
 

GERMAN ECONOMIC POWER IN EASTERN EUROPE 

Is Germany imposing its control over eastern Europe through economic means? 

 

Abstract: After the fall of the Berlin Wall, Germany started an economic expansion towards the East. 

German companies were encouraged by low wages and labor costs offered by former Soviet nations and 

have consequently been exploiting eastern markets. The aim of this paper is to prove that this commercial 

expansion has led to an asymmetrical relationship and therefore to the current so-called commercial and 

economic hegemony of the German Bundesrepublik over the Visegrad States. 
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1 - Introduction: The German economic hegemony after the fall of the Berlin wall.  

Germany’s role in Eastern Europe changed in the aftermath of the Cold War. The political interest 

towards the east which the German Bundesrepublik had during the Cold War period, known as 

“Ostpolitik”, had then to be redefined. In this period, Germany suddenly became the center of a reunified, 

in territorial terms, Europe, given the fact that its eastern border was no longer identified as an obstacle 

dividing an eastern socialist and western liberal-democratic Europe. The overcoming of the Iron Curtain 

had also led the German economy to an exponential expansion of its market in the direction of the former 

Soviet Republics. What before had been an investments-hostile territory because of the socialist regime, 

was seen after 1989 as a giant scenario for both economic and political growth for the reunified German 

Bundesrepublik and in general for the West. In this political-economic background, two processes took 

place in parallel. First, the European Union initiated its institutional expansion towards the East. This 

process called Eastern Enlargement, conceived as a part of European integration, took place at the end 

of the 90s, and continues to the present day. To a large extent, EU-Eastern Enlargement together with 

NATO-enlargement may be considered as a prelude to the current tensions between Russia and the West. 

The second process which took place has to do with German economic interests beyond its eastern 

border. In fact, German companies have moved their capital into Eastern and Central Europe in the form 

of Foreign Direct Investments (FDI). The new eastern market was immediately seen as an important 

opportunity for many German industrial concerns, which also planned to move production into the East. 

This fact, alongside the strong growth in the sense of political and economic importance of Germany has 

led to what nowadays has been defined as an economic “hegemony” of Germany in Eastern Europe. In 

particular, the zone in which Germany has extended its influence is that of the so called Visegrad states 

(V4) in which Hungary, the Czech Republic, Slovakia and Poland take part. 

 

1.1 - Flow of German direct investments into Eastern Europe.  

A big part of German economic expansion already started taking place in the 90s (Tüselmann, 1999, 

9359). “The extraordinary growth of German DFI into Eastern and Central Europe (ECE) can be connected to a 

relocation of German industry caused by unfavorable location conditions on the cost side of the German economy” 

(Tüselmann, 1999, 359). Indeed, the growth of the German economy caused what in Germany has been 

defined as the “Standort Deutschland Debatte”, i.e. the German location debate (Tüselmann). High rising 



 

labor costs and a series of workers’ protections such as short working hours, inflexible employment and 

foremost a tight regulatory framework, have been seen as a reason for many German companies, 

especially in the manufacturing industry, to transfer their production to Eastern Europe in the form of 

Foreign Direct Investments, manifested as capital flows into the rediscovered eastern markets 

(Tüselmann, 1999, 360). In fact, Eastern Europe offered German and Western big and small (SME) 

companies the chance to develop new markets not only by exporting, but also by directly investing in 

these countries. Low labor costs, in particular, attracted German companies which were in search of more 

favorable conditions under which to expand their production and export capacities. “Even in Hungary the 

best performing country in terms of income per head, the level of wages amounts to just one-half of that of Greece, 

the poorest country in the EU” (Tüselmann, 1999). After the end of the Cold War, German companies had 

no other alternative for expanding their income than to invest in new eastern markets (Tüselmann, 1999, 

365). A decision not to invest in the east might have caused a loss of potential new customers. Eastern 

countries as investment locations were divided into two types. A first group of more developed and 

reformed countries, such as the Visegrad Group and a second of more unstable and also more distant 

countries, such as Russia, the Ukraine and White-Russia which constituted a less attractive investment 

location. The concentration of FDI in V4 countries was due to two important factors. First of all, V4 

countries, alongside low wages, had already made reforms in the 90s in the sense of a market oriented 

economy. Favorable investment possibilities and well-developed infrastructure constituted for German 

companies an interesting opportunity. Secondly, V4 countries were attractive for German capital because 

of their proximity to German borders and therefore for being a practical investment solution even for 

small size enterprises which could not afford long distance movements (Tüselmann, 1999). German 

direct investments have been identified in particular as market-oriented FDI. These were a kind of 

investment able to expand investor markets but also important as a means to give a contribution towards 

the development of host country economies (Tüselmann, 1999, 361). Market oriented FDI allowed 

German companies to establish and consolidate structures to expand their export possibilities and also to 

increase local sales capacities. These kinds of investment were the majority if compared with cost-

oriented capital flows, i.e. investment and delocalization conceived just to cut down wage costs by 

producing in Eastern countries. Market oriented FDI constituted not only an opportunity for German 

companies to profit from positive production conditions, but also for host countries which had the 

opportunity to reduce unemployment rates and to raise technology knowledge and facilities. Eastern 

markets in fact were considered as an opportunity for “greenfield” investments, by which investors 



 

transferred capital together with know-how and production concept technologies. This enabled German 

companies to lower both wage costs and labor unit costs (LUC), thanks to technology importations 

(Tüselmann, 1999, 363-364). This happened especially in Poland, a land in which at the end of the 90s 

and in the early 2000s a huge quantity of FDI was requested. Poland needed investors to reduce 

unemployment and also high-tech investors capable of enhancing polish production capacities (Boba, 

2008, 154). This economic policy was supported by the Ministry of Economy and Finance by creating 

Special Economic Zones (Sonderwirtschaftszonen - SWZ) into which investments were directed.  

 

Source: https://www.msp.gov.pl/en/polish-economy/economic-news/6643,Germany-is-the-biggest-foreign-investor-in-

Poland.print.  

This favored German FDI flows, which had already been helped by the proximity of Poland. In the early 

2000s, many German companies saw Poland as an occasion to strengthen the position they had already 

reached in Germany, making a “Teilmigration”, partial migration into Poland, to improve markets and 

enhance competition capacities (Boba, 2008, 158).  

2 - An asymmetrical relationship.  

German economic expansion through FDI investments took place alongside the European Integration 

which had been carried out to modernize and stabilize the new post-soviet democratic countries of eastern 

Europe. European Enlargement into the East was also conceived as an attempt to include German 

https://www.msp.gov.pl/en/polish-economy/economic-news/6643,Germany-is-the-biggest-foreign-investor-in-Poland.print
https://www.msp.gov.pl/en/polish-economy/economic-news/6643,Germany-is-the-biggest-foreign-investor-in-Poland.print


 

influence in the East within the institutional context of European Integration. On the contrary, though, 

European Integration gave Germany an impulse to strengthen its control and therefore its hegemony in 

Eastern Europe (Handl, 2013, 1). The export capacity of the Bundesrepublik resulted not only in an 

enhancement of the German economy in the East, but also offered Germany an opportunity to export an 

economic as well as political model “Modell Deutschland” to V4 countries. The German economy has 

become, especially after the financial crisis in 2008, the most powerful in Western Europe. Therefore, 

for eastern countries the Deutschland Modell has become increasingly an important point of reference. 

“Financial crisis, in particular, proved that the German industry-based and export-oriented economy – which not 

long ago was criticized in the Anglo-Saxon world as too conservative – was much more sustainable than the 

service and information-based economies profiting from deregulated financial markets” (Handl, 2013, 3). It is 

therefore no surprise to recognize that eastern countries sought to further enhance their export capacities, 

also helped by German FDI inflows. This economic predominance resulted often in a political vassalage 

for V4 countries. In fact, through the important role played by FDI, Germany became the first economic 

and politic partner of V4 states. This also permitted V4 countries to strengthen their position in the 

Eurozone. Germany itself was interested in working together with V4 countries so as to favour their 

annexation to the European Union. European integration gave Germany the opportunity to further 

improve trade liberalization and therefore export possibilities towards the East (Handl, 2013, 5). 

Nevertheless, Germany’s attention towards the central and eastern countries caused disagreement among 

EU members. The Bundesrepublik developed, as consequence of its tight economic relation with Eastern 

countries, a series of bilateral relations with eastern partners. This bilateralism of the German agenda 

also overcame fundamental political differences such as, for instance, that with the controversial national 

conservative policy of Viktor Orban in Hungary (Handl, 2013, 5). Thanks to bilateral foreign policies, 

Berlin’s relations with Poland became better than in any other historical period. This cooperation was 

important for Germany especially because of the economic, political and furthermore strategic 

importance of Poland in the V4 region. Poland became Germany’s most important partner, and this 

resulted in the German-Polish program of cooperation in 2011, often seen as the German counterpart in 

the East of the western German-French Agenda. Poland also became a solid ally for Germany among the 

European states, as underlined by the former Polish foreign minister, Stanislav Sikorski, who in 2011 

called for a stronger German leadership in Europe (Handl, 2013, 5). 

 



 

2.1 – Contrasts and disagreement between Germany and the V4 group.  

Nevertheless, some disagreements have been registered between Berlin and the V4 group. Firstly, 

important differences have arisen out of different 6ecember and relations towards the Russian Federation. 

Whenever Germany has made an attempt to enhance collaboration with Moscow, this has often resulted 

in strong criticism from Eastern countries. V4 countries fear Russia to different degrees. Indeed, if 

Hungary has sought to reduce political and ideological distance with Russia, Poland has expressed 

serious concern about, for instance, the cooperation between Russian and German companies and 

governments for the construction of Nord Stream pipelines 1 and 2 (Handl, 2013, 5-7). 

 

Polish strategic issue of Nord Stream 1 and 2 Pipelines in the Baltic sea.                                                                        

Source: http://www.gazprom.com/press/news/2016/6ecember/article298174/. 

However, even though the threat which Russia represents to Poland has become bigger (especially after 

the outbreak of the Ukrainian war), such a German-Russian energy partnership has not really undermined 

the basic economic and political bonds between Germany and Poland. Poland, rather, has always 

remained an important partner within the EU. Secondly, Germany’s commitment within European 

economic policies has caused disagreement among countries like Hungary and the Czech Republic, 

which have sought to keep at a distance from European institutional and political (if not ideological) 

integration processes (Handl, 2013, 7). Nevertheless, this rejection by Hungary and the Czechs to submit 

to Brussels’s authority resulted in an advantage for Germany’s interests in the area. In fact, this limited 

the controlling capacities of the EU especially in the financial field “keeping the German and regional 

banks out of sight of the European Commission and the ECB” (Handl, 2013, 7).  

http://www/


 

3 – The value of German geo-economic power.  

German economic power has shown itself to be capable of influencing the political value of Central 

Eastern European countries like the V4 states, also thanks to an evident power-asymmetry. In fact, 

Germany has firstly created, through FDI, its economic capacity and an economic network beyond its 

eastern border especially, by exploiting the new opportunities offered by the fall of the Iron Curtain. 

Secondly, Germany has carried these countries into the EU institutions, while still maintaining, through 

bilateral relationships, a privileged channel for dialogue with these countries (Gawrich, Stepanow 2014 

– Handl, 2013). The importance to which Germany has risen in these important strategic areas is also 

shown by the role that Germany had in the important negotiations with Russia for a peaceful solution to 

the Ukrainian crisis. In fact, Berlin has been the key player for the European Union, and in general for 

the West, in formulating an important response towards Russia (Szabo, 2014, 117). In this sense Germany 

has been defined as the prototype of a geo-economic power which challenges the old idea of military-

oriented geo-strategic powers. While in Europe London and Paris are still investing in military 

enhancements, Germany has used economic means to strengthen its political position in Europe (Szabo, 

2014, 118). This is traceable to two reasons. First of all, Germany to a large extent solved its military 

strategic issues after the fall of the Berlin Wall. The Soviet Union’s fall, in fact, also saw the withdrawal 

of the Russian troops from the Bundesrepublik’s eastern border. Second, new markets had been opened 

in the former soviet republics, giving Germany’s companies the opportunity to invest in the east and to 

exploit eastern markets before and in an easier way than other nations (Szabo, 2014, 118). Germany 

established its Hegemony then through economic means, avoiding high military investments. Eastern 

Europe has therefore been seen as an enormous market to be exploited with no other barrier than the 

Russian Federation. The economic capacity of Germany has been seen as a form of “hard power” capable 

of extending national influence as well as (if not better than) a military power does. Germany has been 

able to control eastern territories through economic means, in the same way as it had done with military 

means during the Second World War (Szabo, 2014, 123). This also explains the role played by Germany 

since the beginning of the Ukrainian Crisis. From a German point of view, the risk of compromising its 

relationship with Russia was also considered a major risk for German economic power in the east.  

 

 



 

4 – Conclusions.  

Today its economic power has led Germany to a hegemony, which has also been demonstrated by the 

difficulty experienced by less solid countries in taking an autonomous political direction. Through strong 

FDI investments, Germany has been able to extend its interests and to exploit new opportunities in 

Eastern Europe. German companies have shown a strong capability to set up operations in the East, thus 

creating strong interdependencies and interconnections with the local social fabric. This expansion was 

both the result of an implied economic need for investments in the east, for which there was no alternative 

than to invest in the Eastern markets, and of a political interest among reformed Eastern countries to rise 

to a European economic and political standard. As result of this process, Germany became the leading 

country, the only one capable, with its powerful economy, of sustaining the Eastern countries’ ambitions, 

alongside the preeminent role played by Berlin within the European Union institutions and decisions, 

especially after the financial crisis of 2008.  
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