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One solution—which had been pushed by the Obama administration—is a massive
increase in German state spending to bolster national consumption, an idea also backed
by the European Commission, the European Union’s executive arm. The commission
last month warned that German economic policies were creating “very significant
economic and political distortions for the entire eurozone.”
German public investment, at 2.2% of economic output, is low by international
standards. A recent study by the Bertelsmann Foundation suggested that increasing that
investment to 3.3% of gross domestic product—the OECD average—would boost
Germany’s growth rate to 1.6% from 1.4% over the next decade.
But more public spending doesn’t sit well with frugal German voters. The nation’s
budget is already stuffed with social handouts.
Another option—lowering taxes to boost consumption—hasn’t gained traction in
Germany either. Finance Minister Wolfgang Schäuble isn’t keen on large tax cuts
because he wants to reduce the national debt, and those tax cuts that are even being
considered are income-tax changes that would primarily affect richer workers, with
little impact on consumption.
A regulatory rollback is another potential avenue to address trade imbalances. German
rules that shield professions and trades, such as bakers and electricians, are seen by
some observers as protectionist.
Restrictive regulations also limit investment in Germany and therefore imports, said
Marcel Fratzscher, who heads a government n expert committee for the German
government on investment. He is calling on the government to slash excessive
regulations to unleash €90 billion a year of extra private investment, including in the
nation’s cosseted services sector. EU officials have criticized Germany’s role in blocking
the deregulation of the EU services market, which accounts for more than 70% of the
region’s output.
Changing those rules could boost investment and consumption and reduce the nation’s
foreign surpluses, said Sony Kapoor, managing director of Re-Define, a think tank. But
to date, advice like this has done little to stop the inexorable rise of the world’s most
consequential trade imbalance.
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