










ment spending or government tax/revenue reduc-
tions. Unsurprisingly, as shown by the OECD2 there
is an inverse relationship between the scope of a
country’s automatic stabilizers (in place before the
crisis) and its discretionary fiscal stimulus (imple-
mented during the crisis). The OECD has estimated3

that in Germany, the automatic stabilizers are more
powerful than the OECD average, while in the United
States they are considerably less economically potent
and pack only two-thirds of the economic effect of
German automatic stabilizers.4
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Figure 1A: Contributions to U.S. Real Quarterly GDP 2007-Present

Figure 1B: Contributions to German Real Quarterly GDP 2007-Present
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With automatic stabilizers less powerful in the United
States, a relatively heavier U.S. government reliance
on fiscal stimulus as a share of the total fiscal reac-
tion during 2008-09 is a given. With the crisis
response emphasizing the discretionary fiscal
element, the precise timing and composition of the
U.S. stimulus package becomes an important issue.
Automatic stabilizers by their nature generally have
the advantages of both taking effect immediately as
the economy begins to slow down, and generally rely
on increased government spending to increase
aggregate demand. The U.S. American Recovery and
Reinvestment Act (ARRA) was signed into law in late
February 2009, but according to the Congressional
Budget Office (CBO) only reached its full economic
impact about one year later in the first half of 2010.5 

In addition, more than half of the economic stimulus
included in ARRA came in the form of tax breaks to
consumers and businesses, which in the dire U.S.
economic circumstances in 2009-10 may not have
provided the maximum stimulating economic effect.
U.S. consumers and businesses who benefitted from
a tax break in this period may frequently have decided
to use this extra money to pay down debts, rather than
go out and spend it. As a result, the so-called “output
multiplier,” i.e., the cumulative effect of ARRA on GDP
over several quarters, for large parts of the stimulus
package was relatively low. The CBO estimates that
the difference can be up to a factor of five, with direct
government spending in the form of federal govern-
ment purchases of goods and services generating
$2.50 of additional GDP for each dollar spent.6 This
is compared to just $.60 of additional GDP created
for each dollar spent as part of ARRA on giving a one-
year tax cut to higher income Americans. As a result,
when looking for the actual beneficial economic effect
of a fiscal stimulus package, it can be very misleading
to simply look at the headline dollar or euro cost of the
package in question. 

A possibly superior metric for the role of the govern-
ment sector in stimulating the economy during the
Great Recession is the general government final
consumption expenditure data in Figures 1A/B.
Increases in government final consumption expendi-
ture have among the highest output multipliers among
the different types of fiscal stimulus, and might include
increases originating in both automatic stabilizers and

discretionary stimulus measures. Especially in federal
states like the United States and Germany, where
large parts of government activities are located at the
state and local level, it is critical to look at the
combined economic effect of the full general govern-
ment sector, including all layers of government.
Focusing on just the federal government will be
misleading, if stimulus enacted centrally is offset by
spending cuts at the state and local level (a pattern
recently seen in the United States). 

Looking at Figures 1A/B, it is clear that by this metric
of the relative scale of government stimulus, Germany
had an overall expansion of general government
demand creation at more than twice the level of the
United States after the recession began in Q4 2007.7

On average, each quarter the German general
government sector’s final consumption expenditure
expansion has contributed 0.11 percentage points of
GDP growth, compared to an average contribution of
just 0.04 in the United States. It is moreover note-
worthy that while in Germany only in a single quarter
(Q2 2010) did the general government sector
contribute negatively to GDP, this has repeatedly
been the case in the United States since Q4 2010,
as the declining stimulative effects of the federal
government’s ARRA has been more than offset by
accelerating cutbacks at the U.S. state and local level. 

Consequently, the repeated calls from the Obama
administration, referencing the economic crisis stim-
ulus enacted by the United States itself, for Germany
to “implement more stimuli” are factitious. There are
within the G20 framework for “generating strong,
sustainable and balanced global growth”8 numerous
valid reasons for the United States to want Germany,
a large surplus country, to do more to stimulate
economic growth through domestic consumption and
investment,9 but the relative scale of America’s own
fiscal stimulus should not be one of them. Germany
experienced a deeper contraction in GDP than the
United States and aptly used the combined effects of
its more effective automatic stabilizers and general
government sector demand expansion to implement
a bigger overall stimulus than enacted in the United
States. 
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The Different Great Recessions in the
United States and Germany: Labor
Markets

The politically most important aspect of the Great
Recession in any democratic country is probably the
labor market performance and its impact on job
creation. When thinking about this aspect of the
Great Recession in U.S.-German context, a striking
feature of the Great Recession is the pronounced
“leveling effect” it has had on labor markets in the
United States and Germany. Traditionally, its flexible
and dynamic labor market has been among the
biggest advantages the United States has enjoyed
when compared with Germany, as well as Europe as
a whole. Yet, even though Germany’s economic
downturn was considerably deeper, it was dispro-
portionally American jobs that disappeared with U.S.
headline unemployment roughly doubling to between
9-10 percent throughout 2010. For the first time in

almost thirty years, U.S. unemployment has been
considerably above the level in Germany for a
sustained period of time.

As described by the OECD, various government-
supported short-time work schemes, combined with
reductions in overtime hours and other employer-initi-
ated initiatives, meant that most of Germany’s reces-
sion-related labor input reduction was achieved
through a reduction in Germans’ hours worked, rather
than German jobs.10 In contrast, U.S. employers
shed workers aggressively during the Great
Recession, causing the traditional Okun’s law rela-
tionship between contractions in GDP and unem-
ployment to break down.11 As a result, the United
States and Germany have experienced widely
diverging productivity trends since 2008, with strong
annual output per hour gains in the United States
and substantial declines in Germany in 2009 and
only a modest recovery in 2010.12 
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By avoiding large increases in unemployment and the
associated traditionally high risks of hysteresis effects
(e.g., long-term unemployment), labor hoarding (i.e.,
the unwillingness of employers to lay off employees
despite an economic slowdown) in Germany will have
reduced the social costs of the Great Recession.
However, at the same time, Germany could have been
facing a potential jobless recovery, as the lower hours
have been associated with a reduction in hourly
productivity. This would be the outcome in Germany,
if hours worked per employee and hourly productivity
were to rise back to pre-crisis levels—a substantial
increase in GDP without new jobs being created.
Meanwhile, judged principally on the large number of
job cuts and countercyclical productivity growth
during the recession, the United States should have
looked well poised for substantial job creation after
the Great Recession. However, as illustrated in Figure
2, the opposite has occurred.

The working age employment/population ratio is the
most intuitive measure for the ability of an economy to
employ its working age population and controls for
the changes in the overall population. As such it is a
better indicator of the state of the labor market than
the headline unemployment number, which is heavily
influenced by entries and exits to and from the overall
measured labor force and particularly the unem-
ployed.13 Figure 2 shows the employment/population
ratio from 1992 to the present in the United States,
Germany, and the euro area. 

It is immediately clear how during the 1990s and up
to the mid-2000s, the United States enjoyed signifi-
cantly higher employment rates than in Germany (or
the euro area as a whole). However, that began to
change gradually as early as the bursting of the
internet bubble, from which the United States never
fully regained all jobs, which is evident when control-
ling for population growth. Meanwhile in Germany,
following the Hartz labor market reforms from 2003-
05, employment rates began to rise strongly by the
end of 2004. 

The impact of the Great Recession on the U.S. labor
market caused a dramatic drop in the total American
employment rate to levels not seen since the early
1980s, well before the full entry of American women
into the workforce. Or put another way, when control-

ling for population growth, every U.S. job created
since Ronald Reagan’s first term was destroyed
during the Great Recession and no recovery has
materialized, with total employment rates remaining
stuck at catastrophically low levels.

The contrast with Germany is striking. Not only did
Germany, unlike the United States, enter the Great
Recession on the back of strong sustained gains in
employment from the Hartz reforms, but the German
labor market continued to increase job creation
throughout the downturn and subsequent recovery to
reach a historically high working age employment rate
of 72.5 percent by Q2 2011. At the same time, as
discussed above, reductions in Germans’ hours
worked accounted for a substantial part of the
region’s reduction in total labor input during the crisis.
While this will tend to bias U.S.-German employment
rate comparisons (as in Figure 1) in favor of
Germany,14 the same general trend is found also
when looking at the more comprehensive measure of
hours worked/capita data. “Hours worked/capita” is
a broad metric that has the advantage of incorpo-
rating  both changes in employment and hours
worked per employee, and as such takes account of
the effects of both job losses, reductions in working
time, and increases in the frequency of part-time work.
The most recent data from the Conference Board15

suggests that U.S. hours worked per capita dropped
by 63 hours annually from pre-crisis 2007 to just 772
hours per capita in 2010, a level last seen in 1983.
Concurrently, hours worked/capita in Germany
increased by 21 hours to 697 hours per capita in
2010. While thus aggregate labor input per capita
remains higher in the U.S. economy than in Germany,
this is much less true after the Great Recession than
before, with per capita German labor input back at the
90 percent of U.S. levels seen around German unifi-
cation and before the glorious decade of the 1990s
for the American labor market.

While job creation therefore appropriately has
remained the top priority for President Barack Obama
(and, at least rhetorically, the U.S. Congress) recently
and given rise to the administration’s associated
demands for more government stimulus in the United
States and abroad, the extraordinary positive devel-
opments in the German labor market have not
produced the same political impetus in Berlin. Indeed,
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the strong labor market performance in Germany
during the Great Recession and subsequent recovery
will surely, following the sizable early and successful
effect of German automatic stabilizers and increased
government spending, have blunted any demands for
Berlin “to urgently do more,” which could conceivably
cause economic overheating in Germany. Most sover-
eign and democratic governments will respond
urgently to stress signals from the politically crucial
labor markets, and given the divergence in labor
market signals sent to Washington and Berlin, it is
unsurprising that their government policies have been
quite different, too.

The Different Crisis Responses in the
United States and Germany: Central
Banks

As the euro area debt crisis has accelerated since the
spring of 2010, increasingly the differences between
the policy responses of the U.S. Federal Reserve and
the European Central Bank (ECB) have risen to the
top of the transatlantic media and political agenda. As
the ECB is also Germany’s central bank, an
increasing gap has, as the euro area crisis has deep-
ened, opened up between the U.S. and German
central bank crisis response. 

Paraphrasing Donald Rumsfeld, the former U.S.
defense secretary, you fight a financial crisis with the
institutions you have, not the institutions you might
wish you had at your disposal. And there is no doubt
that Germany and the euro area entered the Great
Recession woefully under-institutionalized with a
common currency flying on just one motor—the
European Central Bank (ECB)—but without the
crucial unified fiscal entity that traditionally plays a
critical role in combating large financial crises. More
than anything, this crucial institutional difference
between the United States, where the federal govern-
ment is the principal fiscal agent and the Federal
Reserve its established monetary policy partner, and
Germany, which while increasingly powerful inside
the euro area in this crisis, controls neither the fiscal
policy of the euro area as a whole nor its central bank
(the ECB), dictates the widening gap between U.S.
and German central bank responses to this crisis.

While the ECB is often portrayed as being a larger

replica of the German Bundesbank, it is not controlled
by the German government. In fact, as the ECB is the
only truly federal institution in the EU with each euro
area member having a single seat on the twenty-three
person ECB Governing Council,16 the influence
Berlin wields on the ECB is smaller than in other EU
institutions. Moreover, even as the ECB and the
German government right now clearly agree on the
need for additional structural reforms and fiscal
austerity in the euro area periphery, as well as
stronger fiscal rules for the euro area as a whole,
Frankfurt and Berlin have not seen eye to eye
throughout this crisis. The ECB, for instance, vehe-
mently opposed the German government’s ultimately
successful demand for haircuts (e.g., a reduction in
the value of the debt) for Greece’s private sector
creditors. So, despite the fact that Berlin, in line with
German political tradition and the German
Constitution, will protect the complete political inde-
pendence of the ECB, this does not mean that the
German government controls the actions of the ECB
in the same way that the U.S. Congress or British
Parliament ultimately holds sway over their national
central banks.

In the U.S. Federal Reserve Act, Section 31,
Congress made it clear how “[t]he right to amend,
alter, or repeal this Act is hereby expressly
reserved.”17 In other words, the independence of the
Federal Reserve can be undone by another Act of
Congress. Although the Federal Reserve has, to date,
conducted itself in an amicably independent manner
in this crisis, the fact that the top four Congressional
Republicans in September 2011 publicly called for
the Federal Reserve Board to “resist further extraor-
dinary intervention in the U.S. economy”18 would
suggest that it might risk becoming subject to direct
political pressure in the future and consequently will
factor such potential pressure into some of its policy
actions. 

The independence of the ECB meanwhile is
enshrined in the European Treaty’s Article 282, which
explicitly dictates its independence and that
“[European] Union institutions, bodies, offices and
agencies and the governments of the Member States
shall respect that independence.”19 As such its
status cannot be altered by the actions of the German
or any other individual European government.
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Combined with its status as the only institution in the
euro area with the capacity to act expeditiously and
decisively in the European financial markets, this insti-
tutional independence has made the ECB a uniquely
powerful and fully political actor in the aftermath of the
Great Recession. 

Initially, the ECB and the Federal Reserve responded
quite similarly to the Great Recession by reducing
interest rates dramatically at the end of 2008 and
engaged in a series of interventions to prevent the
collapse of the U.S., European, and global financial
systems. With the crisis at the outset centered on the
United States, the Federal Reserve intervened most
dramatically by cutting short-term policy rates to zero,
with an emergency bailout of AIG, and via a number
of Federal Reserve programs designed to support
the liquidity situation of key financial institutions,
generally rendering improved conditions in financial
markets.20 In several of these emergency programs,
the Federal Reserve entered into a close collaborative
relationship with the American fiscal authorities in the
form of the U.S. Treasury and the Troubled Asset
Relief Program (TARP). 

Most famously, perhaps, in November 2008, the
Federal Reserve created the Term Asset-Backed
Securities Loan Facility (TALF), under which the
Federal Reserve Bank of New York (FRBNY)
extended loans of up to $200 billion with a term of up
to five years to holders of eligible asset-backed secu-
rities.21 The FRBNY also got a commitment from the
U.S. Treasury for a 10 percent “first loss credit protec-
tion” position up to $20 billion, with any losses on
pledged collateral above that level to be covered by
the Federal Reserve. In other words, in agreeing to set
up TALF, the Federal Reserve received an explicit
credit guarantee by the U.S. taxpayer through the
TARP, which enabled the central bank to extend loans
to thousands of counterparties and take on more
credit risk than would otherwise likely have been
possible.

In the United States, there was at the outset of the
crisis considerable concerns over the lack of indi-
vidual institutions’ regulatory authority. This forced the
Federal Reserve in September 2008, for instance, to
provide AIG with an $85 billion emergency credit line,
despite not being AIG’s regulator or having any direct

involvement in the insurance industry. Similarly, early
in the crisis before the approval of TARP, there was
rapidly accelerating unease about the lack of
Congressional approval for the commitment of public
resources through the Federal Reserve to fight the
crisis. In the end, however, following the tumultuous
events surrounding first the defeat and then subse-
quent approval by Congress of the TARP program in
October and November of 2008, the established
political federal government institutions in the United
States did respond in a manner that has enabled the
Federal Reserve to increasingly hand over emergency
crisis responsibility to other government entities under
direct democratic control. The Federal Reserve was
therefore able to act decisively early on in the crisis,
knowing that if it did not Congress might revoke its
independence, but even more importantly, that its
principal task would be restricted to principally “act as
an emergency crisis bridge,” until the other estab-
lished branches of the U.S. government could take
over the crisis management. Even purchasing large
quantities of national government bonds as a crisis
response should not be considered particularly polit-
ically risky; such purchases do not entail any financial
redistribution between geographic entities, as the
central bank itself is under the control of the issuing
government.22

In Germany and in the euro area as a whole, the insti-
tutional obstacles for the ECB to act in this crisis,
however, have been far more daunting. The ECB has
faced a much more complex problem than the Federal
Reserve following the Great Recession. Given its
independence, but with multiple individual govern-
ments inside the euro area and no established central
fiscal authority, the ECB has to think first and foremost
about the political incentives that its actions present
to different elected euro area policymakers, unlike the
Federal Reserve.

Traditionally, as seen in the United States in 2008-09,
following a large economic shock the central bank is
wise to apply the tactics of the “Powell Doctrine” to
its emergency policy decisions, i.e., expeditiously in
response to the crisis apply overwhelming economic
force to restore shaken market confidence and
thereby put in place “a bridge” until the government
and fiscal authorities can formulate a longer-term
policy response. This is a fairly well established and
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in some ways mechanical “central bank crisis
response function”—you come out with your mone-
tary guns blazing and then sit back and pray that the
politicians “do the right thing” afterward. Federal
Reserve Chairman Ben Bernanke has repeatedly
called on the U.S. Congress to follow up on the emer-
gency crisis actions of the central bank and address
the longer term fiscal problems facing the U.S. federal
government.23 However, as recently witnessed with
the collapse of the efforts of the Congressional Joint
Select Committee on Deficit Reduction,24 so far
elected U.S. policymakers have failed to act. This
illustrates the “political moral hazard” early and
aggressive central bank actions risk induce by implic-
itly “bailing out elected politicians” before they are
compelled to take very unpopular decisions to fight
the crisis in the longer term. 

The ECB, however, does not have this luxury of
merely adopting this tried and tested central bank
crisis tactic within the fixed set of national institutions
in its homeland. No euro area fiscal entity exists, and
consequently the ECB cannot afford to think of its
crisis role as merely a “bridge function” until the “euro
area fiscal authorities take over.” Such a “euro area
fiscal entity” is easily decades away, meaning if the
ECB did so, and started its crisis response by
“building a bridge” through overwhelming monetary
stimulus, the ECB would quickly find out that it would
have to ultimately fulfill that fiscal role itself perma-
nently—it would be fighting the crisis by “building a
bridge” only to the Frankfurt printing press. 

Italian Prime Minister Silvio Berlusconi would still be
in office had Rome earlier this year enjoyed the short-
term economic benefits of the kind of large “bridging
monetary stimulus” that everyone calls for in the form
of pre-announced large ECB purchases of govern-
ment bonds under market pressure. In the same way,
should they get access to ECB financing, euro area
politicians will never agree to hand over sufficient
fiscal sovereignty to the euro area, and by “going big”
the ECB would have undermined any chance for a
permanent political resolution to the euro area’s
crucial underlying under-institutionalization problem. 

The simple political reality is that were they faced
with, for example, fixed financing costs of no more
than 5 percent, euro area politicians would never

make the required politically painful decisions. Unlike
all other central banks, the ECB—as an independent
political actor—faces the strategic challenge of
ensuring that euro area politicians craft a lasting addi-
tion to the euro area political institutions out of this
crisis. And while the ECB in this crisis is arguably the
most powerful central bank in the world, Frankfurt
cannot directly compel democratically elected
European leaders to comply with this wish. Obviously
not commanding any armies, the ECB is forced
instead to strategically interact with its fellow political
actors among euro area policymakers.

So far in this crisis, it seems fair to note that the ECB
has been reasonably effective in its strategic
bargaining with euro area governments. Out of the
initial acute Greek crisis in May 2010 and the “grand
bargain” then between the ECB (which agreed to set
up the Securities Market Program (SMP)) and euro
area governments,25 came the €440 billion European
Financial Stability Facility (EFSF), which proved quite
sufficient to address the crisis need for a “euro area
fiscal agent” when the problem was confined to
Greece, Ireland, and Portugal. The EFSF, however, is
woefully inadequate when Italy and Spain also face
economic problems, countries clearly “too big to
bailout” for the euro area. Consequently, as the ratifi-
cation process of the “revised EFSF” during the fall of
2011 showed that there is no political will in the euro
area to expand the bailout fund beyond €440 billion,
the ECB is now faced with a new round of “strategic
bargaining” with euro area governments in the run-up
to the December 2011 EU Summit. The aim now is
to ensure that not only do Spain and Italy implement
the required structural reforms and fiscal consolida-
tion to largely “bail themselves out,” but, even more
importantly, that the half-built euro area institutional
house is completed.

Unlike the Federal Reserve, which in line with its
mandate and political circumstances has been doing
its utmost to end the crisis in the U.S. as soon as
possible, the ECB therefore has acted with restraint
and been guided by the strategic need to use the
pressure of panicking financial markets to try to coax
euro area politicians into forceful actions. It is not
trying to end the crisis right away, but to use it to
present politicians with the right political incentives. It
is, moreover, obvious that an ECB pre-commitment



to, for instance, guaranteeing a particular funding level
for individual member states in the currency union
would lead to unpalatable “political asymmetry” in the
incentives presented to euro area politicians. Unlike
Federal Reserve quantitative easing through which
sizable amounts of national U.S. Treasury debt have
been purchased, this is not an option available to the
ECB, due to the absence of a eurobond debt instru-
ment.26 Instead, the ECB as a supra-national central
bank is forced to intervene in euro area national bond
markets and purchase what is the functional equiva-
lent of U.S. state and local government bonds—
something even the Federal Reserve has not done to
date.27 It is, however, easy to imagine that Ben
Bernanke would be severely questioned in
Washington and quite a few places, if he decided to
buy the bonds of Illinois to help financially support the
state government, before local politicians in the state
capital of Springfield had committed to overhauling its
state pension system or fix other structural defects
(for example). 

Viewed from the perspective of policymakers’ political
incentives, it seems certain that were the ECB to
replicate the large-scale pre-announced bond
purchase actions of the Federal Reserve for an indi-
vidual euro area member, it would inevitably lead to
political demands for this to be extended to other
members, too, and as such lead to a pan-euro area
reduction of incentives for fiscal stability, structural
reforms, and tighter economic integration.
Consequently, factoring in the “double independ-
ence”28 of the ECB, it will in all probability be a
mistake to assume that in today’s crisis it will take any
new large-scale measures reminiscent of the actions
of the U.S. Federal Reserve, unless euro area govern-
ments commit to a further far-reaching political and
economic integration of the euro area.

Conclusion

For more than sixty years, the United States and
Germany have had a very close political and
economic relationship. The Great Recession and the
G20-led global political and economic struggle to
contain its consequences and restart economic
growth has, however, led to repeated political clashes
about economic policy between the two traditional
allies. These developments have occurred during and

probably been amplified by the increasing influence
over economic policy in the entire euro area that
Germany, as the currency union’s financial anchor,
has acquired during the accelerating sovereign debt
crisis in Europe since May 2010. Yet, it would be a
mistake to interpret recent years’ increasingly frequent
clashes over economic policy between Washington
and Berlin as reflecting a general undermining of the
old transatlantic alliance. 

Instead, as this essay has clearly illustrated, while
both the United States and Germany were deeply
negatively affected by the Great Recession, its
economic effects nonetheless were very different in
the two countries. Especially trends in the politically
imperative national labor markets have been highly
divergent, as the United States remains mired in a
historical jobs recession and Germany experiences its
highest employment rate ever. In addition, there are
vastly different political and institutional situations in
which the Federal Reserve and the ECB have been
called upon to address the economic effects of the
Great Recession. Such profound differences matter
for policymakers, and that U.S. and German
economic policies have therefore diverged since
2008 is not only unsurprising, but probably dictated
by these vast differences in economic circumstances. 

What has happened between the United States and
Germany in terms of economic policy since the Great
Recession began is essentially what we would expect
from democratically accountable leaders. When the
economic circumstances again begin to converge—
which may take a while—so, too, will the political
responses.
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notes



28 the eCB is both independent through the eU treaty, a legal docu-

ment more difficult to change than any national euro area constitution,

and has the independence of being a supra-national central bank with

multiple government constituencies.
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