and the number
of peopleemployedin asector can depend on exports both
directly and indirectly. Indirectexportdependence exists
when goods and services are used as inputs by other enter-
prises in the production of exportgoods.3?

Accordingto the Prognosstudy, some 12.6 million people —
28% ofthe total workforce — worked directly or indirectly for
exportsin 2019. Around 31% of gross value added relied on
exports, representing nearly EUR 1 trillion.®3 Exportdepend-
ence is higher in manufacturing both for value added (70%)
and employment (67%) than in service industries (21%
each). Besides, in manufacturing, directexportdependence
is higherthan indirectexport dependence, while service
industries tend to be indirectly involved in exports —in that
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their products go intothe exports of other enterprises (Fig-
ure 5).

Figure 5: Export dependence in the manufacturing and
services sectors

Shares in gross value added and employmentin per cent
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Source: Prognos (2021).

The motor vehicleindustry, mechanical engineeringand the
manufacture of metal products accountforaround 41% of
export-dependentworkers and some 45% of export-depend-
ent gross value added ofthe overall manufacturing sector.3*
Fromthe perspective oftherelevantsector, export depend-
ency is also substantial (Figure 6). Thus, around EUR 83 bil-
lion or 73% of gross value added in the motor vehicleindus-
try depends on exports.® Exports accountfor 77% of gross
value added in mechanical engineering and 60% in the man-
ufacture of metal products. In mechanical engineering and
the manufacture of metal products, 82 and 64% of the work-
forcedepend on exportsand 77% of the motor vehicleindus-
try workforce works for exports.

Figure 6: Export dependency of the three largest indus-
tries of the manufacturing sector
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Strong deglobalisation would be the worst outcome for
the largest industries of the manufacturing sector

In order to determine theimpact ofthe various globalisation
scenarios on thelargestindustries ofthe manufacturing sec-
tor,we haveto start by identifying their effects on value
added and employmentforthe economy as a whole. In the
three scenarios, gross value added increases alongside the
growth ofreal gross domestic product between 2018 and
2030 (Figure 7).%® The number of persons in active employ-
ment, on the other hand, decreases to varying degrees as a
function ofthe unemploymentrate as well as the demo-
graphic trend and immigration. In the deglobalisation sce-
nario, the unemploymentrateis slightly higher than in the
other scenarios.%’

Figure 7: Development of employment and value added

Variation in 2030 on 2018 in per cent
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Source: Prognos 2021, KfwW Research.

The threelargestindustries of the manufacturing sector —the
motor vehicleindustry, mechanical engineering and manu-
facture of metal products —are heavily dependenton exports.
Accordingto the Prognosstudy, the differences between the
scenarios in the sector-specific development ofgross value
added and employmentare therefore correspondingly high.
This applies in particular to automotive and mechanical engi-
neering butless to the manufacture of metal products. The
industries would benefitfrom a globalisation surge and
develop less favourably in adeglobalisation scenario than in
continuing slowed globalisation.

A more detailed analysis reveals thatin all three scenarios, a
drop in employmentis to be expected in the three largest
industries ofthe manufacturing sector —the motor vehicle
industry, mechanical engineering and the manufacture of
metal products —asitisinthe economy as a whole (Fig-

ure 8). As described in the Prognosreport,in each ofthe
three industries the number of persons in active employment
would fall most sharply in adeglobalisation scenario while
the lowestlosses would occurin aglobalisation surge. In the
motor vehicleindustry, employmentalready dropssharply in
the scenario of slowed globalisation compared with mechani-
cal engineering and the manufacture of metal products. The
declineis also above average overallin a cross-industry
comparison. Thisis also due to the advancing automation in
this industry, which manifests itselfin increasing capital inten-
sity.%®In the scenario of deglobalisation, the distance to the
other two industries increases again significantly.



If slowed globalisation continues and taking into account
other megatrends with long-term effects, gross value added
by the automotive industry would develop atan above-
average rate and that of mechanical engineering and the
manufacture of metal products would develop ata (slightly)
below-average rate compared with the average across all
industries (Figure 8). A globalisation surge would provide
additional impetus for gross value added by each industry,
especially forautomotive and mechanical engineering but
less for the manufacture of metal products.

Figure 8: Impact of globalisation momentum on the three
largest industries of the manufacturing sector

Variation between 2018 and 2030 in per cent

Change in gross value added
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Source: Prognos 2021, KfwW Research.

A broad deglobalisation, onthe other hand, would have a
distinctlynegative impacton the three industries compared
with a continuation of slowed globalisation. The effects of
reduced exportand import propensity, lower labour produc-
tivity growth and lower immigration would be so severe both
in the automotive and mechanical engineering industry and
in the manufacture of metal products thatgross value added
in these industries would be lower than that ofthe year 2018.
Thisis asignificantdifferenceto the gross value added by
the economy as a whole, which continues to grow even in the
deglobalisation scenario.

The difference between the scenario of slowed globalisation
and the scenario of deglobalisationis greatestin the value
added by the automotive and mechanical engineering indus-
tries. Both industries exhibithigh directexportdependence,
sothatadrop inthe exports to GDP ratio is immediately felt
there. In the manufacture of metal products, on the other
hand, theexportdependence ofgross value added is mostly
indirect, which should moderate the effect of lower export
propensity acrossthe economy as awhole. To be sure, given
the higher share ofimported inputs in the manufacture of
metal products, itis to be expected that the developmentof
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labour productivity resulting fromthe reduced importpropen-
sity in the case ofdeglobalisation would be slowed down
more herethan in the other two industries. However, this
appears to be ofsecondary importance compared with the
directeffects ofreduced exportand import-to-GDP ratios.

The threelargestindustries of the manufacturing sector,
however, are in any case notthe ones thatshow the most
conspicuous variations in the scenario of continued slowed
globalisation with respectto the development ofgross value
added and employment. After all, further factors besides
globalisation determine the development ofthe industries up
to 2030, including digitalisation, demographic change and
skills shortages, among others. Thatis why some ofthe other
industries show even sharper differences to the starting level
in the year 2018. Employment, for example, certainly falls rel-
atively sharply in the automotive industry butalso in infor-
mation and communications technology. With aview to gross
value added, the manufacture of metal products develops
comparatively poorly, butso does the constructionindustry.
By contrast, theincreasein gross valueadded in thephar-
maceutical industry and in the computer devices, electronics
and optical industry is even better than in the automotive
industry.

Outlook

The continuation of slowed globalisation is regarded as the
likeliestofthe three globalisation scenarios analysed by the
Prognos study. In this scenario, the external environment for
German enterprises remains complicated. Thisis indicated
by, among otherthings, the currentdevelopmentsin the con-
flictbetween Chinaand the US and between Chinaand the
EU, which show no signs ofeasing in the shortterm. Further-
more, it is to be expected that countries will focus on their
national interests when itcomes to supporting the recovery of
the economies. In other areas such as climate action, for ex-
ample, international cooperationis urgently needed in order
to define ambitious climate targets and promote investment
in climate action by creating favourable enabling conditions.

German enterprises thathave or are consideringinterna-
tional operations are called upon to review and, where nec-
essary, re-adjusttheir growth strategy even more strongly
than in a favourable external environment. First, the experi-
ence ofthe coronavirus crisis and its impacts on global value
chains may result in the need to make readjustments.® Sec-
ond, adjustments may need to be made to the business
model if the growth potential in international markets
increases less strongly oris concentrated in selected market
segments. If the slowed globalisationrecorded inthe pastten
years continues, itis therefore to be expected that more time
and effort must be invested in identifyingand harnessing
market opportunities. One option may consistin focusing
more strongly on the domestic market. An alternativeis to
concentrate on selected internationally oriented segments,
either by developing new export products or by tappinginto
new exportmarkets in developing and emerging economies.
Thesedifferentapproaches to developing new growth poten-
tials in an environment characterised by weaker globalisation
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momentum are described in more detail in the Prognos study
and summarised in the Focus on Economicsentitled ‘Slowing
globalisation pushes German enterprises to revise their

growth strategies’.*

Even if itis ultimately the enterprises thatdecide on their
international supply and sales relationships and thereby
determinethe course ofthe globalisation process, itis up to

workers acquire skills and competences and increases
enterprises’ expertise and adaptability. The external compo-
nentof such enabling conditions —such as an accessible
European internal marketand business certainty forinterna-
tionally active enterprises through international agreements —
requires Germany to remain committed to cooperating and
working with other countries, especially withinthe context of
the European Union.

politicians to create the enabling conditions for this. This
offers the opportunity to actively shape globalisation against
the backdrop oftheinternational environment. The funda-
mentals for an internationally competitive economy thathas
technological leadership are created at home, for example
through aresearch and educational landscape that facilitates
the transformation ofideas into marketable products, helps
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