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The East German ‘Debt Crisis’, the Soviet
Union and the West

Vychodonémecka ,dluhova krize*, Sovétsky
svaz a Zapad

Maximilian Graf

ABSTRACT

Because of costly tonsumer socialism’ and continuous trade deficits with the West, the East
German balance of payments crisis aggravated towards the end of the 1970s. Despite all internal
warnings and massive Soviet complaints about East German dependence on the West, the concept
of Unity of Economic and Social Policy’ remained unchanged, and all measures taken to reach
a favorable trade balance — whether this meant reducing imports from or increasing exports to
the West — proved insufficient. This paper analyzes the interactions between East Germany and
the Soviet Union before and throughout the debt crisis of the early 1980s. Additionally, it sheds
new light on how East Germany escaped the fate of bankruptcy prior to 1983. Which trade
operations (e.g. oil, grain) created the necessary foreign currency revenue to pay the most pressing
credit rates? What role did the so-called “Zurich model’ (the project of a huge West German
long-term loan in return for humanitarian concessions) play in the East German strategy,
before the Strauff loans made it superfluous? How did East Berlin communicate its policy to
Moscow and how did the Kremlins reaction change over time? By addressing these questions,
the paper touches not only the most pressing economic and financial issues of that time but also
contributes to our understanding of the further challenges the East German regime had to face
in its tightrope walk on the abyss of bankrupicy.

ABSTRAKT

Koili nakladnému konzumnimu socialismu® a neustalym obchodnim de/icitz?m se Zdpadem
se vychodonémeckd krize platebnt bilance ke konci 70. let 20. stoleti zhorsila. Navzdory vsem
vnitinim varovdnim a masivnim sovétskym stiZnostem na vychodonémeckou zdvislost na
Ztipadé ziistal /zomepz‘ ,jednoty bospada’ﬁke’ a socidlnt poliliky“ nezmeénén a veskerd opatient
prijatd k dosazent priznivé obchodni bilance — at uz to znamenalo snizeni dovozu ze Zdpa-
du nebo zvyseni vyvozu do néj — se ukizala jako nedostateind. Tato prdce analyzuje interak-
ce mezi vychodnim Némeckem a Sovétskym svazem pred a béhem dluhové krize na pocdtku
80. let. Navic vrhd nové svétlo na to, jak se vychodni Némecko vyhnulo osudu bankrotu pred
rokem 1983. Které obchodni operace (napr. ropa, obili) vytvdirely potiebné devizové prijmy
k iihradé nejnaléhavéjsich ivérovych sazeb? Jakou roli hrdl tzv. ,curyssky model” (projekt ob-
rouské zdpadonémecké dlouhodobé piijcky vyménou za humanitdarni iistupky) ve vychodonémec-
ké strategii, nez se Straussovy pijcky staly zbytecnym? Jak vychodni Berlin komunikoval svou
politiku Moskvé a jak se reakce Kremlu v priibéhu casu ménila? Tim, Ze se clanek zabyvd témito
otdzkami, se dotykd nejen nejnaléhavéjsich ekonomickych a financnich problémil té doby, ale také
prispivd k nasemu pochopent dalsich vyzev, kterym musel vychodonémecky rezim celit pri své
chiizi po lané v propasti bankrotu.
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I INTRODUCTION

In the early 1980s, like most other Socialist countries, the German Democratic
Republic (GDR) was caught in a debt trap.! This paper shows how the
GDR got into that situation and how the Soviet Union perceived and tried to
counteract this process. Additionally, it revisits how the East German regime
successfully secured solvency while balancing on a financial abyss in the years
of the acute debt crisis and before the so-called ‘Straufl loans’ of 1983/84. How
did the decision to stay solvent by all means evolve and how was this goal
achieved? What solutions proposed by the various economic actors with their
own agency were considered viable, while others were ruled out right from the
start? What short-term liquidity was secured by the financial apparatus? Which
trade operations with the Soviet Union and Western countries (e.g. oil, grain,
and consumer goods) created the necessary foreign currency revenue to pay off
the most pressing loan installments? How did the Commercial Coordination
division (Bereich Kommerzielle Koordinierung, KoKo)? directed by Alexander

1 Parts of this paper have been published as Graf, Maximilian: Before Straufl: The East German
Struggle to Avoid Bankruptcy During the Debt Crisis Revisited. The International History
Review 42 (2020) 4, pp. 737-754.

2 Founded in 1966, KoKo was formally part of the Ministry of Foreign Trade, but in fact closely
connected to the MfS and under control of the leading economic functionaries of the party.
'The purpose of this remarkable innovation was to earn convertible currencies, make Western
trade more flexible and solve recurrent crisis situations. It gained importance throughout the
1970s when the need to generate foreign currency revenue increased. Among other things, like
the non-trade related influx of West German money, KoKo organized large parts of Western
and intra-German trade. In the years 19801984, the share of KoKo in East Germany’s foreign
trade rose to 44,8 per cent. Nevertheless, it acted within the same economic policy decreed by
the party leadership, which was not put into question. In the end, despite its merits in keeping
the GDR solvent, it contributed to the same results as the rest. Judt, Matthias: Der Bereich
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Schalck-Golodkowski contribute to this endeavor? What role did the so-called
“Zurich model’ (the project of a huge West German long-term loan in return for
humanitarian concessions) play in the East German strategy, before the Straufy
loans made it superfluous? By addressing these questions, the paper touches not
only on the most serious economic and financial issues of that time but also
contributes to our understanding of the challenges the East German regime
faced in its tightrope walk during the debt crisis. It shows how a rather immobile
regime successfully managed to overcome the ‘credit boycott’ without making
any major political concessions and points to the role the Soviet Union and
Western money played in this endeavor.

The analysis is based on documents of the ruling Sozialistische Einbeitspartei
Deutschlands (SED), the East German State Planning Commission and KoKo,
which played a crucial role in securing solvency. Additionally, sources of the
Ministry of State Security (Ministerium fiir Staatssicherheit, MfS or Stasi) shed
new light on the internal discussions and the role of the Soviet Union.* While
most of the state, party, and KoKo sources have been studied by many scholars of
East German history, the documents produced by the Hauptabteilung 18 of the
MIS still offer fresh and often revealing insights.

The paper proceeds in three stages: First, it discusses the genesis of the
East German river of red ink and the Soviet position. Second, it examines the
leadership’s reactions to the acute danger of bankruptcy in spring 1982 and
the strategies that secured solvency throughout the year. Third, it reassesses the
search for new loans. The evolution of the “Zurich model’is a good case in point
to show how desperate the situation was in early 1982, and its failure highlights
the regime’s aim of surviving the debt crisis without making major concessions.
Finally, the loans negotiated by the Bavarian Prime Minister Franz-Josef Strauf3
in 1983-1984 released the GDR form the acute debt crisis on the price of growing
dependence in West Germany. The Kremlin's worries about this development were
in fact similar to the beginning of the 1970s, yet, of difterent scale.

INTO THE DEBT TRAP

The East German road into debt was closely related to the increasing share of
imports from the West in the GDR’s foreign trade. Economic cooperation with
the West always aimed at reducing dependence on the West and especially West
Germany in the long-term. However, the strategy of import-led modernization

Kommerzielle Koordinierung. Das DDR-Wirtschaftsimperium des Alexander Schalck-
Golodkowski — Mythos und Realitdt. Berlin 2013.

3 For a first in-depth study of these sources (though with a different focus than in this paper), see
Malycha, Andreas: Die SED in der AraHonecker. Machtstrukturen, Entscheidungsmechanismen
und Konfliktfelder in der Staatspartei 1971-1989. Munich 2014, pp. 276-289.
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did not work and debt levels increased from the late 1960s.* In 1971, after
a quarrelsome power struggle over his policy toward West Germany and
economic reforms, Walter Ulbricht was ousted from power. The politburo of the
SED elected Erich Honecker as its new First Secretary.’ The new leadership
abolished the economic reforms of the 1960s, but the problematic tendencies
of the East German economy continued to worsen. The VIII Party Congress
of the SED later that year adopted the so-called ‘Main Task, a socialist welfare
policy concept that later was labeled ‘Unity of Economic and Social Policy.” This
concept was expensive, since it included subsidized prices, a housing program,
and imports of consumer goods. The East German economy was never able to
cover the costs. Immediately, the head of state planning commission Gerhard
Schiirer, central bankers, and in later years also the MIfS warned about the
potential consequences of increasing debts. However, the domestic political
rationale was to keep people satisfied (to the greatest possible extent), and in
the age of easy access to cheap money the downside of this strategy seemed
negligible or at least far away. Hence, the policy remained unchanged even when
the situation dramatically worsened from the mid-1970s onwards. At the macro-
level, economic decision-making was dominated by Honecker’s ‘small-circle. The
most remarkable figure of this circle was the SED’s economic secretary, politburo
member Gunter Mittag.®

In the first half of the 1970s it seemed that global economic and financial
developments might play in favor of Socialism. The monetary crisis following the
end of the Bretton Woods system and the first ‘oil price shock’ of 1973 troubled
Western economies. The dictum of the ‘chronic contradictions of the imperialist
system’ was en vogue again.” The effects global economic changes would have

4 Abhrens, Ralf: Gegenseitige Wirtschaftshilfe? Die DDR im RGW. Strukturen und handelspo-
litische Strategien 1963-1976. Cologne 2000.

5  Steiner, André: Die DDR-Wirtschaftsreform der sechziger Jahre. Konflikt zwischen Effizienz-
und Machtkalkiil. Berlin 1999.

6  Among the most important studies on the economic history of the GDR, see Steiner, André:
The Plans that Failed. An Economic History of the GDR. New York 2010; Zatlin, Jonathan
R.: The Currency of Socialism. Money and Political Culture in East Germany. Cambridge
2007; Judt, M.: Der Bereich Kommerzielle Koordinierung; Malycha, A.: Die SED in der Ara
Honecker, pp. 177-322; Hertle, Hans-Hermann: Die Diskussion der 6konomischen Krisen
in der Fihrungsspitze der SED. In: Pirker, Theo — Lepsius, M. Rainer — Weinert, Rainer —
Hertle, Hans-Hermann (eds.): Der Plan als Befehl und Fiktion. Wirtschaftsfithrung in der
DDR. Gespriche und Analysen. Opalden 1995, pp. 309-345; Berghoff, Hartmut — Balbier,
Uta Andrea (eds.): The East German Economy, 1945-2010. Falling Behind or Catching Up?
New York 2013; Hoffmann, Dierk (ed): Die zentrale Wirtschaftsverwaltung in der SBZ/
DDR. Akteure, Strukturen, Verwaltungspraxis. Berlin 2016.

7 Stiftung Archiv der Parteien und Massenorganisation der ehemaligen DDR im Bundesarchiv
Berlin (SAPMO-BArch), DY 30/] IV 2/2]/4555, Information for the Politburo on the current
situation of the capitalist monetary crisis, 12. 2. 1973; SAPMO-BArch, DY 30/] IV 2/2]/5319,
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on the GDR were hardly predicted and did not lead to policy changes. The ‘oil
price shocK can be seen in this regard. In the long-term it resulted in high costs
and massively influenced the domestic energy strategy,® but initially (despite
the oil price adaptions on the CMEA market in 1973-1974) the GDR profited
from rising world market prices in the 1970s. The increasing export of refinery
products made from cheap Soviet crude oil can be interpreted as a logical answer
to the need of earning more hard currency.’ Indeed, the export of processed oil
products to West Berlin was lucrative, and profits increased due to the second ‘oil
price shock’in 1979.7°

However, even before the first ‘shock,” it had become clear that there would
be no endless raw material supply from the USSR. In May 1973, Soviet chief
planner Nikolai Baibakov informed the East Germans that the Soviet Union
‘had overextended itself’ with the promised deliveries.”> With regard to oil and
rolled steel this was a massive blow to the GDR’s long-term export planning.
East Berlin's acknowledgment that this would further increase imports from
the West did not change the Soviet position, even though, the Kremlin worried
about East German indebtedness. In August 1973, Prime Ministers Willi
Stoph and Aleksei Kosygin discussed the figures in detail. Annual payment
obligations started to exceed the export earnings per year. This was considered
the absolute maximum. Nevertheless, Stoph expected debt to raise further
and told Kosygin that any forecast until 1980 depended on the raw materials
supplied by the Soviet Union and the other CMEA countries. In a nutshell: The
GDR openly admitted that without growing quantities of cheap raw material
from the USSR indebtedness would continue to rise. Only increased production
out of this support could counteract this development. Kosygin remarked that
the Socialist countries must capitalize on the economic chaos in the West but
conceded that Moscow had no idea how this could be done.!®* Neither had the
GDR. Over the years, the Soviet complaints about their allies’ indebtedness to
the West continuously increased. In summer 1976, Kosygin assembled the heads

Information for the Politburo on the current situation of the economy in the main capitalist
countries, May 1974.

8  On rising oil prices and the repercussions, see Steiner, André: “Common sense is necessary:”
East German reactions to the oil crises of the 1970s. Historical Social Research 39 (2014) 4,
pp- 231-250.

9  Ray Stokes, From Schadenfreude to Going-Out-of-Business Sale: East Germany and the Oil
Crises of the 1970s, in Berghoft, H. — Balbier U. A.: The East German Economy, pp. 131-143,
142.

10  Judt, M.: Der Bereich Kommerzielle Koordinierung, pp. 62-66, 105-112, 183-184.

11 Ahrens, R.: Gegenseitige Wirtschaftshilfe? pp. 275-276. On the origins of this tendency, see
Hoffmann, Dierk — Malycha, Andreas (eds.): Erdol, Mais und Devisen. Die ostdeutsch-sowje-
tischen Wirtschaftsbeziehungen 1951-1967. Eine Dokumentation. Berlin 2016.

12 BArch, DE 1/58507, Memcon Schiirer — Baibakov, Moscow, 21. 5. 1973.

13 Ibid., Memcon Stoph — Kosygin, Moscow, 20. 8. 1973.
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of government of the Warsaw Pact member states. Again, he pointed to the
economic crisis of the West and referred to its strategies of exerting pressure on
the Socialist states. Still, any coordination of import policies and credit practices
of the Socialist debtors had failed. Against this backdrop, Kosygin heavily
criticized the other Prime Ministers for providing Western lenders and investors
with too much information about their country’s financial situation and called
for better coordination of economic relations to the West.!* While the GDR
was certainly not among those states who freehandedly provided information
about its financial situation, regarding economic relations with the West it fitted
into the pattern. The USSR worried about increasing imports and cooperation
with the West and the resulting debts. The East German leaders tried to appease
and show good will.

Later in the summer of 1976, Honecker told Leonid Brezhnev that the GDR
possessed a ‘special plan to become independent from the West,” however, he
did not detail it.” The archival documents do not reveal any such plan, but it is
very likely that modernization through loan-financed countertrades, resulting in
increased exports to the West, was his core idea and hope. The most convenient
solution would have been to solve the hard currency deficit by making use of the
differences between CMEA and world market prices for Soviet raw materials.
Yet, Kosygin shattered these hopes in a conversation with Stoph at the end of
1976, when he stated that increased imports of such valuable resources would
have to be paid in hard currency. In March 1977, the balance of payments had
worsened to such an extent that Gerhard Schirer and Giinter Mittag for once
joined forces and reported to Honecker: ‘For the first time, we are in acute
financial difficulties.” When confronted with their call to immediately change
trade policy, Honecker reacted furiously. He regarded their step as an all-out
attack on him and his economic policy. In the end, Mittag and Schiirer backed
down.'® In the next meeting of his ‘small circle’ that shaped economic decision-
making most, the General Secretary proposed to solve the acute problems by
making use of existing secret reserves (like West German subsidies, which
were under his exclusive control and probably contributed to his rather relaxed
attitude). However, he regarded this as the last resort."”

In 1977, East Germany’s export earnings did not suffice to service its debts.

At the end of 1978 the balance of payments showed a deficit of 17,8 billion

14 SAPMO-BArch, DY 30/1V 2/2.036/63, Bl. 8—14, Memorandum on Kosygin’s remarks at the
meeting in Berlin, August 1976.

15 Memcon Honecker — Brezhnev, Berlin, 20. 8. 1976. In: Hertle, Hans-Hermann — Jarausch,
Konrad H. (eds.): Risse im Bruderbund. Die Gespriche Honecker — Breshnew 1974 bis 1982.
Berlin 2006, pp. 113-135, 130.

16 Hertle, H. H.: Die Diskussion der 6konomischen Krisen, pp. 314-315.

17  BArch, DE 1/58719, Bl. 482-514, Memorandum on a meeting discussion the plans 1977 and
1978 at Honecker’s office, 2. 6. 1977,
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Valutamark (VM)®™ in convertible currencies. 90 percent of the imports from
the West were loan-financed. Interest payments and amortizations required
2,5 billion VM in new loans. In 1979, the total balance of payments deficit was
expected to reach 19 billion VM, including an unresolved hard currency deficit
of 0,9 billion VM. As always, the East German leadership intended to solve this
problem by reducing imports, increasing exports and adopting other measures
that, however, in the 1970s, had constantly failed to materialize according to the
plan. Yet, not everything was a direct result of the state planning system’s failure.
Global developments were beyond the SED’s control. The rise of world market
prices 1971-1978 had increased the deficit by 3,1 billion VM and the unplanned
(but due to crop shortfalls in the GDR and the USSR) essential imports of
grain added another 3,8 billion VM. Interest payments for the 1971-1978
loans amounted to 5,1 billion VM. The overall outlook was dismal: Since the
annual hard currency spending for interest payments and amortizations exceeded
the export earnings, the deficit was growing year after year. An analysis of the
GDR’s balance of payments in 1978 stated the obvious: “This spiral cannot be
prolonged.” It was entirely clear that ‘without the willingness of foreign, and
especially capitalist banks to provide further loans in the amount needed, the
planned imports and the due payment obligations cannot be realized.” Without
a fundamental turnaround in the GDR’s trade balance with the West, debt was
expected to skyrocket until the mid-1980s."”

In the long run also the second “oil price shock” of 1979 resulted in high
costs and massively influenced the domestic energy strategy, but initially and
throughout the 1970s the GDR profited from rising world market prices. The
export of refinery products made from cheap Soviet crude oil increased and has
been interpreted as a logical answer to the need of earning more hard currency.
Indeed, the export of processed oil products to West Berlin was lucrative, and
profits increased due to the second “oil price shock” in 1979. However, even

18 In this paper, I use the figures on which internal assessments and decisions were based upon.
In 1982, the internal exchange rate for 1 USD was 2,4 VM. Since 65% of the GDR’s foreign
currency payments were in USD this seems to be the most important benchmark for measu-
ring the East German financial situation in a comparative way. On the problem of the actual
value of the ‘divided’ VM and the recalculations of East German debt, see Volze, Armin: Zur
Devisenverschuldung der DDR - Entstehung, Bewiltigung und Folgen. In: Kuhrt, Eberhard
(ed): Die Endzeit der DDR-Wirtschaft — Analysen zur Wirtschafts-, Sozial- und Umweltpolitik.
Opalden 1999, pp. 151-183.The best recalculations have established the ‘least bad figures, clearly
showing a larger share of the West in the overall East German trade volume. Ahrens, Ralf: Debt,
Cooperation, and Collapse. East German Foreign Trade in the Honecker Years. In: Berghoff,
H. - Balbier U.A.: The East German Economy, pp. 161-176, here 164-165.

19 BArch, DL 226/1248, Bl. 220238, Current status of the GDR’s balance of payments with the
West in 1978/79, Berlin, 1. 2. 1979.
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such specifics of East Germany’s economic dealings with the West did not
fundamentally change the overall picture.

Debt to the West, growing dependence and — even more worrying —increasing
cooperation with West Germany was a permanent topic on the agenda of the
meetings between the leaders of the USSR and the GDR. In 1979, Brezhnev
even suspected the economic secretary Mittag of secretly working for the West
(after an envisaged cooperation between Soviet Union and East Germany had
not materialized and was replaced by an agreement with West Germany).”
A lot of distrust accumulated and in August 1980, Soviet criticism escalated.
At a meeting in Crimea Brezhnev attacked Honecker’s economic policy, the
GDR’s Western orientation, and especially its relations to the FRG.?! The Soviet
leader was furious about the resulting dependence and repercussions on trade
with the USSR. According to Schiirer, the ‘distinctness and harshness’ of his
criticism was new in form and scale. Mittag and Honecker engaged in appeasing
but countered Brezhnev by blaming Moscow for not satisfying the GDR’s raw
material needs and defending the resulting increased exchanges with the West
as unavoidable.??

At the end of the 1970s, rising interest rates in the West made new loans
more expensive and thus the refinancing of debt increasingly difficult. Within the
East German economic elites, there was a distinct awareness of this fact and the
potential scenario evolving in the early 1980s was envisioned like a self-fulfilling
prophecy.” Additionally, the international climate worsened. Détente was in crisis
and so was the East German neighbor Poland. With the rise of the independent
trade union Solidarity, the regime there was on the verge of collapse. To the East
German leadership, the developments in Poland were ‘counterrevolutionary’ and
joint action by the Warsaw Pact seemed necessary.?* Moreover, the ‘Polish crisis’
had a severe economic dimension. With productivity in further decline, the highly
indebted state faced bankruptcy. In March 1981, Poland was not able to service its
debts and aimed at their rescheduling. Decreasing deliveries from and economic
aid to Poland caused an additional burden for the GDR. If all this was not enough,
in summer 1981, the Soviet Union announced that it had to cut crude oil deliveries
to the GDR by two million tons. This was another massive blow, because the

20 See memcon Brezhnev — Honecker, 27. 7. 1979. In: Hertle/Jarausch: Risse im Bruderbund,
pp- 164-187.

21 Hertle, H. H. - Jarausch, K. H.: Risse im Bruderbund, pp. 188-197.

22 BArch, Stasi-Unterlagen-Archiv (vormals BStU), Ministerium fiir Staatssicherheit (MfS),
HA XVIII Nr. 26078, Bl. 162-164, Information, Berlin, 23. 8. 1980.

23 BStU, MfS, HA XVIII, Nr. 16067, BL. 23-29, [Assessment on the Western credit policy
towards the GDR], Berlin, 29.9. 1978.

24  Kubina, Michael — Wilke, Manfred: ,Hart und kompromisslos durchgreifen.“ Die SED contra
Polen 1980/81. Geheimakten der SED-Fihrung tber die Unterdriickung der polnischen
Demokratiebewegung. Berlin 1995.
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refined oil was sold for hard currency on the world market. Continuation of this
profitable business required the purchase of additional quantities of crude oil at
world market prices.”” In November, behind closed doors, central banker Horst
Kaminsky confirmed Stoph’s assessment of the financial situation: ‘If I got it right,
without a miracle, we will go bankrupt in 1982.% Things became much worse,
with a Western ‘credit boycott’ after the imposition of martial law in Poland on
13 December 1981. On 24 December, Schalck-Golodkowski warned Mittag and
Honecker of potential consequences: Since the East Germans had long started to
service their debts by taking up new loans; the ‘credit boycott’ brought the GDR
immediately to the verge of bankruptcy.”

A TIGHTROPE WALK AT THE ABYSS OF BANKRUPTCY

It is reported that Foreign Trade Minister Gerhard Beil sarcastically stated in
one of the meetings of the SED working group on the balance of payments:
‘Yesterday, we were standing at an abyss, but today we are already one step
further.”® Although this remark stems from the second half of the 1980s, it
reveals how East German economic experts must have felt throughout the year
1982, which was characterized by a permanent struggle for solvency. Beil was
among those economic experts — like Schiirer and others from the state planning
commission, the head of the party’s department of planning and finance Gunter
Ehrensperger, the chief statistician Arno Donda, and the president of the East
German Foreign Trade Bank Werner Polze — who confidentially informed the
MIS or were skimmed by other Stasi informers about the economic problems
of the GDR. Through its informers and privileged access to documents, the
economic division of the MIS gained deep insights. The resulting picture had
drastically worsened at the turn of the 1970s, but it was not communicated to
the leadership — at least not uncensored.”

In early 1982, the Stasi analysts stated a sentiment of ‘resignation and
indifterence’ among the GDR’s economic functionaries, of whom some even
thought about resignation. They felt powerless because a change of the economic
policy pursued by the SED leadership seemed impossible. Some hoped for new
loans, others regarded bankruptcy as unavoidable and longed for preparations to
minimize its negative effects. However, the leadership opted to stay solvent by
all means and initiated a going-out-of-business sale at the expense of domestic

25 For the records of the meeting between Brezhnev and Honecker in Crimea on 3 August 1981,
see Hertle, H. H. - Jarausch, K. H.: Risse im Bruderbund, pp. 198-231.

26 SAPMO-BArch DY 30/25759, Bl. 47-62, Memorandum by Krolikowski, 3. 12. 1981.

27 Judt, M.: Der Bereich Kommerzielle Koordinierung, p. 136, 138.

28  Schiirer, Gerhard: Gewagt und verloren. Eine deutsche Biografie. Berlin 1998, p. 184.

29 Malycha, A.: Die SED in der Ara Honecker, pp. 257-289.
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reserves and supplies as well as the very foundations of the country’s economy.*
These exports and the margins provided from special funds on the initiative of
Honecker constituted ad hoc solutions only, not halting the increasing amount
of debt. From the vantage point of the Stasi, Soviet help was the only solution.
The verdict was clear: ‘We have to act on the assumption that the GDR does not
possess the economic means to fundamentally change the situation and to solve
the problems of the balance of payments permanently” Hence, the idea was to
propose a strict austerity policy. The exports required to reach this goal should be
redirected to the USSR. In return, the USSR should immediately take over East
German debts in an amount of 20 billion VM. It seems that the Stasi (like many
Western banks and politicians) believed in the so-called ‘umbrella theory,’ implying
that the USSR would bail any of its satellites out rather than let it go bankrupt.*!

However, the leadership acted differently. When Honecker met with Soviet
Foreign Minister Andrei Gromyko in late January 1982, he declared that the
GDR (unlike other Socialist countries) had no reason to join the International
Monetary Fund (IMF) or the World Bank.** After portraying the economic
development of the GDR as stable and dynamic, he nevertheless admitted that
1982 would become a tough year: ‘In our back, we have the counterrevolution
in Poland and in front of us, in the West, the revanchism of the FRG. Though
he pointed to the negative effects of the reduced crude oil supply, he did not
explicitly ask for Soviet help.*

In early March, the Ministry of Finance, the State Bank, and the Foreign Trade
Bank expected insolvency for the third quarter of the year. Facing this desperate
outlook, an emergency meeting convened at Schirer’s office and discussed three
possibilities to avert bankruptcy: The first option was a continuation and extension
of additional exports to secure immediate hard currency earnings. The second
option envisaged seeking emergency help from the USSR, namely, a short-term
loan of 1 billion VM to be compensated by exports of consumer goods. Many
of the economic experts regarded such a request as the most viable path to solve
the problem. The third option was to prepare a declaration of insolvency and

rescheduling of debts.**

30 BStU, MfS, HA XVIII, Nr. 4693, Bl. 3-5; appendix Bl. 6-29, Kleine to Mielke, Berlin, 1.1.1982,

31 Ibid., Nr. 4693, Bl. 63-98, [Memorandum], Berlin, 25. 1. 1982. For a first analysis of this do-
cument, see Hertle, Hans-Hermann: Die DDR an die Sowjetunion verkaufen? Stasi-Analysen
zum Skonomischen Niedergang der DDR. In Deutschland Archiv 42 (2009) 3, pp. 476-487.

32 For details on this issue in a comparative perspective, see Steiner, André: The globalisation
process and the Eastern Bloc countries in the 1970s and 1980s. In: European Review of
History 21 (2014) 2, pp. 165181, 172-176.

33 SAPMO-BArch, DY 30/] IV 2/2A/2457, Bl. 2-21, Report on the visit by Soviet Foreign
Minister Gromyko to the GDR (27.-28. 1. 1982).

34 BStU, MfS, HA XVIII, Nr. 13329, Bl. 16-18, Information on the development of the
GDR’s balance of payments with the West, Berlin, 4. 3. 1982.
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In fact, many economic experts of the GDR, like Deputy Minister of Finance
Herta Konig, Polze, and Schiirer believed that bankruptcy was unavoidable
and favored a conversion of debts. A declaration of insolvency was drafted
and envisaged for May.* Related documents were forwarded to Mittag and
it was clear that only Honecker could take such a far-reaching decision. To the
disappointment of the MIS the option of a request for aid to the Soviet Union
was not considered.¢

Given Schirer’s experience of desperate attempts to avoid oil cuts in
negotiations with his Soviet counterpart Nikolai Baibakov (who in 1981
emphatically lamented the external burdens of and the low living standard in
the USSR), one can assume that he had no hope for help from Moscow.*’
Additionally, throughout the year it turned out that also the banks of the Council
of Mutual Economic Assistance (the International Bank for Economic Co-
operation and the International Investment Bank) were securing liquidity on
a day-to-day basis only.*® Although, new Soviet loans or even a bail out can be
considered wishful thinking, this — as we will see — did not mean that the USSR
let its East German ally down entirely.

In March, the SED politburo once again denounced the US policy of
‘confrontation’ and the resulting ‘total credit boycott’ regarded as a concerted
action to force the GDR into insolvency quickly. To counteract the aggravating
crisis, the politburo decided to continue its going-out-of-business sale on even
greater scale.”” Even though the situation worsened throughout spring 1982,
declaring insolvency and rescheduling debts seemed politically not viable, not
least because the consequences would have led to even more severe problems
supplying the population (and in further consequence for the potential stability
of the regime). At the same time, the measures taken by the politburo were
deemed insufficient.®

According to a report by the economic division of the Ministry of State
Security, the head of the SED’s department for Planning and Finance, Gunter

Ehrensperger remarked ‘Mittag has to save his face and to postpone insolvency

35 BArch, DL 226/1248, Bl. 215-218, Memorandum by Schiirer and Polze on a potential
rescheduling of the GDR’s debts, Top secret! Also, see Malycha: Die SED in der AraHonecker,
s. 276-289; Judt, M.: Der Bereich Kommerzielle Koordinierung, p. 138.

36 Information on the development of the GDR’s balance of payments with the West and the
positions of the state and economic organs on this issue, Berlin, 6. 3. 1982 (document 136).
In: Dokumente zur Deutschlandpolitik (DzD) VI. Reihe/Bd. 7: 1. Januar 1981 bis 1. Oktober
1982. Berlin 2016; on debt conversion see documents 136A and 136B. In: ibid.

37 BArch, DE 1/58719, Bl. 240-258, Memcon Schiirer — Baibakov, Moscow, 15.9. 1981.

38 BArch, DL 226/1445, Bl. 360-367, Kaminsky to Mittag, Berlin, 31. 8. 1982, Secret.

39 SAPMO-BArch, DY 30/] IV 2/2A/2462, Bl. 18-195, Meeting of the SED politburo, 10. 3. 1982.

40 BStU, MfS, HA XVIII, Nr. 19204, Bl. 54-58, Information on the current state of the balance
of payments with the West, Berlin, 27. 5. 1982.
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of the GDR as long as possible.” He ‘is fighting for his political existence.” Others
even held the revealing view that the future existence of the GDR ‘depended
solely on the West.* Obviously, bankruptcy was not an option for Honecker,
who still possessed secret funds (account no. 628 where the money earned
from trading East German political prisoners was saved)* and knew about
the operative reserves of KoKo. On a special directive by Honecker, Schalck-
Golodkowski envisioned the export of weaponry worth 300 million VM.* It
earned only 239,8 million VM until the end of the year.* Besides these various
measures increasing in value, the major operations to secure additional short-
term liquidity were carried out by the KoKo company Intrac (in cooperation
with other state trade activities). They consisted of major crude oil deals and
trade operations aiming at the conversion of export loans and goods purchased in
West Germany (on clearing basis and pre-financed by an interest-free technical
loan, the so called ‘swing.’) into hard currency on short call.* All secret funds
were used and expensive trade operations of KoKo created liquidity.*

The benefits of intra-German trade cannot be discussed in this paper and
other Western countries mattered as well. Despite the ‘credit boycott, for example,
France and Austria continued to provide export loans for metallurgical products,
grain and consumer goods.* Grain and consumer goods were intended to be
traded with the USSR for additional imports of oil. Despite the 1981 cuts in oil
supply (2 million tons), effective in 1982, the GDR hoped for Soviet assistance
in this field. In spring 1982, Schalck-Golodkowski managed to negotiate
additional deliveries of 600 kilotons (kt) of crude oil. This increase was declared
a pre-drawing of future deliveries. To make full use of the capacities of GDR
refineries, more crude oil had to be imported for hard currency. Since Moscow
was against a further increase of the East German dependency on the West, it
agreed to additional deliveries. In summer 1982, another 850 kt were provided.
In total, the GDR received additional 2,1 million tons of oil from the USSR for
which it paid in hard currency (circa 520 million USD). Since the Soviet Union

41 BStU, MfS HA XVIII 26566, Bl. 257-263, Information, 20. 5. 1982.

42 In 1982, the GDR earned 177 million DM from this source. Originally, 200 million DM were
planned as a contribution margin to the balance of payments. See Wélbern, Jan Philipp: Der
Hiftlingsfreikauf aus der DDR 1962/63-1989. Zwischen Menschenhandel und humanitiren
Aktionen. Géttingen 2014, pp. 296, 313-314, 442-446.

43  BArch, DL 226/1444, Bl. 125-126, Schalck to Mittag, Berlin, 24. 5. 1982.

44 Przybylski, Peter: Tatort Politbiro. Band 2: Honecker, Mittag und Schalck-Golodkowski.
Berlin 1992, 5. 311.

45 BArch, DL 226/1444, Bl. 29-31, Information on KoKo’s tasks regarding the balance of
payments in 1982 and 1983, Berlin, 14. 5. 1982.

46 For details on the East German debt crisis (including the role of intra-German trade and
operations with deposits), see Graf: Before Straufl.

47 For details, see Graf, Maximilian: Osterreich und die DDR 1949—1990. Politik und Wirtschaft im
Schatten der deutschen Teilung. Vienna 2016, pp. 502, 504, 506-508.
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offered longer credit periods, the GDR was able to sell refined oil products
with shorter payment targets and thus created additional financial liquidity to
service its debts. Combined with East German deliveries of consumer goods,
grain, meat, and other foodstuffs to the Soviet Union, in the best-case scenario
the resulting liquidity was prolonged to 450 days. The GDR bought goods on
Western markets with a payment target of 360 days (or even longer) and then
immediately resold them or comparable quantities from the domestic market to
the USSR, who accepted much shorter credit periods. In the absence of regular
financial loans, those Western export loans were the only way to secure liquidity
in hard currency. In the end, not the Soviet Union, but the Western vendors of
the GDR’s imports became the real creditors, though without knowing what
was going on. In addition to the Soviet oil deliveries, the Intrac engaged in oil
deals with the Inzertrading (the trading house of Austria’s nationalized industries
largest enterprise VOEST), and the Swedish company Axel Johnson.*

The breakthrough with Austria was reached during a top-level meeting in
Vienna in early October 1982. Beil, Mittag, and Schalck-Golodkowski engaged
in tough negotiations with Chancellor Bruno Kreisky and his entourage and
managed to secure the desired oil imports with favorable payment targets. In
‘return’ (but in fact also serving the East German trade operations strategy), the
GDR agreed on several other significant imports from Austria which were also
credited via export loans. The ‘package’ concluded for a period of several years
secured quantities of crude oil indispensable for the future solvency of the GDR.
In 1983, they valued circa 500 million DM.* In December 1982, the USSR
agreed on further additional deliveries worth 750 million DM which finally
created the basis for securing solvency in January and February 1983.° An
indefinite prolongation of the going-out-of-business sale (increasingly suffering
from price losses up to 20 per cent on the sales markets)®® as well as the trade
and oil operations with credit costs of 25-60 per cent of their volume seemed
unreasonable. A financial loan would have been much cheaper®? and that is what
the East Germans were aiming for.

48  Judt, M.: Der Bereich Kommerzielle Koordinierung, pp. 147-155.

49  For details, see, Graf: Osterreich und die DDR, pp. 504-528.

50 Judt, M.: Der Bereich Kommerzielle Koordinierung, p. 152.

51 BArch, DL 226/1445, Bl. 252, Information on the realization of export of rolled steel and

potash.
52 BStU, MfS, HA XVIII, Nr. 13329, Bl. 35-36, Information, Berlin, 5. 1. 1983.
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THE FAILURE OF THE ‘ZURICH MODEL’

AND THE RESTORATION OF CREDIBILITY

Facing the constant worsening of the balance of payments a concrete East
German desire for a West German loan was a matter of records since early 1980.
The last financial loan for East Germany was secured by the KoKo company
Intrac in October 1981 in Switzerland. The signing of this credit line also
marked the beginning of another financing scheme, the so-called “Zurich model.’
'The genesis and validity of this mystified business model following the principle
of ‘freer movement in return for cash’ has been heatedly discussed by the actors
involved and in the academic debate. We now know that both German states
seriously considered the “Zurich model’an option in 1982/83, whereas it is highly
unlikely that its offspring, the so-called ‘Landerspie/ was considered throughout
the 1980s. Be that as it may, the “Zurich model’is a good case in point to show
how the East German leadership aimed at staying solvent without making major
concessions in return.

When Honecker and the West German Chancellor Helmut Schmidt met at
the Werbellinsee in December 1981, the dominating economic matters were the
‘swing’ prolongation and a possible economic framework agreement between the
two German states. For Schmidt a link between the development of economic
and humanitarian relations was obviously in place.”® Regarding the situation at
the border and the travel regime Schmidt confronted Honecker with the much
more relaxed and cooperative realities at the Austrian-Hungarian border. The
East German leadership ignored the West German mention of the Austrian—
Hungarian ‘role model” of détente and never really considered its application to
German—German relations.” Nevertheless, it became the major idea behind
the ‘Lianderspiel,* which regardless of various deliberations in East and West
definitely remained a ‘chimera’ for the East German leadership. On the contrary, at
least in its initial stages, the Zurich model’ was subject to actual considerations.*®

How seriously the “Zurich model’ was taken by the GDR can be seen in one
of the first proposals with regard to securing the balance of payments in 1982:
“The offer by a Swiss banking group to found a mixed finance house has to be
negotiated immediately with the goal to rapidly found the finance house and
enable the drawing of financial loans.”” Stasi sources reveal that the offer must
have been discussed rather widely by the economic elites of the GDR. As in case

53  For the memcons, see documents 105-111 In: DzD V1/7, pp. 423-522.

54  Graf, Maximilian: The opening of the Austrian—-Hungarian border revisited: How European
détente contributed to overcoming the “Iron Curtain”. In: Blumenau, Bernhard/Hanhimiki,
Jussi M./Zanchetta, Barbara (eds.): New Perspectives on the End of the Cold War. Unexpected
Transformations? London 2018, pp. 138-158, here 145.

55 Nitz, Jirgen: Linderspiel. Ein Insider-Report. Berlin 1995, p. 259.

56 For more details, see Graf: Before Straufi.

57 BArch, DL 226/1445, Bl. 221-223, Proposals on measures to be applied, [early 1982].
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of the question of rescheduling debts a political decision by Honecker seemed
necessary.”® KoKo regarded the proposal as legally and technically feasible and
thus acceptable the way it was. The explanatory statement read: “This is necessary
because of the unresolved problems in the balance of payments and the current
state of the export plan realization, latest with the beginning of the second
half of 1982, the due payments for interest and amortization cannot be fully
remitted and this will result in the bankruptcy of the GDR.*® Obviously, there
was a decision to negotiate about the financial aspects, but none about potential
concessions regarding for example travel restrictions for East German citizens.
Hence, talks soon deadlocked but they were not aborted.® In summer, it seemed
that the problems of the early stages of the talks were overcome.®! Though
documentation is scarce, the negotiations made progress until September 1982
and even a loan volume of 5 billion VM was planned, but then on 1 October 1982
the Schmidt government fell over a vote of non-confidence and Helmut Kohl
became the new chancellor. However, also the Kohl government showed interest
in the “Zurich model’ and people on both sides kept talking about it. When the
model was mentioned to Honecker’s special emissary in (semi-official) contacts
to West Germany Herbert Hiber, who had no knowledge about it, the general
secretary simply told him: ‘Do it, but keep your mouth shut!> Another proof for
the uninterrupted relevance of the “Zurich model’ after the government change
in Bonn is that Mittag on 8 October used the argument of a forthcoming West
German 5 billion DM loan to convince the Austrian chancellor Kreisky to grant
the loans needed to finance the oil deal.®

'The ‘“Zurich model’ remained in limbo. Yet, in order to replace KoKo’s costly
emergency measures, Schalck-Golodkowski was permanently searching for
other credit facilities and suddenly found them in Bavaria. Already in December
1982, Kohl had sanctioned Straufy’ ambitions to start negotiations, however, in
a telephone conversation with Honecker on 24 January 1983, he insisted on
alink between potential loans and humanitarian concessions. It remains disputed

58 Information on the development of the GDR’s balance of payments with the West and the
positions of the state and economic organs on this issue, Berlin, 6. 3. 1982 (document 136) In:
DzD VI1/7,s. 645-647.

59 BArch, DL 226/1255, Bl. 33-34, Information, Berlin, 1. 3. 1982.

60 BArch, DL 226/1255, Bl. 67-70, Memorandum on a telephone conversation with Wienand,
12.3.1982.

61 Memorandum by Bahl, Zurich, 9. 7./9. 8.1982 (document 187) In: DzD V1/7, pp. 831-832.

62 Amos, Heike: Die SED-Deutschlandpolitik 1961-1989. Ziele, Aktivititen und Konflikte
Gottingen 2016, pp. 454-458. Also Schalck confirmed the relevance of the “Zurich model’
after the government change in Bonn. Briutigam to Federal Chancellery, Berlin, 6. 10. 1982
(document 4). In: Dokumente zur Deutschlandpolitik (DzD) VII. Reihe/Bd. 1: 1. Oktober
1982 bis 31. Dezember 1984. Berlin 2018, pp. 8-11, here 10.

63 Kreisky Archive, Staribacher diaries, 8.-10. 10. 1982.
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whether Kohl still meant the “Zurich model’ or had the negotiations with Strauf}
in his mind only (which is more likely). Anyhow, for Honecker this was precisely
what he did not want, because it would have meant the same conditions as with
the ‘Zurich model.’*

In spring 1983, negotiations with Strauf3 sped-up and finally made the
“Zurich model’ obsolete. Given that prospect, Schalck-Golodkowski repeatedly
denounced the far-reaching concessions Bonn would have expected in return.®®
Despite setbacks on the way, the first billion DM loan was concluded and
publicized on 29 June. The East German concessions were of atmospheric nature
(regarding the border crossing procedure) or as we now know entirely made-up
(regarding the dismantling of spring guns at the border on which Honecker had
decided some time before the loan was granted). In September children under
the age of 16 were exempted from the minimum exchange rate.®® Regardless
of the financial relief achieved, even Schalck-Golodkowski, who deserved the
laurels for the loan, internally stated that it was not primarily the loan, but
KoKo’s trade operations that had secured solvency.®’

In September 1983, Schmidt asked Honecker in a private conversation if
he was still interested in the ‘Swiss model.’ The general secretary replied: ‘No,
this is not going to be necessary anymore.”*® Instead, another ‘Strauf} loan’
was already underway. On 25 July 1984 a 950 million loan was announced,
and this time West Germany publicized detailed information about East
German concessions (among them a reduction of the minimum exchange
for retirees). Minister of State Security, Erich Mielke, is generally considered
as one of the critics of Honecker’s economic policy and growing dependence
on West Germany. However, in the years of economic and financial crisis he
backed Honecker’s policy in Moscow. He defended the first ‘Straufl loan’ as

a necessity.” Yet, Moscow’s worries increased. In 1984, right after the second

64 Amos, H.: Die SED-Deutschlandpolitik, p. 459. For the telcon Kohl-Honecker, see document
32.1In: DzD VII/1, pp. 110-118, here 113.

65 See Memcons Schalck—-Mirz, 10. 3. 1983 (document 46), Schalck—-Mirz, 22. 4. 1983
(document 54), and Schalck-Strauft/Jenninger, 5. 6. 1983 (document 66). In: DzD VII/1,
pp- 157-158; pp. 184-186; pp. 238-247.

66 Kieninger, Stephan: ,Niemand will einen Riickfall in den Kalten Krieg“. Franz Josef Strauf},
Alexander Schalck-Golodkowski und der Milliardenkredit fiir die DDR 1983. In: Zeitschrift
fur Geschichtswissenschaft 65 (2017) 4, pp. 352-371.

67 Assessment by Schalck, Berlin, 19. 8. 1983 (document 18). In: Nitz, Jirgen: Unterhindler
zwischen Berlin und Bonn. Nach dem Hiber-Prozefl: Zur Geschichte der deutsch-deutschen
Geheimdiplomatie in den 80er Jahren. Berlin 2001, pp. 229-230.

68 Schmidt to Wienand, Hamburg, 7. 9. 1983 (document 15). In: Nitz: Linderspiel, p. 241;
according to the West German memcon, Honecker even declared it ‘dead.” See document 82.
In: DzD VII/1, pp. 311-320.

69  Selvage, Douglas — Sif3, Walter: Staatssicherheit und KSZE-Prozess. MfS zwischen SED und
KGB (1972-1989). Gottingen 2019, pp. 222-231, 397-421.
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‘Strauf} loan’ and with preparations for a visit by Honecker to the FRG in full
swing, the East German leadership was called to the Kremlin. The CPSU leaders
harshly criticized Honecker’s policy toward the FRG and pressed him to cancel
his visit.”

CONCLUSION
Ever since and especially since the late 1960s the Soviet Union had increasingly
worried about the East German indebtedness to the West and the growing
economic dependence on West Germany resulting in closer relations. However,
the USSR was neither willing nor able to provide the GDR with what it requested
to counteract this development. Throughout the 1970s, the conversations on
these issues were frank; yet, Moscow’s clear stance did not suffice to enforce
changes in East Berlin’s politics. When the Soviet criticism escalated in 1980,
it was, in fact, already too late. Standing on the edge of the abyss of bankruptcy,
the East German leadership opted for a fatal going-out-of-business sale, which
alone would not have prevented insolvency. A close examination of internal
discussions reveals a multitude of positions and potential solutions. Some of
the GDR’s economic experts and the Stasi (pursuing its own agency) would
have preferred a solution through Soviet help others regarded bankruptcy
unavoidable. While a bail out by the ailing USSR was unlikely, bankruptcy as
well was not considered an option. It potentially would have undermined the
SED’s rule already in the short-term. Additionally, the ‘Polish crisis’ frightened
the regime. Hence, the leadership unconditionally aimed at keeping the GDR
solvent. Besides the full use of all available money and many ad hoc measures, it
took the expensive trade operations of KoKo to create the needed liquidity. The
conversion of export loans and clearing units in hard currency and especially
the large-scale oil deals with the Soviet Union and Austria secured solvency in
1982/83. Indeed, the USSR contributed a lot to this result, but on the basis of
world market prices and corresponding conditions. However, without the trade
operations with the West (beyond the special case of West Germany) the East
German strategy would not have worked. Ironically, still Western money saved
the GDR from bankruptcy. The Western vendors providing export loans to foster
their own economies became the real creditors. The GDR had found a way of
surviving the debt crisis without joining the IMF, opening up, and far-reaching
concessions. This raises questions about the Western economic, financial and
political intentions for complying with the East German strategy.

While export loans were still provided by countries like Austria and France,
financial loans were out of reach. In the aim of overcoming the ‘credit boycott,’

70 Memcon Honecker — Chernenko, Moscow, 14. 6. 1984. In: DzD VII/1, pp. 670-680.
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West Germany remained the only hope. Thus, it comes as no surprise that the
“Zurich model’ was initially considered as a potential ‘sheet anchor” We do not
know if the GDR would have made political concessions — and which ones — in
return for such a huge loan; however, it is obvious that preference was given to
a solution that required less compromising. Hence, the regime opted for the
‘Strauf} loans.” Avoiding bankruptcy also meant staying in power and securing
the existence of the GDR. In the SED’s rationale there was no alternative to
the strategy pursued. However, the bottom line is that despite all other efforts,
this was only achievable by closer cooperation with West Germany resulting in
growing dependency in the long-term. This remained the unresolved paradox
of the SED’s rule until its collapse and caused a severe conflict with the Soviets.
Though the debt crisis was endured without major concessions, the strategy
adopted to reach this goal had further weakened the economic foundations of
the East German state. Economic reform and opening-up were delayed until it
finally was too late. In the end, the GDR’s success in avoiding bankruptcy was
a ‘Pyrrhic victory’ that made its dissolution even more likely.
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