Philipson column for 22 April 2003 
I write this column from Germany. Late April snowfalls have delayed the onset of spring, but the days are getting longer, and you can feel the sense of optimism that you always get at this time of year in those countries that have long cold winters.

The weather might be improving, but the German economy is not. The former economic powerhouse has become the sick man of Europe. Rigid labour laws, an aging population, and an overgenerous pension system have led to high unemployment and recession. More than ten years after reunion, the old East is still hurting, and the cost of digesting the bankrupt East is still mounting.

But Germany remains the world’s third largest economy, and an industrial giant. “Made in Germany” remains a byword for quality. Germans are clean, efficient and industrious, even if they are saddled with one of the world’s more ridiculous major languages.

(I am here to learn the language better, for no other reason than that I love it. But my love for it makes its no less ridiculous – indeed that is one of the reasons I like it so much).

With the world’s third largest economy goes the world’s third largest computer industry. Measured in terms of total expenditure on IT, Germany ranks after only the USA and Japan. It also ranks very highly in most measures of per capita usage. Most homes have a PC and are connected to the Internet, and computer shops are as common here as they are in Australia or the USA or anywhere else in the first world.
The industry in Germany is dominated, as everywhere, by US products, but there are some significant differences. The world’s third largest software company, smaller only than Microsoft and Oracle, is SAP, based just south of Heidelberg. SAP makes enterprise applications, the software that large corporations use to run their businesses, and it dominates the market in most countries of the world, including Australia.

There are also many smaller German software companies, mostly in specialised fields. To understand the local scene better I sought out Dr Karlhost Klotz, a freelance analyst and IT journalist based in Munich. He told me of a few interesting local success stories.
One is Mental Images(www.mentalimages.com), a Berlin-based imaging company which recently won a “technical Oscar” for its Mental Ray imaging sofware. The software runs through a “Reality Server” user interface, and is used by most major international car companies for advanced image rendering. It’s the most sophisticated stuff I have seen, and is a good indication of the sophistication of some of the countries software designers.

Karlhorst also filled me in on some of the peculiarities of the German computer scene. One is the availability of heavily discounted supermarkets in supermarkets. I experienced this first hand when I went shopping at an Aldi store. There in the aisles, stacked up in boxes next to the breakfast cereals, were boxes of laptops. The boxes were empty, and there was a sign advising you to see the staff if you wanted to buy one, but it’s not something you see in other countries of the world.
Aldi’s competitors, like PennyMarkt, have followed suit. You can now buy a fully configured PC in a supermarket in Germany for about €1100 (a bit less than $A2000). That’s for a high end machine, monitor and all. It’s not much more than you would pay in Australia, and very inexpensive by German standards.
The supermarket machines are mostly made by Medion, a German company that has recently diversified from games and video equipment. Medion’s machines, and those sold at a heavy discount from other manufacturers using the same business model, have changed the face of the German PC industry in the last year or two. Traditional suppliers, which include names like IBM and Compaq ands German PC giant Vobis, have felt the pinch and have been forced to lower their own prices. German used to have the most expensive PCs in Europe, now they are closest to being the cheapest.

But the German IT industry is suffering from the same problems the afflict most other countries. The sluggish economy has slowed sales, commoditisation has slashed margins – moreso, with the PC discount wars. It is harder and harder for supplier to make a living, and former computer giant Siemens has been forced into an alliance with Fujitsu to survive.
This mirrors events elsewhere. Siemens’ computer division used to make IBM compatible mnainframes 15 years ago, but it became too expensive and it outsourced the manufacture to Fujitsu. There was also another German mainframe manufacturer called Nixdorf, which used to make smaller machines and which had quite a large operation in Australia.
As the mainframe market declined, Siemens and Nixdorf merged to form Siemens Nixdorf Informationssysteme (SNI), which lasted just a few years. All of the major European countries have seen their local champions wither – ICL in Britain, Bull in France, Olivetti in Italy. None were able to compete in a global economy, even with massive infusions of taxpayers’ money.

Now Fujtsu-Siemens is largely a services company, operating in the shadows of the major American suppliers. As they say in Germany, so geht es. So it goes.
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