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1. PROBLEMS 

The economic activity of govemment is an integral part of the modern 
history of state on German soil. Besides taxes, income from state-owned 
property constituted an important part of government revenues. State do
mains, national forests, mines, and saltworks were an essential factor in 
socio-economic developments. With the transition from mercantilist to lib
eral trends in public policies, state-owned enterprises in the sectors of agri
culture and business were sold to private persons or firms. Real estate in 
state hands was privatized. Y et liberal economic doctrines could not prevent 
governments from further intervention. In the years following 1850 railway 
lines were nationalized, Prussia acquired its own coal-mines, and, above all, a 
wide range comprising savings banks, public utilities for water, gas and elec
tricity as weil as tramway companies, was established within the scope of lo
cal self-government. This called f orth a discussion in the opposite direction 
the protagonists of which already demanded at an early stage the privatiza
tion of the then Reich-owned postal and railway companies. Private enter
prises succeeded in gaining an influence on the electric energy supply. Mixed 
enterprises were set up, with joint private and public owners. 

In the German democracies under the Weimar Republic and the Bonn 
Basic Law privatization is one of the topics where the f orceful language used 
in political altercation is often out of proportion to the real issues. The term 
"religious dissention" has been used in this context. From 1959 to 1960 Fed
eral property items were privatized; among these, above all the case of the 
Volkswagen company became known beyond national borders. Through 
people's shares, the accumulation of capital in the hands of broad sections of 
the population and, in particular, among employees was to be furthered. 
Still, this could hardly alter the preferential position of the savings bank book 

and real estate. The recession that occurred in the late sixties lessened trust 
in private enterprise and private economy. Greater confidence was placed in 
the active policy of the state. The public sector was extended. But while cap-
italism and the failure of market mechanisms continued to be criticized, the 
burdens on the welfare state were becoming increasingly onerous, especially 
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at local self-government level. Accordingly, subjects like old people's homes, 
hospitals and nursery schools, or refuse disposal, street-cleaning and trans
port services, or museums, theatres and libraries were included in the discus

sions on privatization in the 1970s. 

In the eighties privatization is regarded as part of the wider question of 
what goods and services are the ex officio responsibility of the state. In this 

connexion the tenLency is towards a limitation of public services, a curtail
ment of the state's share in the national product, a reduction of public tasks, 

in a ward, towards less state-control. In its government declaration of 1983, 
the Federal coalition government of Christian Democrats and Liberals says 

that the success of an economic system is the greater, the less the state is in
volved. (''Die Wirtschaftsordnung ist um so erfolgreicher, je mehr der Staat 
sich zurückhält.") Matters such as debureaucratization, deregulation, cuts in 
subsidies and reductions in public debts m ust be mentioned here. In this 
context, privatization, not infrequently, is a piece of news. For instance: Fed
eral Government resolves to initiate bill on privatization of biggest German 
mortgage bank; State Government of the Rhineland-Palatinate working on a 
privatization programme; Hamburg governmenfs plans for privatization of 

municipal gasworks meet with opposition; stock market situation hinders 
Federal privatization projects, etc. But there are also reports to the contrary: 
Bavarian government participation is announced f or a steelmill threatened 

with closure. In view of a scandal in a private enterprise, it is said that the 

transport of nuclear materials may have to be nationalized in the last resort. 
However, it is precisely in conjunction with wide-spread criticism of public 
tasks and functions that the constitutional, political, economic and also scien
tific problems of privatization become apparent, problems that need to be 
elucidated, among other things, in terms of their national and historical con
texts when being discussed on an international scale. 
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1. Political and Constitutional Framework 

As the Federal Republic of Germany is a constitutional state, it is primar
ily the Basic Law which marks out the framework for any privatization pro

ject there. Constitutions may be two-sided. At least they stipulate the rules 
and the system of order in the political process. In addition to this, a consti
tution may define the substance of policy. The German Basic Law does con
tain such substantive definitions. But, although it lays down that private prop

erty and economic freedom must be safeguarded, it is particularly in the 

sphere of economic policy that it is comparatively neutral. Public enterprises 

and economic action by the state are not exduded. Resorting to other princi
ples favouring or opposing privatiz.ation - i.e. to the "subsidiarity principle" on 

the one hand or to the social state principle on the other - generally does not 

help either. And then again, the Federal Railways and the Federal PTr Ad
ministration are referred to in the Basic Law in such a way that their privati

zation raises constitutional questions. 

At lower legal levels, the budget law and then the comm unal law grant 

private enterprises a certain degree of priority. Federal, State, and Local 
Government, rnay establish business enterprises or participate in such enter
prises only in the event that a public interest prevails and the purpose in
volved cannot be reached more efficiently and economically in any other way. 
According to its wording, this regulation only applies to new businesses, but 

its sense implies that existing public enterprises, too, should be examined in 
this direction. In political practice, however, the said regulation misses its 

mark. Too easily can reasons like consumer protection, promotion of trade 

and industry, and safeguarding jobs be found that allow judgement in favour 

of the public sector. Even in the case of the petrol stations and road-houses 

on the German Federal highways, the Federal Republic's interest in main
taining its share in these enterprises was affirmed. The only way of putting 

legal obstacles in the way of communes and other public service institutions is 
to prove that purely commercial interests are the motive for new activities. 

For instance, the sale of spectades by a public health insurance scheme was 
declared illegal in a court judgement. 
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This means that privatiz.ation measures - like any other political projects -
depend on the constitutionally regulated development of objectives. No party 
has a power of definition which would enable it to prescribe ideologically ei
ther privatization or nationalization. Privatization schemes have to be en
forced by a political majority. If only on account of parliamentary budget law, 
any such scheme must invariably make its way through the legislature. In a 
pluralistic society, this requires the support of the social forces in favour of 
privatization and the defeat of those opposed to it. 

2. Privatization as an Open Concept 

As a category of political dissention, privatization cannot be reduced to a 
strictly defined phenomenon. Frequently, an overriding concept is involved 
where the services from private quarters are considered good and those from 
public sources are deemed bad, or vice versa. For example, for opponents of 
privatization the abolishment of a public scholarship scheme for students, the 
closing down of a public railway line, the employment of private detectives in 
high-technology firms, private summary justice in case of shoplifting, and 
many other matters inciuding regional policy and cyclical poiicy are iumped 
under the heading of privatization and referred to as "cold", "insidious" or 
"stealthy'' privatization. Conversely, the privatization debate involves complex 
criticism of failures on the part of public bodies and is thus tied up with the 
deregulation debate in the U.S. 

In Europe, doubts about the efficiency of public bodies may, at the outset, 
be a common starting point. But then some turn towards private property 
and private responsibility while others attach greater importance to en
trepreneurial and market-oriented action. Various subjects strike the eye; the 
transfer of public enterprises, government-owned shares and real estate to 
private O\Vners; the conversion of public ,;:;nterprises into firms under private 

law; the formation of mixed-economy entf;rprises owned jointly by public and 
private shareholders; the assigrunent of the execution of public tasks to pri
vate contractors; the placing of full responsibility for certain public matters 
on the private sector; the shifting of auxiliary services and functions from 



Speyerer Forschungsberichte 66 11 

public administrative bodies to private enterprises; the allocation of public 
resources, know-how, real estate and infrastructure to private persons or 
firms; the termination of state schemes and activities in a specific field of 
policy; the extension of autonomy in the management of a publicly-owned 
enterprise; the introduction of business and profit-orientated management 
methods; the admittance of market mechanisms and competition in regard to 
public enterprise; the break-up of state monopolies; the admittance of inter
national competition; the abolition of tax and other advantages enjoyed by 
public enterprises; an increase in fees and_ charges for public services so as at 
least to cover costs; extending the independence of administrative units; de
centralization; debureaucratization; and adapting wages and conditions of 
employment in the public sector to those applicabie in private trade and in
dustry. 

In view of plurality of those actively concerned, the current concept of 
privatization in the Federal Republic of Germany is open-ended. The rele
vant debate frequently disintegrates into the multiple dimensions of the top
ics listed above. Yet the conceptual definition centres around the transfer of 
public property to private persons and companies and also the assignment of 

public tasks to non-public sectors either for the mere execution of such func
tions or with fu1l responsibility. To this must be added the shifting of auxiliary 
services - e.g. the deaning of public buildings - as weil as of partial functions -
such as the preparation of architectural designs for building authorities -
from public administrative bodies to private contractors. 

With this kind of concentration in the privatization concept it is a sine qua 
non that the other problems encountered in the relations between public and 
private sectors, between state administrative and business action, are not al
lowed to sink into oblivion. An alteration in ownership conditions does not 
necessarily mean more entrepreneurial behaviour and market-orientation or 
less state regulation and subsidization. Even now, the industrial and rommer
ciai enterprises owned by the t'ederai Kepublic are iargeiy subject to the 
rules of the market. On the other band, certain lines of business in the Fed
eral Republic are given Iarge govemment subsidies without their ownership 

structures being directly involved. Transfer of property and economic liber-
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alization are not necessarily concomitant procedures. The transfer of public 
property and the assignment of public tasks and functions quite "fill the billlt 
as regards privatization. They will not, however, automatically do away with 
the problems of liberalization, deregulation and the reduction of subsidies, 
and the priority of such policies over privatization is open to dispute. 

Y et with the concentration on the transfer of property and tasks another 
problematic dimension emerges. In the Federal Republic of Germany, as in 
other countries, there is no clear dualism of the public and private sectors. 
Between them lies a strong third sector comprising the churches, trade 
unions, welfare organiz.ations and the like, with a wide variety of activities. 
For instance, this third sector includes hospitals, especially those maintained 
by the churches. Other hospitals are run by public bodies at all three levels of 
administration: Federal, State and local. Finally, there are also private per
sons who own hospitals and make a profit-orientated business of them. As 
against this profit-seeking motive, the socio-economic institutions of the third 
sector are mostly associated with such categories as commonweal and public 
welfare thereby indicating their altruistic activity devoid of self-seeking aims, 
the waiving of earnings or the utilization of profits in the public interest. On 
this basis, the transfer of state property and the assignment of public tasks 
and functions to third-sector organizations have a special significance. 

3. Controversies in the Social and Economic Policy Fields 

As to the Federal Republic of Germany, it may be presumed that there is 
a comparatively broad consensus among the leading political forces that 
strong public, private and • not least - third sectors are desirable in society. 
Y et this holds good only f or the status qua. Whenever this status is shaken as 
in the case of privatization, differences of opinion flare up that extend as far 
as the basic conceptions of state and economy. For some, the state wust be 
reduced to its essential tasks. In many fields, its function is only of a sub
sidiary nature. First come the individual and the individuals's liberty, then the 
community and solidarity within it and only then the state and its organiza
tion. On principle, the free market system is considered superior to the pub-
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licly administered economy. Others regard the welfare state as an indispens
able prerequisite of social justice. They point out the market economy's sus
ceptibility to crises and the necessity of governmental intervention in eco
nomic affairs. To them, privatization means the reduction of social security 
benefits and the enrichment of private persons and enterprises. 

The privatization discussion is closely connected with criticism of state 
bureaucracy and defence of the civil service. Some level criticism at the in
crease of state activity. They demand denationalization. They fmd fault with 
the bureaucratic forms of government and administrative activity. En
trepreneurial action is pictured as ideal. Others reject the theory that pro
duction by private industry is superior to that in the public sector. In their 
opinion, the quality and quantity of publicly provided goods and services are 
guaranteed by the very nature of the Civil Service. According to this point of 
view, privatization results in a decrease in the Civil Service, affects jobs both 
quantitatively and qualitatively, and also causes setbacks in terms of employ
ment conditions and industrial safety. 

Privatization measures are accompanied by conflicts in the fields of eco
nomic and financial policy. The reasons brought forward by the present Fed
eral Government for its concrete nrivatization schemes are above all the „ 

strengthening of the economic system and restraint on the part of the state. 
Withdrawal from fields of state action that are no longer a must for the na
tional economy leads to dynamic market structures. Privatization is supposed 
to improve market economy efficiency, widen the scope for entrepreneurial 
action, foster growth and affluence and also to safeguard jobs in competitive 
enterprises. This resumes the discussion carried on in the 1950s and 1%0s. 
Capital formation concepts have not so far been given up. The objective pur
sued is a wide distribution of capital, for instance by enabling employees of 
privatized com panies to share in the means of production. This is ensured by 
the methods of distributing the shares. Yet it has become apparent tbat a 
widespread participation in the productive capital requires further instru
ments. And the antagonists of privatization point out that, at any rate, the 
number of share-holding employees - 770 000 in 1976 and 1.1 million in 1986 
- has not increased in the sense of "c~pitalism for the people". Apart from 
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this. a multinlicitv of other economic oolicv anruments are broul!h.t forward: -r - .._ - -' - - .i. J ._..- 'L,,J" 

Protagonists believe that privatization removes obstacles to competition; for 
the opposite camp, competition can be fostered precisely by publicly-owned 
enterprises. Some hold the opinion that privatization also offers investment 
incentives for the benefit of certain regions; others consider public enter
prises an indispensable instrument of regional policy, and so forth. 

U nder financial policy aspects, privatization is associated with the postu
late of counteracting the rise in the national debt. There are two sides to this. 
On the one hand, the purpose may be to obtain public revenue. On the other 
hand, it is a matter of relieving the budget from sectors in the red. Privatiz.a
tion of the Federal Republic's industrial and commercial property is also cal
culated to yield corresponding profits for the Federal Government. Where 
these are entered into the Federal budget as incom items, they can have the 
effect of reducing new Govemment indet>tedness provided such privatization 
does not involve demands on public exp.~nditures. The Volkswagen Founda
tion, for instance, demands that revcnue.s from any further sale of Federal
owned VW shares should not be just put into the budget but should be made 
available to the Foundation for the purpose of promoting science and tech
nology in the fields of research and teaching. This demand has been refused 
by the Federal Minister of Finance. 

Nowadays, the political promoters of privatization in general do not place 
the realization of revenues in the foreground. They would risk being accused 
by opponents of selling the ~·family silver" clirt cheap. In contrast, in the in
dustrial and commercial sphere it is pointed out that substantial capital in
creases as regards Federal equity holdings bad to be financed by public 
means. In the years from 1970 to 1982, DM 6 600 million of newly injected 
capital contrasted with only DM 2 400 million of distributed profits. 

In the local self-government sector in particular the assignment of public 
tasks and the relevant facilities to private individuals or firms is simply a 
matter of relieving the budgets of financial encumbrances. The burdens im

posed on them by the welfare state oblige the authorities to scrutinize their 
current range of responsibilities as to wb.;.ch public matters can be privatized. 



Speyerer Forschungsberichte (J6 15 

The protagonists of privatiz.ation are not held back by the argument that it 
would only be a question of short-term relief. 

This is frequently followed by efficiency calculations f or the service in 
question. The supporters of privatiz.ation, for example, calculate that the pri
vatized cleaning of public buildings would, on an average, save 60 % of the 
cleaning costs. In the case of bus services 50 - 60 % ( of the operating costs 
could be saved) in printing offices 25 - 30 %, and so on. For specific munici
pal services like refuse disposal, abattoirs, etc. amounts of annual savings are 
quoted. The opponents of privatization work out countercalculations, point

ing out above all the deterioration i~.i. services - less cleaning, less local trans

port - as weil as to "social dumping" in the form of cheap labour and the 
avoidance of insurance premiums. Süch calculatfons of costs and compa.. isoüs 
of efficiency between publicly and privately rendered services frequently turn 
out to be questionable if only from the standpoint of methodical approach. In 
ideological dissention, the scope of evaluation offered by any such cost analy

sis is often turned to account one-sidedly. 

4. Scientivic Definition of Public Functions 

This overload of values in the political controversies on privatiz.ation to 
the point of calculating costs raises the question of whether science might not 

act as a neutral authority and decide what functions are public or not non
public ones. The history of science shows that there ist no clear theoretical 

basis to classify services and goods as belonging either to the private or the 
public sector, even in spite of the fact that economic scientists have a great 
tradition of dealing with the field cf tension between market economy and 

state administration. This does not mean that the relevant sciences may not 
be helpful. In terms of a reasonable division of functions between the private 
and the public sectors, for instance, reference may be inade to the theory of 
public goods and market failure. Not only the economic sciences but other 
human and social sciences, too, contribute their findings. These include the 
.t.._ ___ _i~.._· __ 1 1 _,,_ • r .... t • "I• ~~ r . ~ „. ~• "I • ~ • '* 111 

Lramuona1 ooccnne or cne rruson a· ecre or srate as weu as tne rustoncru anru-
ysis of government priorities in modern tim.es; politico-economic criticism of 
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functions of state as weil as the functional analysis of the political system; in
vestigations of social needs and changes in values from the standpoint of so
cial science. Jurisprudence is not least worthy of mention; by its interpreta
tion of the constitution it can contribute towards marking off the limits to the 
privatization of public tasks. 

f rom all this, it can be learnt that the borderline between the public and 
private sectors in modern times is mainly a matter of political definition in 
terms of space and time. What matters is the specific institutions. Theory 
does not offer any universally functioning precision sighting device by which 
to take aim at privatization beyond national frontiers and irrespective of the 
relevant historical conditions. Allowance must be made for this in interna
tionai discussions. On the other band, it is particuiariy the actuai institutionai 
changes inherent in privatization that provide comparative insights into the 
correlations of society, state and economy in a country. 



Speyerer Forschungsberichte 66 17 

II. STATUS 

To ensure that the present state of privatization in the Federal Republic 

of Germany be properly understood in an international discussion, two things 
must be mentioned in advance. The first concems the system of govemment 
and administration. The second concerns the economic purport of public 
enterprises. The characteristic features of government and administration are 
federalism and local self-government. Responsibility for legislation is con
centrated at Federal level, administrative functions are fulfilled primarily by 
the States (Länder) and by the counties (Kreise) and communes. lt is only in 
a few exceptional cases as, for example, with the Federal Railways and the 
Federal PTI Administration that the Federal Government has an adminis
trative substructure of its own. Generally, Federal laws are executed by the 
States. The local authorities as self-government bodies, are not only respon
sible for their own autonomous field of action but have to exercise state 
functions as weil. Unter this form of organization, it is mainly the local au- , 
thorities that are concerned with the issue of assingning public tasks and 

functions to the private sector. 

Apart from their common cbaracteristic of public ownership public en~ 
terprises in the Federal Republic of Germany do not form an integrated 
whole either in legal, economic or administrative respects. The form of orga
nization under private or public law is not the point nor are the economic 
objectives or public purposes, etc. As no complete statistic records are kept 
of publicly owned enterprises, it is difficult to cover them all. As of the end of 
1985, the German Section of the European Centre of Public Enterprises 

(CEEP) has compiled a survey in cooperation with the Federal Statistical 
Office, where a public share of over 50 % was taken as a general basis. Ac

cording to that survey, 3 758 public enterprises could be identified of these, 

1 870 were organized under private law and 1 888 under public law. As of the 
end of 1982, as many as 4 070 public enterprises had been recorded, 2 135 of 
them under private law and 1 935 under public law. The substantial decrease 

in the number of publicly-o\vned enterprises under private la\V is attributed 
above all to privatization measures. As regards the slight decline in the num-



18 Speyerer Forschungsberichte (>6 

her of enterprises under public law, attention is drawn inter alia to their con
version into private-law enterprises. This is a procedure which is termed for
mal privatization and is to be dealt with separately. 

As of the end of 1985, the total nominal capital of all the 3 758 public en
terprises recorded was estimated at DM 173 6CX) million. The nominal capital 
of all publicly-owned capital companies (Kapitalgesellschaften) is specified at 
DM 46 300 million. This is 18.6 % of all corporations together. The gross in
vested capital of the enterprises in public hands amounted to DM 53 200 mil
lion, i.e. to 16.8 % of all enterprises. Amounting to DM 171600 million, the 
share of public enterprises in the gross value creation came to 11.1 % of the 
total reached by all companies. Their share in the number of wage and salary 
earners totalled 1.73 million persons and thus made up 10.1 % of employees 
in all enterprises. According to a rating list of the 500 Ieading enterprises in 
the German economy in terms of turnover which was published for 1982 by 
the daily newspaper "Die Welt", public authorities bad appreciable holdings 
in about 90 of these companies, the Federal Republic having shares in 45, the 
States in 14, and the communes in 29. After all, these make up almost 18 % 
of the biggest enterprises in an economy which is generally regarded as one 
dominated by private enterprise. The corresponding rating list for the year 
1986 names merely 41 federally-owned enterprises among the 500 German 
companies with biggest turnovers. For 1987, that figure would have tobe re
duced still further. Here, the privatization policy followed by the Federal 
government manifests itself. The Federal policy diff ers from that pursued by 
the States and communes not only in conjunction with the party political con
stellation bot also in conformity with the respective public tasks to be exe~ 
cuted and the public property held by the public body in question. Accord
ingly, a description of the present state of privatization must be presented on 
the three levels of government, federal, State (Länder) and communal; 
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1. Privatization at Federal Level 

Public companies in the Federal Republic of Germany supply the popula
tion with a wide variety of goods and services. Focal points of Federal gov
ernment holdings lie in the transport and communication sectors. and also in 
industry; others lie in the credit sector, in housing and settlement societies, in 
the fields of research and technology as well as in the cooperation with de
veloping countries. The large-scale enterprises of Federal Railways and Fed
eral PTT Services which are handled as special assets shall be dealt with sep
arately. A large part of the Federal Republic's shareholdings has been inher
ited from the German Reich or from Prussia. In post-war times, there were 
no nationalization measures in the industrial sector. On principle, private 
enterprises that had got into economic difficulties were not taken over by the 
Federal Republic either. After the War, however, with the course of eco
nomic recovery, the assumption of new tasks e.g. in research policy and de
velopment aid and due to the economic growth, Federal government prop
erty has expanded. According to the annual Report for 1982 on Federal 
holdings published by tbe Federal Minister of Finance, the Federal Republic, 
then, bad holdings in 958 enterprises. Against this, the corresponding 1986 
Report (Beteiligungen des Bundes im Jahre 1986) lists 463 companies in 
which the Federal Republic has direct or indirect holdings. 

Here, the privatization and holding policy followed by the Federal Gov
ernment of Christian Democrats and Liberals manifests itself. Under the So
cial Democratic/Liberal aegis of the 1970s, privatization had as a matter of 
principle, not been practised. The new coalition made it clear from the be
ginning that it wanted to reduce the state to its essential functions and under
lined its intention to privatize public property where possible without in
fringing on public interests. In 1985, the Federal Cabinet approved an overall 
concept for the Federal privatization and holding policy. That concept con
tains several elements. One important aspect is the reorganization of loss
making Federal enterprises with the objective of achieving a lasting consoli
dation and thus reducini! burdens on the budi!et. Besides this. attention was "-' - - - - O" - - - - - - 7 - - -

directed at the holding policy pursued with regard to indirect holdings. The 
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managements of compan1es directly owned by the Feder::.1 Republic were 

urged to exercise greater restraint in acquisitions in the indirect sector. The 
target was to prevent Federally owned enterprises and also their subsidiaries 
from expanding through new acquisitions while the Federal Government's 

policy aimed in the opposite direction. Thus policy in the field of indirect 
holdings was reviewed and amended. In the period from 1982 to 1985, all or 
part of 34 holdings were sold mostly to private enterprises. In addition, 
eleven subsidiaries were dissolved. 

With regard to privatization by the Federal Republic itself, the overall 
concept states that alienation to private persons or companies must be gen
erally aimed at whenever investigations show that the Federal Republic's in
terest no langer justifies the retention of existing holdings. Where such hold
ings are not suitable for privatization - due to lack of returns, for instance -
the prerequisites for such privatization must be established. Even in those 
cases where the Federal Govemment's material interest in maintaining a 

holding is substantiated, it has to be closely considered whether the f ormer 
extent of shares is a must or may be reduced to a lower quota. Moreover, 
those cases where an unchanged Federal holding is deemed necessary, must 

be examined to find out whether such enterprises may be suited for at least 
pratial privatization. When implementing privatization, the Federal authori
ties proceed from the standpoint that participations in rnajor companies, as a 
rule, can only be reduced step by step to facilitate adaptation of the company 

organiz.ation to the new round of shareholders. Besides the adoption of the 
overall concept for the Federal Government's privatization and holding pol

icy, a resolution was passed to the effect that direct Federal holdings in a 
number of companies be reduced or preliminary investigations made in this 
connexion. Specific mention should be made of the following privatization 
measures and projects: 

The reduction of the Federal Republic's holdings in the VEBA group 
from 43.75 % to 30 %, which had been resolved in 1983 already, was imple
mented in 1984. This sale was accompanied by measures to promote capital 
formation among the public at large and by employees. Revenues totalled 

DM 770 million. The reasons why this privatization could be realized quickly 
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lay mainly in the fact that the company shares are listed on the German stock 
markets. VEBA shares were known to investors. No value appraisal report 
was required to determine the price. One could rely on the exchange quota
tion. Meanwhile, the share of Federal holdings diminished owing to an in
crease in the share capital, and in 1987, the Federal Republic privatized its 
remaining holdings of 25.49 %. This was one of the biggest sales of shares in 
the stock exchange history in the Federal Republic of Germany and meant 
revenues to the amount of several thousand million Deutsche Mark. Thus, 
one of the rnost important Gerrnan groups is now without the participation 
and voting right of the state. 58 years after its establishment as a holding 
cornpany by the State of Prussia VEBA was eliminated from the circle of 

public enterprises. VEBA's total turnover exceeds DM 50 000 million. Its 
employees number almost 70 000 persons. VEBA is the second largest pro
ducer and supplier of electric energy in the Federal Republic of Germany. Its 
further fields of activity include brown-coal mining, district heating, mineral 
oil, chemicals, trade and transport. Its holdings extend from coal, Ruhrkohle 
and Westmoreland Coal, via plastics to shipping and housing. Since its priva
tization, the group is in the hands of 600 000 shareholders. 

Further resolutions passed by the Federal Government on privatization 
schemes rnostly refer to companies not yet traded on the stock exchange so 
that relevant preliminaries had tobe completed first. This requires a number 
of preparatory measures including a change in the form of legal organization, 

drawing up value appraisal reports toset the price, bringing the company to 
greater notice on the capital market, and many more. In the case of VIAG 
AG, for instance, the company shares had to be admitted for official Iisting. 
The VIAG group is active in the fields of electricity, gas, aluminium, and 
chemicals, and with its turnover of more than 10 000 million Deutsche Mark, 
it is one of the large-scale German enterprises. The Federal Government has 
decided to transfer 40 % of the group's share capital of DM 580 million into 
private hands. For thls purpose, a consortium of banks has taken over shares 
valuing DM 226.3 million in order to attain widespread and durable place
ment. From the total to be sold, shares valuing a further 5. 7 million Deutsche 
Mark are to be issued as employee shares. With a view to widespread place
ment, bids from natural persons are given priority. Investment in VIAG 
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shares is included in the Federal scheme to promote capital formation. The 
shares are traded and officially quoted on several stock excbanges. 

A corresponding procedure was carried out in the case of Industriever
waltungsgesellschaft (IVG). Moulded by developments prior to, and follow
ing the Second World War, this group is active in the fields of real property, 
transport including long-distance lines, tank storage and others. Here, the 
question bad to be examined as to the further procedure with regard to the 
company's transport division whether, for instance, for reasons of defence 
policy, part of it required to be excluded from it. The decision was taken to 

maintain a majority holding and to seil 45 % of the shares. For this, it was 
necessary to convert the limited liability company into a stock corporation 
before shares could be placed. Even further reaching preparations have to be 
made in the case of Deutsche Pfandbriefanstalt. Organized as a corporation 
under public law, the function to be fulfilled originally by this institution was 
to promote smallscale housing and the construction of homes for those in the 
moderate income brackets. Meanwhile, developments in the housing market 
and the financing terms offered by other credit institutions have done away 
with the purpose of this public commission. Reorganizing a corporation un
der public law as a private-law corporation requires an act of Parliament. In 
J anuary 1988, the Federal Government resolved to introduce the relevant 
bill. Bearing in mind that - with its balance sheet total of over 62 000 million 
Deutsche Mark - the Deutsche Pfandbriefanstalt, when privatized, becomes 
the biggest mortgage bank in private hands, it is easily understood that such a 
project can only be implemented in several phases of action. 

The Federal Government's check list names a number of further privati
zation projects. These include Prakla-Seismos AG, an exploration company 
that has already been reorganized into a stock corporation, 47 % of the 
shares of which are to be sold to widespread holders; Volkswagen AG, of 

which the Federal Republic, after previous privatization messures, still holds 
a 16 % portion; the Lufthansa, the national air carrier, with a total Federal 
participation of over 70 %; Deutsche Industrieanlagen GmbH, a mechanical 
encineering: and olantmakinl! (!TOUD owned bv the ERP-Sondervermöi!en '"""' ,._,.,- .a. V V .1. J - -- - - - - 0-

( one of the Federal Republics's special assets); Deutsche Siedlungs- und 



Speyerer Forschungsberichte 66 23 

Landesrentenbank, a financing institution for public and private projects in 

rural areas; and other enterprises. In 1987, the Federal Minister of Finance 
once again underlined the importance of the Federal Governmenfs overall 
concept and stressed that the policy of privatization would be continued in 

those ranges where public interests are not encroached upon. In this context, 

he was able to point out that, between 1983 and 1986, the Federally owned 
groups on their part bad sold, reduced or given up 51 of their participations. 

The fore-going privatization measures and privatization projects relate to 
Federal property which basically lies in the industrial and commercial fields. 
In their early days, the companies in question may have supplied goods and 
rendered services that were deemed part of public responsibilities. Even to
day, specific functional sectors such as certain transport capacittes for the 
supply of oil, may be considered as closely connected with state functions. 
But commercial and industrial aspects are in the main considerations. On the 

other hand, there is a multiplicity of other state activities that are carried out 
by the Federal Republic in the form of private-law companies and are there

fore recorded in the statistics as Federal equity holdings or participations. 
These include organizations in the development aid sector, in large-scale re

search, reactor safety and so on. Here, privatization is only in its initial stages. 
The research institutions with Federal participation include enterprises for 
scientific and technical inf ormation, one of which is Gesellschaft für Infor
mation und Dokumentation. Investigations made by an expert committee on 

that company revealed that it could be divided into two parts, one dealing 
with applied research and development and the other with technical services. 
The latter was to participate increasingly in the market. This recommenda
tion was f ollowed. The market-orientated part was made independent, and 

privat investors from the media sector have shown interest in it. As a general 
rule, however, this kind of participation is mostly considered to be the con
cern of the public authorities. 
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2. Federal P'IT Administration and Federal Railways as Special Assets 

In Germany, the Federal PTT Administration and the Federal Railways 
are part of the Federal Republic's special assets. Both have no legal person
ality of their own but enjoy organizational independence. Although neither of 
these enterprises as a whole is the object of the current privatization discus
sion, certain sectors of them are. lt is for several reasons that the Railways 
and PTT Services are not at issue as a whole, as was the case after the First 
World War. In part, these are political reasons as, for instance, a tradition 
that is also backed by the constitution and the anticipation of an almost in
surmountable political resistance. Just consider the conflict potential inherent 
in the 550 000 employees of PIT Administration, the biggest service enter
prise in Europe. 

But there are also economic reasons that tell agianst the privatization of 
these enterprises in their entirety. The Federal Railways have long been 
making deficits amounting to several thousand million Deutsche Mark a year. 
Some forecasts predict deficits of over 6 000 million Deutsche Mark and 
debts of over 50 000 million Deutsche Mark in 1991. True, there are theoreti-
cal proposals brought forward for the privatization of the Federal Railways 

with particular reference to experiences abroad, in North America and 
Japan. But nobody can think of a practicable concept which would, on the 
one hand, make it possible to maintain those functions of passenger and 
goods railroad traffic that are considered politically necessary and, on the 
other hand, would make the enterprise profitable for the private investor. In 
contrast to this, the Federal PTI Administration is economically consoli
dated. lt pays a surplus over to the Federal Republic. lt has, however, deficits 
in the traditional mail sector, i.e. the conveyance of letters and parcels; and 
again, as long as it continues tobe seen as a public function, there is, appar
ently, hardly anything to be done about this. The PTT Administration subsists 
upon ''cross subsidies". lt is said that the telephone customers subsidize the 

mail services. So, privatiz.ation interests are focussed on the lucrative 
telecommnnication sector. 
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For years, the Federal PTT Administration's telecommunication sector 
has been the subject of controversies in politics, economy and science. The 
debate is nurtured not least by developments observed abroad - in the V .S., 
in Great Britain, Japan, France, Belgiurn, in the Netherlands as well as in 
Switzerland - and has given rise to a Iot of literature. In the technical sphere, 
the correlation of microelectronics, data processing and telecommunication is 
becoming more and more obvious. In economic terms, telecommunication is 
a sector of outstanding importance to the future developments of the national 
product, exports and the labour market. The protagonists of privatization 
doubt whether administered postal services can come up to modern demands 
and they feel that an entrepreneurial and market-orientated organization of
fers better chances for innovations. Yet it must be noted as weil that a cert:tin 
interest in the status quo is also to be f ound in industrial circles, viz. among 
those k.nown as the PTT Administration's "purveyors to the Court". 

The Federal Government has set up a Commitee which submitted a Re
port in 1987 on the reorganization of telecommunications. The Report pro
vides for the establishment of a public enterprise, TELEKOM, within the 
framework of the Federal PTT Administration. TELEKOM would retain the 
network monopoly with the exception of certain data transmission routes via 
satellite. TELEKOM would be placed under obligation to let leased circuits 
as dedicated lines. Should developments not turn out to be satisfactory, the 
Federal Governrnent would perrnit the installation of rival networks. 
TELEKOM would retain the monopoly of telephone services solely as a vo
cal transrnission rneans. All other telecomm unication services would be open 
to free competition. The supply and maintenance of terminal equipment in
cluding telephone sets would be subject to competition between TELEKOM 
and private companies. According to the current plans, TELEKOM would 
not engage in the production of equipment. This ist to be left to private en
terprises. 

The Comrnittee's proposals have met with criticism both frorn the sup
porters and the opponents of privatization, the former fearing the consolida
tion of monopolies, the Iatter the dismantling of our citizen-orientated PTT 
services. At present, the following development is taking shape: The PTT 
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Administration will be clivided into three enterprises, one for postal services, 
one for telecommunication and one for banking activities. With reference to 
the latter, it has tobe mentioned that the Federal PTT Administration also 
conducts certain banking activities including for example 21 million savings 
accounts with total deposits of about 35 000 million Deutsche Mark. lt is ex
pected that the terminal equipment market will be released around 1990. 
Tenders are shortly to be invited to find a network operator for a second 
radio-telephony system, capable of expanding the new digital network in the 

1990s in competition with the PIT Administration. For the Federal Republic 
of Germany, 2 million radio-telephony subscribers are expected. In satellite 
communication, too, private competitors are to be admitted in future, but 
only for slow data streams. 

As to Federal Railways, privatization efforts are directed at their share
holdings and bus services. Federal Railways own extensive assets; in 1986, 

they held participations in 70 companies. These include above all enterprises 
in the traffic sector but also credit institutions, travel agencies, housing com
panies and others. Among other public enterprises, the Federal Government 
also urged Federal Railways to reorientate their holding policy. In this con

text, a number of subsidiaries were mentioned explicitly such as Schenker & 
Co GmbH, an international freight forwarding group, and the Deutsche 
Verkehrs-Kredit-Bank AG, a commercial bank which is also the Federal 
Railway's hause bank; in these cases, initial steps have been taken towards 
privatization. Incidentally, a new holding company under private law is ex
pected to be founded for further participations. Shares of that projected 
holding company will possibly be placed on the stock exchange one day. 

In the Federal Republic of Germany, there is a multiplicity of public bus 
services inclucling those, traditionally run by Federal Railways and by the 
Federal PTI Administration. Meanwhile, these two services have been 
united, and besides 5 privately organized regional transport companies in 

which the Federai Railways and the P 1-1 Administration also participate, 
there are 18 publicly organized bus transport divisions run by Federal Rail
ways. These latter services are now tobe reorganized as regional companies 

under private law. Subsequently, it is planned to establish joint regional 
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transport services in cooperation with private bus companies, organized as 
private limited liability companies. 

3. Privati:zation at State (Länder) Level 

The States in the Federal Republic of Germany do not own industrial or 
commercial assets comparable in extent to Federally owned property. Among 

the 500 enterprises with the largest turnover, only 15 States holdings were 
listed in 1986. These were mainly electricity and gas utilities. Holdings lik:e 
those of Bavaria, Hamburg and Bremen in an aviation and aerospace group, 
SchJeswig-Holstein's participation in a shipping company, the Saarland's 
holdings in a mining enterprise, and Lower Saxony's shares in the Volkswa
gen works are exceptions with a specific historical development and are today 
of importance under regional policy aspects. On the other band, participa
tions in banks, housing and settlement companies, transport enterprises, re

gional utilities, insurance companies and lotteries are widely distributed. In 
addition agricultural and forestry enterprises must be mentioned. The scope 

of these assets varies among the individual States. lt is noteworthy that 
North-Rhine Westphalia, as the largest Federal Land holds comparatively 

few participations. This is correlated with the fact that the relevant property, 
formerly owned by Prussia, has been transferred to the Federal Republic. 
Many holdings have a specifically historical background. For instance, the 
mercantilist symbolism of porcelain and majolica-ware factories can be feit. 

And Bavaria, among other things, possesses 2 breweries and a school-book 
publishing hause which, as it were, stand out like colourful spots relieving the 
monotony of the state economy scenery. 

The States proceed rather cautiously in the privatization of their assets. 
The above-mentioned 15 holdings in large-scale enterprises have not changed 
f or years. An opinion survey made among the 10 States and West Berlin in 
1984 revealed that six were not planning to privatize any participations. 
Lower Saxony must be mentioned as the State that follows a pronounced pri
vatization and holding policy. In 1978, it had holdings in 60 enterprises; in 

1987, it had no more than 38. Again, 15 of them are active in the fields of sei· 
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ence and the promotion of fine arts so that they are hardly suitable for priva
tization owing to lack of returns; among the remaining 23, there are 6 more 
companies the privatization of which is already envisaged. On the other band, 

privatizations are out of the question in a number of States because the gov

erning party concerned is on principle opposed to them. Elsewhere, it is f or 
specific economic policy considerations as weil as for general public economy 
reasons that Land-owned property is not parted with. A comparatively exten
sive privatization scheme that should be noted, is the one implemented by the 
Rhineland Palatinate; under that scheme, 13 of the Land's 16 agricultural 
domains were sold and privatization of the remaining 3 is intended. Also, the 
sale of a wine-growing domain is to be mentioned. Other projects are of a 

more occasionai nature such as the partiai privatization of the Hamburger 
Gaswerke (gas utility), the Bremer Stadtwerke (public works) or of the 
Verkehrsamt (traffic and tourist office) in Berlin. 

As stated before, the major part of public administration in the Federal 
Republic of Germany lies with the States and communes. Accordingly, the 
question of assigning public tasks to the private sector as well as the privati
zation of partial tasks, functions or activities undertaken within the frame

work of public affairs is gaining in importance among the States. Satisfactory 
empirical surveys on this subject are not available. But observers gain the im
pression that the States are very careful about the privatization of public tasks 
and functions, do not proceed programmatically and may, at most, decide to 

place narrowly limited responsibilities in the hands of the private sector. For 
example, some of them withdrew the following from the public sector: Berlin, 
refuse disposal and the transportation of handicapped pupils, Lower Saxony, 
the further education of teachers, fire protection on the Elbe and tug boat 

services in ports, the Rhineland Palatinate autobahn cleaning and de-icing 

services. The third sector was entrusted, for instance, with rescue services in 
Baden-Württemberg and blood donor services in Berlin as weil as with old 

people's homes, hospitals and information centres to pro\ide family and edu
cational guidance in the Rhineland Palatinate. 

There is no clear dividing line between the privatization of public tasks 

and the transfer to the private sector of partial tasks, functions and activities 
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within the ambient of public affairs. Examples of this are Baden-Württem
berg, where road construction planning and concomitant activities have been 
assigned to private contractors, Berlin, where private companies implement 
the school building programme, offer consultant services for housing mod
ernization and landscape conservation; Hamburg transferred sewer con
struction work, Lower Saxony road planning, public buildings planning and 
forestry work to the private sector, in Schleswig-Holstein, construction plan
ning, road maintenance; surveying and coast protection were passed over. 
Baden-Württemberg intends to raise the allocation of orders to private firms 
for the planning and implementation of its building projects from the present 
30 % to a level of 50 % to 60 %. 

Typical of this field are the reports repeatedly submitted by th Rhineland
Palatinate government to the Land parliament. A wide variety of contracts 
are listed, part of them of considerable financial dimensions. Some examples 
are: examinations for public health offices, drinking-water examinations, vet
erinary treatment on behaH of public veterinary offices, pedological studies, 
ecological examinations, soil analyses for agriculture, measurements of air 
pollution and noise, surveying work for the real-estate registers, re-allocation 
and consolidation of agricultural land holdings, forestry work like wood cut~ 
ting and transport, data-processing and data-recording services, the handling 
of public housing promotion schemes, planning and supervision of projects 
for the water authorities, and orders from the road traffic authorities to firms 
in the fields of planning construction and maintenance at a total value of al~ 
most DM 70 million. 

Although the available figures do not permit a precise estimate of the 
amounts expended by the States in chis field, the sums disbursed by them 
come, in terms of the total contracting volume to hundreds of millions 
Deutsche Mark and are thus of substantial economic weight. 
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4. Privatization at Local Level 

To facilitate a proper understanding of privatiz.ation at the local level of 
counties, municipalities and other communes in the Federal Republic, atten

tion must again first be drawn to two principles of organization governing the 
German administrative system, namely the principle of universality and the 
principle of the unity of administration. The former principle means that lo
cal governments bear all responsibilities at their own level of administration. 

The latter means that, whenever possible, all responsibilities are to be con
centrated under one general administrative authority, with the concequence 
that there are only a limited number of specialized administrative agencies 
besides the Iocal government authority, such as local tax offices, Iocal labour 

exchanges, post offices, etc. The town hall in a German municipality is thus 
the centre of multifarious public life. In the light of the short political dis
tances at the local scene of action, enterprises like municipal utilities, abat
toirs, dockyard firms and public transport services cannot just be looked upon 
in the same way as F ederally-owned holdings, for instance. 

True, there are also communal holdings in industrial and commercial en-

terprises. A municipality may be among the heirs of a machine manufacturer. 
And the city of Frankfurt's participation in Flughafen AG running the 
Frankfurt airport can no longer be relegated to the level of local affairs. 
When in 1986, counties, municipalities and other communes, held participa
tions in 34 of the 500 enterprises with the biggest turnovers, the great major
ity of these were suppliers of energy. Besides, passenger transport and saving 
banks, water, electricity and gas are classical parts of the communal econ
omy. Following the territorial reform, the Federal Republic of Germany has 

91 municipalities not incorporated administratively in a county and 237 coun
ties comprising 8 506 communes, of which 6 013 form 1 037 associations of 

local authorities. Due to their size, not all of these units are able to meet all 
their public utility requirements by themselves. Because of this, many local 

authorities have joined forces in this sphere including that of sewage and 

refuse disposal. Finally, quite a number of multifarious enterprises have ac~ 
cumulated from a long time of economic activities on the part of the various 
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municipalities: ferries, warehouses, municipal halls, market halls, recreation 

parks, ski-lifts, inns, hotels, healch resort services, travel agencies, mills, 
breweries, wineries, saltworks, quarries, brickworks, etc. For many of these, 
public motivation could be found in the past, for others this still applies to
day. A town or city in the Federal Republic of Germany that wants to acquire 
the status of a conference centre has to provide for certain arrangements it
self and cannot fully rely on the private hotel business. A municipality will not 
just release its vacant land for general privatiz.ation but will seil it to private 

investors with the express prupose of promoting its economy. 

So, the property owned by counties and communes is not in the fore

ground of privatization at local level. True, not only the above-mentioned 
• ~ • '„ • . • 'I • „ • 'I „ . • „., „ „ .._ • 

specu1c econom1c acuvn1es out ruso Wiaespreaa enrerpnses 11Ke aoauorrs, 
tramways and waterworks including the real estate, buildings, machinery, etc. 
pertaining thereto can be regarded as property items. But the main thing is 

the task to be exercised, the goods to be provided and the service to be ren
dered for the public at large. The motive for privatizing public tasks and 
functions lies in the difficult fmancial situation which results from the in
creased public welfare burdens at Iocal level and not so much in fundamental 

politico-economic orientation. Although the communes gain their political 
weight from the execution of tasks and functions, they must relieve their bud
gets in this respect. In doing so, they do not follow a geoeral political concept 
of a division of labour between the public and private sectors. Nevertheless, 

there are generally prevalent opinions on individual subjects. 

For instance, caution is exercised in sectors of administration connected 

with public securit:y and order, with averting dangers or with encroachments 
upon the rights of the individual, although there are traditional ways and 
means of assigning sovereign functions to private persons or bodies and, in 
addition, there is a wide forefield where use can be made of private experties; 
this, by the way, is a demand brought f orward by the liberal profession lob
bies. As regards hospitals, nursing homes and old people's homes, clear 
prefercence is given to the third sector and its non-profit-orientated sponsors, 
although purely private economic enterprises have also expressed their inter

est in taking over such institutions. For other fields af activity, no possibilities 
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are seen of remunerative privatization, if the desired wide and pluralistic op
portunities are tobe maintained. This applies particularly to cultural facilities 
like museums, theatres and libraries. 

Privatization possibilities having, on principle, been accepted f or some 
public undertaking, further differentiation is then required in terms of the 
implications of the said project. Counties or communes can get rid of some 

hitherto public activities completely and without undertaking any legal or po

litical obligations to resume them, such as, for instance, in the privatization of 
municipal halls, market facilities or stockyards. But in many cases, it is only 
the execution of tasks that can be assigned to the private sector. Public re
sponsibilities and legal obligations continue to exist. For instance, the waste 
disposal laws passed by the States have imposed the duty of waste disposal on 
Iocal government. Within that framework many, mostly small communes, 
have commissioned private companies with the collection of refuse, part of 
the counties have transferred the operation of rubbish dumps as weil to such 
enterprises. Furthermore, partial tasks, functions and activities are assigned 
to private contractors in many ways; this applies, for example, to parts of ur
ban planning projects and road and open space planning undertaken by f:-ee

lance town planners and architects. Thls spbere offers considerable possibili
ties for relieving public staff; only, care must be taken to prevent that the ad
vantages of privatization are not outweighed by extra coordination work. 

Efforts have been made to compile e.mpirical surveys of the privatization 
of communal tasks mainly as regards the provision of certain goods and ser
vices for the public at large. Instructive results have been collected in an 
opinion survey made by the Deutscher Städtetag, a voluntary and partly indi
rect association of about 500 German cities and towns, among its members 
on the privatization of public tasks and functions f ormerly fulfilled by the 
communes. With a total participation figure of 265 member municipalities 

and representative participation in terms of size classes, the said survey pro
vides informative data in this respect both qualitatively, i.e. in terms of func
tion types, and quantitatively, the specific figures shown in brackets. 

In the traffic sector, the fo!!owiJtg privatization measures are mentioned: 
the maintenance of traffic signal systems ( 40), the maintenance of street 
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lighting equipment (14), the maint_enance of streets, foot-paths and public 
squares (7), the upkeep of roads incl. saftey services in winter conditions (23), 
street cleaning (28), control of parking facilities (26), public passenger trans
port (14) and so forth. In the field of supply and disposal services, the fol
lowing items were contracted out of the communal sector: the electricity sup
ply (6), gas supply (7), and water supply (9), the collection of refuse and lum
ber (41), waste and refuse disposal (32), effluent disposal (40) and others. As 

regards public parks, cemeteries and interment, the care of greenery and 
trees (50), cemetery work (17), interments (38), and other activities are car
ried out by private contractors. Among planning, surveying and building ac
tivities, town planning work ( 67), surveying work (23), and also activities in 
the civil engineering and construction sector (75) have been assigned to pri
vate persons or com panies. Certain public facilities have also been trans
ferred from the public sector: in the cultural, recreational and educational 
fields (63), in public health (16) andin youth and social welfare (46). Finally, 
the survey lists as privatized formerly commune-owned enterprises municipal 
utilities (12), stockyards (8), abattoirs (49), port and railway enterprises (6), 
market facilities ( 4), town halls, inns, health resort and tourist facilities (32) 
and others. 

Public administration is associated with certain auxiliary activities which 
are not necessarily of a public nature. These include, for instance, the clean
ing of public buildings, window cleaning in such buildings, printing and book
binding activities, clerical work, workshops, the guarding of public buildings, 
laundry work, canteen services etc. Such activities pressent themselves for ex
ecution in the private sector. Nevertheless, any relevant privatization project 
releases violent social conflict, since jobs in the public sector, which enjoy a 
great deal of security in Germany, are at stake. Confronted with fierce 
restistance from the employees concerned - accompanied by polemics from 
the opponents of privatization talking of a relapse into early capitalism ~ both 
mayors and ministers have bcen kiJ.own to capitulate. The question of pdva
tizing auxiliary activities is a problem encountered at all levels of administra
tion, Federal, State and local alike, and such projects have been implemented 
accordingly. The local level shall serve as an illustration, for that is where 
there is the best documentation. The available opinion surveys reveal that 



34 Speyerer Forschungsberichte 66 

cle:ming services, in particular, are frequently assigned to private contractors. 

An opinion survey made by the German tax payers' association in 1976 

among municipalities and other communes in North-Rhine Westphalia re

vealed that the cleaning of public buildings was fully or partly privatized in 

64.4 % of the communes, and 39.1 % were planning such privatization or in

tending to expand its scope. In its 1984 opinion survey among 265 cities and 

towns throughout the country, the Deutscher Städtetag recorded the priva.: 
tized cleaning of public buildings in 130 municipalities and privatization of all 
cleaning services in 219 of them. Cleaning services make up more than 60 % 
of all privatization of auxiliary activities. As against this, the guarding of 
buildings accounts for only 2.5 % and clerical work and automatic data-pro

cessing activities cover only 2 % of cases. The reason why other auxiliary ser

vices have not been privatized to such an extent does not lie in a lack of pri

vate bidders. For the first half of 1988, a privatization exchange organized by 
the Deutscher Industrie- und Handelstag (the umbrella organization of the 
German chambers of commerce) lists 40 % of tenders for cleaning services 

and 60 % f or other auxiliary services. 

To summarize what has been said on the local government levels of 
counties. municinalities and other communes. it mav be stated that orivatiza-, ..L T ,,., - - - - .&_ 

tion is first focussed on partial tasks, functions and activities under communal 

responsibility and then on auxiliary functions. This range offers still further 
opportunities for privatiz.ation, from commune-owned forests to parking 

garages, from pawnshops to burial establishments. The local governments 
cannot, as a rule, cast off their legal obligations and public responsibiiities in 

fields lik:e traffic and communication, waste-disposal services and social wel

fare. On being asked whether they were satisfied with the privatization mea

sures taken by them, the municipalities covered by the 1984 survey carried 

out by the Deutscher Städtetag among its members, answered as follows: of 

1 247 cases, 945 were judged positive, and only 60 negative or partly negative. 

Yet the question of economization through privatization is viewed with con

siderably greater reservation. 
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III. OUTLOOK 

As has been outlined in connexion with the problems involved in privati
zation, this strategy relates to multiple politico-economic processes on the 
borderline between the public and private sectors also including rationaliza
tion in the fulfilment of public tasks and reductions in public activities in 
certain fields of policy. Depending on its historical background, every nation 
goes its own ways about procuring goods and services alternatively to those 
provided by government and other administrative authorities; awarding ser
vice contracts, granting licences to private businesses, subsidizing, voucher 
schemes, promotion of selfbelp, etc. In the case of the Federal Republic of 
Germany, a discussion on how privatization, i.e. the transfer of public prop
erty and public tasks to private persons and enterprises, can be further devel
oped, must be preceded by some considerations on adjoining policies. These 
include privatization in the formal sense, the opening up of markets, reduc
tions in subsidies, debureaucratization, the simplification of laws and statu
tory privisions as well as deregulation. 

Privatization in the formal sense means that enterprises under public law 
and tasks fulfilled by public bodies are converted into private fonns of orga
nization. This can be a transitional stage. For instance, a credit institution 
under public law must be reorganized as a private-law stock corporation be
fore its shares can be placed in the stock exchange for privatization in the 
substantive sense. In many cases, however, formal privatization is end in it~ 

seif. In the Federal Republic of Germany, public property and public tasks 
are frequently clothed in private legal forms. This is true f or all levels of gov
ernment and administration and also for many branches of business including 
not only industrial enterprises in public hands but also communal and re
gional utilities, credit institutions, transport enterprises, research institutions 
and so on. The aim is to relax the restrictions inherent in public adminsitra
tion both internally and externally and to encourage entrepreneurial and 
market-orientated action. For instance, the Federal Ministry for Economic 
Cooperation hat no administrative substructure of its own; and for reasons of 
greater flexibility, it implements its aid for the Third World in the form of 
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develooment proiects through a orivate-law institution. the German Com-
& ... - - ... ~ 

pany for Technical Cooperatioo (GTZ). This organizational strategy will 
continue to be pursued in future. This can be seen from the establishment of 
private holding companies at State level and from similar plans in the field of 

the Federal Railways. Voices are to be heard in favour of private-law solu
tions for the subsidiaries of the FederaI PTT Administrations's forthcoming 
telecommunication branch, too, so as to permit them to participate in com
petition without being cramped by public budget law and public service law. 

Great headway in the provision of goods and services for the population is 
made by opening markets where public and private suppliers compete with 
one another. Basically, the discussion on the privatization of the Federal PTT 
Administration centres around the question of whether its monopolies can be 
broken. As far as the networks are concerned, modifications are ratber 
marginal. Yet in the terminal equipment field, competition will develop be
tween public agencies and private bidders, and this is widely welcomed in 
view of certain phenomena in the telephone sector - just think of wireless 
telephony. But the most important decision in tbis field relates to broadcast
ing, i.e. radio and television. U ntil recently, that sector - in the language of 

the market - was governed by the oligopoly of public-law broadcasting com
panies; in the terminology of the public sector, broadcasting was a public 
task. Now, private radio and television stations have been admitted. There is 
a dual code of organization in broadcasting now. The competition that has 
been opened up between the established public institutions and the private 
newcomers is worth a study of its own. There are many other examples of 
market opening possibilities that lend themselves to discussion such as pri
vate experts on fireprevention in buildings or for the inspection and supervi
sion of technical equipment; in particular, these would open up new fields of 
activity for free-lance engineers, physicians, lawyers, etc. 

When a Federal Government, in its fundamental economic policy orien
tation, puts its trust in the market and market forces as does the Government 
at present in office, it must ensure that, as far as possible, economic competi
tion is not distorted by subsidies, enterprises are not hi_ndered by bureau

cratic behaviour and legal formalism, and unnecessary regulatory interfer-
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ences in trading and competition are avoided. In the Federal Republic of 
Germany, reductions in subsidies fall short of political demands. Some regard 
it as a political achievement that the subsidy ratio, i.e. the total of financial 
aid and taxation privileges granted by the Federal Government as a percent

age of the gross national product, could be kept constant in recent years. Ini
tial steps towards a reduction in subsidies may be expected in conjunction 
with the 1990 tax reform. On the other hand, both the Federal Government 
and State governments have made simplifications in the legal and adminis
trative fields a permanent commitment since an independent committee was 
set up for that purpose in 1983. Weeding out fields like social security legis
lation, economic law, fiscal law and building legislation, also brings relief to 
the economy. In 1987, the Federal Government resolved to assign an expert 
committee for the removal of anti-market regulations. This committee is to 
draw up a report on how the competitive capacity of the German economy 
can be increased by deregulation. Moreover, a certain amount of deregula
tion is enforced by the process of establishing an internal market in the Eu
ropean Community. In its 1988 Annual Economic Report, the Federal Gov
ernment states with reference to privatization that this policy is to be carried 
on consistently. When looking to the future development, two aspects catch 
the eye: the socio-economic conditions for privatization and the relevant po
litical constellations. 

1. Socio-Economic Conditions for Privatization 

One of the primary prerequisites f or further privatization is that public 
property and public tasks suitable for privatization are available at all. In this 
connexion, there already exist constitutional and legal restrictions. They con
cern in particular tasks in the fields of public security and order, administra
tive intervention, for reasons. of public safety; in the public health sector, 
building, environmental protection, the running of business enterprises, etc. 
And the relevant economic prerequisites must be favourable, too. Under our 
economic system, private owners and sponsors are dependent on profits. An 

enterprise or task must therefore be attractive in this respect. The Federal 
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Government has bad to consolidate nublic enternrises. sunnlv them with new 
..._ ..._ • .... .&. „ 

capital and bring them out of the deficit area. Federal industrial property in-
cludes the Salzgitter steelmaking and shipbuilding group and the Saarbergw
erke group mainly concerned in hard-coal mining. All three fields of produc
tion are among the crisis-ridden sectors. lt becomes evident that a capacity 
for privatizaton involves more than a currently satisfactory earnings position. 

On the other hand, there must be interested private sponsors and in
vestors as weil as suff cient private demanders. This is a many-sided problem. 
Until the stock exchange collapse in 1987, privatization undertakings with 
Federal property could count on a stable stock exchange. At present, quota
tions are moving at a level which now makes it less attractive for the Federal 
Government to seek interested entrepreneurs. This is, surely, a reason for the 
stagnation in the sale of further shares in the VIAG group and the remaining 
VW shares held by the Federal Republic. If privatization is to reach a certain 
category of the population - broad sectors of the public at Iarge, employees of 
the enterprises to be privatized - the supporting measures for capital forma
tion must be of the right kind. Otherwise, the initial investors get the advan
tages of people's and emloyees' shares, subsequently selling them, after the 
waiting period, in traditional share-holding circles. In other cases, large, well
funded firms are required. Considerable investments are necessary for a pri
vate radio-telephony system. Where privatization is not intended to attract 
interest among profit-orientated economic enterprises but among non-profit 
institutions, as in the case of blood banks, the third sector will have to be 
willing and able to step into the breach. In this connexion, the withdrawal of 
the trade unions from the public-benefit sector following the debacle of their 
large-scale housing association, the Neue Heimat, has raised a number of 

questions. Some interested parties, however, are considered undesirable. For 
instance, many opponents of the further privatization of the Lufthansa fear 
that this national air carrier could fall into the hands of oil sheikhs. 

But even a government steering a fundamental course of market economy 
and competitive enterprise must also reach a compromise in its privatization 
policy with other economic policies such as employment policy, industrial 

structure policy, regional economic policy, etc. And the aspect of financial 
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policy likewise calls for examination. The rehabilitation of the public finances 

v.1.th revenues from privatization is a complex problem. At any rate, ex

changing future sources of income with present proceeds does not necessarily 
mean a Iasting improvement in the public financial position. This depends on 

different factors, not only on revenues but also, in particular, on the improved 
efficiency of the enterprise in private hands. If the chronically debt-ridden 
Federal Railways are expected to devise a result-orientated business strategy, 
careful consideration m ust be given to the possible expediency of filling gaps 

in their budget by selling Iucrative subsidiary companies. The position is even 

more difficult in the case of the privatization of such public tasks as, in the 
last resort, remain the responsibility of the public authorities. If the private 
contractor, for example, for refuse disposal, cannot be given a reliable pre-

diction of a sound economic efficiency to be expected, the consequent costs 
for the public authorities must be taken into account. 

Political Constellations Relevant to Privatization 

Privatization measures are a politica.l process. Accordingly, the pro-and
contra decisions on privatization depend on the political constellations at the 
time. The Liberal Democrats are supporters of privatization. N evertheless, 
they have neither broken through the stagnation in this matter in the Social
Liberal coalition at Federal level in the seventies, nor have they, so far, en

forced this view against the Social Democrats in the present Hamburg coali

tion faced with the question of privatizing the gasworks. The Social 
Democrats are fundamentally opposed to privatization. Even the Federal 
Chancellor among them who had leanings towards private enterprise has in 
this respect kept his distance. This fundamental standpoint does not, how

ever, prevent Social Democrats at communal level - albeit frequently after 
violent internal conflicts - from agreeing, under the pressure of shortage of 
funds, to the transfer of public tasks or functions to private individuals or 
firms. 

The Christian uemocrats are on principie and for the most part support
ers of privatization. True, situations can arise at variance with this viewpoint, 
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and not simply because of the labour-wing in the party. Political federalism 
and the independence of the Bavarian Christian Social Union must be taken 
into account. This means that matters of economic policy at State level can 
be regarded differently from those at Federal level. The Federal Republic 
and State Lower Saxony - both govemed by a Christial Liberal coalition -
each hold 16 percent of Volkswagen shares. The Federal Govemment is 
aiming at privatization of its participation while the State Government is not, 
although in Lower Saxony attention may be called to the fact that a number 

of State holdings have been privatized according to plan. But that State with 
its difficult economic structure, wishes to retain its influence on its biggest 
employer. Even the politician who is actively engaged in the question of pri
vatization says that both sides must be considered. However, in the conserva

tive camp, particularly in South Germany, quite apart from reasons of eco

nomic policy in individual cases, there is also an element inclined towards 
public enterprise. lt must be kept in mind that mercantilism is one of the 
roots of economic development in Central Europe. Thus, it seems quite natu
ral for a State to keep a hold on one's public property, and not just in the 
case of folklore institutions like a Bavarian state brewery. Nor can the Fed
eral Government, in pursuing its plans, always rely on the backing of those 
eiements in its own poiiticai camp that are convinced of the desirabiiity of a 
fair share of public undertakings in an economy generally geared to private 

enterprise. This ~pplies not least to the privatization of the Lufthansa. 

Privatization projects meet with the violent opposition of the trade unions. 
They demand the very opposite, the conversion of key industries into public 

property. For instance, the metal industry trade union (IG Metall) demanded 
the nationalization of the steelmaking industry in 1983 and, to this end, sub

mitted in 1985 a model plan for a national steel holding as part of public 
property. The opinion was held that private property had no longer any posi
tive function in the steelmaking industry. Today, a more differentiated strat
cg-1 is being pursued with an overall scheme for the establishment of firms to 
safeguard employment in the steel industry (Rahmenkonzeption Beschäfti
gungsgesellschaften Stahl). These firms are intended to absorb employees 
threatened with dismissal in ailing steelworks. As this would involve, at least 
in part, employment without work, this means that public financing will be 
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called for. The interest combines of industry, craft, trade and commerce are 
• ~ , • . • ~• .... • . • r • „111 _ • • t m tavour ot pnvattzation. Assoc1at10ns ot puouc enterpnses, wnen concemea, 
are as a rule opposed to it. Equally, the management of the specific enter
prise under consideration f or privatization must first be attracted to the idea. 
The overall concept of the Federal Government's policy with regard to priva
tization envisages that any modifications of Federal participations contem
plated, shall be previously discussed with the managements of the enterprises 
concerned. As a rule, the workers and other employees in the enterprises to 
be privatized are opposed to any project affecting them. Privatizations can 
require difficult arrangements for the personel. The likelihood of a conflict 
situation, however, varies greatly, as can be seen in comparing, for instance, 
the nrivatization of a orosnerous industrial enterorise like Volkswae:en AG. 

... & .L .... """'" „ 

on the one hand, and the reorganization and market opening plans for the 
Federal PTT Services, on the other. 

In the legal, economic and social sciences, there are dedicated advocates 
and opponents of privatization, as can only be expected in a question of such 
ideological importance. The predominant opinion favours market forces and 
competitive elements; but there are quite a number who are against one-sid
edness in legal, economic and social policy respects. Organizations such as 
i1 ~ ... • „ .1 ........ • ; .......... „... . „ ~ 1 „" L! 

lne uerman rnx payer·s assoc1anon, lne ueurscner ~rnatetag \a 1eaerauon 01 

German towns) and others, have endeavoured to achieve a more objective 
approach to the discussion. On the question of whether privatization mea
sures are popular, public opinion polls have no conclusive results to offer. 
The very formulation of the questions seems to present problems. When the 
question is put in a crisis area about the privatiz.ation of public services such 
as, f or instance, refuse collecting, PTT or passenger transport, there is, as 
one would expect, no majority opinion in favour of private enterprises. 

On the whole, however, - if we add to the basic term of privatization the 
opening of the market to private and public competition ~ the predominant 
politico-economic trends in the 1980s are from the public to the private sec-
tor. This does not mean that the public sector is losing in importance. This is 
no zero sum game at which the one loses what the other gains. Regarding the 
future of privatization in the Federal Republic of Germany, it may be said 
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that. orovided there is no radical chamze in socio-economic conditions and 
-~ ~ 

particularly in the party-political constellations, the development described 
above will continue. This means that the Federal Government will continue 
to privatize enterprises that are part of Federal industrial and commercial 
property. Just at this very time, it has confrrmed in Parliament that it is per
sisting in the VW privatization project against the opposition of the Social 
Democratic Party and the "Greens". The local govemrnent authorities will 
continue to weed out their fields of duties to find out where they can relieve 
their budgets of certain activities. This does not preclude that some well-to
do municipality may purchase for its public utilities an electricity supply net
work that has been installed in its precincts. The States lie in between and 
often place a narrow interpretation on their scope of action. Anyhow, the 
Government of the Rhineland-Palatinate is working on a privatization 
scheme. 

The influence on privatization of the ngeneral weather situation" interna
tionally should not be underestimated. The adjustment processes in economic 
structure and policies especially between the Western industrial countries 
also apply to this development. In this respect, it is not a case of imitation in 
any specific case but of basic currents in economic policies. Due to the inter
weaving of economic and political interests of the countries of Europe and 
the world-wide economic function of the US and Japan, successes and fail
ures of privatization will always leave an impression. True, in the case of the 
Federal Republic of Germany, there are no rigorous solutions to be ex
pected. A cautious course of action will continue tobe pursued. The privati
zations in the sixties have not led, after the change in the political power situ
ation in the government, to any counter-movement of nationalization. Simi
larly, a political change of scene must be anticipated at the present time as 
well. But it would scarcely seem desirable for state or society for there tobe a 
wide sweep of the pendulum from privatization to nationalization measures 
depending on, most likeiy narrow, party-poiiticai majority conditions, since 
this would imply unstabling social and economic effects. 
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