


Broken Economies: World War II 
In 1939, Germany was ranked the 3rd largest economy in the world, falling only behind the 
USA and the USSR, with a Gross Domestic Product (GDP) of close to $360 billion. Following 
the devastation of World War II (WW2), the economy shrunk to $160 billion, with food 
production declining by approximately 50%, industrial output shrinking by 33%, and 
housing stock falling by 20%. 

Simultaneously, Japan ranked 9th largest economy in 1938, falling just behind the United 
Kingdom and France with a GDP of approximately $170 billion. The toll of WW2 and 
particularly the devastation caused by the Hiroshima and Nagasaki bombings in 1939 
resulted in the Japanese economy shrinking to just half of pre-war GDP levels by 1945, 
accompanied by hyperinflation and widespread famine. 

Post-War Recovery
However, by 1955, Germany’s economy had almost fully recovered to pre-war levels of 
GDP. This spectacular economic recovery is referred to as the “economic miracle” or “die 
Wirtschaftswunder”, which witnessed a constant growth rate of 8% in the 1950s and 
industrial output quadrupling by 1958. Some historians have attributed such significant 
growth to the Marshall Plan – an American aid initiative to Western Europe aimed at 
rebuilding such economies following the war. Whilst such aid did play a role in assisting 
to rebuild the German economy, other economists believe that the effects of the Marshall 
Plan can only account for a small portion of Germany’s national income during post-war 
reconstruction. 

The liberalisation of Germany’s economy to become a “social market economy” in order to 
allow for free-market capitalism whilst affecting sensible social policies, can be outlined 
as the policy tool that truly allowed for the rebirth of the German economy.  Initiated 
by Ludwig Erhard (Bavarian Minister for Economic Affairs in 1945 and later German 
Chancellor 1963-66), the success of the liberalisation campaign has earned Erhard status 
as the “Father of the German economic miracle”. 

Similar recovery due to liberalisation was witnessed in Japan, which between 1950 and 
1973 experienced twice the economic growth rate of Western Europe and close to three 
times the growth rate of the US. In the space of merely 7 years in the 1960s, Japan was able 
to double the size of its economy. Such dramatic growth has since been referred to as the 
“Japanese Economic Miracle”, which led to Japan climbing the rank to the world’s second 
largest economy before China overtook the nation in 2011.

Policies that led to the “Economic Miracles”
Several changes were implemented to encourage recovery in both nations: reduced 
tax rates; sensible monetary policy and abolishment of price controls; and reduced 
government intervention. 

•	 Reduced Tax Rates

Economic growth in Germany can largely be attributed to significant cuts to the rate of 
taxation, which were at historically high rates during Nazi socialist rule. Erhard cut the 
personal income tax rate in Germany from 85% to just 18%, stimulating aggregate demand 
and encouraging economic activity and recovery. 



Japan followed suit in the 1950s, cutting individual income tax rates from 86% to 55%. Such 
tax cuts continued every year up until 1974. These tax cuts were accompanied by free 
market favouring taxation policies such as capital gains and interest income exemptions, 
and deductions on dividends for both companies and individuals. 

•	 Sensible Monetary Policy & Abolishment of Price Controls

Nazi Germany instituted a widespread system of price controls on prices, wages and pro-
duction in order to avoid inflation and thus buy war supplies at low prices. However, this 
resulted in severe rationing of important goods or complete disappearance of several 
crucial consumer goods from shop shelves. To counteract the economic devastation of 
the war, Erhard introduced significant currency reform to overcome inflation and enforce 
greater monetary stability through reducing the money supply and establishing a new 
currency. These measures were accompanied by the abolishment of price and production 
controls. This led to goods previously in short supply emerging back onto the market as 
they could be sold at market-based prices, whilst productivity soared as industries could 
take advantage of the free market. So much so, that only one year after the price controls 
were abolished in 1948, productivity levels had risen by 81%. Consequently, inflationary 
prices fell drastically as productivity growth led to free-market prices that significantly 
reduced the cost of living in upcoming years. 

A similar abolishment of price controls was instituted in Japan during the 1950s economic 
miracle. During WW2, the Japanese government introduced severe rationing of goods 
alongside price ceilings which led to the emergence of the black market. As WW2 ended, 
the Japanese economy was left in turmoil with hyperinflation and low productivity as 
key industry had been destroyed. The government’s post-war decision to abolish price 
controls and allow for free-market production and trade led to a greater accumulation 
and improved allocation of resources, resulting in rapid industrial growth. As productivity 
grew, prices became more competitive, and the economy flourished as demand soared 
under such free-market policies. 

•	 Reduced Government Intervention

Erhard’s Social Market Economy can also be referred to as Ordoliberalism, whereby the 
policy framework of the free-market economy is upheld whilst the government does not 
intervene in the allocation or price-setting of resources. Government intervention only 
occurs to prevent the formation of monopolies and cartels, and to provide social welfare 
services that protect the poorest in society through withholding economic and social 
justice. Policies encouraged businesses to invest earnings instead of distributing dividends 
and made additional income from these investments untaxable. This encouraged greater 
capital investment and resulted in further increasing outputs.

Japan adopted a similar approach of limited government intervention in industry, instead 
focusing on developing a synergy between industry and the state in order to maximise 
productivity. In 1949, the Ministry of International Trade and Industry (MITI) was formed in 
order to ensure appropriate funding and focus was placed on developing Japanese industry 
in order to drastically increase output. Moreover, many of the Japanese monopolies or 
“zaibatsu” were broken up by the government after generations of receiving government 
privileges, thus encouraging development of the free market and competition to 
encourage greater efficiency. 



•	 Sensible Fiscal Policy

A sensible schedule of fiscal expenditure and planning was developed in both Germany 
and Japan during economic recovery. Both nations cut unnecessary expenditure and 
instead channelled funds into education and training to improve the skill level of the 
workforce and thus increase productivity. Government expenditure also focused on 
growing specific industries that could in-turn reduce unemployment and thus reduce 
the reliance of the populous on social welfare services. Germany focused on funding 
growth of export-oriented industries, whilst Japan prioritised growth of its electronics 
and automotive industries.  Such fiscal approach allowed for a budget surplus to develop 
in both nations, as industrial production and demand for consumer goods skyrocketed 
resulting in higher tax revenues despite low tax rates. 

The Role of Family-Owned Business
Family-owned businesses, also known as family firms, have played a significant role in the 
economic development of both Germany and Japan. These businesses are owned and 
operated by family members and prioritise long-term targets of stability and sustainability 
over short-term profits and characterised by loyalty to employees and communities. 

In Germany, family firms have traditionally been a major contributor to the country’s 
economic success. According to some estimates, family firms account for more than 70% 
of all businesses in Germany and employ more than half of the country’s workforce. These 
businesses have played a particularly important role in the country’s export-oriented 
manufacturing sector, which has been a major driver of economic growth.

In Japan, family firms have also been an important part of the country’s economy. According 
to the Japanese government, family firms account for about 80% of all businesses in Japan 
and employ more than 50% of the country’s workforce. Like in Germany, these businesses 
have played a particularly important role in certain industries, such as retail, wholesale, 
and manufacturing.

Whilst it is challenging to quantify how much of an impact family firms made toward the 
economic miracles witnessed in Germany and Japan post WW2, it is incredibly likely that 
they contributed to the sustainable and ongoing development of both economies. 


