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Spain Grows, Germany Stalls
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Abstract

Spain is growing much faster than Germany. The gap is driven
mainly by more workers and EU transfers rather than stronger
productivity.

Zusammenfassung
Spanien wachst deutlich schneller als Deutschland. Der Vor-

sprung beruht vor allem auf mehr Arbeitskraften und EU-Trans-
fers statt auf hoherer Produktivitat.
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While the Spanish economy stood out in 2025, Germany continued to disappoint.
Spain’s real gross domestic product (GDP) grew by 2.6 percent, whereas Germany
managed a meagre 0.4 percent. This divergence has been evident since the pan-
demic. Although Spain’s GDP contracted far more sharply than Germany’s during
the 2020 lockdowns, Spain’s output today stands 11 percent above its 2019 level,
while Germany’s remains stuck at roughly the same level (Figure 1).

Figure 1: Real GDP in Germany vs. Spain. 2019 Q2 = 100
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Source: Flossbach von Storch Research Institute, Macrobond, DESTATIS, INE. Data: 2025 Q4.

At first glance, this might look like the convergence promised by European mone-
tary union (EMU). Since 2020, living standards in Spain and Germany, measured by
GDP per capita, have moved closer together. Yet in absolute terms they remain
further apart than before the euro was introduced. Moreover, the narrowing gap
does not reflect Spain rapidly catching up. It reflects Germany in trouble: real GDP
per capita has been declining since 2022 (Figure 2).

No Spanish productivity miracle

In the long run, economic growth comes from using factors of production more
efficiently. The strong performance of the United States in recent years illustrates
the point. Since 2012, US labor productivity, measured as real output per hour
worked, has increased by 19 percent. In Spain and Germany, it has risen by only 8
percent (Figure 3). Spain’s stronger growth relative to Germany, therefore, cannot
be attributed to superior productivity gains.
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Figure 2: GDP per capita in Germany vs. Spain
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Source: Flossbach von Storch Research Institute, Macrobond, IMF. Data: 2025.

Figure 3: Real GDP per hour worked in Germany, Spain and the United States. 2012 = 100
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Source: Flossbach von Storch Research Institute, Macrobond, BLS, BEA, Eurostat, DESTATIS, INE. Data: 2025 Q3.

Demography and Migration

If productivity has not improved more in Spain than in Germany, the growth gap
must be explained by the number of workers. Employment has increased by 11
percent in Spain since the end of 2019, compared with just 1 percent in Germany.
That translates into 2.3 million additional workers in Spain, versus barely 500,000
in Germany.
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Part of the explanation lies in initial conditions. Spain entered the pandemic with
significantly higher unemployment. At the end of 2019, the employment rate, de-
fined as the share of employed in the total labor force, stood at 85 percent in Spain.
Germany was close to full employment. When the recovery began, Spain still had a
sizeable pool of unemployed workers ready to take up jobs (Figure 4).

Another factor is migration. Since the end of 2019, both countries have seen a sim-
ilar inflow of working age migrants aged 15 to 64, 1.54 million in Spain and 1.46
million in Germany. Yet the employment rate among the foreign population has
declined slightly in Germany, while it has increased in Spain (Figure 5).

Figure 4: Employment rate (employed/labour force)
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Source: Flossbach von Storch Research Institute, Macrobond, Eurostat. Data: 2025 Q4.

Figure 5: Foreign employment as a percentage of the foreign population (ages 15-64)
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Institutional differences likely explain this divergence. In Germany, migrants typi-
cally need both a residence permit and a work permit before they can take up em-
ployment. In Spain, informal employment without a permit is more often tolerated.
During the months or even years that legal procedures in Germany can take, par-
ticularly in asylum cases, the German government provides more generous social
benefits. Spain, by contrast, has since 2025 offered the prospect of regularization
after two years of residence, provided no asylum claim was filed and no associated
benefits were received. The incentive structure is clear. Migrants seeking rapid la-
bor market integration face fewer barriers in Spain than in Germany.

European Union Transfers

Another factor behind Spain’s stronger performance is fiscal transfers from the Eu-
ropean Union. Before the pandemic, transfers to Spain amounted to roughly 1 per-
cent of GDP, compared with between 0.3 and 0.4 percent in Germany (Figure 6).

Following the Covid crisis, transfers to Spain increased substantially under the debt
financed programs SURE and NextGenerationEU. By 2024, payments from Brussels
reached 2 percent of Spanish GDP, whereas Germany received transfers equivalent
to 0.6 percent of its GDP.

Figure 6: EU transfers as a percentage of recipient countries’ GDP
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EU programs are primarily designed to finance investment. In 2021, investment
contributed decisively to Spain’s GDP recovery (Figure 7). In 2024 and 2025, it was
the second most important growth driver after private consumption. We cannot
determine precisely how much investment would have taken place without EU
transfers. Still, it is reasonable to assume that part of the expansion was made pos-
sible by them. In Germany, by contrast, investment made a negative contribution
to GDP growth in 2023 and 2024.

Figure 7: Contributions to annual real GDP growth in Spain and Germany
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Conclusions

Since 2012, labor productivity per worker in both Spain and Germany has increased
by only about 3 percent, despite fifteen years of technological progress, including
artificial intelligence. Spain’s stronger growth, therefore, rests not on higher effi-
ciency but on a larger workforce. In Germany, employment remains close to pre
pandemic levels.

Migration has contributed more to employment growth in Spain than in Germany,
largely due to differences in labor market and social policies. Germany typically re-
quires formal legal status, and work permits before employment begins. Spain of-
ten tolerates early entry into the informal sector before subsequent regularization.
This approach facilitates faster labor market integration.

EU transfers, largely directed toward investment, appear to have supported Spain’s
growth and, with it, the integration of migrants into the labor market. They do not
alter the underlying diagnosis. Without sustained gains in efficiency and productiv-
ity, Spain’s rapid growth will be difficult to maintain. Investors looking for solid long-
term growth in Europe will have to continue waiting for structural reforms, in Spain
as well as in Germany.
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