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" ECO#&IIC REVIEW OF I8TDIVIDUAL EASTERN EUROPEAN COUNTRIES 

SOVIET ZONE OF GERMANY 

Note by the Chairman of the Committee of 
Ecoriiîrvisers 

In its second series  of examinations of economic 
developments in each of the  Eastern European countries(1) the 
Sub-Committee on Soviet economic policy held, on 1st  Junep 1967, 
a special session devoted to the Soviet Zone of Germany with 
the participation o f  experts from various capitals(2). 

2. The Committee of Economic Advisers thought that the 
Council might be interested in the results of this review. 
In the attached brief reportp the Committee has attempted to 
review the economic developments of the Zone during the past 
two years as well as the prospects f o r  the immediate future 
and to draw some conclusionsI 

i 

I (Signed) A. VIECENT 

(1) Within  this second ser ies ,  Czechoslovakia was examined 
on 7th November, 1966, Bulgaria on 27th April, 1967p 
Hungary on 22nd Junep 1967 and the Soviet Union  on 
30th July, 196y0 

( 2 )  F o r  a record of this  meeting  see AC/Gg-D/58. 
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ECONOMIC REVIEW OF EASTERN EXJROFE,UI COUf\TTRIES 

SOVIET  OCCUPIED " ZORE OF GZRl\iLANY 

Report  by  the  Conmittee  of Economic Advisers 

The economic expansion  in  the  Soviet-occupied  Zone 
of  Germany  has  been  meeting  various  obstacles:  artificially 
cut-off  from  the  overall  German  economy, it has  had to find a 
new economic balance;  the  Zone  had to make large  deliveries 
to thc  Soviet  Union as ':resarationsfv;  the  exodus.  of  .large 
nmi'oers of the Zonevs population,  including  skilled  workers, 
technicians and members of the  professions  who  chose  freedom 
in  the  Western  part of the  country,  deprived it of some of  its 
best mmyower; in  addition, OP.C~ the  basic  task  of  recon- 
struction was more or less completed,  the  rigid  collectivist 
system  imposed  against  the  wish  of  the  population  ?roved 
irmdequatz to ensure  steady economic progress.  Such 
difficulties  were  earlier  mentioned  in  the  previous  report(1) 
subnitted two years  ago to the  Council.  That  report  indicated 
also  that  there  had been E p r o g r m e  o Î  economic  reform,  some 
signs of acceleration  in  the  pace of economic expansion  and 
also  attempts to diversify  external  trade'  The  present note 
describes  briefly  the  developiients  which  have  taken  place  in 
these  various  respects  over  the  last two or three  years and 
gives  whatever  indications  are  available on future  prospests. 

I. %CONOI!!IIC REFOFGAS 

2. It now  appears  that as far  as economic yeforms  are 
concerned,  the  Zone  stands  with  the USSR in an  intermediary 
position between  the  rigidly  conservative  Xastern  European 
countries  (such as Rumania and Albania) and the most 
progressive ones (such  as  Yugoslavia,  Czechoslovakia and 
Hungzry) On  the  other  hand  the  Zone  may  be m o r e  advanced  than 
most. Eastern  European  coun-tries  in  the  implemen+ation of the 
reforms,  but it is  diffj:cult to ascertain  whether  some of the 
institutional  changes  which  have been decided are  real or only 
apparent D For instance  the  Central  Pla:mFng  Organization, 
so-called  ':Zconomic  Council:: , created in 1962, has  been 
dissolved but since l966 a ::National l?lann~-ng is 
agaFn responsible  both for long End short term planning  and  its 
implcmeEtaticn  and  control  Ministries  have  largely  taken  over 
the  task of supervising  the  various  sectors of the  economy9 
which vias previously  entrusted to Industrial  Departments Gf 
the Economic Council. 
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3 ,, On the otlicr  hand, 
been introduced. The number 
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some  important  new  features  have 
of  indi-cator's imposed on 

enterprises has been  reduced.  These  enterprises  play a 
somewhat  greater  part  in  the  elaboration of the economic p l a n  
and, Once goalS.have  been  set  for  the  firm,  attempts  are  made 
to enlist  the  support  of  the  workers  'through  rgplanning 
discussions".  Profit  has become one of the  main  indices of 
the  efficiency  of  individual  enterprises.  However,  the  part of 
profit  which  is  left  at  the  disposal  of  the  firm  is  limited, as 
associations  of  enterprises  belonging to the'  same  industrial 
sector  are  entitled to redistribute  the  profits  among  their 
memberso The Central Bank  has  been  given a greater  rôle  in  the 
financing of investment but in  the  last  resort  the  financial 
control  of  the  groups of enterprises  remains  with  the  Ministry 
of Finmce e 

4. Efforts  are  being  made to rationalise  the  prices and 
wzges systems. Two additional  Central  Authorities  have been 
created:  the  National Wage Office  and the Price  Officee  The 
readjustments  in  prices have been  made  in  various  stages 
according to the products- From 1st Jmuaryp 1967 new  prices 
are  appliczble  in  all  industrial  branches,  transport  and  the 
building  industry,  while  agriculture  has been largely  excluded 
for  the time being.  The new price  system has entailed a 
reduction of subsidies,  especially on raw materials,  and  is 
aimed at  compelling  enterprises to operate  more  efficiently  in 
the  future.  On  the  other hand, to avoid  price  readjustments  in 
industry  resulting  in a sharp  increase  in  the  cost  of  living, 
subsidies on consumer goods have  had t o  be maintained.  .The 
régime  had  seriously  underestimated  the  difficulties in 
applying  the  new  measures  and  while  at  first  they  were to be 
fully-implemented by 1967, the  delay has now been  extended  up 
to 1970, 

5. Compared to the economic reforms  projected  in  Hungary 
and  partly  implemented in Czechoslovakia,  those  carried  out  in 
the  Zone  are  characterised by a higher  degree  of  central 
planning  which  continues  to  rely  more  on  administratively  fixed 
gods than on economic  incentives:  the new prices  represent a 
revision  of former ones but no  change in the pricing  system; 
they  continue to be fixed  by  the  authorities  without  any 
built-in  mechanism to reflect  chaqges in. economic  conditions 
and without.  any  scope for price  cc:npo.,t?..tion  between  enterprises 
allowed to make  their  own  price  .decisions. 
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~ ~ ~ * ) ~ ~ “ - - - -  D - 
II RECZNT ZCONOMIC DEVELOPMXIYTS - 

6.  During t h e  two y e r r   p e r i o d  1965-1966, t h e  economy of 
the   Sovie t  Zone seems t o  have grown at a r a t e  of roughly 4,5$(l) e 

This   conf i rms   the   recovery   which ,   a f te r   the   s tagnat ion  o f  t h e  
previous yeco.rs, was alrec?,dy  mnounced i n  the   p rev ious   r epor t  
The progress   achieved i n  1965-1966 i s  below tha t  o f  o t h e r  
Communist c c u n t r i e s  and also belciw t h e   t a r g e t s  of t h e  Zone. On 
t h e   o t h e r  hand, i t  compares   ra ther   wel l  w i t h  t h e  economic 
expansion i n  t h e  Vfest, and it i s  probably srjmewhnt h ighe r  than 
the   r a t e   ach ieved  i n  the  Federal   Republ ic , ,  during t h e  sitme 
per iod,  

7.  The economic  -exp,7;nsion .c f   the  last twc y e a r s  i s  n o t  
due t o   t h e  economic  reforins, whose e f f e c t  w i l l  t a k e  more time t o  
be f e l t ,  nor t o  any   increase  i n  employed manpower. It r e s u l t s  
en t i r e ly   f rom  p rogres s  i n  l abour   p roduc t iv i ty  2nd shows that  
the “ f l i gh t  t o  workrr o f  t h e   p o p u l a t i o n   a f t e r   t h e  building up o f  
t h e   B e r l i n  Vh11 has cont inued.   This   increase i n  l abour  
p r o d u c t i v i t y   h a s   b e e n   f a c i l i t a t e d  by a fc?r i r ly   h igh   ra te  o f  
inc-ease cf investment and perhaps also by a b e t t e r   d i s t r i b u t i o n  
of such  investment.  In p rev ious   yea r s   t he re  had been a mcrked 
tendency t o  p r o l o n g   t h e   l i f e   o f  o l d  equipment a d  tci d i v e r s i f y  
the  indus t r ia l  basis o f  t he   coun t ry ;  ‘and this r e s u l t e d  i n  many 
unfinished:   projects .  It seems that t h e   a u t h o r i t i e s   h a v e  
r e c e n t l y   p l x e d  more  emphp-sis on modernisation o f  e x i s t i n g  
i n d u s t r i e s  for which  the Zone i s  S e s t   s u i t e d ,   w h i l e   r e l y i n g  rnoye, 
f o r  a number o f  i n d u s t r i a l   p r o d u c t s ,  o n  e x t e r n a l   t r a d e -  

8. In  indus t ry ,   wh ich   accoun t s   fo r   ove r   two- th i rds  o f  
to ta l  product ion 2nd makes t h e  Zone whose are?” cor,tained 
i m p o r t a i t  i n d u s t r i z l i s e d  regions a l r e a d y   b e f c r e   t h e  war t h e  
t e n t h  industr ia l  power o f  the   wcr ld ,   p rogress  had been  uneven. 
In  1966, fcr i n s t m c e ,  i t  h m  b e e n   p a r t i c u l a r l y  good i n  chemicals 
and e l e c t r i c i t y   p r o d u c t i o n ,  and t h e  Zone? with few  years   delay,  
now has j.ts f irst  n u c l e a r   p l m t .  The growth  h m  been  smaller  i n  
heavy  engineer ing;   there  has been a l e v e l l i n g  o f f  i n  minicg and 
sh ipbuiMing,  a d  even a f u r t h e r   d e c r e a s e  i.n t h e  r a t e  o f  newly 
cons t ruc ted   dwel l ings .  In i n d u s t r y  as a whole f o r  t h e  two  
years1965-1966 t h e   r a t e  cf grcwth o f  output  mzy be  es t imated at  
some 6 3$0 

9. In a g r i c u l t u r e   c o l l e c - t i v i s a t i o n  hzs been   re inforced .  
On t h e   o t h e r  hand the   i deo log ica l   p re s su re  o n  t h e   a g r i c u l t u r a l  
populct ion h m  somewhat abzted.  1’Iany economic  measures d e s i q e d  
t o  m i s e   p r o 2 u c t i o n  and inc rease   t he   y i e ld   hzve   p roved   success fu l .  
The use of f e r t i l i s e r s , ,  high qual i ty   fodder ,   vzmious   machims and 
t r a c t o r s ?  hFbs expmded.   Incent ives   have  been  granted i n  tile  form 
o f  p r ice   iEcre ,o , ses   for  various agr icu l tura l   p rod?ncts  and bonuses 

T l : J m F e   a p p l i e s  t o  the  :7natioi1a?ï-?%coae vvhic’li i s  
somewhc?.t d i f f e ren t   concep t  f rom tha t  o f  i:gross aztional p rc i=x t ’ :  
i n  t h e  West FQr  t h i s  reason  comparison  between  the  economic 
gxwth i n  t h e  Zone and i n  Western  countr ies  i s  c c c e s s a r i l y  
imprecise 

p__c 
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C-M( m.2 
for  overfulfillment  of  mltput  targets. Crop yields  have 
increased  and  progress  has  been,made also in mimal production. 

a result9  for  the  years 1963-1965, the  planning goals were 
exceedbed.  Nevertheless  the Zone is  far  from  being  self-sufficient 
in  wheat m d  other  bread  grains  which  it will continue to import. 

10. The  growth in the  economy  hes allowed some  improvement 
in  the  stamlard of living of the  population  although  nothing 
spectacular  has  taken  place  in  this  respect.  The  supply of 
consunler  goods  does not yet meet the demmd either  in  respect of 
the choice or in  quality. As a result,  excess  stocks  of  certain 
goods  accumulate in factories  while  the  population  increases  its 
deposits  in  savings  accounts.  The  housing  is  especially 
inadequate a d  the  pace of new  construction  has  been  slowing 
down over the  lzst years- 

11. While  the standad of living  in  the  Zone  is  the 
highest mong Europet?;n Communist  countries:  it  is exceeded by 
that of most  Western  industrialised  countrics  and  especially 
by  that  of  the  Federal  Republic  of  GermLany,  whose  standard of 
living is among  the  highest  in  Europe.  Although  economic 
growth in the  Federal  Re>ublic  has been slow over the  past  two 
years  the  starting  point w s s  SQ much  higher  than  in  Eastern 
Germany  that  the  advance  of  the  Western  pert  of  the  country  in 
absolute  terms  has  been  not  only  maintaineci  but  also  somewhat 
increaszc?. 

12. For  the  future?  the  authorities of the Zone  expect an 
acceleration  of  economic  progress9  although  their  objectives are 
more realistic  than  they  have been in  the  past.  According  to . the  Five  Year  Plan  for the period 1366/70 which  has  just been 
published,  the  rate  of  growth  of  the  economy  will be some 505$. 
A special  effort  will be made in scientific  research,  nuclear 
and chemical  industries, m d  a l s o  in  the  transport  sector9  where 
obsolescent  materiel  is  still in use.  Agricultural output and 
production of consumer goods are due to increase  more  slowly 
than  that  of  investment  goods.  This mec?lns that  the  improvement 
in  the  stLmdard  of  living  of  the  population  wj-11 be kept  within 
fairly  nm"ow  limits. On the  other  h,and, it is  expected  thct 
labour productivity  will  continue to increzse  substantially. 
Various  measures of a social  character =e envisaged: f rom 
September 1967, the  five  day  week  will be introduced and there 
Will be. C?. better and more differentiated wage a d  bonus  system 
as well as an increcse of the  minimum  wage pad of the  minimum 
pensiono 

13. The  achievement  of  the  various  targets  set  in  the  new 
Five  Year  Plan,  though  not  impossible,  implies  rather  favoura.ble 
Conditions. It would  consolidate  the  adLvsnce of the Zone Over 
the  jhstern  European  countries as far  as  industry and even 
StFadard  Of  living  are  concerned. On the  other  hand, it would 
PrabTkbkY not reduce  the gap which  exists in this  respect  with 
industrialised  countries  of  Western  Europep ayld in  particular 
with  the  Federal  Republic. 
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r n T T  

III. EXTERNAL ECONOMIC RELATIONS OF THE Z O h i  
W 

14. The  overall  economic  picture  of  thC  transactions  of 
the Zone with  the  outside  world  including  tra.de  with  both 
foreign  countries  and  the  Federal  Republic  shows  that  this 
intra-zonal  trade  represents  about 1% of  the  tctal,  trade  with 
the  other  fourteen  NATO  countries - which  increased  more  rapidly 
from  1963  to  1965 (62%) tlîm intra-German  trade (34%) - represents 
about 8$, trade  with  Communist  countries  about 75%, trade  with 
the  Soviet  Union  along  some 45% and  trade  with  the  developing 
countries  of  the  free  world  some 4%- Recent years  have  been 
marked  by a fairly  rapid  rate of expansion  of trrade of  the Zone 
with  the  outside  world.  This  seems to be a result  of a 
deliberate  policy  of  the  Zonal  Authorities  in  ord.er to, from an 
economic  point  of  view, t a k e  advantage  of  thc  international 
trade m d ,  for  political  reasons, to be less  dependent on 
intra-German  trade 

(a)  Intra-German  trade 

1 5 .  The  development of intra-German  trade  has been very 
uneven.  The  deliveries of the  Federal  Republic to the Zone 
increased  by 2.79 in  1965  and 37.2% in 1966. On the  other 
hand,  the  deliveries  from  the  Zone to the  Federal  Republic 
expanded by 12,3$ in  1965  and 6$ in  1966.  This  is  partly  due 
to the  difficulty  of  finding  products  of  interest to the 
Western p a t  of the  country,  which buys in the Zone mostly 
agricultural  products,  mining  products,  oil m d  textile  which 
it could  easily  procure  elsewhere.  The  Zone  on  its  side  obtains 
chemical  products,  some  agricultural  products,  steel,  machinery 
and modern  equipment  in  the  Western  part of Germany.  In  1966 
and  during  the  first  quarter  of 1967, Soviet-zonal  purchases  of 
goods Î r o m  the  Federal  Republic  of  Germany  exceeded  deliveries 
to the  Federal  Republic  by  about BI.  500 million.  Since  the 
swing  in  intra-zonal  trade  clearing  is  limited to 
DXe 200 million,  the  Soviet Zone has  been  able to make these 
additional  purchases  only  by  using  credits  granted to the  Zone 
by  private  firms  in  the  .Federal  Republic. 

16 During  the  last  two  yearsp  the  expansion  of  the  trade 
of  the Zone has  been  faster  with the industrialised  free 
world (19.3$) than  with  the COMECON countries  (4.6%) To some 
extentg the  larger  participation  of  the  Zcno  in  the  world  tr3tc.e 
may be coasidered as one  of  the  most  import,mt  symptoms  of 
success 2.s far as the  qu,ality  of  its  products is concerned. On 
the  other  hand,  the  foreign  trade  of  the  Zone  is  unbalanced: 
while  it  .achieves a surplus with  the  Con-mvaist  countries  i.t 
shows c'. growing  deficit  with  the  free  world  which is covered 
by  increased  export  credits  granted to the Zone. Ey  the end of 
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1966, NATO c o u n t r i e s  alone (exc luding   thc   Federa l   Republ ic )  
had extended $169 mi l l i on   o f   such   c r ed i t s ,  o f  which $26.4 million 
w i t h  a Guration o f   ove r   f i ve   yea r so  .. . , 

l7,, The Zone imports  f r o m  t h e  West mostly  machinery and 
industrial equipment, and i t  expor ts  a wide range o f  products , '  
e spec ia l ly   f i n i shed   goods .  An e f f o r t  is  a l s o  made by the  Zone 
to   deve lop  i t s  t r a d e   r e l a t i o n s  with the   deve lop ing   coun t r i e s  o f  
th2 f r e e  w o r l d  where it c m  buy raw m a t e r i a l s ,  and some t r o p i c a l  
consumer  goods. The t r a d e  o f  t h e  Zone w i t h  ' o ther  Communist 
coun t r j e s   cove r s  also a wide  range  of goods;  however, 
industrial  equipment   enters  f o r  an i m p o r t z n t  p a r t   i n   t h e   e x p o r t s  
o f  t h e  Zone while  i t s  i m p o r t s  inc lude  a l a r g e  share of  raw 
materials. The Zone has remained faithful t o  t h e   d i v i s i o n   o f  
labmr within COMECON but the   s ign i f i cance   o f  t h i s  o rgan iza t ion  
t o  t h c  Zonal economy seems t o  have  diminished  over   recent   years .  

IV D 

18. Since 1965, t h e  Zone has accom3lished  steady,  al though 
by no means s p e c t a c u l a r ,  economic progress b o t h  i n  i n d u s t r y  and 
agr icu l ture .   Whi le  it has kept  i t s  advance  over   other  
Communist c o u n t r i e s  i n  hkrope9' i t  has c o n t i n u e d   t o  lag behind 
most industrial c o u n t r i c s  o f  Western  Europe and ,  i n   p a r t i c u l a r ,  
behind  t ' ;le  Federal  Republic. Any economic comparison between 
t h e  two p a r t s  of Germany r ema ins   t o   t he   advan tage  o f  t he   Fede ra l  
Republic,  i n  s p i t e  of thc slowing dcwn i n  its economic expansion, 
and i t  w i l l  c e r t a i n l y  be s o  i n  t h e   f o r e s c e a b l e   f u t u r e .  Economic 
reÎc\rras  are be'ing  implemented i n  t h e  Zone along t h e   l i n e s  
decided i n  1963, but t h e y   a r e  l e s s  fa r  reaching  than i n  some 
c t h e r   E a s t e r n  European coun t r i e s .  Although the   p r i ce   sys t em i s  
be ing  t o  some e x t e n t   r a t i o n a l i s e d ,   t h e   e f f e c t  o f  the reforms on 
t h e  economy i s  n o t  l i k e l y  t o  be substmtid and t h e i r   e f f e c t  on 
t h e   p o l i t i c a l   s y s t e m  i s  not   apparent .  A s  f a r  as r e l a t i o n s  
with t h e   o u t s i d e  wor ld  are concerned,   the  Zone remains  very 
much dependent   on  the Sov ie t  Union  economically as w e l l  as 
p o l i t i c a l l y .  In s p i t e  of a f a i r l y  ra;?id i n c r e a s e  i n  its t r a d e  
with t h e  West, t h e  Zone is s t i l l  conduct ing   near ly  half o f  i t s  
t o t a l  t rade with the   Sovie t   Union  .and about t h r e e   q u a r t e r s  o f  
it with t h e  Communist coun t r i e s   t aken  as c?, whole. I n   t h e  t o t a l  
t r m s m t i o n  o f  t h e  Zone with t h e   o u t s i d e  w o r l d p  intra-Germm 
t r s d c   r e p r e s e n t s  about 1" A s  a p r o p o r t i o n  of   the  t o t a l  
expor t s   o f  NATO c o u n t r i e s   t o  the Zone, the d e l i v e r i e s  o f  t h e  
Federal Republ ic  have somewhat dec l ined  over recent years to 
about 6% i n  1966. 

19, In  t h e i r  trade with t h e  Zone, t h e  NATO c o u n t r i e s  have 
t o  take  account   of  various cons ide ra t ionso  Such t r a d e  may be 
economically  advantageous t o  them and m2-y c o n t r i b u t e  t o  
improve  the l iving condi t ions   o f   the  Germm p o p u l a t i o n   i n  the 
Zone. It may a l s o  become t o  some e x t e n t  zn inst rument  o f  
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pressure: its development would increase the efficiency of 
economic countermeasures which, if the need m-ose, could be 
jointly applied by member countries in case of a crisis in 
Berlin. On the other  hand, fast expanding economic relations 
between thc Zone and the f r e e  world mzy serve the politic21 
aims of thc rdgime and its sttempts to enkxce its status on 
the intemmtior,al scene- In any case it is very important to 
bear in mind that an expansion of trade with  the Zone, if it 
were achieved at the expense of intra-Germa trade, would 
weaken one of the last ties betwecn  the two parts of Germmy 
a d  might reduce th(: effectiveness of one of the instruments 
to protect free  access  to Berlin. 
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