
ECONOMIC DEVELOPMENTS I N  THE 'PGERMAJ!I  DEI~IOCFLATIC REPUBLICcs (1) 

1968-1969 

Report by t h e  Economic Committee 

SUI-WY M D  C0NCLUSI;ONS 
., 

In t roduct ion  

1, Notwithstanding the p a r t i t i o n  of Germany which l e f t  
t h e  r7GDR9' with an unbalanced economy, cut  off  from i t s  v i t a l  
links with the Western  part  of the country,  subsequently 
weakened  by the exodus o f  an important  part  o f  i ts a c t i v e  
population, the  rzGDRC1 has succeeded i n  building up industrial 
power which, d e s p i t e   t h e  modest s i z e  of the country,  enables 
it t o   p l a y ,   a f t e r   t h e   S o v i e t  Union, a pre-eminent r 6 l e . w i t h i n  
COMECON. With a population tha t  accoun t s   fo r   l e s s  than 17% of 
t h e  E a s t  European  countries (USSR excluded)  the *$GDRFq has a 
national product  nearly a q u a r t e r  o f  all these   count r ies  put 
together.  It .is teem-ologically the most advanced Communist 
country i n  both   indus t ry  and ag r i cu l tu re (2 ) .  The standard of 
l i v i n g  of i ts population is higher '  than anywhere else i n  the 
Communist world. However, f o r  a l l  i t s  achievements the economy 
o f  the P'GDRP' still  lags far  behind  the  Federal  Republic  of 
Germany, 

" 

2. .The O0GDRf0 - i s  faced. with. a s e r i e s  of  problems.- The 
most s e r ious  results f rom t h e  demographic  trend  which \vil1 
saddle   the  country with a shortage  of labour dur ing  the next 
f ive  years.  Consequently  economic  expansion must be  based  on 
grea te r   l abour   p roduct iv i ty .  This i s  t o  be  achieved  not o n l y  
through  increased  investment but a l s o  by  improving t h e  
indus t r i a l   s t ruc tu re   ( r eg roup ing  of e n t e r p r i s e s  i n  l a r g e r  units, 
development  of  the  technically most advanced  industries, 
grezter  emphasis  on  research and dev.elopment) and by increasing 
the   p rofess iona l   sk i l l   o f   the   workers .  The r i g i d i t y  of t he  
planning system  and i n  p a r t i c u l a r   t h e   l a c k  of p r i c e   f l e x i b i l i t y  
could hamper a more e f f i c i e n t   a l l o c a t i o n  o f  resources. In order  

~ ~ ~ - ~ ~- ~ ~ 

(1) It is  t o  be  noted that the   p resent   repor t  does no t  consider 
t h e  economic aspec ts  of t h e   p a r t i c u l a r  problem of Berliil.  
The Economic Committee i n t e n d s   t o  examine fu r the r   - t h i s  
quest ion and to   p repa re ,  if need be, a separa te   repor t  on 
these  aspects .  

( 2 )  Excluding military and s p a c e   a c t i v i t i e s  where the   Sovie t  
Union is obviously i n  the   l ead ,  
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t o  maintain its Lead w i t h i n  CONiECON and a c t  as t h e  major  
economic  partnel;t.'of the  Soviet  Union, it would be l o g i c a l   f o r  
t h e  F7GDRrP t o  seek t o  improve i t s  access  t o  Western  technology 
by increasing  imports,   but  close econortlic t i e s  with t h e  USSR 
,wd the  pol i t ical   pre-occupat ions o f  i t s  leaders   could inh ib i t  
e f f o r t s   i n  that d i rec t ion .  

3. Other   d i f f icu l t ies   could  Se occasioned by c2 shortage 
of  energy, s l o w  r a t e   o f   cons t ruc t ion  and a ra the r   cn t iqua ted  
transport   system, The  economy s t i l l  renains   vulnerable  ' t o  
f luc tua t ions  i n  a g r i c u l t u r a l  output due t o  weather  conditions; 
-this .was demonstrated  .by  the  poor  .hmest.  i n  .l969 a d  by t h e  
e f f ec t s   o f   t he   s eve re   w in te r  o f  1969/70, 

. .  

Recent performLance 

4. After some s tagnat ion  in'thie e a r l y - s i x t i e s  (1961-63) 
t h e r e  has been  steady  though  moderate  economic  exp,msion 
s i n c e  1964.  According t o  Western  estinlates  the Gross lTatLom1 
Product has been  growing at about 37: per   year   over   the last 
f i v e  years which has allowed an increased  share o f  production 
t o  be  devoted - to investments and a gradual iraprovernent i n  
conswnpt ion. & r i c u l t u r e ,  which i n   t h e  :'GDRrP : is t echn ica l ly  
more advanced than i n  any  o the r  Communist country,  achieved 
r eco rd   r e su l t s  i n  1958 but wzs s e v e r e l y . h i t  by bad weather in 
2969 when output  dropped  back  almost t o  i t s  -1966 l eve l .  
Indus t ry  as a whole rough ly   fu l f i l l ed  i t s  t a r g e t s  buJ< 
performance i n  some key sec tors   such  as e lec t r i c i ty   p roduc t ion  
and building remained below expectations.  Labour product iv i ty  
i n   i n d u s t r y  i n  t h e  F'tGDRrB which, before t he  war, was comparable 
with that i n  t h e  Wes'cern p a r t  of  the  country, is at present 
es t imated at about  two-thirds of that of the  Federal   Republic,  
The bureaucra t izz t ion  of indus t ry  and the   forced  economic 
growth   led   to   d i s tor t ions ,   was te  and ineff ic iency.  In  indus t ry  
raw niater ia ls  care wastefully  used and much of the equipment i s  
obsolescent. The p i l i ng  up  of unso ld  s t o c k s  and the  hoarding 
of scarce  goods-by the  producers points t o   d e f i c i e n c i e s  i n  t h e  
planning inechm-ism, The l a c k  of dynamism in   apply ing   sc ience  
and technology t o  production is i n d i c a t i v e  of t h e  wroag use 
of incent   ives ,  

Economic reforms 

5. The reGDRi7, faced with economic s tagnat ion,  was t h e  
f irst  among the  Conmunist coun t r i e s   t o   i n t roduce  economic 
reforms. Since 1963 attempts  have  been made t o  improve t h e  
e f f ic iency  o f  the  system. By various  price  reforms (1964, 
1965 a d  1967), improvement in   p lanning   techniques  (1968), 
reorganiza t ion  of the  banking  system (1968)  and t h e   f o r e i s n  
t rade   sec tor   (1965 and 1970), thc  T7GDRt7 l eade r s  have sought 
t o  combine grea-ter e f f ic iency  and s t r i c t  c o n t r o l ,  stubbornly 
r e f u s i n g  any  experiment with frec:  market  mechanisms, as f o r  
i n s t ance  i n  Yugoslavia o r  Hungary, Nevertheless,.  the  planners 
have  been raaking increasing  use of monetary means o f  con t ro l l i ng  
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c 

* .  

t h e  economy instead o f  p re sc r ib ing   t a rge t s  simply i n   p h y s i c a l  
terms. More sophis t ica ted  planning met hods requi r ing  more 
e laborate  data processing equipment and a.n improved f l o w  o f  
information and instruct ions  are   envisaged,  The system s o  far 
l a c k s   f l e x i b i l i t y  m d ,  as monetary  considerations now e n t e r  t h e  
picture,   the  price  problems m e  present ing a major cha l l enge   t o  
the  planners.  

Standard o f  l i v i n 6  

6, I n  view of t h e  renewed  emphasis on the  need f o r  
investment,  the sts131dard of  l i v i n g  o f  the  populat ion has been 
improving less r ap id ly   t han   t he  growth of national  incone might 
suggest, In t h e   e a r l y  morit;hs of 1970 t h e   e f f e c t s  of t h e  bad 
hcarvest  and t h e  hard win% er *-have. -be-en.,f e?t--by- t h e '  p-Gp~:lat ion. 
I n  terms o f  consumption per  person thc  East Gernws  are  well 
ahead  of the   o ther   Comunis t   count r ies  (USSR included)  but s t i l l  
behind  the West, Thus in  1967 t h e r e  were 48 p r i v a t e  cars per 
1,000 inhabitants i n   t h e  '?GDRq' as against only 5 i n  the  Soviet  
Union, but 230 i n  France, The G'GDRv: economy can satisfy all t h e  
basic  needs  of  the consumer (food,  clothicg,  housing,  education, 
hea l th)  with the  occasional   shortages  such as occurred  early 
t h i s  year  but t h e r e  has been  increasing i r r i t a t ion  as regards 
poor  q u a l i t y  and lack   of   var ie ty .  The s teady r i se  o f  p r iva t e  
savings  deposi ts  is ind ica t ive  of  t h i s  l a c k  o f  balance  between 
demznd and supply. The poor  housing f a c i l i t i e s  and t h e   l a c k  of 
personal   services  =e among t h e  most s t r ik ing   causes  o f  conswoer 
d i s sa t i s f ac t ion .  

Economic r e l a t i o n s  with the   ou t s ide  world 

7. d s  far as a g r i c u l t u r e  is concerned,  self-sufficiency 
i n  doraestic  food  requirements seems t o  be within r e a c h   i n  a not 
too  d i s t a n t  fu ture ,  but, s i n c e   t h e  are& is ra ther   poor ly  
endowed with natural resources  f o r  industry,  it has t o  r e l y  
largely  on  imports of raw and semi-finished  materials  while 
exporting  f inished  products,  The i n t e r n a l  market (17 million 
inhabi tan ts )  i s  r a t h e r   l i n i t e d  and t h e r e  is not much scope € o r  
large-scale produc-bion, The rJGDRE' l e ade r s   s ince   t he  n i d - f i f t i e s  
have  sought t o  use   the i r   count ry  as a workshog prod-ucing  capital  
goods f o r  t h e  USSR and o the r  COhCIECON countr ies   ( including some 
spec ia l i t i e s   such  as p rec i s ion  machinery, o p t i c a l  instrwilcnts 
and electro- technical   products) .   Foreign trade has been growing 
rnore r ap id ly  than the  nat ional   product   and at present  probzbly 
?ccow"ks f o r  a g r e a t e r  share of   the GNP t h m  i n   t h e  P e d e r d  
Republic, This growing dependecce on  foreign  trade  correspond-s 
i n   f a c t   t o  a growing dependence on  the  Soviet  Union  which abscrbs 
nearly half o f  t h e   e x t e r n a l   t r a d e  . The o ther  E a s t  Europe= 
countr ies   account   for  zbout a qua r t e r  and t h e   r e s t  03 t h e  
Communist world (Cuba, China) 2$, T h i s  leaves less t h a l  
one-f i f th  f o r  exchanges with t h e   i n d u s t r i a l i z e d  West, within 
which the  Federal  Republic  plays a l ead ing   r a l e   ( abou t  lo$), and 
a modest f r a c t i o n  ( 4  t o  5s) f o r  z i d  and t r a d e  with t h e  
devcloping areas of  the non-Conmanis-t world,  
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6, This po l i t i ca l ly   mo t iva t ed   o r i en ta t ion   o f   t r ade  helps  
-to expla in  why t h e  r7GDRff i s  p a r t i c u l a r l y   e a g e r   t o  maintain i ts  
predominant pos i t i on   w i th in  COMECON which i t  regards  as a 
protected  market f o r  i t s  products   thus  avoiding QS far as 
possible  the  open  demonstration o f  t h e   r e l a t i v e   l a c k  of 
c o n p e t i t i v i t y  o f  i t s  i n d u s t r i a l  ouhput i n  comparison t o  similar 
Western goods and equipment. V\rell aware of the widening 
technological  gap between t h e i r  industrial  production m d  that 
of t h e  Western  world, t h e  “GDRDf lczders have a keen i n t e r e s t  
i n  in t ra -zonal   t rade  through which they  hope. t o  ret5i.n some 
sort of pr ivi leged a c c e s s   t o  Western technology, while secking 
siiaultaneously t o  dissuade, i f  poss ib le  w i t h  Soviet  help, t h e  
o the r  COMECON coua t r i e s  from expanding s e r i o u s l y  their  own. , 

purchases o f  Western t.cchnology, Hence t h e i r  insistence on the  
need t o  bu i ld  up a ‘‘socialist  world rmrkztr’ i n su la t ed  from 
outs ide  influences which, f o r  different  reasons, h.appens t o  
s u i t  t h e  Soviet   leaders .  
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12. As far as NATO count r ies  are concerned  they  have i n  
the   pas t  acknowledged t h e  special importance  attached t o  t r a d e  
with t h e  P9GDRgf. It was f e l t  that  an expansion o f  t r a d e  with 
t h e  Zone, achieved at t h e  expense of intra-German trade, would 
have weakend one o f  the  last  t i e s  linlriw t h e  two parts of 
Germany and reduced  the  effect iveness  o f  one o f  t h e   i n s t r u a c n t s  
t o   p r o t e c t   f r e e   a c c e s s  t o  Berl in(1) .  

13. In  the  present  changing  circumstances  the merribers of 
t h e  Alliance  continue t o  recognise   the  special   in lportmce 
at tached by t h e  Federa l  Republic t o  trade with t h e  roGDRc7 as 
one o f  t h e  most p r a c t i c d  raeans of  improving  relations  between 
t h e  two parts of Germany, 
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3. ' wain Cifiee 
, (sore t b M  .150,000 
' i n h a b i t i n t a )  

(end ,3968) 

a. Shot 1,083,913 
Berlin 

b. l e i p s i g  589,064 
o. Dresden 500,242 
d.  Karl-Marx 296,680 

œ. Uagdeburg. .268.%5 
9.  Halle/Snale 262.749 

Stadt  

4. Population by Sex 
(end 1968) 

Females 9,.243,733 
Tota l  17,087,236 

I' I . ,  

l 1 

, <: ., . ,  : ,  

8. Diet r ibu t ion  by s e a t o r  of g a i n f u l l  
, :, ' .j [ employed population  (September 196g) % , ..; 

I I ' .  
~~~~ ~~ ~ ~ ~~ 

rndustry 366.6 
Bandioraft 5.3 
Buildiag 
Agricul ture  

6.7 
13.8 

Transport and Comunioationa 
Trade 

7.0 

Other Product ive  Aat ivi t ies  
Il .4 

Non-productive  Professions 76.9 
2.3 

' , .  
. .  

'XI. 'pRODUCTIOW , , , ! .  

9. Net Mater ia l   Prodnot   (of f ic ia l  Communist ooncepf) (1968) 
102.245 (thousand D.M. East) 

I lblP (1968) Pa si( of t o t a l  W U t i l i s a t i o q  in % of t o t a l  l 
Industry 

Agrioulture 
Building 

Transport 

:Others 
Trade 

59.7 

13.4 
7.9 

12.2 
5.1 

1.8 

Investment 
S tockpi l ing  and 

Pr iva te  Consumption 
, Reaervea 

I Publ ic  Coneumption , . 8.4 I I 8.7 9.2 
, 

" . , *l! 

10. Growth Rates (X increase  over prpaeding year) ( c o n a t a n t ~ - p r i c e s )  1 
1966 (in::) 1969' 1968 1967 ' 

Industry 

2.6  $6.6 1.0 4.8 Agricul ture  
.10.0 9.8 9.3 I 5.5 Construction 

0.4 7.0 . 6.1 6.3 6.3 
8.6 

6.2 
Fixed  Capital 

~nvee tment  7.' 9.2 10.0 l 1  .O 

Coneumption 
6.3 1b.o ~ 5.3 5.4 4.9 Product 

3.8 .p:; 4.7 4.3 4.5 

Il 

. I  

' Net Mater ia l  

c (/l 
III. FOREIGN  TRADE 

( a i l l i o n  raluta Harksl 
11. Total   Tradi  

14,229 13,771 13,503 11,800 11.061 
+1,665 + 744 - 42 +l,093 +1,,251 Balance ' 

Imports 
15,894 14,515 13.461 12,893 12.312 Exporta 

1968 1%7 1966 1965 1964 

L 

I V . '  NATIONAL  CURRENCY. 
Uonetary  unit2  Deuteche Mark (East)' :E. .,_ 

For "ODR" Author i t ies  l D.Mark h e t  I l D.Uark  Weat 
For the  Federal  Republio: free exohange rate: l D.Mark Weet - 0.265 D.Mark East 
Foreign  trader va luta  mark: 4.2 V.Uark = l ,US,$ or 1 V.Mark = 0.87 D.Uark  West NATO UNCLASSIFIED 
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ECONO'MIC REVIEW OF EAST= EUROPEAN COUNTRIES 

THE ltGERNAN DENOCRATIC REPUBLIC" 

Draft Report t o  t h e  Economic Committee 

I. BASIC FACTORS IN T€IE ECONOMY 

1. In order  t o  assess r e c e n t  economic  performance of 
the  t'GDR1l ce r ta in   bas ic   fac tors   should   be   kept  in mind, in 
p a r t i c u l a r :  

'(a) the economic  consequences o f  t h e  p a r t i t i o n  o f  

(b)  the  unfavourable  demographic  evolution, and 
( c )  i t s  repercuss ions  on the l abour   fo rce   ava i l ab le ;  
(d)  the r i g i d i t y  o f  the economic  system  originally 

based on the   Sov ie t  model  and the  subsequent 
a t tempts  t o  reform; 

Germany; 

( e )  the price  system, 
( f )  the planning techniques,  and 
(g)  the foreign t rade   o rganiza t ion ;  

(h)  the problems  posed by s c i e n k i f i c  and 
technologica l   p rogress .  

(a) The d i v i s i o g  o f  Germany 

2. Although a quar te r   o f  a century has pas-sed since t h e  
end o f  the las t  w o r l d  war,, t h e   p a r t i t i o n  of Ge.rmany s t i l l  
provides  the  general  background  against  which  developments 
should be viewed. .Before the w a r  (1936-1939),' the p resen t  
a r e a  of East  Germany was as highly developed  economically as 
that o f  West Germany. On a p e r   c a p i t a  basis industr ia l  output  
was s l i g h t l y   h i g h e r ( 1 )  and ag r i cu l tu ra l   p roduc t ion  much more 
SO.  However, t h e   s t r u c t u r e  of East German i n d u s t r y  was quite 
d i f f e r e n t  from th& O-f West Germany-: ..%%:-was ma&nLy- coxmeYLt;cat.ed 
on the   p roduct ion  o f  consumer goods and, within t h e   s e c t o r  of 
investment goods,  on tex t i le   machinery , .machine  t o o l s ,  r a d i o ,  
a i r c r a f t ,   e t c .  In the   chemica l   sec tor   the   Eas te rn  part cf 
Germany mainly  produced  basic  chemicals,   coal  chemicals,  
synthe t ic   rubber ,  and provided 58.4% of  the  potassium 
f e r t i l i z e r   p r o d u c t s  of Germany ( inc lud ing   a r eas  now p a r t  of 
Poland). 

3 .  Mining and metal lurgy  were  located i n  West Germmy 
which specialised i n  heavy  industrial   equipment,  
agr icul tural   machinery,   ships '?   heavy  e lectr ic  m o t o r s ,  
instruments, pumps ani! compressors, watches and medical 

( l )  The J o i n t  Economic Committee o f  the US Congress i n  
"Economic Developments i n  coun t r i e s   o f  Easterr?. Eumpe", 
A p r i l  1970, puts the  le2-d o f  Eas-t Germany over West 
Germany i n  1939 i n  terms o f  p e r   c a p i t a  ind-ustrial output  
as high as 16$ - page 559. 

-9- NATO CO?T:FIDmZLAL 
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equipment, The a r e a  now covered  by  the  Federd.  Republic o f  
e r m a y   s u p p l i e d ,  i n  193B9 about 38% 'of all German'kard  coal., 
gg$ of coke, 99% of p i g  iron, 94. 5% of i r o n  ore and 93.5% of 
r o l l e d   s t e e l   ( e x c l u d i n g  the p a r t  of Gemany now'under P o l i s h  
administration). In agr i cu l tu re  West Germany.specialised i n  
meat ;;yid dairy  products ' .and  vi t icul ture  but was largely  dependent 
o n  the   ea s t e rn   r eg ions  for p o t a t o e s ,   p a i n  and various foods tu f f s .  
1fl i t l - i  an a r e a  of  less  than ha l f   the   s ize  of the Federal  Republic 
a d  a population o f  roughly a t h i r d ,   t h e   t e r r i t o r y  covered by 
the   p resent  9PGDRDs,, according t o  East German sources,  accounted 
i n  1936 B o r  some 30% of k ~ m y p s  na t iona l  incomeo Whereas the 
Federal  Republic  could  base  her economic recons t ruc t ion  on a 
highly developed  basic  indu-stry, abundant raw material suppl ies  
and the I k r s h a l l  P lan  ass i s tance ,   the   Sovie t -occupied   te r r i to r ies  
i n  t h e  East, with an inadequate raw mater ia l   base and no heavy 
indus t ry  had t o  cope i n   t h e   e a r l y  post-war  years with repara t ion  
payments, t h e  dismantling o f  e x i s t i n g   e n t e r p r i s e s  and t h e  
imposit ion o f  a c e n t r a l l y  planned economic system. 

4. By.1970 some o f  the s t r u c t u r a l  problems created by 
t h e   p a r t i t i o n  o f  the  country had  been p a r t l y  overcome. The 
problem of  i n s u f f i c i e n t  raw material   resources(1)  has been 
solved by long-term  trade  agreementsp  mainly with the  Soviet  
Union. The d i v i s i o n  of  labour,  which before   the war had been 
developed  between  the Eastern and  Western p .a r t s  o f  Germany, 
has been  replaced by a d iv is ion  o f  labour betvflcen t h e  orGDRCQ and 
o the r  CONECON count r ies   . in  Europe. A s  a ' r e s u l t  of  th i s ,  t h e  
OvGDRpp has become dependest o n  Eastern  Europe and on t h e  USSR 
i n  par t icu lar ,  not   only as a source of  raw mate r i a l s  and semi- 
f in i shed   products  but also as a market f o r . i t s  i n d u s t r i d .  
products,  

, / ( I  

( b )  Demographic t rends  

5. The demographic  development o f  t he  '?GDRc9 i n  the  pos t -  
war years  has been a major  source of  concern f o r  i t s  leaders .  
The population,  which i n  1948 exceeded 19 mill ion  according t o  
East German s t a t i s t i c s ,  had by  1968  declined t o  17.1 mill ion.  
I n  1968 East Germany had both the   lowes t   b i r th   ra te   (14 .3   per  
thousand) and the   h ighes t   dea th   r a t e  ( 1 4 . 1  per  thousand) of 
t h e  E a s t  European  countries. I n  addi t ion ,   the   sex  r a t i o  i n  
East Germmy (84.7 males f o r  100 females) was the  lowest  of 
t h e   e n t i r e   a r e a .  The natural increase  dropped from 0.61 i n  1961  
t o  almost n i l  i n  1968. These f igu res   r evea l   t he   g rav i ty  of 
these  problems o f  sex a d  age s t r u c t u r e  resulting from t he  war 
and seriously  aggravated  by the  massive  emigration t o  t h e  
Federal  Republic.  According t o  t h e  FRG data, between 1951  and 
1966 about 3.4 mill ion  people f l e d  into Western Germany while 
l e s s  than . , .  , >OO,OOO emigrated,from West t o  $ast ,+manyp 

(1) The main mineral   resources  of t h e  'OGDRt7 a r e   l i g n i t e  and 

, I ,  . , , , I I .  

*p " 

.non-metall ic  minerals,   - including  uranium ores which  have 
heen  mined  under  Soviet  control f o r  Soviet   use   s ince the 
end of t h e  war, 

-1 0- 
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CHART III - GRAPHIQUE I11 NATO  UNCLASSIFIED 

POPULATION B Y  AGE AND SEX IN 1966 

PYRAMIDE DES AGES ET REPARTITION DES  SEXES EN 1966 
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r e su l t i ng  i n  a net l o s s  - to  the l a t t e r  o f  2.9 m i l l i o n ,  mostly 
young men. The building of  the B e r l i n  Wall i n  August 1961 
brought m end t o  the  massive mi ra t ion  f r o m  East Germmy- 

t 233,000 in 1961, 21,500 i n  1962 7 but d i d  no t  s t o p  it completely 
24,300 i n  1966). 

6. In consequence, over the years 1950-68 the   popu la t ion  
of working  age decreased by some 15% and i ts  share i n  the t o t a l  
p o p u l a t i o n   f e l l  f r o m  61.4% t o  57.8%- The fall i n  the number of 
yocng  people i n  the country i s  r e f l e c t e d  in t h e . g r a d u a l  decline 
of t he   b i r th ra t e   s ince   1961 .  The annual growth r a t e  o f  the 
popu la t ion  i s  expected t o  remain  low up t o  1975, and only a 
minor improvement i s  f o r e c a s t  f o r  the 1975-80 per iod .  It seems 
u n l i k e l y  that t h e  popula t ion  wil l . . , rwmh~. .38. ; -~aion be5or.e .:.-the . 

end o f  t h e  present decade. 
-, 

7 . The ."GDR" A u t h o r i t i e s   h a v e   t r i e d  t o  remedy the 
demographic o u t l o o k  by improving   the   hea l th   se rv ices .  This 
l e d  t o  a considerable   decrease i n  infant mortality, ( t h e   r a t e  
i n  1968  being  the lowest i n  Eastern Europe and below that of 
t h e  FRG) and t o  a r i se  in  the   expec ta t ion  o f  l i f e  (+4 yea r s  
since  1952). With a view t o  encouraging  larger  families 
various i n c e n t i v e s  were offered. A system o f  ch i ld rens '  
a l lowaxces,   increasing  proport ional ly  wit'n t h e  number o f  . .  

ch i ld ren  up t o  f i v e ,  was introduced,  h t e r n i t y  allowances, a l s o  
i nc reas ing  with t h e  number o f  children, and various o t h e r  
payments for   p regnancies  a d  confinements  were  granted. 
Kindergarten and day n u r s e r i e s  were established and 
allowances were paid t o  s ing le   persons  taking care of sick ' 

children. 

8. However, th is  comprehensive  demographic  policy was 
l a r g e l y   s t u l t i f i e d  by the need t o  i nc rease  the employment o f  
rnarried women and was f u r t h e r  hampered by the p o o r  housing 
condi t ions  which acted as a d i s i n c e n t i v e  t o  l a rge  families. 
Similarly,  the lav f o r  "the P r o t e c t i o n  o f  t h e  Mother and Child" 
introduced i n  1950, which permi ts   abor t ion  on medical and 
eugenic  grounds o n l y  arid was more res t r ic t ive  thm i n  the 
o t h e r  East Europoan coun t r i e s ,  was somewhat l i b e r a l i s e d   a f t e r  
Bfiarch 1965 . As a result  the number . - , o f 4 e g d  -abor-k-ions 
increased  from l e s s  than 1,000 per  y e a r   i n  the p e r i o d  1952-65 
t o  16,000 i n  1966 and 20,000 in 1967. 

. ,  , .  

The lqbour  force  problem 

9.  Paced with 8 d e c l i n e  in t h e  number o f  people i n  the 
working  age  group,  the "GDR" Authorities attempted t o  raise 
t h e  l a b o u r  f o r c e  by employing more housewivss and r e t i r ed  
people, by t r y i n g  t o  a t t r a c t  workers f rom o t h e r  East European 
coun t r i e s ,  apparently, however, with l i t t l e  success. The fall 
i n  the numbers a c t i v e l y  employed  between the years 1950 and 
1965 was 375,000, tne big l o s s  due t o  demographic f a c t o r s ,  
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particularly  emigration 
by drawing some 800,000 

(over one mill ion) being par t ly   o f fse t  
women i n t o  the  labour  force. Although 

d h i g h . r a t e  of femae employment i s  common t o  most C o m n i s t -  
countries it i s  highest   in  East Germany where among families- 
of workers and employees 70% of the  wives were a t  work i n  
1965 (nearly  four-fifths in the 18-25 ears  age  group End over 
one-f i f tn   of . the wives kged  60 or more ;Y . The s ta tu tory .  
retirement age f o r  working women i s  55 years   in  all European 
Communist countries  except i n  Poland and East- Germany where 
the limit i s  60 years. 

, .  

10, The male population of working  age i s  a t  present 
p rac t i ca l ly   fu l ly  employed and there remains l i t t l e  scope f o r  
increasing  further  full t ime  activity  rates among married women, 
although a wider  spread Of part-time employment s t i l l  seems 
feasible ,  The 1970  economic p l a n  s t resses   the importance of 
u t i l i s i n g  whatever  resources of female labour may s t i l l  .,exist, 
The shzre of women in   the  labour   force will continue t o  be 
high,during t h e  1970s,  probably of the o r d e r  of 45-4776 of 
the t o t a l . ,  

11. In 1968, o u t  o f  a t o t &  active  population of  about. 
8.44 m i l l i o n ,  some I .26 million were engaged in   ag r iml tu re  
(about 15%. o f  the t o t d )  . This percentage, though high, 
compared with some Western industr ia l ised  wuntr ies ,  is the- 
lowest among European Cornmunist oountries, The t ransfer  of 
manpower,from agricul ture  t o  industry and services i n  East 
Germany has been rnoy'e rapid than in other Communist countries: 
between 1950 and 1968 the number o f  persons engaged i n  . .  

agriculture  declined by 39.2$. There  might s t i l l  be some room 
f a r  further  transfer  al though  the sex and age pat tern o f  
agr icul tural   labour  i s  rather  unfavourable. The percentage 
of older  people i s  higher in   agr icu l ture   than   in  any other 
sector  of the ecor1omy.  The outflow o f  labour from agriculture 
must9 therefore, be expected t o  s l o w  down considerably i n  the 
future 

12. The decline i n  the working  age  group as a proportion of 
t o t a l  population  since 1950 i s  expected t o  come t o  ajn end in 
the 1 9 7 0 ~ ~  After '1975 the  labour  force w i l l  grow faster   than 
the  population as a whole. The labour  shortage will9 however, 
remain c r i t i c a l .  E f f o r t s  t o  draw additional mmpower from 
other Bast- European countries have s o  f a r  met with l i t t l e  
success. Between 40 and 50 thousand foreign wor.ke.rs, mainly 
Hungarians and Poles, and including  several  thousand  Polish 
commuters working along the border  ( texti le  industry and 
mines) are employed i n  industry  in   the IfGDRIt... This amounts t o  
about 0.5% o f  the t o t a l  gainfully employed people, as against 
a lmos t  6% o f  foreign workers in  the  Federal  Republic.  Foreign 
labour does not,  therefore,  provide any subs t an t i a l   r e l i e f .  of 
the  shortage i n  .the IIGDRIf. It w o d d  seem that the  other 
East European countries a r e  rather  eager t o  keep  their  manpovver 
within t h e i r  own countries, 

NATO LIONPZDE3TTIXL -12- 
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(d) The  ,economic  system before 1963 

13. In order  to  assess  the significance of  economic 
reforms, it may  be  worthwhile to recall  briefly  the 
development of  the  eoonomic  system  introduced  during  the 
Soviet occupation. In the early years,  the  large-scale 
industries and trade and financial  institutions,  were 
nationalised and the big agricultural  private  holdings broken 
up. A central  planning  system on the S-talinist model  was 
introduced  under  direct  Soviet  control  and with  the 

the requirements  of a population aware of the rapid  recovery 

tolerate private . ownership.-in  ._small busiine.sxh.:.and agricul..ta.ua - - . ... 1 
during a recovery  period  which  went on.til1 the  late 1950s. 

* participation of  Soviet advisers. However,  the  need to meet 

- .'> in the Western  part of Gemany, compelled the régime to 

14, With the rise of IChrushchev, the  East  German 
Co-munist leaders  gained  some  say in economic decision- 
making and the  Soviet  exploitation  took  more  subtle forms.. The 
plan adopted in l960 at  the  initiative of Ulbricht  for  the. 
1961-65 period  called - f o r  a 7*5$ increase in the  national 
income annually, The rôlo.of private  business was considerably 
reduced as the emphasis shif.ted from  consumption  to investment. 
Small-scale industrial units and handicrafts  were  forced  into 
co-operatives o r  absorbed  into  the "semi-state corporations'' 
and agriculture wzs quickly and fully collectivised  by  the 
end  of j961. The  industrid. ministries  were  abolished and 
replaced by of State-owned Enterprises" (VVBs) 
under  direct  control of the  local Communist Party  leaders, A 
genuine  heavily  centralised and rigidly  planned  economic 
system was established that was supposed to favour fast 
economic growth. 

15. The  inefficiencies  of  the  .bureaucratic  system  soon 
became evident. In 1961-63, the WDR" went  through an 
economic recession  instead of reaching  the  ambitious  growth 
targets of the plan. Paced  with the failure of their initial 
attempts, the East Geyman leaders, first among  the  European 
Communist  countries,  embarked in 1963 upon a continuing 
process  of econo'mic reforms to. -5mpr~ove the eff&ciemy- .of -.their 
planning techniques. The  East Germans, howeverg  have so fa 
rejected  the idea of introducing "rnaskettt elements  that  were 
adopted by  other East  Europezx2 countries (e.g.  Hungary), but 
have  relied  rather on technical  improvements in the 
authoritarian  central  control of the  economy by introducing 
new economic incentives. 

I I. . 
I 

The irLdustria2 p r i c e  re form 

16. The  system of fixed prices  which  existed Up to 1964 
was lzrgely  based on the  price  levels  prevailing in 1944 and 
could hzrdly be relrted  to  the  actual tlcosts'l or "scarcitY" 
of these products(1). Por instance,  the  prices of raw 

(1 See  Manfred I'Ielzer 't9reispolitik und Preisbildungs~roSleme 
" I - .  

in der DCRTI, in DEUTSOHES INSTITUT FUR WTRTSGHQTISFORSCIiUT(TG 
Year 196g9 3rd number. 
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materids  were kept  considerably below the  actual   costs  of 
production  through  State  subsidies i n  order t o  favour  the 
production of cap i ta l  goods, while  prices for Consumer goods 
were fixed a t  much h igher   l eve ls   resu l t ing   in  high p r o f i t  
r a t e s  i n  the  industries producing  such goods.  A pr ice  reform 
was s ta r ted  in  1953 with the re-evaluation o f  invested  capi.tjl 
i n  industry;  the nominal value o f  this was increased by 527; or, 
30th  June, 1963, 

17. T h i s  f i rs t  s tep was followed  during 1964 by two 
s e t s  o f  measures which resulted i n  an average  increase of 
some '70% i n  the pr ice  of basic raw naterials (coal,  minerals, 
energy,  pig  iron,  rolled  iron 2xd s tee l ,  raw materials f o r .  the 
chemical  industry,  etc. ) . On 1st Jwumy, 1965, the  prices. of 
o t h e r  raw ma semi-finished materials were increased on the 
average by 40% (wood, t i m b e r ,  paper,  hides and skins, 
chemical  roducts  such 3s synthetic  rubber and fibres,  bul.lding 
materials P ; prices  f o r  agricultural  products were a l s o  
increased  during 1965. On 1 s t  January, 1967,  the  price of 
machines, electronic and electro-technical equipment, produ,cts 
o f  the chemical  industry, products from t he   l i gh t  and food  
industries,,  building,  transport and cornunication  services, 
was increased on an average by 4%. 

18. The average  increase in   t he   p r i ce  of  investm.ent 
goods was about 16$, but there were wide differences as between 
the  pr ices  o f  various goods, F o r  instance,  construction  costs 
increased by more thFa 30$, capi ta l  equipment i n  general by 
about 8$, but  products o f  the  electro-technical  industry 
declined by 1% and optical  equipaent and high  precision 
instruments by some 30%. Consmer goods pr ices  were fixed 
a t  enterpr ise   level .  The increases   in   the  pr ice  o f  raw 
materials and equipment were t o  be largely kbsorbed by 
increased  rationalisation and a reduction i n  the p r o f i t s  of 
industries  producing consumer goods. 

79, Free  prices do no t   ex i s t   i n  the "GDR'' except f o r  a 
few second-hand goods, antiques and domestic animals, which 
have no  economic significance, Although the reforms have .. 

brought  industrial   prices more i-n l i n e  with the  actual 
production costs ,  they  are still not  f lexible,  which i s  the 
main objection t o  the  system of central   price  f ixing. The new 
prices  proved incapable o f  stimulating  the.  production of new 
types of goods, The "scarcitytt . fac tor  i s  s t i l l  insuff ic ient ly  
taken  into  consideration,  Since they were based on average 
costs,  the p r o f i t  r a t e s   d i f f e r  widely between enterprises,  
A number of p r ice  d i s t o r t i o n s  are  not  yet  overcome: durable 
consumer goods a re  generally t o o  expensive  (private  vehicles, 
re f r igera tors ,  washing machines, t ex t i l e s ,  shoes, etc-  while 
other   pr ices  do not  cover  the r e a l  production  costs  (rents f o r  
housing,  transport z o s t s ,  etc.) The depreciation  costs have 
been included i n  the industr ia l   pr ices   but   the   interest  and 
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t axes   on   cap i ta l  i s  s t i l l  n o t  coveredp so that products of  
cap i t a l   i n t ens ive   i ndus t r i e s   t end  t o  be  priced t o o  low. On t h e  
whole, the p r i c e   s t r u c t u r e  has been  used as a means t o  reduce 
consumption and favour investment. The ((GDRr! Author i t ies  are 
well aware o f  the disadvantages o f  f i x e d   p r i c e s  and var ious 
attempts h8.w been made t o  overcome t h e   l a c k  of f l e x i b i l i t y  but 
as pr ice   f ix ing   remains  an essent ia l   e lement  i n  t h e   c e n t r a l l y  
authoritative  system  such  attempts have so  far proved rather 
unsuccessful. 

. 

20. The system of  p r i c e s  i n  the vQGDRvt9 both  before and a f t e r  
the in t roduct ion  of   re forms,   represents   the   po l i t i ca l   p r ior i t ies  
as decided  by  the Authorities. Even i f  t h e  r6gime were i n  a 
pos i t i on  t o  ga ther  a l l  t h e  . i n fo rma t ion  needed to   a l low  the  
va lua t ion  of V e a l   c o s t s c D  and ( ; re la t ive   scarc i tyr :  o f  the  products ,  
t he re  i s  no reason t o  be l ieve  that  the ïeadership would give up 
i t s  present  power t o   f i x  the pr ices   according t o  the  mainly 
po l i t i ca l   cons ide ra t ions .   Po l i t i ca l   con t ro l   r ema ins   t he  most 
important goal before a y  cons idera t ion  o f  increesed  economic 
e f f i c i ency  o r  improved teclmolo,&y would be taken  into  accounto 
whatever   the  prevai l ing price system. 

. .  

I I I ' . .  

The new .economic S- 
I , , , , , ,  

21, S ince   t he   i n t roduc t ion  i n  1963 of what t h e  voGDRF* leaders 
c a l l   t h e  %ew economic systemiv,  various  attempts  have  been made 
t o  express i n  monetary terms the   ob jec t ives  o f  t h e  p lan ,  and t o  
control  the economy through methods relying more thm i n  the past 
on concepts  such as P e ~ ~ ~ t : P  :7valueQ9 tgpricesvg. In  that  connection 
may be  mentioned: price  reforms,  reorganization o f  t h e  banking 
systemp e f f o r t s  t o  encourage  enterpr ises   to   f inance a l a r g e r  
share of  t h e i r  investments f r o m  the i r  own p r o f i t s ,  the in t ro-  
duction  of a tax o n  c a p i t a l  and of  in terest  rates on  investment 
loans from banks( 1 ). 

22. I n  April  1968, the planning system as such has been 
reorganized. 'Pile reforms  adopted i n  t h i s  f i e l d  aimed pr imar i ly  
at  improving  the  planning mechanism. More r e f ined   fo recas t ing  
methods  were introduced, based on an extensive i n f o r m a t i o n  system 
that was s e t  up within-.the plarming  .hierarchy. The unif, ied 
s ta t i s t ica l   account ing   sys tem was "to speed up t h e  f l o w  of 
standardised data f rom the  cegtral   decis ion-makii lg   authori ty  
down t o   t h e   e x e c u t i v e   l e v e l  i n  the production units and v i ce  
versa.   Central  .planning was t o  be f r e e d  f rom t h e   t a s k  o f  de-tail 
cont ro l  and would henceforth  concentrate on t h e  nain G9str \ ;Lctma~" 
aspec ts  o f  t h e  economic  development,  Thus, t h e  plaz? would deal  
only w i t h  bzsic quest ions  considered  to   be o f  dec is ive  
importance f o r  the  o v e r a l l  economic  growth. It was t o  be the 
r e s p o n s i b i l i t y  of the  product ion units t c  c o r q l y  with the p l a n  
ou t l ines .  In o rde r  t o  reach  some economics o f  scale   the  grouping 
of  State-ovmed e n t e r p r i s e s  i n  ~:combinatesCc combii?ing bcJth 
v e r t i c a l  and horizontal   concen%rat ion was entoura-ged. The number 
of planned targets imposed  on t h e   e n t e r p r i s e s  was reduced and 
p l an   p roce$Fes  were  simplSfied: , , . # , . P , .  . : ,  

(1) For  det.z-ils  -see  paragraphs 74-86. 
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23. Bas ica l ly  the Council of !JJinisters remains, as before,  
t h e  s o l e  decision-mûking  centre f o r  c o n t r o l l i n g  and d i r e c t i n g  
t h e  economy on t h e  basis of proposals  submitted by t h e   S t z t e  
Planning Commission. Such a procedure?  even  refined, limits t h e  
f l e x i b i l i t y  of t h e  ecofionlic system, -4s long as t h e  r igid p r i c e  
f i x i n g  system remains i n  t h e  hands of the c e n t r a l  authorities 
a d  market   inf luences  are   excluded,   pr ices   cmnot   f luctuate  a d  
consequently do no t   zdequa te ly   r e f l ec t   e i t he r   t he   r e l a t ive  
s c a c i t y  o f  t h e  goods o r  the  changes i n   t h e i r   c o s t  of production- 
They cannot ,   therefore ,  be  used as gu ide l ines   t o   i nd ica t e   t he  
r e a l  economic e f f i c i e n c y  of resource   a l loca t ion  as decided by t h e  
planners  and they hzmper the in t roduct ion  of advanced  technology. 
Howeverp the  system  does allow- the Conmunist l e a d e r s  t o  r e t z i n  
firm cont ro l  o f  economic  development. 

( g )  Reforms i 
, . . , . I .  

_ u * A  

24. Reforms  were a l s o  in t roduced   in  the fo re ign   t r ade   s ec to r  
with the  aim of  making en te rp r i se s  more competitive o n  foreign 
markets and allowing c?. reduction of export   subsidies .  On the 
orgmizc t t iona l   l eve l  the system was n o t  changed,  Exports  are " 

st111 t o  be chavuzel led  through  the  off ic ia l   foreign  t rade 
organizat ions which would however, seek t o  induce   en terpr i ses   to  
g ive   p r io r i ty   t o   t he   p roduc t ion  o f  high qual i ty   expor t  goods. 
The fo re ign   t r ade   o rgan izz t ions  a r e  sup2osed t o  improve a f te r -  
s a l e s   s e r v i c e s  and i n t e n s i f y   t h e i r   r e s e a r c h   a c t i v i t i e s  on  behalf 
o f  the  export   industr ies .  The main fe tdxr"   o f   the   fore ign   t rade  
reform i s  that ,  hencefor th ,   en te rpr i ses  will bene f i t  from p r o f i t s  
bGt calso share  in losses r e s u l t i n g  f r o m  sa l e s .  

25. I n  p r a c t i c c ,   t h e   r e s u l t s  of these  reforms  have so  far 
been  disappointing. The low competitiveness of East G e r m a n  
exports on  Western rnrrlrets has r e s u l t e d   i n   l o s s e s  f o r  t he  
expor t ing   en te rp r i se s  and has  reduced premium funds l e f t  a t  t h e  
d i sposa l  of the   product ion units. The reform  measures i n  t h i s  
f i e l d  might have  acted as a dis incent ive  for exports  t o  t ke  West. 

( h )  ?Science a i d  

26. One o f  t h e  key elements i n  t h e  economic  development of 
t h e  IaGDRt' i s  the teclmological lag which cha rac t e r i s e s  much .of 
t h e  :,GDRc7 outlook. T h i s  lag i s  r e f l e c t e d   i n   t h e  s l o w  economic 
growth s ince   t he  end of the war and limits t h e  pOGDRqg c a p c b i l i t y  
t o  modernise  production i n   t h e   f u t u r e  as is current ly   envisaged.  

27- The guaranteed o u t l e t s  f o r  East C a r m a n  e x p o r t s   i n   t h e  
Soviet  Union and o t h e r  COMECON count r ies ,  as wel l  as the r i a d  
intcrnst l   pr ice   systeu,   have  to  some ex ten t   i n su la t ed   t he  economy 
from Yestern  technologicd  progress .  This lack o f  competitiveness 
of E:ast German products has made the   l e sde r sh ip   i nc reas ing ly  aware 
of -the widening gap i n  technological  progress  between E a s t  and 
Westo The need f o r  systematic  development.  of  research m d  
development has been  s t ressed  s ince 1963. One of the  main goals 
in t h e  1968 new planning  system i n  the   key   sec tors  was indeed t o  
provide f o r  their   rapid  technological   development ,   including 
automated control   systemsP  e lectronic  data processing and modern 
mavl2genlent techniques.  It is  intended t o  s e t  up 16 la rge-sca le  

r j k o  ' CONFIDENTIAL 
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research   cen t res  within industrial  combinates i n  1970, grouping 
various en terpr i ses   under  the d i r e c t   a u t h o r i t y  o f  the  Council o f  
Minis ters-  

28. After  reforming the primary and secondary  school  system, 
the funct ionning o f  the  univers i t ies   haS.more  recent ly   been 
reconsidered. The aim seems t o  be t o  improve t h e  links between 
s c i e n t i f i c   r e s e a r c h  and i t s  technological   appl icat ions.   Inter-  
d i sc ip l ina ry   r e sea rch  in  the clore important economic sectors. has 
been  encouraged. I n   o r d e r  t o  provide the decision-making 
a u t h o r i t i e s  with a l t e r n z t e   s e t s  o f  o p t i o m  i n  the i r   e l abo . r a t ion  
of development  planning, the prepara t ion  o f  d i f fe ren t   p roposa ls  
for  branch  development was requested i n  1969 f r o m  the  Idinis t ry  
o f  Science aad Technology.  Simultaneously,   universit ies  hwe 
been made increas ingly   respons ib le  f o r  ~c~ori t raëtüaI ly  arrangea 
appl ied   research   pro jec ts ,  t o  be f inanced   jo in t ly   n i th   indus t ry .  
It i s  intended that elements o f  economic accounting a re  t o  be 
gradually  introduced i n  t h e   u n i v e r s i t i e s .  The long-term p l a a  
w i l l  provide a framework f o r  d i rec t ing   sc ience  and technological 
research towards the new structural s e c t o r s  o f  t h e  economy. 

29, It 5 s  t oo   ea r ly  t o  a s ses s  the r e s u l t s  that can be 
expected  from t h i s  renewed  emphasis o n  research  and development, 
but t h e   e f f o r t s   w d e r t z k e n  Stre ind ica t ive  o f  t h e  growing concern 
o f  t he  ('GDRo' leadership with the technologica l   l eap  f o r w a r d  i n  
the  United  States,   Western Europe and Jzpm. So f a r ,  however, 
it would appear that  t h e  economic incent ives  f o r  promoting 
rapid exp lo i t a t ion  of  t h e   s c i e n t i f i c  and teclulological  innovztions 
a re  s t i l l  largely  inadequate  t o  allow fast progress  i n  this f i e ld .  
In  addition, the technological gap which has been  increasing 
s t e a d i l y  between t h e  '?GDRi' and Western  Europe has already  reached 
such  proportions as t o  make it d i f f i c u l t   t o   s e e  how it could  be 
reduced. 

II. -ERNAT!,. ECON- 

( a )   b v e r a l l ~ o w t ~ l ~ . o r m ~ c e  

30. The economy which had suffered during t h e  war g o t  o f f  

, I I C , l I , . ,  

t o  a slow start' a f t e r  1945. Recoas3&.mcSio-n was retarded .by 
heavy  occupation  costs,  reparation  payments  and the dismantling 
of some e n t e r p r i s e s o  The rapid  advance start ing f r o m  t h e  low 
1950 l e v e l  (Western  est5mate: GNP 1950 + 77"; of  GNP 1936(1)) 
was due t o  a highly  developed  processing  industry and, e s p e c i d l y ,  
t h e   a v a i l a b i l i t y  of  an indus t r ious  aad s k i l l e d  labour fo rce .  
Production  capacity,  which -was n o t   f u l l y   u t i l i s e d  i n  t h e   e a r l y  
post-war years$ was g;radu,ally put i n t o  use t h e r e a f t e r  which 
explains  the r ap id  rise i n  the   na t iona l  income.  Between 1950 and 
1960 tile Net Material  Product, i n  cons t sn t   p r i cesp  nore than 
doubled  according  to Commnist sources,  implying an average 
annual r a t e  of increase of about 8% during the  second half of 'clle 
decade.  After Bulgaria, this was the  h i g h e s t   r a t e  of g r o w t h  of 
all Xast European COmCoIT countr ies .  (WesScrn e s t ima tes   i nd ica t e  
a growth r a t e  o f  GNP o f  6.4$ annual ly   during  the  per iod 1951-55 
and 6 y 2$ , .  f o r  1956-60) . . , I ,  . , , I ,  , . , / > l .  . . , . , I .  

(1) See J o i n t  Economic Publ icz t ion  - US Congress  mentioned 

I .  . _ . . . ? .  
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31. The period o f  r a p i d  recovery was confined t o  the 
f i f t i e s .   I n   t he   nex t  few years the growth r a t e   f e l l   sha rp ly  
t o  2-3$ ( o f f i c i d   f i g u r e s )  and the economic recession 
($Vestem estimates put the r a t e  o f  growth o f  GNP during 1961 
a t  0.7%) las ted  till 1964. In  the  following  years economic 
expasion  picked up agzin wi-tlnout reaching, however, the 
high growth r a t e s  o f  the  reconstruction  period. According 
t o  Conr;u.xci.st sources  the Net Material  Product  rose by 4,8$ in 
1964 and fluctuated  thereaf-tcr between 4.6% in  1965 and 5.4% 
i n  1967. (Western e s t i m t e s  f o r  the  period 1964-67 indicate 
an average r a t e  o f  growth o f  G I P  o f  about 3.1%. ) 

32,  The 1968 resu l t s  on the whole must have  appeared 
rather   sat isfactory t o  the ' 'G ïB"  leaders. Net Mater id  
2roduc-t; according t o  o f f i c i d  records grew by 5.3% as against 
a planned tar  e t  of 5.4% (Western estimates: rate of growth 
of GIJp: 2.8$7. But this  achieveaent was largely due t o  
ag r i cu l tu ra   ne t   ou tpu t  being 1% higher  than i n  1967 which 
was an excellent  year.  Production of cereals and l ivestock 
o u t p u t  weFe c s p e c i d l y  sat isfzstory.  Industrial  production, 
however, d i d  not come up t o  expectation. The 6.1% r i s e  i n  
o u t p u t  was less than  during  the two preceeding  years znd 
below t w g e t .  C o n s u p t i o n ,  both  private and public, grew 
more moderately (+4,7%) than $he Net Material  Product 
pe ra i t t i ng  a reported .IO$ increase i n  fixed  capital  investment 
anrl a 9,510 increase o f  e a o r t s ,  while  inports grew only by 
3.3%. Money incone expanded nore  rapidly (+4.9%) than planned 
(between 3.5% md 4%). 

33- Results i n  1969 were less  sat isfactory.  The annual 
plan had envisaged a 6.0% increase of  the Net ' t h t e r i a l  Product 
bu t   ac tua l   r i se  was 5 * O $ ,  i.e. less than  the two preceeding 
yeam ( i n  COT: arable Western te ras  GNP has probably  increased 
by about 2.7% P . The 1969 r e su l t s  brought  out once aore the 
significance o f  agr icul ture   in   the  short- tern  f luctuat ions of 
aggregate  output even i n  the rnost indus t r ia l i sed  -country Ln the 
Commmist  group, O w i n g  t o  adverse weather  cond-itions  net 
agricultural   output dropped 6.65 below the 1968 l eve l .  
In contrast   industr id   output   increased by 7.O$ and constsluction 
by lo%, f u l f i l l i n g  and. i n  sone cases even exceeding  the p l m .  
flevertheless, growth t,mgets were not  reached i n  energy 
Production, tr ,msport  ana house building. Labour productivity 
continued t o  r i s e  a t  the s m e  high  rate as l z s t  year (+B$.), 
conswl?ption rose  nt a rate  conparable t o  that o f  the y e a r  
before and investment nore rapidly (+13$). The r i s e  of 
money incomes WES only  sl ightly  less  than in  1968. 
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N A T O   U N C L A . S S I F I E D  

400 

300 

200 

i 
ECONOMIC  GROWTH OF THE  "GDR" 

CROISSANCE  ECONOMIQUE  DE  LA  "RDA" 

(Index : 1950 = 100) - ( Ind ice  : 1950 = 100) 

I 

LEGEND - LEGEND€ 

=Nation01  Income  Produced  (Officiai "GDR" Stot ist ics) 
Revenu  Nat ional   Produi t   (Stat ist iques  of f ic ie l les "RDA" )  

-Gross  National  Product  (Western  Estimates) 
Produit  Nationol  Brut  (Estimations  occidentales) 

185 

310 

(Plon) 

240 

/ 

The  white  arrow  represents  the  average  annual  growth of GNP as  estimated by western  specialists  and  the  red  ariow  the 
average  annual  growth  rote of the  national  income  produced  according  to  official "GDR" stat ist ics.  

Lo flèche  blanche  représente la croissance  annuelle  moyenne  du PNB est imée  par  les  spéciol istes  occidentaux  et   la 
flèche  rouge l e  taux  moyen  de  croissance  annuelle  du  revenu  national  produit  selon  les  statistiques  de  lo RDA. 

N A T O  U N C L A S S I F I E D  
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t he   t o t a l   ne t   p roduc t ion  o f  which i s  expected t o  remain well 
below the   1967  leve l  and an 8.4% i n c r e a s e   i n   i n d u s t r i a l  
production, a much f a s t e r   r a t e  of growth  than actual ly   achieved 
over  the las t  f ive  -years .  Industrial  expansion i s  t o  be 
achieved  mainly through a 9.4$ increase i n  labour product ivi ty .  
It i s  expected that t h i s  will a l l o w  a n  increase o f  11% i n  
investment and of  13.6$ i n  exports. 

35. I n  view  of  the  disappointing  agricultural   performance 
i n  1969, it w i l l  be  necessary i n  o r d e r   t o  meet the  irtemm.l 
needs t o  import about 350 m i l l i o n  valuta marks of g ra in ,  
potatoes  .'and o the r  f o o d s t u f f s .  The unusually  severe  winter 
1969/70 has aggravated  the  bott lenecks in  the  SUPPLY o f  energyp 

perfor~armce duri& the  first two mo.nths of 1970 lagged  ser iously 
b.ehind plan. On 1st February, 1970 the  Council  of  Ministers 
admitted it would not be poss ib le  t o  achieve 25$ of the annual 
plan  during t h e  first quarter o f  the   year  and that o v e r a l l  
annual tmgets   could   on ly  be reached i f  s h o r t f a l l s  i n  some 
sec to r s  were  compensated  by overfulf i lment  in others .  

raw mate r i a l s  and t r a n s p o r t ;  services..  .In_.co,ns.e.quencs, economic ... " . _.. 

36. Owing t o  below plan  perf  ormance during t h e  first. f o u r  
years  o f  the   cur ren t   f ive-year   p lan  (1966-70), the o v e r a l l  
average  yearly  growth in  t h e  Net Material  Product of 5.4% can 
only  Se  reached i f  the  1970  plan is f u l f i l l e d .  On present  
showing t h i s  i s  unlikely.   Neverthelesss  the  degree o f  , fu l f i lment  
of this present  f ive-year plan w i l l  be   .greater   than i n  t h e  past. 
Industry i s  l i k e l y  t o  reach i t s  t a r g e t  even if i t s  1970 goals . . :  
are  n o t   e n t i r e l y   f u l f i l l e d .  The same appl ies   to   investments ,  
r e t a i l  trade and fo re ign  trade. A s  i n  the Soviet  Union t h e  
planning organs of  t he  :pGDRiT a r e  at present   p repar ing   the  draft 
o f  t he   aex t  f ive-year  plan 1971-75. The Soviet  p l a n  will have 
a d i rec t   bear ing  o n  the  East German one since t h e   l a t t e r ' s  
economy is  heavily  dependent  on  the  former.  According t o  
of f ic ia l   speeches  and the g o a l s  so f a r  published,  concerning  the 
new five-year plan 1971-75,  such as f o r  instance-   the  proposed-  
6% increase i n  production m d  85% increase  i n  exports  of 
machinery and equipment  over the period, t h e  new p l =  w i l l  
reseri'ole t h e  1970 .plan which s e t  ambitious and rather u n r e a l i s t i c  
t a r g e t s  f o r  economic  development  .The."Pedi-s.2;ic.  approach o f  East 
German planning that preva i led   dur ing   the   per iod  1963-68 
r e f l e c t e d   t h e  economic c r i s i s   f o l l o w i n g  the  d iscont inua t ion  of 
the  seven-year p l a n  adoT%ed i n  1962, Having  passed that c r i s i s 9  
the   l eadersh ip  seems t o  be   r e tu rn ing   t o  i t s  former   po l ic ies  of 
forced growth.  

37. Before  the w a r  the p a r t  of  Germany that was t o  become 
the :7GDRTc had spec ia l i s ed  i n  the  product ion o f  grain and o the r  
crops but r e l i e d  o n  the  West f o r  a n i m a l  products.  On t h e  whole 
i t  had a small export surplus in   foods tuf fs .   Output   per  worker 
employed i n   a g r i c u l t u r e  was higher than iil -the Western p a r t  of 
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the country and far  ahead of t h a t  of  o t h e r  East European 
c o u n t r i e s . ,   I n   t h e  post-war years   agr icu l tura l   p roduct iv i ty  fell. 
behind that o f  the  Federal  Republic. It i s  s t i l l  higher thzn 
any o ther  East Europem country but i t s  lead  has  been  reduced, 
which i s  mainly due t o  t h e   c o l l e c t i v i s a t i o n  of agr icu l ture  and 
the   p r ior i ty   accorded  t o  industry.  

38. Col l ec t iv i sa t ion  was in t roduced   in  two s t a g e s o   I n  
1953 Over a . q u a r t e r  o f  t o t a l  a g r i c u l t u r a l  land was vqsocialised'g 
a d  this sec to r  was gradual ly  e n l a r g e d  t o  cover about half o f  
=able l a n d  by 3.959. In 1960 c o l l e c t i v i s a t i o n  was extended t o  
92.5$; of t h e   a g r i c u l t u r a l  l and(1)  and by 1968 l e s s  than 65.  was 
s t i l l  in  pr iva te   hmds   ( inc luding   the   p r iva te   p lo ts  of 
co l lec t ive   workers )   S imul taneous ly ,   ap icu l tura l  holdings 
were r eo rgan ized   i n to   l a rge r   un i t s :   t he i r  number f e l l  from 
nepxly gO0,OOO i n  1950 t o  6O,OOO i n  1960, and 26,000 i n ' l j 6 8 .  
About TOO S t a t e  farms account f o r  75 o f  t h e  t o t a l  a g r i c u l t u r a l  
land,  13,000 production  co-operatives for 6Vz9 and pr iva te  
farmsp numbering about 11,000, and small private p l o t s   t h e   r e s t .  

39. Over the  last twenty  years  the  increase i n  a g r i c u l t u r a l  
output has been slower thm i n  the  o the r  East European countr ies ,  
excopt  CzechoslovakiF*  which i s  not su rp r i s ing   g iven   t he ,h ighe r  
l e v e l  o f  East Gem= r g i c u l t u r e .  The average annual r2,te of 

below that o f  West European countries  (average 3 2 % )  Crop 
o u t p u t   i n  1968 was a t  the  same l e v e l  2s i n  1948-50 but z n i m a l  
output  had apparent ly   increased by about a t h i r d  (annual zverage 
increase 5.0%) . 
O mor ; th  between  1948-50  and  1965-67( 2 )  was 2.95, i . e o   ' s l i g h t l y  

40. This r i s e   i n   p r o d u c t i v i t y  i s  mainly due t o  increased 
inputs  o f  machinery, f e r t i l i z e r s  and t o  s o i l  mel iorat ion works. 
Since  1960  the number o f  t r a c t o r s  has doubled and that of 
combined -harves te rs  has nearly  trebled.,   In  1967 about 90$ of 
the  ,yain  was-harvested with combines. A s  regards  chemic31 
f e r t l l i z e r s ,  more ni t rogen,  po ta sh  and lime was used i n  1966 
than i n   t h e  Federcll  Republic  but  the  qumtity o f  phosphates 
was less. The switch of labour from agr i cu l tu re  t o  industry 
meant that ava i lab le  m,mpower is be t te r   used .  Improved  working 
condi t ions and organizational  reforms llave helped  contribute t o  
r a i s e   a g r i c u l t u r d   p r o d u c t i v i t y .   S i n c e  1965 there  has .been a 
move t o  f o s t e r   c l o s e r   r e l a t i o n s  between  co-operative  enter- 
prises:  merging o f  f i e l d s  and meadows, joint  purchase znd 
u t i l i z a t i o n  of machinery, j o i n t  animal  breeding, On t h e   v e r t i c a l  
P lme9  to09  the re  has been closer   co-operat ion between the  
Producing   un i t s ,   the   p rocess ing   fac tor ies  and domestic  trede 
OrSnizat iOns,  which has increased  the  eff ic iency of 
%Ticfltural   production. 
4 I I . , , .  

. , , I I , ,  I I I , .  , , I I , , .  

iL.IDI ,- . " '  U. 

(l) Agricu l tura l  l m 4  includes all arable  l a d ,  orchards,  

( 2 )  Jo in t  Economic Committee, US Congressp op. tit,, pase 

gardens,  vineyLwds,  permanent and temporary meadow, 
pasture  and grazing land- 
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41. The 1968 results were the  culminat ing  point  of a s e r i e s  
o f  good crops. The dependency of East G e r m a n  a g r i c u l t u r a l  
output o n  the   vaga r i e s  o f  the  weather was once more highl ighted 
i n  1969 when t o t a l  output  dropped  by 6.695 alrnos-t t o  t h e  1966 
l eve l ,  Compared with the  1968 bumper harvest9  product ion of 
c e r e a l s   f e l l   b y  13.5$. Production of o i l s eeds ,   po ta toes  and 
sugar-beet was repor ted ly  some 30% below t h e  average of  t he  
preceeding  f ive-year   per iod,   Frui t ,   vegetables  and fodder  
supplies were seriously affected by the extreme drought. 
Perfomance i n  a n i m a l  husbmdry  compensated t o  some extent  f o r  
the p o o r  r e s u l t s   i n  the crop  sector.  Livestock numbers  have 
hardly  increased i n  recent   years  but t h e   y i e l d s  have  continued 
t o  improve. 

42. The 1970 plan  envisages a n ' '  increase o~f~"2'.~6$"~-in t o t a l  
agricultural  output. The main objectives  are:  fur ther  
mechanisation o f  a g r i c u l t u r e  and grea te r   inves tment   in  
melioration  worksp  the building o f  additional s t o r a g e   f a c i l i t i e s  
and t h e  improvement o f  t h e   q u a l i f i c a t i o n s  o f  ag r i cu l tu ra l   l abour .  
The repercussions o f  the bad 1969  harvest on animal production 
a re   i nev i t ab le  and t h i s  expla ins   the  lower  r a t e  o f  increase  
planned-. The severe  winter  1969-70 may m&e it d i f f i c u l t  t o  
reach this r a t h e r  modest t a r g e t .  

43. I n  conc lus ion ,   ap i cu l tu re  i n  t h e  '?GDRrg has undoubtedly 
reached a higher t echn ica l   l eve l  than i n  any o t h e r  C0mmuniS-i; 
country; output p e r   c a p i t a  and p e r  worker has r i s e n  i n  an economy 
where both the population a l d  the agricul&uyal labour force  are 
declining. Howevers i n  terms of pre-war e f f ic iency  and i n  view 
o f  the increase i n  post-war  inputs,   the overall  r i s e  i n  output 
i s  l e s s  i q r e s s i v e .  i7GDRtï zg r i cu l tu re  i s  st i l l  s u b j e c t   t o  the 
vagcaries o f  weather  conditions and wide a m u a l   f l u c t u a t i o n s   a r e  
inevi tab le  as demonstrated during t h e  past two years.  A s  
i n d i c a t e d   e m l i e r 4  a better  balance  between crop  and a n i m a l  
production is aimed at andl progress  i n  t h e   l a t t e r   s e c t o r  has 
been g rea t e s t .  The pe r   hec t a re   y i e lds  f o r  wheat,   rye,   potatoes 
and the  product ion o f  milk p e r  cow9 a re   t he   h ighes t  among East 
European  countries.  Yields  nevertheless s t i l l  lag far  behind 
those o f  the  Federal   Republ ic ,   par t icular ly  i n  potatoes ,  meat 
pe r   p ig ,  milk p e r  cow and eggs per..hen.- ..I*. does.: not seem very 
l i k e l y  that  the ggGDRrq will be ab le  t o  forego  imports  of grain sad 
f o o d s t u f f s  i n  the   near   fu ture .   Impor ts   dur ing   the  1965-68 per iod 
averazed 1.7 m i l l i o n  tons of grain 2nd 1.0 m i l l i o n  tons  of fodder  
annually, as wel l  as some high p r o t e i n  f o c d  supplements. The 
economy may wel l  be s e l f - s u f f i c i e n t  i n  a not too d i s t a n t  f u t u r e  
i n  meat  and dairy  products ,   despi te   the  set-back o f  1969 and t h e  
s l o w  recovery  expected for 1970. The output  per  person engaged 
i n  .zgriculture i s  still between  one-third and one half of that 
industry.   Agriculture,  which  accounts f o r  about 15% of t h e  
econon ica l ly   ac t ive   popu la t ion ,   con t r ibu te s   l e s s  than l@ t o  
t o t a l  GNP. 

..,,, 

( i i )  1,ndustg 
, I  

44. %st Germax recovery i n  t h e  immediate  post-war  ye32s 
was agparent lg  more delayed by Soviet  dismmtling of e n t e r n r i s e s  
than by t h e  war destructions.  Ivletallurgy,  the  Chemical and 
heavy  machine-building  industries,   suffered most  e Iflore than 

- I ,  
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half‘ of the  1936  capacity i n  these  branches was a c t u a l l y  
dism,wkled, The mavluf a c t w i n g   c a p a c i t y   l e f t  t o  Eastern Germany 
was predominantly  concentrated i n  l igh t  and food  indus t ry  and 
l i g h t  machine bui lding,  which cons t i tu ted   before   the  war the  
indus t r ia l   mains tay  of t h a t  part o f  Germmy. Sov ie t   l ev i e s  on 
current   product ion as payment o f  occupat ion  costs  and w a r  
damage reparat ion  charges  imposed a heavy  burden on i n d u s t r i a l  
output up till t h e  mid-1950s. Owing t o  the urgency of  the  needs 
of t h e   p r i v a t e  consumption f rom 1950-55, investment i n  East . ’ 

Germany grew less  r a p i d l y  than consumption, Up t o  1958 i n d u s t r i a l  
output   increased  nevertheless   ra ther  r q i d l y  as more previously 
id l e   capac i ty  was put i n t o  operat ion .zad private ownership ,of 
small business was still t o l e r a t e d  t o  a lar$er extent  tlla;? i n  any 
o t h e r  Communist country, In 1955  pr ivate  flrms ( inc lud ing  
hzadicraft)  accounted for more than  one-fifth of t o t a l  industrial 
production and nea r ly  a half o f  construction. 

45. Af te r  1958-59 the growth  o f  industrial  o u t p u t   p a d u a l l y  
slackened, The ch ief   sec tors  where t h e   r a t e  o f  expansioa 
remained f a i r l y  high were: chemicals  and  rubber,  metal 
p roductss ,   e lec t r ic  power =and electric21  engineering.  Since the 
rn id -1950~~   l i gn i t e ,   t he  main natural   resource  of  the  country,  
had t o  be extracted  from l e s s  productive  deposits.  The r7GDR’? was 
s h o r t  of  s t e e l  which had t o  be  imported from the  Soviet  Union and 
a f t e r  1958  output was modified t o  sui t  the   Sovie t  demand f o r  such 
“ s t ee l   i n t ens ive tp  machinery as s h i p s ,   r a i l r o a d  ro l l ing  s tock and 
equipment f o r  heavy  industry, The sh i f t  t o  the  Soviet  market 
a f f ec t ed  also t he   consmer  goods  industries whose output i n  1958 
w a s  still well  below  the  1936  level p The main reason f o r  t h e  
co’htinued lag  in- output o f  t h e  l i g h t  a161 f o o d  i n d u s t r i e s  was t h e  
f a c t  . tha t  tirhereas be fo re   pa r t i t i on  a l a rge   su rp lus  o f  such goods 
was sold i n  ;the  Western  part of Germanys the Communist count r ies  
were much l e s s   i n t e r e s t e d  in  such  products and the rather low 
l e v e l  of ‘investment o f  the  preceeding  per iod had also made itself 
f e l t .  On t o p  o f  all th i s ,  between  1949 and 1961 over 107: of t h e  
t o t a l  population had left the  OOGDRvt t o  join  the  Federal   Republic.  
According t o  t h e   o f f i c i a l  data o f  g r o s s  industrial  production, 
Which tends   to   exaggera te   the   ra tes  o f  growth, t h e  annual increase 
f e l l  from 12% i n  1959 t o  4% i n  1963,  the  lowest  f igure  ever 
recorded in  East Germa% s t a t i s t i c s  of t o t a l  industr ia l  production. 

industrial  expansion  picked up again reaching  roughly  the plan 
tu fwtse  Between  1964  zad  1967 an annual average  increzse of 
6.43 i n  g r o s s  i ndus t r i z l   ou tpu t  was o f f i c i a l ly   r eco rded .  

of the   th ree   p receeding   years  - while  the r a t e  achieved was 
6-l?:o The semi-state  sector,  which c o n s i s t s  o f  mixed 
e n t e r p r i s e s  i n  which t h e   S t a t e  owns more than half o f  t h e  
C a P i t d - ,  increased f a s t e r  t h a n  t h e   S t a t e   s e c t o r  f o r  the thi l -d  

.~ 

46. After 1963 aid the  beginning o f  t h e  “New Economic Systemqt, 

47. The 1968 p l a l  envisaged a grow-t;h of  6.4% - the  average 
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year  in  succession. As previously  this was due a l m o s t  
exclusively t o  increased  productivity as mapower employed i n  
industry  rose  only  very  slightly (+Ol3k>. The nost  favourable 
results seem t o  lmve been achieved in  the  uetdLlurgy  sector, 
chemical industry,  processing  nachinery and t r a n s p o r t  
equipnent. The lignitt? and power industr ies ,  however, fa i led  
t o  neet their  t a rge ts  and l i g h t  and food industries  increased 
o n l y  ,moderately. Sone durable  consmer goods ( te levis ion 
sets ,   refr igerators ,  washing nachines)  declined. 

48, In 1969 indus t ry   fu l f i l l ed  i t s  target  by expanding 
output 7% without  noticeable  increase i n  enploynent. 
Output o f  l ign i te   rose  3,3%, gas 3.4%. A s t r ikingly p o o r  
performance was reported i n  the output o f  elec.tr.i.ci.ty ,which .,. 'L  -.> 
apparently  increased by o n l y  2.9%, one o f  the  lowest  figures 
over the las t  twenty years, In-ne td lurgy   ou tput  o f  rol led 
products was said t o  have increased by 28.5%, t ha t  o f  s t e e l  
by 2,@, while  pig iron production  declined by 10.1%. M e t a  
working inilustry d i d  rather  well but durable consumer goods 
continued t o  decline, The cheaic,il  industry  apparently 
experienced d i f f i c u l t i e s   i n  i t s  conversion f r o n  carbo t o  
petrochemicals.  Output o f  cheaicaJ, fer t i l izers   increased by 
476, sulphuric acid by 3% and synthetic fibres by 1.1%. Other 
i t e m  such as caustic ~ 0 6 8 ,  calciun  carbide  declined. L i g h t  
and food-processing industries  rose somewhat l e s s  rapidly 
than the  overall  average. 

49. The 1970 plan envisages a r i s e  i n  the growth r a t e  
t o  8.4$, Electro-teclmical and electronics,  as well as the 
chemical industry  are  expected t o  grow rapidly,  Research 
in   t he   l a t t e r   s ec to r  i s  t o  be intensif ied.  On the  other 
hand the growth r a t e  o f  n e t a l l u r u  i s  t o  be considerably 
reduced. 

50, The ltGDRtt is undoubtedly  the n o s t  industr ie l ized 
o f  all COMECON countries, It hes  proportionally  the  largest 
share o f  t o t a l  labour force i n  industry (41 .l$) which accounts 
f o r  roughly two-thircis of t o t a l  Gm. Faced with a bottleneck 
in  manpower it has not the   poss ib i l i ty  o f  increasing  production 
by drawing additional  labour f ox.c.e-lnto ...the ... i n d u s t ~ i  .al...  process, 
a solution which has often been adopted by other  Comunist 
countries.  Industrial labour productivity  in  the 
which before  the war was a t   l e a s t  conparable t o  Western 
Germany, i s  about 35% l o w e r  thLm in  the  Federal  Republic i n  
1970- The bureaucratization of industry stn6 the  forcing of 
econouic  growth  have l e d  t o  a number of  dis tor t ions and 
lack of efficiency. h o n g  these may be quoted: the 
excessive  quantity of raw na te r i a l s  and energy  used i n  
industrial   proauction,  the  pil ing up o f  large  stocks of 
unsaleable ,goods and o f  SCSCE- goods hoarded. 'by producer@,  the 
lack o f  dynmisn  in  zpplying  science and technology in  
production,  the long delays i n  completing  construction 
projects,  the obsolescence o f  the  new equipnext  installed, 
the wastage o f  l abour .  

j-. +. 

11 GDR11 ' 
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- The "GDRI' uses zbout 30$ more r o l l e d   s t e e l   t h a n  
West European  countries f o r  the   p roduct ion  o f  t he  
sme  product   beczusc o f  t h e  poor  assortment of 
t h e  r o l l e d  s tee l ,   obsole te   des ign ,   h igh   losses  in  
processing. For  the  product ion of e l e c t r i c i t y   t h e  
I*GDRtf needs nearly one-third more f u e l  p e r  Kwh 
o f  n e t  power tlmn West Gernan power plants  ,because 
the  equipment is o l d  a d  less e f f i c i e n t  than the 
large units now be ing   bu i l t .  While e l e c t r i c  
power  consmed p e r  worker i n  industry i s  zhou t  the 
scale i n  t h e  lfGDR1* and i n  t h  Federc?3 Republic, 
output  o f  t he  East Gcmm workers i s  o n l y  about 
two-thirds   that  of t h e  West German eaployee, 
hence   e l ec t r i c  power consmed f o r  a s i n i l a  
p roduc t ion   vdue  i s  about 50% h i g h e r   i n  t'ne l tGDRtf .  

- Between 1955 a d  1965 i n d u s t r i a l   i n v e n t o r i e s  
increased at t h e   r a t e  o f  9% per  year ,  i.e. much 
more rapidly  than  product ion;  s tocks kept  by . the.  
t r a d e   o r g m i z a t i o n s  rose  a t  about  the same' r a t e .  

U Resouxes  ,al located t o  i n d u s t r i a l   r e s e a r c h  and 
development  have  been much l o w e r  i n  the  "GDR" than 

I i n  Westcm  countries,  Although  such  expenditures, 
ca l cu la t ed  as a percentage o f  GNP doubled  during 
the  15 years up t o  1965 from O. 3% t o  0.6%, t he  
corresponding figure f o r  the Federal  Republic 
in  1965 was 1 .G$. There a r e  no adequate   incent ives  
f o r  p ronot ing   the   in t roduct ion  o f  innovations in  
production. 

It t&cs  generally a t  l ea s t  twice as long t o  g e t  
a cons t ruc t ion  job done i n  t h e  IrGDR" as i n  the  
Fedcr,d  Republic. The East Geraans  have  pointed 
out   tha t   cons iderable   de lays  are inposed f o r  t he  
cons t ruc t ion  o f  l a r g e - s c d e  p r o j e c t s   ( i n  soue 
cases n o n  thLa 10 y e a s )  . ' When such   pro jec ts  a r e  
conpleted  their   equipnent ,  . nuch of i t  ordered 10 y e m s  
e u l i e r ,  i s  l i k e l y  t o  be outdated.  

- The p o c r  q u a l i t y  o f  the  new equipnent   ins ta l led  
i n  the rtGDR71 i s  cle2;rly  denonstrated by the  
difficulties n e t  when this equipnent i s  t o  be 
sold on Western m r k e t s  
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The  gap between industricd  production  in  the "GDR" and most 
of the  industrialised  Western  countries  has been widening o v e r  
the  last  decade.  According to Western  estimates  the  average 
aymud rate of growth  of net industrial  output  between  1960 
and  1968  has been 3.7% Sn the "GDR" against 4.9$ in  the 
Federal  Republic, 4.976 in  Prance and 5 -3% in  the  United  States, 

Construction 

51* Mainly  pre-occupied  with  rapid growth of  production, 
the  planners  tended to neglect the economic infras'tructure of 
the ltGDR't which  did not keep pace  with  the  upward  trends  of 
industrial  output.  The  buildin.. industrshas become a major 
cause of concern for t h e w  ,, .. ;ead.eTeB,kp. up till  -th.,$ :7960s 
the  sector  bad been rather neglected and the  available 
capaoities  are  inadequate to cope with  the  construction 
requirements.  The  building  industry  consists  largely of 
relatively small firm lacking  the  modern  equipnent needed 
f o r  large-scale vf.ork and the  regional  distribution  of  these 
firms  does not correspond to requirements,  ,Civil  engineering 
and basic  construction  therefore  constitute  bottlenecks  for 
further  expansion.  The poduction of building-materials  has 
increased less rapidly than overall  industrial  output.  Between 
1959 and 2965 only 40$ of the  plan targets were  reached. ; 

52,. Too' nay projects  have been undertaken  sinultaneously 
resulting  in an excessive  spreading of the  limited  construction 
capacities.  The  number of unfinished  projects has b e e n .  . ' 

increasing  fast  since  the  early 1960s. Although  this  problem  is 
comon to many Comunist countries  it  seems  particularly  acute 
in  the t tGDR1t .  According to certain  East  German  specialists. , 
in  1968  large-scale  projects  worth  between $2 and $4 million 
needed 5 to 6 years to conplete  and  those  worth  more  than 
$10 .million over -l0 years  which is much  longer  than  in  the . . 

Soviet  Union, 

53. Comnunist  governments  have  generally tended to give 
rather l ow priority to the  satisfaction of individual  housing 
needs.  The  building of dwellings,  considered  in Comunist 
terninology  as "non-productiiveit--'has-"beën lagging  behind  targets "..' 

More thcm half of the building  investments  are  absorbed by the 
'productiveti  sectors :', industry,  agriculture,  transport. The 
share of housing in tots construction  investnent  grew f rom 51$ 
in 1960 to 58$ in 1967.  During  the  last  three  years total 
output  in  the  building  sector  reportedly  rose  nuch nore  rapidly 
than  national  incone  but  the  t3,rgets for housing in the  current 
five-year plm 1966-70  nil1 not be reached. Even if  the 1,970 
plan  for  new  dwellings (779000)  were fully net, the  actual . 

five-year total. would  still f a l l  short by 339000 units (or S O S $ )  
of the  original  target' of 400,000 dwellings.  Future  product.ion 
increases  are to be obtained  through  inproved  productivity, 
larger nmbers of workers and special  enphzsis on 
pre-fabricated  buildings. 
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Transpor-t 

54. The i n l a n d  t r a a o r t  sy-stem i s  m o t h e r  weak s e c t o r  
i n ' t h e  economy. R a i l r o a d -  has   t r ad i t i ona l ly   been ,  m d  s t i l l  
is ,  by far the  'mos t  important par t  o f  the  t ransport   system. 
Performance o f  t h e   d i f f e r e n t   s e c t o r s   i n   t e r n s  of ton-kilometers 
f o r  inl,md merchcandise t r a n s p o r t   i n  1960  and 1968 was as 
follows : 

Railroad 

n e g l i g i b l e  1 n e g l i g i b l e  Air t r a n s p o r t  
4% 5$ Waterways 

18% 13$ Road t r a n s p o r t  
82% I m$ 

55*.' The t I G D R ' s r t  t ranspor t  sys t en  was s e r i o u s l y   d f e C t e d  
i n   t h e   i m e d i a t e  post-war  pcr iod by the   sys t ema t i c   d i snan t l ing  
of its . r a i l r o a d  network. It may be r eca l l ed   t ha t   du r ing  -the 
per iod  1945-50 the  Soviets  renoved one t r a c k  from a11 double- 
track l i n e s .  A s  a r e s u l t   t h e   c a p a c i t y  o f  the  system,  which 
be fo re   t he  war mounted t o  46$ o f  t h a t  o f  the Western p a r t  of  
Germany, i s  estirzated t o  have  been  reduced t o  only 33% i n  1950. 
Since  then both  parts o f  Germany have been i n c r e a s i n g   f h e i r  
ra i l road capac i ty  a t  about   the s a x  r a t e  and the  Western lesd  
i n  rail t r a n s p o r t  has remained  unchaged,  while  that '  of road 
t r a n s p o r t  hcts increased  rapidly, In view o f  the slow r a t e  of 
replacing  equiprrent  which  requires  heavy repair cos t s ,   t he  
nodest  rôle o f  long   d i s tance  road transport i n  the "GDR'! has 
only been ab le  t o  hcndle   the   t ra f f ic   genera ted  by the  post-wa? 
recoyery at t h e   c o s t  o f  h igh  operating  expenses and p o o r  
s e r v l c e  . 

5 6 ,  I n  l969 Dore .than h a l f  (52%) o f  t he  railroad 
t r a f f i c  was s t i l l  hzulecl  by s t em  locomot ives  as aga ins t  9$ 
i n  the Feder& Republic.   Given  the  intensity o f  i t s  u t i l i z a t i o n ,  
t h e  r a i l r o a d  systen i s  vulnerable  t o  external f a c t o r s .  The 
Severe 1969/70 winter  f o r  i n s tmce   has   s e r ious   r epe rcuss ions  
o n  the trznsport sys t en  which. i n  turn   cont r ibu ted  t o  t h e  
P o o r  Perforaance o f  i ndus t ry  during t h e   e a r l y  months 0.f t h i s  
y e a r ,  
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58 0- Because o f  p a r t i t i o n  ,md encouraged by the   Sov ie t  
Union, t h e  "GDR" s t a r t e d  i t s  own sh ipbui ld ing  industry and 
developed  Rostock as i t s  nain p o r t .  By 1968 the ''GDR" had .a 
nerchant  f l e e t  c o n s i s t i n g  o f  162  sea-going f r e i g h t e r s  with a 
gross tonnage of 776,709 t o n s  (Federal  Repxblic  5,990,395) 
I t s  shipyards are also producing  ships f o r  export ,  m a i n l y  t o  
t h e  USSR. 

D0msti .c Trade 

5,9. R e t a i l   t r a d e  d id  not e scape   t he   co l l ec t iv i sa t ion  
d r ive  which was inposed on a g r i c u l t u r e  and indus t ry ,  In 1950 
s l i g h t l y   l e s s  than half (47,3$) o f  r e t a i l   t r a d e  had been 
' l soc ia l i sed t t  and the p r i v a t e   s e c t o r  .- ,d.e.e~.~ne-d. . ; . ,~~t~er r a p i d l y  
during  the  decade, Ln 1.954. o n l y  one-third o f  t o t a l  r e t a i l  
t r ade  was s t i l l  in  p r i v a t e  hands and th i s  share  was reduced 
t o  a quar t e r  i n  1959. By 1968 the four-fi.fths (79.2%) o f  t h e  
hone t r a d e   s e c t o r  was c o l l e c t i v i s e d .  

.. 

60. According t o  o f f i c i a l  Communist sources,   the  growth 
r a t e  o f  trade  between  1965 and  3968 was somewhat sraal ler  thm 
that o f  Net Material   Product.  For  m y  yea r s  sales o f  
f o o d s t u f f s  had  been  increasing  fas ter   than  those  of   industr i ,& 

nea r ly   600  o f  t o t a l  sz lcs .  In 1968 f o r  t h e  first t ine s a e s  
of industrial  goods increzscd  more r a p i d l y  than food  products  
exceeding the planned r a t e  o f  increase .  This t r e n d  was 
continued i n  1969. It would seem that t h e  economic r e f o r n  
in t roduccd ' in   1968  provid ing  f o r  the establishment of 
'!co-operation unions", iayroved the co-ordination  between t r d e  
and industrial  e n t e r p r i s e s  ,and r e s u l t e d  i n  a be t t e r   ba l ance  
between  supply and denand, The supply o f  sone i n d u s t r i a l  
consumer  goods i s  now adequate  while others do n o t  Cor~eSpOnd 
t o  the wishes o f  t h e   c o n s m e r ,  

foods . In 1967 f o o d  and beverages  accounted f o r  

610  In 1969 r e t a i l  t r a d e  turnover rose  6.1$,, which was 
g r e a t e r  than t h c  pTari t a r g e t  (4.79) or the r a t e s   r eco rded  
s ince  1965. S a l e s  o f  i n d u s t r i d  goods rose  by 7-3$, but 
t h e i r   s h m e  i n  t o t a l  r e t a i l   t r a d e  rerzains l o w  ( 4 3 4 4 %  of t o t a l  
as aga ins t  56-57$ fo'ph food) ,  Stxxe-,di-ff?cult2es  were 
encountered i n  the   supply   o f   po ta toes  and vegetab les ;  neat and 
dairy products   incrccsed by zhout 3%. The Author i t ies   have  
n o t  been  able   to  u e c t  the r z p i d l y   d i v e r s i f y i n g  denand of 
industr ia l  consmer  goods ,  The inadequate  supply o f  goods of 
syn the t i c  xnd p l z s t i c  natcri,zls, children's c l o t h i n g  and 
footwear wns due apparent ly  t o  de lays  i n  instal l ing new 
capaci t ies .   Wait ing lists f o r  pas senge r   ca r s   a r e  s t i l l  longc 

f o o d s t u f f s  o f  3.65 and or^ industrid- goods  o f  5.1%. The long 
and harct win ter  1969/70,, - fo l lowing   the   ra ther   poor  harvest, 
has cut   the   supply  o f  p o t a t o e s ,  vege tab les  and  meat t o  the 

62., The 1970 plan enviscges an expansion i n  sales of 
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upbm population. socle sources   na in ta in   tha t   never   s ince   the  
a b o l i t i o n  o f  f o o d  r R t i o n i n g   i n  1958  have s h o r t a g e s   i n  f o o d  
supply  been as pronounced as i n   t h e   e a r l y  raonths o f  1970. 
The Au thor i t i e s   hwe   appa ren t ly  been  forced t o  decide on a 
n u b e r  o f  p r i o r i t i e s  as regards food  supp l i e s .  F u l l  and 
regular   suppl ies   have  t o  be sen t  ( a )  t o  E a s t  B e r l i n  and 
Leipzig where discontent  could  have  poli t ical   consequences 
which w o u l d  not esc?.pe no t i ce  i n  the  West ( b )  t o  f ac to ry  
canteens and i n d u s t r i a l  supply depots, ( c >  t o  d i s t r i c t  
cen t r e s  and t h e  larger t o w n s .  This   neans  that .   the   smaller  
towns and rural c e n t r e s  will f e e l   t h e   f u l l   i n p a c t  of shortage 
o f  f o o d s t u f f s  and l a c k  of choice. 

( c )  U t i l i s a t i , o n  o f  n a t i o n d  income 

ConsunPtion 

63e One o f  t h e  main : c h a r a c t e r i s t i c s  o f  t r ad i t i ona i .  
Comunist  economic pol icy  has been t o  pos tpone   the   sa t i s fac t ion  
o f  the  needs o f  the consmer  i n  favour o f  heavy inves tment   in  
r a p i d  growth which  would, l a t e r  on, allow gradual  inprovenent 
o f  t h e  l o t  o f  t he   consmer .   In  a d d i t i o n ,  p r io r i ty   has   been  
given t o  co l l ec t ive   s e rv i ces   ( educa t ion ,   hea l th )   ove r   p r iva t e  
consunption  except f o r  the   nos t  v i t a l  and general   needs ( food ,  
c l o t h i n g ) .  Only f ~ r l y  r ecen t ly  has at tent ion  been  given t o  
the   quant i ta t ive  improvenent  o f  p r i v a t e   c o n s m e r  goods  and 
durables.  However, i n   t h e   e a r l y  post-war years the   Sovie t  
occupiers o f  Gernany  were  faced  with  t3e  urgent  task of r i s i n g  
consuraption frora  a very lorn level .   Contrary t o  normal 
Comunist   pract ice ,   consmption  under   Soviet   control   rose 
f a s t e r   t h a n   i n v e s t n c n t ,  

64. Afte r  1958, when the  East Gernan l eaders   ga ined  S o m  
cpn t ro l   ove r   t he i r  econoray, they  returned t o  the t r a d i t i c n a l  
C o m u n i s t   l i n e  o f  p r i o r i t y  f o r  investment.  Consumption 
s tagnated,   err igrat ion r o s e  sharply till nid-1961:- and investment 
d i d  n o t   r i s e  as expected, However, a f t e r   t h e   i n t r o d u c t i o n  of 
t h e  'iNew Econonic System" i n  1963 t h e   r a t e  o f  expansion of 
investment rose ,  According t o  o f f i c i a l  lrGDR1l s t a t i s t i c s ,  UP till 
1955  about 90$ of t h e  Net I\ilcterid.  Product  went. t o  consunption. 
By i963 th i s  shslre was redu-ccd t o  83% and i n  1968 t o  76%. 
K t h   s p e c i d   e f f o r t s  u d e  t o  i rqrove   publ ic   hea l th ,   educa t ion  
and more recent ly   defence  expendi ture ,   the  share of publ ic  
c o n s u p t i o n  rose  f r o u  p,bou+ 9.58 i n  t o t a l  c o n s w p t i o n   i n  1955 
t o  70% i n  7960 a d  71.55 in 1968. In 1969 the   share  of 
National  Incone  devoted t o  c o n s u p t i o n   d e c l i n e d   f u r t h e r  t o  
about 75% and t h e  p1xn f o r  1970 f o r e s e e s   t h e , c o n t i n u a t i o n  of 
this t rend (74%) i n   f a v o u r  o f  increased   inves taent .  

with other Comunis t   count r ies  yJ.Jl?ich use s b i l a r  s t a t i s t i c 2 1  
nethods  but do not  pernit   comq,visons  with  Western  countries.  
According t o  Wes te rn   c ,dcda t lons   p r iva t e   consmpt ion   i n   Eas t  
Germany i n  1965-67 zbsorhod about 525 o f  t o t d  G N P  as aga ins t  
61% i n   t h e  Federal  Republic, This s h a r e   i n d i c a t e s  a s izeable  
d e c l i n e   i n  ComFarison with t h e   l a t e   f i f t i e s .  

65-  O f f i c i a l   f i g u r e s  c7,re usefu l   in   naking   conpar i sons  
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(ii) Investnent 

66* Since  1963, 2"s indicated earlier, investments hzve 
been rising nore rapidly' th2.n the  Net Material Product. In 
the four yecars 1966-69 total fixed capital  investment rose 
according  to official  sources by 7%, S%, 10% and 13% 
respectively, R further  inorcase of 71% is envisaged in the 
1970 plzn, In 1969 the rate  of growth achieved (13s) exceeded 
that planned (115) and was thc  highest  recorded in Eastern 
Europe. Nevertheless as cz share of National  Income,  investment 
i.n the aGDR'l is still the lowest  of all Eastern  European 
countries (the USSR excluded). In the past it had  been  much 
srnaller than in the Federa l  Republic and only reached a 
conparable l eve l  in 1968/69. 

- .. . 

67. The 1966-70 p l =  had enviszged an average annual 
rise of 5*$ in the Net Material  Product, based on an increase 
of capital investraent of 8.0-8.75 per year. The actual 
results (officiil. sources)  show, however, a slightly lower 
growth of NnP (5.27;) with a more rapid increase of 
investment (9.7%) indicating that the productivity of 
investnent did  not cone up t o  expectation. 

68, The distribution of investraent among the nain sectors 
of the econony between 1960 m d  1968 was as f o l l o w s :  

(offieid sources) 

l -  Sectors 

ther non-productive sectors 

69,. Since 1955 investment in the industrial  sector has 
been  1srgely.concentrated  on  the raw mzterials brmches 
(fuel and  power, mining, building materials) 2nd nachine 
building industries (vehicles, especially trucks, motorcycles 
and m e d i u  type nachines). Kthin light industry, glass and 
ccermics  received  specirl attention. There w f t s  less investment 
in the other se.ctors of light industry (textiles,  food industry, 
light consuner goods ) .  Botn:een '1956 and 1361 the rate of 
increase of invcstmnt was the  highest in mining, building 
materials, production of vehicles, energy, mcchinc building, 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



NAT O CONFIDEnTTIAZ - 3 6  e" 
-I- 

electro-technical equipment. From 1962  until 1966 the order 
of priority was nodified. Above average rates  of  growth of 
investnent were recorded in the  sectors producing:  electro- 
technic,d  equipnent,  mining, g l m s  m d  ceramics, high precision 
machinery m d  opticcd equipment, vehicles, aetal products, 
netallurgy, energy, building ncteri,ds, cheaical industry. 
Taking  into account the in6ustrial structure which  the lfGDRIt 
inherited f r o m  its pre-wcr past, the distribution 'of investment; 
is indicative o f  -the diversification introduced, largely  under 
the influence of  the  needs of its COM%CON partners i n  generpJ 
and the  Soviet Unian in particula. 

70, In 1968 the distribution o f  industrisl  investment 
among the various  sectors was c".s fo l lovm:  

Energy and fue ls  
Chemic,d industry 
Machine m c l  vehicle building 
Food industry 
Metallurgy 
Light  industry 
Electro-technic,al industry - 
Water supply 
Building materials 
Textiles 

Percentage of tot@ 

21 
21 
18 
7 
7 
7 
6 
5 
4 
4 

71. The 1969 investment progarme was on ,.the whole 
fulfilled. Donestic  machinery  supplies were conplenentcd by 
increased iclports, fron both East and West Europe, DaiaY 
o f  autonation and labour-szving equipraent, but construction 
lagged bonewhat beh.ind planned t,vgets. Production started 
in the case of 2 nuuber of priority  projects concerned with 
petrochemiccls, scientific instruments, electronic data 
processing equipment m c i  the buildin  industry, but delzys 
in the conpletion of various pl2mts ?i.e. for the chenical 
industry) continued to plague the planners. 

the  developnent of various  industrial  sectors with speci,d 
emphasis on the electronics,  electro-technical  and chemical 
industries, Engineering, electricd precision and optical 
instrument izdusti-ies are anong the I'selec-ted p r i o r i t y  sectors'' 
chosen by the planners. In general the autonation of existing 
plants is to be pursued m d  a considerable expansion of 
building  materials prociuction is conterrplated. It can  be 
ewected that  the  overall invc.stnent goa l s  of the five-year 
Plan 1966-70 w i l l  be rewhed but Rome sectors, as for instance 
the  chemical and the building naterials  industries nay fail to 
TeB.oh their twgets. It remains to be  seen how the need to 
import increased quantities of nodern equipment f ron Western 
industrfel  countries will be reconciled with the continued 
planned high sh2z-e of COMECON countries in the l lGDR'slf  foreign 
trade. 

72. In the 1970. plan cLttcntion is prinarily devoted to 
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73p The fac t   tha t   the   Federa l   Republ ic   can   devote  a 
l a r g e r  p a r t  o f  i t s  na t iond  income t o  bo th   p r iva t e  
consunption and inves tnent   than   the  "GDR" is t o  be explained 
by the   l x rge   sha re  absorbed i n  the  "GDR" by administration, 
defence 2nd pu'olic  services  (average 1965-67, "GDRt1: 18,5$, 
Federal  Republic 15%).  and by t h e   r e l a t i v e l y  high p a r t  of 
the  production which  accwaulates i n   s t o c k s  and re se rves  
( trGDR1l : 3.5$, PederiL  Republic: 1%). Up t o  1968, according 
t o  o 9 f i c i ; d   f i g u r e s ,   t h e   s t o c k s  and reserves  had been 
increas ing  a t  r a t e s   v a r y i n g  between 4% ( i n  1964) and 5.3$ 
( i n  1966). Stockpiling,  which was p a r t i a l l y  due t o  t he  
f i x i n g  o f  wrong p r i c e s ,  sccrzs t o  have  created  t rouble ,  The 
r a t e  o f .  i nc rease  i n  1968 was, however, apparently  lower 
( o f f i c i a l l y  + l e z $ )  t h m  in  e ~ r ~ ~ e r ~ . y - e ~ , . . , - p o ' s s i b l y  as a 
consequence o f  t h e   c l o s e r  links between  the  producing  units 
and t h e   s a l e   s e c t o r .  

.. . 

(d.) Ii'IWle_v: and f inance  

74, The r81e of  money in  a C o m n i s t   t y p e  of economy 
i s  obviously n o t  t h e   s m e  as i n  t h e  Western  market  economies, 
In a c e n t r a l  cornand econol;ly the   ob ' j ec t ives , and   t he   r e su l t s  
achieved Lare general ly   expressed in  physical   terms.  Money's 
func t ion  as a nediun o f  exchange i s  l imi t ed ,  as access t o  m a y  
inpor t an t  goods i s  d n i n i s t r a t i v e l y   c o n t r o l l e d :  i t  l a c k s   t h e  
degree o f  autonoDy it n o m d l y   p o s s e s s e s  i n  Western  countries, 
Money ,also serves  as t h e  unit o f  account i n  that the   va lue  of 
ind iv idua l  goods i s  expressed in  noney as i s  the   va lue  o f  
aggregates   conpris ing  different   produots ,   such as the   ou tput  
of e n t e r p r i s e s  o r  s e c t o r s  o f  t h e  economy and t h e   n a t i o n a l  
producte But t h e   p r i c e s  o f  goods and se rv ices   a r e   f i xed  by 
the   p l anne r s   p r iua r i ly  as a neans o f  ach iev ing   the i r  aims. 
Such p r i c e s  do  n o t  adequa te ly   r e f l ec t   t he   cos t  o f  supply, s t i l l  
less t h e   p r e s e n t   s i g n i f i c a x c e  o f  t he  good t o  u se r .  The 
weakness o f  t h e  Comunist nonetary  system i s  very  apparent i n  
fo re ign   t r ade ,  As t h c r e  i s  no reason why a p r i c e   f i x e d  by t h e  
planners i n  one country  should be acceptable  t o  those  elsewhere,  
the  value o f  goods  traded  between  Comunist   countries  has t o  
be based on p r i c e s   p r e v a i l i n g  on outside  markets.  The l i m i t e d  

t h a t  they  have  been  spared  the  problems  associated with 
noney, i n  particular inf la t ionpxy  pressure ,  The at tempts  t o  
, i nc rease . . t he   f l ex ib i l i t y  i n  the  econonic  system  through 
reforms  leading t o  a c e r t a i n  mount o f  autonomy of t he  
i n d i v i d u a l   e n t e r p r i s e ,  t o  t he   i n t roduc t ion  of "econonic 
incentiveslI and to the reduct ion  of the   inpor tance  o f  p h y s i c d  
t a r g e t  -and cont ro l   t en2  t o  enhance t h e   r $ l e  o f  c r e d i t   p o l l c i e s  
and the use o f  nonetary  techniques f o r  ensuring  the 
d i s t r ibu - t ion  o f  t he   na t iond   i ncone   acco rd ing  t o  the   p lan ,  

" -  rôle   played by noncy i n  t h e  C o m r i k s t  - -countr ies  has n o t  meant ,. . 
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I I ,  Y. .-e. L'%:- 

(i) IVrges and p r i c c s  

75* Up t o  t h e  middle of the  1950s the  supply o f  foods tu f f s  
rose more  r a p i d l y  thm personcd  incomes,  but when during  the 
second haif o f  the  decade, i n  an e f f o r t  t o  keep up with progress  
made i n   t h e  Federd.  Republic, pcrsonal  income r o s e  by about ArO$ 
without  corresponding  increase  in  consmer  .goods,   strong: 
i n f l a t iona ry   p re s su res   a rose .  These pressures   increased   in  1960 
when t h e   c o l l e c t i v i s a t i o n  o f  a g r i c u l t u r e  and bad weathey, 
culminated In acute  food  shortpges,  This inf la t ionary   t endency  
was r e f l e c t e d  i n  t h e  s h m p  inc rease  o f  savings  deposi ts .  The 
in t roduc t ion  o f  the  "ITew Economic System" i n  1963 inproved  both 
t h e   q u a l i t y  and v a r i e t y  of consuxer  goods  an2  the  inflationmy 
p res su re  recedecl. The builc?ing of the wall increased   the  
i s o l a t i o n  o f  the  llGDR" and r educed   t he   a5 i l i t y  o f  t he  East 
German wage emmer t o  make conparisons. In the  "GDR", as in  
m o s t  Comaunis% coun t r i e s ,   t he re   a r e   i nd ica t ions '  o f  suppressed 
i n f l a t i o n ,   b u t  i t  i s  l e s s  scrious than  elsewhere. 

7 6 .  Between 1960 1964, i n  c o n t r a s t  t o  o ther  COMECON 
. . ,. . 

coun t r i e s ,   t he  IIGDR" kept  raonetary  expansion  in  check and 
t o t a l  noney  incomes o f  the population rose  noderately  while on 
balance  prices  remained a l s o  s t a b l e .   I n   r e c e n t  yeam average 
nominal  wages 2,nd incomes  have  increased  sl ightly more r a p i d l y  
than  envisaged i n  the  five-year plan. 

Ra te s  o f  Growth 
($ over preceding y e a r )  

Off ic ia l   sources  

Averzge 

se rv ices  incomes 
per  Dan inc lus ive  wziges and 
output  Savings pr ice   index  nonina l  

R e t a i l   t r a d e  

Deposits i n   i n d u s t r y  

965 
1966 

3 * 8  5.3 14.3 0*4 
2.1 

1967 2 .-5 
1968 4.7 

l 1969 
l I n.8. l1 .O 6.7 

0.4 

5.8 11.6 i 0.3 
6.2 1'1 .l 0.3 
6.0 12.0 

1 

.%7* F o r  g969 no d z t a  on chmges i n  average  wages have SO 
fa r  been  published  but a r i se   coaparable  t o  t h a t  of 1968 C'an be 
expected  while   the  cost  of l i v i n g   i n c r e a s e d   v e r y   l i t t l e .  . '  

&rmers' incones, g i v e n   t h e   s e t b m k   i n   a g r i c u l t u r e ,   a r e   n o t  
e q e c t e d  - to  hzve   r i sen .   In  1968 according t o  t h e   o f f i c i a l  
s t a t i s t i c s  wages i n   t h e   v a r i o u s   s e c t o r s   v a r i e d  as f o l l o w s :  

Indus t ry :  l O0 
Agricu l ture  :: 95 e 6  

Construction: 108.2 
Transport:  105.8 
Trnde :: 83.5 
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.. . 
78, In 1969 total noney inconcs of the  population 

increased  by  about 4 billion  marks.  This  was  partly  due to 
increase  prenia  payments to workers and employees, a 6.8% 
rise  in  old  age and other  pensions and a 5.8% in  children's 
allowances. In 1970, per capita real: incoues  sb-ould  increase 
by 4% and the shazc of  social  transfer  payments  should 
inorease  still  fhrther. 

(ii)  The. banknksy,stes 

79* Since 1963 various masures to reorganize and 
adjust  the  financial  institutions to the  changing conditims 
have been considered. Up till  Jayluary 1968 the  "bar&slt  in 

fis State orgczns their task was sinply to verify  the 
implementation of the p l a n  taygets  expressed in physical 
units  of  inputs and outputs  without  being  required to 
assess  the  efficiency of the  enterprisest use of investnents 
which  were  entirely  provided by the  State in the form of 
interest-free  budget  subsidies.  Such a systen  obviously led 
to misuses and waste  of  investnents, 

. .  . . .. the r'GDR" had little  in  comon.w3.th:..-thaee .of....llleste.r~-.co~~r-ies,... 

In January '1968 the banking system was bas&mlly 
modified. The ai= of this reform was to use  the  banks as 
instrunents to conpol  the  enterprises to become nore 
conscious of the need to use the  resou-rces  at  their d i s p o s a l  
more  efficiently. To this end institutional  changes,were 
introauced. The central banking and the commercial banking 
functions  which had been combined hitherto  within  the 
Deutsche  Notenbank were separated  and  entrusted to two new 
banks: the  "Staatsbank der DDR" and the ')Industrie - und 
Handelsbank  der DDR", 

Council of  Mînisters,  fulfils  the  rôle of a central ba& viz,:.. 

(a) issues  the  national  currency and regulates  its 

Ca. The fomer ,  which  is  under  the  direct  control .of the - 

. .  

circulation; 

(b) keeps the accounts of --$the -.State,' receiving  the 
papents for  the Govement and  distributing 
via the network ,of specialised baas funds  put 
by the Goverment at  the d i s p o s a l  of enterprises 
and cconoaic  organs; 

( C )  keeps the accounts  of  the  credit  organs  which 
the central bank refinances; 

(a) holas the foreigx  currency  reserves  and 
effects  settlenent pqments through  its  agent, 
$he "Deutsche  Auszenl?andelsba&'* 
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82, The " Indus t r i e  - und Hznde1sban.k" -also depends on the 
counci l  of Minis ters .  It finances  investment i n  indus t ry ,  
cons t ruc t ion ,   t r ade  and t r a n s p o r t  and grants the  short-term 
c r e d i t s  f o r  current   purposes .  This bank d . S o  coht ro ls   the  
investment plms and supervises   the payment of p r o f i t  
con t r ibu t ions  t o  t h e   S t a t e .  

83;. Within  the new system  the banks are t o  be  used\ as 
instruments  f o r  ensu r ing   t ha t   t he   a l loca t ion  o f  resources  
decided by t h e  Government i s  implenented  with  the  highest  
possible   degree o f  e f f i c i ency ,  The increased  use o f  economic 
mechanisms has sonewhat enhaaced the  autonomy of the  barks on 
the   execu t ive   s ide   bu t   t he i r  powers o f  dec i s ion   a r e  s t i l l  
sha rp ly   l imi t ed ,   Cred i t s  a r e  t o  be a c c o r d e d   s t r i c t l y  i n  
conformity with the  pl,m, The new sys t en  i s  based on the 
asswption that t h e  i n t e r e s t s  of the  individual   producer  
wages a d  premia) t h e   e n t e r p r i s e   ( p r o f i t )  and t h e   S t a t e  
r a t e  of growth o f  t he  economy) -correspond,  but in case of 

c o n f l i c t   a c c e p t s   t h e  v i e w s  of the   Cent ra l   Author i t ies  as t o  ' .  

what t h e   c o m o n   i n t e r e s t  is, s o  t h a t ,  when judging  eff ic iency 
o f  r e s o u r c e s .   u t i l i z a t i o n ,   t h e  banks must n o t  be guided  purely 
by t h e i r  econo&c  consideration  but a l s o  t he   dec i s ions  by 
t h e   G o v e m e n t .  The bsrviks mw c h a r g e   d i f f e r e n t   r a t e s  of 
i n t e r e s t ,  delay o r  speed cp al locat ing  credi ts ,   but   they  have 
thenselves  t o  obey t o  the imperatives o f  the plan. The 
signific,ance o f  t he  r e f o r m  l i e s   i n   t h e   c h m g e  of nethods  used 
by the  banks and o t h e r   f i n a u l e i d   i n s t i t u t i o n s .  All 
expenditures  should i n  the   fu tu re  be covered by income in  
the  form o f  i n t e r e s t ,  fees, e t c .  Banks a r e  expectec?. t o  show 
a p r o f i t  envisaged in  t h e  p lan ,  

84. -The . f inanc ing  o f  invcs tnent  has beec. a l te red   g radual ly  
t o  provide f o r  nore f inancial  r e s p o n s i b i l i t y  f o r  t he   en te rp r i se .  
The r ô l e  of i n t e r e s t - f r e e   S t a t e   s u b s i d i e s  has been seriously 
reduced. To encourage a n o r e  e Î f i c i e n t  use o f  c a p i t a l  a new 
tax,' the .Product ion  Fund Levy was int roduced  in   January 1967. 
This tax varies  between 1.4$  ad! 6$ o f  the  t o t a l  value o f  
en t e rp r i se   cap i t a l ,   bo th   Î i xcd  and c i r c u l a t i n g ,   i n   o r d e r  t o  
Penal i se  those e n t e r p r i s e s  which keep excessive  s tocks.  The 
i n d u s t r i d .   p r i c e   r e f o r m s   i n   t h e  same year   increased  the 
estimated value of. t h e   c a p i t a l  on which t h i s  tax i s  l ev ied .  
Bank c r e d i t s  at i n t e r e s t   r a t e s   v a r y i n g  between 1.8% and 5.4$ 
(depending on the  type o f  loan and t h e   p r i o r i t y   a t t a c h e d  t o  i t  
bY the   S ta te )   have   been   incrcas ingly   used  t o  finance  investraent.  
Fixal lY  the  self- f inancing o f  en t e rp r i se s   ou t  o f  t h e i r  own 
a c c w u l a t e d  funds  and p r o f i t s  has been  strongly  encouraged. 

859 %?he p a t t e r n  o f  invcst l rent   f inance  has   a l tered: :  

5 aia*r ($ o f  t o t &  f i n m c i n d  

1 1 Self-financing 
r: c r ed i , t s  

%a*c subs ïd i e s  
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Sta t e   subs id i e s  will continue t o  be  used t o  f inance   in f ra -  
s t ructure   investments  n o t  d i r e c t l y   " p r o f i t a b l e "  and  such 
s e c t o r s  whose p r o f i t a b i l i t y  i n  economic  terms  nay appear 
doubtful but which are   nevertheless   oonsidered of vital 
importance t o  t h e  planners. In other   sectors   working a t  a 
p r o f i t ,  bank c r e d i t s  are g r a d u d l y   r e p l a c i n g   s u b s i d i e s  as 
f o r  ins tance  i n  indus t ry  and cons t ruc t ion   bu t  this process 
i s  much slower i n  agr icu l ture .   Wi th in   indus t ry  in  those 
branches  where expansion i s  r a p i d  and in  those  considered t o  
be p a r t i c u l a r l y  importpat ,  se l f - f inancing has been making 
rapid headway with the  encouragenent of t h e  Central Au thor i t i e s ,  

It remains t o  be  seen t o  what extent  these  reforms 
.. . w i l l  permit  econolric  effioiancy. . to .become . a  m a j o r  success 

i n d i c a t o r  within a c e n t r d l y   d i r e c t e d  economy. The banks a r e  
supposed t o . s e t  up a coap ï i ca t eà   con t ro l   sys t en  o f  assess ing  
the u t i l i z a t i o n  of capi t ,d  w i t h  which  they  axe n o t  familiar and 
they lack experience i n  t h e   f i e l d   o f . o p t i m i s a t i o n  o f  inputs .  
They w i l l  need a s t a f f  o f  f i n a c i d  and t echn ica l   expe r t s  
i f  they are t o  eva lua te  the risks involved i n  extending  credi ts ,  
and they may f a c e   c o n s i d e r a b l e   d , i f f i c u l t i e s  for doing s o  within 
%he s t r i c t  limits s e t  by the   overa l l   impera t ive  plan. 

87. Tihereas i n  Western  c iamtr ies   State   f inances depend 
l a r g e l y  on con t r ibu t ions  by i n d i v i d u a l s  and e n t e r p r i s e s ,  in  
the  Communist Sta tes  the n a t i o n a l  wealth i s  con t ro l l ed  by t h e  :. 

S t a t e  and the   bu lk  o f  Governent   expendi ture  comes from t h e  
Statc-ovmea e n t e r p r i s e s  in  t h e  f o r a  o f  p r o f i t  levy, interest  on 
capxta l  and turnover tax o n  consmer  goods,  Only a - s m a l l  
p r o p o r t i o n  o f  State   revenue comes fron d i r e c t   t a x e s  o n  
individual   incone.  

88, In t h e  IrGDRtr 'the main sources o f  revenue are: 

(c - )  a 6$ tax on the fixed and working c a p i t a l  pf 
e n t e r p r i s e s ;  

(c )  turnover tax on consmer goods  which v a r i e s  
according t o  product and can be said t o  serve 
the  purpose o f  l in i t ing  denand by reducing 
purchasing power; 

(d)   t axes  on wages ruld income. 

8g0. The budgetary  systen  used in  the  ''GDR'' is roughly 
similar t o  that o f  t he   Sov ie t  Union. Total budget  SPeEding 
i s  d i v i d e d   i n   f o u r  main ca tegor ies :  

. .. . ._ . 

(i) f i n a c i n g   t h e  na t iond  econony; 
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(.ii) var ious '   soc ia l   cu l tura l   measures   (educa t ion ,  
c u l t u r e ,   h e a l t h ,  s o c i d  s e r v i c e s ,   s o c i a l  
insurance)  ; 

(iii) defence  spending; 

(iv) administration, housing, l o c a l  government. 

Infomation zva i l ab le  on t h e  ''GDR" budget i s  l imi t ed  t o  such 
general   headings as indicated.  Among t h e s e ,   s o c i a l  ayld 
c u l b a l .   p r o j e c t s   m e   t h e   o n l y   d e t a i l e d   o n e s ,  IIowever, it is  
impossible t o  show - even for such  expenditures,   . the  true 
s t ruc ture   because  of continuously  chcmging  definit ions and 
double count ing .   Uoreover ,   the   loca l   budgets   (d i s t r ic t s ,  
c i t i e s  and l o c a l  m t h o r i t i e s )  -e included and form p a r t  of 
the Government budget. 

90, During t h e .  1960-63 period  about  two-thirds of t he  
na t iona l   incone  was channelled  through  the  budget (as aga ins t  
35% in the Federal  Republic),  Following  the  economic  refom 
measures ,   the   . share  of  national income r e d i s t r i b u t e d  by the 
S t a t e  grn,duaJ-ly decl ined t o  about 50% today. The nain  source 
o f  S t a t e   r e c e i p t s  i s  supplied by t h e   e n t e r p r i s e s .  In 1960-63 
about three-quarters  , o f  the  State   revenue came from the 
turnover tax paid by e n t e r p r i s e s ,  A s  a r e s u l t  o f  the  reform 
this percentage  decreased t o  about 65%. The production fund 
levy  has  gained  growing  importance as a source o f  S t a t e  income 
i n  the  mos t  r ecen t  years, 

gb, The budget  estimates € o r  1970 pro'vide  revenues a d  
e m e n d i t u r e  o f  about 79,000 million marks, a 7% increase '  over  
t h e  1969 budget,  including-11,OOO Illillion marks represent ing  
the  investment  funds of e n t e r p r i s e s  which a r e  o n l y  formally 
part  of Goverment  revenues 2nd expenditure.  No na jor .   chmges  
hslve been  introduced i n  t h e   d i s t r i b u t i o n  o f  the  expenditure,  
If the   inves tnent  funds a r e  subt rac ted  f r o m  the  budget ,   subsidies  
t o  t h e   n a t i o n a l  economy absorb about 138 o f  t he  t o t a l ,  s o c i a l  
c u l t u r d  measures 39$, pkhinistrztion, b o t h  l o c a l  and c e n t r c d o  
howir,g axd n iscc l lzneous  others 38$ and defence 10%. V a r i O U S  
subhidies  t o  the  economic s e c t o r s  amount t o  about I I  b i l l i o n  
narkq, an mount   roughly similar t o  tha t   p rovided  by the  
e n t e r p r i s e s '  Q V ~  investment f m d s e  b o n g   t h e   s o c i a l   c u l t u r d  
neasuree r,eLarly three-qumters  are absorbed by t h e   s o c i a l  
i n m r m c e  systen and t h e   s o c i a l  and p u b l i c   h e a l t h   s e r v i c e s ,  the 
remaining  quarter  going 32ainly t o  education which  accounts f o r  
about 8.5% of t he  t o t s 1  budget. 
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1,000 m i l l i o n  marks each  year. In  1962 the   budget   f igure  near ly  
t r i p l e d  t o  reach 2,700 m i l l i o n  marks and it  is  believed that  
s ince  then it has become more i nd ica t ive  o f  actual spending f o r  
personnel, impor ts  o f  military equipment,  construction and 
exercises  and manoeuvres. 

, , , , , a . ,  

O f f i c i a l  Defence B u d : c ~  

l $ increase 

marks preceding 
i n  b i l l i o n  over 

year 

1963 2.2, + 3.7 
1964 2.9 

647 + 6.3 19'70 
+ 8.6 6-3 1969 
+6l.l 5.8 1968 
3- .g.1 3.6 1967 
+ 6,4 3.3 1966 
+ 6.9 3.1 196 5 
+ 3.6 

t 

.- 

A s  c m  be  seen  from t h i s  table ,   the   defence budget increased on 
average  by  about 6$ per  year  between 1963 avld 1967. In  1968 the 
defence budget rose  by 61$. A l a r g e   p a r t  o f  t h i s  increase  seemsp 
however, t o  be due t o  the inc lus ion  i n  the  defence  vote  of 
securi ty   expendi ture  previously included  under   other   categories  
of the budget,  Simultaneously an e f fo r t  t o  mcdernise army 
equipment t o o k  place,  which  contributed  undoubtedly  to  the 
increase but t c  an ex tea t  that cannot   be  ident i f ied  given the 
swi tch   to   d i f fe ren t   def in i t ions   to   those   inc luded  i n  this 
budget  item, 

93. A s  i n  the case of o the r  Communist coun t r i e sp   t he  rrGDR:l 
budget  f igures do n o t  cover ail1 t h e  m i l i t a r y  expenditures 
generally  included i n  Western  defence  budgets, For ins tance ,  o f  
al1 W!"JaJ?sam Pac t   coun t r i e s   t he  rvGDRPr has the lslrgest  number of 
Soviet t r o o p s  pemanent ly   s ta t ioned  on  i t s  t e r r i t o r y .  According 

.". t o  a recent ly   publ ished E a s t  Ceman .seport   the  USSR has. paid al1 
costs  connected with t h e  stationing o f  Soviet  t r o o p s  i n  t h e  "GDR" 
s ince 1959 but it i s  not  excluded that  some f o r m  o f  compensation 
f o r  such  costs  might have been  applied  by  the r9GDRPv, e i t h e r  i n  
the  fora o f  goods exported o r  i n  the  f o r m  of  exports  under 
special  conditions,  Furthermore,  the roGDR:l is dependent on the  
USSR for i t s  heavy m i l i t a r y  equipment (tanks, armoured vehic les ,  
missiles, a i r c r a f t ) .  Domestic producticn of weapons i s  s m a l l  
except for minesweepers, m o t o r  vehicles,  communication  equipment 
and small a r m s .  It i s  not known t o  what ex ten t  sales o f  m i l i t m y  
re la ted   i t ems  such as o p t i c d .  and p rec i s ion  equipment t o  the 
Soviet Union off se t  r7GDRr: purchases o f  mili tary  hardware,  o r  what 
p a r t  o f  such  purchases i s  ccvered  by  the  budget. 
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940 The ooGDRf' was f o r  a l o n g  t ime  the  only Warsaw Pact 
member with no compulsory mi l i ta ry   se rv ice .  This s i tuat ion 
ended with the  adopt ion of a conscr ip t ion  law i n  January 1962 
making a l l  males  between  the  ages of 18 m d  26 y e a r s   l i a b l e  f o r  
a b a s i c  term of 18 months mi l i ta ry   se rv ice .  Army ground f o r c e s  
are r e l a t i v e l y  s m a l l  i n  number ( t o t a l   f o r c e s :  126,000 men)9 
primarily  because  of  the  shortage o f  manpower, but a r e  pat terned 
on  the Soviet  army with high mobili ty  f irepower and f l e x i b i l i t y  
fo r   t ac t i ca l   nuc lea r   war fa re .  It i s  d i f f i c u l t  t o  evaluate  the 
r e a l  cos t  o f  the  actual   defence e f fo r t  i n  terms  comparable t o  
Western  outlays. In  1970 the  bxdget f o r  defence w i l l  probably 
m o u n t  t o  about 6$ of t h e  Net Material  Product.  Estimated 
defence  spending no t  included in  the  budget.  may add another l$ 
t o  1-55 o f  NMP which would lead t a   t h e  assumption tha t  t o t a l  
mil i tary  spending may be estimated somewhere between 7% and 
7.57; o f  t h e  Net Material  Product,  which wotJd correspond 
roughly . t o  between 5 9  55 and 6.5% o f  GNP. 

( e )  Standard of- 
I t I t O I I I ,  

95. Comparisons o f  standard of l iv ing  are  hazardous t o  
e q r e s s  i n  f i g u r e s  as the q u a l i t a t i v e   f a c t o r s   p l a y  a 
determining  r8le  i n  any  appreciation o f  t he  s o r t .  Nevertheless, 
d l  spec ia l i s t s   ag ree  that the  populat ion o f  t h e  ovGDRrv enjoys 
the highest   s tandard o f  l i v i n g  o f  al1 Ccr,urnunist countr ies .  
Evaluations o f  g r o s s  nat iona l   p roduct   per   cap i ta  may be 
indFcative  of the stage  reached i n  the  product ion o f  goods and 
se rv iceso  but they $!O n o t  p e r m i t  t o  evaluate  the  degree o f  
u t i l i z a t i o n  o f  t he  wealth produced. In  terms o f  GNP per  head, 
Czechoslcvakia might lmve a lead  over  the riGDR99, but as 
investment and s tockp i l ing  i n  t h e  former absorbs a l a rge r   sha re  
of  consumption  per  head i s  l a r g e r  i n  t h e  9oGDR*o. In f a c t ,  
i n  terns o f  pe r  c z p i t a  consumption t h e  %ast German population 
occupies m intermediate  posit ion  between  the  Federal   Republic 
and the o t h e r  East Europe= countries  amounting t o  about 
two-thirds  of West Gcrmm per   cap i t a  consumption and between 
40$ and 45% above the   l eve l   reached  i n  the  Soviet  Union. 

36, Consumption c f   foods tuf fs   per  head i s  roughly 
comprable  i n  bo th   pcv t s  o f  Germany but   the  East G e r m a n  d i e t 9  
though  equivalent i n  calories  absorbed, i s  much l e s s  varied. 
The average toGDRrp consumer takes more s t a c h y  f o o d s  (potatoes ,  
bread) fa t s ,  and also vegetables,   but less qual i ty   meats ,   f resh  
frv-it ,  milk,  t ea ,   co f fee ,  than the  average  Federal  Republic 
c i t i z e n .  
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Annual per  Ca-ption o f  Selected Foods tuf fs  (2967) 
. .  

(3.5.) Consumer durables and services 

9'7* Consumer mznufactures in  the "GDR" are  particulm-ly 
lacking  in  quali ty as compared t o  Western s t anda rds ,  Shoes 
and clothing produced i n  the 'GDR" could  find no market in  
Western Europe, and t he i r  poor  quali ty has l e d  t o  the  recurrent 
build-up o f  unsa2edde s t o a s  despite drastic reductions  in 
prices of unsold  merchandise.  This is not to-.deny  that 
considerable progress has been achieved over the l a s t  decade, 
but the  expectations of the consumer have apparently grown 
more rapidly, The most  serious  deficiencies i n  the "GDRn are i n  
the  supply o f  the more expensive items such as  automobiles, 
refr igerators ,   te levis ion  sets  m d  i n  private  services. The 
lack o f  automobiles  (about 48 per  1,000 inhabitants  in 1967 as 
conpwed t o  230 i n  France, 184 i n  the  Federal  Republic and 5 
.in the USSR) has been partly compensated by the use of 
notorcycles and low cost  public t r a n s p o r t .  The use of 
telephones  has expanded but  remains well below tha t   i n  the 
Federal  Republic and i s  mainly  confined to of f i c i a l s ,  d o u t o r s  
wd others  requiring  telephones f o r  t h e i r  work. Consumer 
services  (barbers,   tai lors,   laundries) have not  kept pace 
with  rising demmcf and enployment in private  services  (building 
and mechmical trczdes) has  declined t a . l . o w  levels .  I .. ,_ 

(iii) Housing 

98, The poor quzlity of housing  constitutes one of the  . 

nost glaring  'deficiencies i n  the Less severe war d a w s  
than in  the Federal  RepublLc and the decreas5ng  population  Until 
1961 tended t o  ease  the  housing  situation  but  new.construction 
lagged  behind  requirements, A s  a result, although East Germzs 
may haw nore housing units per  capi ta  and pay much less 
rent  than i n  the West, the  useful l iving space (18.3 s q . m  i n  
1967 as against 21.5 3q.n i n  the  Federal  Republic) i s  smdler ,  
the  houses  are much o l d e r  2nd poorly  equipped. 64% of the 
"GDR'! houses i n  1967 haci no inside t o i l e t ,  bath n o r  centred 
heat;ing, A s  a consequence, since 1960 the   repair  works z,bsorbed 
on average  about 30% of the outlays f o r  building. 
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( iv)   Heal th ,   ou l ture  and ed-ucation 

g g 6  c o n t r a s t  to p r i v a t e   s e r v i c e s   t h e  "GDR" has  
emphasized  ,me.4ical and edücat ional-   services .  The' nuxgber of 

un ivers i ty   educa t ion   has   bscn   kept  open t o  as l z r g e  a group as 
poss ib le ,   Scholarsh ips  and s tudy   gran ts  have been  extended 
o n  a l m g e  s c a l e ,  However, the  scope o f  East  German education 
seeas  nore  nwrowly  confined t o  t h e   t e c h n i c a l  and s c i e n t - i f i o .  
needs 'of t he  econoay  and  burdened with p o l i t i c a l   i n d o c t r i n a t i o n .  
Considerable  resources  are  devoted t o  medical Semices ,  k y  
new h o s p i t a l s  and res t   houses   have   been   bu i l t  but doctors  are  
s t i l l  r e l a t i v e l y   s c a r c e  ( in 1966 12 doctors  and 4 den t i s t s , , '  
per  10,000 p e o p l e )  and the  elderly groupe in  an ageixlg . 
popula t ion   a re  the mos t  affecte;  3y GXs  shortage.  

a t  d l  educational  Leveis has risen s t e a d i l y  and 

(vT- .. ~ aurchslsin . -  . .  . . . . . . . . . ,. . ,. . 
. -  

g '  power 'of incomes 
,.,. . 

100, The gener,al t rend i n  the' ;  "GDR"' ha$ been  towards 
more e q u a l i t y  o f  l iv ing   s tandards .  The average nomiml  household 
income appears t o  be  about  the same as. in   the  Federal .   Republ ic ,  
but  i n  . the IrGDRt1 extreme  incones  (high o r  l o w )  a r e   l e s s  freqLleqt 
than  i n  the   FederLa   Republ ic .   S imi la r ly ,   the   p r ice   s t ruc ture  
seeks t o  favour the  l o w  incone  groups. Low p r i c e s   a r e  
maintained f o r  such  goods as bread, publ ic   t ranspor t ,   hous ing ,  
heal th ,   educkt ion,   while  on t h e   o t h e r  hand, autonobi les ,  
t e l e v i s i o n  se$s, coffee,  t r o p i c a l  fruits, a r e   t r e a t e d  as 
luxury  goods .and kept  expensive. It has been  calculated  that  
in: 1966 1 k i l o  of rye.   bread  required  the  equivalent  o f  ? O  minutes 
of t he   i ndus t ry  worker in  the %DR1' as a g a i n s t  15 n inutes  i n  
the  -FederLa  Republ ic ,  I . k i l o  o f  potatoes   equal led 17 minutes .  
work in t h e  I'GI>R.'' 2nd 27 minutes i n  the  Federal   Republ ic ,  but  
a t  the  other  extrenie l ' k i l o  o f  cof fee   requi red  23 hours i n  
t h e  %DR'' as a g e i n s t  3 hours 46 minutes i n  the  Federal   Republic,  
S i E i l a r l Y  the  C o s t  o f  c?, p r i v a t e   c m  represents i n  the  ltGDRf' 
about 5 times nore  hours of  work th=  in   the   Federa l   Republ ic ,  
These  t rends towards equa l i za t ion  do n o t  apply t o  t he   pa r ty  
l e a d e r s h i p -  The S t a t e   r a t i o n i n g  of a11 housing f o r -  instrznce 
f avour s   t he .   d i s t r ibu t î . on  o f  the  better-equipped  dwellings t o '  
those  Wh0 suPPort  the re'gine and t h e  same i s  %rue f o r  telephones, 
au tomobi les ,   se rv ices ,   e tc .  

(a> Foreign eco-romic r e l a t i o n s  
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w a r  from the Western par t  o f  the  cowltry. This policy 
was replaced .i.n t h e  ca.rly 1960s by the  general aim t o  turn 
the "GDR" in to  a major supplier o f  t echn icd ly  advanced 
industrial  products to the CONpECON partners. This led t o  a 
rapid development o f  the  electro-technical, o p t i c a l ,  precision 
nechanicd  industries and not least  the machine-building and 
chemical ifidustries, A s  a r e s u l t ,  the  foreign  trade of the 
tfGDRfl took--a d i s t inc t  one-sided orientation towards the East, 
The GONLFCON partners i n  "turn', apart f r o m  s t ra tegic  and 
p o l i t i c a l  considerations, have  developed a strong  vested 
in t e re s t   i n  the maintenance o f  the "GDR" as a main supplier of 
sophisticated c a p i t a l  goods not p a p . b l e  in convertible 
currencies 

average  annual r a t e  of 6,3$ between 1960 and 1968 t o  reach 
30.1 mi l l i a rd  valuta narks (about $7 bi l l ion)  , . This increase 
of 63% in  trade  since 1960 can be compared with an increas,e 
of 38% in   the  Net N a t e r i d  Product  over the  same period,  . . In 
1968, impor t s  mounted t o  11% o f  t h e  NMP and exp0rt.s t o  12.3%. 
The calculations %re, however, .based on valuta marks of which 
the exchange r a t e  i s  4-20 t o  the US $, Bearing i n  mind the 
differences between the  purchasing power o f  the East German 
nark and the  valuta nark, it might be estinated  that  t o t a l  
foreign trade (i.*e* imports plus exports)  represented over 30s 
of the GNP i n  1968 as  against 28$ in  the Federal  Republic. 
These resu l t s  r e f l e c t  the  econonic p o l i c y  o f  the  leadership 
which  Antends t o  rely  increasingly on foreign trade as a 
factor  of economic growth. 

. . .  

102* According t o  "GDRft sources,  foreign  trade  rose at c?y1 

( L i )  GeographJcal d i s t r - u t i o n  of f o r e i m  tra& 

trade has  fluctuated between' 79% i n  1962, 72% i n  1966. and 
'76% in 1968. During the sane er iod  the share of non- 
Communist developed countries  ?including the Federal  Republic) 
varied between 17% i n  1962, 22% i n  1966 and 20% in 1968, 
with the developing  countries of the non-Connunist w o r l d  
remained a t  about 4$. 

103, The share of C0MnUnis-t countries  in "GDR" f o r e i p  

Comunist  countries, . -  

4040 The Soviet Union renains by f a r  the m o s t  inport=* 
trade  partner o f  the ?mT. In  1968 i t s  share  in  the t o t a l  
anounted t o  43% as against  nearly 50% i n  4962. In  Vdue this 
trade rose  f r o m  8 nilliard valuta  clarks i n  l960 t o  nearly 
13 rail l iard  in 1968 (exports  6,582 million valuta narks; 
impor ts  69269 million valuta  narks), representing 15.5% 
of t o t a l  S o v i e t  trade and naking the ,!GDRtt the nost importavlt 
trading  partner o f  the USSR. 
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lm. The other COMEEON countries absorb about a quarter 
of t o t a l  f o r e i g n  trade of the " G D R r  The o r d e r  o f  inportance 
of these  countries  in 1968 \vas as fo1 lows :  

; JO~.  The s h a p  o f  the  countries was about 
27%9' less than half o f  wlth Comunist 
a i n a  (expor t s  157 n i l l i on  vcaluta narks;  inports 116 nill i ,on 
valuta  mau.lrs), re f lec t ing  .a sharp fall compared with 1960 when 
China absorbed - n e a l y  4.5% of, t o t a l  "GDR" foreign "ad-e. Trade 
with North Vietnm and N o r t h  Korea consisted  nainly o f  "GDRf1 
eworts   (about  1% of t o t a l  exports i n  each  case)  but I'GDRII 
imports from these  countries wer'e negligible.  

1968 turnover  with  that countxy (exports  151 n i l l i o n  valuta 
narks; i n p o r t s  148 Million valuta narks) exceeded exports 
plus inports t o  and f r o n  Comunist China. In 1968 this 
t rade   to ta l led  about l$ of foreign trade o f  the 'rGDR'r and was 
about the sane as   tha t  with nost  industrialised Western 
countries ( I ) . .- . . 

107, Trade with Cuba after 1960 expanded rapidly and i n  
-211 

". - , , . ~, . . ,  - - Non- C.ozmuni s t  c-ountri e S, 

10s The NATO countr ies  had a shar.e o f  about 6.3% i n  
t o t a l  ? o r c i s  trade o f  th-e %DRt1 between 1960 and 1968( l ) 
The rzost. i n p o r t a n t  Western t rade partners o f  the "GDR" a r e  
obviously the  industrid.   countries:  

I Sweden . 

Swit  zerl,md 
Netherlands 

I 144 
III 
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xoQu bong t h e  Comunist count r ies ,  the "GDR" is t h e  one 
where t r a d e  with the developing  countr ies  o f  the  non-Comunist 
vvorld.plays the snal les t  r c l e ,  The TJnited Arab Republic 
has roughly the s m e  share as Commnist China (O. 9% o f  t o t a l )  and 
India and Braz i l   absorbs  nost o f  t h e   r e n a i n i n g  (0.7% and 0.6$ 
r e spec t ive ly ) .  

Comodity  conposi t ion o f  fo re ign  trade 

XXO,, Official infornation on the comodi ty  pattern of  
!*GDRI! f o r e i a  trade i s  d i f f i c u l t  t o   r e c o n c i l e  with the usual 
Western definit ions.  Nevertheless, it i s  clear that  the 
comodi ty   conpos i t ion  is doclinated by two imperatives:  the 
heavy dependence on raw m a t e r i ~ . ' , i ~ o r t . s . - - ~ d " - ~ ~ e  need t o  
export  industrial products,  

32.1, In 1968, 60% o f  t o t a l  i npor t s   cons i s t ed  of raw 
n a t e r i c d s ,  seni-finished products and fue ls ,  i n  addi t ion  
f o o d s t u f f s  accounted f o r  17% o f  imports,  machinery and 
equipment f o r  about 205, consurner goods f o r  3%. Inpor t s  of 
foods tu f f s  have tended t o   d e c r e a s e  up till 1968 as a r e s u l t  
o f  the  developnent o f  agriculture,' bu t  t h e  bad harvest i n  
1969 i s  bound t o   r e v e r s e  t h i s  trend as f o o d  i m p o r t s  w i l l  
probably absorb in  1970 a q u a r t e r  o f  t o t a l  i n p o r t s  i f  n o t  nore- 
Since  1960  the  conposit ion o f  imports  has undergone:  sone 
najor changes, Imports o f  products  o f  the   meta l   p rocess ing  
industr im have steadily increased  the i r  share while   those Of 
raw mate r i a l s  and a g r i c u l t u r a l   p r o d u c t s  as well as o f  the 
light asrd food industries tended t o  dec l ine .  This trend i s  
i n d i c a t i v e  of  t h e  desire t o   i n c r a a s e  the imports  o f  h igh ly  
produotive inves-bent goods. 

11.2, On t h e  export side,  the   type  of  goods s o l d  has 
broadly been kept unchmged  eince  1960.  Machinery and 
equipment . r ep resen t s   nez r ly  half o f  t o t a l   e x p o r t s  and 
consurner  goods  about  one-fifth, Raw m a t e r i a l s ,   f u e l s  and 
semi-finished materials, accounted f o r  m o s t  o f  the r e s t  and 
f o o d s t u f f s  f o r  a minor f r ac t ion   ( abou t  3%). The dominant 
rÔ.le p l w e d  by. the products o f  t h e  met.al   processing industry 
has been rrlaintairied (5.6% of t o t d  exports  i n  1968). 

( i v )  Economic co-operation within COIVBCON 

X U e .  The "GDR" occupies a pr ivi leged p o s i t i o n  within the 
COMECON community, V i t h  0.4%. o f  the t o t a l  3rea and only 5.15 
of i t s  popula t ion ,  i t s  share .in t o t a l  COMECON exports amounted 
i n  1967 t o  18%. This p o s i t i o n  has', however, been gradually 
eroded ( in .  1958 this percentage was 22%) as a resu l t  of 
expanding. eqports, 'mainly by Bulgaria and t o  a lesser e x t e n t  
by Hungary, whi le   the  USSR (375)  m d  Rumania (5%) main-kained 2- 
constant ... . . . .  share in ,  t o t a l  . I  . . .exports  . .  of COMECON. The 'IGDR" has 
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only been able to  keep its position at the expense of  the 
development of its exports to  the  Western industrialized 
countries. Its share in CONECON exports t o  the ind~nstridized 
West declined from 23% in 1958 to 14% in 1967. Heavy delivery 
commitments to the Soviet Union and its efforts to keep its 

' ,  leading  rôle in CON?3CON reduce its capabilities of expanding 
its exports to ileveloping  countries. The I1GDR" industry is 
undoubtedly  the nost advr-nced  te,chnologically within the 
C-OlbECON area, yet it fails in competition  with  the  West in 
open markets. This helps t o  explain why the "GDR" appears to 
favour a relative degree of COPJZX33N autarky all the  more since 
within this =ea its nost direct competitors,'Czechoslovakia, 
suffered Some disruption. of its industry in 1968. In addition, 
this attitude i s  politic,dly motivated by the wish to appe,m 
as a l o y a l  a147 of MOSCOW. 

1x4. VS'hile the llGDR1l had originally been a strong suppo&er 
of closer COMECON integration, it has gradually  come to the view 
that it would have little to gain from  closer'regionzl 
integration at this stage and has even occ.asionally given some 
support t o  Rumania in its anti-integration stand (COMECON 
council  meetings in ear ly 1969). kt the same time  the "GDR" has 
concentrated its efforts on'strengthening its bilateral ties 
with the Soviet  Union so .as to ,appear increasingly as the main 
economic  partner o f  the USSR in COIECON. Hence  its readiness 
to insist on long-term planning co-ordination, specialization 
and  co-operation with the aim of maintaining its predominant 
position in a more closed econolllic community. On the  other 
h a d ,  the "GDR" has been opposed to the  free exchange of 
inforaation and documentation in the scientific and technicd 
fields mong COMBCON nember  countries  but would welcone any 
expansion of co-operation in research o n  a business footing. 
The "GDR" has been  constatly expressing the  view  that 
' 'scientific-teclulologicQ findings represent merchandise whose 
exchmge required stimlation by economic means" (l ) . 

115, The has paticipated in a few cases of joint 
investment projects s e t  up  with the assist3nce o f  other cOMEcoI\J 
countries  such as a cellulose plant in Rumania initiated in 
1956, a phosphate mine project in the Estonian Soviet Republic 
begun in 1963. It a l s o  invested in Polish lignite mining. . 

In 7967 the IrGDRtt agreed to deliver  capital goods on credit to 
the Soviet  Union in return for .. o i l .  ..ad fuyther investments in 
the  Soviet  Union  were agreed in 1969 but  the  comodities and 
m o u n t s  involved wcm not revealed. Co-operation with the USSR 
Will mainly develop in t n e  chemical  sector, electronics, 
mechaicd engineering, shipbuilding and the  development of 
na tu rd  gas resources. Srarious specialized  working p r o g r m e s  
have  been s e t  up 2nd contacts at ninisterial  level  have  been 
established. 

(1) HUrfml in "Socialistische Aussenwirtschaft", October 1968. 
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1,~~. Pinally, as mentioned ea r l i e r ,  COMECON co-operation 
has s o  f a r  n o t  been o f  much h e l p  t o  t h e  "GDR" i n  overcoming 
i t s  labour  problcn. I n s i d e  COIJECON the concept o f  l a b o u r  
m o b i l i t y  has been r e j e c t &  i n  pr inc ip le   a l though some o f  t h e  
member coun t r i e s  mzy hzve  surpluses ( P o l m d ,  Bulgar ia ) .  

(v) Economic a i d  t o   dwe l .op ing   coun t r i e s  

137, The spec ia l   i nvo lvenen t  of the  ftGDR'I i n  COMECON 8s 
i nd ica t ed  above may be p a s t  o f  the explanat ion why t h e  
industr ia l ly  n o s t  advwlced country i n  the  Cornunist   world 
devotes  the snd le s t  f r a c t i o n  of i t s  trade t o  exchanges with 
the   deve loping   count r ies   ou ts ide  the Communist area. 
S i n i l a r l y ,  . in t h e   f i e l d  of e c o n d c  .x&l.ird&iv.e _-to .ifs 
econonic p o t e n t i d  the "GDR" l c g s  behind nost of t h e  other 
COI\.IECON count r ies   such  as Czechoslovakia, Hungary and P o l m d ,  
Since 4954 Until the end  of q969 t h e  "GDR" may have   comi t t ed  
about $535 m i l l i o n  o f  which less than $200 n i l l i o n  has SO fa 
been drawn by t h e   r e c i p i e n t   c o u n t r i e s ,  In  recent   years ,  e f t e r  
deduction o f  reimbursements, the net actual f l o w  of new I1GDR1l 
economic a i d  hrs been est imated a t  $15-20 m i l l i o n  annually.  
Even i f  a i d   t o  C o m u n i s t  count r ies   such  as Cuba, N o r t h  V ie tnm 
(about $25 n i l l i on  ,?runually i n  r ecen t   yea r s )  were t o  be 
included, the mounts would n o t  exceed 0.15% o f  the llGDR1sll 
GNP (Western  estimates). This a i d  Can hardly be compared t o  
t h e  steady flow o f  econonic a i d  granted by most  o f  the Western 
count r ies .  For instmcc, as cgains-t t h e  $200 m i l l i o n  a i d  
a c t u a l l y  delivered, s o  far by the ''GDRn. to- developing count r ies ,  
the  Federal   Republ ic  o f  Geraamy has g r a t e d  a id  from both  
publ ic  and privp-te  sources  amounting t o  some $8,900 m i l l i o n  
until the end of 1968. 

. .  .. . . .". . . 

118- Of the t o t a l  volune o f  economic a i d  earmarked by the 
"GDR1! for developing  countr ies ,  57% would go t o  the Middle E e s t ,  
1776 t o  t h e  Par East, 14$ t o  L a t i n  America and 12% t o  Africa. 
Among the 73 coun t r i e s  which have so far accepted "GDR" 
economic aid since 1954, t h e  nain r e c i p i e n t s  are: the United 
Arab Republic,  Indonesia,  Ceylon,  Syria, Ghana, Burma and 
Yemen, i n  that o rde r ,  These a i d  corxuitnents have Seen 
undert,aken mainly. -for p o l i t i c a l  - .reas.ons-,. .:i+e-. .-,to.. iI;lpr?ove -.Abe 
status of t h e  ltGBR1! and t o  s e e k   o f f i c i a l   r e c o g n i t i o n .  

( v i )  I$onoac r e l a t i o n s  with. Wes-tern Europe 

. _  

&3J0 The i n t e r e s t  of the IIGDRtl in  trade with the Vest i s .  
mainly  notivpwted, as i n  o the r   Comuni s t   coun t r i e s ,  by i t s  
awareness o f  the  urgent   need for improving i t s  technology, 
Re la t ive ly  l i t t l e  t e c h n o l o g i c d l y  advanced  equipment can be 
obtained f r o n  t h e  o t h e r  Comunist coun t r i e s  as t h e  "GDR" i s  
already the n o s t  d v m c e d  among this group. In o rde r   t o   keep  
i t s  l ead ing  industr ia l  r6 l e  within COMECON and in  view o f  the 
f a c t  that the o the r  Coruunist c o u n t r i e s  are a l s o  m&ing e f f o r t s  
t o  o b t a i n  highly  developed  capi ta l   goods i n  t h e  West, the 
"GDRff i s  bound -f;o a t t a c h   s p e c i d   i n p o r t a n c e   t o  L t s  eCon0~xi.c 
re la t ions with t h e  West, Cpupitnl  equipment  represents  over 
one-third of the t f G D R f s t y  i n p o r t s  f r o m  t h e  West. 
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120. In  o r d e r   t o  promote t h i s  t r a d e ,   t h e  OOForeign Trade 
Chamberf? played i n  t h e  past an important r ô l e  as t h i s  
organizat ion,  which was e n t i t l e d  t o  conclude  trade  agreements 
with i ts  fo re ign  co.L?nterparts, had s e t  up 9 r a d e  missions'? . '  

permanently  assigned t o  Western  countries.   In  early  1970 it 
was announced that i n  t h e   f u t u r e  a newly established  goOffice 
f o r  External  Commerical Relationsot would take   over   the  most  
important tasks from t h e   e a r l i e r  rvChamber:2 apparent ly  i n  an 
a t tempt   to   enhance   the   o f f ic ia l   charac te r  o f  t he   fo re ign   t r ade  
r e l a t i o n s  with Western  countries. This new fPOfficeqq'will  be 
d i r ec t ly   r e spons ib l e   t o   t he   Min i s t ry  f o r  Foreign  Trade  and will 
be ent i t led t o  conclude  the  trade  agreements  while  the Chamber 
w i l l  be  concerned with the  general  promotion of fore ign  tra6.2 
and will provide  the  required  publ ic   re la t ions  support .  The new 
inst i tut ional  set-up is  no t  to   bu i ld   up  an extensive  organizat ion 
nor i s  it supposed t o  c o n s t i t u t e  a bureaucrat ic   intermediate  
organ. It is, on  the  contrary,   intended t o  f a c i l i t a t e  and 
a c c e l e r a t e   t r a d e   r e l a t i o n s  with t h e  West,  Whether t h i s  :7Off'ice@V 
w i l l  e s t a b l i s h  i t s  own l iaison agencies  abroad i s  st,ill an open 
question. 

121, While 3n 1967 and 1968 rDGDRtP t r a d e  with the  developed 
market .@.conornies had stagnated, it increased  markedly i n  1969 
( + 3 O $ )  mainly as a r e s u l t  o f  the   considerable   progress  o f  in-ha- 
German t r ade ,  as desc r ibed   i n  a separate   sect ion  of  t h i s  pa3er-l 
I n  c o n t r a s t p  . t rade   tu rnover  with s o c i a l i s t  countries grew l e s s  
r a p i d l y  i n  1969 (+7.7$) than i n  1968 (+9.4$)s s t r e s s i n g ' t h e  
renewed i n t e r e s t  o f  t h e  r7GDRCP i n  expanding i t s  t r a d e   r e l a t i o n s  
with t h e  West at the  moment  when emphasis has been  put o n  r ap id  
automation and improved labour   product ivi ty .  

122. Given t h e   l e v e l  o f  technology  reached by i t s  i n d w t r y  
t h e  ::GDRfp. i s  probably the best  equipped Communist count ry . to  
produce goods tha t  may be o f  i n t e r e s t   t o  the West, The s a l a b i l i t y  
of ';GDR'p manufactures is, however, s t i l l  limited  because of 
problems of quali ty,   technological  obsolescence.  and inadequate 
sales organization, The r?GDRrv b e n e f i t t e d   g r e a t l y  from t h e  ' '  

economic  expansion i n  Western  Europe and the  continued 
l i b e r a l i z a t i o n  of imports  into that area.  Indeed during 1968 
and 1969 vsGDR*p exports  t o ,  exceeded  imports f r o m  most NATO 
countries:  France,  the  Netherlands,  Belgium,  Italy,  the  United 
Kingdom, Norway, Canada. Nevertheless, this surp lus  was o f f se t  
Owing t o  the rrGDRsg impor ts  f rom the   Uni ted   S ta tes  and more 
e s p e c i a l l y  f r o m  the  Federal  Republic. During 1969 NATO count r ies  
as a whole extended $105 m i l l i o n   o f f i c i a l l y  backed  export   credits.  
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123'. Prospec t s   fo r   t he  future l e s s   s a t i s f a c t o r y .   I n   t h e  
short run, imports o f  f o o d s t u f f s  may reduce  the  share o f  - the 
o the r  commodities,  including  those coming f r o m  t h e  West. 
According t o  what i s  known of the  next   f ive-year  plan 1970-76; 
t rade  i n  general  is to  double i n  t h i s  per iod but trade r e l a t i o n s  
with  the Communist c o u n t r i e s   a r e -   t o   i n c r e a s e   e v e n   f a s t e r  so that 
t h e  share of  Western  countries i s  l i k e l y  t o  be reduced. The 
p r i o r i t y   o f   p o l i t i c a l  a i m s  over economic considerat ions has. thus 
been reasser ted  and exchanges w i t h  t h e  Western coun t r i e s  a re  t o  
be  kept at a minimum i n  order  t o  avoid any  dependence on.  t he  
Vest.  Nevertheless,  the poGDRpp i n t e r e s t  f o r  Western techniques 
and sophisticated  equipment w i l l  undoubtedly  continue. 

, , I , ,  

(v i i )   In t e rna t iona l   o rgan iza t ions  
, I I I I I .  

?. , I  

124. The "GDRr: has long  been trying, though  without much 
success, t o  gain access  t o  various United  Nations  organizations. 
The app l i ca t ion  for full membership t o  t h e  Economic Commission 
f o r  Ekiropé i n  Gnëva-.has be'en submitted  year a f t e r  year  and was 
last discussed wi thout  result at t h e  5CE meeting i n  Apri l  1970. 
The FcGDRvv also submitted a memorandum at t h e  UNCTAD meeting i n  
New Delhi (1968) indic .a t ing i t s  wish t o  become a f u l l  member, 
but th i s .p roposa1   d id  not meet with the  approval  of the 
developi.ng  countries.  Unlike  other CONECON. count r ies ,  'nut l i k e  
the  Soviet  Union, t he  opGDRp* has9 however, n o t  appl ied up t o  now 
f o r  f u l l  membership o r  even  observer status i n  GATT. Possibly 
the  cpGDRPg may f e e l  t h a t  there i s  a certain r i v a l r y  between 
UNCTAD and GATT and that a large number o f  developing  countries 
a r e   r a t h e r   c r i t i c a l  of the la t ter  insti tution. A n  app l i ca t ion  
f o r  membership t o  GATT might jeopardize the pgGDRco e f f o r t s .   t o  
en ter  UNCTAD, which  seems t o  be o f  more i n t e r e s t  t o  t h e  F?GDRpv 
hx tho r i t i e s .  

125 .  The att i tude  adopted  by the ::GDRpp as regards the 
European ,Economic  Community has  been l e s s ' n e g a t i v e  more r ecen t ly  
than in,. the pas t .   Th i s   ea r l i e r   nega t ive .  a t t i tude could  hardly 
be maintained as o t h e r  CONIECON count r ies  and even the USSR 
gradual ly   modi f ied   the i r  stand vis-à-vis the  Common  Iik.,r!cet. 

126, I n  view of  i t s  special   character ,   t rade  between the two 
p a r t s  o f  Germany has a p a r t i c u l a r  status. For the  Federal  . 
Republic  inter-zonal trade i s  important   pol i t ical ly   because it 
c o n s t i t u t e s  one of  -the few  remaining links with t h e   o t h e r  part 
o f  Germany. Whereas t h e  (*GDRpg conslders  t h i s  t r a d e  =S fo re ign  
trade,   the  Federal   Republic insists o n  t reat ing it as a purely 
in t e rna l   ma t t e r ,  I n  a pro tocol  t o  t h e  Rome Treaty,   the trade 
between the Federal  Republic and the ;IGDRVo is o f f i c i a l l y  
recognized as G e r m a n  i n t e r n a l   t r a d e ;   t h e  qOGDROscg [*exportsFD  to  the 
Federal  Republic thus enter   the   Federa l   Republ ic   f ree  o f  customs 
dut izs .  A spec ia l   c l ause  i n  the  trade  agreements  concluded 
betwsen t h e  two p a r t s  of Germany p rov ides   exp l i c i t l y  that the 
Federal  Republic c w o t  re-export goods bought i n  t h e  iîGDRpp. 
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127. Cer ta in   adminis t ra t ive   obs tac les   remain   in   the  intra- 
Germa commercial r e l a t i o n s o  Three  types of quotas a r e  s t i l l  
i n  fo rce -  ' There i s  a. quan t i t a t ive  limit on   ce r t a in   ca t egor i e s  
of goods  (mainly  agricultural   products and minera l   o i l s ) ;   t he  
import of o t h e r s  i s  subject  t o  ind iv idua l   au thor iza t ion ;   o ther  
goods.,  amounting t o  50% of the  Federal  Republic  purc11ases9  are 
covered  by- a genera l   au thor iza t ion ,  Moreover, i n  keeping with 
t h e   b i l a t e r a l   c h a r a c t e r  of intra-German t r a d e ,  a system o f  annual 
c lear ing between d e l i v e r i e s  and purchases is envisaged. I n   t h e  
1960 agreement a provis ion  was included for m u a l  cash  supplements 
of trade.  imbalances but t h i s  clause  proved t o  be o f  l i t t l e  used 
I n  the  .current  agtxement  signed i n  December 1968 the   cash  
supplement  provision was suspended i n d e f i n i t e l y .  The main 
obs t ac l e  t o  a serious expansion of intra-German  trc?de is - h e  
l a c k  of  f l e x i b i l i t y  o n  t h e   p a r t  o f  t h e  gPGDRQ? i n  o f fe r ing  goods 
of interest  t o  the  Federal   Republic,  

128 .  From an- economic point  of view t h i s  trade is much l e s s  
important t o  the  Federal   Republ ic   than  to   the ooGDRc7. I n  1969 
export 's t o  t he  ::GDRro represented   less  than 2% o f  t o t a l  exports 
o f  the  Federal  Republic and i m p o r t s  only  about 1-59. The goods 
imported by fhe  Federal  Republic  consist  mainly o f :  a g r i c u l t u r a l  
products  (24$), t e x t i l e s  (2O$),  products o f  the  metal   processing 
i n d u s t r i e s  (15$), mining products ( a $ ) ,  chemical  products (7$) 
and miscellaneous goods - paper,  ceramics, glass, rubber  products, 
wooden goods,  . e t c i  - Although i r a p o r t a n t ,  they   a re   no t  v i t c l  t o  
t h e  economy o f  the  Federal  Republic  and  could, if need be, be 
purchased i n   o t h e r   c o u n t r i e s .  

129,  Intra-Gerrcan t r a d e  is  fa- more e s s e n t i a l  f o r  t h e  plGDRol. 
According t o  t h e  :?GDRTo t r ade   s t a t i s t i c s ,   i n t r a -zona l   t r ade  
amounted t o  ]-O$ o f  i t s  t o t a l  t r ade   t u rnove r   i n  1968. Among i ts  
main trading partners,   the  Federal   Republic came t h i r d  a f t e r   t h e  
Sovie t  Union m d  Czechoslovakia m d  before  Poland, The r'GDRPq 
i m p o r t s  f a r  rmre from the  Federal.  Republic than from all o the r  
Western   indus t r ia l ized   count r ies   t aken   toge ther .  The 
impor t ance  o f  inter-zonal   t rade f o r  t h e  economy o f  t h e  rrGDRPt i s  
even larger than these  overal l   percentages may reveal.  given  the 
type o f  goods thzt t h e  ooGDRgg can buy i n  the Federal  Republic, 
It has indeed through t h i s  t r ade  some access  t o  Western 
technology which i s  e s s e n t i a l  for maintaining i t s  p o s i t i o n  i n  
COMECON. 
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130.  According t o   t h e   t r a d e   s t a t i s t i c s  of  the Federal  
Republic,  intrz-zonal trade developed its follows  during 
recent  years: 

1960 
1965 
1966 
1967 
1968 

,1969 

As can be  seen f r o m  this table,  the  Federal   Republic  exports 
f l uc tua ted  rather widely with a 36% i n c r e a s e   i n  1966  over  1965 
followed  by two years  of  decrease (1968: -12% as compared t o  
1966) and an impressive  increase o f  56% i n  1969. I m p o r t s  by 
the  Federal  Republic show less marked  changes f r o m  year t o  
year 

, I I I .  

(iv)  PTospects 

131. Owing t o  the need t o  balance sales and purchases9  the 
. F9GDRpf w i l l  have t o  s t e p  up sa les   cons iderably  i n  1970. It i s  

possible t ha t  t h e  ;?GDR" w i l l  have to   reduce  i t s  purchases and 
that there w i l l  be a reduced ra te  o f  growth i n  t h e   f u t u r e ,  
Nevertheless,   the  Federal   Republic  hopes  to maintain t h e  
upward t rend  i n  intra-zonal  trade and has r ecen t ly  sougl1t t o  
reach a bet te r   ba lance  i n  i t s  purchases  by considering t h e  
p o s s i b i l i t y  of importing  complete p l a t s  f r o m  t h e  :'GDRr7- It 
remains t o  be  seen,  howeverp t o  wlzat ex ten t  the qqGDR" will 
respond t o  such p roposa l s  i n  view of its commitments 
vis-à-vis   the  Scviet  Union, 
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.TABLE. VII - TABLEAU VI1 

Ppoduction of Important  Industrial   Products 

important's 

L igni te  I ,000 tons 
L i g n i t e  b r i q u e t t e s  l? 

Pig  Iron I f  Il 

Crude S t e e l  II  Il 

Acier bput:.. :L * 
Rolled  Steel  I f  ft 

Acier lamine? 
Sulphuric Acid I t  1f 

Acide 
Bal l  Bearings l ,000 units 
Roulements li b i l l e s  
Machine Tools  mill ion 
Machines-outils 
Locomotives ' u n i t s  
T rac to r s  I l  

Tarackeurs 
Trucks !I 

Camions 
P r i v a t e   c a r s  
,Automobiles de tourisme 
Synthetic Rubbe'r tons 
Caoutchouc synthe t ique  
Ni t rogen   Fer$bl i ser  t .ne 
Engrais  azotes 

Phosphates t.P205 
Phosphates 
Re%rigem?ators uni 4;s 
Refrigen'ateurs 
Via shing Machine s tf 

Machines à l a v e r  
Radios 
Televis ion   Se ts  91 

Televiseurs  

FO rrte 

II 

g? 

Electric energy millj.am%* k 
Enecgfe e leo t r ique  

S o u r c e :   S t a t i s t i c a l  Yearbdok of the "GDR" l 
Source:  Annuaire s t a t i s t i q u e  l969 de l a  "RD 

Paper 
Papiers 

1,000 ton; 320,8 
i 

3 

NATO UNCLASSIFIZD 
.-"- - 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



t 

Y 

-8- 

..." " -"" 

"h"""" -2 ", - . .~  

!? 
4J rn 

Q) 1 -P 
d O 
O k 

S 
O 

-8- 

] I  
5J 

O 
O 
h '  

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



-9- 

n .  
d 
W 

n 
d 
v 

l! H 

l H 
W 

E 
s 
H 

P 

P d  
k a  
O B  
Pi 

-9- 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



-10- 

Y 

f 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



- 11 - 

-I 

.a 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E


