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The German Experience of Reunification

Historical Background

The German Miracle 
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supervisory boards of 
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Banking in Germany

· It can lower the transactions costs of borrowing to the firms
· It limits adverse selection, the danger that bad borrowers will seek loans from banks in disproportionate numbers, and

· It limits the risk of moral hazard problem the tendency of debtors to divert borrowed money to riskier investments
· It improves the quality of guidance that the bank can offer to the firm.
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The Role of Bundesbank and the European Central Bank

GERMAN REUNIFICATION

The ‘catching up’ process in East Germany rapidly ground to a halt [after 1995]. In 1996 the rate of growth of the new federal states was, at just under 2 percent, still marginally higher than in West Germany; already by 1997 it was lagging behind the West German result at just 1.6 percent, and no fundamental change can be expected either in the current or the coming year. In per capita terms, nominal value added in East Germany remains at less than 57 percent of the West German level. Productivity has so far risen to only 60 percent of the West German level. Labor costs per employee in the current year represent just under 75 percent of the average figure paid in West Germany.

THE EAST GERMAN PERFORMANCE UNDER COMMUNISM

TABLE 9.1

GNP per Head for Selected Socialist Countries, 1987 $PPP

GDR
8000

Czech Republic
7750

Soviet Union
6000

Yugoslavia
5000

Bulgaria
4750

Hungary
4500

Poland
4000

SOURCE: Human Development Report, United Nations Development Programme (New York: Oxford University Press, 1990).

POLITICAL AND ECONOMIC UNIFICATION

After the fall of the Wall, the reunification of Germany took place in two steps. On July 1, 1990, a monetary, economic, and social union took effect, followed on October 3 by a political union. The decisive features of the economic and social union were the following:

· The adoption of a 1:1 exchange rate between the East German mark (the Ostmark) and the Deutschmark for all wages, prices, pensions, and so on

· The conversion of most monetary assets at a rate of 2:1, except for a quota of personal savings, which was converted at 1:1

· The creation of a common legal and regulatory environment based on West German laws

· The introduction of the main features of the West German social market economy, including collective wage negotiation, extensive social insurance, and active worker involvement in company management

EAST GERMANY’S ADVANTAGES

Legal Structure and Accounting Practice

Finance

Supply of Entrepreneurship

Access to Markets

Infrastructure

A Social Safety Net

THE CURRENCY ISSUE

Choice of Exchange Rates


The Consequences of Parity

THE TREUHANDANSTALT

The Structure of Industry in the GDR

In other words decisions on basic changes in production profiles and technology were to be left to the future owners. Thus, for a long time these companies were not allowed to invest in technological changes, even though reorientation in the market demanded just this. This was a particularly severe handicap when set in the context of the collapse of exports to the east, the shrinking domestic sales and the rapidly rising wage levels.

The Strategy of Privatization

The THA decided that

 ‘the best way of achieving urgently needed rehabilitation in most companies [was] by gaining a new, business-oriented owner, able to bring management skills, technology, markets, and new product.’

 This ruled out voucher privatization,  Initial public offerings (IPOs) used as the primary vehicle in the United Kingdom were not possible either; they provide no injection of cash for the firm (the revenues go to the government) and management is initially unchanged. Table 9.4 gives some statistics on the record of the THA. By September of 1993 it had processed some 13,241 firms and had fully or partially privatized about 12,000 of them.
 In revenue terms the privatization program was a great disappointment; close to the end of the program in 1993 only some 

DM 44.7 billion had been raised through asset sales, about one-fourth of the annual transfer payments to East Germany. The idea of the union as a profitable leveraged buyout suggested by The Economist was 

completely discredited. Moreover, disappointingly few purchases involved foreign buyers, with only DM 5.3 billion coming from purchasers outside of Germany.


THE IMPACT OF REUNIFICATION ON SOCIAL CONSENSUS WITHIN GERMANY

LESSONS FROM THE GERMAN UNIFICATION

Although Germany was a special case, there are lessons to be learned from its experience that might inform our evaluation policy and events in other transition economies.

(1) Currency Valuation

(2) Privatization

(3) Market Restructuring versus Planned Restructuring

(4) The Time Frame

Recent Developments in the German Economy
The progress of transition in the east

Policies to Cut Unemployment


TABLE 9.3


Labor Productivity and Wage Cost: East German Statistics as a Percentage of West German Totals


�
  Wages/Salary per


Employee�
     Labor     Productivity�
       Unit Labor Costs�
�
1991�
49.3�
41.4�
118.9�
�
1992�
63.2�
53.2�
118.9�
�
1993�
70.4�
60.9�
115.5�
�
1994�
73.2�
64.8�
113.0�
�
1995�
74.3�
65.8�
112.9�
�
1996�
75.2�
67.5�
111.4�
�
1997�
75.8�
68.2�
111.1�
�
1998�
76.0�
67.9�
112.0�
�
1999�
77.7�
68.8�
112.9�
�
Note: Berlin not included.


SOURCE: Deutsches Institut für Wirtschaftsforschung, ‘The German Economy in the Autumn of 2000.’





TABLE 9.2


Transfers from West to East Germany, 1993-1999 (DM Billion)


	 


�
1993�
1995�
1997�
1999�
�
Federal Government�
115.7�
136.7�
129.6�
140.0�
�
State Governments �
10.3�
11.2�
11.6�
11.6�
�
German Unity Funds�
15�
0�
0.0�
0�
�
Social Security System�
23�
33.3�
34.7�
36�
�
EU�
5�
7�
7�
7�
�
Treuhandanstalt�
23.8�
0�
0�
0�
�
Revenues�
40.2�
48.2�
47.8�
50.6�
�
Net Transfers�
150.6�
137.7�
135.1�
144�
�
As a % of Western GDP�
5.4�
4.7�
4.4�
4.4�
�
SOURCE: OECD Economic Survey of Germany, May 2001











TABLE 9.4


Change of Status in Stock of Companies Held by the Treuhandanstalt, 1991–1993


	                                              January 1991        December 1991         December 1992	       September 1993


	                             Absolute     %	         Absolute       %	          Absolute	%	         Absolute	       %


Total portfolio of TH companies	  8489	        100         	10,970       100	          12,599	100	             13,241	      100


  Dissolutions/liquidations	              120	          1.4	           1,014        9.2            	2,534       20.1	           3,374	     25.5


  Fully/partially privatized	              574	          6.8	           2,996       27.3	           5,456        43.4	          5,998	     45.3


  Revenue from sales in billion DM				                            40.1		               44.7


  From foreigners							                  5.3	


Investment commitments � in billion DM	                                  44.5		                       114.2		169.5		             182.4	


  From foreigners					                17.0		               19.9	


Employment commitments � in units of 1,000	                               255		                          930		       1,401		             1,493


  From foreigners					              121		                145	


Employees in units of 1,000


  In TH companies	                          2,937		                        1,372		          408	 213


  In ex-TH companies			                           285		       1,04	   964	


  Total employees	                           2,937		                        1,657		        1,455	   1,177


SOURCE: Reiner Flassbeck and Gustav Horn, German Unification: An Example for Korea? (Brookfield: Dartmouth, 1996), 121








Box 9.1The Problems of German Education 





One of the problem confronting Germany today is surprising both to Germans and to foreigners.  Conventional wisdom assures us that German growth, even dating back to he nineteenth century, was sustained by the achievements of the German education system.  Therefore, when a new OECD study of school pupils' performance ranked Germany a lackluster 21st out of the 31 countries in the study for the reading abilities of its 15-year-olds, 20th in mathematics and 20th in science there was consternation all round.  This was made worse by the realization that Germany ranked about last in the percentage of its young people who go on into tertiary education.  At present, only 28% do so, compared with an OECD average of 45%—and only 16% emerge with a degree.





The revelations have led to a serious search for answers because in Germany, as elsewhere, long run high wages must stem from high productivity which is itself fuelled by high educational attainment.  There are several candidates as reasons for failure.  One is the high proportion of students of foreign birth who are not native German speakers.  However, Austria has a higher percentage and emerges with netter results.  Britain and France, both of whom are thought of as having “immigrant problems” do much better in measured educational attainment.   Although it is not easily amenable to policy change, this kind of analysis has reinforced the case of those who see immigration as a cause of German downfall.   Another explanation is the German fondness for rote learning though the same characteristic in Korean’s and Japanese did not seem to hinder their attainment.  The answer probably lies in few teachers per pupil than elsewhere (though they are better paid) and too short a school day.  It is certain that a commission will be formed to address the issue, although the solution may be hard to find.   











� German Economic Research Institute, ‘The German Economy in the Spring of 1998.’ Accessible at http://Smith.diw.de/
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� The number of ﬁrms in its portfolio continued to grow throughout the period of privatization because enterprises were divided in order    to dispense of them.





