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Abstract: 
The tertiarization of the economy is one of the most discussed developments in the 20th and 
21st century. The industry especially of western economies shrinks and jobs are shifting over 
to the service sector. It is in doubt if this change is an advantage for these countries or a 
development in the wrong direction. In times of growing “Asian Powers” it is hard to compete 
to these economies especially to the label “Made in China”. This paper shows that some of 
the typical doubts by Gershuny and Baumol regarding the service sector are confirmed and 
that there are chances for Germany as an example for European economies to stay 
competitive. The latest developments of the Chinese economy in relation to the growing 
tertiary sector do not yet have a great impact on the economies of western countries. But in 
the future the situation will change. To stay in the lead in the industry sector Germany and 
other western countries need to focus on good education in technology and industry fields. 
The increasing demand of service goods can’t be stopped but there can also be a strong focus 
on the industry sector as well as on the services. 
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Introduction: 
The industrial sector was up to the 1960s 
the core of all economical activities. Over 
the last decades the economy in the 
industrial countries changed more and 
more to the tertiary service sector. It was 
Schumpeter (1912) with his “Theory of 
Economic Development” who mainly 
contributed to this restructuring already 
over hundred years ago. At this time the 
service sector was mentioned as the bearer 
of hope for growth and employment 
(Krämer, 2011).  
Despite the dynamic development in the 
past and despite all the positive 
predictions, there are also a lot of 
reservations regarding services. Services 
are mostly not seen as a fully adequate 
replacement of the shrinking industry 

sector. Outsourcing and offshoring in times 
of globalization are the order of the day 
and are changing a nation's economies. 
Besides the optimists Colin Clark and Jean 
Fourastié, there are also William Baumol 
and Jonathan Gershuny, the biggest critics 
when it comes to tertiarization. 
This paper should show what the critical 
factors in relation to the growing service 
sector are and how European economies 
would be able to keep up with the “Asian 
Powers”, especially China. The focus of 
this paper will be on Germany as an 
example for the big European competitor 
for China. The influences and threats of the 
globalization will be discussed as well as 
what can be done to stay competitive 
against the almighty seeming chinese 
economy. 
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Methods: 
The aim of this paper was to study the 
topic “The Fallacy of the Service 
Economy”. This was  also the title of the 
scientific article by Klaus Solberg-Søilen 
we should start working with. 
The authors should come up with a 
problem regarding this field. After reading 
the first article and some additional ones 
about this field the authors decided for the 
current topic “Competitiveness of 
European Economies faced with growing 
Asian Powers”.  
The references and interesting theories and 
articles regarding this topic the authors 
found differ in the publication date from 
over 100 years ago to 2016 which is a very 
wide range. The older ones are focusing on 
general theories how the tertiarization 
might proceed and what problems it brings 
with it. The more up-to-date articles deal 
with how the development has taken place 
and how the current situation regarding 
globalization and shift of sectors looks 
like. 
The authors sorted out the relevant 
information for this topic and built up a 
useful structure for their paper. The first 
introduction part of the paper should give 
the reader a general overview about the 
topic of the paper and the problem being 
discussed. The method part should show 
the approach of the authors and the 
structure of the paper. After that in the 
result some theories and facts are provided. 
The following discussion part starts 
dealing with different opinions and 
discussing them in terms of the main 
problem. The last part concludes the main 
findings and provides suggestions for 
future researchers. 
 
Results: 
The most common explanatory approach 
for structural change and economic growth 

is the “Three-Sector-Theory” of Allan 
Fisher (1939), Colin Clark (1940) and 
especially Jean Fourastié (1969). This 
approach is based on the hypothesis, that 
the production and employment structure 
of a national economy develops with the 
increasing income per head. The primary 
sector makes way for the secondary sector 
and the secondary sector makes way for 
the tertiary sector. Fourastié (1969) 
differentiated the sectors between the 
development of the work productivity. 
The primary sector represents a field of 
medium technical progress, in the 
secondary sector it is high and in the 
tertiary sector there is no or little technical 
progress (Fourastié, 1969). For Fourastié 
(1969) technical progress was the core 
factor of economic development. Clark 
(1940) differentiated the sectors through 
the production conditions and Fisher 
(1939) focused on the elasticity of demand. 
  
Fourastié (1969) found that there is a link 
between supply and demand which leads to 
a change of the employment and 
production structure. Attention should be 
paid to the fact that both develop in the 
same direction but there can be temporal 
differences. The change in economic 
structure comes in parts because it’s a 
matter of time, money and lots of other 
factors (Tuchfeldt, 1995). The sectoral 
change of structure of national economy 
shifts the production and employment to 
the tertiary sector. In science it is known as 
the tertiarization. 
In the 1950s it came to a shifting of 
workplaces in most industrial countries 
from agriculture, the primary sector, to 
industry, the secondary sector. Working in 
the industry was very popular because of 
higher salary. Fourastié (1969) found in his 
study that in 1850 80% of the people have 
been working in the primary sector, 8% in 
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the secondary sector and 12% in the 
tertiary sector. Around 1900 it was 35% in 
the primary sector, 43% in the secondary 
sector and 22% in the tertiary sector. In 
1960 it was only 14% in primary, 48% in 
secondary and 38% in tertiary sector 
(Statistisches Bundesamt, 1979). 1990 the 
primary sector decreased to 3%, the 
secondary to 37% and the tertiary grew to 
60% (Statistisches Bundesamt, 2003). 
The graph below from “The Federal 
Statistical Office of Germany” shows the 
distribution of employees in Germany’s 
economy in 2013. The primary sector 
(green) amounted only 1.5%, the 
secondary sector (production industry, red) 
amounted 24.7% and the service sector 
(grey/blue) amounted to 73,8%. 
 

 
 
Figure 1. (Grieß, 2014) 
 
This progress shows the saturation of 
material needs and the growth of 
immaterial needs. Services can be divided 
into higher and lower services. Lower 
services require unqualified workers, in the 
higher service sector only qualified 
workers are needed. The difference can be 
seen in the pay gap between both services. 
Salary in financial and insurance services 

was in 2015 approximately 69000 €, in the 
hospitality sector it was only 27000 € 
(Statistisches Bundesamt, 2015). Fourastié 
(1969) found that the more economically 
developed a country is, the bigger is the 
tertiary service sector. 
Because of the dominant position of the 
service sector it is good to subdivide it into 
its components. There are five areas of 
service economy: The distribution of 
goods, housing, business-to-business 
services, user-financed consumer services 
and tax-financed consumer services 
(Solberg Søilen, 2012) 
In the majority of the “former” industry 
countries, as Germany, the tertiary sector 
made the biggest progress but the 
secondary industry sector is still high with 
about 25%. It is to be expected that within 
the next years a significant change in 
economy’s structure will come (Rohleder, 
2004). 
On the assumption of market changes in 
terms of globalization like international 
market orientation or reduction of 
innovation cycles, the proportion of value 
added of services will grow further in the 
future (Rohleder, 2004). 
 
Discussion:  
Critiques of the service sector: 
In the literature there are besides positive 
effects of the growth of the service sector 
couple of negative aspects. As already 
mentioned above, long time ago the 
service sector was mentioned as the hope 
for growth and employment (Krämer, 
2011). There are a lot of reservations 
regarding services, despite the dynamic 
development in the past and despite all the 
positive predictions. In the literature 
services are often not seen as a fully 
adequate replacement of the shrinking 
industry sector (Krämer, 2011). 
There are five typical critics to services 
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and the shift from the industrial sector: 
Firstly, some critics say that services do 
not create values. Services are usually 
consuming values created somewhere else 
(Krämer, 2011). They take the line that 
services do not create value to the 
aggregate value added. According to this 
view economical values and earnings are 
only made of physical goods. If physical 
goods create values and services are 
consuming values, the service sector needs 
an obligatory creation of values from 
industrial goods (Krämer, 2011). Already 
Adam Smith (1974) made a distinction 
between productive and unproductive 
work. In his opinion only productive work 
can create value and unproductive work is 
irrelevant for the creation of value in the 
economy (Smith, 1974). The results of 
unproductive work disappear in the same 
moment as they are created (Smith, 1974). 
But services also make concessions in the 
industrial goods productions and are highly 
needed by the industrial companies. These 
industry-related services are the main 
reason for the tertiarization. Even today 
there are countries (e.g. Singapore) which 
create nearly 100% value from the tertiary 
service sector (Kemekliene et al., 2007). 
Also Luxembourg in Europe will create 
nearly 100% value from services within 
the next years (Kemekliene et al., 2007). 
To afford the import of expensive goods, 
the service sector must concentrate on high 
quality knowledge-based services. 
Secondly, the service sector goes at the 
expense of the industrial sector. There is 
the danger of deindustrialization (Krämer, 
2011). As part of the globalization 
emerging countries like China take over a 
great part of the global industry 
production. Only a little part of the 
industry goods can be sold without 
services (Krämer, 2011). Nowadays 
customers expect “pre-sales-“ and “after-

sales-services”.  The producing industry 
firms are outsourcing these services to 
external companies. As long as these 
services count to the tertiary sector, it will 
increase further and the industry sector will 
go back (Krämer, 2011). It is a relationship 
of dependence. 
Thirdly, services involve inferior 
employment circumstances. It is the main 
reason of growth of the low-pay sector and 
employment of low-skilled people 
(Krämer, 2011). The service sector is the 
sector where the lowest salaries are paid in 
the whole economy. The gross income in 
the hospitality industry was 2015 about 
10% under the level of the income in the 
industry (Haderlein, 2016). On the other 
hand there are lots of industries in the 
services sector which have a higher income 
than the industry sector. For example, in 
the bank and insurance industry the income 
is about 70% higher than in the production 
industry. In the industry-related services 
the income is about 14% higher than in the 
production industry (Kemekliene et al., 
2007). Approximately 30% of the 
employees in the service sector are highly 
qualified, which is clearly more than the 
average of the whole economy 24% 
(Kemekliene et al., 2007). So the fears of 
some critics that the shift to the tertiary 
sector brings unqualified workers and loss 
of income with it, are not totally correct 
(Krämer, 2011). 
Fourthly, the raise of the industry-related 
service sector does not exist as it is always 
said to be (Krämer, 2011). It is based on 
the fact that the industry companies are 
outsourcing the services they did before on 
their own, like advertising, marketing, 
accounting, consulting or research and 
development (Gershuny, 1978). 
Independently on the fact that more and 
more services are made through services in 
the industry sector or that the service 
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sector statistically grows because of the 
outsourcing of existing industry-related 
services, both point the fact of the growing 
economic importance of services 
(Gershuny, 1978). New chances of new 
customers are appearing for service 
companies. That should make the service 
sector grow further. 
The last critical point is that services 
cannot be a sustainable model for the 
future. They will be unaffordable one day 
(Baumol, 1967). The salaries or the 
working costs of services are growing 
faster than the working productivity in the 
service sector (Baumol, 1967). The prices 
for services will increase much faster than 
the prices for other goods (Baumol, 1967). 
There will be a weakness of demand for 
services which will end in the stagnation of 
the whole economy (Baumol, 1967). To 
prevent the services from getting that 
costly, lower salaries should be paid in this 
sector (Baumol, 1967). But on the long 
term view that would end in a huge 
disparity of the income (Baumol, 1967). 
Besides that, on a free market there is 
always a tendency to same salary basis in 
all sectors of the economy (Krämer, 2011). 
On the contrary, despite increasing prices 
there is also an increasing demand on 
services. Schettkat (1996) said that the 
longer the productivity of the economy 
increases, the people can afford more and 
therefore people will always be willing to 
pay a high price for services. 
 
Influences and threats of globalization 
for Germany: 
The worldwide opening of markets 
changed the job situation. The involvement 
of countries like China, India and other 
developing nations lead to an additional 
employment proposition and more workers 
from foreign countries (Bundesbank, 
2006). This new situation leads to bigger 

pay gap because of differences in the 
qualifications, standards of living and 
productivity. These developments give rise 
to an international division of labour and 
global challenges (Bundesbank, 2006). 
Globalization is the reason for a partial 
shifting abroad in low-cost locations and 
immigration of foreign workers. That can 
lead to a lowering of salaries of low-
qualified German workers (Remsperger, 
2007).  
But immigration can also have positive 
effects as foreign workers are pushing the 
growth of economy in Germany which 
leads to less unemployment (Remsperger, 
2007). 
Globalization raises the competitive 
pressure on low-qualified workers, but 
that’s not the only reason for bad chances 
on the job market. The risk of 
unemployment increases, the lower the 
educational level of the worker 
(Remsperger, 2007). That’s the reason why 
it is necessary to give the people chances 
to have the best education possible and 
make education investments (Gundlach, 
2006). The german economy is dependent 
on the innovation ability in the future, what 
should lead to high investments into 
research and development from the 
companies (Remsperger, 2007). To make 
the workers stay in Germany the taxes 
should be lowered, which would rise the 
attractiveness of the domestic market 
(Klohn, 2008). 
The rise of emerging countries is often 
seen as danger for industrial nations 
(Matthes, Langhorst and Herzog, 2008). 
The involvement of these countries into the 
global market and their investments into 
education and innovation can bring 
technological progress (Matthes, 2007). 
Especially China and India but also eastern 
Europe countries develop to competitive 
economies which can influence the world 
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wide growth of economy (Brügelmann, 
Fuest and Grömling, 2006). Paul 
Samuelson (2004) argued, that the 
international trade must not always be 
positive for all involved countries and an 
industrial nation may suffer losses. He 
studied a scenario in which China’s 
productivity of the import sector rises 
because of development or imitation. The 
productivities of both countries (in his case 
China and USA) equalized. There are no 
comparative advantages anymore and the 
trade between both countries stops. China 
could improve its position because it is no 
more dependent on imports and can 
produce the product cheaper for itself. The 
trade and profit with China disappears. 
Criticising opinions of Samuelson found 
that this study may be true for export 
goods but services can only be outsourced 
a little part, the main part will stay at the 
domestic market (Bhagwati, Panagariya 
and Srinivasan, 2004). 
In practice the hypothesis wasn’t 
confirmed, yet. Germany stands its ground 
against the competitors from emerging 
countries as China. That’s because the 
goods from Germany and emerging 
countries are mostly complementary goods 
and not competing (Bundesbank, 2006). 
 
Another hypothesis says that the vertical 
range of manufacture in the domestic 
market goes back and the amount of 
foreign concessions increases because the 
german companies are offshoring to 
foreign bases and outsourcing from foreign 
producers. The industry country Germany 
develops slowly to a transshipment point 
for goods (Sinn, 2005). Reasons for this 
development are the high salary costs in 
Germany which made the firms offshoring 
in “cheaper” countries. That leads to a 
decrease of the employment in the 
domestic country (Sinn, 2005). This 

opinion is controversial. The focus on only 
one sector is not enough. It should be a 
general view on the external balance, 
which is the relationship between import 
and export. Since 1990 this relationship 
has been always positive in Germany 
except three times, which means that the 
exports are always higher than the imports 
(Horn and Behncke, 2004). They came to 
the conclusion that Germany is a winner of 
the globalization and the creation of value 
increases. 
There are lots of warnings that Germany 
loses its industrial basis because of 
outsourcing. It must be feared that there 
will be a huge job cutback because of the 
deindustrialization. The number of 
employees in the producing sector 
decreased about 650.000 people from 1995 
to 2003 but the service sector grew by 
nearly three million (Sachverständigenrat, 
2004). The trend to the service sector is not 
just a german phenomenon but of all 
industrial countries. Germany's foreign 
investments are mostly made in industrial 
nations. These countries are having the 
same sectoral change, so the foreign 
economic influences aren’t the primary 
cause of this effect.  
It is not the globalization which is the 
major factor, it could more be the change 
of demand of service goods and the 
differences of productivity between 
industry and services (Sachverständigenrat, 
2004). 
 
Current situation related to China: 
The big challenge for Germany in the 
future will be the competitiveness as an 
export nation. The export of goods is the 
most important contribution the economic 
growth. The most important branches are 
machine engineering, chemical industry, 
vehicle construction and medical 
technology (Zenglein, 2016). The 
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preservation of a good and stable market 
position will be the biggest challenge for 
the future development of this branches. 
Germany has to defend its leading position 
on european markets against China and 
other nations. The basis of this challenge is 
the strengthening of research and 
development to maintain the technological 
advantage in the future (Zenglein, 2016). 
In outer European countries the situation 
for Germany is different. It has big 
problems to stable its share of imports. 
Even in the branches mentioned above 
China is dominant (Zenglein, 2016). 
 
German firms are following different 
internationalisation strategies. Besides 
exports also direct investments to build up 
new production in foreign countries are 
one important strategy (Zenglein, 2016). 
Companies are getting easy entry to the 
markets and a better understanding of the 
needs for demand. Chinese firms just 
started to invest in foreign countries. At the 
moment traditional export strategies are 
most important for them but that will 
change in the future (Zenglein, 2016). 
Already today China’s economy model is 
on the move. A structural change is 
necessary to establish sustainable 
economic growth (Zenglein, 2016). China 
needs new economical drivers to transform 
its economy. The growth of the service 
sector is the central core of change. Only 
when this sector makes the gross domestic 
product grow and creates new jobs the 
government will be able to close not 
profitable state-owned enterprises and cut 
down heavy industry (Zenglein, 2016). 
The service sector will be the driver of 
change for China (Handelszeitung, 2016). 
If the service sector is too weak, China will 
not be able to change its current model, 
which is driven by public investments 
(Handelszeitung, 2016). The tertiary sector 

can’t fulfill all the hopes. The gross 
domestic product grows not as quickly as 
in earlier days, mostly because of the 
service sector, which grew in 2016 more 
than the other sectors (Zenglein, 2016). 
But that’s not enough to cut down public 
investments and make structural changes 
(Handelszeitung, 2016). In the first half of 
2016 the growth of the tertiary sector 
decreased by 7.5%. It can’t be expected 
that the service sector can reach the goal of 
the chinese government to grow 6.5% per 
year and the structural economic change 
will be delayed and the unemployment will 
raise (Handelszeitung, 2016; Zenglein, 
2016). It will be hard for the tertiary sector 
to give all the fired people from the 
industry sector work (Handelszeitung, 
2016). To keep the unemployment rate as 
it is the government proclaimed an 
initiative for foundations and innovations 
(Zenglein, 2016). 

 
Conclusion/Implications: 
Approaches to stay competitive: 
It is obvious that not all sectors of an 
economy are able to use the advantages of 
globalization. There is often a want for 
protectionism, for example duties as direct 
control of the flow of goods and capital or 
the creation of free trade areas 
(Remsperger, 2007). Trading barriers 
would reduce the import, export, 
outsourcing to foreign branches and the 
fear of losing jobs. But this way is not 
recommended. It takes the opportunity for 
Germany to profit from comparative 
advantages and the international division 
of labour. Besides that the negative results 
of outsourcing are not too big and it creates 
also new jobs (Matthes, 2007). 
Protectionism would let the advantages of 
foreign trade disappear and let them 
become autarchical. The international 
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competitiveness of weak branches won’t 
be strengthen through protectionism. The 
job cutback would be delayed but not 
prevented. This delay would let the costs 
for structural adjustments grow and would 
have a negative effect for the economy. It 
is not the globalization which is a 
disadvantage, it is the protectionism 
(Remsperger, 2007). 
Globalization makes the openness and 
fusion of the worldwide economies 
possible. Critics think the globalization is a 
danger for the economies but actually it 
offers a lot of chances for the increase of 
wealth. Firms are getting new chances for 
sales, a increased productivity and a more 
efficient use of resources. The consumers 
are getting lowered prices for goods and a 
wider variety of products. Also the better 
educated people are getting better 
employment opportunities, but there are 
also disadvantages for lower educated 
people who are getting worse employment 
opportunities. The german economy needs 
some structural reforms to increase the 
flexibility and the competitiveness of the 
markets. At the moment Germany is still a 
big player in the manufacturing industry. 
The industry sector produces unique high 
quality goods the Asians aren’t able to 
produce yet. To have the lead in this sector 
Germany and other western countries need 
to focus on good education in these 
technology and industry fields. The 
increasing demand of service goods can’t 
be stopped but there can also be a strong 
focus on the industry sector as well as on 
the services. There is no chance to stop the 
globalization and it should not be stopped. 
The german economy can profit from its 
chances and advantages also in the future. 
 
Future Research: 
This paper has shown that the current 
situation can be analyzed but that it is hard 

to look into the future and see how the 
economies of Europe and Asia will 
develop. At some stage in the future China 
will dare a leap and will make its service 
sector nearly as important as the industry 
and European countries will have to 
readjust the new situation. For future 
researchers there will be a steady 
development and shift in the world market 
which ensures different and new outcomes 
of studies with the same topic. It is in 
doubt if Germany can keep its strong 
position in the future. 
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