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Key results  

 

1. All branches of Germany’s export industry are increasingly acquiring a growing volume 
of foreign intermediate goods  

Foreign supplies as an average share of German exports have risen steadily over the last 
decade. In manufacturing average imported added value as a share of export business 
ranges between 13.6% (gas and electricity sector) and 33.1% (metal products). Firm-specific 
survey data also reveal a high degree of heterogeneity within the sectors in terms of foreign 
supplies to export business. In all industries between 5% and 10% of the companies 
surveyed do not rely on foreign supplies for their export business. At the same time, 
between 7% and 33% of companies - depending on industry - report a foreign content in 
exports of over 50 percent. Interviews with experts from German manufacturing industry 
which are heavy exporters also highlight that large companies with high export quotas in 
particular have foreign intermediate goods shares that are way above 50%; and they expect 
these shares to rise even further in the future. 

 

2. Coverage policy for Hermes and accompanying net employment effects  

The average foreign added value shares of exports initially suggest that the present Hermes 
credit guarantee policy corresponds to the needs of German manufacturers. However, both 
firm surveys as well as expert interviews suggest that a large number of firms already have 
foreign added value shares far higher than 50%. This particularly applies to large companies 
with high export ratios. If the growing interdependence of international value chains 
persists, German companies will feature a growing volume of exports with a high share of 
foreign supplies in the medium and long term. Under the current coverage policy, up to 5000 
jobs or 7.4% of jobs created by Hermes guarantees are threatened. An adjustment of the 
coverage policy with regard to Hermes guarantees would therefore secure jobs in Germany 
in the medium-term that may otherwise be lost. An increase in the threshold for levels two 
and three by 10 percent would secure 3900 jobs. This corresponds to around 6% of the jobs 
created by single project guarantees. 

 

3. Coverage policy from the viewpoint of German companies  

46% of the companies surveyed can conduct their Hermes covered export business under 
the present coverage policy without restrictions. For 13% of companies the three tier model 
is not sufficiently flexible. Large companies (500+ employees) in particular require a more 
generous coverage policy.  

25% of companies surveyed are in favour of a general abolition of restrictions on foreign 
supplies. A further 16% of companies are in favour of their abolition only for large 
international projects. In plant construction the current three tier model is already causing 
significant competitive disadvantages. Representatives of these special companies are calling 
for the approval of foreign value added shares of 75% to 80%. Moreover, large plant 
construction firms whose export business depends heavily on Hermes guarantees are in 
favour of an expansion of the three tier model via the introduction of special case groups. 
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These respective case groups will cover German added value thresholds that are significantly 
lower than 50%. This is due to the fact that the current business processes of several key 
consortia reflect far greater international integration than the average German 
manufacturer. 

 
4. Extension of international cooperation in reinsurance  

Even though German exporters’ supply chains are becoming increasingly global and despite 
the existence of a wide network of reinsurance treaties especially with the EU and other 
OECD countries, the use of such treaties is less pronounced. Although cross-border 
reinsurance with other ECAs is being used, the number of transactions taking advantage of 
such reinsurance mechanisms is low compared to the number of Hermes covered exports. 
Since reinsurance constitutes a sensible additional support for risky export deals, a 
simplification of the reinsurance mechanism together with an expansion of reinsurance 
treaties – especially with respect to BRICS countries – would be much appreciated. 

 

5. Recommendation 

The rising international integration of production is increasingly leading to an intensification 
of foreign supplies, irrespective of Hermes coverage. Foreign suppliers to Germany are 
benefitting from the strong export performance of German firms. At the same time it is 
these suppliers who also account for the success of German exports. The data used here 
thus indicate that cross-border integration can be expected to deepen in the future. 

In the medium term Germany will increasingly have to make allowances for more foreign 
supplies in its Hermes coverage if German companies are not to be disadvantaged vis-à-vis 
international competition.  

The extension of reinsurance agreements and the improvement of the processes that 
accompany them are sensible measures to expand cross-border financial cooperation with 
the affected partner countries against a backdrop of increasingly integrated international 
production. 

Passing on default risks to countries whose companies have a share in German exports - if 
systematically implemented - may even enable the German government to create and 
secure more jobs in Germany in the long term while at the same time reducing its exposure 
to export risk. 
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Background  

Germany’s export business has been an important pillar of the country’s overall economic 
development for decades. Over the last ten years its annual contribution to gross domestic 
product has risen from 30% to over 40%. In addition to the innovative strength of Germany’s 
companies, their ability to finance export business is crucial for successfully gaining access to 
international markets. The latest world economic crisis made it clear that bottlenecks in the 
financing of projects can have a negative impact on export business not only in Germany.  

Such bottlenecks mainly arise in cases where payment is received and/or delivery takes 
place a long time after production, where the order volume is particularly large or in markets 
with a high country risk. In such cases German companies are often unable to insure their 
claims against foreign clients via private financial markets. For such projects the German 
government provides export credit guarantees – so called Hermes coverage – to make it 
easier for German companies to finance their exports, especially to risky but high-growth 
countries.  

In 2012 the Ifo Institute analysed the “Employment effects of export credit guarantees by 
the Federal Republic of Germany (Hermes coverage)” using econometric methods. The study 
showed that Hermes guarantees promote German exports and in turn employment by 
lessening the impact of a partial failure in the capital markets. In this sense Hermes 
guarantees can be seen as a regulatory policy instrument that compensates a gap in the 
market system. The results are confirmed by this study which uses updated information.  

 

Aims  

Against the background of increasingly international supply chains, this follow-up study 
focuses on the employment creating effects of export credit guarantees in companies with 
different shares of foreign added value. It investigates the extent to which companies with 
high shares of foreign added value create jobs in Germany and whether increasing the share 
of foreign added value that can be covered would lead to a change in the employment effect 
of Hermes guarantees. These results make it possible to assess whether the approval of a 
higher share of foreign added value in the provision of Hermes guarantees would have 
positive or negative effects on domestic employment. Unlike in earlier studies the 
employment effects created abroad are identified and plausible case study analyses are used 
to simulate the potential effects of a change in current rules. The results presented aim to 
promote the further development of this government instrument, especially in terms of 
sensible regulation of the approved foreign added value share of exports that can be 
covered by Hermes guarantees.  
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Results  

1. Developments in German exports, international integration and Hermes guarantees  

German exports increased by around 83% between 2000 and 2012. This corresponds to an 
average annual growth rate of 5.2%. The share of exports to riskier markets also rose, which 
is reflected in coverage policy. Since the financial crisis in 2008 around 2.8% of total annual 
exports are using Hermes guarantees. Compared to the pre-crisis period the export volumes 
covered by Hermes guarantees are thus almost twice as big and reflect growing uncertainty 
in the world economy.  

To carry on an export trade German companies have tended to increasingly use larger shares 
of foreign added value in the production of export goods over the past ten years. While the 
average share of foreign added value was around 13% in 2000, 16% of exports could be 
traced back to foreign suppliers in 2011. Supplies from the EU account for the largest share 
of imported intermediate goods (10%). Individual sectors like metal products and 
automotive manufacturing now already have foreign added value shares of over 30%. 

These sectoral differences are also reflected in exports with Hermes guarantees. Although 
90% of exports with Hermes coverage to date had a foreign value creation of below 30%, 
individual sectors are already posting above average shares of foreign supplies. With over 
20% on average, the metal industry has the highest share of foreign suppliers, followed by 
the electricity sector, rail vehicles and automotive manufacturing, which exhibit foreign 
contents of around 15%. Hermes-covered exports into high-growth emerging economies like 
China tend to show the highest average foreign added value shares1. 

 

2. Key results of company surveys  

According to a survey of 1368 companies in different sectors, exports as a share of total 
turnover – and thus export-related employment – have risen steadily since 2007. At the 
same time foreign supplies are rapidly gaining importance especially for export-oriented 
companies. The acquisition of intermediate goods from abroad is necessary for 71% of 
companies in order to remain competitive. After the EU, acquisitions from emerging 
economies are increasingly important.  

As far as Hermes covered exports are concerned, two thirds of companies have less than a 
30% share of foreign added value. Only 7% of companies reported export business in which 
the share of foreign supplies is higher than 50%.  

In this sense current regulation on the shares of foreign supplies for Hermes guarantees is 
sufficiently flexible for 46% of the companies surveyed. For 13% of companies however, the 
current three tier model is not flexible enough. It is mainly very large companies that are not 
satisfied with the current regulation of foreign supply shares in Hermes guarantees. Two 
thirds of the companies would not shift jobs abroad if the approval of foreign supplies for 
Hermes guarantees was to be raised, while 15% cannot assess the impact of such a change 
yet. Based on the current three tier model 25% of companies expect transaction problems 
with their export business in the future. 

                                                      
1
 Foreign supplies are not registered if a German certificate of origin for goods is available. This can 

bias the results. 
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3. Results of case studies /interviews with experts  

As already shown in the company survey, the present three tier model is not sufficient for a 
significant number of companies. The requirements of those companies interviewed 
(especially plant constructors) are also not satisfied, meaning that in many cases they often 
do not even apply to the German export credit agency (ECA) for coverage. If the German ECA 
is involved deals often need to be extensively restructured so that coverage can be achieved. 
The case by case regulation performed by the inter-ministerial committee involves too great 
a degree of uncertainty and threatens export business. Moreover, follow-up deals are also 
indirectly affected as they cannot be realised in the absence of an initial deal with coverage. 
Especially when it comes to large projects and projects involving plant construction, export 
deals in high-growth international markets cannot be conducted without Hermes coverage.  

Since the use of foreign intermediate goods is indispensable - especially in large projects – 
for companies to remain competitive, plant constructors would like to see the introduction 
of special case groups at the third tier. Behind the respective case groups should be German 
added value thresholds that are considerably lower than 50%, depending on the needs of 
the group in question. With this kind of regulatory framework companies could cover large 
projects with Hermes guarantees in a timely manner and without a considerable amount of 
reasoning. It would also enable a high degree of planning security and transparency.  

 

4. Results of the input-output and econometric analysis 

Using an input-output analysis the study calculated how many employees – direct, indirect 
and abroad - are involved in the production of exports with Hermes coverage. This 
represents an upper ceiling for the employment effect of export credit guarantees. The 
analysis reveals that, during the time period observed of 2000 – 2012 with an average cover 
volume of 21.6 billion euros, a total of around 172,000 jobs were affected by Hermes 
guarantees in Germany. In addition to this figure, 65,000 jobs abroad were also affected, of 
which 62% were in the EU. These results are comparable with those of the Ifo study 
completed in 2012. The most heavily impacted sectors are machinery (36% of all jobs), 
chemicals (26%) and automotive manufacturing (including cars 20%). Almost 96% of directly 
affected jobs were in companies headquartered in Western Germany. Large companies 
account for around 70% of the jobs affected.  

The subsequent econometric analysis showed that exports generated by Hermes guarantees 
lead to an average annual creation of up to 86,000 jobs (113,000 in 2012, depending on the 
estimation method used). In addition, between 10,000 and 25,000 jobs (depending on the 
estimation model) were created and/or secured abroad via Hermes guarantees between 
2000 and 2012. Two thirds of foreign jobs were created in the EU, reflecting the growing 
cross-border production integration of German firms within Europe. The biggest 
employment effects took place in the machinery sector, with the creation of over 48,000 
jobs (almost 60% of all jobs created).  

The export-generating effect of Hermes guarantees is particularly strong for export deals 
with very small and/or very high shares of foreign supplies. Over the next ten years however, 
a growing share of German exports will have foreign supplies of over 49% and will thus only 
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be able to make limited use of Hermes guarantees due to the three tier rule. This means that 
between 4% and 7.4% of the jobs that depend on Hermes will face more red tape due to the 
current Hermes policy. Up to 1.4% of jobs will be seriously threatened due to an added value 
share of at least 50%. These figures vary considerably according to company size. In 
particular, 1% to 1.7% of Hermes dependent jobs in small and medium sized companies are 
expected to be threatened by the current policy, while this figure is 7% for large companies. 

In conclusion, when it comes to Hermes guarantees, Germany will have to take into account 
the rising share of foreign added value if German companies are not to be disadvantaged vis-
à-vis international competitors. However, this will not prevent a certain shift of jobs abroad, 
as this is is necessary to maintain German competitiveness. Moreover, the jobs that continue 
to exist in Germany will be secured and new jobs may potentially be created if exports 
continue to rise. A higher relocation of jobs abroad induced by Hermes covered exports with 
a high share of foreign added value will be offset by the creation of additional exports. 
Finally, it is worth mentioning that any liberalisation of the foreign added value share rule is 
only very unlikely to be the cause of the transfer of jobs abroad. A transfer of added value 
abroad will initially take place entirely independently of coverage policy. Creating a more 
flexible Hermes policy with respect to foreign content would secure exports and thus jobs in 
Germany as well as abroad. 

 

Closing remarks 

The German government was and remains aware of the heterogeneous needs of German 
companies with respect to an adequate Hermes coverage policy. This was particularly 
emphasized by experts in the case studies. In this sense the current three tier model reflects 
efforts by decision-makers to make the instrument as flexible as possible while at the same 
time not to lose sight of the goal of creating jobs in Germany. In the view of companies in 
certain industries like plant construction there is undoubtedly an urgent need for action to 
make the coverage policy more flexible in view of international competition and the 
practices adopted by other countries.  

The study also shows that greater flexibility in terms of the share of foreign added value that 
can be covered leads to the creation of a comparably high number of jobs abroad while 
growth in Germany may be relatively low in some cases.  

The rising international integration of production - irrespective of Hermes guarantees - is 
leading to an intensification of foreign supplies. Foreign suppliers to Germany benefit from 
the strong performance of German companies in terms of exports. At the same time, it is 
these suppliers that also account for the success of German exports. Consequently the data 
used indicate that a further increase in cross-border integration is to be expected.  

Looking to the future, the German government has to settle the question of the extent to 
which a policy according to the “national content” principle can be implemented. There is a 
strong case for moving towards a “national interest” principle and - in the course of growing 
fragmentation - supplementing the profitable risk management of recent years with more 
efficient reinsurance contracts, especially with BRICS countries. 

 


