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Sperrmark discount on the Zurich market, June 1951 to Dec 1955
(relative to the official exchange rate)

USA

Total

without Oil Industry
without Oil Industry and Trust Companies

Other

Total

without Oil Industry

in % CH USA UK NL BEL/LUX France Sweden DK Austria Italy Other

Total
w/o Oil & Trust

28,4 28,3 3,9 12,7 3,5 5,8 5,3 0,7 1,5 1,9 8,2

Share in German 
Imports 1950

3,1 15,9 9,1 11,1 4,4 11,1 5,6 4,3 1,6 4,5 29,4

Source: Monthly Report of the Bank deutscher Länder, October 1951, p.92.

in %
Total 

w/o Oil
Share in German export 

production 1950

Bayern 13 9,1

Baden-
Württemberg

18,6 11,9

Rheinland-Pfalz 2,7 5,2

Hessen 15,4 8,1

Nordrhein-
Westfalen

26 52,2

Niedersachsen 2,9 7,2

Bremen 1,5 1,4

Hamburg 17,4 3,8

Schleswig-
Holstein

2,5 1,1

Source: Statistisches Bundesamt, Bevölkerungsstruktur und Wirtschaftskraft
der Bundesländer 1963, pp. 87-88.

Geographic Distribution prior to transferability of returns (early 1954) 
Switzerland and USA dominate among home countries of investors.

Even after controlling for potential trustees the Swiss share is disproportionate to its share 
in German imports of goods.

Rigid Sterling Area regulations on third-country investment may explain low British share 
(cf. Schenk 1994)

The distribution of FDI across German regions roughly matches their 
respective contribution to export production, with the exception of Hamburg.

The disproportionate share of Hamburg can be explained by two factors:
- Its continuing role as (West) Germany’s centre for international trade
- A number of (partly) foreign-owned companies had moved their 

headquarters from Berlin to Hamburg in the late 1940s, e.g. Deutsche 
Philips, Deutsche Asbest-Zement (Eternit).

Germany by 1950: The “borrower from hell” for foreign investors

A combination of special historical circumstances make the West German economy in the first half
of the 1950s a fascinating case on which to study the drivers of Foreign Direct Investment (FDI).

- A twenty-year history of being a notoriously bad debtor.

- An environment of rapidly improving investment risk within a condensed period of time

- Relatively generous Freedom of Investment for Foreign Investors, if compared to other 
Western European countries at the time  

The country-specific risk to a foreign investor of investing in West Germany declined rapidly over
the period because myriad sources of uncertainty present in 1950 had been sorted out by 1955.

Questions asked:

Who are the very first foreign investors in West Germany after the end of WWII?

How does the pattern of FDI evolve over the five-year period under consideration?

Which factors drive the FDI activity observed?

Two decades of capital controls

Since the financial crisis of 1931 foreign owners of
assets inside Germany had not been allowed to
transfer returns or sale proceeds to their home
country. Instead, these had to be paid into so-called
foreign-owned blocked accounts (or short Sperrmark).
Before 1939 and after March 1951, however, indirect
transfer was possible by the sale of these accounts
outside Germany to interested foreign investors.
Inside Germany, blocked funds could be used for FDI
in case an official permit was obtained and for
portfolio investment without prior authorization.
Liberalization of transfers abroad finally occurred for
returns in early 1954 and for principal amounts in late
1954.

How to invest in Germany between 1950 and 1955?
→ Acquire Sperrmark from other foreigners on 
markets outside Germany, mainly Zurich.
→ Invest funds on blocked accounts into investment 
target after unblocking with official permission. 

Total amount by Feb 1954  ≈ 1.1 billion DM
→ Not relevant on a macroeconomic level

Source: Handelsteil der Neuen Zürcher Zeitung, daily issues 1951 - 1955.

Source: The Financial Times, Monday, August 
11, 1952 p.4

My data

As FDI required a permit individually, the files
of the competent government commission
contain almost the entire population of new
FDI in Germany between 1950 and 1955, when
the authorization requirements were relaxed. I
observe a host of characteristics for each case,
including previous relations between the
foreign investor and the German investment
target. Conditions for obtaining a permit were
liberal, especially when compared to other
European countries. Allied laws made sure that
protectionism played hardly any role.

Empirical Challenges

Is the FDI observed the outcome of private,
independent choices, therefore an indicator of
changing private investor attitudes?
↔ Capital controls everywhere meant that FDI
typically also required permission by the
authorities in the country of origin and that
liberalization of transfers by Germany does not
necessarily imply that transfer was possible.

Is the observed investor really “foreign”?
↔ High Sperrmark discount prior to 1954 acts
as incentive for illegal activities by Germans

Do I observe the actual foreign investor?
↔ Presence of Swiss trustees means that the
true investor is sometimes not observable.

1950

Outstanding foreign debt

Balance of payments crisis

Uncertainty over property taxation 

The fate of big industry 

The fate of the national banking system

West Germany‘s political position

On the frontline of the Cold War

1955

London Debt Agreement in place

„Extreme creditor“ within the EPU

Lastenausgleich in place

De-cartelisation virtually over

Return to traditional “big Three” banks

Western integration well under way

Détente following the death of Stalin

Cologne in April 1948 - Source: Wikipedia.org August 1955: The millionth beetle - Source: ndr.de

5324 cases of FDI up to February 1954
Vast majority of small cases, mean driven by a small
number of very big outliers
→ Rich Data on SMEs with financial relations abroad
→ Relatively higher exposure of “small” foreign
investors compared with large corporations
→ 1,8% known to be fraud (11,4% of sums involved)
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Portfolio FDI

Aggregate data is patchy and needs to
be interpreted with caution. There is
little data on portfolio investment as
prior permission was not required.
Until the 3rd quarter of 1953 there is
more FDI than portfolio investment,
while the latter takes off thereafter
and total FDI stagnates.
Portfolio investment data likely include
large arbitrage operations with Swiss
markets, where German stocks had
continued to be traded throughout.

OLS-Regression

Dependent variable: lnDM

2H50 1H51 2H51 1H52 2H52 1H53 2H53

lnCapEx 0.096*** 0.064*** 0.075*** 0.097*** 0.105*** 0.096*** 0.150***

(0.021) (0.013) (0.016) (0.015) (0.015) (0.017) (0.018)

Fam -0.423* 0.214 -0.015 -0.140 -0.064 -0.245* -0.160

(0.247) (0.153) (0.149) (0.118) (0.152) (0.130) (0.141)

Mother 0.728* -0.013 0.343* 0.160 0.605*** 0.819*** 0.413**

(0.413) (0.246) (0.189) (0.187) (0.183) (0.202) (0.202)

PrevShare -0.924*** 0.233 -0.222 -0.058 -0.273 -0.185 -0.195

(0.309) (0.234) (0.178) (0.171) (0.173) (0.190) (0.188)

Close -0.537* -0.405** -0.033 -0.557*** 0.206 0.350 0.028

(0.326) (0.163) (0.188) (0.179) (0.222) (0.230) (0.231)

ForCH -0.375 0.456*** 0.225* 0.146 0.259* 0.090 -0.073

(0.259) (0.132) (0.134) 0.103 (0.134) (0.129) (0.132)

ForUS 0.222 0.250 0.197 0.295** 0.480*** 0.143 0.368**

(0.283) (0.177) (0.157) (0.135) (0.152) (0.173) (0.161)

ForTrust 0.988*** 0.482*** 0.602*** 0.770*** 0.820*** 0.503** 0.414*

(0.312) (0.180) (0.214) (0.157) (0.213) (0.201) (0.241)

GmbH 0.385* -0.411*** -0.176 -0.303*** -0.107 -0.047 0.096

(0.220) (0.128) (0.123) (0.108) (0.136) (0.127) 0.137

prewar 0.895*** 0.172 0.120 0.294*** 0.248** -0.001*** 0.320***

(0.232) (0.122) (0.124) (0.101) (0.119) (0.000) (0.118)

Constant 9.217*** 10.526*** 10.182*** 9.886*** 9.706*** 10.014*** 9.488***

(0.522) (0.334) (0.340) (0.292) (0.294) (0.292) (0.339)

R-squared 0.249 0.153 0.137 0.245 0.293 0.234 0.314

Nobs 285 662 656 851 643 584 547

All regressions including full set of sector dummies

Robust standard errors in brackets

Significance levels: *** p < 0.01, ** p < 0.05, * p < 0.1;

Preliminary results for the period prior to the liberalization of
capital controls afford several conclusions:

↔ The data is sound: The amount of money invested has a
strongly significant, positive correlation with the equity capital
of the German target company of FDI.

↔ Throughout the period, the presence of Swiss trustees
poses a serious problem. Trustees invest cet. par. significantly
more than other types of investors (ForTrust). Controlling for
Trustees much reduces the importance of Switzerland in
explaining individual investment size.

↔ Foreign parents of German companies are not prominent
among the very first investors after the War. They only
become important after an initial two-year period.

↔ Existing, close economic ties between a German and a
foreign company (e.g. licencing, agent) do not imply a
particularly high capital commitment by the foreign partner.

↔ Whether the target company had already existed before
the war is important, even after controlling for company size.
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