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            Editors’ Foreword
            

         

         Founded in the waning months of the GDR, the Treuhandanstalt developed to become the
            central government agency tasked with facilitating the economic transformation of
            East Germany. Its original mandate was to rapidly privatize East German state-owned
            enterprises (or volkseigene Betriebe, VEB). Very soon, however, politicians singled it out for a number of other tasks, saddling
            it with a succession of challenges: dealing with the debts of the former VEBs, cleaning
            up their ecological damages, playing a role in shaping labor market policy, and finally,
            at the most general level, implementing structural change. Judging the Treuhandanstalt’s
            activities to be a bureaucratic failure would thus be ahistorical and one-sided, even
            though its track record appears to have been devastating. Indeed, after its work was
            finished, only one-third of the GDR’s approximately four million industrial jobs remained.
            The public verdict has accordingly been overwhelmingly negative, with criticism setting
            in the moment the authority began privatizing the GDR’s first VEBs. To this day, the
            Treuhandanstalt is associated with dashed hopes and exaggerated expectations, alongside
            self-delusions and myths. It has also served as a projection screen for political
            interests and conflicts, as the 2019 state election campaigns in eastern Germany made
            clear. This makes it all the more pressing to take a scholarly look at the activities
            of the agency, and, with it, the entire history of (East) German transformation in
            the early 1990s. This is the goal of the series Studies on the History of the Treuhandanstalt
            (Studien zur Geschichte der Treuhandanstalt), whose volumes comprise the first scholarship
            to draw from a broad foundation of archival sources in illuminating and analyzing
            the upheavals of the 1990s.
         

         For many people, the privatization of East German companies brought not only unemployment,
            but also the loss of an entire way of living and working that had been centered on
            these enterprises and had seemed utterly secure. And in this sense, specialist scholarship
            as well as more widely circulating sociopolitical arguments must continue to seriously
            consider, and integrate, the perspectives afforded by the experience of those affected.
            The structural change that accompanied this transformation had consequences for mentalities
            and political attitudes that persist into the present. At the same time, individual
            and communal experiences and memories have always been shaped and overwritten by debates
            about the transformation period that have unfolded in the media, and by various political
            narratives with their particular interpretations. Historical analysis must consider
            and analytically separate out these partially interwoven levels, just as an approach
            based solely in personal experiences cannot adequately explain the emergence and functioning
            of the Treuhandanstalt and the privatization of the East German economy. Rather, historians
            must compare these perspectives and analyze how they are related in order to obtain
            a differentiated and multilayered picture of the upheavals of the 1990s.
         

         It is only recently that contemporary historians have been able to take up this task,
            as the thirty-year rule applying to the public release of archival files in Germany
            has expired, affording an entirely new basis for research. Public interest has been
            focused on the files of the Treuhandanstalt, which are publicly accessible in the
            German Federal Archives in Berlin (in the holdings designated as B 412). These documents
            have now been intensively mined by journalists and other public voices. Yet in this
            context, it must also be noted that files of a different provenance were generally
            available to the public much earlier, such as the written records of the East German
            state governments or East German trade unions, to name only a few actors. The files
            of the German federal government and West German state administrations have also been
            available for some time, and this list could be continued.
         

         Nonetheless, despite all the euphoria that has arisen as the scope of these sources
            has increased in both quality and quantity (twelve kilometers of files in the Berlin
            German Federal Archives alone!), historians must not forget that these records are
            to be examined critically, and that such a critique is fundamentally part of the historian’s
            task. Since the public holds such high expectations for the information that might
            be revealed by the Treuhand’s files, in particular, this caveat needs to be explicitly
            noted here. Hence it is necessary to contextualize the specific decisions made about
            privatizations by the Treuhand management, and to compare the perspective afforded
            by these files with that gleaned from other sources. An example may serve to illustrate
            the problem: Treuhand files from what were called trustees (Vertrauensbevollmächtigte)
            and the Legal Department (Stabstelle Recht) contain allegations of “insider networks”
            from among the East German Communist Party and “corruption” that cannot be fully clarified
            even in retrospect. The assumption held by many in the public that the truth is now
            finally coming to light is therefore misleading and runs the risk of only producing
            further disappointment. There is in the end no one, definitive historical truth. Instead,
            it is necessary to analyze structural contexts and to adopt various perspectives,
            to name contradictions and resist the temptation to resolve them. Studies of contemporary
            history can make an important contribution here by employing solid, source-based analyses
            and innovative methods to determine what role the Treuhandanstalt played in the history
            of unified Germany, while questioning widely held views of this history and deconstructing
            historical legends.
         

         In the spring of 2013, as part of a declared research focus on “Transformations in
            Recent Contemporary History” concerned specifically with the rapid processes of change
            and sociocultural ruptures that industrial societies have experienced since the 1970s,
            the Institute of Contemporary History Munich – Berlin (IfZ) began to lay the groundwork for a large-scale, multipart project on the history
            of the Treuhandanstalt. Anticipating the new sources that would be accessible and
            the resulting opportunity to analyze them systematically for the first time, the project
            team formulated the following key questions: What political goals were to be achieved
            with the Treuhandanstalt? What plans were pursued in individual industries and regions,
            and what were the results? What were the social consequences? How should the Treuhandanstalt
            be viewed from an international perspective?
         

         We owe special thanks to Richard Schröder and Karl-Heinz Paqué, who assisted in planning
            and realizing this project, which has also been guided by an international scientific
            advisory board. Funding for the project has come directly from the IfZ, with additional generous support from the German Federal Ministry of Finance from
            2017 to 2021. For this, too, we are deeply grateful. The project has also been closely
            connected with two individual research projects by Andreas Malycha and Florian Peters,
            both funded by the German Research Foundation (DFG).
         

         Dierk Hoffmann, Hermann Wentker, Andreas Wirsching

         Translated by Michael Thomas Taylor

      

    
  
   
    
    Foreign Engagements in Eastern Germany: An Introduction 
 
   
 
   The demolition of the Berlin Wall ushered in a decade of public divestment on a scale virtually unprecedented in modern history. Transferring ownership of state-run enterprises to for-profit companies wrought changes of epic proportions, upturning lives and livelihoods from Tallinn to Tirana, from Vladivostok to Berlin. No region in Europe appeared better positioned to manage this profound rupture with the socialist past than eastern Germany. There, custodians of a centrally planned economy beset with formidable structural difficulties were summoned to craft responses to altered market conditions emanating from within and beyond Germany’s new borders. These reactions would lead these officials into an epoch-defining economic and political process memorably described by German economist Horst Siebert as “the Big Bang with the Big Brother.”1 
 
   To knit together eastern and western Germany’s economies, the West German federal government in mid-1990 gave a corporation under public law an extraordinary mandate: to sell, liquidate, or restructure, in less than half a decade, 8,500 erstwhile state-owned enterprises employing more than four million individuals (nearly 50 percent of total employment in eastern Germany).2  Known as the Treuhandanstalt (Treuhand), this subministerial entity—an industrial holding placed under the formal supervision of the German Federal Ministry of Finance whose origins lay in East Germany’s last socialist-led government—drew heavily on outside experts. 
 
   Under its longest-serving president, Birgit Breuel, the Treuhand made remarkable efforts to engage foreigners. In order to obtain investment capital and management expertise, fend off charges of protectionism and disorganization, allay concerns about a resurgence of the nation that had unleashed the bloodiest war in world history, and finance the agency’s sprawling operations, the Treuhand enlisted outside experts in divestment. Financial firms and consultancies encouraged the Treuhand’s president and senior staff to set up offices in New York and Tokyo, appoint nine foreign representatives in western Europe, persuade venture capital funds to mount management buy-ins and buy-outs, and hire non-Germans to build up an Investor Services division of the Treuhand’s Berlin headquarters. While the dispersal of state-owned assets to private owners grabbed most of the headlines, both the Treuhand and the Finance Ministry (to which the Treuhand reported after unification on October 3, 1990) forged close working relations with transnational actors, especially financial consultants. The Treuhand was a major purchaser of hundreds of millions of deutschmarks’ worth of advice and hundreds of billions of deutschmarks’ worth of credit. 
 
   This book situates eastern German mass divestment in postwar Germany’s divided national history and the multinational interdependences of the post-Wall Federal Republic of Germany. The following chapters draw insights from the newly declassified archival materials of the Treuhand, the collections of the federal and state ministries that monitored, competed with, and replaced the beleaguered divestment agency, and especially documents that lay out the aims and objectives of investors and consulting experts from several other European countries. 
 
   The Treuhand and the many financial intermediaries toiling on its behalf, as well as potential investors and lenders were active in many countries. Yet scholars and journalists have largely viewed state-market relations in postdivision Germany through the prism of the nation-state known before (and after) 1990 as the Federal Republic of Germany. This nationally focused perspective has made it difficult to answer a question that was hotly disputed in the wake of the Berlin Wall’s destruction: given the strong export-oriented industrial base of the Federal Republic, how would West Germany subsume eastern Germany’s ailing economy? To address this question, this book suggests that we must internationalize our interpretative framework. It argues that the process and outcomes of state divestment in eastern Germany were shaped by border-crossing economic transactions and, in particular, western European actors’ involvement in executing eastern Germany’s denationalization. I explore four main areas of foreign engagement. Outsiders were involved in the reordering of eastern Germany’s economy as advisors, purchasers of individual Treuhand firms and properties, direct lenders to the Treuhand holding, and arbiters of financial deals sanctioned by the European Community/European Union. The book also considers how German public officials became more open to foreign capital via relationships and policies forged in Treuhand-led mass divestment and select restructuring initiatives formally headed by eastern German state governments. 
 
   This account showcases intersections of capital, finance, and politics before, during, and after the Treuhand. It disaggregates processes often subsumed under the mantle of neoliberalism, transformation, and transition. The following chapters seek to add nuance to historian Philipp Ther’s concept of “cotransformation” by examining interactions among multiple countries engaged in designing futures for state enterprises in both postsocialist and capitalist markets increasingly shaped by transnational finance.3 
 
   Across German-speaking Europe and beyond, public authorities engaged in denationalizing enterprises extended mandates to cross-border financial mediators active in multiple countries. While we know that the movement of ideas about how to respond to the immense difficulties of postsocialist divestment was fundamentally cosmopolitan, historical scholarship on economic developments in Germany during the formative 1990s remains submerged in national contexts and thus neglectful of transnational networks. 
 
   This book evaluates co-constitutive elements of state divestment spanning a variety of industries, regions, and countries without shortchanging the importance of federal and state-level actors. While the institutional anchor of the Treuhand will likely continue to figure prominently in public debates surrounding allegations of underperformance in eastern Germany’s economy and the pain of adjustments embraced from 1990 onward, the federal government’s actions—not merely those of the privatization receivership—warrant exposition in detail-rich transnational contexts. This post-GDR history of Germany’s political economy during the last decade of the twentieth century demonstrates why multinational interactions should no longer be given short shrift in considerations of East Germany’s dual immersion into the Federal Republic and the European Community. 
 
   Politicians, social scientists, and the public have for three decades vigorously debated the domestic consequences of the Treuhand’s decisions. This account does not engage directly with competing claims about the alleged success or failure of German unification or the Treuhand’s role in overcoming—or deepening—national division. Assessing whether the Treuhand was from some latter vantage point successful, or not, deflects attention from constitutive dimensions of market and institutional developments within Germany as it was reunifying. Rather than rehashing debates (often furiously) waged by German-speaking contemporaries, the following five chapters reveal and then analyze the influence of preunification contacts and international factors on the absorption of the German Democratic Republic’s economy into West Germany’s. 
 
   This book traces the arc of multinational developments involving the German privatization authority against the backdrop of political and economic changes within a specific region—eastern Germany—often singled out as inherently different from other parts of postsocialist east-central Europe.4  It seeks to address concerns raised in transnational studies without shortchanging the insights acquired through close study of federal and state politics, the specific dynamics of regional developments, and the particularities of individual industries set against the backdrop of interactions involving outsiders. 
 
   Markets and politics in postunification Germany emerged from shifting intersections of regional, national, and international actors and factors. Pronounced commitments to national unification on the part of the Treuhand’s supporters and detractors should no longer obscure the fact that the turbulent refitting of enterprises once orchestrated by central planners recast relationships not only within nations—between businesses and governments, citizens and states, families and communities—but also among states. The personal losses and public deficits generated by the German federal government’s policies, not merely those of the Treuhand, should not draw scholars back into the throes of the debates that most absorbed contemporaries—regardless of whether privatization in Germany is best regarded as belated success or unmitigated failure. What could, or should, have been done differently should not preoccupy those not directly engaged in or affected by the harsh economic realities of the postsocialist East. Instead, researchers must increasingly seek to demarcate shifting boundaries between states and markets in the years immediately following the collapse of state socialism across both eastern and western Europe. By closely examining trajectories of public divesture and state-sponsored private investment during and after the Treuhand era, within but also beyond the newly unified Federal Republic, this book seeks to contribute to a deeper understanding of how state-sponsored efforts to solicit foreign engagement bound together a wide range of historical actors and interests. 
 
   This book devotes close empirical attention to the interrelated phenomena of cross-border mediation and industrial restructuring involving multiple countries. It considers these two dimensions of inner-German economic developments after 1989 against the backdrop of western European integration and the relations both postwar German states enjoyed with Austria and Switzerland. Chapters 1 and 2 pair each topic, border-crossing interlocutors and reordering state-run industries, with the shifting aims of a specific investing nation. The first chapter considers the role of Switzerland-based investment intermediaries in Swiss engagements in the former East Germany. Chapter 2 explores the border-crossing politics of restructuring state-owned enterprises in Austria and East Germany, as well as Czechoslovakia, Hungary, and the Soviet Union. The interplay between the multinational institutions of the European Community (EC, after November 1993, the European Union) and eastern Germany’s submersion into the Federal Republic becomes a central topic in the third chapter on Britain’s Treuhand engagements. The third chapter contrasts British responses to profound changes in East Germany with France’s. In France, several majority-owned state enterprises with close ties to politics liked what they saw and leapt to the front of the pack of foreign investors in Treuhand companies in 1990. In the United Kingdom, in contrast, state officials looked askance at the federal government’s evolving plans for East Germany and the European Community. Yet a small number of British investors, not to speak of a larger entourage of Anglo-American advisors and lenders, followed in the wake of UK financial institutions with recent privatization experience after relations between the German and UK governments improved during the early 1990s. 
 
   The international character of eastern German divestment takes center stage in Chapter 4. The member-state governments of the EU, alongside the European Commission, hashed out crucial decisions affecting industrial redevelopment in eastern Germany and many other regions of Europe in bodies known as the Industry and Foreign Affairs Councils.5  Western European governments needed to forge multinational compromises in order to allow public subsidies and government-backed loans to flow to shipbuilders on the Baltic Coast and East Germany’s largest steelmaker on the German-Polish border. These compromises required western European governments—never merely western Germans or even the European Commission—to cobble together surprising amalgams of interests. Steel subsidies granted to the future owner of eastern Germany’s largest steel plant, for instance, required the German federal government to unlock support for the then fledgling peace process in Northern Ireland, shelve an initiative to strengthen data protection within the European Union as a whole, and consider allowing a British investment bank to lead the privatization of Deutsche Telekom. 
 
   Chapter 5 shifts the focus from the international dimensions of the GDR’s formal immersion into the European Community/European Union back to Germany. The chapter examines investment promotion and the embrace of risk (sometimes known as venture) capital. It focuses not on foreigners but rather on state and federal public officials from eastern and western Germany. The chapter traces their efforts to promote competitiveness across the Federal Republic as a whole by attracting foreign direct investment (FDI). 
 
   Enhanced competition among western European governments to acquire FDI tipped the German domestic balance away from the strict protection of national interests and toward new initiatives to reactivate Treuhand-era contacts boasting North American financial credentials. Policy emulation in the form of a cross-party consensus to signal openness to foreign capital also owed its existence to a still older dimension of Germany’s Cold War history. As Chapter 5 shows, post-Treuhand efforts to deflect foreign criticisms of German protectionism and garner the attention of international investors on behalf of the Federal Republic were built with funds seized from East Germany’s political parties and so-called mass organizations. In this sense, post-Treuhand-era measures to divine and accommodate the preferences of non-German investors were made possible by the foreign trade activities of the German Democratic Republic (GDR). 
 
    
     
     Historicizing State Divestment: Postsocialism in One Country? 
 
    
 
    To understand the complex international history of divestment in eastern Germany, some basic information about its domestic aspects must be kept in mind. Eastern Germans attached themselves to a ready-made market economy, indeed one of the healthiest at that time, complete with world-class monetary institutions, well-tried policies, and an established legal framework. The wholesale transfer of institutions proved both advantageous and burdensome. An important precipitator of a severe economic crisis in eastern Germany was a hastily arranged monetary union. Coordinated in the months immediately after the fall of the Berlin Wall, the West German mark’s introduction to the GDR on July 1, 1990—more than three months in advance of formal unity—had the effect of quadrupling most prices, including the cost of labor. The reason behind the accelerated introduction of the West German currency to the GDR was political, not economic. The aim was to ensure that most East Germans stayed where they were rather than emigrating in large numbers to Germany’s wealthier West.6  Economists have long stressed that wages in eastern Germany far exceeded what was justified in terms of productivity.7 
 
    Altering an economy geared to producing capital goods based on a much smaller manufacturing base and on greater integration in western European markets yielded severe declines in industrial production, the disappearance of labor-intensive manufacturing, and skyrocketing unemployment, a shocking development in a formerly socialist country. Privatization and restructuring of state-owned enterprises—over 90 percent of the GDR’s economic activity flowed from publicly owned operations—provoked intense feelings of demoralization and alienation. Early retirement, job-creation measures, retraining schemes, and short-time work (Kurzarbeit) brought some measure of relief—at least as compared to postsocialist European neighbors. Massive state transfers and the buildup of highly modern infrastructure with funds approved by the European Commission, the European Parliament, and the eleven other EC member states via the European Council failed to compensate for the lost sense of belonging that many eastern Germans had attached to socialist enterprises. Unintentionally, swift public divestment subjected eastern Germans, especially those in middle age, to humiliation and precarity. In agriculture and manufacturing, many remaining laborers experienced devaluation; the social composition of the workplace disintegrated as the federal government pared back the GDR’s commitments to welfare entitlements, especially for women. Unemployment and downward mobility imposed heavy burdens on family life: a precipitous drop in marriage and fertility rates was an especially glaring effect. Far-reaching personal, familial, and social transfigurations wrought by mass divestment, including long-lasting demographic changes, persist across much of eastern Germany thirty years later.8 
 
    Rather than exporting the then largely intact state-industrial model of the old Federal Republic—featuring robust, overlapping networks between German banks, industrial firms, and trade unions—privatizing reforms enacted in the East lent impetus to calls to alter labor-market, unemployment, and welfare policies across the unifying country, that is, in both western and eastern Germany.9  Historian Philipp Ther has memorably described this cumulative boomerang effect of public divestment across postsocialist eastern Europe, including the ex-GDR, as “cotransformation.” 
 
    Ther’s conception of these broad and sweeping processes warrants closer attention. His thought-provoking account draws from many sources and languages, inviting exactly the kind of comparisons this book sketches via archival collections from multiple countries. Yet in order to understand how the ideas and practices of international financers gained footholds in eastern and western Germany, one must descend from the pan-European heights of Ther’s compelling overview to evaluate closely the relations between German officials on the one hand and financial firms and their supporters active across western Europe on the other. Precisely how personal financial networks forged with Treuhand officials brought about changes in state-market relations across Germany, that is, not just in the country’s East, remains essentially uncharted territory. 
 
    In assessing the complicated dynamics of state-market relations in Germany after 1989, one is well advised to focus on economic and financial interlinkages encompassing neighbors Austria and Switzerland and unifying Germany’s most important western European competitors/partners in the then twelve-member European Community. As the following chapters make clear, cotransformation—policy ideas about how to alter societies and markets after the surprising collapse of state socialism across much of eastern Europe—often circulated in tight concentric circles that bound together neighbors and partners with historical roots and institutional interlinkages. 
 
    Cross-border ties forged with neighboring countries during Germany’s Cold War division and intense exchanges with western European leaders about the future direction of policies and markets within the EC should not overshadow decisions undertaken by domestic actors. Decisions made by German public authorities, in the East and the West, naturally warrant close scrutiny. For this reason, in all of its arguments this book pays special attention to internal elements of mass privatization and selective restructuring alongside international influences. 
 
    With hindsight, researchers have become acutely aware that state divestment in Germany’s East suffered especially from politically imposed time pressure. In a real sense, troubles began with money. The July 1990 currency union meant that, in addition to much higher wages and prices, eastern German companies faced intense competitive headwinds from Europe’s most successful manufacturing companies in the West German Federal Republic and the European Community. 
 
    Property transfers under the adverse macrofinancial circumstances imposed by West Germany’s federal government—not the Treuhand—ran into myriad difficulties. Among the thorniest and most persistent of problems wrought by the currency union were dramatic shortfalls of capital. The reluctance of the country’s major banks to mobilize on a scale the federal government deemed commensurate with the economic challenges in Germany’s East only partially reflected the dire commercial prospects facing most Treuhand companies. A further complicating factor was that German financiers strongly favored western German companies. Time and again, western Germany’s most important lending institutions demonstrated their allegiance to industrial firms in the country’s western half, with which the major domestic banks enjoyed close relations. 
 
    Facing formidable market challenges in the East and equivocal domestic banking allies in the West, the federal government coaxed international financial firms to embed themselves in eastern German privatization. From there, financial consultants found ways to incorporate themselves into the Treuhand’s evolving task load. One major additional responsibility saddled on the agency—calls to revamp socialist-era enterprises—stood in direct opposition to the Treuhand’s overarching aim. From early 1991 onward, the Treuhand receivership shared responsibility for restructuring state-owned enterprises in an expanding range of industries with the five new state governments of eastern Germany and united Berlin. All the while, the Federal Ministry of Finance and the Office of the Federal Chancellor nonetheless insisted that the Treuhand remain committed to wrapping up its operations within a few short years, a goal the leaders of the Berlin-based receivership deemed achievable insofar as federal authorities received substantial cooperation from financial institutions in western Germany—and abroad. 
 
    Under these circumstances, selling, liquidating, and restructuring companies proved a highly contentious process. Within Germany, the precipitous decline in eastern German industrial production and employment prompted extraordinary charges of ineptitude and malfeasance. Opposition and protest parties, from the Social Democratic Party of Germany (Sozialdemokratische Partei Deutschlands, SPD) and the Party of Democratic Socialism (Partei des Demokratischen Sozialismus, PDS) to the far-right Alternative for Germany (Alternative für Deutschland, AfD), have in recent years sought to channel anger toward the state divestment agency into parliamentary inquiries.10  Public frustrations at the time focused initially not on the federal government led by Helmut Kohl—reelected in December 1990 as chancellor with nearly two-thirds of the seats in the Bundestag allotted to his faction in parliament, the Christian Democratic Union (Christlich Demokratische Union) of Germany, its Bavarian sister party the Christian Social Union (Christlich-Soziale Union), and their coalition partner the Free Democratic Party (Freie Demokratische Partei)—but rather on the state divestiture formally abolished at the end of 1994.11 
 
    While critics have noted that the East German government initially intended the Treuhand to steward, not sell, what many regarded as “people’s property,” those sympathetic to the tasks faced by the Treuhand emphasize that its staff crafted job and investment guarantees, employment schemes, and unemployment benefits. (Mass unemployment most adversely affected women, who also lost company childcare facilities.) Treuhand officials felt overwhelmed by the collapse of domestic demand for the products of East German firms, soaring real wages, and deep recessions in the erstwhile Communist societies of east-central Europe and the former Soviet Union, East Germany’s most important trading partners. Significant technical errors exacerbated the Treuhand’s difficulties, such as heavy “debts” imposed on the companies to be privatized, which had in socialist times been shunted onto the balance sheets of enterprises to conceal the financial weaknesses of the East German state.12  Further challenges associated with the denationalization of loss-making state enterprises included aging capital stock, arrearage, staggering environmental burdens, and complicated restitution claims from individuals whose property the Nazi or Communist regimes had seized. Here, too, the divestment authority was called upon to assume old debts and ecological burdens as well as losses incurred after 1990. 
 
    The Berlin Treuhand authority frequently disposed of firms by combining various forms of assistance—money—and tax breaks to induce private ownership. This fact also helps to explain why charges of ineptitude and malfeasance followed in the wake of the Treuhand’s rapid-fire sale of East German industry. For three decades, hard-hitting accounts have leveled charges of gross mismanagement at the privatization receivership. Popular titles, such as The German Gold Rush, The Treuhand: How One Agency Destroyed an Entire Country, and historian Ilko-Sascha Kowalczuk’s The Takeover illustrate how the privatization agency’s performance remains cast as one of exceptional failure.13  Immense disappointment over the transfer of companies presumed to belong to all East Germans fanned social conflict. Spectacular cases of corruption, fraud, and workers’ protests compete for attention with vigorous defenses of the necessity of measures embraced in the face of the unprecedented financial headwinds and the no-longer-hidden legacies of centralized economic planning. 
 
    Studies have highlighted the dizzying challenges faced by the Treuhand’s beleaguered managers on the one hand and the burdens imposed by its full-throated embrace of privatization on the other.14  But in their desire either to delegate responsibility for the economic and social impact of privatizing hundreds of companies per month or to elucidate the exceptional burdens posed by establishing a “social market economy,” participant-observers of economic reform in eastern Germany have neglected to explore in significant detail precisely who crafted investment strategies in the Treuhand headquarters and district branch offices spread across the new, eastern federal states. These contrasting perspectives have tended to obscure ways in which the profound alteration of the German Democratic Republic’s economy resembled the redesign of several other east-central European economies, notably Hungary’s, despite the fact that eastern Germany benefitted from advantages in institutional transfer, including a famously hard currency in the West German deutschmark, the availability of existing laws and institutions that could be adopted wholesale, and prodigious financial transfers for pensions, welfare, and infrastructure. 
 
    Notwithstanding these important distinctions, a common denominator in post-Communist restructuring was the enlistment of both foreign-inspired advisors and investors who were intent on swift privatization. In processes subsumed under such buzzwords as “structural adjustment,” “transformation,” and “transition,” these actors sought to accelerate the rapid disposition of what had recently been—and somewhat paradoxically were again, albeit for only a few years—state-supported assets. Those formally responsible for defining the terms of state divestment in eastern Germany were elected officials, federal and state civil servants, business owners, and trade unionists. Their actions, of course, demand close investigation.15  At the same time, decisionmaking options regarding denationalizations were influenced by non-Germans who have attracted far less attention than German political actors.16 
 
   
 
    
     
     A Cursory Overview of Foreign Engagements in Eastern Germany 
 
    
 
    The Treuhand’s commitment to quickly reducing the federal government’s holdings of East German commercial and industrial assets was embedded in a hastily arranged political union of two dramatically unequal partners involving domestic as well as foreign actors and concerns. While top managers secured favorable terms for German borrowing operations (more than three-quarters of the Treuhand’s budget came from loans obtained in international financial markets),17  representatives of consulting firms staffed privatization task forces spread out across fifteen districts of the formerly Communist nation. In the Treuhand’s Berlin headquarters, a powerful independent management committee (Leitungsausschuss) comprising some one hundred financial experts from such elite management consulting companies as McKinsey, KPMG, Boston Consulting Group, Arthur D. Little, and Roland Berger, charged initially with creating balance sheets and subsequently with weighing up potential investors in the most difficult public divestment cases, submitted credit assessments for newly commercialized enterprises from Zinnowitz on the Baltic to Zittau on the Czech-German-Polish border.18 
 
    Management consultancies, investment banks, and attorneys charged with mergers and acquisitions shaped divestment in further ways. They drafted the Treuhand’s bid solicitations, provided advice concerning Treuhand firms slated for restructuring, served as temporary employees within the federal holding company’s management, and advised companies evaluating the purchase of Treuhand enterprises. Obtaining companies during the Treuhand era consisted of soliciting and assessing bids from potential investors. Alongside the sales price, offers defined investment and employment guarantees, details on management restructuring, and specific plans to continue business activities. Auctions in Germany were rare; vouchers, such as those employed in neighboring Czechoslovakia (after January 1993, the Czech Republic and Slovakia), were initially discussed but left untried. The recommendations of consultancies and financial analysts informed the structure of the privatization agency itself and administrative reorganizations undertaken during its nearly five-year existence.19  External consultancies were enlisted to staff local privatization offices and shed light on corruption, such as that unveiled in the publicized case of highly irregular sales at the Treuhand’s branch office in Halle; parliamentary deputies blocked the Treuhand’s plans to entrust federal monitoring of 180,000 contracts involving former companies and real estate deals to consulting firms.20  The Treuhand felt confident enough of its relations with Goldman Sachs, then as now the most exclusive investment bank in the world, to allow one of its managing directors to explain to readers of the agency’s monthly newsletter how Goldman’s executives were both seeking clients for East Germany’s massive chemical industry and massaging relationships with the economics minister of Saxony-Anhalt, the eastern German state with the largest number of Treuhand foreign investments as measured by size of the engagements.21  Although consulting firms and investment banks receive fleeting acknowledgment by name in studies of the Treuhand era, we know little about how their actions influenced state- and federal-level investment policies in the decade following Germany’s surprise unification in 1990.22 
 
    The sobering political and economic realities faced by eastern Germans after November 1989 were never merely regional or national in character. Examining commercial risks and opportunities in eastern Germany intensified contacts not only between eastern and western Germans, but also with foreigners. This book explores how multinational ties informed efforts to forge a national economy in what was in effect a new political entity, the post-Wall Federal Republic of Germany, the largest and economically most powerful member of the European Community. Repurposing large public enterprises for capitalist markets through heavily subsidized sales to potential investors via transnational mediators prompted cross-border activity. For this reason, this book primarily traces how foreigners understood eastern German state divestment. In the next four chapters, the intersecting concerns of investor nations, as well as third countries and supranational bodies such as the European Free Trade Association and the European Community/European Union, figure prominently alongside inner-German developments. A fifth chapter lays out how the decision to enlist foreigners within the Treuhand partially reshaped state-market relations across all of Germany. To this end, it focuses mainly on the years immediately after the divestiture’s formal dissolution. 
 
    Eastern Germany’s economic downward spiral and the Treuhand’s ballooning deficits occurred at a time when external asset managers were assuming more prominent roles in an increasingly transnational banking system.23  A paradigm commonly referred to as “shareholder value” dictated that rather than “retain and reinvest” in existing productive assets and employees, firms must “downsize and distribute” in the interests of those possessing a financial stake in the enterprise.24  In a growing number of countries, banking consequently became oriented toward the requirements of stock exchanges, and specifically of those markets facilitating mergers and acquisitions, as well as of investment trusts often located in New York and London. Siebert’s “Big Bang” entailed more than the collapse of Soviet domination over East Europe. It extended to the social and economic impact of laws passed by Margaret Thatcher’s government during the 1980s to empower her nation’s financial sector to denationalize key industries. 
 
    An impressive variety of scholars have drawn attention to an accelerating shift from industry to finance in many industrialized countries since the 1970s—a profound alteration of relations between states and markets that scholars have increasingly termed financialization.25  As a concept, financialization is essentially understood to mean the empowerment of banking at the expense of industry and the public sector during the last third of the twentieth century. But this is too amorphous: what’s needed is an actor-based, multinational investigation of finance’s reach into specific market sectors based on archival sources. My exploration of the transnational mediators and multinational politics behind Treuhand-led efforts to sell and salvage industrial companies seeks to add depth to how scholars from multiple disciplines frame the concept of financialization.26 
 
    Applying this term to Germany’s economy after 1989 raises the question of how measures to enlist foreign financial experts in eastern German state divestment molded the postunification Federal Republic, a political entity which has often defined by commitments to social partnerships and collective bargaining and which was regarded at the time as inhospitable to policies considered reverential to markets.27  Rather than providing a straightforward yes/no response to this complex question, the following chapters exemplify how the disorderly shift from a largely centralized planned economy to one much more attuned to price signals emanating from a wider range of highly industrialized (and increasingly financialized) countries reflected interplays of domestic and foreign concerns. In other words, this book encourages us to frame the tumultuous events after 1989 in eastern Germany as multinational history without overstating the reach of transnational finance. 
 
    In Germany, the weight of eyewitness perspectives has strengthened the inclination to adopt domestic vantage points when evaluating the dramatic events that followed the opening of the German-German border after November 1989. Although researchers have in recent years begun to take leave of inquiries guided by questions of success or failure, rather than contingency and agency, scholars of eastern Germany’s economic inclusion into the West German Federal Republic generally remain wedded to German-German approaches. For instance, in his nearly eight-hundred-page study of the federal subagency charged with privatization of East Germany’s economy, Marcus Böick condenses his overview of the Treuhand’s international outreach into a nineteen-page subsection titled “Yuppies, Foreigners, and Women.”28 
 
    Transnational dimensions of eastern Germany’s immersion into capitalist markets—and not merely the highly visible structures of the West German Federal Republic—deserve more regardful treatment. For too long, they have been granted short shrift. In studies penned by the many critics and fewer defenders of Germany’s privatization agency, proposed or realized sales to a French oil concern, a British airline, and an Italian steel company make cameo appearances alongside prestige-heavy financial consultants—but then yield center stage to domestic actors whenever conclusions are drawn about the redistributive effects of privatization. This significantly understates the importance of foreign actors. Especially striking is the degree of financial consultancies’ involvement: the Treuhand routinely spent more money on contractors than on its own employees.29  According to Germany’s supreme audit institution, the Bundesrechnungshof, the Treuhand devoted DM 460 million to consultants and DM 360 million to its own staff in 1992, with the lion’s share of consultancy fees going to investment bankers. 
 
   
 
    
     
     Divestment Diplomacy 
 
    
 
    In their multisided efforts to attract investment, expertise, and loans from abroad, Breuel, members of her managerial board, and senior Treuhand staff interacted not only with representatives of international banks and consultancies but also with heads of state and foreign dignitaries. In September and October 1991 alone, the Treuhand invited ambassadors of all European Community states to Hamburg, official delegates from all the former Soviet-led Council for Mutual Economic Assistance states to Berlin, and a dozen emissaries, mostly ambassadors, from the Organization for Economic Co-operation and Development countries to Cecilienhof Palace in Potsdam.30  Eric Martin, the Swiss embassy official charged with economic affairs, took notes on a brief question-and-answer session at the Cecilienhof meeting. His report conveys foreigners’ concerns about the Treuhand’s even-handedness on the one hand and captures the Treuhand’s defensive responses to such doubts on the other.31  Complaints from the Japanese and Austrian ambassadors about preferential treatment for West German firms yielded a tight-lipped acknowledgment from Breuel that “certain things had apparently gone wrong at the beginning.” In response to what Breuel described as “glitches,” the Treuhand was now engaging foreign investment banks to ensure parity. The problem, Breuel explained, was that redoubling efforts to welcome international investors was having the unfortunate side effect of reawakening dormant interest among western Germans. And the Austrian ambassador, Herbert Grubmayr, cited a number of cases in which construction firms from his country had faced discrimination at the hands of the Treuhand, a charge Breuel and her colleagues vehemently denied.32  Japan’s ambassador to Germany, Keizo Kimura, remained more than skeptical, asking incredulously whether the Treuhand had not in fact long ago disposed of the “choice cuts” (Filetstücke). Breuel was unable to answer Kimura’s question satisfactorily, and her troubles did not end there. As Wolfgang Vehse, the Treuhand’s international relations director, confided to Martin, the Treuhand’s intention to appoint “senior experts” abroad had sown mistrust among officials of the influential German Chamber of Industry and Commerce (Deutsche Industrie- und Handelskammer).33 
 
    Given foreign skepticism and the Treuhand’s unwillingness or, perhaps, inability to address such doubts, it comes as little surprise that the agency’s engagement of foreign investors via the intermediation of bankers and consultants fell short of its stated objectives. “Our goal,” Breuel claimed in mid-December 1991, “is to build an open economy, 15 percent of which would reflect foreign capital, similar to the way western Germany has grown in the past forty years. That’s the best way to integrate eastern Germany into global commerce.”34  In fact, the percentage of foreign purchases of all Treuhand companies in December 1994 was less than 6 percent; in April 1991, before the appointment of representatives abroad and the establishment of the Investor Services directorate, foreign engagements already stood at 4 percent. In the autumn of 1992, the Treuhand boosted its own achievements by modifying the standard definition of foreign direct investment to include purchases effected by western German subsidiaries of foreign companies. Using this bent definition, foreign investors guaranteed just under 150,000 jobs in eastern Germany. 
 
    By the measure of successful investments, the promise of relationships with status-heavy foreign investors went unfulfilled. The Treuhand’s decision to list small to medium-sized distressed enterprises internationally yielded relatively few takers. The Treuhand’s Tokyo “base” was a particular flop, producing not even a single investor.35  As measured by the number of discrete foreign investments in Treuhand companies, business leaders from other countries appear not to have contributed significantly to East Germany’s deindustrialization. 
 
    From the perspective of the outside experts enlisted to advise the new divestment authority, the best way to absorb East Germany’s ailing industrial enterprises into increasingly transnational economic networks was to advance what one brochure called “The Sale of the Century.”36  Initiatives such as management consultancy Arthur D. Little’s to invite “selected premier investment institutions in Europe and the USA” to join what sounded like an exclusive club appealed to some German public officials. We know today that relatively few outside investors took the bait. On offer was involvement in an undertaking billed as the East German Turnaround Fund, a proposal jointly sponsored by Arthur D. Little and the Treuhand and open to a maximum of ten investors for no less than “initial funding commitments of 50 million DM.” The flowery descriptions of “suitable vehicles” and “attractive opportunities” failed to obscure what many individual investors had decided to give a wide berth: the remaining large number of companies “processed” by the Treuhand but “difficult to sell, even at low prices.” Arthur D. Little’s pitch to “sponsors” was cryptic, but not so much that readers could not grasp critical essentials. One was taxation. Potential club members were assured of plans to establish the new investment fund “in a tax-efficient jurisdiction responding to the needs of the Club members, most probably the Netherlands or Luxembourg.”37  More important than Arthur D. Little’s promise of an after-tax internal rate of return in excess of 40 percent of the investment was another factor critical readers could not help but recognize: the Treuhand’s participation as subsidizer. It proved willing to pay out in different ways, not least with an explicit guarantee of a preferred interest loan on up to 50 percent of the fund’s acquisitions.38 
 
    Financial architects, for their part, demanded that the Treuhand guarantee a minimum return to draw in institutional investors such as pension funds and insurance companies. Such “liquidity aids” required the German federal government to retain a stake in funds until assets were purchased and the funds in question disposed of. Package deals with venture capital and investment funds often ensured generous returns for investors, while the federal government was responsible for absorbing the impact of shutdowns on eastern Germans, providing unemployment benefits, and dealing with the heavy media flak attracted by its embrace of expensive outsiders to manage tasks largely unforeseen only months earlier. 
 
    Placing the Treuhand’s New York representatives in the offices of an investment bank named after James D. Wolfensohn, the subsequent World Bank director, underscored the German privatization agency’s desire to tap into personal selling channels based on the model of American Ivy League universities and elite international meetings like the World Economic Forum in Davos, Switzerland.39  The initiative to establish a Treuhand presence in New York came not from the Treuhand but rather from Germany’s top elected official. During his May 1991 visit to Washington, Chancellor Helmut Kohl expressed his government’s aim to engage US investors more actively by drawing attention to German federal support programs and establishing a Treuhand office in the world’s financial center, New York City.40  Early that month, Chancellor Kohl’s predecessor, Helmut Schmidt, had talked at length with Treuhand president Breuel and offered her his support in contacting French, Japanese, and American investors. The means to this end was not to be Schmidt’s stellar political connections but rather his membership on the board of American investment banking giant J.P. Morgan.41 
 
    What led Germany’s leaders to empower the Treuhand—a new, unwieldly agency immersed in head-spinning domestic challenges—to establish a self-contained office in New York and a “base” in Tokyo and to appoint formal representatives in major European capitals and commercial centers?42  A worsening economic outlook ensured that steps to strengthen the Treuhand’s relationships with financial consultants received support from the highest level of government. The staggering sums made available at the time via the extraordinary growth of institutional investors—financial intermediaries that channeled capital for fixed periods on behalf of behind-the-scenes partners—help to explain Kohl’s and his direct predecessor’s enthusiasm for the tantalizing possibilities offered by international financial experts. American funds of institutional investors expanded from USD 504 billion in 1980 to USD 1.5 trillion a decade later.43  They fueled a major surge in what many economists describe as “outward” FDI. Between 1986 and 1990, the stock of outward FDI had expanded by 19.8 percent.44 
 
    Given marching orders by the country’s most important elected officials, the Treuhand nudged its way onto a crowded stage of public actors involved in soliciting foreign investments. This wider network of German investment promoters included federal ministries, notably the Ministry of Economics, state governments and their for-profit development corporations, commercial attachés in German embassies stationed around the world, and separately funded foreign and domestic chambers of commerce. All make appearances in the ensuing chapters alongside more detailed investigations of international actors. The latter hailed from government, finance, and industry, as well as little-known private associations.45 
 
   
 
    
     
     Engaging Investment Banks 
 
    
 
    The much-publicized establishment of the Treuhand’s Investor Services directorate, as well as the subsequent opening of Treuhand satellite offices in New York and Tokyo and enlistment of unpaid “roving ambassadors” in nine western European countries, paled in significance next to the personal engagements of Anglo-American financiers within the German public administration itself. To offer here only one example (others are discussed in Chapters 3, 4, and 5), in tailoring bids to sell the largest and most complex eastern German industrial plants, Goldman Sachs’s representative Paul Achleitner cultivated close relationships with Treuhand board member Klaus Schucht. Responsible for the power-producing industry, chemicals, potash mining, and minerals, Schucht worked with Achleitner from mid-August 1991 onward, when the Treuhand extended an offer to Goldman Sachs to frame tenders and selections in Germany’s highest-profile privatizations, including the acquisition of the Leuna refinery and Minol monopoly filling station network by oil giant Elf Aquitaine in a joint project with a subsidiary of West German steel giant Thyssen.46 
 
    In his memoirs Schucht drew attention to the special bond he enjoyed with Achleitner. Their collaboration extended to hidden maneuvers to steer Treuhand sales toward favored West German purchasers—and away from foreign bidders. Of this highly delicate matter one reads that Schucht sought out Achleitner for a “very confidential conversation” in early February 1992. The reason for Schucht’s subterfuge: a request to structure an “international” tender in such a way as to ensure the sale of the ex-GDR’s potassium salt exporter went to Kali + Salz, then a subsidiary of western German chemicals giant BASF. Achleitner and Schucht’s ruse succeeded: representatives of Kali + Salz signed a contract to acquire the eastern German potash holding in May 1993.47 
 
    The German government’s specific approach to the largest denationalizations undertaken in the former GDR—top-down and reliant on outside experts to craft and assess formal tenders—forged important ties to American financiers. As the Kali + Salz example illustrates, they entailed more than foreign investments. These bonds also extended beyond the “new” federal states of eastern Germany. Goldman Sachs’s expansion in both east-central Europe and western Germany owed much to high-level Treuhand contacts. In late October 1994, as the German privatization receivership was winding down its efforts, Breuel and Schucht enlisted Achleitner to advise Hungary’s government commissioner for privatization, central banker Ferenc Bartha, on the best ways for the Hungarian state to denationalize energy, mining, and chemical enterprises.48  Besides Goldman’s role in the largest privatization in German history, that of Deutsche Telekom, Achleitner also received the green light to arrange the sale of Stuttgart’s airport. The Frankfurt office of America’s most successful investment bank also served as a “general expert” to the city of Hamburg’s public divestment initiatives.49  These brief examples hint at how the Treuhand served as the crucible for divestment policies showcasing Anglo-American financiers and extending outward from the ex-GDR to east-central Europe and western Germany. 
 
   
 
    
     
     Engaging Risk Capital 
 
    
 
    Like the Treuhand’s enlistment of investment banks, the decision to encourage private equity in eastern Germany came directly from Helmut Kohl, not Breuel or her top deputies. At his twentieth summit meeting with industrial and labor leaders at the end of February 1994, the chancellor spoke unambiguously of the “importance of venture capital to the development of small to medium-sized enterprises” in the former East Germany.50 
 
    Long-standing dissatisfaction with German banks helps to explain Kohl’s embrace of venture capital during the Treuhand’s latter years. In early 1994, Kohl paired his personal endorsement of private equity with a request issued by the head of his Federal Chancellery, Friedrich Bohl, to invite representatives of the German banking industry to discuss the implementation of a DM 1 billion pledge in the context of the agreement known as the Solidarity Pact. Eberhard Martini, president of the Association of German Banks (Bankenverband), had leveled criticism at Kohl’s extraordinary demand in several media outlets, including the country’s leading daily conservative newspaper. More than a year earlier, in January 1993, after reaching agreement with the Federal Ministry of Finance’s state secretary, Horst Köhler, Martini had dismissed the billion-deutschmark pledge as “political.”51  Yet another financial power broker, the chair of the board of Deutsche Bank, Hilmar Kopper, displayed greater tact but left little doubt as to how he felt the federal government should proceed: Kopper implored the chancellor, instead of applying pressure to domestic banks, to “save, cut, and tackle taboo subjects.”52  With reference to Kopper’s last point, Martini spelled out what Kopper and other German bank chiefs had in mind: the chancellor should pressure the country’s trade unions to concede wage reductions.53 
 
    Bridging this public fallout between the federal government and large German banks—not to mention the western German industrial firms for which the country’s Hausbanken generally served as guardians—fell to Breuel and the Treuhand board member responsible for finance, Heinrich Hornef. Reporting on delicate negotiations surrounding the billion-deutschmark pledge, Breuel let it be known at the end of August 1993 that West Germany’s bankers “often do not share our assessment that the companies on offer are capable of being restructured.” Citing her “increasingly difficult” negotiations with potential investors, in a remarkable conflation Breuel supplied three reasons for foreign investors’ misgivings: foot-dragging on the part of domestic savings banks, an ongoing recession, and extraordinary labor unrest in the form of a dramatic hunger strike in Bischofferode in Thuringia. To address this vexing trifecta, Breuel sought allies among her country’s internationally experienced banks. As the Treuhand president and finance chief viewed the matter, they should “finally” get involved in strengthening the capital base and enhancing the reputation of Treuhand companies.54 
 
    By the end of 1993, domestic lenders’ reluctance to support Treuhand-led eastern German privatization and restructuring schemes was yielding public rebukes from the highest federal government officials, and not only Breuel. Mounting frustration with domestic lenders contributed to the government’s willingness to enlist foreign credit providers in fashioning entrepreneurial alternatives to what the chancellor himself described as the heavy legacies imposed by state socialism. At Kohl’s nineteenth summit meeting held in early December 1993, Martini had endured criticism of German banks’ lending practices from Bohl, Breuel, federal economics minister Günter Rexrodt, and Hans-Peter Stihl, president of the German Chamber of Industry and Commerce (Deutsche Industrie- und Handelskammer). According to Breuel, the Treuhand had offered the banks four hundred firms, almost all of which Germany’s top bankers had immediately rejected out of hand.55  Breuel and her colleagues had nonetheless pressed ahead with their approach, successfully privatizing two-thirds of the companies in question. In an attempt to bridge the impasse, Bohl demanded from Martini and his colleagues a “longer line” for liquidity commitments, as well as details on the management potential German banks were willing to provide to eastern German firms. The state secretary brought the tense exchange to an abrupt end by recording Kohl’s bottom line: “Western German criteria for banking transactions must be relaxed in the new federal states.”56 
 
    Notwithstanding substantial political pressure, modifying West German rules of finance to meet the urgent needs of eastern German companies proved a bridge too far. Speaking at the Chamber of Industry and Commerce (Industrie- und Handelskammer) in Chemnitz (known until 1990 as Karl-Marx-Stadt), Kohl chided German banks, publicly reminding them of their January 1993 promise to invest DM 1 billion in Treuhand companies. He also expressed his regret that they had “so far only very hesitantly fulfilled this promise.” Kohl crafted his public address in Saxony’s third-largest city to pressure the country’s domestic lenders, especially savings banks, to “finally prove themselves” as genuine partners of small to medium-sized enterprises in eastern Germany.57  Hornef put the government’s message succinctly enough for journalists to capture it in a cogent headline: “Thus far, the results of the bank initiative are meager.”58 
 
    At their February 1994 meeting with the chancellor, leading banking representatives once again renewed pledges to support the government’s Solidarity Pact. They also returned fire, at the Treuhand but not at Kohl. Wolfgang Grüger, president of the Central Credit Committee (Zentraler Kreditausschuss) claimed that the responsibility for the banks and insurance companies’ inability to deliver on the promises extracted by Kohl lay squarely with the privatization receivership, which held “a different appraisal of reorganizable [sanierfähige] enterprises.” Behind Grüger’s remark was the Treuhand’s wish to bundle a total of three hundred to four hundred companies in portfolios of ten to twenty-five enterprises rather than to allow banks the opportunity to weigh the prospects of individual firms together with a western German partner company. Grüger also expressed his and his colleagues’ displeasure with what they regarded as the Treuhand’s willingness to extend lifelines to several hundred remaining firms in the holding’s dwindling inventory. In a final parting shot, Grüger voiced his displeasure at Breuel’s readiness to offer Treuhand companies to “other prospective interested parties contrary to agreement.”59  This oblique reference was to foreign competitors. 
 
    Grüger’s remark suggests that the federal government’s overtures to “other interested parties”—namely risk capitalists subsequently praised by Kohl—may well have violated a tacit understanding between German political and financial leaders. Too few details are currently available to say for certain.60  We only know that the federal government’s willingness, via the Treuhand holding, to engage foreign financiers provoked resentment among domestic bankers.61  Passed over for important deals, western German banks, especially saving banks, demonstrated a marked aversion to restructuring formerly state-owned companies with murky prospects in often uncertain markets. Hurt feelings on display, shortly before leaving his post Martini informed reporters in mid-February 1994, “The Chancellor has sometimes kicked me in the shins.”62 
 
    The open breach with the Federal Republic’s most important domestic financial institutions accounts for Kohl’s—and the Treuhand’s—decision to engage private equity in eastern German privatization and restructuring. Kohl cited approvingly the engagement of private equity in what he described as his government’s ongoing attempts to overcome the pernicious effects of state socialism. For the historian-cum-chancellor, this form of lending appeared to offer an important means to rectify “one of the worst legacies of the Socialist Unity Party (SED),” the East German ruling party’s “destruction” of small to medium-sized enterprises (Mittelstand).63 
 
    How important was private equity to the Treuhand’s sales of companies to foreigners? As measured by foreign acquisitions alone, not very. Kohl’s call to embrace private equity to overcome the long-term effects of state socialism appeared to have assumed few visible forms beyond the Treuhand’s late-hour transfer of eastern Germany’s rail rolling stock manufacturer to American private equity firm Advent International. This book’s final chapter explains why this assessment of risk capital’s reach into German public life via the Treuhand falls short of the mark. 
 
   
 
    
     
     Foreign Purchases of Treuhand Companies—A Brief Overview 
 
    
 
    The relative inconsequence of international sales outreaches as measured by non-German acquisitions suggests that the terms of postsocialist industrial policy were actually set by western Germans, not foreign advisors, competition authorities, investors, or lenders. This is too simple. With reference to direct investments, the most commonly cited metric, we should avoid the temptation to dismiss the engagement of outsiders as marginal without first accounting for acquisitions, realized or not. An obvious starting point is the Treuhand’s own tally of foreign sales. Foreigners invested in 858 Treuhand enterprises, often purchasing them outright. The relatively small number of sales to non-Germans should not obscure the fact that foreigners purchased some of the largest and most visible newly privatized businesses in eastern Germany. These included major acquisitions in eastern Germany’s chemical, electricity, petroleum, shipbuilding, and steel industries, as well as lesser-known purchases of semiconductor and rail rolling stock companies. While few in number, foreign investors exercised outsized influence in government-led efforts to revamp what came to be known after 1991 as eastern Germany’s remaining “industrial cores” (industrielle Kerne).
 
    Studies conducted in the mid- to late 1990s sought to gauge the motivations of eastern Germany’s foreign investors, using questionnaires distributed to individual decisionmakers, face-to-face interviews with self-described multipliers, and statistics compiled by federal authorities, notably the Treuhand itself, the German Central Bank, and the Federal Cartel Office.64  Although useful starting points, these accounts overlook just how deeply sources produced by policymakers were tainted by national interest. For example, as Swiss consular records reveal, a French trade representative in Bonn padded the Treuhand’s monthly statistics in favor of his country before a state visit by French president François Mitterrand in September 1991.65  A “modified” list supplied by French officials enabled the French to sail past their Alpine competitors, if only through sleight of hand.66  Neither was the director of the Swiss embassy’s consular office in Berlin above putting his own finger on the scale, supplying Treuhand international relations director Vehse with his list of Swiss investors in the eastern federal states that he insisted be treated confidentially. Other countries, too, attempted to massage their numbers. In October 1991, the British embassy’s Berlin office was drawing up its own statistics on foreign investments for Vehse and requesting a meeting with him to ensure that its measure of the United Kingdom’s engagements was included in the agency’s future tallies.67 
 
    For all their drawbacks, statistics generated by the Treuhand reveal significant investment activity among Germany’s smaller neighbors—the Netherlands, Denmark, and especially Austria and Switzerland. And yet, to date no researcher has paired an exploration of the Treuhand’s international marketing efforts with the engagement of those nations most active in eastern Germany’s retracting economy via archival source materials from investing countries.68  According to the Treuhand’s statistics, Switzerland led the nations investing in eastern Germany, with 139 privatizations, followed by Britain (124), Austria (100), and the Netherlands (96). As measured by volume of pledged investments, American investors (78) in Treuhand enterprises represented nearly a quarter (24.4 percent) of all foreign acquisitions, followed by France (21.2 percent) and Britain (11.0 percent). 
 
    Tallies produced by the Treuhand and the Federal Ministry of Economics confirm that Switzerland, a nation of fewer than seven million, topped the list of foreign investors in eastern Germany during the first half of the 1990s, surpassing the efforts of much bigger and more influential competitors, including enlarged Germany’s most important European Community partners, Britain and France. Whereas French concerns, often majority state-owned, purchased enterprises in eastern Germany in 1990 and 1991 with the political support of the French president and German federal chancellor (the best-known example is the scandal-ridden acquisition noted above, of refinery works in Leuna and Zietz, coupled with the Minol filing station network, by a consortium led by oil giant Elf Aquitaine69 ), Austrian and Swiss investments were more often realized by much smaller firms with less visible ties to political elites. For this reason, rankings of investors based on investment volume or job guarantees—factors that lend themselves to subsequent revision—overinflate the role of French (and to a lesser extent American) concerns in eastern Germany’s post-Wall economy. Swiss investments, unlike those of the French and British, fell evenly across the first half of the 1990s, with the country nearly always in first or, less often, second place in monthly tallies of foreign investors maintained by the Treuhand. In contrast to British and especially French concerns, Swiss investors (mostly from the eastern, Germanophone cantons of the country) placed their funds in a broad range of industries and favored small to medium-sized enterprises. Austrian and especially British investments assumed greater relative importance from mid-1991 onward. (I provide an explanation of these specific trajectories in Chapters 2 and 3.) In eastern Germany, Swiss investors accounted for 16 percent of all firms purchased by foreigners; by 1995 Swiss entities had committed themselves to more than three hundred investments, Treuhand related and otherwise.70 
 
    This book illustrates that, as well-informed commentators with important links to both East and West Germany, the enlarged Federal Republic’s direct neighbors should receive coverage alongside such geopolitical heavyweights as the United States or larger European countries such as Britain and France. The first chapter thus focuses on the Swiss Confederation, a neighboring country granted scant attention by the Treuhand’s Investor Services staff, but one especially significant among those countries investing capital and expertise in eastern Germany’s reconstruction. It invites those interested in the history of eastern Germany’s incorporation into the Federal Republic to expand their purview beyond the borders of Europe’s largest German-speaking country. While applying this wider geographic lens to the process of East German privatization, I adopt a narrow temporal focus to the months and years immediately after 1989. However, the chapter also looks backward because, it turns out, one cannot grasp key essentials of state divestment in eastern Germany without understanding economics relations between capitalist and socialist countries in Central Europe that were forged prior to 1989. Particularly significant for this story were East Germany’s engagements with its physically proximate and culturally compatible neighbors, Switzerland and Austria. Pre-1989 ties with Austria and Switzerland help explain why these small countries, together with the financial juggernaut Britain, stood at the top of the list of foreign investors in Treuhand companies. 
 
    My aim in the subsequent chapters is not to ascertain went wrong, or possibly right, in the West German Federal Republic’s absorption of eastern Germany’s economy. Rather, I expand the geographic focus to show how market developments within unifying Germany are best understood in conjunction with parallel actors, events, and interests in several European countries and North America. Exploring the terms and trajectory of East Germany’s post-Wall economic reordering requires one to scrutinize encounters involving East and West German political, industrial, and financial elites together with well-placed counterparts from third countries. Prominent among them were little discussed, but often influential, investment mediators, a point I demonstrate in the following chapter with reference to Swiss engagements in eastern Germany after (and before) 1989. 
 
   
 
  
  
  
   
    
    
    1. Swiss Mediators in Eastern Germany after (and before) 1989 
 
   
 
   This chapter explores how a specific constellation of Swiss consulting experts, financial advisors, and diplomats became involved in the economic restructuring of eastern Germany after November 1989. A nation of fewer than seven million, the Swiss topped the list of Treuhandanstalt (Treuhand) investors in the five states of eastern Germany and the eastern half of Berlin, surpassing the efforts of much larger and more influential competitors, including the enlarged Germany’s most important European Community (EC) partners, Britain and France (I address these two countries’ engagements in eastern Germany in Chapter 3). During the Treuhand era, Switzerland led the nations investing in eastern Germany, with 139 privatizations, followed by Britain (124), Austria (100), and the Netherlands (96). 
 
   Ties between East and West Germany help to explain how Switzerland became an important investor in the new federal states. Even more significant in accounting for Swiss successes were features of Switzerland’s own economy. The origins of Swiss engagements ultimately lay primarily in developments in Bern, Basel, and especially Zurich, and only secondarily in unifying Germany. A rapid post-Wall deepening of Swiss contacts with authorities of the German Democratic Republic helped pave the way for the involvement of Swiss consulting experts, financial professionals, and diplomats in the economic restructuring of eastern Germany as its economy simultaneously opened up and drastically contracted after November 1989. Chapter 1 illustrates that capital did not merely “flow” across unifying Germany’s borders, as many economists’ definitions of direct sales to foreigners suggest. When it came to the sale of assets to investors from Switzerland and other nations, historical relationships figured in significant ways that economic theory often neglects to consider.1  Facilitators within and beyond Germany actively promoted (and thwarted) investments. Well-placed individuals cashed in on ties forged in the 1980s with high-ranking East Germans. Nor was investment between firms—typically described by economists as private or external investment—decoupled from public debt.2  Rooted in commercial relationships between the two Germanys in the decade prior to the Treuhand-led privatization, Swiss approaches represent the obverse of Anglo-American-inspired consultancy models that granted limited attention to specific investment contexts. 
 
   Swiss investment successes flowed from many cultural similarities and a few key differences. The Alpine federation and West Germany shared much, notably a language (for two-thirds of Swiss citizens), a border, legal norms, and extensive economic and social contacts, including with the former East Germany.3  Even apparent imbalances in the relationship, such as the fact that the Federal Republic of Germany (FRG) was Switzerland’s most important trading partner and not vice versa and that Switzerland’s banks were far more successful than those in West Germany in securing the wealth of private individuals from around the world, point more to shared than to divergent interests.4 
 
   Then as now, the importance of German economic ties for Swiss authorities can hardly be overstated. For all the similarities with West Germany’s economy, notably its own niche manufacturing enterprises like those typifying the Federal Republic’s Mittelstand, Switzerland differed from its powerful northern neighbor in significant ways. Prominent among these were its banking secrecy laws and its numerous “asset managers,” affiliates, brokerages, investment houses, consulting concerns, and private banks. Having played special roles in facilitating commerce between the postwar German states during the eras of détente, these actors’ engagement informed Swiss approaches immediately after the Wall fell. 
 
   A striking aspect of post-Wall economic developments in East and West Germany is the mediation of German-speaking investment promoters based in Switzerland. This chapter traces mediated Swiss engagements within eastern and western Germany in order to lay bare economic interactions among several Central European nations after November 9, 1989. Swiss intermediaries moved swiftly to exploit changing relations between industrial and political leaders of the two German states. The most important organization was a Swiss-German trade association known as the Handelskammer Deutschland-Schweiz (hereafter referred to as the Handelskammer). The Handelskammer faced internal competition within Switzerland, a fact that that strengthened the Alpine country’s initiatives to exploit rapidly changing relations between the two postwar German states vis-à-vis other European—and especially western German—competitors after November 9, 1989. 
 
    
     
     Inner-German Ties and Swiss Mediation 
 
    
 
    In Switzerland, rivalry within the small world of business associations animated the scramble to define investment opportunities in East Germany. The list of intermediaries extended from the Handelskammer to a less prominent association known as the Vereinigung Schweizerischer Unternehmer in Deutschland (Association of Swiss Companies in Germany, hereafter Vereinigung) based in Basel. It also included today-forgotten associations, including a German-Swiss organization named Innovatio. 
 
    Representatives of the Fribourg-based Innovatio, not the Handelskammer or the Vereinigung, arranged the first high-level East German visit to the Federal Republic after the dramatic opening of the border in divided Berlin. During the first week after November 9, 1989, Albert Jugel—the former general director of a well-known state-owned industrial conglomerate (Kombinate) in East Germany, the data processing and office equipment manufacturer Robotron—traveled to West Germany’s capital of Bonn, as well as to the West German cities of Cologne, Dortmund, Frankfurt am Main, Hanover, Kronberg, and Munich. Jugel did so at the behest of reform-minded socialist leaders in East Germany. These included Wolfgang Berghofer, the mayor of Dresden, and Hans Modrow, the last socialist East German minister president. 
 
    Behind-the-scenes Swiss intermediation, coupled with long-standing ties between the two German states, ensured that Jugel, at that time a professor of automation technology at the Technical University in Dresden, was able to meet with influential figures in West German finance, industry, and politics. Reimut Jochimsen, the economics minister of West Germany’s largest state government, North Rhine–Westphalia, and Dieter von Würzen, an influential state secretary in the Federal Ministry of Economics, were among the long list of notables to meet Jugel.5  The East German also exchanged views with Detlev Rohwedder, director of steel giant Hoesch and, from September 1, 1990 to April 1, 1991, president of the Treuhand. Rohwedder used Jugel’s visit to explore how East German companies could be enlisted to produce steel products for West Germany’s automobile industry. To this end, the Dortmund steel chief shared with Jugel his plans to meet Robotron’s general director Friedrich Wokurta, Jugel’s successor, and Berghofer, on December 18, 1989.6 
 
    Business in the weeks and months immediately after November 1989 was often grounded in socialist-era trade activities that united profit seekers from East and West Germany. In early January 1990, at least 140 West German companies were already involved in some 1,100 industrial cooperation projects across socialist East Germany.7  Rohwedder’s ties to German Democratic Republic (GDR) authorities, like those of an impressive variety of West German industrialists and ministerial officials, were not new. First as a state secretary in the Federal Ministry of Economics and then as Hoesch’s director, Rohwedder had immersed himself in trade deals with East German authorities for two decades: one of the largest was Hoesch’s extensive cooperation with the EKO Stahl works in Eisenhüttenstadt on East Germany’s border with Poland.8  According to an estimate compiled by Rohwedder’s deputy at Hoesch (and later the Treuhand), Hero Brahms, the Dortmund steelmaker had generated a trade volume of DM 200 million with East German enterprises in 1989 alone.9  At the time of Jugel’s visit, the Dortmund steel director and subsequent Treuhand president was seeking to reduce his firm’s dependence on Ruhr Valley competitors Thyssen and Krupp, rivals with their own inner-German industrial ties. To this end, Rohwedder set up working groups devoted to rapidly expanding Hoesch’s cooperation with East German state enterprises and establish forward bases in Leipzig and other East German cities.10 
 
    In his discussions with Jugel, Rohwedder wryly noted that transferring production from West to East Germany was “simpler and cheaper than building up capacities in Portugal.”11  Here Rohwedder referred to the possibilities of lower-cost manufacturing in what was then the EC’s newest member state. (Together with Spain, Portugal had joined the economic and political bloc less than four years earlier, in January 1986.) Rohwedder’s comment draws attention to a fact about socialist East Germany’s economy not lost on well-informed European contemporaries: decades before its formal immersion into the enlarged Federal Republic on October 3, 1990, the German Democratic Republic was a de facto member of the twelve-nation western European economic bloc. 
 
    Inner-German commercial and political ties, with links to neighboring countries and EC member states, figure prominently in this (and the next) chapter on investments in eastern Germany after (and before) 1989. The specific commercial interests of many European countries, not just East and West Germany, in the high drama of post-Wall economic encounters has been glossed over by several journalists. Shortchanging the Central European dimensions of eastern Germany’s immersion into the Federal Republic’s economy began during the 1990s. The best-known summary of Jugel’s and Rohwedder’s conversation was published in the German newsmagazine, Der Spiegel, in November 1999. Neither the Spiegel article commemorating the tenth anniversary of the fall of the Berlin Wall nor an account published two years earlier by Michael Jürgs acknowledged Jugel’s Swiss intermediaries or his meetings with Swiss company heads.12  During his weeklong trip to the Federal Republic, Jugel conferred with the general directors of Credit Suisse and Nestlé in West Germany, Kurt Widmer and Helmut Maucher. The former Robotron head (and Berghofer and Modrow confidante) also spent time with (Count) Albrecht Matuschka, a Munich-based venture capital pioneer with extensive connections to Swiss, and especially American, risk capital financiers.13 
 
    Ties to American-led risk capital figure prominently in this book’s fifth chapter, but as we already see in this discussion of Swiss investment, Americans lacked the personal and institutional connections that made Swiss intermediaries so effective. In mid-November 1989, Matuschka proposed to Jugel that his venture capital enterprise should lead a multinational effort to build a mobile telephone network across socialist East Germany. Matuschka suggested that “equity stakes” contributed by unnamed Western investors (a Boston-based company, Advent International, was among them) might complement generous aid packages to be supplied by the federal government in Bonn.14  As Jugel confided to Matuschka, the East German emissary had learned from Rohwedder and Jochimsen that federal authorities in Bonn could be persuaded to supply DM 10 to 20 billion in loans. In return, Hans Modrow, the new reform-minded socialist leader of East Germany, should pledge to abandon his party’s dominant role in East German society (Führungsanspruch) and allow free elections.15 
 
    Interactions between East and West German public officials and industrialists in the weeks and months after the Wall’s opening took place against the critical backdrop of international financial networks. The remainder of this chapter, as well as the following two chapters devoted to Austrian and British investments, will evaluate this relationship in more detail, focusing on interactions between East and West German public officials. Yet what we clearly see with Rohwedder and Jochimsen’s extraordinary pledges of support—regardless of whether or not they were genuine—is the context in which their offer was extended. This was an environment characterized by multinational jockeying involving potential investors from many countries, and not merely converging interests between actors based in the two postwar German states. 
 
   
 
    
     
     The Handelskammer Deutschland-Schweiz and the Treuhand 
 
    
 
    The following pages draw on newly declassified archival material from three countries—East and West Germany, and Switzerland— to explore how industrial, commercial, and especially financial actors based in Switzerland sought to exploit the fluid situation in eastern Germany to the Alpine confederation’s advantage. It explains precisely how cross-border mediators in Switzerland succeeded in inserting themselves into the Treuhand’s foreign outreach via socialist-era networks. Leveraging positions they had acquired as conduits in the clandestine world of intra-German commerce and finance during the 1980s, notably intermediation of a multi-billion-deutschmark loan extended to the East German regime by West Germany’s federal government in 1983 and 1984 (including an arrangement reached between Bavarian state president Franz Josef Strauss and chief of the East Germany’s clandestine foreign trade network, the Commercial Coordination [Kommerzielle Koordinierung, KoKo]), Swiss-based financiers with East German ties assumed important roles on behalf of the Treuhand’s formal representative in Zurich.16 
 
    A closer look at the in-country infrastructure underpinning Swiss Treuhand investments reveals how the socialist past prefigured many of the Alpine country’s post-Wall investments. At first glance, Switzerland appeared to be of limited relevance to the Treuhand’s leadership. For instance, Switzerland was among the last foreign representatives to join the Treuhand’s ranks abroad. The Swiss representative Fritz Leutwiler was appointed in June 1992 but only assumed his duties at the end of the summer. A financial heavyweight who had also previously served as president of the Swiss National Bank and the Bank of International Settlements, Leutwiler rarely engaged in cultivating individual investors for industrial properties during his eighteen-month tenure as Treuhand representative. Instead, Leutwiler and the Treuhand entrusted this task to a Swiss-German trade association, the Handelskammer Deutschland-Schweiz in Zurich. Connections forged during the Cold War in Bonn and East Berlin enabled Swiss intermediaries to jump into the fray before the German federal government had ramped up efforts to rapidly privatize state-owned assets via the intermediation of Anglo-American investment banks and management consultancies. Fritz Leutwiler delegated day-to-day responsibilities to a private association, the Handelskammer in Zurich. Behind the Handelskammer stood a private bank, Vontobel. The Handelskammer and Vontobel activated a specific constellation of Central European consulting experts and lenders. When Leutwiler resigned his position as Treuhand representative at the end of 1993, the Handelskammer formally assumed his ambassadorship, as well as expanded its purview to neighboring Austria. 
 
   
 
    
     
     The Handelskammer Deutschland-Schweiz in East Germany 
 
    
 
    How did the Swiss-German Handelskammer cultivate business ties in eastern Germany? In his memoirs, the former director of the Handelskammer, Hans-Joachim Meyer-Marsilius, traced the origins of its interest in the changing economy of eastern Germany to January 1990. In fact, Meyer-Marsilius’s interest in East German foreign commerce dated back to at least the late 1960s, when Swiss security officials had asked him to assess whether the East German regime should be allowed to place representatives of its Chamber for Foreign Trade (Kammer für Aussenhandel) in Bern or Zurich.17  Meyer-Marsilius’s long-standing interest, not merely the dramatic events that followed the Wall’s breach in November 1989, explains why the Handelskammer’s honorary president, Hans Vontobel, dispatched him to still-socialist East Berlin for a one-week semiofficial visit in January 1990. Housed in the private archives of the Handelskammer, Meyer-Marsilius’s notes on that visit reveal his—and Vontobel’s—objective: to prepare a new business consultancy featuring the Vontobel Holding, a banking trust presided over by Meyer-Marsilius’s old superior, Hans Vontobel. 
 
   
 
    
     
     Meyer-Marsilius’s Visit to East Berlin 
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