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– In August 1990, the still acting GDR government put

150 millions DM (Deutsche Mark) at disposal for taking
over interest liabilities.

– Credit repayments were suspended until 31. 12. 1990.
– Agricultural producers’ co-operatives, which were heavi-

ly burdened with debts due to state regulation, received
an amount of 340.5 millions DM as a partial reduction of
debt (Law Gazette of the GDR 1990, Part I, No. 17, p.135).

– For the period of  1. 1. to 28. 2. 1992 the federal govern-
ment of Germany provided another 50 millions DM for
interest refunds.
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Abstract: The old debt problem resulting from the transformation of the agricultural co-operatives of the former GDR
(German Democratic Republic) is described with respect to its evolution and its economic policy treatment during the
process of transformation. So far, the measures for the treatment of old debts have had business economically stabilising
effects. Nevertheless, debts are still growing. The farms which are affected by such old debts are strongly interested in
solving this problem. This explains the intensity of the results’ discussion of a scientific expert opinion on an analysis of
the mode of action of the old debt regulation in agriculture. The conclusions which can be drawn from the public discus-
sion of these results with respect to the future treatment of these old debts show, that the affected farms favour a kind of
bonus rule for debt repayment. Such a regulation also seems to be acceptable for the treasury as the final bearer of the
remaining debts and as a solution to minimise the taxpayers’ burden.
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– Legal basis was the unification contract article 25, sub-
section 3, sentence 3 to 6 and the on this basis enacted
administrative rule (this regulation did not create a le-
gal claim for debt relief, as a directive or an order would
have done). Parties concerned are the respective farms
and the Treuhandanstalt.

– Co-operatives of animal and plant production, horticul-
ture as well as freshwater fishery could be freed of debts.
This did not hold for interim co-operative institutions,
melioration, forest and dairy co-operatives. Here only
firms which were capable of development and financial
recovery received a partial reduction of debt.3

– Only credits for those investments, which have been
given by public order and did not concern assets nec-
essary for the firms operation, as well as credits which
got worthless after the unification could be disencum-
bered (e.g. investments for municipal purpose or power
adjustments to lignite heating).

– Floating capital credits were not disencumbered.
– 3 116 requests were given (Rawert 1994, p. 132).
– 1.4 thousand millions DM were provided by the Treu-

handanstalt for a partial reduction of debt plus another
400 millions DM for already accumulated interests. This
was not sufficient for a 100 % reduction of debt of all
those credits, which were classified for disencumber-
ment.

– By means of the partial debt relief, 78% of the old debts
classified for disencumberment could be redeemed. With
regard to all old debts, this quota amounted to 18%
(Böhme 2000).
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– Legal basis is the DM balance law (article 16, sub-sec-
tion 3 and 4). Participating parties are the concerned
farms, the German Co-operative Bank as the main cred-
itor, 157 Raiffeisenbanken4 and roughly 15 co-operative
banks.

– The creditor banks agreed upon an alteration of priority
(hence, liabilities for old credits have a lower priority
than other and future liabilities, collaterals were re-
leased).

– In the case of liquidation of the concerned farm, banks
can enforce an open claim. The banks got a guarantee
by the state for repayment of such debts by allocating
the not redeemed credit amount to the so-called Erblas-
tentilgungsfonds.5 Since this fond is financed by means
of taxes, the taxpayers carry the final burden.

– Old debts and accumulated interests could be eliminat-
ed from the liabilities of the farms.6 Anyhow, this result-
ed only in a deferment of payment as interest payments
still accumulate (though no compound interest)7. Per
annum, 0.25% of the credit amount have to be paid as
administrative apportionment of cost.

– Assets which were not necessary for the farms’ opera-
tion had to be sold (flats, cultural centres, holiday camps
which are so-called annex-2-capital equipment8) and the
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1) Agreements on the alteration of priority were also made with
co-operative farms which had no claim for partial debt relief (e.g.
interim co-operative institutions, melioration co-operatives)

Source: Forstner and Hirschauer 2001, p. 35



AGRIC. ECON., 48, 2002 (4): 161–165 163

respective revenues had to be utilised for debt redemp-
tion (until 31. 12. 1995).

– Furthermore, the farms are obliged to utilise 20% of their
realised profits (prior to taxation) for debt redemption.
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– the relief of the farms in terms of their debt service (re-

payment, interest) up to realisation of profits, which
has the effect that the old debt burden does not repre-
sent a danger which would endanger their existence;
liquidity and creditworthiness were not and are not dis-
turbed by the old debt;

– the renunciation of compound interest payments limit-
ed the liabilities’ increase and acted as a subsidised
debt service;

– the treatment of realised debts services (repayment and
interest payments) in the balance acted as tax relieved
expense items;

– the fact that extraordinary profits of the granted partial
reduction of debt as well as the balance relief have not
been considered of the asset settlements9, which pre-
served the financial strength of the farms;

– the method of balance relief, which in the sum of all
granted tax, financial and economic relief resulted in an
advantageous situation of the respective farms in rela-
tion to those farms without old debts. With respect to
their effects, the authors regard these advantages equal-
ly to state subsidies10.
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1. The reduction of the equity capital for asset settlements

and therefore avoidance of additional capital outflow.
2. Taxation advantages regarding the service of credits

(repayment and interest payments got tax relief).
3. Interest privileges because of non-compliance of com-

putation of compound interest.
4. A low capital service burden for those assets which

have been financed with old credits.
5. The still unlimited period of lending.
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1. Despite the debt redemption of 1.4 thousand millions

DM, in most farms debts amount to a bigger sum than at
the beginning of the old debt regulation (hardly inter-
est and redemption payments). This situation is non-
motivating for the respective farms.

2. When payments for credit service are made, the given
division between redemption and interest payments has
the effect, that the farms can only service interests and
hardly any repayments of old credits can be made.

3. The sale of operational not necessary assets within a
given period of time led to inefficient dispositions. So
far the respective sales revenues covered only 80% of
the repayment amount.

4. About 43% of the farms with old debts could not make
any repayments yet (Forstner and Hirschauer 2000).

5. As a result, it is to be expected, that the majority of
farms will not be able to redeem their old debts within a
period of 20 years (see Table 2).
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– The old debt regulation has sustainably compensated

for the disadvantageous effects of high credit burdens
not due to negligence.

– The economic obligation for redemption is low because
the period of regulation is not restricted for the respec-
tive farms.

– Still, the obligation for the farms to redeem their credits
is high.

– The majority of the old debtors has economically no
real possibility to repay their credits within the 20 years
period, given by the Federal Constitutional Court.

– Due to the equalisation claims on the so-called Erblast-
entilgungsfonds agreed upon in contracts, the banks
do not bear a risk.

– It is the taxpayer, who has finally to pay for the open
credit burdens.
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1. The old debts which have been worthlessness when
the partial reduction of debt of 1993/94 was carried out
and which have been classified for disencumberment
but were actually not relieved (22% of old credits clas-
sified for disencumberment) should also be relieved
under the same conditions as the 1993 relieved credits.

2. The so far unfavourable relation between the redemp-
tion of old debts and redemption of accumulated inter-
est debts should be improved in favour of debt
repayments (change of the repayment formula).

3. Based on the will of the old debtors to free themselves
from the debt burden, respective agreements for repay-
ment commitments should be arranged which take into
account the farm specific situation and which should
lead to a total debt redemption if the agreement is rea-
lised (bonus rule). This way, it would be feasible to re-
duce the taxpayers’ burden as much as possible.

4. Because of political and economic reasons, all these so
far mentioned possibilities from 1 to 3 have not to have
any influence on the already realised asset settlements.

+�*���#&�U���������	����������	�����������*�
��	�����*�
�
������M0KN"����,.

8�	
��	�� ������� �����	�� !�V�� 5	�� ��� �������	�� ��� ���� ��*�
� ��
���������� ������ �	����
�
� �	� ���� ��
�� ��� �	� ���� ��*�
*����	� ���� ��

L)) %#)) %,)) %/)) #J)) -)))

#) #� )'' #� JJ, #� ('- O O O

J) #� )#% #� )'' #� %#, #� %(, #� JJ, #� ('-

L) #� ))( #� )-, #� ),- #� )'' #� %JL #� #'%

/) #� )), #� )#% #� )-% #� )JJ #� )'' #� %#,

%)) #� ))# #� )%- #� )#% #� )#( #� )J( #� )''

Source: Wissing 1995, p.2



AGRIC. ECON., 48, 2002 (4): 161–165 165

5. If the proposed measures are not taken, the debt amount
would permanently keep increasing, although the old
debts do not represent a significant economic burden
of the farms. Finally, this would result in a maximised
burden for the taxpayers.
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