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REVIEW OF THE ECONOMIC SITUATION AND TRADE POLICY OF
THE SOVIET-OCCUPIED ZONE OF GERMANY

Record of the meeting held on 29th April, 1965

The CHAIRMAN welcomed the presence of:

Dr. Wolfgang FORSTER, Scientifie Counsellor, Ost-Europa
Institute at the Free University
of Berlin;

Mr, Horst H, SCHATTENBERG, Counsellor, Federal Ministry
of All-German Affairs, Bonng

Dr. Anton FURCH, Counsellor, Federal Ministry of
All-German Affairs, Bonn;

Dr., KAULBACH, First Secretary, Federal Ministry
of Economics, Bonng

Dr. Gerhard CZYBULKA, Expert, Federal Ministry of Economiecs,
‘Bonn; ‘

Mr, Francis G. MEEHAN,Chief of Bastern Affairs Section,
United States Mission in Berlin;

Mr. Henri QUIOC, First Counsellor, Ministry of Foreign
Affairs, Paris.

2, - The CHAIRMAN recalled that the present meeting was the
fourth in a series of reviews of the economic situation and trade
policy of Eastern European countries, He thanked the German
Delegation for their most valuable report (AC/89-WP/148 and
supplementary note AC/89-WP/1L48/41) and invited them to open the
discussion. :

I, INTRODUCTION

1t
3. Dr, FORSTER said that any assessment of the economy. and
trade policy of the Soviet~occupied Zone of Germany had to take
account of two special problems: one of a political nature, and
the other regarding statistical methods,

(a) Special Political Situation

L, From the political peint of view, the Soviet-occupled
Zone was one part of Germany which neither wanted to be Communist
nor was lecated in Lastern Europe. Nevertheless, as a result of
Soviet efforts to separate it by all possible means from the all-
German. economic structure, the Soviet-occupied “one was an artifi-
cially constructed area whose economic potential and economic
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system had become important factors wi thin COMECON and the Varsaw
Pact System, Any study which did not take into consideration the
political basis of the economic situation of the Soviet-occupied
Zone would inevitably lead to wrong conclusions.

5. As part of the Communist policy of expansion, the five
following aims had guided the economic development in the Soviet~
occupied Zone:

- the disruption of the unity of the German people
thr ough the artificial separation of the Soviet-
occupied Zone, and the imposition of a régime
whose main task it was to enforce the political
aims of the Soviet occupation power;

- the Sovietization of all spheres of life by a
transformation of the social structure and its
economic foundations;

~ the complete exploitation of the economy during
the first post-war years, and more recently the
orientation of the economy, especially of industry
towards supporting the economic potential of the .
Soviet bloc; :

- the deliberate disregard of individual require-
ments of the population for the purpose of
favouring the production of raw materials and
the heavy and armaments industries;

-~ the illegitimate claim for recognition as an
independent state.

(b) Statistical Methods

6. The second special problem mentioned above, the methods
of statistical reporting used by the Sovie t—occupied Zone, was
closely connected with the political orientation of all =conomic
measures, Though this might appear unusual, if not absurd, from
the point of view of Western economic thinking, the Soviet~Zomnal
statistics were ideologically motivated and not objective and had
always to be seen against the political background,

7. In spite of their unreliability, one could not avoid
consulting the data contained in the Sovietzonal statistical
year-book, the official economic plans, the plan fulfilment
reports and whatever other official or unofficial sources were
available, Compared with reports from other Soviet bloc countries,
Soviet~zonal plan fulfilment reports contained only very little
information, In the statistics, the goods selected were changed
deliberately or the various categories of goods were re-grouped
to make comparisons difficult, Lxperts working patiently over
details would repeatedly notice contradictions and inconsistencies
even in one and the same document. Thege particular methods of

NATO CONFIDENTIAL ~§-
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reporting would seem to be intended primarily to prove in figures
the stability of the system and the steady growth of the economy.
These figures were not outright falsificationsj;rsther they were mis-—
leading combinations of data which might in themselves be correct,
Soviet~zonal statistics should therefore neither be ignored nor
accepted at their face value,

8. The problems outlined above with respect to internal
economic comparisons applied even more to external comparisons,

espccial ly those bctiween East and West, Apart from the fact

that Sovict-zonal statistical data were based, according to the
Soviet model, on gross production f igures, there was a special
problem of determining the exchange rate for the Soviet-zonal
DM.(DM East). One was caught immediately in a maze of exchange
rates when trying, for instance, to rcad from official Soviet~
zonal statistics, the nominal relation between the DM ( East)and
the US g, Such a table simultaneously shows for the samc day
the following quotations(1)s -

~ foreign currency rate based on gold parity DM, 222 =.5700;

~ exchange rate according to currercy agreement DM.419 = 100
(followed by a footnote indicating one clearing dollar for

DM. L.20),

9. These different quotations showed that onc and the same
opcration, ¢,g8. the exports from one particular Western country
to the Soviet-occupied Zone and Sovie t-zonal imports from this
country may result in entirely different data in Western and Soviet-
zonal statisties. '

IT. INTERNAL SITUATION

(a) DPopulation and Natural Resources

"

10. Referring to the German notc, Dr., FORSTER recalled that
the population of the Sovict-occupicd Zonc of Germany was about
17.0 million in 1964 and the Zone covered an arca of 108,300 sq.kms,
The arca was generally poor in natural resources, It had rich
deposits of lignite, potash, mineral salts and limestone, and
rather more modest ones of uranium orc, nickel ore and coppcr.

It lacked iron ore and hard coal, hydraulic power and timber,

Lead, zinc and tin requirements could not be covercd from domcstic
sources,

(b) General Economic Pcrformance

11. Recalling thc diffecrent mcthods uscd in East and West
for calculating GNP and national income, Dr. PYRSTER said that
national income or net material product (excluding services),
according to the official statisties, had becen DM, (East) 63billion

(1) See statistical yeerbook of the DDR 1964, ~nnex II, Page 68,

’
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in 1958 and DM, 77 billion in 1963. It was to reach DM, 100 billion
in 1965 according to thc abandoned Seven-ycar Plan, The estimated
GNP calculated according to the "system of national accounts" of

the OECD, i.e. at market prices, would be as follows:

1958 1959 1960 1961 1962 1963

Tn billion DM. (East) 80 88 92 96 98 101

The resulting per capita GNP for 1963 would be DM. 5,897(1).

The average annual rate of growth of GNP between 1959 and 196? was
L1, 7% and that of net material product (national income) 4.1% (as
against a target of 6.7% in the first Sevcen~year Plan),  Under
the second Seven-year Plan 1964-1970, net material product is to
incrcase to PM, 104 billion, i,e. at an annual average growth rate

of L,L%.
I'(c) Indus try

12, The part of Germany now under Soviet occupation had
always been a highly industrialised area, In 1963, the share
of industry in GNP could bc estimated at 5%%. However, the annual
rate of growth of gross industrial production had dcelined from
12,4% in 1959 to L,1% in 1963, Difficultics and shortages arose
in practically all ficlds of production, so that the first . .
Seven-Ycar Plan, which was to have covered the period from 1959~
1965 had to bc abandoned during 1963. The seeond
Seven~year Plan, 1964~70, now provided for an annual average
rate of growth of 7%, Though this was a morc modest targct,
the rcgime might have some difficulty in achicving it.

- (d) Agriculture

. 13, Privately-owned farms were foreccd into collectives in
the spring of 1960, About 86% of arable land was now owned by
agricultural co-operatives and 8% by State Farms, while garden
grounds and similar areas accounted for the rest, Collectivisa-
tion had been so important to the rcgime that it had been prepared
to put up with considerable losses in agricultural production
in the yecars following collectivisation. More rccently, the
rcgime had apparently succeeded in reversing the downward trend
of agricultural production., The situation continued, however,
;g bc unstable end will remain so under the Second Seven-year

an, '

14, Replying to a question from the CHAIRMAN as to the
significance of the three differcnt types of agricultural
co-operatives in the goviet-occupied Zone, Dr, FORSTER cxplained

(1) DNote by the International Staff: i oonverted into US B

at the tourist rate of cxchange - g1 = 4.2 DM (East) -~ this
figare would correspond to the US estimate for the per
capita GNP of #1,400,

BATO CONFIDENTIAT -10-~
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that co-operatives in Comrunist countries werc not comparable to
those in Western countries where small cnterpriscs united their
forces. on a voluntary basis for the purpose ¢f becoming more
competitive. In contrast, the threc types of agricultural
co—~operatives in the Soviet-occupied Zonc were only different
steps in the direction of full nationalisation, thé aim being to
transform them later on into state farms. In the Type I
co-opcrative, the peasants still owmed part of the land, all the
livestock and the buildings. In Type II co-opcrative, only part:
of the livestock and buildings were still considered to bec private
property, whercas in Type III, all property was collcctivised,

(e) Labour and Employment

: 15, The number of pecrsons gainfully employcd had remained
almost constant at around 8.2 million during the whole pcriod of
1958~1953, There was full employment, With a share of female
labour of L6% in the totsl labour force, rescrves were probably
almost exhausted, In spite of numerous, sonctimes draconic

me thods of "incentives" to arrive at a highcr labour productivity,
the latter continucd to pose prcblems for the régime, The
average level of productivity for the entire economy could be
estimated at about 25% lower than in the Federal Republic, the
main rcason bcing the shortage of up-to-date technical cqguipment,
The second Scven~ycar Plan provided for sn increase in produc-
tivity in industry of 65%s  Whether this target could be met
depended above all on futurs investments. ’

16, Answering a qucstion from the CHAIRMAN as to the possi~
bility for COMECON countries to cxchange labour among thcemsclves
and the number of COMECON workers within the Sovict-occupicd Zone,
Dr, FORSTER replied that, in the COMECON Statute, only an cxchange
of skilled labour for training purposes had been provided for,

The actual number of such workers in the Soviet-occupicd Zone was
not known to him but cculd be considered to be insignificant,

(£) Investments

17. As far as invcstments werce conccrncd, the situation in
the Soviet~occupicd Zone was characterized by the fact that indus-
try was given absolute priority over other economic scctors, a
common feature for centrally administercd economies of the Soviet
type. The annual rate of growth of gross fixed investments had
declined from 16,7% in 1959 to zero in 1951 and had rcached about
5% in 19633 according to provisional results,; the corresponding
figure for 1964 was 6% (against a target of 7.2%), Although the
target for the annual average rate of growth of investment during
the second Scven-ycar Plan 7,5%) was lecss ambitious, the régime
would have difficulties in attaining it, in particular bececouse of
a necessary diversion of funds to the chemical industry as a con-~
sequence of Sovict demands for the delivery of complete chemical
plant valued at about DM. 3 billion(1),, :

(1) US g4.36 billion, if converted at the official rate of ex-
change for forcign trade transactions (g1 = DM, (ERast) 2.22).

-1~ NATO CONFIDENTI AL
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(g) Military Expenditure

18, The peculiar structurc of budgets in Sovict-type
cconomies made comparisons with the West of public expenditure
very difficult. This was the case in particular with regard to
military expcnditure and purchasecs of armamcnts. German cxperts
estimated that total military expcnditurc in the Soviet-occupicd
Zonc had amounted to at least DM, 27 billion from 1956-1962
(annual average DM. 4 billion), Such an ecstimate did not include
cxpenditure for para-military units such as the so-called "pcoples!
police® and the transport police,

19, .The CHAIRMAN enquircd vwhether the German Delegation had
any information on the economic aspects of the Soviet arms
deliveries, the production of arms within the Zone, the stationing
of Soviet troops within the country, ctec. He was particularly
interested to know whether military equipment was being provided
by the Soviet Union without payment or whether commodities were
being exchanged.

20, Dr. FORSTER replied that the discrepancy betwedn the
trade balance of the Soviet Union according to their own statistics
and that published by the Soviet-occupied Zonc suggested that
military equipment was being paid for by commodity dcliveries.

This subject was, however, top scecret in the Soviet-occupied Zone,
As to the “"material basis" of the so-called "peoples' army", the
largest part of it seemed to stem from domestic production,

(h) Standard of Living and Housing

21. The gencral level of living conditions had improved

after a decline of almost dramatic dimensions in 1961-1962, It

was still considerably below that of the Federal Republic of Germany.
Although the population was adegquately provided with foodstuffs,

it lacked those one thousand and one things gencrally considcred

to be necessary for normal standards, Above all, there cxisted

an accumulated demand for durable consunmer goods, fiecording to
estimates, the share of private consumption in GNP had dccreased
from 61% in 1958 to 58% in 1963.

22, Housing construction was onc of the most neglected
branches of the Soviet-zonal economy, as industrial, administrative
and nmilitary constructions were given absolute priority. The
annual average of dwellings constructed for every 10,000 inhabitants
during the years 1955 to 1961 was 36 for the Soviet-occupied Zone
as against 104 for the Federal Republic of Germany.

23, Mr, MEEHAN said that there had undoubtedly becn an
increase in the standard of living since the "dark days" of 1961-1962
though it was not comparable to that of the Federal Republic of
Germany. One of the basic pre-conditions for these changes had
been the erection of the Berlin Wall in Autumn 1961. East German
standards of living were the highest in thec bloc and other Lastern
European countries were asking themselves why the population of

NATO CONFIDENTIAL -12-
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the Soviet-occupied Zone ''should have it so good®, Paradoxical
as it might scem for Yestern observers, Fast Berlin had become a
show place for Eastern Europre, and the econonic system of the
Zone (see below II(i;) an example of how "socialism" can work
in a developed country. This was undoubtedly of specific
importance also to the Soviet Union.

2h. The CAMADIAN RUPRLSENTATIVE esaid that his Authorities
had guesticned the value of comparing the achievements of the
Soviet-occuplied Zone with those of the Federal Republic as post-
war conditions had been quite different for the two parts of
Gernmany. Apart from the handicap of an unfamiliar and rather
awkward econonic system nost of the industrial plants of the
Soviet-occupied Zone had been removed, and no aid comparable to
Marshal Plan aid had been granted, Thus, it would seem that a
final document on economic development within the Soviet-occupied
Zone would recuire a shift of emphasis putiing the position of the
Zone in a broader perspective.

25. Mr. QUIOC wondered whether there was any possibility
of evaluating the average consumption of a family within the
Soviet-occupied Zone and to £ind out how the budget of the worker
had changed from year to year.,

‘ 11t

26, As to the standard of living, Dr. FORSTZR replied that
it was correct to say that BEast Berlin was a "shop window' for
the Fast. To the same extent as the standard of living of the
Soviet-occupied Zone was feliling away from that of the Federal -
Republic, the other Communist countries' living standards were
falling away from that of the Soviet-occupied Zone. A precise
assessnent of the level achieved was, of course, difficult to
nake, Several scientific institutions in the Federal Republic
had come to the conclusion that real wages in the Soviet-occupied
Zone were about 30% lower than in the Federal Republic and that
the gap was widening: it had increased from 11% at the beginning
of the 1950s toc 30% in the niddle of 196L.

27. Liccording to German estimates, the standard of living
was at a slightly higher level than that of Czechoslovakia, which
in turn was somewhat higher than that of the Soviet Union. The
gap betwecen these three countries and the other Communist countries
of Eastern Europe was probably considerable, with Bulgaria and
Rumania having the lowest standards though that of the latter
was quickly increasing as a consequence of its specedy econonic
development. Any such assessment was, of course, difficult to
make as it depended on the "housewife's basket" one was comparing;
and this varied a great deal according to the personal needs and
consumption habits in the different countries. If the Soviet
"hasket" and the manipulated Soviet prices were used, the
differences would probably not be striking, but the Soviet-occupied
Zone would still be better placed than the other Communist countries.
When comparing living standards in the Soviet-occupied Zone
with those in the West, the low level of old-age pensions
gmonthly average DM, 147 in 1963) and disability pensions
DM, 1L41) should also be mentioned. They were at the minimun

-15~ NATO CONRIDENTIAL
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subsistence level and about 33% less than those of the Federal
Republice,

28. Tn answer to a suggestion made by lr. BREECHER (Uni ted
States) to,comparc per capita GNP by taking the Soviet Union as
100, Dr. FORSTER suggested that the index for Czechoslovakia could
be put at 125 and that of the Soviet-occupied Zone a little higher,
He agreed, however, with Mr. MEEHAN that such a comparison was of
little interest to the population of the Sovie t-occupicd Zone as
the latter would always compare their situation to the standard of
living achieved in the Federal Republic of Germany,

29, To a guestion by Mr. BREECHER, whether there had been a
change in the police system of the Sovict-occupied Zone, Dr, FORSTER
answered that the régime had certainly changed its methods, but
that it reached the same results by different means., Soviet~
zonal writers had less frecdom of expression than those of the
Soviet Union. and there had not bcen much of a change in the
economic discussion, In periodicals like "Die Wirtschaft" and
"Deutsche Finanzwirtschaft" questions of methodology had bcen
discussed at great length, but the aims of the reforms had ncver
becn questioned.

30. As %o the reaction of thc population to the erection of
the Berlin Wall and the introduction of the new economic system,
he would say that they had resigncd themsclves to Yinner
immigration". Instead of putting people in prison, thc régime
had introduced a new system of allowing "encmies of the people'
to 'qualify" themselves in production, mecaning that, i.e. a teacher
would have to work as an unskilled labourer with all the matcrial
losses in income and housing this might entail. Generally,
people would tend to "fly into work" to get along better with
everyday life, Such an’ attitude would, of course, favour the
régime, though it was not mcant to do 5o, as it would increase
economic efficicncgy, The fact, however, that a great number of
people still tried to escape over the wall or the barbed wirec and
mine-fields although the odds were one hundred to one against them
proved that the population had by no means reconciled themselves
to the present régime.

31. Mr. MEEHAN mentioned that his Authoritics had made a
mistake in thinking that after the ercction of the Berlin Wall:
the oppression of the population by the régime would incrcase,

On the contrary, they now scemcd to tolerate the fact that people
talk more freely and rather critically. The régime felt
apparently more sure of iteelf because of the wall,

(i) Economic Organization snd Reforms

32. Aeccording to Dr, FﬁRSTER, the Soviet-zonal economic
sy stem followed the Soviet pattern in great detail. the present
development being marked by two main characteristics: the pro-
gressive socialisation, and a continuous re-organization of
economic administration, Collectivisation of agriculture had

NATO CONFIDENTTAT ~1L-
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been virtually completed in 1960, while the share of privately~
owned enterprises in “Gress Social Product" (execluding services)
was only 2.4%, and in the GNP only 8% in 1963 .

33, The frequent changes of methods and organizational
reforms were primarily designed to improve the economic system,
but not to change it fundamen tally The last and most compre-~
hensive of these reforms was the "New Lconomic System of Economic
Planning and Control" announced in July 1963, Though it was
still too early to give a final assessment of all its implications,
it could be assumed that the responsible authorities aimed at
impreving the efficiency of the economy by a certain degree of
modernisation and relaxatien of central controls. The régime
emphasized, however, that no fundamental changes in the system
were intended.

3L, Mr. MEEHAN agreed with Dr, Fbrster that it was much
toe early to say now what the final outcome of the new economic
system would be. Though it was true that no fundamental changes
had so far come about, the reforms would seem to him to be poten-
tially important, above all if there should be a change in the
leadership., Certainly, Ulbricht was now in full control of the
apparatus, but new people were coming up and the new system might
assume a larger s}gnificance under them,

35, The new economic system undoubtedly aimed at an increase
in overall efficiency, The VEB's and VVB's (enterprises and
trusts) would, in future, have to pay their own way and develop
their own investment funds. Prices were to be based on actual
costs, and profitability was to be the main criterion of success.
The VVB's had now assumed the responsibility for all accounting
procedures and were authorised to dispose of operating funds.

The practice of state subsidiewy regardless of cost was over.
Enterprises and trusts had a greater voice in plamning and opera-
tion. As far as incentives were concerned, the picture was rather
cleudy, but managers would receive salaries based on their actual
performance. The banking system would have a greater say in
economic develepments and in evaluating the usefulness of new
investments, Capital use charges were to be introduced to safe-
guard an efficient and timely use of materials, and there was a
new contract law governing the reletions between enterprises,

36. In the epinion of Mr. MEEHAN, it would be wrong to under-
estimate these changes, though he admitted that opposition to too
drastic economic changes had been voiced by the diehards of the
régime at the last two conferences of the SED Party Presidium at
which it had been decided to counteract a tendency towards a "toe
economic!" approach, and not to lose sight of basic ideological
truths. ~

37. Mr, MEEHAN furthermore doubted that the Soviet-occupied
Zone really followed the Soviet example in detail. In his opinion,
it was in the lead as far as the aplication of new economic
thinking was concerned. Eastern European countries, including

; =15- NATO _CONFIDENTIAL
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the Soviet Union, were sending delegations to the Zone to find
out how the hew economic system was being implemented, Any
comparisen with the referms recently introduced in Czechoslovakia
would prebably reveal that the Czechoslovaks were well behind .
in the application of new ecdnomic methods, : ‘

38, Mr, MEEHAN wondered whether there was any tendency to
make the East German pecple accept their rdle under the régime,
Weuld the pcpulation not work hrrler knowing thet greater econtnic
efficiency would result in an increéase in the standard of living
(which after all still remains the proclaimed objective of +the
Communist system)? He furthermore wondered whether such a ten~
dency within the population might not make the system workable
in the long run, ,

39. The CANADIAN REPRESENTATIVE stated that he had received
preliminary comments of his Authorities on document AC/89-7P/148
which followed along similar lines as the remarks made by
Mr, MEEHAN. The erection of the wall had had the consequence
of making the population more willing to work, at least for
themselves; but the régime would certainly also benefit from
this attitude, ) , :

uo, The pessimistic assessment of the German Delegation
concerning the economic prospects in the Soviet-occupied Zone was
not fully shared by the Canadian Authorities, The East CGerman
economists were aware of the defects of the system and apparently
prepared to be more pragmatic, ¥hile the new system was probably
not the beginning of a new era it was at least a new departure.

1., As to the importance of the new economic system,

Dr. FORSTER agreed that things might be somewhat different whemr

Mr. Ulbricht was no longer there, So far, if one read carefully,
the 50 pages of the law introducing the new system and the several
hundred pages of regulations so far issued for its application,
one did not have the impression that something entirely new was

in the making. What, for instance, was the meaning of a price
reform? The introduction of new prices in relation to actual
costs was by no means equivalent to an application of commercial
principles to the plamning system and a change in the direction

of the market economy, as "costs" did not mean the same in both
systems: 1in the Soviet system, they were not 'real" but “planned"
costs, Furthermore, the greater authority.given to the manage-
ment of the enterprises would be no departure from the system of
central planning, though it aimed at greater efficiency. As in
the case of Liberman, "profit" is not an absolute value but merely
an index reflecting the degree of plan fulfilment, the only dif-
ference being that now, one index was replacing the great number
of indices which had been applied so far to control the plan ful-
filment, The new system also promoted the applicaticn of methe-
matical formulae; in a recent article, the Soviet economist
Trapeznikov had explained that in contrast to mathematical statis-—
tical methods used by "capitalist" economists, the methods used in
a "soclalist" economy had only one aim: to make plan fulfilment
more efficient, : '
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L2, As to the introduction of "production levies', nobody -
Ynew exactly what they impiied. A number of V/iestern economists
had interpreted them in the beginning to recprescnt "interest
rates" in the Western sense, This would, of course, have been a
fundamen tal change in the system, Though these levies had not
been introduced so far, they were the subject of a rather lively
discussion, The only agreement that had been reached sc¢ far was
that these levies should by no means infliuence costs, If this
was agreed, it could hardly be called a change in the system,
Furthermore, quite a number of the points introduced in the new
system were not so new to Soviet economic thinking, as they had
alrcady been applicd in the Soviet Union in the 1920's; hence his
assessment that the new economic system followed the Soviet pat-
tern in detail, Generally, he felt that it would be safe to say
that the new economic system aimed at a rationalisation, but not
at a liberalisation of the present system.

43, Mr. AUTIER (France) suggested that the case of the Soviet-
cccupied Zone be compared with that of Rumania whose leadcrs scemed
prepared te accept some elements of a market economy to make their
gconomic system more cffective, but would not think of any con-
cessions in the field of ideology, thus safeguarding themselves
against getting too closely involved with the tapitalist! sys tem.

On the other hand, the West was convinced that by using '"capitalist"-
elemcnts in their econony, the Lastern Buropean countries were _
introducing a "Trojan horse" into their system. As far as economic
progress was concerned, our previous studies seemed to hawve indi-
cated that Rumania was in the lead, whereas Czechoslovakia was the
least successful, with Poland somewhere in between. Now, the
United States Delega*tion seemed to believe that the Soviet-occupied
zZone of CGermany was in a leading position,. If this was correct,

we might have to modify our assessment of development in
Czechoslovakia, where we had concluded that the Communist economic
system had proved inefficient because of the high standard of
develepment of the country. If in o country with a similar high
state of develapment such as the Soviet-occupied Zone of Germany

the Communist system could be successful, our theory  would be
wrong,

4li, The CHATRMAN explained that one had to distinguish
between the stage of develepment reached by a country and the
dynamics of development as reprcscnted by increases in production.
As Tar as the level of development was concerned Rumania, together
with Bulgaria,were at the bottom, On the other hand, Rumania
had the highest rate of increase while its methods were among the
most erthodox or Stalinist of the region, Poland was less success-
ful though a rathcr large part of its economy, agriculture, was
still privately owned. As Tar as the Soviet-occupied Zone was
concerned, it had the most developed economy of the region, and
the average annual increase in GNP of 4% over the last 5 years, in
spite afhecritical years of 1961 and 1962, did not seem to indicate
t2o bad a performancc Hr a highly industrizlised economy.
Mr, MEEHAN added that all he had intended to convey was that the
Sovie t—-ocecupied Zone had taken the lecad in the application of new
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economic thinking. This had nothing to do with economic progress
er economic dynamism,

45, Dr. THIEME (Germany) doubted whether the dynamism of
the leaders of the Soviet-occupied Zone could be very developed
as they depended heavily on the Soviet Union and could not permit
themselves to follow a line of action comparable to that of the

Rumaniansa,

L6, Questioned by Mr. AUTIER as to what kind of people came
te the Soviet-eccupied Zone of Germany from other Eastern
European Communist countries to study developmen t there, Mr, MEEHAN
answered that they were, above all, managers, planners and other

cfficials,

(k) Prospects for Internal Developments

i1

47. Dr. FORSTER declared that the imposition of the Communist
system on a highly developed economy, the forced reduction of
economic relations with the Western part of the country and the
transformation of the industry according to Soviet requirements
had resulted in serieus economic setbacks for the Soviet-occupied
Zone, Certainly, the cconomy would not collapse as any difficulties
which might arise in production would continue to be passed on te
the consumer, Furthermore, the Soviet Union had repecatedly preved
her willingness to assist the Soviet-occupicd Zone in overcoming
critical periods by additional supplices and credits.

L8. More recently, the régime had made great efforts to
rationalise the system of centralised economic planning and
~control, ¥hile these efforts would not be sufficient to eliminate
all frictions, they might reduce disproportions and limit the
effects of administrative crrors, The Soviet-zonal régime was
not aiming at abandoning the system of a centrally planned and
controlled economy, but merely at consolidating it and making it
more efficient, Neither were methods of a frce market cconomy
to be introduced at home nor a policy of liberalisation in foreign
trade.

49. The BELGIAN REPRESENTATIVE agreced with his American and
Canadian colleagues that too pessimistic an approach would be
misleading as this would tend to under-estimate the economic -
strength of the Soviet-occupied 7one, As far as he could seeg,
the principal difficulties had been ovececome, The erection of
the Berlin Wall had resulted in the stability of the labour force
and the introduction of the reforms might have psychological con-
sequences that would be favourable to the régime, Reparations
had no longer to be made allowing the economy to develcop in a
more balanced way. The delivery of DM, (East) 3 billion worth
of chemical plant to the Soviet Union would certainly be a strain
on the economy, and in this connection onc could ask to what
extent the Soviet-zonal régime was able to d raw up its own
economic plans, It would also be interesting to learn to what
extent innovations could be introduced in the industrial procducts
of the Soviet-occupied Zone and how much freedom was left to
innovators to do technical research.
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ITI. EXTERNAL ECONOMIC RELATIONS

(a) General Aspects

5C. Dr, FURSTER further stated that becouse of its restrictecd
raw material basis, its high degree of industrialisation and the
narrowness of the domestic market, the Zoviet-occupied “one of
Germany depended to a large cxtent on external economic relations,
As a result of the division of Germany, there also cexisted a flow
of goods which circulated exclusively within Germany as a whole:
the Intra-Germen or Inter-Zonal trade, the transactions of which
were of a particular nature, Though they had to be considered
as domcstic trade, they were carried out between two different
currency areas of the DM., and the conditions governing these
transactions had been agreed exclusively for the special purpose

. ef Intra-German trade. Hence the necessity, in the case of the

Soviet»cc;upied Zone, to distinguish betwecn Toreign trade propcr
on- ene side, and Intra-German trade on the other.

(b) Development of Torcign Trade Exchanges

51. According to Soviet-zonal statistics, in 1963 the total
foreign trade turnover (excluding Intra-German trade) was ‘
L.1 pillion roubles, of which 2,2 pillion werc exports and oo
1.9 billien, imports(1). From 1958 to 1963, forcign trade turn-
cver increased by 43% (annual average: 7.L%)., Depeunding on how
the GNP of the Sovie t-occupied Zone, estimated at DM. (East)

100 billion, was.converted into roubles, the share of imporis in
GNP could be estimated at between 6,5% and 10.7%. The devclop-
ment of foreign trcdc betwecen 1958 and 1963 refleets truly the
cconomic development of the Sovict-occupicd Zone which appeared
to recover slowly from the critical years of 1961 and 1962,

(¢) Geographical Pattern of Forcign Trade

52. As far as the geographical pattern was conccrned, the
forcign trade of the Sovie t-occupicd 7one was beins dirceted, to
an increasing extent, towards Communist countries. In 1963,
this trade alone amounted to 3.5 billion roublcs, i.c. 86% of
total Soviet-zonal foreign trade turnover (Intra-German trade
excepted). Based on the figures for thc trade turnover of 1961
tc 1963, the average shares were as followss ‘

Sovict Union o 505
Other COMECON countries 30%
Other Comaunist countrics 5%

TOTAL COMMUNIST COUNTRIES : 85%
NATO countrics (Federal Republic excepted) 6%
Non-NATO industrialised countrics 6%
Developing commtries 3%

TOTAL VWESTERN COUNTRIES 1 5%

(1) Soviet-zonal official statistics give all forcign trede
figures in roublcs, in contrast to the other Communist coun-
tries of Fastern Burope which gencrolly use nationol currencies,
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53, The Soviet Union was by far the most important trade
partner of the Soviet-occupied Zone: 1in 1963, its share in
total exports was 52%, and in tofal imports 55%; the share of
the other COMECON countries was 31% and 25% rcspectively.

54, While trade with Communist countries showed an upward
trend, the share of the free world in the foreign trade of the
Soviet-occupied Zone had declined during the last few years in
spite of an increase in volume, Thce share of NATO countries
(other than the Federal Republic) in the total exports of the
Soviet-occupied Zone had dropped from 6,4% in 1958 to 5.1% in
1963 and that in total imports from 9.8% to 6.6%. The five most
important Western trade partners of the Soviet-occupied Zone over
the last few years had been Denmark, the United Kingdom, the
Netherlands, Austria and Sweden, Developing countries played
only a minor part in the trade of the Soviet-occupied Zone, and
the shares of individual countries varied considerably. In 1963,
the share of the developing countrics in the foreign trade turnover
of the Soviet-occupied Zone was about 3%.

(d) Balance of Trade and Payments

55. Except for the years 1960 to 1962, Soviet-zonal statis-
tics showed an export surplus, though the figures varicd consider-
sbly from ycar to year, In 1963, the surplus was 302 million
roubles, and the cumulative export surplus from 1958 to 1963 was
552 million roubles. Considering the difference in the statis-
tical methods used in Last and West, this surplus would be consi-

. derably reduced if Western methods werec applied.

56, A comparison between Soviet-zonal foreign trade statis-
tics and those of its trade partners showed a very copsiderable
discrepancy which could not be fully explained. While foreign
trade statistics of the USSR showed a cumulative Soviet export
surplus of 802 million roubles for the ycars 1958 to 1963, in the
corresponding statistics of the Soviet-occupied Zone this figure
was only 72 million roubles, The most obvious explanstion for
this difference of 730 million roubles might be that Soviet-zonal
statistics show only those exports and imports which actually
cross 1its border while Soviet foreign trade statistics include
all'business transactions effected by Soviet foreign trade organi-
zations.,  Thus, purchases made by the latter in third countries
on account of the Soviet-occupied Zone would be rcpresented as .
Soviet exports to the Zone in the Soviet tradé statistics, while
Soviet—-zonal statistics would represent them as imports from the
third countries concerned, Other reasons might be that surpluses
were being used for arms purchases, the support of Red Army units
stationed in the Soviet-occupied Zone(1), repayments of invisible-
excess credits, ete.

57. For trade with NATO countriecs, Soviet-zonal statistics
showed an adverse trade balance of 159 million roubles accumulated

— s G — —— . o——

(1) Twenty divisions, according to information available at the
International Staff,
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during 1958/1963, This figure did not correspond to the findings
of NADO documents AC/427-D/426 and AC/4127-D/158, zccording to
which the Soviet—occupied Zone had 2 favourable trade bal.nce

of §28 million corresponding to about 25 million roubles; thus,
thers was a difference of 484 million roubles, A compzarison

of the Economic Bulletin for Europe of the ECE, Geneva

(volume 15, No, 1), with Soviet-zonal statistics showed that
exports from the Soviet—~occupied Zone, according to Soviet—zonal
statistics, corresponded roughly to the import figures given by
the NATO countries, whereas the figures given in Soviet~zonal
statistics for imports from NATO couniries exceeded considerably
the figures published by NATO countries for their exports to the
Soviet~occupied Zone, Converted into roubles, the following
discrepancies could be noticed in the statistics for 4961 :

— United Kingdom exports to the Zone 20,5 million roubles
- Zonal imports from the United Kingdom L6.4 million roubles
- French exports to the Zone 19.3 million roubles
- Zonal imports from France ' 25,4 million roubles
~ Netherlands exports to the Zone 14,4 million roubles
~ Zone imports from the Netherlsnds 19,3 million rohbles

58, Figures of other NATO countries showed similar differences.
One could therefore conclude that Soviet—zonal imports from the

. West were more important than appeared from Western statistices,

It would seem that Soviet-zonal statistics declared some of their’
imports from Commonwealth countries as imports from Great Britain,
and that the Soviet Union provided foreign currency aid to the
Zone for imports from Western countries which would appezr as.
exports to the Soviet Union in Western statistics. The BELGIAN
REPRESENTATIVE attached great importance to the fact that the
Soviet Union would step in with credits and other aid tolelp the
Zone in complicated situations as this pointed to the hcavy
dependence of the latter on the Soviet Union,

(e) The Soviet—occupied Zone and COMECON

59. Dr, FORSTER went on to say that the Soviet-—occupicd
Zone had always been the most ardent supporter of Soviet plens
to create a uniform planning body empowered to take majority
decisions for the entire COMECON area, These plans had, however,
not materialised on account of the opposition of other COMECON
countries, in particular Runania. In spite of an inadequate raw
material basis, a serious shortage of manpower and repeated economic
setbacks, thc Soviet-occupied Zone was an essential factor for the
whole economy of the Soviet bloc., For many years, with a short
interval when Red China was in the lead, the Soviet-occupied Zone
had taken first place anmong the foreign trade partners of the Soviet
Union,  On the other hand, thc Gommunist countries had by far the
greatest share in the Soviet Zone's foreign trade. In contrast to
certain tendencies towards a greater asutonomy which can be noticed

in other Eastern European countries, the Sovict-zonal regime tended
to rcmain subservient to Moscow even in thcse days of new dcvelop—
nents,
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60, MNMr, MEEHAN felt that relations with COMECON descrved full
attention as thc economy of the Soviet~occupicd Zone could not be
considercd in isolation from the economies of the other Eastern
European countries, In a number of them, the wind was changing
in the direction of greater liberalisation, and it was not realistic
to believe that the Soviet-occupied Zone could remain immune to
these -changes.,

61. The BELGIAN REPRESENTATIVE thought thet it would be of -
interest to study to what extent the Soviet-occupied Zone had planned
to expand its foreign trade, One resson for the interest of the
Zone in integrating its economy with other COMECON countries might
be that it found an easier market in this area then in the West,
Referring to a ®tatement made by the German Dcleg=tion as to the
interest that the Soviet-occupied Zone was taking in integrating
its ecconomy with that of the other COMECON countries, he thought that
it might be in the interest of the Alliance to prevent such a
development by increasing its links with the Soviet-occupied Zone,

62. Mr, MEEHAN said that the Soviet-zonal regime would not
nind cutting itself and the wholec COMECON area entirely from the
West as the Zone would thus acquire a very advantageous position
in_the area, It had clearly shown such a tendency in 1961, but
wishes were one thing and facts another, and it would scem that
the Zone was unzble to achieve this. The Zone had always supported
Soviet plans for full integration of COMECON, but as other COMLCON
members had not followed this line, developments witiin COMECON
had gone against the interests of the Sov1et~zona1 regine.

63. Dr. PURSTER felt that the West could not do much to
prevent a further integration of the Soviet~occupied Zone in -
the Soviet bloc, He recalled the general tecndency of Communist
countries to expand trade with the West only to the extent
necessary, i.e, only imasmuch as they had to import from the West
those goods which could not be produced within the bloc,; and to
export only what was necessary to pay for these imports. Wo
Communist country wished to participate in world trade to such an
extent that new demands would be oreated within their own
country. This was a consequence of the foreign trade monopoly
applying in all Communist countries. The present, greater
intercst of the Communist countries in trade with the West
resulted from the fact that these countries had met difficulties
in the further development of their economies, and that they could
only overcome them through imports from the West, This would not
mean a ehange in the fundamental attitude as outlined above.

64. Dr, THIEME said that from a practlcal point of vie

such an assessment should prompt us to try to arrive at a commdn
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trade policy vis-d-vis the Soviet bloc., Dr. FORSTER added that

by such a policy NATO countries would avoid bcing played off
against one another by Soviet-zonal and other trade reprecsentatives
who definitely were good tradesmen and used to exploiting
competition between Western firms,

(f) Foreign Trade Progpects

65. Dr., PURSTER said that foreign trade figures for196lL
would probably reach a surplus of about the same mcgnitude os
in 1963, The unilateral orientation of the Soviet-zonal
foreign trade towards the Soviet bloc was likely to continue
to be a handicap 1o a further expansion of trade with the West.
The latter would also increase, as a number of goods required by
the Soviet-zonal economy were only obtainable in non~Communist
countries; it was, however, limited since freely convertible
foreign exchange was extremely scarce and an expansion of exports,
especially to Western industrialised countries, would encounter
difficulties because of the narrow range and comperatively low
quality of Soviet-zonal export goods. This dilemma explained
the interest that the Soviet-occupied Zone was taking in long~
term credits and fovourable pryment conditions in its trade with
Western industrialised countries. The regime's intention was
to overcome, by way of a kind of development aid, bottlenecks
resulting from inadequete raw materizls and other difficulties
with which the system wes confronted. Simultaneously, it
tried to shift the purchases of vital goods from Intra-~German
trade to trade with other Western countries, thus severing
one of the last links with which Germany was united (see also
IV(f) below).

Iv, INTRA-GERMAN TRADE

(2) General Aspects

66, Dr, FURSTER recalled that any attempt to acnalyse
economic developments in the Soviet-occupied Zone would be
incomplete without taking into consideration that intra-German
trade was to be considered a special institution, With = total
amount of about 2 billion accounting units(1), intra~German trade
represented only a small fraction of the flow of goods between
the two parts of Germany prior to their division. Expressed in
comparable prices and taking 1936 as a refercnce year, avcrage
annual intra-German trade exchanges during 1958 ond 41963, hed
been only about 20% to 25% of the corresponding flow of goods
in undivided pre-~war Germany. Also, the commodity structure
of this trade had changed considerably over the years,

(1) 1 accounting unit corresponds to 1 DM (West)
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67. In spite of its modest volume and the chonged commodity

attern, Intra-German trade was of utmost importance as it
represented one of the last ties between the divided parts of
Germany, and as it was directly linked to the freec access to
Berlin., Therefore, commercial considerations were of 2 sccondary
n~ture, and political criteria should be primarily applied to it,
Although the Soviet-zonal regime was seeking to become independent
of supplies from the Federal Republic, actual developuments showed
that it continued to be dependent on such supplies., Thus the
West held a trump card which should not be played away for purely
commercigl reasons., : }

68, Though this was, hbove all, a German concern, the interests
of the Western alliance were also directly affected. If the Soviet-
occupied Zone sought to shift the purchases of indispenscble
bottleneck goods from Intra~German trade to trade with other
Western industrianlised countries, its principal aim was %o render
the link between cccess to Berlin and Intra-German trade ineffective,.
Any weckening of this 1link would necesscrily increase the commit-
ments resulting from the guar-ntees the Western community had
assumed with regard to the freedom of Berlin, (nce this
interdependence had been eliminnted, the Soviet-zonal reginme would
have a free hand to interfere with the free access to Berlin,

. 69, Dr. KAULBACH confirmed thst the Federal Republic was
interested in increasing interzonsl trade not so much for
gconomic reasons but for the purpose of using it as a political
instrument, Interzonal trade was above all of predominant impor—
tance for the maintenance of free access to Berlin, This link

~had been established for the Tirst time by the Jessup-Malik

Agreement on the terminotion of the Berlin blockade in May 1949.

(b) Economic Aspects of Intra-Germon Trade

) 70. On a guestion by the CHAIRMAN, Dr. KAULBACH said that
interzonal trade had inereased in 1964 by 19% as against 19€3 to
2.3 billion accounting units(1)., He recalled that interzonal trade
had decreased from 41961 to 1963 as a consequence of the termination
of the interzonal trade agreement in Autumn 41960, The interzonal
trade exchanges of 41964 had for the first time becen larger than
those of 1959/1960 (by 415%), Considering the price increases since

19594960, the actual growth of interzonzl trade was much lower,

probably nil, :

dnterzonal Trade Turnover 1959—964 (in billion
accounting units)

2,9 2,0l - 1.8 - 4.8 1.9 - 2,37

(1) In NATO statistics, accounting units are generally converted

into US dollars ici -
10 43 Gojdnms at the official rate of exchange for DM (West),
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71, Dr, KAULBACH went on to say that the main reason for
the increase of 31,5% of West German deliveries in 1964 wes o
surplus of 122 millior accounting units which the Sovict~
occupied Zone had accumulated Tty the end of 1963,
Thus, the Soviet—occupied Zone had been able to buy more goods
from the Federal Republic in 196l than it delivered,

72. As 1o the economic importance of free access to
Berlin, Dr., KAULBACH gave the Tollowing figurcs:

1950 1964
Volume Value Volune Value
(in mil- (in bil~(in mil- (in mil-

lion tons)lion DM)lioh tens)lion D)

Deliveries from the Federal 3.9

Rzpublic to Berlin 2,2 10.05 2.2
Deliveries from Berlin to

the Federal Republic 0.9 0.8 2.08 9.3

Total Turnover 4,8 3,0 12,413 18,5

73, Except for certain cccasional interferences by the
Scviet~zonal regire, the transport of these goods hcod gone on
smoothly, The ederal Covernment would use all possible means
to maintain the link between interzonal trade and free access
to Berlin for the safety of the latter. It considered that a
maximaim expansion of interzonal trade would be one of the best
steps in this direction,

(¢) Swing and Credits

7h. Mr. MEEHAN wondered whether the Federal German
Authorities had given ony thought to an extension of the swing
and the granting of credits, Dr., KAULB.ACH replied that the.
swing applied in interzonal trade had nothing to do with normel
comnercianl credits as it was only an instrument ® allow for
seasonal fluctuations and an overlapping of deliveries, Not only
the Soviect~occupied Zone but also tne Federal Republic hnd mode
use of it. The Soviet-occupied Zone mostly had a surplus on
Subsidiary Account No. 2 ("soft goods"'") and a deficit on Account
No,4 which covered all the "hard™ goods exchonged, such as rolled
metal, machinery and electrical equipment. The Federal
Governnment did not cxtend or grant any credits in interzonal

" trade and it was left to the private firms to arrange credit

facilities, There was, however, a certain interdependence o
between private credits and credits granted by foreign countries,
If Western countries graonted credits to the Soviet-ocaapied Zone,
West German firms would have to follow suit if they wanted to

match Western offers.
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75. Mr, BREECHER said that the United States was very sympathe-
tic to the general attitude the Federal Government w2s toking in
this matter, However, to avoid a misunderstanding, he wanted to
recall that so far no long—-term credits had been granted by any
NATO country to the Soviet-occupied Zone, as was evident from the
reporting procedure NATO had recently introduced for credits of
over five years to Communist countries, As far =g the nsture of
the swing was concerned, this certainly wac not a normal credit
as it did not bear interest, The situation would, however, be
different if it could be carried on indefinitely., As to the meaning
of "long-term credits", he suggested that NATO terminology should

be used (1).

76. The CHAIRMAN recalled that the German Delegation hed in
1962 informed the Economic Committee that the swing amounted to -
100 million sccounting units (2), He wondered whether this figure
was still correct.

77. Dr. KAULBACH confirmed that this was still the value of
the swing, As to the credits of other Western countries, it was
correct to say that so far they 4id not exceed five years, but some
of them would only start running after delivery, i.e, czfter one or
two years. West German firms, which were free to grant any smount
of credits, would not wish to extend credit terms if they were not
compelled to do so, The Pederal Government did not hove any
influence on the eredit policy of the firms and there was definitely
no question of granting Governmcnt guarantees for these credits,
Whereas formerly, credits for investment goods in Intra-German trade
had run from two to three years, now credits of four to five years.
had become normal practice.

(d) NATO Countries' Trade and Intrz-Germen Trode

78. Mr, BREECHER pointed to the fact that through inter cnal
t?ade, the Federal Republic hed an overwhelming position as for os
NATO countries' trade with the Soviet—~occupied Zone was concerned:

The Federal Republic continued to hold % of all NATO countries!
trade with the Zone, and facts so far available did not bear out the
Federal Government's apprehension that it was losing out on this trade,

79. Mr, MEEHAN suggested that to avoid misunderstandings, NATO
should study in greater detail the general pattern of the trade
of its member countries with the Zone., According to OECD statistics,
East German exports to NATO countries had increased by 33% in 1964,
whereas imports had gone up only by 8,4%. It would thus seem that
the ZzZone could offer quite a number of goods of interest to the West.
The Zong did however not seem to dispose of hard currency reserves
of eny importanece, and the little reserves it had would probadbly be
sharply depleted if the West insisted on strict tr-de equilibrium,

i13 AC/427-D/1 5L -

2 ﬁgcordi?g to 4C/127-D/101, paragraph 5, the two Central Banks

cve allowed each other overdrafts (swing margins) of 100 million
aiiigntlng units for Subsidiary Account 1, and of snother 100
million accounting units for Accounts 2 and 3 (services) together,
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80, On a question as to whether it should be rossible to
agsess the rcal importance of interzoneol trade and NATO trade -
with the Zone for the cconomy of the latter on the basis of OECD
statistics, Mr., BREECHER was informed by the International Staff
that Soviet-zonal statistics were the only source giving the
total value of the Soviet-occupied Zone's trade, so that NATO
had no alternative but -to use them.

81. 1In the opinion of the NETHERLANDS REPRESENTATIVE, NATO
was confronted with two conflicting interests, Generally, it
was in the interests of the VWest to have closcr ties with the
Eastern European countries, Lut in the case of the Soviet-occupied
Zone it would seem that closer trade relations of NATO countrics
other than the Federal Republic would be to the detriment of the
latter,

82, The CHAIRMAN wondered whether it would be realistic to
make a distinction, as far as the trade of NATO countrics with
the Zone was concerned, betwecen that which might be increascd at
the expense of interzonal trade, and that which might be increosed
at the expense of trade between the Zone cand the rcst of the
Communist bloe, in particular the USSR, Mr, QUIOC Dbeliecved thot
such a distinction should also include non-NATO industrialiscd
countries, If the Soviet-occupicd Zone wished to redircct its
trade exchanges, it might also look clsewhere, for instance to

.Japan, which ccrtainly would be a trade partncr of great potentinl,

(e) Tradec as a Political Instrument

83, Mr, MEEHAN agrecd that economically, ihterzonal trade
was not very interesting to the Fcdersl Republic, and that the
safcguard of frec access to Berlin ond the maintenonce of all
possible ties between the two parts of Germany werc political
aspects of great importance, He wondercd, hovwever, whether it
would not be in theintcrests of thc Fecderal Government that 2ll
NATO countries increased their tradc with the Soviet-~occupicd
Zone to make this instrumcnt even more cffcctive. There were,
of course, economic limits to such a policy, as thc goods pro-
duced by the Sovict-occupied Zone were not of sufficient intcrest
in most Western countries, ' '

8, Mr, BREECHER said that if interzonal trade rcally was
an instrument to protect the access to Berlin, which he thought
it was, this would lead to twocanclusions: Tirstly, that deli-
veries from the Pedersl Republic were important for the Zonc and
secondly, that thc Federal Republic would use this instrument to
safeguard free access to Berlin,
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85,  Dr, THIEME replied that the conclusions drawn by
Mr., Breecher werc correct, but thot the use of the instrument
of interzonal trode in case of a Berlin crisis would only be
efficicnt if the other NATO countries would also use their trade
with the Soviet-occupied Zone in the same way. The interruption
of West Germany's deliveries alone would not be sufficient,

86. Mr, BREECHER mentioned again the importance of inter-
zonal trade as comparcd to other NATO countries' tradc with the
Zone: all other NATO countries together accounted for only half
of the trade which the Federal Republic alonc had with the Zone.
In his opinion, a cecssation of Vest German deliveries alone would
already be a strong instrument of economic pressurc whose cffece-
tiveness was not depcndent on the attitude of other NATO countrics,
He added that the attitudec of the United States in this connection
would, of course, be in full conformity with that of the Federal
Republic,

87. In reply to a number of preceding guestions, Dr. KAULBACH
said that the nature of the goods exchanged with the Zone should
be taken into consideretion. The share of West German deliveries
of such "hard" goods as industrial equipment, machines and complete
plant had fallen. In 1960, deliverics of machincs and equipment
from the Fcdceral Republic had been worth DM, 224 million and only
DM. 26 million worth of goods had been dclivercd by other NATO
countries that ycar, In 1963, deliverics »f machines and equip-
ment from the Federal Republic had fallen to DM, 109 million
whereas those from other NATO countries had increased to
DM. 114 million, These were the commoditics which would harm
the Soviet—occupied Zone if their delivery was suddenly stopped,
whereas textiles, fertilisers and other such goods were not impor-
tant in this context. That was why the instrument of trade could
only be used effecectively if the NATO Allies followed suit.

88. Dr., THIEME added that if other NATO countries did not
also use their trade with the Sovict-occupied Zone as 2o political
instrument, the latter would try to transfer the imports of goods.
which the Federal Republic were withholding from them . .to other
NATO countries, This would render the use of interzonal trade
as an instrument of pressure ineffective.

89, Mr. BREEUHER agrecd with this assumption; but emphasized
at the same time that he could not believe thot any other NATO
country would profit. from such an occasion. The. CHAIRMAN recalled
that NATO had spent a good deal of time working out the procedure
for "economic counter-measurcs" which might be jointly applied by
its members in case of a Berlin crisis(1). The BELGIAN
REPRESENTATIVE added that here the general policy of the Alliance
was at stake.

90. Mr., BREECHER did not think that there was a differcnce
for the economy of the Zone between imports from one NATO country
or another, If all things imported were desperately neccded by
them, as pointed out earlier by Dr, Fdrster, it did not matter where
they came from,

(1) See C-R(62)52
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91. Mr., SCHATTENBERG agreed that in principle it should be
immaterial to the Zone from which Western country it imported,
But, in all cases where the Zcne could buy plant under thc same
condi tions in the Fcderal Republic or in the West, it would import
it from the West to become independent from West German decliverics,
Thus, the instrumcnt of interzonal trade was being weakened,

92. Dr, KAULBACH added that when the Zone imported goods
from Belgium, the United States or other countries, and not from
the Federal Republic, it intended above 2ll to reduce the politi-
cal significance of interzonal trade, Bconomically it would

.scem to be of greater advarntage for the Zonc to buy these things

from the Federal Rcpublic to which it could deliver lignite,
retrol and other soft goods in payment.

93, To this, Mr, BREECHER answecrcd that, as an instrumcnt
of pressure, tradc of other HATO countries was not lcss effcctive

"than interzonal trade and that thcre was no rcason for the

TFederal Government to doubt the soliderity of the Alliance in the
casce of a Berlin crisis._

(f) Prospccts for Intra-Germon Tradg

9, Dr, KAULBACH said that the prospects for interzonal
trade would be dAifficult to asscss. The Fcederal Govermment
continucd to rcgord an incrcasc of interzonal trade over its
rresent level as a task which it should try to accomplish, As
to developments in 1965, it was so far impossible to make any
precise asscssmant, As interzonal trade was not a normal
foreign trade and had to be strictly balonced, its volume depcnded

“very much on the ability of the onc to increase its deliweries.,

Furthcrmore, the morkct for a number of goods offercd by the

Sovie t-occupicd Zone could not be expanded in the Federal Republic.
This referred, above all, to lignite bricuettcs, the most impor-~
tant item among Soviet-zonal deliveries (252 million cccounting
units in 1963) which could only bc slightly incercascd beeausce of
structural changes in the consumption of fuel in thc Federal
Republic and the high transport costs of this commodity,

95, The CHAIRMAN wondered whether the strictly bilatcral
character of interzonal tradc would imply that, if thcre had been
zn important increase in one ycar, the tendency in the ncxt year
would be revemsed so that in 1965 no increase in interzonal trade
could be expected.

96, Dr. KAULBACH repeated theat this very much depcndcd on the
tradc poliecy followed by the Sovict-occupicd Zonce which had grcater
possibilitiecs than the Federal Republic to dircet 1ts purchascs
as a result of thc state trading system, The Fcderal Government
hed little influence on the actucl purchoses and deliverics of
West German firms. JFurthermore, thc foct that oncec a yeor, on
the 30th Junc, &1l payments had to be balanced, had the effcet
that the state trading companies of the Sovict-occupled Zone were
always carcful to buy comporatively little in the spring if they
fearcd that cherwisc they would run into a deficit.
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97. Questioned by Mr., BREECHER whether the Fcderal Government
was satisfied with the present state of affairs of NATO countries'
trade with the Soviet-occupied Zonc, Dr, THIEME replicd thot the
actual situation was not alarming but that some tendencies had been

. noted which might revcrse the present position, The Federal

Government would continuc to watch with concern any development
that might tend to loosen the tikes betwecn thce two parts of
Germany and make the instrumcnt of interzonel trade as one of the
guarantees of free acccss to Berlin lcss effective,

98. Mr, QUIOC said that the French Authorities also had few
possibilitics of influencing tradc with the Sovict-occupicd Zone,
The only means of doing so was the granting or withholding of
credit guarantees through the C.0,.F,4i.CLE, On a qucstion by the
CHAIRMAN whether trade arrangements providing for an incrcase in
trade and fixing quotas for cxports aond imports would be without
any effect, Mr. QUIOC replied that cven if quotas were fixcd,
this did not mean that they would be used up by the private firms
doing the business, The increase of 80% provided for in the new
trade arrongcment between the Chambers of Commerce of France and
the Soviect-occupied Zone would if at all, only be reached after
two or three years.

99. The BELGIAN REPRESENTATIVE recalled that NATO countries
were well informed about all trade arrangements which member
countries had with the Zone beccause their texts and the protocols
werc deposited with NATO, He agreed with his French colleague
that trade agreements were not of decisive importance, On the
other hand, he considered that an cxpansion of this trade would
be in the interest of the Alliance as long as the domestic market
of member countries was not disturbed. Thec chanecs for a striking
inerease in trade with the Zone were, however, rather poor bceause
of the lack of products of intcrest to the ¥West which the lattecr
could offer, -

V.  SUMMARY AND CONCLUSIONS

100. Summing up the discussion, the CHA IRMAN recalled that
the?e secmed to bc some difference of opinion as to the progress
achicved by the cconomy of the Sovict-occupied Zone ond its

future dcevelopment; it might therefore be difficult to find a

true eguilibrium between the more optimistic assessment voiced
by some of the delegations and thc more pessimistic one of the
German Delegation, As far as NATO countrics' trade policy was
concerned, the discussion had proved that it was not possible to
apply the same criteria to the Soviet-occupiced Zone o s to the
other Eastern Europecan countriecs. sny attempt in this direction,
aiming at a loosening of the tics between the S ovie t-occupied
Zone and the Soviet Union, would ebove all have to consider the
political aspects of the problem, as the question arose to what
cxtqnt an increase of trade of other NATO countries with the
Sovict-occupied Zone might prejudicc the chonces for a later
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reunifization of Germany and have unfavourable conscgquences for
the frce access to est Berlin, He recallcd, howvever, that
several Delegations had expressed the view that an expansion of
NATO countrics' trade relations with the Soviet-occupied Zone
would be in the intercest of the Federal Republic and the
Allignce, as 1t would moke the instrumcnt of cconomic counter-
mecasurcs more cfifcetive if the decision to apply them was taken,
It had fur thermore bcen enphasized that there woas no reason for
the Federal Goverrmmcent to doubt the soliderity of the Alliance
in case of a Berlin crisis, '

NATO CONIFIDLINTIAL



http://uifiz:;_..ti.cn

PUBLI C DI SCLOSED/ M SE EN LECTURE PUBLI QUE

DECLASSI FI EDY DECLASSI FI EE -

- 33 - NATO CONFIDENTIEL
1C/89-D/45

99. Le REPRESENTANT de la BELGIQUE rappelle que les
pays de 1'OTAN ont connaissance de tous les accords commer-
ciaux passés entre les pays membres et la zone, étant donné
que les textes et protocoles de ces accords sont déposés
al Siege de 1'Alliance. Il se range & l'avis de Son colleégue
frangais, selon lequel les accords commerciaux ne sont pas
d'une importance essentielle. En revanche, il estime gqu'une
expansion de ces échanges serait profitable & 1'Alliance,
dans la mesure ol le marché intérieur des pays membres ne
subit pas de contrecoups. Les chances de voir les échanges
avec la zone se développer de facon marquante sont cependant
assez faibles, en raison du peu d'attrait que présentent
les produits de ce pays pour les nations de 1'Cuest.

V. RESUME ET CONCLUSIONS

100. Résumant les débats, le PRESIDENT rappelle qu'une
certaine divergence d'opinions semble se dessiner en ce qui
concerne les progrés accomplis par l'économie de la zone
d'occupation soviétique et ses perspectives d'avenir. Il
risque donc d'étre difficile de parvenir & un véritabdble
équilibre entre 1l'appréciation la plus optimiste présentée par
certaines délégations et le jugement le plus pessimiste
exprimé par la Délégation de 1'Allemagne. En ce qui concerne
la politique commerciale des pays de 1'OTAN, il ressort des
débats qu'il est impossidle Ad'appliquer & la zone d'occupa-
tion sovidétique les mémes critéres qu'aux autres pays de
1'Europe de 1'Est. Avant de tenter un mouvement en ce sens,
c'est-a~dire visant & desseryer les liens rattachant la
zone d'occupation soviétique et 1'Union soviétique, il faudra
surtout considérer les aspects politiques du probleéeme. Il
s'agit en effet de savoir dans gquelle mesure un accroissement
des échanges commerciaux des autres pays de 1'0TAN avec la
zone d'occupation soviétique risque de détruire les chances
d'une réunification ultérieure de l'Allemagne et d'entrainer
de fAcheuses consdéquences en ce qui concerne le libre acces
34 Berlin-Ouest. Le PRESIDENT rappelle cependant que, de
1'avis de plusieurs délégations, la République fédérale et
1'Alliance surzient intérét & voir s'accroitre les rapport
commerciaux des pays de 1'OTAN avec la zone d'occupation
sovidtique, une telle expansion conférant plus d'efficacité
3 la politique de contre-mesures économiques si la décision
était prise de l'appliquer. De plus, on a souligné que le
Gouvernement fédéral n'avait aucune raison de douter de la
solidarité de 1'Alliance en cas de crise & Berlin.
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