Germany Federal Spending and Refugees’ Issue

A nation is considered to be great when the foundation is stable. It is not easy to achieve this. Rome was not built in one day, and so are other great nations. The term strong nation may differ between people. Albeit, one cannot disagree that the head of the state, the government, needs to work effectively and transparently. More importantly, the citizens need to be able to feel the amelioration too. In other words, there need to be a touch point, and that is when public finance comes in. The level of social welfare can make a big difference, at least to the eyes of the people. But, increasing social welfare means rise in spending, and thus, should be considered carefully.  This essay will be examining one of the greatest nations in the world, the Germany, and how it deals with multiple issues regarding public spending.
	
Figure 1 Germany's Gross Domestic Product (in billion euro), Federal Statistical Office www.ieconomics.com 


The country’s Gross Domestic Product (GDP) has been, for the most part, increasing. Germany is one of the biggest exporters in the world. There is no doubt in that, since it is known around the world that German machineries are one of the best machineries one could find. In most part of the world, owning a German Automobile, such as BMW or Mercedes can provide you with high social status. Thus, a large sum of GDP is being contributed to by multiple key industries, inter alia, Automotive Engineering, Aero space engineering, IT, and construction. In fact, as of the year 2011, German’s automotive industry is ranked 4th in the world.[footnoteRef:1] Through these factors, Germany has formed a strong industrial based economy and sustained through multiple economics down turn. [1:  "Germany's Leading Industries." Http://www.make-it-in-germany.com/. Federal Ministry for Economics Affairs and Energy. Web.] 


Figure 2 Germany Government Spending (in billion Euros) –World development indicator www.data.worldbank.com

To begin, let us take a look at Germany governance. The system is quite unique in structure. Germany is considered to be a parliamentary democracy where the president is elected for a five year term. However, the president’s role in the government is mostly ceremonial. The real head of the state for Germany whom come up with all the policies is called the chancellor. The president, however, can refuse to sign bills into law if he believes that it is not right. Nevertheless, it is very rare that a president would reject any bill. In fact, this only happens eight times since World War 2. Moreover, Germany is also divided into 16 states, where each state has its own government that can pass most laws if they want to with an exception of few things. Matter such as defense and country’s finance depends solely on the federal government. The reason behind the high autonomy among each state is to prevent an individual from rising and controlling people like “Hitler” once did back in the beginning of the 20th century.  This system is tailored specifically for Germany. Thus, Germany is running very efficiently economically as a nation. The welfare system is well established and is accessible by the majority of the population.
Germany considers itself as welfare state. 90% of the people have access to social security system.[footnoteRef:2] This system includes a national pension plan, nursing care, unemployment benefits, nursing care, and public health care. In Germany, the social security systems are funded by government through tax revenue and for the most part, payroll. All Germans must contribute 9% of their income to retirement fund, about 7% to health insurance, and about 1% to nursing fund. Those who are unemployed also get paid by the government. For 24 months, the government pay 60% of his/her previous job earning.  [2:  "Social Security in Germany" Https://www.internations.org. InterNational Communities. Web. 5 Jan. 2016.] 







Figure 3 Germany's Government Expenditure as a percentage of GDP- World development indicator www.data.worldbank.com


Figure 4  2016 Federal Budget spending by Federal Ministry of Finance- http://www.bundesfinanzministerium.de/
To get a better look at how Germany is spending, the government decided that they will plan ahead each year how they will distribute its budget. The pie chart illustrates the 2016 Federal Budget and how it is distribute to different affairs according to the Federal Ministry of Finance. The budget adopted from the central government is set to be about 316 billion euro as of 2016. As you can see, the largest sum of the total budget is allocated to labor and social welfare. This can be considered the direct result of immigrants flowing in from abroad. In fact, according to the country’s ruling coalition, the government will have to spend six billion euro to cope with the increasing number of refugees. So the question is why Germany is accepting so many refugees.
[bookmark: _GoBack]“Peace cannot be kept by force, it can only be achieved by understanding” said Albert Einstein few years after the first great war. However, the saying probably did not mean so much because several years after that, our world faced, yet, another massive war, the World War II. People were suffering under the wrath of this costly war. Millions lost their loved one and lives. The aftermath of the war was not pleasant. Those who prevailed fought for profit, and those who fell were forced to deal with war reparations and guilt. Germany was, of course, on the losing side of the battle. The aftermath of both wars weren’t in favor of Germany. Before World War I, in the year of 1914[footnoteRef:3]  Germany was leading Europe in both economic and military power. However, after the defeat, German economy was left in ruins. They could not import nor were export goods and food converted to ration for soldiers. Moreover, to deal with reparation cost of the war, Germany printed more money, which would lead to hyperinflation. During the time, one piece of bread would cost a million. Unfortunately, it wasn’t the worst time yet. The aftermath of World War II was even crueler. The allies with the help of the Soviet Russia defeated the Nazi German, and as a result, Germany was divided in to East Germany and West Germany where they were ruled by the Soviet and Allies respectively.  [3:  "1919-1933: An Economic Overview." London Jewish Cultural Centre 2011. Web. 5 Jan. 2016.] 

More than 70 years later, there are still wars everywhere around the world. But unlike years ago, Germany is now doing the things a little differently. Instead of waging wars, they are now accepting refugees from the war packed Middle East, especially Syrians. In fact, there are many countries in the EU that are now opening their boarders for those in need of asylum. However, they are only taking numbers of refugee that they think they can handle. On the other hand, Germany is expecting more than 800,000 refugees. There are obviously going to be consequences from this action. And just like every other things, there are more than one aspect in this immigrant matter.
Let us first take a look at the positive side of taking refugee. According to EU statistics, the overall fertility rate of European women has been falling since 1960. The latest determination of the fertility rate that will hold population constant is said to be 2.1. And as of now, the European nation rate is only 1.55. [footnoteRef:4] In other words, European nation, including Germany, is slowly becoming an aging society and that cannot be good. With the increasing number of old people, numbers of young population would have to look over the elders. Young people also have to move to rural areas to fill the declining of population. At this state, Germany will not be able to sustain itself anymore. And with the mentioned good welfare system of Germany, the country might find itself spending large proportion of its spending on taking care of the old people that are not capable of working and generate any positive benefits for the country anymore. This is when the immigrations can come in to use. It is reported that the majority of refugees are still in their youth to middle age. Some of them are even already well-educated.  For those who are not educated yet, with proper training system it are believed that the refugee can become an effective work force and fill the gap of the declining fertility rate. In fact, Germany has calculated that by 2050, there will be enough immigrants to fulfill the task. However, there is also lots of downside in accepting immigrants. [4:  Tomkiw, Lydia. "Refugee Crisis 2015: Could Syrians Help Europe's Aging Population Problem?" International Business TIme, 9 Oct. 2015. Web. 5 Jan. 2016.] 



Figure 5-Government Contributions to UNHCR- http://www.unhcr.org/pages/49e48e5f6.html



Figure 6-Contributions to UNHCR (% of GDP)- http://www.unhcr.org/pages/49e48e5f6.html




The graph shown above (figure 5) is taken from the database of UNHCR. It illustrates German contribution to UNHCR. Although, the number comparing to German estimated GDP of 300 Billion Euro is relative small at about three percent, the trend of contribution regarding this matter has been rocketing up since the year 2005. In fact, in 10 years interval the spending has increased by three folds. To top it up, the increasing trend doesn’t seem to stop there. As mentioned already, this year alone, German federal had to reserve a bill of 5 million Euros to cope with the immigrants. Also, this money granted to UNHCR is merely just one aspect to the issue because increasing number of immigrants means more people in the society that required basic social welfare. As the planned budget of 2016 suggested, 41% of spending is already allocated to labor and social welfare. More immigrants also mean more kids that require basic education. It is reported that German recently hired 8,500 teachers nationwide to conduct special classes for the immigrant kids[footnoteRef:5]. In addition, according to German teachers’ union (DPhV), German will need more than 20,000 teachers to properly deal with the increasing number of students.  This would result in an additional cost in education spending for the country. [5:  "Germany Hires 8,500 to Teach Refugees German." The Local DE, 27 Dec. 2015. Web. 5 Jan. 2016.] 

Even though, Germany has already accepted almost 1 million immigrants with thousands of Germans welcoming them. The federal is now feeling all the pressure. As of December, German has tightened its immigrant policy. Those refugees from countries that are marked safe such a Montenegro are deported instantly upon discovered. Those who applied for staying but are not qualified are also sent home within a very short period of time. Moreover, there are also reports about the increasing numbers in crime rate in German soil. Although, most of the crimes are petty crimes but the fact that there is a slight increase could result in unwelcomed outcome.
As an economist, one can view this problem as asymmetric information problem.  Because the state has less or no information about the refugees, the process of choosing can be a difficult task. This would result in some of the good refugees are mistreated and misunderstood to be one of the bad one. Moreover, moral hazard can occur once the immigrant is granted permits. For instance, an immigrant might stop doing hard work, once he/she is granted resident permits. Thus, the state needs to spend more money in monitoring cost to deal with this problem leading to higher spending overall. 
To conclude, Germany is now spending more and more each year to cope with the immigrants. Doing so, Germany believes that they can fill the gap in the aging society. However, there are also many risks incurred in the process. Problems such as asymmetric information and moral hazard can occur. Hence, Germany should pay very close attention and properly calculate the cost and benefit of accepting such high numbers of refugees.
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