"

U.S. AIR FORCE

PROJECT RAND

RESEARCH MEMORANDUM

4 -- N

DEPEXTENCE GF EAST GZRMANY ON WESTZEN DMFORTS

Horst Mendershausen

Fr-2414,

July 17, 1959

\_ J

S —————— - 1

Aliigncd to

s is o working poper. Because it may be eapanged, modified, or withdrown

of any time, permistion tc quole or reproduce must be obloined from RAND,
The views, conclusians, ang recommendotions eapressed herein do ngt ngces-
sonly reflect the officiol vigws ar policies of the United Stares Air Foree,

DISTRIBUTION RESTRICTIONS

No restricticns on further distribution, ovher than
those imposed by security regulations,




=241
7-11-59

s
SUMMARY

Soviet-backed Eaet German measures against Berlin may provoke a crisis
in which the United Statee, Weet Germany and allied countriee would take a
variety of countermsasurse. The purpose of thie paper ie tc appraies the
dependence of Fast Germany on trade wit'h the West and her vulnerability to
a Western trads embargo. The discuselon attsmpts to point out the factors
that might give force to, and othere that might lirmit the impact of, such
an embargo.

The analywis of Eaet GCermamy'e importe from Yestern Eurcpe pointe to a
variety of articlee which East Germany .prcfors to get, and has bsen able
to got, frowm Western Furope and in particular Wssi Germany. Chemical and

machinsry producte are notable for their prepondsrance »f Weetern sourcee,
and so are spscial steels and other epecial materials; but ecme common E
producte should not be overlooksd. Generally, supsrior quality and eaeler

availability induce many impoerts from the West, and thers are often other !
sdvantages connected with getting the goods from Weetern sources. Deepite
the dominant place of the Soviet Bloc in votal Eaet German imports, the |
dependance on Western sourcee 1o thorefoie riot negligibls. It is probadly
greater than with all other Bloc countries. A denial of imports from Weetern
Burope would cause much inconvenience to East Cermany and a variety of bottle-~
necks. A denial of Western maritime services would cause additional ircon- ’
wenience. F‘

The epecific offects or. the East German economy, if these importe were
blocked, cannot be predicted clearly. The primary effects would appear over -
a wide range of economic activities — and fairly quickly, because of the { '

opecialized nature of many imports (machinery) and the general tightnees of

o
'|1 ('h:"' E
4 i . n e Pr—




RM=-2414
7-17-59
iv ' ‘ :
inventoriee. They would tend to retard the execution of many projects in
the local investment and consumption programs, and in the export program. 4
A mmber of examples are givwen. Laft unchecked, thesa influencee would :,
cause dieturbance in that highly stresssd sconomic system and force it off

ite timetable., Even if EFast Cermany attempted ty re-allocate its resocurces

to cushion the blew on scme more essential projects, it could net hslp but
fall behind on eome of the tasks to which the regime is committed.

The major uncertainty lies in the contribution that the Soviet Union
might wvant to make toward allsviating the plight of its favorite Satellite.
Thie coqtribut.ion might conelet of temporarily foregoing some of Eaet Cermany's
exporte to the Bloc area, or of mbnt.‘.t.ﬁt.ing Bloc supplies for Western imports.
In either cass, t'e burden of the Western trade embargo would be parily
ehifted to the Soviet Unien and perhaps othsr Bloc countries. This would ease
the Fast Cerman situation, but would not alleviate it complestely becaues of
the epecificity of many of the imports from the Weet and the probable diffi-
culty of finding subetitutes for all of them in the short run. To the extent
that the Soviet Unien could organize Fast German inport.s from the West via other
Bloc countriss, and East German sxports by similar indirect routes, it could
counteract the embargo more cheaply; but Allisd measures could make this diffi-

cult.

The impact on the Soviet econtxy ie not analysed here. Some East German
exports %o the Soviet Union are linked to important projects there; and if the
Soviet furnished suostitute exporis to East Cermany, it would undoudtedly hurt

B e

presently planned projects in the Bloc. All that can be said here is thut a

Weotern embargo cn exports to East Germany in a crisis situation wouid dieturd
the Soviet Blec systea and force the Soviet Urion to accept some of the direct Al
scononic costs. Other factors weuld detersine the political effecte of this {

disturbance. . | ¥
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A short-term Western embargo on East German trade would also have conse-
quencss in Western Europs. Interruption of importe t.¢ca East Germany would
probably not pose a serious problem, although, in the case of lignits, a
deternined conversion effort would bs called for to reduce West German require-
monts. Sales problems would probably cause more concern to the West German
governmment and other Western European goverrments. The strength of the salss
pressures coming from somes of their industriss will dspend, of course, on
the state of markets. In any event, scme interests would be affected and
there weuld be some complaints. Whether the West Cerman goverrment would be
reedy to owrride these pressures in a.crisis developing over Berlin would
depend on it: resolution and on steps taksn by the NATO allies.

Consideri. ¢ the quantities of trade and the political interests involved,
it is clear that Vest Germany'e position would be of firet importance in
deciding on an emhi ~go of East German trede. But it is also clear that that
position would be in lusnced by ths readiness of Britain, and possibly ether
countries, to join in .'w embargo and byl the reediness of the United Statee
to oppose Soviet-Eaet Gt =an moves by appropriate measurese. Without Britieh
cooperation, West Germary ‘tould probably fear that Britain and others would
seek to maks trade gains at her expense; and without reeolute American action,
ohe might not be ready to tak: any measuree against East Cerman interference
with Allied Berlin traffic.

The impact of a Weetern embargo on Eaet Cermarny would deperd in part
oen the forcefulnese of Western reeponsse in other fislde. Economic counter-
measures againat Soviet preesure can add force to poeitive political and
military measures taken in defense of Western mun'ctl ‘n the area; they

are rio subetitute for such measures.

T .
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The Soviet efforte to expand communist influence in Germany may ultimately
involve West Germany and the Western allies in an acute conflict with Past
Germany. The crisis may arise over the status of Berlin and Weetern access
to the city; it may be precipitated by actions of East Germany; and the West
may vant to put econeomic pressure on East Gerzany in the framework of other
political and military measures. Por this evernutality, we ehould appraise
East Germany's vulnerability to economic countermeasures.

East Germany seems to play two key roles in Soviet foreign policy:

(1) 1t is the agent through which the Soviet Union hopes to conquer all of
Germany; and (2) it is an important cog in the industrial development of the
Sovist Blos and the extension of ite influsnce to other countries. To cauable
East Cermany to play these roles, the USSR is striving to expand Fast German
industrial and commercial activity and eetablish the puppet state as a quasi-

eovereign agent whioh will conduct its owvn affairs in peace and var. The !
Soviet Union hae launched a program to accelerste East Germany's economic i
develoment and a diplomatic campaign to boost her status. Communist leaders
have also talked of the Soviet Union giving large credits and permitting Eaet
Germany to develop ixmport surplusee in trade with har, but no clsar evidence

)|
of such developmente hae appsared eo far.

lSED Chief Ulbricht, in the presence of Khrushchev, announced at the July
1958 party congrees that the Soviet Union would aseist East Germany to a degree
uninown till now "through commodity exports in excese of imports™. But the !
lataet publiehed data on Eaet German foreign trade sugzeet that the coomodity i
export surplus vis-s-vis the Soviet Union increaeed frea 300 to 600 million f
rubles from 1957 to 1958, (Vierteliahrshefte zur Statistik, 1959, Yo. 1,
Pe 20.) It may be that the "Soviet credits" simply consist of the equivalent
of the goods and services abeorbed by the Soviet occupation forcee, i.e., |
that the reduction, and in 1953 cancellation, of occupation cost laviee on
East GCermany Ja counted ae a (1vcurrent?) Soviet credit. | 4

See Appandix: Goviet-East Cermin Trads in the Statietice of the Two Countries.




-

RM-24L1U, !
327-59 :

Thees efforts present various problems to the West. Some of them relate
to economic, Political and nilitary conditions in West Germany (including
Berlin), which may be considersed the irmedia‘e targets of the East German
buildup; others relate to the etats of cooperation and alliance between
West Germany and the United States and Western n_qﬁ.;hbort;]' otil]l others to
esconomic and political factors elsewhere in Europe and in overssas areas where
the Eaet Germar buildup makes itself felt. Many things could be done in
Weot Gormany, the NATO alliance and in other places that might affect the
course of events. This paper considers only a Western maneuver which would
exploy limited means over a limited time: T1ie central question is the extent
to vhich West Germany, in cooperation with lier NATO allles, can inflict
temporary damage on the East German buildup by economic countsrmeasures.

We should remezber, however, that while this quastion may becoms important
in a sharpened conflict in the near futurs, it deals with a narrow aspect
of the confliet. Whataver temporary damsge may be inflicted by economic
countermessures on East Cormany, and indirectly on the Soviet Union, the
challenge of the East German bulldup to the West calls for u:u.der measures,
ovr time. Moreover, in an acute crisis, economic countermeasuros alone
will not force East Germany to its lnees and will not compel the Soviet
Union to desiet from ite prescure on tle West. Their effect will deperd

in part on other developmente.

The economic dependence of Zaet Carmany, analyzed on the following psges
consiete of a dependencs en Western gexds. Dependence en Western services

1
H. Speler, W. P. Davison, and L. Gours’, The German Crisis: A PleM

rt, January-Februa 1959, The RAND Corporation Research Memcrandum
%1‘531&0 [AST1A Document No. AD 212201), March 20, 1959.
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{ is briefly touched upon. Countermsasures in the military and political

field, encouragement ef greater population flight from the area, and so forth,

are not discussed.
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II. EAST GERMAN IMPORT STRUCTURE

WESTERN EUROPE AND SOVIET BLOC SHARES

The Soviet Union dominates the external trade of East Cermany. Accord-
ing to Bast German statistice for 1958, L5 per cent of East Germany's exports »
went to the USSR, and L1 per csut of her mporto"cm from thers. Trade
with other Sino-Sovist Bloc countrise added 32 per cent to sxporte and t
30 per cent to importe, thus bringing the total share of the Bloc in East |
Germen exporte to 77 per cent, in imports to 71 per cent (see Table 1),
Since 1956, the share of the Bloc in total East German trade-turnover has "
stood at 74 per cent. [

By cvomparieon, East Germany's trade with the Free World is small. In lr
1958, only 7 per cent of her exports went to Weetern Eurcpean countriss !
other than Vest Germany and 12 per cent of her importe came from theee F
countries. West Germany accounted for an additional 11 per cent of both ;
exporte and iwports, and the remainder of the Pree World for 5 per cent
of exports and 4 per cent of i.-port.o.l

Thie etructure reflscte the etrong ties of the East German econoxy
to the Soviet Union and Bloc, which receive priority in all diepcsitione over
East German foreign trade. The importance of thie trade to the Soviet Uaion
le indicated by the fact that Eaet Germany ie her largest trade partner, and

lbfou World War II and the divieion of Germany, the area now under
Soviet-East GCerman control had 49 per cent of its total external trade-
turncver with what ie now Weet Germany {plue Berlin), and 15 per cent wdth
foreign countriee not now under commurdet control. ECE, Econcmic Bulletin

for Zurope, November 1956, p. 75.

‘ 4-8bd
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the sscond largest (after the Sovist Union) of China and other Bloc countries.

{ i3
The East German economy is the main manufacturing auxiliary of ths Soviet "
Union, and a falr amount of Soviet sxports to Bast Cermany (and eome imports
on Soviet account) are more or lsss directly tied to Eaet German exporte i
of mamufactures to the Soviet Union. !
Tadle 1 .
EAST GERMAN POREICN TRADE BY AREA: 1958 i

East German Trade

Area Exports (%) Imports (%) <

USSR ecotcescscosvssoossnsassssssssssnossosssossaaca "5 ‘.1
Other Sino-Soviet BloCecscssvcessncvsoscssacoasvoss 2 lg
Total Sino-Soviet BIOCOOOOQOOOCO....C......CCC.C. 'n 71 i
Vestermn E\n‘opl (.xeludm West G.mn’)ooooooo tesss 7 12
Wert Gﬁmnycqcccoooqoooccc-.cq-.o-;--QCCCQQQQo.... 2 _1_1_
Total Western E‘JN”..-.--..--.-.00-.-0.00-0...-. 18 23
mhr Fr” world-....'..‘.............'............ ﬁ 6
cnm Tohl....-.............................. m
Crand Total in Billion Rubla®ccsscoscscscoaces 7.6 6.7

SOURCE:
3 ] bl.‘lk, No.

Vierts) jahrshefte zur Statistik dsr Deutschen
'] 1959. pO 20.

in 1957, East Gerwany accounted for 6.5 dillion rudbles of Sovist
foreign trade turnover, out of a teotal of 33.) dillion. Twenty per cent
of Sovist sxports went to East Cermany, 19 per cent of Sovist imports
cams from there. East Cermany then supplisd L) per cant of Soviel imports
of machinery and 32 per cent of Sovist hsnrt.l of chemicals. (Vnashniaia

Jorgevlia SSSR 33 1957 god, Moscow, 1958.

. *
& . ' ' s
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MACHITERY AND CHEMICALS

The dominant ehare of the Soviet Union and the Bloc in total East
German t.radc'dou not, however, pravent a substantial reliance of East Germany
on Westarn imports in certain categories of goode. West Cermany and Weetern
Europe supply a large part of East Germany's imports of machinery and chemical
products, and also a substantial ehare of her imports of other manufactured
goods. The East Germans do not publieh breakdowns of their foreign trade
by country and commodity category, but the statistics of the trads of Western
countries with Soviet Bloc countries, compiled by the United States Depart-
ment of Coomerce, and the recently publishsd trads statistics of the Sovist
Union, make this kdnd of dstail availablsa. Thsse sources have been used to
campare East German imports from Westernm Europe and the Soviet Union in l
major categories of goodl.l (See Table 2.)

Whils total East German importe from Western Europe are lese than one-
half of the valus of total imports from the Soviet Union, East German imports
of chemicals and machirsry from Western Europe are three to four times larger
than from the Soviet Union. This dcee not necessarily mean that East Cermany
receives more than half its chemical and machinery imports from Weetern
Burope; eignificant importe of these kinde coms from other Bloc countries,
notably Czechoslovakis and Hungary. But even in the abeence of up-to-date i
statistics for these scurces, it is certain that a large share of Rast
GCermany's imports of machinery and chemicals come from Western Europe, much
more than the average share of Western Europsan goode in total Eaet Cerman

’mu on the exports of other Bloc countries to East Germany in 1957
are not yet availadle in sufficient detall.
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Tabls 2

EAST CERMAN TMPORTS FROM WESTERN EUROPE AND USSR,
BY COMMODITY CATEGORY: 1957

East German Imports
(4in § million) Imports from Western
-~ |Burops as Comparative
Froa hub Percentage of Those
S.I.7.C. Commodity Crouping [Western Europe® | USSR from USSR
FPood, Beverages, Tobacco 95 235 4,0
Crude Matarials, Inedible 55 293 19
Chemicals 29 8 362
Machinery and Transportation
Equipment N 15 293
Manufactured Goods 129 185 ©
Total 352 736 L8

.3213_@: International Economic Analysis Division, United States
Department of Commerce. Data pertain to exports of Westsrn European
countries, listed in greater detail in Table 3. For West Germany:
Statistisches Bundesamt, Statistische Bsrichte; Der Warenverkshr im
Interronenhandel gwischen den Uihrungsgebisten dsr DV-west und dsr DM-Ost

im Jahre 1958, Wissbsden, April 17, 1959.

BSOURCE: Vneshniaia Torgovlia SSR za 1
amounts have been converted into U. S. do

od, Moscow, 1958. Ruble
rs at the rate of 4:1.
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imports (23 per cent). This wvas certainly true in 19551. In that year,
all non-Bloc countries together accounted for 29 per cent of East German
total importa. But they accounted for 48 per cent of imports of chemicals,
75 per cent of general machinery, 78 per cent of heavy machinery, 83 per
cont of elsctro~-tachnical producte and 84 per cent of precision-mechanical
and optical producte. The great bulk of theee importe came from Western
Europe. The relative importance of this trade to East Germany —- relative
to imports of the same type from Bloc sources -- may have diminished since
1955, but it 1e etill likely to be larges. In relation to total Eaet Cerman
imports, however, importe of thie type were small, leee than 9 per cent in
1955, and probably nct much larger today. PFoodetuffs and raw materials
deminate the total import bill.

Considering now the imports of machinery and cheamicals from individual
Wetarn sountriss, ons can sss Ifrom Tabls 3 that the Paders) Rapublis
(including Berlin) is by far the moet important Weetern source. In 1957 it
supplied 39 million dollars of the first category and 21 million dollare of
the escorvi. Of the other Weetern countriees, only Austria and Switeerland
showed machinery exporte to East Germany of more than 1 million dollare in
1957, and only the Netherlands, Switzerland and Belgium showed exports of

chemicals in exceee of that amount. Theee two categoriee of Eaet German

lfhic ie the only year in which the statistical yearbook of Kaet Germany
broke down foreign trade by trading area and commodity category. The trading
areas distinguished are "democratic world market® (then including Yugoslavia),
weapitalietic countriee® and "intra-German trade". Statistischee Jahrbuch
der Deutschen Denokratischen Republik, (henceforth called Statistisches

Jahrbuch), 1955, pp 2L3ff.

s
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imports, in which the West!s share is large, also reveal a prepondsrance of
West German supplies over other Western European sources. To a somewhat
lesser dsgree, this is also true for East German imports of other manufactured

goods.

METALS

Fast Cermany is very depsndent on imports of metals. According to West
German estimates, in 1958 she imported )) per cent of her consumption of rolled
utul,l and 37, 87, 50, 92 and 30 per c¢snt respeciivsly of her copper, tine,
tin, nickel and nhminm.z Her non~fsrrous metal imports come almost entirely
from Bloe. sources, but in the case of rolled and cast stsel the West makes a
significant contribution. In 1957, this contribution amounted to at least 16
per cent of total imports from West Germany alons, and at least 23 per cent
from all Western Burope (ses Tabls 4). PFor cold-rolled and drawn steel alone,
the contribution of West Cermany was much greszter: in 1957, West Cermany
supplied 10.6 million dollars of these stsels, compared to 0.2 million dollars
of imports from the Soviet Union.3 In view of tbo'inpomnco of cold-finished

1

In addition to 24 per cent of her conmmption of pig iron and 69 per csnt
of her consumption of iron ore. Deutsches Institut fur Wirtschafsforschung
Wochenbericht, May 8, 1959, p. 77.

2CGunting imports of metal only. In the cass of alumimm, allowancs for
imported concsntrates would raise the import dspendsnce from 30 to 87 per csnt.
Jvid., Ssptember 12, 1958, p. 146,

3Deliveries from West Germany consisted of about 2.1 million dollars of
cold-rolled bars, 3.5 million of sheet and 5 million of seamless pips. (Der
Narenverkehr im Interzonenhandel...im Jahre 1957). In 1958, the first and
third categories increased, and the sscond declined; the total rose to 11.2
xillion dollars (same sourcs for 1958). In addition to the msntioned products,
West Germany supplied in 1957 wire and wire products (mostly cold finished)
valued at 3.6 million dollars compared to Soviet shipments to East Cermany
of about 500,000 dollars.

= . “
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Table 4
EAST CERMAN STEEL IMPORTS, 1957

Froa Thousand Mstric Tons

West Gom Csstessessstas v 152:
AUBEria coeconcassnnsanssosncenns 21

mnc. [ A BN RN EERNEREENENNENNENNENNNNNE) 16g
Other Wastern Europs «seessseees _21
Totll, Western E‘u‘om “ascsesscsnee 210
Soviet Unlon seccsvesocscsscsnncancace 658(1
Poland and Czechoslovakia seevecscses -_61

Toul (A AR NN NN R EENENNNENNENENRENRNENRHNJ.N] ”1.

TR

Y nterzoral dsliveriss in commodity categoriss 27 (excluding 2711), i
29 and 30, Statistisches Bundesamt, Der Warsnverkehr im interzonsnhandel... f
inm Jahre 1957, Wissbadsn, March 26, 1958, p. 1l.

hDopartunt of Coomerce compilations. Indicated quantitiee probably i
understats trads. Sse footnotss to Tables 2 and 3.

Cyreshniaia Torgovlia SSR za 1957 god, commodity categoriee 264265, 268.

dObt.d.nod ae residual. PMgure probably overetates Limports from Satsllites.

statistisches Jahrbuch, 1957, p. 519. Rolled stsel imporis of East
Cermany.

-
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stesl far preducts ef fine tolerances, high finish and high tensile strength,
one must assmume that varieus mstal fahricating industries depend on West
German auppliug of tubes, sheets, bars and wire for the pioduction of aute-
metive shset, chemical «;uipmnt, precision instruments, e‘t.c:.1 East Germany
is seeking te svercome her dependence on the West in thess fields by increas-
ing her ewn preductien; but since 1955 her total imports of coid-finished
products have rissn about ss much as her preduction. In the case of seamless
pipe, for sxample, imports were reperted to have risen frem 55,000 to 66,000
tons (1955 to 1957) preduction from 62,000 to 76,000 tons .2 In the near future,
a stoppage of steel imports from West Germany, particularly of cold-finished
products, might have a significant impact on several East Cerman industries or

requise much larger Soviet Bloc shipments than heretofore, on short notice.

SiZE OF TMPORTS FROM WESTER! EURCPE

T4 42 rossihle that Eaat Carman imports from Western Europe, in sooe
categories or all, were actually somewvhat larger than ths Dspartment of
Coemerce compilations indicats. East German aggregate imprrt statistics
show notably larger imports from the United K.tn;doﬁ and also larger imports
froa Belgium-Luxembourg, France, Italy and the Netherlands than the sxports
shown from thess countriss {sss Table 5). In part, this may reflect trans-
shipment of West German goods through scme of these cour.t.riu:’ in part it

lﬁut German supplies of stssl for crankshafts are also dsscribed as
essential by some experts. -- Ses also below, pp. 35ff.

2§ht;at1uhu Jahrbuch 1957, pp. 294 and 519.

3Such trans-shipments are not included in West German inter-zonal trade
statistics. 1In 1958, the West Cerman authorities approved sxports of about
é million dollars to third countries, with East Germany as the fincl destina-
tion. Some roundabout shirments may have procsedsd without approval. The
axcess of East German imports over the various nmational exports to East Germany,
in 1957, amounted to 25 million dollars for the United Kingdwm, 9 million for
France, 5 million for the Netherlande and less fer the others. (Sse Table 5.)
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Table 5 .
{ WEST EUROPEAN EXPORTS TO RAST GERMANY AND EAST GERMAN IMPORTS, 1957

(In § thousend, f.0.b, Prontier of Exporting Country)

West Europsan Exports
U.S. Dept. East German

Ceuntry of Commerce ECE® I.,portab
Ausiria 17 3099 17 'm ]-ln 205
Belgium-Luxeabourg L ,666 4,700 8,304 3
Dervsark 9,074 8,70¢ 9,905 i
Finland : 16,030 15,800 16,058 .
Prance 7,373 7,400 16,760 |
Gresce 2,910 2,%00 2,967 '
Iceland 2,574 2,700 2,823 t
‘Italy 3,876 3,800 5,070 F
Netherlandas 15,396° 15,300 20,355 '
Normay 8,760 8,700 8,186 r:
Portugll W N.A. N.A. |i
Sweden 19,878 20,200 1y, 405 |
Switzerland 5,091 5,100 N.A. '
Turkey . 19,577 19,600 16,516
United Kingdcm 7,950 4,000 33,086
Yugoslavia 10,404 10,400 6,085
Total Western Europe : ﬂ
(Excl. West Garmany) | 150,755 146,300 178,317
West Germany 201,418 - 183,875 ‘
Total Weasterm Eurcope | 352,173 -— 362,192 | (F

'{eonodc Bulletin for Burope, Vol. 10, Ne. 2, Censva, 1958. This
tabulation nresumably came from the same national sourcas as that of the
Departmsnt of Commsrce.

P e

BStatistisches Jahrbuch, 1957, p. 515. Ruble values converted at the
official rate of 4:l.

“Data said to be incomplets.
dRe-exports sald $o have been inciuded. -
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may reflect re-exports of goods coming from other (cﬁruu) sources, but

-

this should not apply to the largs discrepancy for the United Kingdom since
the British export data supposedly include re-exports; there may also be

other reasons. On the other hand, Fast Gcrﬁmy'a reported imports from

Austria, Sweden and Turkey are much smaller than Western compllations of
exports from these sources to East Gemmy.l The East German data do not
acknowledge any imports from Switzerland but Switzerland reports exports of
some siu.2 East Cerman receipts from West Germany, finally, were shown as

18 mi1lion dollars less than West German deliveries to East Germany, which ;

denmn

zay be the result of an East German tmderai’.at.eum\t..3 On balance, it seems
likely that East Carman imports from Western Europe as a whols were larger

——d

in 1957 than Western European sources show, and perhaps even somewhat larger

e

than the East German statistics aclmowledpge.

10ne zay wonder whether some of the exports were on the Soviett's account,
on bshalf of Soviet forcos or agencies in East Cermany.

2‘l'heﬂ is no bilateral trade and clearing agreement between East Gerzany JJ
and Switzerland. Finland is the only European country outeide the Bloc with
which East Germany has a government-to-goverrmsnt trade and clearing agreement. L.
With other European countries it has "unofficial”™ agreemsnts which have been
concluded between trading crganizations of a private but somatimes pudblicly
supervissd character in the West and a "front" of the East German foreign ‘
trade monopoly called the M™Chauber for Poreign Trade™ in East Berlin. The
interzonal trade agréement with West Germany is concluded by a "trustee for
intersonal trade™ who represents in fact the Bonn Ministry of Economics and
eigns "for the currency areas of the D-Mark (West)", and East Cerman officlals 1
of the Mintstry of Poreign and Intra-German Trade, who eign "for the currency f
areas of the D-Mark (Bast)". i
’stm this amount corresponds roughly to the West German deliveries of
coal (more recently also of steel), made free of charge for the benefit of
the protestant church in East Germany, one may wonder whether this unrequited
import wvas excluded from the East German import statistics. It is included 3
in the West German data on deliveriee. A similar discrepancy appeared in 3
1954, only an insignificant one in 1955. The flow of intersomal trade in -
the opposite (East to West) direction has been reported with only insignifi-
cant discrepancies between the two sources in 1955 and 1956. In 1957, Weet
‘ Cermany Teported receipts 10 million dollars smaller than Eaet German deliveriss.

) - i P T e - st e il
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IIT. ESSENTIALITY OF IMPORTS FROM WESTERN EUROPE

: How essential are importe .t‘rou Western Furcpe to the {unctioning of
4 the Bast German economy? How sensitive is that economy to the availabilily
of these imports from the West? The preusent Sect:ion will discuss these
questions in a general way; the rollou;lng two Sections will dsal with more
epecific situations.
The availability in question is the short-run availlability, i.e., the
continuity over a number of months of the current and expected flow of goods

from Western sources, on the usual terms. Undcubtedly, the performance of

the East German econcmy "depends™ on these flows. If they were interrupted,
supply gape would appear, certain production programs could not be met, and
cortain deliveries to loca) and foreign users would be delayed.
! The following general dlecussion will throw some light on various
aspects of the essentiality question; but it will not arrive at very specific
answers to such sub-questions as theee: What lines of produstion would be
interrupted? What kind of supply raps would appesar? What idnde of progrums
would not be met? What is the significance of these production lines and
programs to current designs for the East German econoxy? What adaptation
could be made, in that economy or in the Bloe, to counter the effects of
ths dleruption of the current trade flows with Western Europe; and what would
be the cost of these adaptations, to Eaet Germany and to the Soviet Union?

Somn general answers, however, will be suggested, and some alternatives pointed out.

FULL COMOTIENT OF EAST GERMA' RESOURCES
P . It in fairly clear that Zas?t German resourcee are fully committed under

existing programs. Industrial production in the area is destined to rise
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at a rade of abeut 11 per cent a year (1959), and to doubls over ths time-
span from 1957 to 1965. GCreat investment projects ars undsr way, ranging
from such lpoci..fic tasks as the construction of the lignite combine,
nSchwarse Pumpe™, the oll refinery at Schwedt which is to be fad by a Soviet
pipo-lime through Poland, and the harbors and ahimrdu of Rostock and Wismar,
to programs for the further dsvelopmsnt of the ch;uxical and plastics indus-
tries, the sxpansion of ihe elsctrical industry, the modsrnization of equip-
ment in various branches of production and the public services, and the
expansion of sundry othsr industries. Total invastment, in 1959, is planned
to be 20 per csnt higher than in 1958.1_ In addition, ths SED has set itself
the task of raising per-capita consuzmption of all important consumer goc~~
to the West Cerman lsvel by 1961."2

The working population available for the#e production tasks is stagnant
(new entries into tha labor faree are now espacially low), unanployed resarves
ars insignificant, and the regime i1z making considerabls sfforts to cope
with the shortage of labor by drawing studsnts and ysungsters of school age
into production, by lengthsning the sffsctive work wesk ‘through arrangemerts .

for Mextra productior® of consumer good53 and extra time for public works

1

Economic Plan for 195§. GCesstzblatt, I, Jamuary 31, 1959. It 4s
difficult to say what this mwans in terms of GiP. For 1956, Stolper estima-
tod East German gross fixed invsstment at about 26 per cent of C!7? {"material

production®) National Accounting in East Germany, Canbridge, Mass., June 1959,
uimeo., p. 73.) For 1059, the percsntage .mﬁ be higher.

2Ulbr1cht. on the 5th Party Congress of the SED. Neuss Deutschland,
J“h n' 1958.

3 :

Tvwo "movements™ to boost extra production are heavily propagandized:

the production of "additional goods for mass consumpticen®™ and that of additional

goods for export. Both sesk to utilize workers! spare time and plant ressrves
of materials.

—— e —— . - Pl !m
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W

(®reconstruction hours™), by obstructing the flight of people of working

age from the territory, and by mechanizing and standardizing preduction.

—5

The continual drivee to speed up production, to economize on materials,

e

and to shorten delivery times tend to keep inventories of materials and

products low. "State reserves" of baeic foodetuffs exist, but the reserves

e s

of goods in enterprises and houssholds are nrobably small. The recurrent !
complainis of domestic and foreign customers over tardy deliveries often

point to inventory shortagee and other strains on the economic apparatus.

i S Wi il o AR

|
These circumstinces make the Eaet Cerman economy sensitive to a with- l

holding of imports. Declines in imports of consumer goods are likely to
cause rapid declines in supplies in the stores; and curtailed deliveries !
of imported materials, semi-manufactures and machinery are likely to cause

_m- —-Lu -

eshortages in the production system. As a rule, domestic production cannot
be increased on short notice, nor can stocks be drawn on for many weeks

before being depleted; therefore the fir,)t impact of a Western ambargo would 1 '
probably be felt fairly widel:’ in the branches and stagee of production.

Basic foodstuffs and many basic materials would remain availabls, of courss, ‘
since imports fram the Soviet Union and other sourcese must be expscted to . |

contine. |

POSSIBILITIES OF SUBSTITUTION

Faced with an eabargo of Western Europsan imports, East Germany could
look to varicous possibilitics of substitution. In the first place, it could
seek to eubstitute, for the lacking imports, commoditiee originally produced
for export to the West. Within limite , thie 1Io undoubtedly poesidble. Scme
of the machinery and textils exports could probably be diverted to internal
use, althovgh the epecific featuree of the products would often reetrict

e ——————— . A S v T i ARG
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their utility. Lignits and potash, however, which are exportad to the West
L in large uouqt.o, would find very littls internal use. On the whols, this
kind of subetitution does not seem to offer much promise.

Substitute imports from the Soviet Union and the Bloc would be more
important. In the long run, the Soviet Bloc could undoubtedly make quite
oubstantial substitutions; but in the ehort run they would often find it
difficult to do so, partly because of the way in which East (erman foreign
trade is planned. It appears that East Germany normally exhausts import
possibilities from the Bloc before ccnsidering importe from Western Europe.
In the fall of each ywar, the expscted import requirements of East Cerman
snterprisee are consolidated and submitted to Soviet authorities. Only
after Soviet commitmente have besn obtained dose the Baet Cerman foreign

trade monopoly turn to euppliers in Western BEurope with orders. Trade with

the 11SSR 12 slezrly ithe primary elsment in East Germanyis ioreign trade,
and with the other Satellitee the sscondary one. Trade with the West ie
reeidual in thai it revolves around iwrers Commoditiee, quantitiee or
Qualitiee, that are unobtainable in the preferred trading area.

The interesting queetion ie what ™uncbituinable" mears. Obtainability
eeexs to havy littles to do with pricoe. Price differencee between Bloc and
non-Bloc sourcee eeem to be virtually irrelevant in the allocation of importe
to theee two market areas. Quantitise of intra-Bloc trade are usually
detsrmined before pricee are even epecified. Offers of higher pricee by Eset
Germary would be no key at all to subetitute imports from the Bloc.

The "unobtainebility® of goods in the Bloc may me:n one of three thinge:

(1) T™e goods are not made there at all. Thie category covers products made

et

|
p in DIN formats (a German etandarditation eystem used in Zast and Weet Germany); i
I .
|
|

epare parts and replacemsnte for German-made machinery; epecial products
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involving techniques, processes, qualities of materials, etc. that are avail-
able cnly from Western supplisre. Thie category may not be of great quantita-
tive 1mport.m.co in the overall import picture, but items in it could cause
bottlenacks. (2) The goode are made in the Bloc, but their availability to
East Germany is restricted by other uses that have presumably higher priority.
Thie category covere such items as cold-rolled steel, seamless steel tubes,
bituminous coal and coke, coal-tar dyes and others. It is probably of much
greater quantitative importance than the first. (3) The goode are made in
the Bloc and their supply is not necessarily pre-empted by higher-priority
usee; but the East German demand appears unexpectedly and the goods cannot
be made available on short order. Under ordinary circumstances, this cate-
gory may be more important quantitatively than the first; it owverlaps with
the second. The tendency to fix trade flows within the Bloc over periods of
ons to three years in sdvanse Zakss adaptation of imports to changing pro-
duction or consumption requirements difficult. On the other hand, the

13

greater diversity, stacke and adertabillity of the Western mariet economies
enabls the East Cerman procurement agencies to cover un.expochd requiremants
relatively easily in the Wesi. Production difficulties in East German
industries or lags in Sloc imports seem to give rise fairly often to such
eudden import reeds; and inspection of interzonal import records brings out
numerous instancee of rapid riese and falls froz year to year, in narrowly
definzd categoriee.

Goode of the second and third category could be made available to East
Germany by a more or lass draetic shift in their allocation by the Soviet
Union. If the Soviet rulers decided to go all-out 1n.t.ho substitution of

Soviet and Satellite goods for Weetern importe withheld froa Zast Germany,
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the major part of the Eaet German impowt gap could probably be fiiled
quickly enough .to prevent ssrioue disruption in the East Germany economy.
The prics of this policy, howsver, would be a disruption of other economic
activitise in ths Sovist Union and ths Bloc. The Sovist Union could assume
- ths major part of the burdsn that a Western embargo would imposs on East
Germany by furnishing substitutes for Western imports, and by foregoing
{delaying) certain imports from East Germany.

If the Soviets gave only limited relief, ths embargo would hit East
Cormany with greater force and would then jJeopardize the inveetnsnt or
consuaption programs of the SED. The impact of the embargo on East Germany
and on the various sections of its sconomy thsrefore dspends strongly on
Sovist willingness to assume the direc’ burden of relief.

PECULIAR ADVANTAGES OF TRADE WITH WEST GERMANY
The substitution of Soviet trade for Western trade would probably have

ecme unfavorable effects on the terme of Eaet Germary's foreign trads. Up
to 1957, at least, Eact Cermany esems to havs pu:l-d more for r variety of
Sovist ixports than she would have had to pay for the same imports from
Western omu‘t:u.l The Sovist Union could of courss free East Germany from
this handicap, wvhich seems inconeistant anyway with hsr sfforte to boleter

1H. Mendsrshausen, Terms of Trads Betwsen the Soviet Union and Smaller
Communist Countries, 1955 to 1§§;, The RAD Cerperation, Reosearch Mstorandum
RM-2305 (ASTI S Document No. AD 97, Jauary 18, 1959. For a eample of
import items, which constituted &4 per cont of East German imports from the
Sovist Union in 1957, East Germany would .ave hed t¢ pay 10 per cent less if

it had obtained these imports from West Germany's l.lport sourcss on the terms
then applying to West German imports.

A . .
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the East German econcxy. Hore importantly, Fast Gerwany would'huo to forege
some advantagse that are pecullar to its current trade with West Germany.
Five kinds of sdvantagee may be counted.
(1) VWeet Cermany, and to a smaller extant other Western countriss, offer
the only market whare Faet Cermany can trads its lignite (Braunkohle) fix stedl,
bituminous coal, and othar products. In 1957, East Germany could disposs
of L, million dollare worth of lignite in West Germany (23 per cent of ths
total valus cf East German exports to Wset Germany) and ancother 10 million
dollars in Austria, Dermark, and othsr countries of Weetern mropo.l In
1958, deliveriss to West Germany rvee to 55 million dollars. Of late, East
Germany has succesdsd in commitiing West Germany to further increasss of its
inports of ligiite under supplsmentary agreemsnte on inter~zona) trade, and
lignite stocks are piling up in VWeet Germany. Lignite exports to Weet Germary
reot mainly on the demand for briqusttes for household heating in the
Pederal Republic ani Weet Berlin. This demand is gradually declining be.ea.uu
of the introduction of more ifficient oil heating. The decline could have
been greater, had conversion been encouraged by public euthoritise. A time i
of wore acute conflict might stimulate a more determined convsrsion effort
that would make Weet Berlin and Weet Germany lese dependent on Faet
Gersan lignite.
It ie undikely that B8loc couniries would eaeily develop markete for
East Germary's inferior coal. In Rast Germany itseslf, additional amounts
of lipnite could poesidly bte used in driquette form or otherwicze; but there
1 i
Faet Gerrary then exported 9 per cent of its cutput of lignite briquettes

as well ae sce other lignite products. Statistischee Jahrbuch, 1957,
pp. 29 and 515,

rema—
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, is no shortage of the stuff at present 4 additional supplies might be of
littls value,
| (2) West Germany provides otha;- unique facilities for East Cerman trade.
It accepts, fres of customs dutles, lyrltthotic motor fuel, textiles and other
goods that could probably not be sold as advantageously in other Western
countries, and perhaps not even in the Bloc.1 It pays the domestic West
Cerman market prices for imports of wheat from Faet Cermany, which at present
lis about 70 per cent above world markst pricee. Thie enables Eaut Germany
to make considsrable profits on the resale of Soviet wheat, even i the
Sovist Union should continue to charge-somewhat more than worlid market
pricee, as ehe did up to 1";'57.2
(3, ihe interzonal trade system with West Germany permits East Germany
to import hides and skdins, frozen meat, coffee, cocoa, tropical woods and
other producte Of overeeas countries through West Cerman intermediaries
without expenditure of foreign exchange. The bulk of these goods probsbiy
came directly from -oducer countrice. Eaet Gsrmany has ™unofficial™ trade

agreemants with Brazil, Argentina, Columbia and Uruguay, vhare a large pirt

of these imports originats. Because of difficulties, hoewever, in sslling
ths necsssary exporte in thees countries and the risk of having to make

net foreign exchange payments to them, the East Germans seek to maximize
indirect imports of tﬁu coemodities through West Germany. Togsther with
iron and stesl and machinery these commodities are still ecught most eagerly

JIn 1957, the Fesderal Republic, sxcluding West Berlin, took 29 million
dollars worth of gasoline and diessel fusl and 10 million dollars of clothing,
in its total interzonal imports of 158 million dollars. All East German goods
_ enter West Cermany fres of cuetoms duties.

r 25“ Mendsrshausen, op eit., p. 39.
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' by the Eaet Germans in interconal trade negotiations, and import possibilities
| are fully utilized. '

(4) The intersonal trade system provides relatively favorable credit
facilitiee for East Germany. Tho it ,‘or basic swing credits in inter-
tonsl trade — now 36 million dollars — amounts to a higher percentage of
trade turnover than swing limits in bilateral clearing agreemsnts with other
West European countries; e.g., 9 per cent in 1958 compared to 6 per cent
for the East German clearing with Norvay. In addition to the basic swing
linits, which are at present (June, 1959) 83 per cent utilized in favor of
East Germany, West Cermany agreed in lovember, 1958 to establish a supple-
mentary interzonal trsde account of 17 million dollars, with a swing of
12 mllion, for additicnal exchanges of Eastern lignite briquettes and
wheat for Ruhr coal. By June, 1959, this supplerentary account (Speeial
Account A) showed a West Cerman credit baiance of about 10 million dollars.
Rirthermore, in March, 1959, West Cermany permittad Fast Germany to receive
2] million dollars of iron and etesel and some other products in advance olf
1950 shimments and to pay for them with lignite, wheat and diesel oil

deliveries in 1960. Thus, thanks largely to sales pressure coming fram
soms West Cerman producers, the East Cermans have succeeded lately in widen-
ing the credit limits in interzonal %{rade.

(5) Some general advantages to East Germany of trading with West Germany
have already been noted, such ae the uniformity of mamufacturing standards
and the spare parts situation. In addition, personal connections, especially
betweer. managerial personnel of formerly integrated all-Cermar concerus,
greatly facilitate exchange of goods, licensing agreecents, and ccoperation
on export projecte (Weet German concerns eometimes make sizable contributions
to East German projects for factory export and installation in third countries).

| ~ | B
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Theee economic contacts aleo provids opportunities for politi;:al infiltra-
tion, of which Eaet Germany 1s urtiling‘ itself quite diligently. The East
German regime has established various bridgeheads in West Germany which
incite West German sales interests to prsss for a softening of governmental
bargains with the East, e¢.g. the "Cormittee to Further Intra-Cerman Trads",
installed East German collaborators in the management of West German firme ,1
and infiltrated works councils in a nmumbsr of plants.

The loss of these advantages would not be fatal to the East German

economy, but would add to the impact of an embargo.

WESTERN EUROPEAN IMPORTS — THE GENFRAL PICTURE

Susming up the discussion of the essentiality of Western European
imports to the East German economy, we may say (1) that the full commitment
of local resources to an ambitious and politically much emphasized sxpansion
progran tends to make the economy quite sensitive to the continuity of all
import flows; (2) that substitution possibilitiss for Western European
imports, over a span of a few months, would be limjited by rigiditiss in the
local economy and Munobtainabllity" of substitutes frem ths Bloc, but that
the limits could be widened with time; (3) that the incidence of import §
shortages in Fast Germany might be fairly widespread in the ]:ocal economy
because of its varied commitmente; (A) that some effecte could be passed

lAn interesting example is the appointment of Herr Brans as rspre-
sentativs of the Manneemarm cencern for salss to East Cerwany, following
offorts of competing concerns to enlarge their sales in this direction. 1
Brans is one of ths lsading business agente of the Eut. German foreign |
trade organization in West Berlin. %

J , |
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on to the Soviet Union through the slowing down of East German exports and
through such re-allocation of Sovict- rescurces as might be made in the short
run to offset the withholding of Western European goods; (5) that Soviet
policy could determine to some degree how the burden should be distributed
among the Soviet Union, East Germary and perhaps other Bloc members; and
(6) that East GCermany would lose some advantages peculiar to interzomal
trade, if it had to forego trade with West Cermany temporarily.
The following section will deal with more specific import categories
and possible bottlenecks.
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IV. SIGNIFICANCE OF CHEMICAL IMPORTS

The relativsly high share of Western sources in East Germany's total
imports of chemicals consists chiefly of three kinds of goods: Cfertilizers,
dyes and plastic materials. |

Phosphate fertilizers constitute the largest single item. The Bast
Zone has to import its entire consumption. As a result of under application
of phosphates in the past, the ylelds of various agricultural products have
remained low, and import demand is therefore still quite urgent. In terms
of value (suitable data on quantity are not available) East Germany imported
about 12 million dollars! worth of phosphates from the Soviet Union and the
West in 1957, About half of that amount came from the Soviet Unlon (mostly
in the form of apatite concentrates), 38 per cent from West Germany, and
12 per cent from other Western Europesan countries (Belgium, Prance etc.).

While phosphats fertilizera mads up nearly 80 per cent of chamical
imports from the Soviet Union, they amounted to only 20 per cent of the |
chemical imports fror Western countries (including West Germany) in 1957.
Other chemicals, such as dyes, plastics, drugs, borax, stc., contributed trn
dominant share (22} out of 29 million dollars) of East German chemical
imports from Free Turope. The bulk of these, 17 million dollars, came from
West Germany. In 1957, coal-tar dyes were the largest item in this group of
West Cerman exports to East Germany (6 million), but in 1958 they dropped to
3 million. Plastic materials, on the other hand, rose from 3 million to
4 million dollars in 1958, and pharmaceutical preducts from 2 to 3 millien.
Synthetic fibers showed a sharp drop from 1 million dollars to 8200,000.1 .

¢ lsuucuacho- Bundesant, Der Warenverkshr im Intersonenhandel...im

| Jahre 1958, April 17, 1959. I/ |+
| ’ 28- A
g ' B - "




RM-2414
r 7-17-59 ‘
| ._30_

The large section of Germany's chemical industry that the Sovist Zone
inherited has more than recovered frem destruction and dismantling., It
‘ has expanded in the direction of certain finished products, e.g., coal-tar
dyes, and somewhat reduced its dspendence on West German, Italian and Swiss
materials. In a number of instances, however, intermediate products are
still imported from West Gormany; for exampls, a former, fow expropriated,
Schering plant in East Berlin buys hydro-cortisons from the Schering Plant
‘ in West Berlin for cortisons manufacture.
The principal basis for the East German chemical industry is lignite,
but plans are now being carried out to'dwolop a pstrochsmical industry
} based on Soviat oil. Plastics production has traditionally been imporitant
in the area; it is now slated for considerabls expansion. The development

prograns for the chemical industry are reflected in a doubling of inter-

from 1957 to 1958,1 and continued intence demand for this kind of equipment.
’ East German exports of chemicals to the Soviet Uninn consist primarily
of movie film, plastics materials and pesticides. Thelir total amounted to
about 22 million dollars (89 million rubles) in 1956, 14 million dollars
‘ in 1957.
The incidence of Weetern chemical-goods imports in the East Cerman
economy 1s fairly brosd. It can be found in agriculture and the various
} domestic industries, including ths cheafcal industry itself. A withholding

of such imports would probably cause soms irmediate shortages and dottlenecks,
‘ and might affect exports to the Soviet Unien.

ll'bitl. Such shipmente rose frem 34 to 6 millien dollare in 7 pertinent

’, categories of machinery, Codes 3231-3235, 3251 and 3252, of the German
industrisl cemmedity classificatien.
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V. MACHINERY INDUSTRY AND IMPORTS

Machinsry-imports from the West ssrve in part to equip East German pro-
duction facilitiss, and in part to outfit major East German export objects
(factories, ships, etc.). In both ways, these imports round out the production
program of ths highly dsvsloped East German metal ‘fabricating industries, and
tho import program from Bloc countries.

The metal fabricating industries of East Germany are of censiderable
importance. In 1956, they accountod for 29 per cent of gross industrial
woduct.ion,l but they furnished about ene-half of East Cermany's total
cxpcu-t.a.2 The metal fabricating industrios exported 24 per cent of their
total 1956 output, as against an expert percentage of 12 for East German
induetry as a 'nthcal.o.3 '

The machinery-building divisions of this industry are the mainstay of
Eaal Cerman export trade. Heavy and general machliery, vshic
bulk large in exports to the Soviet Union and the Bloc countries; precision

mechanics and optics are directed scmevhat more to Westernand other non-

Bloc countries, but sleo figure eignificantly in oxports to Bloc countrier.

l'nu several subdivisions contributed to that psrcentage as follows:
vehicle building (6.%), slectrical machinery (5.9), heavy machinery bullding
(5.6), general machinery building (4.5), metal goods (2.0), precision mechanics
and optics (1.8), shipbuilding (1.7) and foundries {1.2). Statistisches
Jahrouch 1957, chart facing p. 312.

2In 1957, the metal fabricating industrise furniehed 56.3 per cent of
all East Cerman exports to Bloc ceuntries, 61.8 per cent to non-Bloc Asia,
25.2 per cent to Pree Europe (excluding West Germany) and 11.C per cent to
West Cermary. Ths percentage in aggregate exports was given as L8.
(Viorteljahrshefte zur Statistik 1953, Yo. 4, p. 128.) A later source put
;..ha percentige in aggregate exports for 1957 at 52. (Der Ausssnhandsl, llo. 4/5,
959, ps 17.

3er Ausssrhandel, No. 2}, 1958, p. 807. See also Cunther Kohlmey,
wSpaltungsdisproportionen und Auseenhandel® Wirtschaftswissonschaft, January/
Pebruary 1958, pp. 70-71.




The various machinery industriee cooperats in the comstruction of complete
factory systems to be eracted in Bloe countriee and under-developed countries,
ranging from cement and eugar mills to power plante, chemical and textile
plants, dairiees, and other installations. In 1957, the machinery industries
alone accounted for L4 per cent of East German total oxport.o.l

Theee industries are also the source of equipment for East German
industry itself, and their contribution to the leecal economy has grown of
lats, thanks to the decision of the Soviet Union to develop the industrial
capabilitiece of area. It has grown at least in step with the expansion of
output.,' but probably not faster, i.e., not at the expense of exports. It is
true that since 1955, the growth of exports of the metal fabricating indus-
tries has lagged behind that of exports in gsnsral, while the total eutput
of the metal fabricating industries has grown as fast ae the output of all
industries. (Sse Table 6.) But when allowance ie made for the statistical
distortion resulting from the introduction of uranium exports into the export
etatietics in 1957, the discrepancy in the growth rates probably vanishes.
Rising output of the metal febricating industriee, hovever, prrmitted more
replacsment and modernization of induetrial equipment, nsw plant corstruction
and development of the merchant marine. The electrical machinery industry,
in particular the branch producing measuring and regulating control systeas,
sesns to have been directed increasingly toward providing 1npu£c for other
Eaet German induetriee eince 1957.2

13!' Aussenhandel, Yo. 8, 1959, p. 9.

2hporto of electrical induetry producte in 1957 were only 9 per cent
above 1955, compared to an average for the metal fabricating industries of

13 per cent. Ibid., Yo. 4/5, 1958, p. 1.
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Table 6

COMPARATIVE GROWTH RATES OF METAL FABRICATING INDUSTRIES,
ALL INDUSTRIES, AND EXPORTS IN EAST GERMANY

1955-1958

Index of Industrial Production® Value of Exportcb

Metal Fabricating| ALl Motal Fabricating Al
Year Industries Industries Industries Industries
1955 100 100 100 100
1956 108 106 104 o
1957 12 1K - 113 1,2
1958 128 127 128 8

Scomputed from Statistisches Jahrbuch, 1957, p. 280, Visrteljahrshefte
sur Statistik, No. 4, 1958, p. 127 and No. 1, 1959, Appendix {for 1957 and

1958). The last-mentioned source indicates a largs dowmard revision of
the 1957 groess production value of ths meta)l fabricating industris: and
2PSrd revisions in other industries, leaving the all-industry total for
1957 ‘mcmsod .
bCOnputed from Statistisches Jahrbuck, 1957, p. 514, and Der Ausssnhandsl,
1959, No. 4/S, p. 17. )
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Some of theee industries are loportant exporters of course. The
machine tool iridunt.ry, for exanple, which convributee about two-thirde of
the exporte of heavy machinery and which ehows relative export increasee
from 1955 to 1957 much greater than those of the metal fabricating induetries
as a whole (perhape even greater than total export:s), absorbe an increaeing
amount of electrical equipment. So do the exports of complete factory in-
etallatione. The expansion of Zaet Germany's industrial plant is increae-
ing the areate ability to furnish all the components of complex industrial

exports. This tende to lower its import needs for certain ccmponents.

Any economic 'onton preoccupied with domeetic industrialization ae

woll as a large machinery export prograz ie likely to have import require-

mente for machinery. The Eaet German syotem ie eepecially subject to this
goneral ruls because of its etructural and dynamic pecuiiaritiee; its import
needs are therefore likely to manifeet themselvee with particular urgency.
In the firet place, the domestic machinery industr-ry still suffers from

ooms disporportione in capacitiee that resulted from Soviet dismantling iurd
the divielon of the country. It hae, for instance, a relatively limited
capacity for electrical machine building, which makes itself felt in various

production lines requiring electrical components. The autooobile induetry
hae not yet matched ite prewar outnut but seems to have persietent diffi-
cultiee with electrical accessories. Secondly, the machinery industry is
driven forward by the regime and saddled with taske that tend to exceed
capacities, apparently on the principle that ™nothing is impossidble for
Communist 1ndu;tr1". Thirdly, rigid plaaning md crude incsntives tend to
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create additienal bettlenecke. PFourth, the nouldoring‘ conflict between the
regime and the peopls causes treuble from ti:: te t:un.]' These conditiens
cause a goed deal ef irregularity and delays in the parformance ef the
machinery industriee, which arc reflected in recurrent complaints about
"unrythmical productien”: a frams is ready but the inner werks are not; a
production goal stated in terms of gress volums is met, but the assortment
is wrong; the end item ie finishad but there are no spare parts; export
deliveries usually slump after the first of the year and are pushed up by
spacial efforts toward the end of ths annual planning peried. These irregu-
larities often cause sudden import requirements for special items,

Thus East. Germany's requiremsnts for Western machinery and parts, and
for special materials for the machine building industry, derive partly froa
foreseon needs and partly from unforesean bottlesnecks in that industry.
Varions examplas have anreared in refusse ranorts.

The foreign trade erganization "DIA-Invest-Export,” which ie in charge
ef the experts ef cemplete factory installations, has lately handled erders

for textils mills in Turkey (3 facteries), Bulgaria (4 facteries, Egypt

1;hc refugee strean froa East Germany currently removes from 2000 to
3000 peopls a month from irdustrial and handicraft occupations and frem 200
te 300 frem technical sccupations. (Federal Republic, Ministry for Refugees,
Coschiftsstatistik uber das Notaufnahmeverfahron, menthly). Migration of
workers in the opposite direction and same hiring of fareign workers (in
shipyards) sccavhat cushien the net effect of the flight movement. Managers
of some private firms have flod from the Zone; the entire top management
groups of twe mediuz machinery fims did so recently. A worker loading

automobiles for export was jailed for having systematically removed the ignition
keys from each shipmnt. Incidents of this kind are reported from *‘me te time.

2'l'hn several refuges reporte thut have been utilized are lettered A, B, C

and se forth.

l
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(1 factory), and nsgotiated for other projects in Yugoslavia, the Sudan and

g

eleswhers. An official of the organization who fled to the West in early
{ 1958 (A) repertedthat the oncuuon‘ of factory installation exports depends
directly on suppliss of components from the West, in particular of automatic
spinning machinery and control systems from West Germany.

Two other refugees formerly employed with the "DIA-Znergy-and-Power
Plant-Export" reported in late 1957 (B) that various impoerts were required
if Bast Germany was to complete export ordsrs for power plants in Egypt,
China and elsewhere. Some of the power plants were to be installed in sugar
aills to be set up adbroad. According to these reporters, ™a variety of
Western products are needed to complete these installations, e.g., elsctrical
equipment designed for high-tension installations, motors, equipment designed
for uss in tropical climate, and pumps®. They stated further that "the two
power plant projects in Egypt depend to a consideradls degres on equipment
to be supplied by AEG and Siemens,” the two large West German elsctrical |
wachinery producsrs. The East Cerman organization also reporcedly boyght
construction equipment in Wost Germany and used it in erecting the plants
overseas. Another report slong the same linss (C) stated that the construc-

tion of a dairy combine in Rumania over the peried from 1958 to 1960 would
involve 2 million rubles worth of equipment from East Cermany and 1 million
from West Cermany.

Still another refuges (D), knowledgeable in the East GCerman autamobile
industry, described the depsndence of that industry on West German supplies
of sheet stesl, safety glass, resins, alloy steel and non-ferrous metals (late
1957). And another ene () stated that a liquid cxygen plant ordered by the
East German air force required importation of steel bottlss from Austris,

A , g et R N R A A
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Table 7 lists a mumber of othsr cases that have bscoms nown through

refugee intervievs.}

Sincs Wost Germany is the mot.- izportant supplier of machinery, the
couposition of ite aggregate deliveries u_..particuhrly interesting.
Table 8 ehows these deliveriee for the eeveral groups of machinery in 1957
and 1958, as well as major sub-groups. The total valus of the dslivariss
was about 4O million dollare for each year, with component items showing
both dsclines and increasos from 1957 to 1958. Refrigerating equipmant
and electric wire and cable showed notable increases.

1 .
Occasionslly, dspsndence on Western imports is also acknowledged in the
official East Cerman press, although such instancss are rare. Der
Aussenhandel, No. 19, 1953 wrote as follows on p. 655: "It can happen

that despite all efforts of the toilars and despite considerabls increases
in production the supply of slectrical components for larger units
(Elsktioausriisturzen fir Komplettisrungen) does not cover requirements.

At the moment, this 1s the cass with lowsvoltage switchas. In no case,
however, should one refuse export orders for euch reasons, or sndanger

then through long delays of dslivery: one must find other ways.

At the leipzig spring fair of 1958 we made contact with Austrian firms
which can supply, on short notice and at favorable prices, the necessary
olasctrical components. The Austrians offered to order a large machine-
teol unit froa us, in exchange....”

The author went on to criticize an agency of the Past Cerman foreign trade
noncpoly for being too slov .n handling such cases.

On 1 August 1957, the Zast Berlin newspaper Dis Wirtschaft reported that
machinery axports to the Soviet Union, valued at 33 million D-marks, wers
being held up for lack of elsctrical comporente, notably switches.
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Table 7

REPORTED CASES OF WESTZRN IMPORT NEEDS
IN THE EAST GERMAN FACHINERY INDUSTRY

Westarn Import lieeds
Rsported

Uuu- and Dates

Finished Products
and Dsstinations

(E) AMuninun-plated matls.
Matls. for cathedss
Glase for slectronic

tubes (England)
Germaniwn (W. Cermany
Luminoue matls.
(England)

Communications equip-
went plant, early 1958

Elsctrical aqui;nt.

(P) Special oile (England)
Paper (Sweden)
Folyethylem £Englmd,

W. Cermany)

Rlectrical cable plant
early 1959

Wire and cable

(G) Germanium-cutting
squipment (sought)

Optical plant,
late 1957

Semi-conductors, slec~
tronic research & dev,

(Q) Germaniwm {W. Berlin)

Comunications equip-
ment plant, epring 1954

Electronic equipmsnt

(R) Tube ghasl 3
Molybdsmum wire
Wire filament

{W. Cermany)

Coomunications equip-
ment plant, late 1958

Electronic tubes

(3) Sub-mindature tubes®

Flactronic tube
factory, 1958

Electronic fisld eqp.
for E. Gernan army

(T) Copper sheste & tubing
Valves of special stesl
Msasuring dsvices

(purity, temperature)
Hillivolt, milliamp
metars
Spacial bronzs alloys
Flastic shests
Nicksl wire 5
Quantity gauges

Ssveral machine-build-
ing plants, cooperating
sarly 1958

Liquid oxygen plante,
sobile and stationary,
for Karaganda miseils
sites and other Bloc
dsstinations

(H) large ball bearings
(Switzerland)

1958

Harmer crushers for
cement factoriss to be
built in Sorist Union

(P} Turbine bladse (ordsred
huf.n(hnd)

Areraft sngine plant,
spring, 1959

Jst sngimms

For footnotes, see p.)39.
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Wsatern Import leeds

Finished Products

Reported Users and Dates and Destinations

(1) Acid-resisting steel | 1957 Machinery for E. German
(W. Cermany) chemical industry
(J) Extrusion presses 1958 Plastics industry

(sought)
Vacuum deep-drawing
machine (sought)

machinery; fiber glass
machinery; synthetic
rubber apparatus

(K) Tool steel (W.Germany)
Seamless pl,e

Ceramic core pressurs,

filters (H.Gemny)

Heavy machinery plant

(L) Crankshafts (sought

from W. Germany)
Valve aprlngs
(W. Germany)?

Shipts englnes producen
Late 1956

Shipst diesel engines

(X) Chrome=nickel eteel
(sought)

Machinery plant

Dairy & Brewery heating,

coaling, pumping equip-
ment for export

(0) Electrical equipment
componants
(4 million rublss of
exports sald to be
held up by delay in
deliveries from West)

'Ehct.rie:]. equipment

exporte to Soviet Union

(M) Pipee for repair of
freighter
(delay in allocation
of foreign exchange)

Shipyard, early 1958

East GCerman freighter
service

]bully mads glass reputed to be too irregular.
2Roport stated that VEB'e Buna and Leuna had not yet succeeded in produ-

¢ing polyethylene of sufficient purity.

In April, 1959, the West Cerman

Badie:’s Anilin Company reportedly licensed Soviet production of the material.
3I.mv quality of Bloc material, low inventory reported.
“Dohy in local delivariee "forced™ factory to obtain tubes "{llega.ly”

from Weet Germany.

5m- extensive report describes procurement froa West Germany by various means.
%urith arrive in linited amounte and are distributed to users as needed.
7L1conl1n¢ of plant at Rostock by a West German firm reported.

.
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Teble 8

WEST GERMAN DELIVERIES OF MACHINERY IN INTERZONAL TRADE®
(in million D-Marke)

Valus
Groups and
32 Ceneral Machinery 11.9 103.2
3211,12,18 Machine Tools 10.7 1.0
3223 Diessl Engines 4.7 1.2
3233 Refrigerating Equipment | 1.0 6.7
3236 Censtruction Machinery 6.8 Le2
3258 Mining Machinery 4.9 2.7
3251,52 Chamical Equipment 1.8 2.2
3265 Textils Machinery 5.0 4.1
33-34 Yehiclse 2.8 2.6
36 Elsctrical Equipment 35.6 42.1
3625,26 Electric Wire & Cable 4.9 10.C
37 Precieion Mschanics, Optics 13.2 10.4
Total 163.5 158.3

SOURCE: Deor Warenverkohr....1958, and supplamentary data obtained
from Statietichee Bundesamt and Zentralverband der Elektrotechnischen
Induetrie.

“rhe grand total, group totals and oub-groups 3625,26 and 3251,52
include deliveries from Weet Berlin; the other sub-groups do net, and
sven onit seme deliveries from the Fsderal Republic. Sub-groups listed
are the ones showing delivuriee from the Federal Republic ir excese of
1 million dollars (4.2 million D-lMarke) in at least one of the twe years.
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VI. SERVICES AND BERLIN TRAFFIC

The pressnt paper will not attsmpt to discuss ths balancs of servicss
between fast Germany and Western countries in any dstall, Two aspects of
the situation, however, deserve soms treatment, Wsstern maritime transport
on behalf of East Germany and East Gorman ssrvicés to the West in the Berlin
context.

Fast Germany receivss a greater amount of commercial services fron
Westsrn countriss than she renders to thsm. She utilizes Western shipping
for most of hsr seaborne imports, i.s., for perhaps 10 to 15 per e¢snt of
her total imports; she probably channels something like 30 per csnt of her
seaborns trade through ths port of Hamburg, and a substantial percsntage of
the traffic bound for her own Baltie ports through ths Kisl Canal. The bulk
of her foreign trade with Bloc countries and nsarly all intsrzoral trade
with Wsst Germany go by rail.

The dspendencs on thess Westsrn shipping and harbor servicss is declin-
ing with the considerabls efforts that ure being made to expand ths East
German mserchant marine through construction and purchasss, and to dsvelop
the ports of Rostock and Wismar. At tho beginning of 1959, East Germany
owmed 10 freighters of about 10,000 tons, each, 5 of which had been bought
in the West fairly recently. Similarly, 3 of hor smillsr freighters (4,000
tons) had been bought abroad. In May, 1959, she bought the Swedish passenger
liner "Steckhola". The East German Baltie ports should doubls their capacity,
from 1957 to 1960, if construction advaness according to plans, and thus
should be able to handle considerably more than the total East German over-
seas tonnage that went through all ports in 1957. Neverthsless, as of now,
Bast éorn;ny still relies on a fair anount of Western shipping and relatsd

e
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The West ceuld add to the impact of a cosmodity embarge by withholding

-

its maritime services to East Cermany; but the sise of the additional effsct
would probably be small. It would depend en the amount of East Cerman mari-
time trads, not directly affected by the commodity embargo, that is carried
in Western ships. If the embargo covered all overseas commodity imports,
ths shipping and port ssrvices would ceass automatically. This, however,

is an extreme assumption. In the eventuality that an embargo were imposed

by, say, the NATO countries and that overseas countries were ready to

oontinue their experts to East Germany, the withholding of Western ships and
the clesing of Hamburg and the Kiel canal te East German traffic weuld obstruct
tne remaining overseas trade of East Goi-mrv te the extent that East German
ships and harbors ceuld not handle this trade. This obstruction might net
inconvenience the East Germans greatly.

The clesing of the port of Hamburg to the East Germans would probably
accontuate the withdrawal of East German and Crechoslovak traffic from that
port that is nov under wvay. This would be peinful to some local interests
but it would also stimulate joms further adaptaticn in that wrea teo the dls-
appearance of its former economic hinterland. The situation might, for instance,
give greater urgency to the languishing project of a Nerth-South canal that
would link the lower Elbe with the heavy industry contsr of Salegitter.

¥While ordinary commsrcial services give little additienal leverage to
the West in economic wvarfare against East Germany, the political geography
of Berlin provides the Soviets and East Cermans with a formidable counter
lever. Communist centrel of the everland and canal routes from West Cermany
to Berlin is the basis fer a system of bhckn'll by which East Cermany extracts

’ considerable revenues and compels West Cerman cempliance with various unfaver-

! -4

{ J able commercial and political arrangements. This is ebvicusly a moot severs
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disability of the Wsst in dealing with the East Germans. It is enly imper-
foctly measured by the 40 million dollars per year which the East Cermans
are collecting prsssntly for traffic relatsd to Burlin.l
As long as East Germany doss not attempt to imposs political-"adminis-
trative" conditions and financial charges on the Berlin traffic that the West
will rejsct, she will probably be safe from any ssrious sconemic countermeasures,
such as thoss contemplated in this paper. 1If East Germany, however, forcsd
an interruption of the traffic or attacksd Berlin directly, the West would
be fresd from its concsrn and could retaliate. The experisncs of the Berlin
blockads of 1948-49 demonstrated that playing this trump may not win the
gus for the Soviets. It appears that in 1959 thsy are sssking to win by
merely threatsning to blockade ths forcss protecting Berlin and by oxtracting
Westsrn concessions in prolongsd negotiations. This game may continue for

some time, or it may not. At pressnt it doee not look unprofitable from

For the purposss of this paper, ths significancs of ths sxposure of Berlia
te Sovist-East Jerman blackmail is clear. As long as joint West Cerman-Bsrlin-
Allied intsrests are maintained in the Berlin complex and traffic con’inues
uninterrupted, there will be no basia for an smbargo of East Germany. If the
Sovists or East Germans should deny the Wsst ths sxerciss of thess intsrests
and, in particular, accsss to the city, one of the main factors kesping the
West from imposing an embargo would fall away at the same time that a motiva-

tion for the measures weuld be given.

1
A confidsntiz]l West German goverrment sourcs put ths East German rsvenuss
frox Autobahn fess in 1958 at about 9 aillion dollars, railroud traffic frem
and to Berlin at about 17 million, canal fess at 3 million, and inter-urban
(S-Rahn) ssrvics ir West Bsrlin at 12 sillion. These revenues are recsivad
I in D-mark-wWest and thsy are probably s multiple of the costs involved in
providing ths ssrvices.
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VII. CONCLUSIONS

Tho analysis of East Germany's import requirements from Wsstern Eurepe
points to a carsiderabls varioty of articlec which Eaet Germany prefers to
get, and has bsen able to ret, from Westsrn Europe. Chemical and machinery
products are notable for their prepondsrance of Wsstern sources, and so ars
spocial steels and other materials; but common products such as bituminous
coal and phosphates should not be overlooked. Although the Soviet Union and
other Bloc countries supply the bulk of these, ths West furnishes a signifi.
cant oharo. Generally, ouperior quality and easier availability irduce
many importo from the West, and there are ofton other advantagse connected
with getting the goods from Western socurces.

Despite ths dominant place of the Soviet Bloc in total East German
imports, the depsndence on Western sources is therefore rot nsgligible., The
23 per cent overall shera of Wigtern Burcps in Hast Coiman lmporia, nall of
which comes from West Germany, typically covero items which ths Soviet Bloc,
for various reasons, has preferred not to supply to Zast Germany. This
circumstance points to a relatively high ssssntiality of imports from Vestern
Burops. A denial of thess imports and assoclated sorvices would causs zuch
inconvenience to East Cermany and a variety of bottlenecks.

The specific effects on ths East German econoxy, if these imports wers
blocked, cannot bs predictsd clearly. The primary effects would appear over
s wids range of sconemic activities ~ and fairly quickly, because of the
specislised nature of imported materials and equipment because of the
tightnees of inventoriss. They would tend to retard the exmcution of many
projscte in the local investment and consumption proirm, and in the export
program. Left unchecked, theoe influencss would dieturb that highly streseed \)‘
ocenomioc system and force it «ff its timstadle. Bven if Zast Cermany attempted
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to re-allocate its resources to cushion the blow on some more essential pro-
Jects, it ceuld not help but fall behind on scme of the tasks to which the
regime is Iconmitt..d. Simply to put the burden on the consumer secter would
not be entirely feasible, especially in the short run, and in view of the

political emphasis on rivalling West Germany in that sector, it would perhaps
not be profitable.

The major uncertainty liss in the centribution that the Soviet Union
might want to make toward allsviating the plight of its favoiite Satellite.
Tis contribution might consist of temporarily foregoing scus of East Germany's

exports to the Bloc area, or of substituting Bloc supplies Icr Western imports.

In either case, the burden of the Western trade embargo would be partly shiftaed
to the Soviet Union or other Blec countries. This would ease the East German

situation. but weuld net allevistis it completely hecause of the specifizit

of many of the imports frem the Wsst and the probable difficulty of findin

]

substitutes for all of thea in the short rmun.

The impact on the Soviet economy cannot be analyzed here. Some Bas:
German exports to the Soviet Union are linked to important projects thers;
and 1f the Soviet furnished substitute exports to East Germany, it would
uw:loubndly hurt preeently planned projects in the Bloc. All that can be
said here is that a Western embargo on exports te East Germary in a crisis
situation would disturd the Soviet Bloc eystam and force the Soviet Union
to accept ecmes of the direct ecoromic costs. Other factors would deteruine
the political effecte of this disturbance.

‘ ‘ A short-term Western embargo on East German trade would aleo have conse-
E I quences in Western Eurcpe. Interruption of imports from Eaet Germany weuld
- ! prebably not pose a serious problsm. Subetitutes could essily be feund for

Zast German manufactured goods and potash. In the caee of lignite, a determimnd

e -
. _ . P T L e TR e




-

RM~241),
7-17-59
47~
conversion effort could reduce requirements substantially and fa;cilitato the
replacement of lignite by other fuels. Sales problsms would probably cause
more concern to the West Corman goverrmant and other Western Buropean govern-
mants. The strengih of the salss pressures coming from some of their industries
will depend, of course, on the state of markets: the West German steel industry,
for instance, would have been more unhappy about etopping its East Cerman
salss in late 1958 than in mid-1959. 1In any event, soms interests would be
affected and there would be complainte. Whether the West Cerman government
would be ready to override these pressures in a crisis developing over Berlin
would depend on 1ts resolution and on the steps taken by the NATO allies.
Considering the quantities of trade and the political interests involwved,
it is clear that Wost Germany*s position would be of first importance in
deciding on an embargo of Sast GCerman trade. But it is alss clear that that
countries, to join in the embargo and by the readiness of the United States
to eppose Soviet-East German moves by appropriate measures. Without British
coopsration, West Gormany would probably fear that Britain and others would
ses) to makes trade gains at her expsnse; and without resclute American action,
lh.' night not be ready to take any measures against Eauvt German interference
with Allied Berlin traffic. '
While, on the Western side, the issue sf economic countermeasures against
East Cormany raises problems of Wester: :ocopsration, economic and politicsl
considerations may broaden the Eastern target of such countermeasures and
raise wider problems. To put greater pressure on thq Soviet Union, an embarge
on its trade and on the trade of the entire Soviet Bloc might de consicdered.
This paper will not analyze the complex prodlems that suzh a proposition would
pressnt. The additional economic inconvenience caused to Zast Germany and the

r =

w—w




RM-2414,

7-17-59 :

4,8~ *

Bloc by a Bloc-wide embargo would have to be weighed against the political
difficulties of bringing it about, and the cutcome is not obvious. It would
depend in part on the form of the Soviet challenge and the Western responges
in other fields. To prevent a simple re-direction of East German trade
through other Bloc countries, however, Western trade with these countries

would have to be lirmited and controlled in some fashion.
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Appendix

SOVIET-EAST GERMAN TRADE IN THE STATISTICS OF THF. TWO COUNTRIRS

Soviet and East Cerman statiastics of the aggregates commodity trade
between the two countries agree in some instances and differ considsrably in
others. Since both scurces supposedly record trads on the basis of values
f.0.b.-frontier-of-exporting-country one should expsct a higher degree of
agresment. Some differences may have technical-administrative causes; but
soms of them are so large that one may suspect that what was counted as an
export or import by ths agencies of one country was not so counted by those
of the other; and one may spéculate about the nature of these differences in
treatment.

In 1955 and 1956, both scurces indicated an East German surplus to the
USSR. (See Tables A-1 and A=2.) In 1955 this surplus appeared largsr in
the East Gerzan statistics, in 1956 it appeared larger in the Sovist statis-
tics. PFor the two years taken together the two sources agreed fairly clossl;,
lsaving an aggregate dis:repancy of only 93 xillion rubdblss.

In 1957, however, the statistics diverged greatly. Soviet exporte were
504 million rubles higher than Eut German imports, and Soviet imports were
182 million rubles lower than Fast German exports. Soviet scurces thue
showed a Soviet export surplus of 391 million rubles to Zaet Germany, and
Eaet German sources eshowed a surplus in the opposite direction of 295 million
rubles. These differences could reflect eams basic changes in accounting
that may have accompanied the oczupation cost settloment (s reduction by

50 par cent) and the new uranium price settlement, boih of which presumably
want into sffect in the latter part of 1956 or at the beginning of 1957.
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Table A-1
SOVIET-EAST CRRMAN COMMODITY TRADE
(in million rubles)
Soviet Union to East Germany East Cermany to Soviet Unlon
Soviet | Zast Cerran East German | Soviet

Year | Exports®{ Imports® | Difference Exports Imports® | Difference
1955 1,915 1,688 227 2,063 2,026 =37
1956 | 2,285 2,228 57 2,277 2,505 228
1957 3,448 2,954 504 3,239 3,057 -182
1958 3,199 TN b2 3,354 3 =120

dVneshniaia Torgovlia, 1957-1958

Ystatistisches Jahrbuch, 1957 and Vierteljahrshefte zur Statistik,

NO. 1. 1958' p. 20!

Table A-2

SOVIET-EAST GERMAN COMMODITY TRADE BALANCE

(in million rubles)

Trade Balance (East Germany ®xport Surplus: ¢ )

according to
Year Soviot Statistice East German Statistics
i = 7
i % B

Source: Table A-1
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The uranium settlement boosted the apparent value of East German exports
and Sovist imports. If carried through simultanecusly on both sidss, the
arrangemnent should be reflected equally in the two accounts. The occupation
cost settlesment, however, may have raleed the value of East Cerman exports
but not of Soviet imports; and it xay have raised the value of Soviet sxports
but not of East German imports. This may have happened by way of the Sovists
counting as exports, transfers of Soviet commodities to a Soviet agency in
East Germany that sither turnsd over the goods to the Soviet troops or sold
them to the East German regime for local currency. The Bast Cermans may not
have coﬁnud thess Sovist shirments as importe, perhape tresting them as an
internal Soviet transaction. On the other hand, the East Cermans may have
counted their deliveries of goods to the Soviet occupation forcss as sxports,
and the Soviet Union may not have counted them as imports. (They did not
)1

enter Soviet tsrritory. Thess transactions would have amounted to the

2
50 per cent of Soviet occupation costs that were "credited" to East Germany.
Thoir net effect on the trade statistics would have been lo pull Soviet and
East Cerman statistics on the commodity flows between the two countriss apart

by the approximate amount of the occupation cost "credit®,

. 11.'h- introduction of such an accounting systea may have something to do
with the astounding riee in the share of consumer goode in Last Cerman exports
to the USSR from } per cent in 1956 to 15 per cent in 1957 (Der Ausserhandel,
Fo. 21, 1957, p. 749), for which no evidencs can be found in the detailed
Soviet import statistice for 1956/1957.

2According to information given by a former high official of the Eust
GCerran Planning Com=ission, who defected to the West in 1957, the Soviets
treated the reduction of occupation cost laviee and the uranium price adjust-
ment as "credits™ to the East Germans. These credits were the major part of
a "flow of Soviet credits" to East Germany that was to total about 7.5 dbillien
rublss over the years 19561560, (The remaining part, about ome-fourth, was
said to consist of goods and foreign currency credite.)
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Direct evidence of ,tho suggested accounting practice 1is not available;
but the obeerved divergencles in the 1957 Soviet and Fast German trade data
esam consistent with it

1, Soviet and Fast German imcorte in 1957 were in approximate balance.
The difference of 113 million rubles in faver of East Cerrany could have
been a counterpart of a net balance on service account in favor of the Soviet
Union, added to a balanced trade flow under the trade agreszent.

2. The aggregate axcees of each countryte exports over the other
country'e imports amounted to 685 million rublse. The planned occupation
coet reduction per year (on a 50 per cent baele) was reported as amcunting
to 800 million rublao.l The figuree are of the same order of magnitude.

Theee two cbeervations, of couree, do not prove the suggested practices.
Soviet foreign trade data for 1958, which have not yst been published, might

shed further light on the matter. In that year, the Sovists cancelled
F 2

- the reraining 50 per cent of the occupation coete carried by Fast Cermany.

1f trade accounting contimued as euggeeted, ore ehould expect an even greater

diverzence of Soviet and Zast Cerman etatistice for 1958 and 1959.

1
Source: Sams defector from the Flaming Cormieelon

2

This "big present which cowrade Khruehchev made to the 5th party congreas”
of the 2D in July, 1953 was valued by Zast Cerzan trade zinister Rau at 60
million East =arke, i.e., 1,080 mlllion rublee at the official rate. [Der ¥

Aussoenhardel, Yo. 15, 1958, p. 529.
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