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The Treuhandanstalt Taking a Nation Private

The fall of the Berlin wall in November 1989 and the reunification of the two Germanies in
Cctober 1990 gave rise to one of the most complex tasks of the 20th century: selling into private hands
the entire former East Germany, everything from massive shipbuilding enterprises to snackbars, farms,
forests and castles. There was no precedent, no guidepost for the first effort in history to reconvert an
economy from commmunism’s centralized command structure to a free-market system.

The vehicle for this historic undertaking, created by East Germany but overhauled and vastly
expanded by West Germans, was the Treuhandanstait (the name translates roughly as “fiduciary
holding company”}. The Treuhand was headquartered in Berlin with branch offices spread throughout
the five new states (plus the city-state of Berlin} forged from the old German Democratic Republic
{GDR). A board of directors, responsible for operations, was overseen by a supervisory board and the
federal Finance Ministry. As the sole shareholder of all former GDR business enterprises, the
Treuhand faced the task of finding private sector owners for 8,000 industrial enterprises and an
additional 20,000 small businesses employing a total of four million people. At the same time, it had to
create itself as an organization. “On the job” training was the only kind available.

Virtually from the start there was disagreement over the Treuhand's proper mandate. While
the Treuhand leadership saw its mission as selling state properties into private hands, pressures
quickly grew for it also to assume responsibility for the long-term social and economic consequences of its
actions. The law creating the Treuhand required it to privatize former state enterpriscs in order to
further a market economy in the eastern states. Companies which could not be seld quickly were to be
restructured with an eye to a speedy sale. The worst cases were to be closed. The argument was that
only shock therapy would work, keeping the period of inevitable economic pain to eastern Germans as
short as possible. The Treuhand itself planned to go out of business within the decade.

Yet East Germany’s transformation incurred costs unfareseen in the euphoria which surrounded
the collapse of the Berlin Wall and the tidal wave of support for reunification. As the Treuhand sold
off or closed down companies, unemployment grew steadily and with it social unrest. Real
unemployment rates, including part-time workers, was estimated to approach 40 percent of the 8.6
million workforce. Pressure grew on the Treuhand—from the opposition Social Democrats, the unions
and the governments of the “new states”—to cushion the transition’s impact on the unemployed.

For months, the agency resisted active participation in industrial and social policy. President
Detlev Rohwedder argued that the Treuhand's job--already demanding enough—was to sell companies
into private hands. But as waves of strikes and demonstrations by unhappy and unemployed workers
swept eastern Germany, the Treuhand in March 1991 agreed to cooperate more closely with state
governments to devise stop-gap measures when closing down large enterprises. Then on April 1, 1991,
the agency was shaken to the core when the radical Red Army Faction assassinated Rohwedder.
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Harpard University. Funds were provided by the Pew Charitable Trusts, with additional assistance
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Rohwedder’s successor, Birgit Breuel, took pains to stress the continuity of Treuhand policy under her
leadership. In the wake of the murder, Treuhand critics fell noticeably silent.

By June of 1991, however, demands escalated for the Treuhand to undecrtake greater social
responsibility. At the core of the controversy were so-called Beschaftigungsgesellschaften (BGs). or
“employment companies,” which had begun to spring up in areas of concentrated unemployment. BGs,
which were largely funded by federal agencies, were designed to provide work for those laid off from
the industrial enterprises. Workers were paid to perform public works projects—clean up,
rehabilitation, road work—for which communities had no funds. BGs also offered job training. The
employment companies often used the buildings, machinery and other facilities of their former
employer. The debate raged over who would own the BGs.

The unions, state governments and Social Democrats wanted Breuel to take a major stake in the
BGs. They felt that the Treuhand, as the single most important state agency in the new states, should
own the employment cornpanies just as it owned the enterprises that spawned them. Supporters wanted
the BGs to operate as subsidiaries of their parent companies, with workers” benefits maintained. They
demanded that managers of Treuhand-owned companies also run the BGs. They also wanted BGs to
continue to use Treuhand company facilities as necessary.

Breuel and the Treuhand board of directors were adamantly opposed to this proposal. They
had no grudge against BGs per se as a way of alleviating unemployment. But for the Treuhand to
become a BG shareholder would, in their view, undermine everything the Treuhand was trying to
accomplish. It was, they argued, simply not the job of a privatization agency to run employment
companies. As a practical matter, how could the Treuhand—itself slated to close by the mid-1990s-—
take on long-term shareholder responsibilities? More philosophically, how could a functioning market
economy ever take shape in the eastern states if laid-off workers only moved next door to public
companies owned by the same agency as their former firms? Why should the Treuhand support yet
more state-owned enterprises, simply perpetuating the GDR model? What would guarantee that the
BGs would ever go out of business? What about the competition the BGs posed to fledgling private
enterprises?

Yet without Treuhand personnel, buildings, and equipment as well as the moral support of
ownership, BG advocates argued, the new firms would fail. What else could be done with thousands of
unemployed in single-industry areas? Wasn’t it better to keep people working at spmething than to pay
them—through unemployment compensation or “short-ime” work—to do nothing? And stemming the
flow of east Germans to the west was still a concern.

Treuhand leaders could not deny that every business decision they took had broader
consequences. The Treuhand was responsible to so many masters: the companies it sold, workers in the
eastern states, all German taxpayers and the Ministry of Finance. Would it fatally undermine the
primary task of privatization to let itself get involved in what was essentially a social program?
What, pondered the board of directors, should it do about Beschaftigungsgesellschaften?
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Reunification—A History

To understand the controversy surrounding the Treuhand in mid-1991, one needs to go back to the
circumstances surrounding its birth. The Trewhandanstait was an offspring of peaceful revolution and
reunification, unimaginable even nine months before its creation. In mid-1989, no one would have
predicted that barely 18 months later, East and West Germany would be reunited after 40 years of
separate existence under ideclogically opposite economic, social and political systems. Many say the
revolution started on October 9, 1989, when the people of the East German city of Leipzig took to the
streets by the thousands despite credible reports that some of the toughest troops of the Communist
regime stood ready with clubs, gas masks and even tanks. Erich Honecker was still general secretary of
the East German Communist Party (SED). The Stast, or secret police, still exercised formidable power.
Soviet President Mikhail Gorbachev, while gradually reforming some aspects of political and
econormic life in his own country, had just been to East Germany to celebrate the communist nation’s 40th
birthday.

Yet on that October night—nc one knows quite why—the troops were withdrawn. Not 10 days
later, Honecker fell from 18 years of power, to be replaced by Egon Krenz. Krenz's name entered the
history books as the man in charge of East Germany the night the Berlin Wall fell. On November 9—
again just why is not yet clear—the concrete and barbed wire hulk that separated the two Germarnies
was breached by thousands of people acting on rumors. There was no order to cpen the wall; a
government spokesman referred casually in a press conference to lifting travel restrictions from east to
west, nothing more.l But the populace interpreted it to mean free passage to the west; they convinced
border guards that this was correct, and thousands poured both ways through the Wall in an event
witnessed with disbelief by television viewers around the world.

Events began to move more quickly than any individual could comprehend or predict. In carly
December, Krenz and the entire ruling Polithuro resigned; Honecker was arrested; Hans Modrow became
prime minister. A political clearinghouse called the Round Table urged free elections for May 6; Gregor
Gysi was named new head of the Communist Party, which also renamed itself: Lothar de Maizicre was
chosen leader of the newly reconstituted Christian Democratic Union (CDU), the party of West German
Chancellor Helmut Kohl; and other West German parties—including CDU coalition partner Free
Democrats, and the opposition Soclal Democrats—scrambled to organize in the east. Sounding a
growing drumbeat behind these developments were calls for reunification of the two Germanies. In fact,
as early as the end of November Kohl himself proposed a 10-peint plan for reunification. On December
22 the Brandenburg Gate, the famed monumental arch which fell into the eastern sector with the
division of 194%, was officially re-opened to general celebration.

With the new year, political attention focused on the elections, which Modrow moved up to
March 18. The grassroots “peoples’ movement,” composed largely of intellectuals and generally
credited with spurring the events of October and November, combined into an election coalition called
Alliance 90. But their strength was swiftly undermined by the enthusiastic movement into East
Germany of representatives from West German political parties, busy building themselves political

! Damion, Robert. Berlin Journal, 1989-1990. W.W. Norton & Co., New York, London. 1991. p. 85.
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bases from the remnants of pre-war parties hastily reconstituted and generously equipped with
electioneering materials. The overwhelming winner of the March elections was Kohl's CDU, aligned
with some minor parties in what it called Alliance for Germany. The chief message of the election was
that East Germany wanted back into the all-German fold: reunification was the rallying cry. The
Social Democrats, predicted to win, apparently lost ground aver their unwillingness to endorse an
accelerated unification schedule. Tens of thousands of East Germans, meanwhile, were voting with
their feet, pouring over the newly-opened border into West Germany at the rate of 2,000 a day in search
of new jobs and a better life.

A new, coalition government formed in mid-April with de Maiziere as prime minister. The new
government’'s chief task, by its own admission, was to write itself out of existence. By July 1, the two
Germanies had agreed on monetary, economic and social union with a conversion rate (for most purposes)
of one West German mark to one East German mark.2 In late July, five new states, or Lander {pius the
city-state of Berlin), were created out of the 15 East German administrative uruts and on August 31, a
unification treaty negotiated by the executive branches of both governments was signed. In September,
Germany won consent for reunification from the four wartime allies—Britain, France, the United States
and the Soviet Union. On October 3, the treaty went into effect reuniting the 16 million East Germans
with their 62 million countrymen in the West. On Dec. 3, the first all-union elections returned Kohl
firmly to power with his reputation established as the reunification chancellor.

Even as citizens celebrated their new state, however, both the eastern and the western partners
began to perceive clouds on the horizon of their rosy dawn. East Germany, long touted as the best of the
communist economies, proved to be in disastrous shape by western standards. The infrastructure, from
roads to plumbing to telephones, was crumbling. Factories, ports, railroads, public buildings, apartment
complexes—all required extensive renovations. In addition, many existing enterprises had, with the
collapsc of communism and the east bloc economic trade association, COMECON, lost up to 100 percent
of their markets. Even at its best, however, East German productivity turned out to be about 25 percent
that of West Germany.

West Germans began adding up the costs of unification and suffered anticipatory pocketbook
pains. Western financial aid to the East, it was estimated, could reach a trillion dollars over 10 years.?
Eventual unemployment in the eastern sector could affect, it was said, fully 50 percent of the 8.5 million
workforce. For their part, the eastern Germans began to perceive how difficult it might be to live in a
united Germany without the social benefits—a guaranteed job, subsidized housing, free daycare, free
medical care—to which they had become accustomed. Moreover, their monthly salaries averaged only
one-third the typical DM 3,000 West German wage, 50 they could expect to be relatively poor—even if
employed—until plans for eventual wage parity could be implemented.

In this atmosphere, the opposition Social Democrats criticized Kohl and the CDU for failing to
formulate a comprehensive plan for how to deal with the expected mass unemployment in the east.

2 This was genercus, given that the black market rate af the time was 6 East:] West German mark.
3 New York Times, 10/24/90, p. A6.
4 The West German Deutschmark is valued at roughly $1=DM 1.6.
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The SDP also blamed Kohl for refusing to put a price tag on reunification, accusing him of trying to
sweep bad news under the carpet. But, said a CDU spokesman, the urgency of rebuilding could not await
accurate budget estimates. Said Michael Glos:

I compare East Germany to a house whose roof has been torn off.
Now winter is coming and the house needs a new roof. Wedon't
have time to get estimates, We've got the money and we need a
roof, whether we know what it costs or not.?

The reof in question was to be designed and installed by a unique organization, the
Treuhandanstalt, created in the midst of national chaos and expected to perform before it had assumed
an identifiable shape itself.

Early Treuhand

The Treuhandanstalt, or “fiduciary trust” (the difficult-to-translate name has in German a
slightly archaic flavor), was in fact founded by the Modrow government in the waning days of
Communist party rule in East Germany.® On March 1, the Council of Ministers formed the Treuhand for
the purpose of helping some 8,000 East German enterprises, known as Volkseigentum or “people’s
property,” convert to Western-style shareholding companies.7 The Treuhand was designated a holding
company—owner of all the shares which would be issued as enterprises converted to private firms. Just
three weeks later, the nation held its first free elections in 40 years. The new coalition government,
while favoring a deliberate transition to a market economy along the lines of West Germany, continued
to regard the Treuhand as a guardian of the people’s property.

The brain behind the Treuhand concept was Wolfgang Ullmann, a member of New Forum, one of
the “people’s movements” leading the sweeping political changes in late 1589. The idea, recounts
Ullmann's colleague and leading political figure Jens Reich, was “to save some sort of property or
capital from the disintegrating state for the population.”

The argument was we have now lived 40 years under this
system and were deprived of any possibility of accumulating
some private savings or property. There were of course money
savings, but money wasn’t worth anything and there was no
possibility of owning stocks, real estate or something like that,
S0 with unification and with the downfall of the system, we
would have had a population consisting exclusively of rather
poor employees, wage earners, without sufficient savings or

5 New York Times, 10/24/90, p. A6.

5 For details on the Iegal evolution of the Treuhand, I am much obliged to the unpublished master’s thesis of Frank-
Christian Hansel, Freie Universitat Berlin, submitied on Oct. 4, 1991.

7 Two promulgations created the Treuhand, one called the Regulation on the Founding of an Agency to hold in Trust the

Administration of People’s Property (Treuhandanstalt); the other called the Regulation on the Transformation of
Combines, People’s Enterprises and Other Instimmtons to Companijes.
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other provision for their old age, the education of children, all
these things that in the west you do over the years, slowly,
when becoming an adult and entering the professional

sphere. ... So the idea was, from what remained of the
people’s proparty, to somehow share it among those who had
worked all the time,

The trust agency, under the supervision of parliament (Volkskammer), was directed by a
triumvirate of top GDR bureaucrats with experience in economics and industry. Naturally, almost all
the 60-0dd staff came from the “nomenklatura,” or Communist party hierarchy, of the GDR.
Headquarters was a green glass and steel building in Alexanderplatz in central Berlin. Companies
ready for conversion were told to submit a Declaration of Transformation signed jointly by the company
and the Treuhand.

But the transformation proved difficult. For its first three months, recalls Prof. Hilmar
Schmidt, an economist who joined the Treuhand in March, 1990, “we did nothing but transformation,
with minimum legat advice and minimum understanding of how capitalist-managed companies exist.”
The Treuhand staff, for example, assembled a team which organized seminars for over 6,000 enterprise
directors to explain the transformation process, from how to assemble a balance sheet to what an open
market means. Schmidt himself ran an information center. He remembers that many of the visitors
were citizens asking for their share of the “people’s property.” All Treuhand staff were working 20-
hour days trying to cope with the deluge of queries, but progress was slow.

The Treuhand Law—June 17, 1990

As the Treuhand in the spring and early summer of 1990 was still operating only under the
authority of Communist-issued regulations, the Volkskammer decided to pass a law governing
Treuhand operations. As Frank Bogisch, a Sacial Democratic member of the Valkskammer recalls,
legislators wanted considerable parliamentary control over the Treuhand as it sold off state property.
The financial benefits to the people, it was naively estimated, would reach DM 500 billion,

Accordingly, parliament enacted the June 17 Law on the Privatization and Reorganization of
National Property (the Trust Act).8 Most immediately, the law speeded up the privatization process
with a provision for aufomatic conversion to limited liability companies of all enterprises by July 1, the
date set for monetary urion. The Trust Act, which formed the basis for the Treuhand’s future legal
status, declared that the “transfer, break-up and privatization of state economic monopolies into
decentralized, privately owned economic units is the decisive prercquisite for a switch from a planned
to a market economy.”

The Treuhand’s job is to further adapt the economy to the
demands of the market, particularly by influencing the

development of enterprises which can be restructured and
modernized, turning them into competitive businesses and

8 The Treuhand legislation was compatible with West German law, in the expectation that the two countries would
eventually unite. The date of unification, however, was generally felt to be several years away.
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privatizing them. It should strive to ensure that viable
businesses are created through the break-up of business
structures and that the economic situation created offers the
greatest possibile opportunities for small and medium-sized
companies.

On a practical level, the Treuhand was organized with headquarters in Berlin and 15 branch
offices set up in the GDR administrative districts. Its actions were subject to approval by a 16-member
supervisory board.

Charter of the Treuhand—July 18, 1590

The monetary union of July 1 spurred further revisions to the Treuhand law. The Charter of the
Treuhand of July 18 gave the Treuhand a specific organizational structure as a holding company. The
Treuhand would consist of four or five separate, decentralized share-holding companies responsible for
specific business sectors, such as heavy industry, consummer goods and services. Headquarters, in Berlin,
would have strictly supervisory duties. The stock companies would conduct the real business of actually
privatizing, restructuring and liquidating former East German enterprises. Under West German law,
each company would require, besides a board of managing directors, a supervisory board with half the
members appointed by trade unions. The 15 branch offices in administrative capitals would be
retained.

A second law also affected the Treuhand. The Staatsvertrag (State Treaty), which went into
effect July 22, created six German states, or Lander, in place of the 15 GDR administrative districts. In
one of the law’s provisions, the Treuhand was given, for the purpose of restructuring companies, a credit
limit for 1990 of DM seven billion and of DM 10 billion for 1991. It also provided that, upon
reunification, the GDR state debt would be transferred to the Treuhand to the extent that such debt
could be paid off by the sale of Treuhand properties. Remaining debt would be serviced jointly by the
federal government and the states.

The Unification Treaty—August 31, 1990

As the events of the summer of 1990 unfolded with the same almost incomprehensible rapidity
that had marked the previous nine months, it became clear that reunification was not a matter of
years—but of months—away. The final piece of legislation affecting the Treuhand was the
Unification Treaty, which was in fact not a parliamentary document but negotiated between the
executive branches of the two Germanies. Under the treaty signed on Aug,. 31, 1990, the legal
framework of the Treuhand as set forth in the Trust Act was added on to the Basic Law of the German
Federal Republic.

The Unification Treaty describes the Treuhand as a “transformation agency,” a public
organization supervised by the Ministry of Finance, in consultation with the Ministry of Economics.
Parliamentary oversight fell 10 a subcommittee of the Bundestag (Parliament) Budget Committee. To
accommodate the interests of the new states, the size of the supervisory board, which sets policy, was
expanded to 23 with a representative from each state. In addition, as it became clear that rebuilding
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eastern industry would take longer than initially anticipated, Treuhand borrowing capacity was raised
to DM 25 billion for 1990 and 1991.

The Treuhand that emerged from these laws was a curious hybrid. It wasa public agency, but it
would act in the private sector. [t was responsible for the companies it owned, but would not run them on
a daily basis. That remained the job of existing management. The Treuhand would only assist firms
trying to make themselves attractive—through lay-offs, streamlining, consolidation—to buyers from
the private sector. It had one overriding task: to privatize companies and, once its stock of 10,000 was
depleted, to dissolve itself. While the process would clearly be painful, planners hoped to limit the
pain and accomplish the task in the shortest possible time.

That was easier said than done, as it became increasingly apparent that the eastern economy
the Treuhand had inherited was in complete disarray, with its former system in shambles and no
effective replacement vet in sight.

The Treuhand Inheritance

For most Westerners, accustomed to a market economy, the specifics of how planned economies
waork are murky. That certainly proved the case with the western Germans who came to take a close
look at the dying East German economic order. A general appreciation of the fact that Communist
economic planners allocated supplies, determined products and created markets had hardly prepared
west Germans for the economic mess into which this had led eastern Germany. All internal problems
were only exacerbated by the collapse of the inter-country communist trading community, COMECON.

The Treuhandanstalt inherited the productive sector, or what was left of it, including half of
the workforce and fully 40 percent of the eastern landmass.? Overnight it acquired responsibility for
and ownership of 8,000 major enterprises, which as they were broken up into smaller components came to
number between 10,000 and 12,000. In addition, the Treuhand assumed ownership of some 20,000 small,
retail establishments previously owned by the state, such as clothing boutiques, restaurants,
hairdressers, garages and repair shops. The Treuhand also took over so-called Special Assets,
thousands of acres of property which had previously belonged to the Ministry for State Security and
the Office for National Security (secret police, or Stasi), and the former Ministry of Defense.

The larger companies taken over by the Treuhand were former Kombinate, conglomerates
which were highly vertically integrated—meaning they kept within the firms as many steps of the
manufacturing process as possible by making their own components. The Kombinate also provided
services to employees on a scale unheard-of in the west. Besides cafeterias, it was not unusual to find
Kombinate which owned and operated kindergartens, employee-training schools, medical clinics,
sports facilities, even farms providing food for both the cafeteria and employees. Industrial facilities
could boast not only soccer and hockey teams, but ballet troupes, choruses, folk dancers and so forth.

9 The Treuhand did not take over the railroads, municipal and state government buildings, or the telephone and postal
service.
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These large Kombinate employed an average of 925 employees. Excess employment was the norm in
almost cvery sector, because employment for all was a goal of communism, 1¢

Industrial production dominated the East German economy, employing 3.2 million people or 37
percent of the workforce of 8.6 million. Many industrial areas were entirely dependent for
employment—and consequently social benefits—on a single enterprise. The chief production
industries—such as chemicals, textiles, computers and steel, were centered around the cities of Leipzig,
Chemnitz, Dresden and Berlin, Ship-building played a central role in Rostock on the nothemn coast.
The services industry, which consisted chiefly of tourism and the government, employed some 1.8
million people.

Trade was another important function in East Germany, with internal retail and wholesale
trade coordinated centrally by Trade Organizations while foreign trade was managed by Foreign Trade
Companies. All of these were government-run. Agriculture, meanwhile, employed 11 percent of the
labor force working on 404 National Estates and 3,844 Agricultural Production Cooperatives. Private
farming, was nearly non-existent.

Industrial ministries, housed in Berlin’s House of Ministries, controlled half of the nation’s
Kombinate, along with their subsidiaries Volkseigene Betriebe (VEBs, or People’s Enterprises). The
remainder fell under the direction of 15 District Councils organized in each of the nation’s
administrative districts. The Kombinate usually enjoyed a monopoly in their industry. Different
branches of the same Kombingte could be located at great distances from one another. An Economic
Planning Authority told each Kombinate and each VEB what it should produce, how much, by when, to
whom it would ship its product and what the price would be. Wage levels were set centrally. Factory
success was measured and bonuses granted according to production quotas, not by quality of product or by
sales volume.,

East Germany under the communist regime had a reputation for one of the most productive
economies in the east bloc. However, as West German businesspeople got a closer look at the east, they
found productivity stood at only about one-quarter that of West Germany. Wages, meanwhile, were
one-third the West German average. Moreover, by Western standards, the degeneration of the East
German physical plant was deplorable.

Under the Communist Party, very little investment took place. Kombinate did not retain or
even keep track of profits. Any earnings went directly into state coffers. Likewise, if a plant needed to
make an improvement, it applied for a loan from the state bank. Those loans—which had little
meaning since reserves were never generated out of which they could be repaid—were carried on the
books of companies forever. The result was that buildings and equipment were in very bad shape.
About 21 percent of industrial machinery was more than 20 years old, while a further 29 percent was 11-
20 years old.!1

These conditions meant that when the Treuhand took on the job of privatizing the East German
economy, it also assumed the task of teaching an entire population about free-market economics.

10 To be unemployed was illegal, and called “social parasitism.”
11 By comparison, five percent of machinery in West Germany was over 20 years old.



The Treuhandanstalt: Taking a Nation Private C16-92-1120.0

Managers, whose decisions had always been made on high, knew little about management. Most
workers were accustomed to jobs without responsibility or stringent attendance requirements. On the
financial side, balance sheets and income/expense statements were non-existent cr meaningless in a
society where everything belonged to the state (in the name of the people). The question of corporate
debt alone was staggering: it existed but had been forcibly imposed on companies which therefore, Bonn
concluded, could not be held solely responsible for repayment.12

Most daunting, perhaps, was the absence of clear measures of value. Nothing in the eastern
German states had an agreed-upon standard of worth. Without the freedom to buy and sell, no one had
any idea what real estate, businesses, housing, products or food should cost. Businesses kept track of
production levels but not of costs. The most challenging task for each enterprise shepherded into the
private sector by the Treuhand was putting together its so-called “Deutsch-mark opening statement,” a
basic accounting document which attempted to ground East German firms in western economic reality.
Although the statements were all due on July 1, 1990, some companies were unable for nearly a year to
formulate a balance sheet.

From this clay, the Treuhand was expected to mold capitalism. The persen who emerged by
August 1990 to lead the Treuhand effort was Detlev Carsten Rohwedder, one of the inner circle of top
West German industrialists.

The Rohwedder Era—First Stage

The Treuhand Rohwedder took over on Aug, 20, 1990 was in a shambles. The seven weeks since
the July 1 monetary unification had been even more chaotic than usual. During them, the Treuhand had
acquired and in short order lost its first West German president, Reiner Maria Gohlke, the former head
of the Bundesbahn (West German railways}). Gohlke had been handed a liquidity crisis on his first
day in office: With the monetary union, almost all East German enterprises were sinking under the
burden of cash-flow shortfalls. Overnight, East German firms had to meet all obligations in the
“hard” {convertible) currency of the D-mark. Most of their trade, however, had been with east bloc
companies in “soft” currency. Even prosperous firms could barely meet the payroll. The solution was to
provide 40 percent of what firms said they needed to help them weather the storm. Liquidity loans
eventually totalled DM 22.5 billion.

But the task overwhelmed Gohlke, wha resigned on Aug. 20 in response fo pressure from, among
others, Rohwedder—who was already chairman of the Treuhand’s supervisory board. Rohwedder
took over at the personal request of Chanceflor Kohl, agreeing to stay only until the end of the year, by
which time he hoped a functioning structure would be in place. The former head of the West German
steel giant Hoesch AG, Rohwedder had won a reputation in the 1980s as a turn-around expert for
restoring the shaky company to economic health. Rohwedder also had considerable political
experience. The Social Democrat had served from 1965-78 in Bonn’s Economics Ministry responsible for,
among other things, economic relations with East Germany.

12 One estimate put the collective debt at a staggering DM 110 billion. Wali Street Journal, 3/891, p. 1.
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Rohwedder would later tell an interviewer that he had personal reasons for taking the
Treuhand job, as well. Born in the eastern state of Thuringia, he conceded that he had “always felt
strongly and emotionally about the division of Germany, not in a nationalistic sense, but in the same
way an American might feel if his country had been divided along the Missouri River.”13 Asa
manager, Rohwedder also had a reputation for being blunt, arrogant, and tough. At 57, he found
himself nearing the end of an illustrious career, free to act without the constraints a younger person
with unfulfilled ambitions might feel. He clearly had no illusions about the task which awaited him,
telling a newspaper that, at the Treuhand, “We can’t even tell yet which companies don’t need help at
all and which others don’t deserve it.”14

Rohwedder turned his attention first to restoring some kind of order within the Treuhand. His
urgent task: to define what the Treuhand would do, and to create an organization that could do it. The
evolving political situation made his job all the more pressing. East Germany seemed to be collapsing
faster than anyone had predicted. On Aug. 23, 1990, the East German Parliament voted to accede to
West Germany under an article of the West German constitution. Earlier in the week, the Social
Democrats had quit the ruling East German coalition government. [n reaction, the government moved
the proposed reunification date up from Dec. 2 to Oct. 14, but the Social Democrats wanted it a month
before that.

Cn the economic front, the DM 22.5 billion in Treuhand liquidity loans seemed to be the only
source of incomne for East German businesses. In addition, after farmers’ demonstrations that included
burning unsaleable crops, Bonn pledged DM 5.6 billion to support agriculture. One estimate put the
combined 1990 budget deficit for the two Germanies at DM 66 billion, compared to M 4.5 billion for
West Germany in 1989.15

Defining the Mission

Rohwedder’s first move was to define the Treuhand mission. Its little-tested mix of public
agency with private sector duties made it crucial, he felt, to state clearly what the Treuhand would
and would not do in order to avoid expectations that the agency could be all things to all people. Only
by limiting the task was there a hope of accomplishing it. That meant making it clear, concluded
Rohwedder, that a privatization agency’s overriding responsibility—and an enormous undertaking in
itself—was to privatize former state enterprises. Dealing with the social, political or structural
consequences of privatizing should properly fall to politicians. The Treuhand could not be a subsidy
machine resembling the old East Germnan economic structure. Instead, it had to emphasize self-
sufficiency and enterprise among the managers of the companies it now owned.

In October, Rohwedder spelled out the new rules in “Policy Guidelines.” Privatization, these
said, would always take priority over restructuring. Sales were to be accomplished as quickly as
possible in order to maintain uninterrupted business operations and to save the maximum number of jobs.
The Treuhand also wanted to sell entire companics, not simply the most profitable parts, in order to

13 wall Street Journal, 4/3/91, p. AL7.
14 Wall Street Journal, 8/22/90. p. A6.
13 1hid. Estimate from the German Economic Research Institute in Beslin,
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avoid remaining part owner of moribund properties. Finally, from the start the Treuhand said it was
particularly keen to bring foreign investors into the former East Germany in order to promote a healthy
mix of ownership,16

Restructuring—meaning technical or financial assistance to a firm trying to streamline, change
its product or find new markets—would be considered only in cases where the company management
provided persuasive business plans which the Treuhand agreed would improve its chances of eventual
sale. In the words of the Wall Street Journal, Rohwedder “ended a crippling debate over whether the
agency’s role was to salvage or sell its assets.”

He sent out word that crumbling companies would need to come
up with viable survival plans fast, or face the possibility of
closure.1?

Designing a Workable Agency

To accomplish even this qualified task, Rohwedder felt it critical to move the Treuhand away
from what he considered the unworkable and cumbersome current structure of separate holding
companies described in the Treuhand Charter, with their multiple managing directors and supervisory
boards. Under this system, the Treuhand was subject to German corporate law. Rohwedder wanted to
recreate the Treuhand as a clearly defined independent public agency, subject to public law—a
functional coordinating body with one main office providing direction to branch offices.

The day he took over operations, Rohwedder hired two management consulting firms, the
American McKinsey & Co. and the German Roland Berger, to produce independent reports
recommending organizational strategy. They had a one-week deadline. Both firms came back with
recornmendations that the four or five holding companies be scrapped. Instead, they agreed that the
Treuhand should be centralized in Berlin, with headquarters given the authority to issue policy
puidelines to the regional offices. In contrast to the sectoral organization of the holding companies,
headquarters would be organized along functional lines from the board of directors down. Armed with
the experts’ reports, Rohwedder obtained Kohl’s consent to revise the Treuhand’s organizational
structure.

One of Rohwedder’s aims in promoting such a recrganization, says Dr. Wolf R. Klinz, soon to be
a managing director of the Treuhand, was to “get away from the formal, central-orientated sort of
structures that were characterized by a sector approach.”

Here, like in all Commnunist countries, you had ministries for
each and every large industry sector. So [Rohwedder] said,
‘Let’s try an approach that has nothing to do with the former
structure so that people realize here is a new era starting and
not just the old stuff with new faces.’

16  Details on the Paolicy Guidelines from the Treuhandanstalt's “How to Purchase & Company in Eastern Germany:
Questions and Answers,” p. 4; and “Investing in East Germany,” Schon Nolte Finkelnburg & Clemm and Linklaters &
Paines, July 1991, p. 11.

17 Wall Street Journal, 3/8/91, p. 1.
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An initial five board members were assigned responsibilities: Rohwedder as president, Gunter
Halm as vice president with responsibility for administration, personnel and special assets, Karl
Schirner for privatization, Dr. Klaus-Peter Wild (from a government ministry in Munich) for
restructuring and liquidation, and Wolfram Krause for finance. Dr. Alexander Koch joined in October
with responsibility for personnel.

Rohwedder also considered what to do with the existing 15 branch offices. He decided to
retain all of them, despite the fact that they had been created for East German administrative
districts which no longer existed. But he recognized that their leaders needed replacement. In
September, therefore, he asked Birgit Breuel, a CDU politician from Lower Saxony, to join the
Treuhand board as managing director in chatge of the regional offices. Her first act was to make a clean
sweep of all the existing heads of the Treuhand regional offices, most of whom were Communist Party
appointees. Professional networks and headhunters were activated to locate 15 Western managers for
the branch offices, who were installed on Oct. 4, the day after reunification.

Losing the Unions

At least one Treuhand member, however, perceived a significant cost in Rohwedder's new
organizational structure: the loss of the unions as active participants in Treuhand policymaking.
Under German corporate law, the five holding companies would have been required to allocate half
the seats on their supervisory boards to trade union representatives. With the new organization, there
was no assigned spot for unions representing the workers in the Treuhand-owned firms. Says Volker
Hillebrandt, the fifth West German to join the Treuhand, “this problem was, in my opinion, a very
severe one.”

I said we should try to include trade union representatives in
the Treuhand administration, on a very high level just beneath
the board. This would have involved them in responsibility
for the East German companies. ... In fact, we had no one on our
side representing the trade unions,18
There was never a decision not to include trade unions, emphasizes Hillebrandt, but rather a
failure to act.19
Staffing the Treuhand
Rohwedder also had to beef up the middle and lower levels of Treuhand staff. When he took
over in August, some 170 people worked for the Treuhand. Most of the staff were former Party
functionaries, some of whom were accused of conflicts of interest in the deals they had struck. Often
these deals benefitted not only a Treuhand staffer, or his friend the factory manager, but West German

18 Hillebrandt is an interesting exarnple of the kind of person attracted to working for the Trevhand. A former im-house
lawyer for Dow Chemical, he had spent saveral years in state government in Lower Saxony, a state with high
unemployment and poor infrastructure. When his party lost the election, Hillebrandt became one of a group Kohl sent
to the GDR to assist with negotiations over the unification treaty, Hillebrandt was attached to the mamister of
economic affairs, Gunter Halm, who was also Treuhand vice president.

In February 1991, the issue was revisited by the board, who at that point di¢ decide to invite trade union representatives
onto the board. By October 1991, however, no steps had been taken to do so.

19
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buyers. When the Treuhand was still East German, reports were rampant of firms run into the ground in
order to bring the price down, in exchange for job guarantees or a generous pay-off. Other western firms,
taking advantage of the absence of an East German Cartel Office (anti-trust} and no jurisdiction for the
West German one, established illegal monopolies in those carly, “cowbay” days.2? Former members of

the Stasi, or secret police, were commonly thought to be involved in these activities,

Rohwedder and his newly-recruited colleagues agreed that, for the Treuhand to be effective, it
needed to clean house, ridding the staff of certified Stasi collaborators and reassigning many others.
Top managers had to come from the West. The second tier, however, could be sought in the east. They
also decided to go after professionals with skills from the business, banking and legal communities in
addition to some government employees. As Helmuth Coqui, director of the Berlin branch of the
Treuhand, observes, this alone would make it difficult to forge a uniform corporate identity. :

The Treuhandanstalt, on top of being build up within very few
months, has a unique requirement that you need very different
types of people. For privatizing shops and restaurants and
what have you, you need that entrepreneur who thrives on
making the right decisions by himself—let's call him the
Microsoft guy. But at the same time, it’s a government agency
and it has to be capable of tying into the bureaucracy in Bonn
and state bureaucracies, it has to deal with and communicate
with people who are totally bureaucratic, so in that sense it’s
like the contracts department of General Motors or General
Electric. Those are very different company styles.

Before long, staffing the Treuhand was portrayed as a matter of patriotic duty. Chancellor
Kohl, in separate meetings with the senior leaders of German industry, banking and the legal
profession, appealed to these firms to send their best and brightest to assist in the restructuring effort in
the east. Many responded, sending for six months or a year what became known as “one-dollar men”
{and women) because they were paid by their original firms, thereby costing the Treuhand nothing.21
One of the most generous firms was Bayer AG, a chemical company, which sent upwards of 50 people.
[ts motivation may have been typical. Says Klinz:

Bayer said well, maybe I better be close to the chemical
[opportunities in the east], and they sent really good, excellent
people. They made this a program of their internal
management development. They said, spending half a year in
Berlin or working for Treuhand is a healthy and educating
experience and will foster somebody’s career.

Some of the hundrads of other westerners hired directly by the Treuhand were attracted by the
nature of the Treuhand's task, or they felt a duty to be useful. Klinz continues:

20 East Cermany did start a Cartel Office on April 18, but it was never particularly effective,
21 The Treuhand eventually atrracted some 35.50 bankers and 150.200 people from industry through this program.
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The bulk have come because they felt this is a unique setting
where you have an interesting and really in the true sense of
the word unique type of work. ... You do find some sort of
idealism. Ican only speak for myself, but from a certain age,
money—of course, it’s never of no importance—but it’s not all
that important and you want something else in life. I must say
for me, this factor has been very important, to feel that you do
something that has some sort of idealistic element.

Others were no doubt lured by the very generous salaries, plus hotel housing costs and weekly
flights home to other parts of Germany, which were part of the package offered to West Germans,22
The Treuhand also signed short-term contracts with leading legal, management consulting and
accounting firms for consultants, who would eventually number several hundred. Thus, the western
Treuhand staff came largely from corporate Germany. Yet some 90 percent of the companies held in
trust by the Treuhand were small: under 500 employees.

East Germans, too, were hired in great numbers—two for every West German—but the vast
majority were support staff such as secretaries. Even those in management were paid on average 40
percent of the salary paid a West German. The argument was made that, by and large, the East
Germans needed on-the-jcb training in free-market principles which the westerners did not. In
addition, these wages still left Treuhand East Germans better paid than their counterparts in the
eastern states.23 The easterners were likely less motivated by a desire to serve their country than by an
avid desire, amidst the spreading unemployment in the east, to have a job.

Newly hired staffers were expected to go straight to work putting in 14- to 16-hour days. There
was no training, As Hillebrandt remembers:

Nobody thought about training. All the people in the company
said, 'You have from tomorrow to do these things.” If they
couldn’t swim, we sacked them. ... There was always the
feeling that the problems are growing, and every night the
feeling that you hadn’t done encugh that day.

By late October, the Treuhand had grown to some 1,000 staffers. The chief task, until the end of
the year, was assigning thousands of companies to either Berlin or the district branch offices, and then
deciding definitively into which industrial sector they should fall. Only once the companies were
clearly divvied up could potential investors know where to go with their bids.

Reorganized Again

Rohwedder’s first mode of organization, along strictly functional lines, lasted until mid-
November, 1990. At that point, a second reorganization was set in motion giving directors not only

22 The Trechand does not make its salaries public, but entry-level managers in their late 20s can easily eam an annual
360,000, extraordinary by German standards.

23 There was also agresment that the easterners would achieve wage parity by 1994,
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functional, but sectoral responsibilities. The burden on single board members had become too great. As
Klinz—who was given responsibility for procedures and policies as well as chemicals, electronics,
paper and pulp and textiles/leather—recalls, when he arrived in mid-November:

I had no secretary, I had no assistant, [ had no office. What
came as a shock, however, was the pile of mail I found on the
desk. It was addressed to nobody, no name, just everything that
they felt had to do with my areas. So we were reading mail at
nights until 11, 12, 1 o’clock, not knowing what they were
talking about. There was no systematic list of the companies
that we had, nor did we have any information about the
companies. It was wild. But quite interesting.

The number of board members had increased to eight, plus Rohwedder. Six board members,
while retaining certain functional responsibilities, were placed in charge of divisions organized by
industrial and business sectors, such as heavy machinery, mining/minerals, wood/paper and
hotels/resorts. Koch retained the personnel department, while Krause remained in charge of finance.24

In addition, in December the decision was taken arbitrarily to assign companies with less than
1,500 employees, excluding all the Kembinate and the Special Assets, to the regional offices. Sales of
all larger firms would be handled by the Berlin headquarters. The exceptions—properties which
headquarters retained regardless of size—included transport companies (including airports), energy
and oil companies, sewage and water supply firms, foreign trade companies, banks, printing and
newspaper publishing firms (but not book publishers), and travel agents and hotel chains.

The Treuhand was also given a 1991 budget which reflected its increased size and varied tasks.
Its DM 37.7 billion appropriation included a deficit or cr