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Continued from paqe 14

is at best distorted. After all
the US aid amounted to less
than 2% of the “trizonal™ na-
tional product (substantially
less than its contribution to the
UK. for example), and served
not least US sales interests.

It was the democratic system
of the \West and the social nuir-
et economy which ultimately
noved so higely superion to thie
Csocahisie ol the GDIRL And
that s why the gates of this
scll-imposed prison were prised
open not from the outside, but
trom the inside. The Wall was
pushed over in 1989 by the
uprising of the oppressed. No-
once came to colonise. But the
[reedom-deprived vacuum ol
the GDR was inevitably unme-
diately filled by the free "West",
in the widest sense of the term.
GDR  products immediately
disappeared from the shelves:
an unmistakable warming ol
what was to come.

And so the rebuilding of
eastern Germany after E!E)Sﬂ
was very different from that of
West Germany after 1949: it
was much more than a physical
reconstruction of previously
eflicient production sites or a
modermisation of products. In
1989. the east was Initially
lacking in entrepreneurs re-
sponsible for their own assets
and companies with markets
for their products. a democratic
administration. a justice systeimn

based on the rule of law. a
democratic system of political
parties., a government system

based on this. etc. All of this
had been promoted by the
Western occupying powers i
the Federal Republic after 1945.

In the east. by contrast. the
roots of civil society inherited
lrom earlier days had been

completely torn out
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For this reason. the advice
offered by everv economic and
sociological theory in 1989 had
to be: give the GDR region lots
of time to develop on its own
initiallv. e.g. as part of a con-

federation. But in practice. this
altermnative was never on the
cards. The main reason why

was 1ot the eastern Germman orv
of “If the deutschmark doesn!|
come to us. we'll go to it", as the
placards of the time put it. The
existing Federal Republic could
probably have coped with a
large influx of GDR citizens just
as well as or perhaps even bet-
ter than it has coped with the
massive financial transfers. Bul
no responsible politician in the
east or the west could advocate
the re-establishment of tariff
and currency borders in Ger-
many. No citizen would have
tolerated them.

> anvone assessing the
wros s~ of reunification follow-
ing 1989 needs to start from
two facts: on the one hand. the
GDR was in no position to be-
come an integral part of what
wdas perhaps the most competi-
tive Western market democracy.
the Federal Republic of Ger-

-

i

“Tenth Anniversary of German Unity

Too Much Faith in the Wisdom of the Market

many.,
but on the other, this immedi-
ate integration was inevitable in
reality. The serious conse-
quences of rapid reunification
were  as  predictable as
were  unavoidable.  Paradoxi-
cally. this inevitability was ac-
tually due to the massive eco-

nomic and social disparities: il

these had been less, the GDR
citizens would presumably not
have wanted such a rapid re-
unihcation.

In other words, the recon-
struction and rebuilding of the
GDR alter 1989 had 1o take
place i a warket system ol the
existing  Federal  Republich -
starting  from  almost totally
nationalised firms run by con-
munist party functionaries. Il
any rebuilding at all was to take
place, it would be necessary 1o
begin by altering these struc-
tures. Privatisation was there-
fore the starting point for all
reforms. As a consequence, 1t is
the focal point for criticism to-
day. Let us remind ourselves ol
the facts: the GDR. with a
population larger than that of
the Netherlands. had bred mas-
sive corporate dinosaurs in Its
desperate attempt to become
self-sufficient. In fact, almost
the whole of East German in-
dustryv consisted in the end of
just 132 “combines”™ (by com-
parison, at the time industry in
the West consisted ol some
38.000 firms). If one were [lirst
to restructure these “compa-
nies” and only subsequently
transfer them to private inves-
tors — as was often called for -
it would have been necessarv
for government agencies (like in
G:DR days) to decide down to
the last detail who got how
much restructuring money lor
what and for how long. This
would have required constant
monitoring of the competitive-
ness of each individual combine
or part thereof. Just imagine a
bureaucratic apparatus resporii-
sible for deciding right down
perhaps. to the last 10.000
miarks. whether this or that
investment was still approprate
for this or that site or whether -
for example - it would be better
to replace the management of
the company. and so on. And to
ddo this for virtually all compa-
nies in the new Lander! It might
have been theoretically feasible.
but 1t was totally impossible in

Imu'tu .
What was needed was entre-

preneurs who were prepared to
take on the decentralised re-
sponsibility for a combine or a
part of one. People who were
ready to stake their own money
(however much that might be)
and who thus had to assess the
risks of the company. Gener-
ally. such solvent entrepreneurs
were only to be found in the
West.

Obviously. this is not to
denv the fact that in the course
of these privatisation mistakes
were made, fraud took place
and sometimes compailles were
even deliberately destroved to
cut out competition from east-

in such a short time -

they

ern Germany. Such a radical
restructuring does not proceed
ltke the meetings of the General
Synod. Why. for example, was i
necessary (o privatise the trad-
lng organisations into westemn
hands. since the western trad-
ers almost inevitably brought
their familiar western goods
across with them? Why did land
for production sites have 1o be
valued at such high prices-
generally far above the market
price today? Why replace maily
competent  eastern  German
managers for political reasons?
¢ ertamly. much could have
been done better,

But let us never forget: the
West was not responsible for
the pre-1989 social and eco-
nomie destruction of East Ger-
many which made this radical
(‘Imli_:_'_l' inevitable, it was the
failed communist system. And
sO une cannot place the main
blame tor the present sitnation
on the West.

good infrastructure. So where
did they expect the unique ad-
vantage of the GDR to be
found? Where was the ex-
tremely large industrial
workforce of 1989 supposed to
find its markets?

Three excuses are repeatedly
macde for the fact that the re-
covery in Eastern Germany did
not go as expected: the allegedly
wrong exchange rate used when
the deutschmark was Intro-
duced in 1990; too rapid an
increase in wages; and the loss
of the markets in the former
Soviet bloc,

When the Wall came down,
the deutschmark and the dollar
immediately became the unoffi-
cial - official currency of the
GDR. which still existed at that
time.  This “monetary union”
took place all by itself. well be-
lore the West German goveril-
ment announced {ts intention
to do this on 1 July 1990. The
only way to avoid it would have

g
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Nevertheless, the politicians
from Western Germany can still
be accused of turning a blind
evie to the |lrt‘di(‘hlt]}' great
ditficulties. All too often, they
drew an untenable comparison
with West Germany after 1949;
in fact. the 1948 currency re-
form even became an issue In
the first free elections to the
People's Chamber of the GDR
onn 18 March 1990. And so the
reconstruction of the economy
in the east was blocked right
from the start by the fact that a
majority of politicians and
business people claimed that a
perked-up infrastructure and
rapidly privatised companies
would create economic recovery
more or less automatically. And
not at some unknown point in
the future. but rapidly. In fact,
in view of the injections of fi-
nancial support from Western
Germany. many people even
expected a more rapid recovery
i the East than had taken
place in the West
1949. And yet people knew that
Western  Germany also  had
structurally weak areas, despite

following

been to establish a new state
and tariff frontier with border
controls. Who was supposed to
secure such a border? What
else could the Federal Govern-
ment have done?

On the subject of exchange
rates: lor private monetary as-
sets, which at the time totalled
191 billion marks (not
deutschmarks!) in East Ger-
many. adults under the age of
60 were given an exchange rate
of 1 to 1 for the first 4000
marks, and generally 1 to 2 for
amounts above this. In view ol
the considerable excess money
supplv in the GDR - like the
West Germans prior to their
currency reform in 1948, the
East Germans held a lot ol
worthless money - it seemed
likely that there could be a
sudden rise in inflation, but the
Bundesbank and the private
citizens of the GDR ultimately
acted so sensibly that this dan-
ger was averted. Any less lavour
able exchange rate for the cili-
zens of East Germanyv would
have exacerbated what today is
still a large gap in asset levels
between East and West. (The
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castern share of private mone-
tary assets, which currently
total DM 3.2 trilllon, stands at
less than 10%).

It is correct that the 1:]1 con-
version of corporate debt pre-
sented problems for many
firms, However, many of these
“inherited debts” were subse-
quently cancelled by  the
Treuhand and IIs successor
the BvS. And so here again the
conversion rate had virtually no
serfous negative consequences

Secondly, wages: in 1989,
average gross wages (n the West
were nominally three times as
high as in the East (1322 GDR
marks compared with 3966
deutschmarks). There  were
some suggestions that the Ini-
tial wages should have been

converted not at 1:1 but at
roughly 1:2, but this would
have meant that, whilst after
monetary union prices were

pretty much the same in East
and West (except for rents), the
workers in the GDR would only
have taken home between 500
and 600 deutschmarks (!) a
month. That would have been
unacceptable. In view ol the
price trends In the east of Ger
many, even the wages converted
at 1:1 soon came under pres-
suire for an increase Too soon
as sensible economic experts
rightly point out. But still not
soon enough for some people in
the east, such as those in the
civil service who now have to
get by on 86.5% of the western
salary (except for those working
for land Berlin) and work longer
hours, whilst their purchasing
power advantage has shrunk to
8% (from one third!).

The third excuse usually
given is that the GDR compa-
nies lost their export markets in
the East, and that this could
not have been predicted. Bul,
firstly, even the GDR exported
only one-third of its output,
which was a rather low figure
for what had once been such an
open economy in that area (de-
gree of integration in 1936
54%) and for a relatively small
country (the Netherlands are
now at over 50%). For this rea-
son, the loss to western suppli-
ers of the domestic markets in
the GDR was far more serious
And. secondly, who could have
expected even an FEastern
Europe with a stabilised econ-
omy to continue buying goods
from ex-GDR firms, given the
fact that they would now have
to be paid for in hard currency
and that the Western products
were better?

vV

In 1990, one thing was ob-
vious: the products, prices
quality and management of the
old Federal Republic. and of the
West in general, were so supe-
rior to those of the East that,
without additional protection,
the dilapidated economic
structure of the East would
collapse within a few weeks
Incredibly, however. the “mar-
ket economnists underestimated
the power of the market. And
this underestimation of the
consequences of the superiority
of the West led to a crucial errorn
in the strategy used to rebuaild
thiee East: markel
competition 1ot
things up ey
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SITrOoV NUIerior econoinic syvsienls
i open  competition. In  the
former GDR., this meant thal

until at least 1995 (when sepa-
rale statistics were still kept for
East and West). the eastern
German “output gap lin inter-

national  terms one would
speak of a trade deficit
amounted to more than DM
200 billion each vear. Even
tocdlav. it will not be much lower

It might have been possible
to grant local suppliers. for
example, more substantial ad
vantages (local content)
building infrastructure: il nec-
essary. the existing rules on
tender procedures could have
been suspended. But such pro-
posals were inunediately re
jected: they were disparaged as
market economy withh contra-
ceptives (Lambsdortt)

'he one-sided trust placed
i market forces led to a further
misjudgement with SCrions
consequences: in general, the
rebuilding ol the econoniy was
supported in the lorm of depre-
ciation allowances for invest-
ment in the East and not in the
formi of a referential tax ar-
rangement for the new Lander

Wl

themselves, as the FDP had
proposed in 1990. The oppo-
nents of a low-tax area feared
the sort ol misdirected devel-
opments associated with the
stibsidies for former West Ber-
lin. Todav. however, we Kknow
that the high depreciation al-

lowances not onlv lavoured a
formation of western (rather
than eastern) capital, but also

resulted in the bullding of ex-

cessively capital-intensive pro-
duction sites. These in turn
only had a minor impact on

employviment, but often resulted
in misplaced investment (otlice

buildings. for examplel and
expensive overcapad 1HHies
When in 1993 the Federa-

tion of German Industries again
cried out for a tax preterence los
value-added by the manulac-
turing sector in Eastern Ger-
many, Bonn refused to listen
placing its trust in markel
lorces. Ultimately, this meant
thiat the Federal Govermument
quite simply failed to utilise i1s
right, reconlirmed in the Maas-
tricht Treaty, to give the East
every sort of state aid "insolar
as such aid Is required in ordes
to compensate lor the economic
disadvantages caused by... divi-
ston” (at the time Article 92(2]c
ol the [LC Treaty)

And so the Industrial recov-
bhecame slower and slower
and thus more and more ex-
pensive. In fact, roughly three.
cnarters ol the annnal transten
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cconomic logic would normally
cdlictale, j.€ increased { nllt-
sinption  taxes (value-added
tax) there. the political parties
blocked one another). the fed-
Government's policy nlti-
mately resulted in the explosion
ol debt whose consequences are

now placing such a burden on

the whole of Germany in the
form of the “austerity pro-
grajme,

V1

Today. the high level of un-
cmployment in the east mnarks a
German  land-scape which s
deeply divided, both morally
and socially. Even ten vears on,
internal unity has still not been
achieved, and we will have to
keep working at it for many
vears. This also has serious
political consequences

In the east, the PDS, which
is the successor to the SED. the
GDR's communist party. has
not only come up close behind
the SPD in the Lander parlia-
ments: it actually threatens to
relegate the SPD to the status

of a third force. But the PDS
would never have been estab-
lished if the western political

—

parties had been as lenient to
SED members as they were to
Nazi party members after 19405
Some  talented individuals
business., sclence and society
were thus unnecessarily driven

into the 'S
At Iwnrl this PDS is still op-

posed 1o the market economy:
like all Marxist parties, it fails
1o understand that a country s
social strengths need to be un-
derpinned by an eflicient com-
petition-driven economy. It fails
to realise that democracy and
the market economy are in-
separable, The FDP and the
Greens. who have traditionally
been on hand in the West to
arrange a shift in power within
the market economy frame-
work. are virtually non-existent
in the east. But this will not
only have an lmpact in Eastern
Germany: we will increasingly
feel the new distribution of
power in Federal elections (oo
Democracy and the market
economy are not so firmly es-
tablished in the east. And, as
the Kosovo War has shown.
there are also substantial dil-
ferences in the way global po-
litical developments are as-

sessed in the east and the west,

Vil

What needs to be® done? We
shall continue to need a lot of
patience, a lot of time and
money, Even {f the adjustment
of the economic structures Is
advancing further, it will be a
long time before east and west
arrive at the same level, given
the slow growth rates. Mis-

laced expectations must not
e reawakened. It is therefore
inportant for the government 10
survey the situation after ten
years and to set out the next
ten years of the project of re-
building the east with clearly
defined objectives, timetables
and financial requirements, so
that the Germans know what to
expect and can review the prog-

ress made.

from: Die Zeit dated:
28.10.1999

Klaus v. Dohnanyi. former

Fecleral Minister and Mayor of
Hamburg, is involved in re-
building the economy of eastern

Germany as a consultant and a
manager,

KN

KUEHNE & NAGEL

IN THE BEST OF
HANDS. WORLDWIDE

& OUR SERVICES AT ONE GLANCE

@ Consolidated Container Services (LCL)
@ Full Container Loads (FCL)
@ Conventional Cargo (Breakbulk)

Air Freight

Project Shipment

Buver’s Consolidations

&)
o
8 Supply Chain Management
O
w

Purchase Order Control System (POCS)

8 Import Distribution

B Special Services

< DHAKA OFFICE

KUEHNE & NAGEL BANGLADESH LTD.
IOBAL CENTER, 6TH & 8th FLOOR
42 KAMAL ATATURK AVENUE

BANANI, DHAKA-1213

PHONE : 880-2-9884884/6/9_ 8816012-3. 8816003

FAX : 880-2-0884867

~CHITTAGONG OFFICE

FAX

KUEHNE & NAGEL BANGLADESH LTD.
JAHAN BUILDING #7, 5STH FLOOR

59. AGRABAD COMMERCIAL AREA
CHITTAGONG

PHONE : 880-31-721404, 721405
880-31-726544

Heartiest Felicitations to the Government
and the People of Germany

on

The Day of German Unity

-H=ID=LB=RC-

PRE PRESS EQUIPMENT

SHEET AND WEB OFFSET PRESS

QP
5y

o m
¥ - -

[J {;R!\PHHW‘ LIMI

FINISHING EQUIPMENT

\

PAPER CUTTING SYSTEMS

9-G, Motijheel C/A, Dhaka
Tel: 9564622 (3 lines)

_ [Yax: 880-2-9564739
TED)  E-mail: g-ltd@global-bd.net




