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Abstract

This paper investigates the process by which East German enterprises have been
privatized, and their resulting ownership and control structure. A corporate system
with a very high level of concentration of ownership has been created. This is
particularly closely associated with ownership and direct control by West German
companies. The paper argues that this has allowed East German enterprises to gain
access to finance, markets and managerial skills which they might otherwise have
been denied. The resulting 'insider' system of corporate control will over time allow
East German companies to participate in the control of their own and West German
companies.

The Treuhandanstalt has organized the privatization process to achieve certain
industrial and social objectives. It has broken up the large multi-plant enterprises to
an extent that East German enterprises are now smaller than their West German
counterparts. It has used informal liquidations rather than formal bankruptcies to be
able to achieve its objectives. Privatizations have not involved the flotation of
companies on the stock market. Instead, the Treuhand has arranged share and
asset transfers on a scale which is in excess of merger activity commonly observed
in the West.

Zusammenfassung

In dem Papier wird der Prozel3, durch den ostdeutsche Unternehmen privatisiert
wurden, und die daraus folgende Eigentums- und Kontrollstruktur analysiert. Ein
System wechselseitiger Verflechtungen mit einer aullerordentlich hohen
Eigentumskonzentration wurde geschaffen. Dabei spielen westdeutsche
Unternehmen eine herausragende Rolle. In dem Papier wird dies dahingehend
interpretiert, dald ostdeutsche Unternehmen dadurch Zugang zu Finanz- und
Managementressourcen und zu Markten bekommen haben, der ihnen sonst
verwehrt  geblieben  ware. Das entstandene  ,Insiderf-System  von
Uberkreuzeigentumsverhaltnissen wird den ostdeutschen Unternehmen allméhlich
die Mdglichkeit geben, ein hoheres Mald an Kontrolle tber ihr eigenes Unternehmen
wie auch Uber westdeutsche Unternehmen zu gewinnen.

Die Treuhandanstalt hat den Privatisierungsprozel3 im Hinblick auf bestimmte
industriebezogene wie soziale Zielsetzungen organisiert. Sie hat die grol3en
Kombinate mit ihren vielen Betrieben so stark aufgeteilt, daf} ostdeutsche
Unternehmen jetzt kleiner sind als entsprechende westdeutsche Unternehmen. Sie
hat dabei eher informelle Liquidationen an Stelle von formellen Insolvenzen
angewendet. Die Privatisierungen sind nicht durch Eigentumsibergange von
Unternehmen an der Borse vorgenommen worden. Stattdessen hat die
Treuhandanstalt den Ubergang von Unternehmensbeteiligungen wie von
Teilunternehmensverkédufen in einem hodheren Umfang organisiert, als dies
normalerweise im Westen zu beobachten ist.
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1 Introduction

The Treuhandanstalt formally completed its operation at the end of 1994. It has privatized
over 14,000 enterprises and parts of enterprises and closed over 1,000. Its successor
organizations have been left to sell one hundred firms and to complete the winding up of
2,400. The Treuhand has played a major role in shaping the new East German economy.
It began in mid 1990 with assets employing 55% of business sector employees and in late
1994, ex-Treuhand firms employed some 30% of business sector employees.

The purpose of this article is to establish what has happened. There are two parts to this:
first what was the process by which enterprises have been restructured and, second, what
is the resulting structure of enterprises and industries. This article does not address issues
concerned with the cost of financing the Treuhand, wages policy or environmental
obligations.

In Carlin and Mayer (1992, 1994), the process by which the Treuhand organized the
privatization of East German enterprises was examined. They record a high level of
restructuring of enterprises by the Treuhand prior to privatization. This 'macro
restructuring’ involved an assessment of the viability of enterprises, the spinning off,
liquidation and closure of parts of businesses, seeking buyers for other segments and the
imposition of employment and investment guarantees.

Carlin and Mayer argue that privatization occurred through a central agency rather than
market processes to meet a number of social objectives including the maintenance of
employment, regional policy and industrial composition. The Treuhand operationalized its
social obligations through the inclusion of employment and investment guarantees in the
criteria for evaluating competing bids for enterprises. These necessitated an assessment
of the financial viability of bidding firms. Externalities in the location decisions of firms
and the commitment of firms to sustain activities undermined the use of subsidies in
conjunction with open tenders for firms.

This paper examines the outcome of the Treuhand process. It begins in section 2 by
examining what has happened to ownership and control of East German enterprises. It
records a high level of concentration of ownership in East Germany comparable to that
found in West German companies (Franks and Mayer 1994). Associated with the high
level of ownership concentration is an apparently high degree of control by owners over
managers. However, there are important differences in the nature of the ownership. In
particular, company ownership is more important relative to family ownership in East than
in West Germany.

Section 3 examines the restructuring process prior to privatization. One of the main
effects of restructuring by the Treuhand has been to reduce the scale of East German
enterprises. In 1991, most industries still had a higher proportion of multi-plant
enterprises in East than West Germany. The Treuhand's activities were directed at
restructuring at a macro level, splitting up multi-plant enterprises and radically shifting the
employment structure. Within plant 'strategic' restructuring remained to be undertaken by
the new owners.



Section 4 uses the standard forms of property transfer in the West as bench-marks for
evaluating the privatization and restructuring process in East Germany. Comparison of
Treuhand sales with mergers, initial public offerings and bankruptcies in West Germany,
the UK and the US provides a better understanding of the way in which privatizations
have been organized and the role of the Treuhand in substituting for alternative
institutional arrangements which exist elsewhere.

2 Ownership and control

This section examines the ownership and control of privatized enterprises in East
Germany. Using data collected from the Treuhand's enterprise data bank, we examine the
degree to which ownership is concentrated or dispersed and the relative importance of
different classes of owners, such as banks, non-financial companies and families. We use
data on board representation to relate patterns of ownership to board control.

Ownership structure of privatized enterprises

All enterprises sold by the Treuhand were classified as (i) having a majority owner where
there was one shareholder with more than 50%, (ii) having a large minority shareholder
where there was one shareholder having between 25% and 50% and (iii) being widely
held where there was no shareholder with more than 25% of shares. In those cases where
there was a large shareholder, the nature and location of the shareholder was identified
and classified as corporate, family, government and other in West Germany, East
Germany or elsewhere.1

Table 1 records a very high degree of concentration of ownership of firms sold by the
Treuhand. In 94% of enterprises there is a single shareholder with more than 25% of
shares and in 72% of firms there is a single majority shareholder. Moreover, majority
owners frequently hold 100% of the privatized company: two-thirds of the stakes held by
West Germans in privatized firms (weighted by employment) are 100% holdings. Even
by the standards of large West German companies, ownership is highly concentrated in
East Germany. A study by Franks and Mayer (1994a) of the largest 171 quoted
companies in West Germany reported that in 85% of companies there was a single
shareholder with more than 25% of shares and in just over 50% of companies there is a
single shareholder with a majority shareholding. The equivalent figures for the UK are
13% and 6% respectively.

Large quoted companies provide a poor basis for comparison with the population of
privatized East German firms, which have an average size of less than two hundred
employees. Table 1 therefore splits the population of firms privatized after the end of
1991 into enterprises with more and less than 500 employees and includes ownership
information on two samples of smaller West German firms. The sample in column 4 is
the 93 smallest quoted companies in West Germany; the sample in column 5 is all (93)

1 The proportion of East German owned firms is probably overstated in so far as East German subsidiaries
of West German or foreign firms may be used to acquire Treuhand enterprises.
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enterprises in the construction equipment industry, reporting in Hoppenstedt business
directories for large and for small and medium sized enterprises.

In West Germany, ownership concentration is greater in small than large firms. In East
Germany, the converse is true: concentration of ownership is greater in firms with more
than 500 employees than it is in firms with less than 500 employees. A possible
explanation for this is that buy-outs by groups of managers and employees are more
prevalent in small than large enterprises creating a comparatively high dispersion of
ownership in small enterprises.

As in the case of West Germany (see Franks and Mayer 1994a), the dominant owners of
large share stakes in East Germany are other companies and families. Other companies
are more important as owners for East than for West German enterprises. Whereas banks
were large shareholders (with a share of at least 25%) in 6% of large and 4% of small
West German quoted companies, their role as equity holders in privatized East German
companies is negligible. Family ownership is quite evenly split between East and West
German families but tends to be associated with West German families in the larger
enterprises. Corporate ownership is firmly biased towards West German companies,
especially in the case of larger enterprises. This points to large scale acquisition of East
German enterprises by West German firms.

In summary, ownership in East Germany is dominated, firstly, by other, usually West
German, companies and, secondly, by families, usually from West Germany. Two-thirds
of all stakes owned by West German companies or families comprise 100% of the East
German firms. Table 2 shows that in total at least 60% and probably more than three-
quarters of employment in privatized enterprises comes from West German and foreign-
owned firms.

Control

Ownership concentration provides a broad indicator of the extent to which owners of the
firm can exert control over management. An additional source of information is board
representation. Information is only available for public companies - i.e. for AGs.
However, the prevalence of AGs as against other legal forms, e.g. GmbHs, is of itself
interesting. The two-tier board structure of AGs creates greater scope for managerial
autonomy than a one-tier board. AGs are required to have separate management and
supervisory boards whereas only large GmbHs have two-tier boards. Table 3 records the
legal forms of enterprises in East and West Germany. It shows that in 1991, AGs were a
more common legal form in East than in West Germany and were even more common
amongst Treuhand firms. By 1993 this had been reversed partly as a result of the
Treuhand changing the legal status of enterprises from AG to GmbH in order to secure
greater control.  Furthermore, as the lower half of the table records, the average amount
of capital employed in East German AGs (huge ex-Kombinats in 1991) fell from being
above to well below the average of West German AGs, while the amount employed in
East and West German GmbHs was about the same in East and West Germany. AGs are
therefore of considerably less importance in East than West Germany, pointing to direct
control being exerted by West German owners.



There is also some indication that owner control may be stronger for the remaining AGs
than is typical of equivalent West German firms.  Pfannschmidt (1993) has examined
supervisory and management board representation of West German firms which have other
corporate shareholders. As shown in Table 4, he records a positive association between
the size of shareholdings of parent firm and the likelihood that a member of the
management board of the 'parent’ company sits on either the management or supervisory
board of the 'subsidiary’ firm. In more than 80% of the cases in which the parent has a
majority stake in the subsidiary, Pfannschmidt reports at least one common member of the
management board of the corporate shareholder and the supervisory board of the
subsidiary. Common membership of management boards was only observed when there
was a majority ownership stake: for an ownership stake of 50-75 %, there was common
membership in 16% of cases. An ownership stake above 75% was accompanied by
common management board membership in 31% of cases.

We have examined board representation in 15 privatized AGs in East Germany for which
ownership and post-privatization supervisory and management board data were available.
In 13 of the 15 cases (87%), there was not only common membership but the supervisory
board of the East German company was chaired by a member of the management board of
the majority owner. The evidence of a closer connection at the management board level
than in West Germany is clearer: in 7 of the 15 cases, a member of the management
board of the owner (or a subsidiary of the owner) was a manager of the East German
company.2

This finding is reinforced by additional evidence from a study of parent-subsidiary
relations in a sample of West German quoted companies (from the same data-base as that
used by Pfannschmidt) which reports that common membership of management boards
was equally divided between cases of appointment of a manager from the subsidiary to the
board of the parent (from below to above) and vice versa (Holtmann 1989 p.102). In the
East German cases, common membership was always from above to below. Holtmann
found that in years in which the placement of a management board member from above to
below occurred in West German companies, the annual report of the parent company
typically recorded that the subsidiary sustained losses and was undergoing reorganization,
restructuring or rationalization (p.103). The post-privatization phase in East Germany
appears to be characterized by similarly tight management control by the parent firm.

Privatization into an ‘insider' system of corporate control

Franks and Mayer (1994b) contrast 'insider' and 'outsider’ systems of ownership and
control. In the 'outsider' systems of the UK and US, most large companies are quoted on
stock markets. Ownership is widely dispersed amongst individual and institutional (non-
bank) shareholders. Takeovers are an important form of corporate control. By contrast,
in the 'insider' systems of much of Continental Europe and Japan, there are a large

2 Data from Hoppenstedt and Commerzbank (1994). The 15 AGs comprised companies from financial
services (7), mechanical engineering (4), chemicals (1), textiles (1), gas distribution (1) and food and drink
(1). The companies from financial services cover virtually the entire sector reporting in Hoppenstedt
(1994). AIll AGs in mechanical engineering were inspected. For four of the six privately owned AGs
reporting in Hoppenstedt, sufficient information was available on ownership and board membership.
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number of large private companies which are not quoted on stock markets. Where
companies are listed, ownership is concentrated in the hands of a small nhumber of
predominantly family, bank and other corporate investors. There is little hostile takeover
activity and little external control by outside investors.

Franks and Mayer argue that the concentrated ownership of the insider system permits a
greater degree of commitment by owners to other stakeholders (employees, suppliers,
purchasers) in the firm. They describe a free rider problem in corporate control which
arises in outsider systems in the absence of single large shareholders. Only an insider
system makes it possible for a company to make a commitment to long-term investment
which is credible to complementary factors. Investor commitment is particularly
important in industries in which large investments by other stakeholders are required as
part of the production process. This is probably especially relevant to Eastern Europe
where development of manufacturing production is of primary concern and where the
commitment of suppliers, purchasers and employees to long-term, specific investments
will be required. In East Germany, the privatization process has produced the
concentrated ownership which is conducive to such long-term specific investments.

From Table 1, it is clear that privatization has produced an economy in East Germany in
which subsidiaries of West German companies figure prominently: over one quarter of all
privatized firms are owned by a West German company and over half of larger firms have
a West German corporate owner . One of the characteristic features of the insider system
is that it allows subsidiary companies to exercise control as well as be controlled
themselves. Figure 1 illustrates. Initially, control runs largely from parent (A) to
subsidiary (B). But over time, B itself may gain partial control either directly through a
cross shareholding or in a more complex intercorporate holding involving company C.
Privatization into an outsider system in which there is a strictly hierarchical system of
corporate control running down from ‘outside’ individual and institutional shareholders

as is the case in the UK or US precludes the reverse transfer.

A A A
- T or
B B B —=C
Initial ownership Final ownership and control
and control
Figure 1

This suggests that the predominance of West German corporate ownership and control of
privatized firms may be a transitory feature of the East German economy. Over time, a
certain measure of East German control can be expected to reemerge, with East German
managers enjoying the degree of independence which normally characterizes subsidiary-
parent relations in West Germany.



There may be a subsequent stage which will involve a still more significant role for East
German enterprises. Partial sales of share stakes between firms as against total
acquisitions of companies are an important component of the development of the ‘insider’
system. We can therefore expect over time that some of the concentrated holdings in East
German enterprises will be sold to other enterprises and that East German enterprises will
in turn acquire share stakes in West German enterprises. According to this description, we
are observing the 'greater German insider system' in the making.

3 The structure of enterprises and industries

The Treuhand has left its mark on the East German economy not only in terms of the
resulting ownership and control of privatized enterprises but also in the structure of
enterprises and industries. Figure 2a records the share of employment attributable to
firms of five different size classes in manufacturing industry in East Germany, West
Germany and the UK. The data for East and West Germany refer to two different periods
in each case: 1989 and 1993 in East Germany and 1970 and 1987 in West Germany. The
figure tells a remarkable story.

As widely noted, prior to privatization, East German industry was dominated not only by
large combines but by very large firms (VEBs) which together formed the combines: 75 %
of employment was in firms (VEBs) employing more than 1,000 people. In comparison,
less than 50% of employment in West Germany is accounted for by similar sized firms.
By 1993 following the period of intensive privatization, the picture had completely
reversed: less than 25% of employment in East Germany occurred in firms with more
than 1,000 employees. The main growth in share has occurred in firms employing less
than 100 workers, with large increases also occurring in the share of firms with between
100 and 200 employees. As a benchmark, over a period of 17 years between 1970 and
1987, the distribution of employment in West Germany remained virtually unchanged.

Some of the change in size distribution is attributable to 'downsizing’ of plants. Figure 2b
shows that there was a significant reduction in the size of plants in East Germany in just
one year, between 1991 and 1992. A look at figure 3 shows that this largely occurred in
three industries: mechanical engineering, electrical engineering and vehicles. However,
this on its own does not account for the overshooting of the size distribution of East
German enterprises: the distribution of employment by plant sizes in 1992 is not very
different from that in the UK. There is a strong resemblance between the change in size
distribution of plants which occurred in one year in East Germany with that which took
place over 15 years in the UK. By contrast, West Germany once again presents a very
stable picture.

Instead, figure 4 shows that the really remarkable change in East Germany has been in the
average number of plants per enterprise. In 1991, the ratio of multi-plant to all
enterprises was approximately 50% larger in East than West Germany. Just two years
later in 1993, the ratio in the East was approximately 50% of that in the West. This
probably understates the extent to which multi-plant enterprises have been broken up
because the figure only refers to East German enterprises. East German plants (without
their own legal identity) owned by a West German or foreign enterprise are not included;
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if they were then the number of single plant units as a ratio of total enterprises would be
higher.

Survey evidence over the period of operation of the Treuhand suggests that its activities
were largely confined to the 'macro’ restructuring of breaking up enterprises and
employment reduction (DIW 1992a, 1992b, Kihl 1993). Table 5 provides data on the
pattern of macro restructuring by the Treuhand in the most rapid privatization period from
mid 1991 to mid 1992. The Treuhand contributed to the restructuring of East German
industry by breaking up firms and cutting employment in them: as the lower half of the
table records, there has been a systematic movement of firms from higher to lower size
classes. Of the firms with over 1,000 employees, just under 30% were disposed of, 6%
were dissolved through split-ups and of those surviving in the Treuhand, three-fifths had
less than 1,000 employees by mid 1992. The result was that there were only one-third as
many of these very large enterprises left in the Treuhand by mid 1992. Smaller firms
were easier to privatize: 31% of the smallest size class were privatized as against 16% of
enterprises with more than 1,000 employees.

Within plant restructuring has typically been left to the new owners. One quantitative
indicator of the extent of this is the level of investment per head in ex-Treuhand firms as
compared with those remaining in the Treuhand. Table 6 reports survey data from the
winter of 1993/94. It shows that the level of investment per employee was markedly
higher in privatized firms than in those owned by the Treuhand (this is true of earlier
years as well (DIW 1994b). It also appears that privatized firms which are owned by a
company, especially if it is a West German or foreign company, have a higher level of
investment than those which were privatized as MBO/MBIs in which dispersed ownership
IS more common.

A clear picture of the restructuring process undertaken by the Treuhand emerges. Prior to
privatization, East Germany started with many more multi-plant enterprises than those in
the West. A primary function of the Treuhand has been to break up multi- into single
plant enterprises to a point where the average size of enterprises in East Germany fell well
below that in West Germany and the UK. The average size of plants in East Germany
was initially somewhat larger than that in West Germany. Whilst there has been some
scaling down of the size of individual plants, it is not as pronounced as for multi-plant
operations. The average size of plants in East Germany is now somewhat less than that in
West Germany but commensurate with that in the UK. Within plant restructuring
requiring large investment outlays has typically awaited privatization.

4 The restructuring and privatization process

In this section, we investigate how closely the restructuring, privatization and liquidation
processes carried out by the Treuhand match the standard forms of property transfer
observed in western economies. Ownership transfer of western companies occurs through
initial public offerings (IPOs) of firms coming to the stock market for the first time,
bankruptcies (and reorganizations), and mergers.



IPOs

Initial public offerings have not been used in East Germany. This is consistent with the
comparatively low level of IPO activity in West Germany (see Table 7). The Treuhand
quickly discovered that the extent of restructuring required to produce suitable candidates
for flotation on German stock exchanges was beyond its resources; instead, it took the
view that this cost should be borne by private owners.

Mergers

The most comprehensive coverage of acquisitions of enterprises in East Germany is
provided by the Treuhand data and in West Germany by the Wupper Report. This
comparison (columns 1 and 2 in Table 7) shows that the annual rate of sales in East
Germany was above that observed in West Germany and the UK and on a par with
annual acquisitions in the US (Table 7). Whereas in western countries, the majority of
mergers relate to the sale of companies through share deals, the Treuhand privatizations
were biased toward asset deals in which parts of firms were sold. This is a feature of the
Treuhand-Wupper comparison as well as of the Kartellamt data (columns 3 and 4 of Table
7). The Kartellamt data are less comprehensive in coverage since they primarily refer to
larger transactions where competition issues may arise. The higher share of asset deals
points to the large amount of corporate restructuring undertaken by the Treuhand prior to
disposals, in line with the evidence presented in section 3.

Confirmation of the argument of section 3 that extensive post-privatization restructuring
was required comes from the classification by the Kartellamt of mergers as horizontal,
vertical or conglomerate. In mergers involving an East German company, there appears
to have been a systematic tendency for a higher proportion of horizontal mergers (i.e.
within two-digit industries) than is characteristic of mergers of West German firms (Table
8). The only exceptions are the agriculture, energy and mining and transport and
communications sectors.

The annual average level of acquisitions in West Germany lies between that recorded in
the UK and in the US (Table 7). This represents a higher level of ownership transfer than
might have been expected given the degree of concentration of ownership of German
companies. It serves to highlight the existence of sales of share stakes within the
corporate sector or between companies and family groups in the insider system which was
discussed in section 2 (and Figure 1) above. Acquisitions in West Germany unlike those
in the UK and US are rarely tender offers representing full bids for companies. Instead
they are negotiated partial sales of share stakes, with between one-half and two-thirds
involving the sale of majority stakes (Bundeskartellamt 1993, Wupper Report 1990, 1991).

The Treuhand has organized a market in the sale of share stakes which more closely
resembles the considerable volume of merger activity conducted through negotiated sales
in West Germany than the tender sales of the Anglo-American economies. Just as the
West German system of ownership transfer allows the interests of other stake-holders to
be taken into account, negotiated sales allowed the Treuhand to balance the interests of the
state as owner of the assets against the interests of the other stake holders (employees,
East German suppliers, etc.) (Carlin and Mayer 1994).



Bankruptcy and reorganizations

The implementation of a bankruptcy code has been seen as essential to the creation of hard
budget constraints for enterprises in the transition (Mitchell 1993). The West German
bankruptcy code (with only minor amendments) was applicable to companies in East
Germany immediately. As Table 7 records, the official insolvency data show a failure
rate of East German companies in 1993 which is high relative to that in West Germany
but comparable to that in the UK. A sectoral comparison of official insolvencies in Figure
5 reveals a very similar pattern in East Germany (1993) to that in other countries. There
has been a lower proportion of bankruptcies in the service sector of the East German
economy than elsewhere and a higher proportion in transport and energy. However, the
differences are not pronounced.

The official data, however, reveal only part of the story in East Germany. Enterprises in
liquidation at the Treuhand (column 1 of Table 7) do not enter the official bankruptcy
statistics. Just 11% of Treuhand closures can be accounted for by formal bankruptcies.
The reason for this is clear. Liquidations allow the Treuhand to retain control of the
closure process while formal bankruptcies transfer control to the courts (Wandel 1993).
The Treuhand was thereby able to impose its employment and investment criteria which
would have been subsumed under creditor considerations in a formal bankruptcy. In that
regard the Treuhand can be viewed as creating a Chapter 11 type bankruptcy procedure in
a country with a creditor oriented bankruptcy code. The need to do this presumably
reflected the absence of the informal reorganization function performed by West German
banks outside of bankruptcy which can moderate the stringent imposition of creditor
interests. In Chapter 11, the debtor is afforded protection from creditors. In East
Germany, liquidity was extended by the Treuhand to prevent the triggering of official
insolvency in its firms. The important function of the Treuhand in keeping manufacturing
firms out of bankruptcy is highlighted in figure 5 which shows the difference in the
sectoral patterns of insolvencies and Treuhand liquidations.

The Treuhand appointed an outside liquidator (not an incumbent manager) to wind up
firms destined for closure. The liquidator was required to dispose of the assets according
to the standard Treuhand criteria (using employment and investment guarantees in the
evaluation of competing bids). In contrast to Chapter 11, but parallel to the informal
bank-led restructuring in West Germany, the problem of incumbent management having
excessive bargaining power in the bankruptcy proceedings arising from conflicts between
creditors was avoided in the Treuhand.

While creditor control was substantially eroded by the Treuhand, it does not appear as if
creditor interests have been abused, at least in formal bankruptcy procedures. The
recovery rate in bankruptcies has been appreciably higher in East than West Germany: for
priority creditors, in excess of 60% was recovered in East Germany as against under 40%
in West Germany in 1992 (Statistisches Bundesamt, Fachserie 2, Reihe 4.2 1992.). This
presumably reflects the position of the Treuhand in guaranteeing the claims of creditors in
East Germany.

What has therefore been observed in East Germany are share stake sales and bankruptcy

procedures organized by the Treuhand. As argued in Carlin and Mayer (1992, 1994), the
involvement of a state agency was motivated by the desire to achieve certain social
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objectives, including levels of employment and investment, and the sectoral and regional
composition of industry.

5 Conclusion

The paper has recorded a quite clear pattern of privatization and restructuring of East
German enterprises. The primary function of the Treuhand has been to break up the
remaining large combines and in particular, the large enterprises (VEBs) which dominated
the GDR by splitting multi-plant into single plant enterprises. A primary reason for this is
that single plant enterprises are easier to sell. In addition, the Treuhand has scaled down
employment within enterprises so that employment is now less concentrated in large plants
in East than in West Germany. The Treuhand has therefore followed a top down
approach of breaking large enterprises into manageable plants of modest size, leaving the
new owners to undertake further restructuring at the level of individual plants.

Ownership transfers resemble mergers and acquisitions in western economies. Since East
German enterprises have not been floated on stock markets, the Treuhand has had to
provide a surrogate market in property rights. Quite remarkably, it has arranged sales of
assets and shares at levels which are above those annually observed in West Germany, the
UK and US.

In addition, since German bankruptcy law does not offer debtors protection against
creditor claims, the Treuhand has had to organize liquidations outside of formal
bankruptcy. This has permitted the Treuhand to retain a greater degree of control over
the liquidation procedure and to impose employment and investment guarantees as part of
the sale process. The Treuhand has therefore been able to introduce elements of a
Chapter 11, debtor oriented bankruptcy code into what is very much a creditor oriented
formal bankruptcy procedure.

The privatization of East German enterprises has resulted in a dominance of ownership by
West German companies. Concentration of ownership of East German enterprises is high
by the standards of large West German companies, in line with that of smaller West
German companies and substantially in excess of that observed in the UK and US. As in
West Germany, families and other companies dominate these large share stakes but the
proportion of inter-corporate holdings is higher in East than West Germany and these are
dominated by West rather than East German firms.

Management control of East German enterprises by parent firms appears to be greater
than in West Germany. The proportion of companies which have separate management
and supervisory boards is smaller in East than West Germany and representation by parent
firms appears to be greater on both the management and supervisory boards of East
German enterprises. The ownership and control of East German enterprises is therefore
dominated by West German firms.

One rationale for the Treuhand's strategy which has produced this outcome is that control
has been necessary to secure access to finance, markets and management. Other than
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subsidized finance, investment in East Germany has not come directly from banks but via
West German and foreign enterprises. In spite of an efficient system of commercial and
development banking, East German enterprises which are not owned by a West German or
foreign firm face a problem in obtaining finance, especially for intangible investments in
management, marketing and product and process innovation. Retentions are not available
as a source of finance (Carlin and Richthofen 1995). Access to international markets has
not come from joint ventures but from foreign, including West German, ownership.
Management services have not been bought in from consultants but have been transferred
from their western operations by the new owners (Dyck 1994).

West German and foreign control has been necessary to complete the restructuring process
begun by the Treuhand and to allow financial, product and managerial labour markets to
operate. To the extent that bank financing has been used it has come via West German
firms which are able to offer lenders collateral and reputation. Control over investment
decisions has therefore been transferred to West Germany and abroad.

The association between the provision of finance, managerial skills and access to markets
can be explained in terms of the recent incomplete contracts literature of corporate finance
(see Hart and Moore 1994). According to this, risks of default impose limitations on the
amounts of finance that companies can credibly promise to repay. In the presence of
credit market limitations, internal finance (retained earnings) will be an important
constraint on investment in physical assets, human capital, including managerial skills and
the creation of markets. Internalization of access to these through foreign ownership is
therefore crucial to the successful development of East European enterprises.

The absence of initial public offerings and a market in property rights is consistent with
the high level of 'inside’ ownership and with the use of negotiated transfers of ownership
in preference to tender offers which are observed in West Germany. One of the merits of
partial share stake sales is that they permit intercorporate holdings of equity which allow
'subsidiaries' to acquire share stakes in parents and other companies. Unlike Anglo-
American quoted corporations, ownership and control do not in general run
unidirectionally from parent firms to subsidiaries in West Germany. Intercorporate
ownership and insider control are therefore the means by which East German enterprises
can be expected over time to regain control of each other and West German enterprises.
They are probably an important component in persuading East Germans to relinquish
control temporarily over their enterprises.

The East German experience points to the limitations on rapid restructuring elsewhere in
Eastern Europe? First, a central agency is needed to identify and organize the sale of

3 Estonia provides a rare example in Eastern Europe where a privatization strategy similar to that of the
Treuhand was adopted (Nellis 1995). The Estonian Privatization Agency sought to establish a competitive
process to find core investors for state owned enterprises. By the end of 1994, 80% of state property had been
sold and foreigners accounted for 40% of investors. International agencies were used to finance and organize
the pre-privatization restructuring. As in East Germany, pre-privatization restructuring focusing on splitting
up large enterprises preceded privatization: sales of firms with more than 500 employees have been rare and
only two have occurred with more than 1,000 workers.
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viable enterprises and assets and liquidate the remainder. In undertaking these functions,
the agency is replicating the operation of markets in ownership stakes and debtor oriented
bankruptcy systems. Second, completion of the restructuring process requires access to
finance, markets and management expertise. This will be fastest when control is
transferred to western companies. In the absence of well functioning state agencies and
domestic 'foreign’ firms, the speed of restructuring in Eastern Europe will be restricted
to the speed at which new institutions and profitable enterprises can be created (see e.g.
Aghion et al. 1994, Grosfeld and Roland 1995).
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APPENDIX: Notes for TABLE 7.

1 A note on the rate of acquisitions: The total number of firms used as a reference point in calculating this
ratio is the same number that is used to calculate the business failure rates. Note that the definitions of what
constitutes a firm vary substantially across countries. For East Germany no such number was available for
the years 1991 and 1992. The rate of acquisitions for the East German Kartellamt data uses the number of
firms in East Germany in the year 1993 as a reference point. As the number of firms has been increasing
rapidly in the period 1991 to 1993, this number is a lower bound for the rate of acquisitions in 1991 and
1992.

Acquisitions:

THA privatisations: THA privatisations through share and asset sales. Source: Treuhandanstalt, 'THA
Monatsherichte', various issues.

Kartellamt EG = cases of acquisitions, mergers, new ventures and cooperation agreements in East
Germany, or involving East German companies, as reported to the Bundeskartellamt, ave. 1990-
1992, Source: Frisch (1992, 1993).

Kartellamt WG = cases of acquisitions, mergers, new ventures and cooperation agreements involving West
German companies, reported to the Bundeskartellamt, ave. 1973-1992, (Source: Bundeskartellamt
(1993)

'Wupper' data = acquisitions, mergers and new ventures involving German firms recorded in the Wupper
Report, avg. 1989, 1990, Source: Wupper & Partner GmbH, (1989/90 & 1990/1991)'

UK data on acquisitions = mergers & acquisitions involving UK firms, ave. 1989-1992, Source: AMDATA
database, reported in: Acquisitions Monthly various issues.

US data on acquisitions = mergers & acquisitions involving US firms, avg. 1980-1990, Source: Data
generated from M&A database of MLR Publishing Company, Philadelphia, reported in: US
Department of Commerce et al. Statistical Abstract ofthe United States, 1991, 1992 & 1993 issues.

Notes on the acquisitions definitions:

- 2774 privatisations: The per annum rate of THA privatisations was calculated in the following way: {
(Number of THA firms fully privatised through share deals in the period 7/90 to 9/94
(Unternehmen vollstandig privatisiert)) + (Number of THA firms majority privatized through
share deals in the period 07/90 to 9/94 (Unternehmen mehrheitlich privatisiert)) + (Number of
parts of THA enterprises sold in asset deals in the period 7/90 to 9/94 (privatisierte Betriebsteile))
} /4 . Note that there was insignificant privatisation activity in the period 7/90 to 9/90.

- Wupper Report data: The data on West Germany includes acquisitions of West German companies by
West German companies, acquisitions of West German companies by foreign companies and
acquisitions of foreign companies by West German companies as well as joint ventures involving
West German companies either in West Germany or abroad. The share of assets deals, share deals
and mergers/joint ventures refers to all of the aforementioned categories.

- Kartellamt general: By German law, acquisitions (also mergers and cooperation agreements) have to be
reported to the Bundeskartellamt, the German monopolies and mergers authority, when the joint
turnover of acquirer and acquired exceeds DM 500 mio. This excludes many acquisitions,
especially those where a medium sized company acquires another medium sized company. For this
reason the Kartellamt figures for East and West Germany are substantially lower than those
reported by the THA or the Wupper report.

- Kartellamt EG: The data comprises all cases referred to the Kartellamt, where an East German company
or an activity in East Germany was involved. The data includes acquisitions of East German
companies by other East German companies, acquisitions of East German companies by West
German and foreign companies as well as joint ventures involving East German companies in East
Germany, but not acquisitions of foreign companies by East German companies or joint ventures
abroad involving East German companies.

- Kartellamt WG: The data comprises all cases referred to the Kartellamt, the German monopolies and
mergers authority, excluding those cases where West German company acquired an East German
company or an East German company acquired a West German company. Data includes:
acquisitions of West German companies by West German companies, acquisitions of West German
companies by foreign companies and acquisitions of foreign companies by West German companies
(where those acquisitions have implications for domestic German competition control) as well as



joint ventures involving West German companies in West Germany or abroad (where those joint
ventures have implications for domestic German competition control). The share of assets deals,
share deals and mergers/joint ventures refers to all of the aforementioned categories.

- I/K acquisition data: The data on the UK includes acquisitions of UK companies by UK companies,
acquisitions of UK companies by foreign companies and acquisitions of foreign companies by UK
companies. The share of divestitures and acquisitions of independent companies refers to
acquisitions of UK companies by UK companies and the direct and indirect (via UK subsidiaries)
acquisitions of UK companies by foreign companies, however not to foreign acquisitions by UK
companies.

- US acquisition data-. The data on the US includes acquisitions of US companies by US companies,
acquisitions of US companies by foreign companies and acquisitions of foreign companies by US
companies. The share of divestitures and acquisitions of independent companies refers to all three
of the aforementioned categories, that is including acquisitions of foreign companies by US
companies.

IPOs:

German IPO data.The value of an IPO refers to the total market capitalisation of a flotation. All values
were converted to 1985 prices using the investment goods price index from the national account
statistics. Source: Borse Frankfurt; Goergen, M., 'The Ownership and Control Structure of
German Corporations Going Public between 1973 and 1993' (1994), mimeo, University of Oxford;
Investment goods price deflator: Statistisches Bundesamt, Statistische Jahrbiicher, various issues,
table 'Preisentwicklung des Inlandsprodukts - Anlageinvestionen'.

UK IPO data: UK IPO on UK 'Official List', including all equity-issuing flotations of previously unlisted
companies (i.e. placings, offers for sale or tender), excluding flotations of investment trusts and
reverse takeovers. The value of an IPO refers to the total market capitalisation of an flotation. All
values were converted to 1985 prices using the investment goods price index from the national
account statistics, and converted into DM at the 1985 £ to DM exchange rate. Source: Unpublished
dataset on UK IPO, Susanne Espenlaub, Centre for Economic Performance, London School of
Economics; Investment goods price deflator: CSO Blue Book, 1993 edition, table 1.7. Exchange
rate from OECD Economic Outlook.

US IPO data: Source: Jenkinson, T., 'Initial Public Offerings in the UK, USA and Japan' (1990), CEPR
discussion paper No. 427.

Note: IPOs exclude flotations of investment funds and similar financial flotations.

Insolvencies:

7K4 liquidations: Source: Treuhandanstalt, 'THA Monatsberichte’, various issues.

German insolvency data: Source: Statistisches Bundesamt: Statistische Jahrbiicher 1987-1994, Fachserie 2,
Reihe 4.2 'Finanzielle Abwicklung der Insolvenzverfahren'. Business failure rate supplied by the
Statistisches Bundesamt, Fachabteilung Untemehmensstatistik.

US & UK insolvency data:

US: Source: US Department of Commerce et al, 'Statistical Abstract of the United States', 1989 -
1993.
UK: Source: Department of Trade and Industry, Business Statistics Unit.

Notes on the German data: Vergleich = court administered receivership under German law. Konkurs =
court administered liquidation under German law. Schlufverteilung = court administered
liquidation under special bankruptcy act applicable only in East Germany
(Gesamtvollstreckungsordnung). Bankruptcy petitions rejected = petitions rejected because value
of company's assets would not cover cost of court proceedings.

Notes on the UK&US insolvency data: US failure rate calculated as the rate of business failures. Business
failures include concerns discontinued following assignment, voluntary or involuntary petition in
bankruptcy, attachment, execution, foreclosure, voluntary withdrawals from business with known
loss to creditors. UK: Creditors voluntary and involuntary liquidations relative to companies active
in business register.



TABLE 1

Ownership structure of privatized East German enterprises, West German small
quoted companies and West German companies in the construction equipment
industry

Privatized East German firms

Full Firms Firms Small West West German
sample with with German quoted construction
<500 >500 companies equipment
employees  employees industry
Number of firms 8,351 5217 397 93 93
Average size 183 92 1,373 400 432
(employees)
Share of firms (%)
MAJOR OWNER 72.5 75.9 89.4 86.1 76.8
(holds >50% of shares)
Corporate 40.8 43.9 76.4 31.2 39.0
- Co. in WG 25.9 26.9 55.7 23.7 23.0
- Co. in EG1 10.9 12.7 12.1
- Co. foreign 2.6 2.7 6.8 7.5 14.9
- Co. unknown 1.4 1.6 1.8 1.1
Family or individual 25.0 26.6 9.1 32.3 37.8
- Family in WG 12.8 15.3 7.1 32.3 37.8
- Family in EG 12.2 11.3 2.0
Government 3.5 2.6 2.0 3.2 0
- Govt, federal 0 0 0 2.1 0
- Gowvt, state/local 3.5 2.6 2.0 11 0
Other/ unknown 2.7 2.4 1.0 19.4
NO MAJOR 27.5 24.1 10.6 14.0 11
SHAREHOLDER
(holds > 50 % of shares)
- widely held (no 5.5 1.0 0 6.5 1.12
shareholder holds
> 25 % of shares)
Ownership unknown 0 0 0 0 21.8

Source-.

Col. 1: Calculations from the Treuhand's ISUD data-base undertaken in conjunction with Dr Jens Kammerath. Privatizations from mid
1990 to September 1994.

Col.2 & 3: As for column 1. Privatizations between 01/92 and 09/94 (employment data was only systematically collected from 01/92).
Col. 4: Franks and Mayer 1994a. Data refers to the smallest 93 quoted companies.

Col. 5: Hoppenstedt sector 2422c: Hoppenstedt (various years), Handbuch der Grounternehmen, Mittelslandische Unternehmen,
Commerzbank (1994), Wer gehort zu wem?. This data refers to the full set of enterprises reporting in the two Hoppenstedt directories.
All East German enterprises (37) reporting in Hoppenstedt (1993, 1994) Finnen der neuen Bundeslandern, in 2422c were also
examined. However the ownership information was too scanty to be reported here.



Table 1 (continued)

Notes'.

1 'Company in East Germany' refer to sales of THA firms to a company, the address of which is in East Germany (including East
Berlin). It is not possible to identify the ownership of such companies, some of which may belong to West German companies and
families and some to foreign companies and families for whom the establishment of a company in East Germany was the convenient
route through which to purchase a THA firm. Note that THA firms still owned by the THA are excluded as are firms owned by
companies owned by the THA.

2 This firm (AG with 899 employees) is owned 10% by Deutsche Bank and the remaining 90% is dispersed.

TABLE 2
The ownership of privatized East German business arising from sales of enterprises
(share deals) and assets by the Treuhandanstalt.1

Share of employment (%) in Sales of enterprises Sales of part-enterprises

firms owned by: (share deals)2 (asset deals)3
Estimate 1 Estimate 2

West German and foreign 60.8 81.4 62

companies, families or

individuals

West Germans plus East 7

Germans (so-called MBI-MBOs)

East German companies, families 30.3 31
or individuals
18.5
East German states/ local 4.7
authorities
Unknown 3.2
Sources'.

Col.1,2 Treuhand ISUD data base
Col. 3 Calculated from data from the Treuhand's contract data base presented in D1IW (1994) Tables 3-6 and 3-8.

Notes:

1 The sale of small businesses in the 'small privatization' is not included here.

2 Sales of enterprises between 01/92 and 09/94

3 Sales of assets to 06/93

Estimate 1: Indirect estimates from the Treuhand's ISUD database using the categories of owner from Table 1 above. This is an
overestimate of East German ownership because (i) all companies in East Germany are counted as East German and (ii) all sales
without a majority owner are included as East German.

Estimate 2: Direct estimates from ISUD of ownership of share stakes by West and East German companies, institutions and individuals
using addresses to define origin of owners.



TABLE 3
East and West German firms by legal form

Legal form West Germany East Germany
1991 1993 1991 1993
AG 2806 2675 128 259
GmbH 465,660 481,978 18,187 61,466
Share AG/GmbH(xIOOO0) 6 5.5 71 4.2

Memorandum item:

Avg. own capital AG (DM mio) 54.9 53.4 75.8 16.7

Avg. own capital GmbH (DM mio) 0.4 0.4 0.6 0.4

Sources: Statistisches Bundesamt, Statistisches Jahrbuch 1994; Jahrbiicher der Landesdmter Brandenburg, Mecklenburg-Vorpommern,
Sachsen, Sachsen-Anhalt, Thiringen; Treuhand ISUD data base.

Notes:
1 The ratio AG/GmbH (x 1,000) for firms owned by the Treuhand in 1991 was 24.8.

TABLE 4
Common membership of boards for companies with ownership links, West Germany

Share of firm-pairs in each ownership group with at least one common board member on the
management board of the ‘parent’ company and:

Ownership > 75% > ownership  50%> ownership 25% > ownership
75% share >50% share >25% share >0%
'subsidiary"'s 31% 16% 0 0
management board
‘subsidiary"'s 85% 82%' 75% 52%
supervisory board
Number of firm- 94 55 53 59

pairs
Source-. Data covers 492 large AGs; Pfannschmidt (1993) p. 150.
Notes-.

1 This reads: where one firm had a stake of between 50% and 75% in the other firm, there was a member of the first firm’s
management board on the supervisory board of the second in 82% of the cases in the sample with this ownership tie (55 cases).



TABLE 5
Restructuring and privatization between June 1991 and June 1992

Size class (employees) <20 20-99 100- 500- >1000
499 999

Distribution of THA firms (7,943) by size, June 14.3 36.5 36.5 7.0 5.8

1991 (%)

Accounting for the change in size distribution of firms between 06/91

and 06/92:

Of the firms in each size class 06/91, per cent:

Disposed of: 56 53 48 39 29
- through privatization¥ 31 32 31 25 16
- through liquidationl 21 15 14 13 10
Dissolvedl 4 2 3 4 6
Surviving 40 45 49 56 65
- in the same size class 38 34 27 1 27
- in a lower size class 0 10 22 45 38

Entrants into each size class between 06/91 and
06/92 (as per cent of base year numbers):

- from a higher size class 38 19 10 19 0

- from a lower size class 0 0.5 0.7 0.2 0.2
- newly formedl 13 6 3 2 3
Distribution of THA firms (4,340) by size, June  23.8 41.1 27.8 4.1 3.2
1992 (%)

Source-. Calculations from data supplied by the Treuhand from their ISUD data-base.

Note:

1 Privatization typically involves the sale of the core-business as a going concern, liquidation refers to the
winding up of an enterprise and the disposal of its assets to the private sector whereas dissolution refers to
the removal of an enterprise from the data-base as a result of splitting up and mergers of enterprises within
the Treuhand itself. Newlyformed enterprises result either from the splitting up or merger of firms within
the Treuhand or from the reappearance of firms as the result of failed disposals.



TABLE 6

Investment and ownership type in East German firms in industry

Firm size Total
(employees)

No. firms in 2,429
sample
% employment 100

Investment per employee DM'000 (number offirms in brackets)-.

Treuhand firms 16.5
Privatized firms: 29.8

- owned by a company in

West Germany 33.1
Abroad 56.4
East Germany 29.4
- MBO/MBI 16.2

(742)
(958)

173)
(45)
17)
(288)

<20

918

4.3

5.0
23.7

73.8
186.7
19.6
18.6

(M
(189)

®)
@)
©)
(66)

20-499

1,439

54.7

12.9
28.0

28.7
77.6
29.7
14.4

(113)
(725)

(137)
(39)
(14)
(218)

>500

72

41.0

18.2
32.6

35.2
32.7

28.3

(22)
(44)

(28)
©)
©)
4)

Source-. Data from a survey conducted in the winter of 1993/94 supplied by the Deutsches Institut fir

Wirtschaftsforschung, Berlin.



u<uwici in viviniiiiiv aim me west compared (average p.a. number of transactions)

Treuhand East and West Germany UK, US
T
1 Wupper Kartellamt ;L UK us
THA privatisations WG 1 (1989-93) (1980-90)
(1989-90) EG WG
A |l (1991-92) (91-92)
c
q Number 3523 j Number 2696 633 1220 j Number 1909 3136
u 1 1
i - share deals 46.5% i - share deals 69.6% 38.7% 51.5% | - acquisitions of 46.8% 71.1%
'S i i independent companies
i
t - asset deals 53.3% | - asset deals 12.9% 25.2% 19.2% : - divestitures 29.0% 28.9%
:’] I' - joint ventures 17.5% 37.2% 27.5% i - acquisitions abroad 24.4% (6.3%)
s .
j Rate 12.9 (28)1 58 ] Rate 17.3 6.1
[ (per 10000 firms) " (per 10000 firms)
West Germany UK us
(1980-93) (1985-88) (1985-88)
I No. of IPO 0 j No. of IPO 17 1No. of IPO 45 446
0 ! Value of IPO 3273 ! Value of IPO 530.0
s I (DM mio) | (DM mio)
1
THA liquidations J Official EG WG UK us
! insolvencies (1993) (1986-93) (1986-93) (1980-92)
1 j Failure rate 122 54 j Failure rate 176 92
n j (per 10000 firms) J (per 10000 firms)
0 Number 865 j No. of insolvencies 2327 10697 j No. of insolvencies 13585 52552
1
\Y% '1L . 1
- THA 88.4% j - Vergleich N.A. 0.5%
n liguidations L
c
- court 11.6% j “ Konkurs/ 63.3% 26.6%
e bankruptcies j SchluBverteilung 1
] ~Petitions rejected 36.7% 72.9%
1
]

Note: See Appendix for a detailed discussion of the data presented in this table.



TABLE 8
Horizontal acquisitions: mergers in East and West Germany compared

Share of horizontal mergers in target sectors (Kartellamt data)

East Germany  West Germany West Germany 1973-1990
1990-1992 1973-1992 preferred definition
Sector - of horizontal mergers
All sectors 53.4% 40.0% 68.3% All sectors
Agriculture, energy & 43.6% 52.8% (13.7%) (vertical)
mining 1
18.0% | t
Manufacturing 48.3% 42.2% ( ) (conglomerate)
Construction 40.8% 14.3%
Trade 67.8% 37.0%
Transport & 26.9% 30.7%
communication %
Services 55.6% 43.9%

Sources: Frisch 1993; Tétigkeitsbericht des Bundeskarlellamtes 1991/1992.

Notes: A merger is counted as a horizontal merger when both acquiring and target firm belong to the same two-digit industry. The
'preferred definition of horizontal mergers' is based on further Kartellamt calculations which take account of product market conditions
in each specific merger case. The 'preferred definition' is thus a more precise measure of the share of horizontal mergers than the
simple count of same-sector acquisitions on a two-digit industry basis.



Comparison of the size structure of firms and plants - East Germany, West Germany & UK
FIGURE 2.a

Share of employment by size class of firm
East Germany 1993 & 1989, West Germany 1987 & 1979, UK 1993

Share of employment in manufacturing firms
Percent
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East Germany 1993
East Germany 1989
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UK 1993

Size class of firms, by employment:
= 20-99 ED 100-199 ~ 200-499 CD500-999 0O>1000

FIGURE 2.b

Share of employment by size class of plant
East Germany 1993 & 1991, West Germany 1986 & 1970, UK 1993 & 1978

Share of employment in manufacturing plants
Percent

Size class of firms, by employment:
m <100 ED 100-199 = 200-499 a 500-999 a > 1000

Note: The term firm refersto legal units only (Statistisches Bundesamt: Unternehmen (smallest units liable to keep accounts by commercial law). Firms in the
East German 1989 data are plants or groups of plants liable keep their own (joint) accounts; this corresponds to the West German definition ofa legal unit. Note
that in the old East Germanterminology such a 'firm' was called 'Betrieb’, while in the West German terminology a 'Betrieb' is a plant (local unit).

An East German 'Kombinat' would have typically consisted of several 'Betriebe’. All the data on firms excludes firms with less than 20 employees. The data on
plants only refersto plants which either have more than 20 employees, or belongto firms that have at least 20 employees.

Source: East German 1989 firm size data: Statistisches Jahrbuch der Deutschen Demokratischen Republik, 1990; East German 1993 firm size data: DIW,
Aufbau des industriellen Mittelstandes, 1994; East German plant size data, all West German data: Statistisches Bundesamt, Fachserie 4, Reihe 4.1.2; all UK
lata: CSO Business Monitor PA 1003.



FIGURE 3.
Size structure of plants in manufacturing industry: East Germany 1991,92.
Employment in manufacturing plants, by employment size class of plant.
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Source: Statistisches Bundesamt, Fachserie 4.1.2; own calculations.
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FIGURE 4.
Ratio of multi-plant enterprises to all enterprises: East and West Germany compared

- East Germany 1991 & 1993, West Germany 1993 -

O East Germany 1991 0 East Germany 1993 m West Germany 1993

Note: In 1991 there were 845 multi-plant and 4392 single-plant enterprises in East Germany; by 1993, the number of multi-plant enterprises had fallen to 261,
while the number of single-plant enterprises had increased to 5162. Each multi-plant enterprise must consist of at least two plants; the 584 multi-plant enterprises
that disappeared in the period 1991-1993 therefore account for at least 1168 plants. The precise number of plants per multi-plant enterprise is unknown. This is
because the total number of plants in East Germany comprises plants in East German single- and multi-plant enterprises as well as plants owned by enterprises
incorporated in West Germany.

1f each multi-plant enterprise had been broken up into two single-plant enterprises, then the hypothetical increase in the number of single-plant enterprises due to
the break-up of multi-plant enterprises would more then explain the real increase in the number of single-plant enterprises in the period 1991-1993 (770).
However, some plants belonging to multi-plant enterprises could have been sold to enterprises incorporated in West Germany; some other plants may simply have
been shut down. Nevertheless, it seems that the decrease the ratio multi-plant enterprises/all enterprises in East Germany is due to the break-up of multi-plant
enterprises rather than an increase in single-plant enterprises through new enterprise foundations.

Source: Statistisches Bundesamt, Fachserie 4, Reihe 4.1.1.; own calculations.



FIGURE 5
The sectoral distribution of insolvencies in East Germany and the West
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Note: Germany: registered company insolvencies; UK: company insolvencies; US: business failures. The energy sector includes agriculture and
mining, transport includes communications.

Sources: Germany: Statistische Jahrbiicher, 1988-94; UK: CSO Annual Abstract of Statistics 1990-1993; US: Statistical Abstract ofthe United
States 1990-993.



