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A. Economic appraisal (C)

Despite a popukidion level that has been stable at
about 17 million since 1960 and o kabor foree that has
actually declined slightly, the gross madional product
of the German Demoecratic Republic (GDRY has risen
al a respectable #0 per vear mate sinee the economic
sowdown of the cads 1960 (Figure 1 In 1972, the
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comnmtn s GNP was estinnted ol aboul S03.1 milhon
LIOT) prives? or 82,630 per capila On a per capila
basiv, Fast German GNP s risen ot abowt the same
rle s that of West Gerany - and Bas remanest at o
lexel slightly less than three-Taurths that of et
Germany The Fast Gernman personal consumplion
level s relatively evert lower, howeser, than that of

West Germauns . sioer investinent takes o argers share
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" FIGURE 1. Estimated growth rates of GNP and
industrial and agricultural production (U/OU)

of GNP than it does in West Germany. Investments
have risen rapidly, especially since 1963 (Figure 2).
The GDR is the most highly industrialized country
in Eastern Europe; the industrial sector accounts for
more than one-half of its net output of goods and
services (Figure 3). The share of GNP produced by the
industrial sector has risen steadily in the postwar
period, chiefly at the expense of agriculture, while
communications (including transportation) and trade
have each accounted for a relatively stable share of the
total. Although agriculture and forestry have declined
in relative importance, the agricultural sector still
supplies the bulk of the domestic food requirements.
East Germany is deficient in many of the key
natural resources required by modem industry. It has
only small reserves of iron ore (low-grade) and small
reserves of hard coal and crude oil. Its main resources
are brown coal, uranium ore, nonmetallic minerals

(including salt, sulfur, potash, and fluorspar), and
recently discovered and developed natural gas deposits
of still uncertain size. Before World War II the eastern
German area depended mainly on the western area for
hard coal and ferrous metals. There was also a large,
complex intra-German trade in manufactures. Since
the war, the U.S.S.R. has been the main supplier of
materials to the GDR, although in recent years the
regime has turned to the West, especially to West
Germany, for materials, such as chemicals and
nonferrous metals, as well as for industrial plant and
equipment. The country’s overall supply position in
several basic materials is shown in Figure 4.

The economy still bears the scars of being abruptly
cut off from West Germany and other Western mar-
kets at the end of World War il. The Communist
countries, with which the GDK has conducted about
three-fourths of its foreign trade, could not replace
either the materials or the industrial cooperation
formerly supplied by West Germany, nor offer a
comparable market for specialized East German
industries. The GDR was forced to build up new high-
cost industries to meet Soviet requirements and to help
replace West German deliveries. These new
industries—chiefly mining, ferrous metallurgy,

wo Lo
1950 52 54 56 59 60 62, 647 66 68 .70 71*
S - “*Preliminary data

FIGURE 2. Index of gross fixed capital
investment (U/OU)
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TOTAL GNP
1007, USS$41.4 Billion*
Trade

Transportation and communications

Construction
Agriculture and forestry

Industry

*At 1970 prices

FIGURE 3. GNP, by sector of origin, 1971 (U/OU)

shipbuilding, and heavy engineering—provided the
main sources of economic growth until the early
1960’s. East Germany’s traditional export industries,
producing consumer goods and light machinery,
lagged for lack of supplies, markets, and moderniza-
tion.

The GDR economy has been undergoing partial
modernization since the early 1960’s, as a result of the
availability of large amounts of Soviet crude oil, other
changes in supply and demand in the Soviet-East
European market, and increased purchases of Western
machinery on credit. In the late 1960’s, the Ulbricht
regime tried to accelerate this transformation by
pushing output and investment in industries
producing goods and services to meet consumer
demand, but this lopsided, overambitious program
bogged down in 1970 in the wake of two hard winters
and poor harvests. In the fall of 1970 the Politburo
overruled Ulbricht and reversed priorities in order to
ease widespread shortages, especially of fuels, power,
and machinery components, and to reduce mounting
trade deficits. Investment growth was curtailed and
investment expenditures were diverted to the coal and
power industries. These decisions formed the basis of
the Honecker regime’s policies in 1971-72.

Indications of another policy shift appeared at the
end of 1971 when the regime acknowledged the
importance of increasing the domestic supply of

industrial consumer goods. Implementation of the
policy change began in 1972 and has been reflected in
the economic plan for 1973. Attempts to appease the
population with more goods has parallels elsewhere in
Eastern Europe; everywhere expectations have risen
faster than supply. The East Germans are also
determined to offset the general disappointment of the
populace over continued, reinforced isolation from
West Germany. This emphasis on increasing
consumption has its cost—a large foreign trade deficit
with the West in 1972 and another large deficit
expected in 1973.

B. Sectors of the economy

1. Agriculture, fisheries, and forestry (U/OU)
a. Climate and soils

The East German terrain is a nearly flat to rolling
plain, bordered in the southwest and south by a
narrow belt of hills. The plain is extensively cultivated
(Figure 5), although the soils, except for one small
area, are low in fertility, requiring large amounts of
fertilizer and good management. Forests are scattered
over most of the area, but timber production is
concentrated in the southern highlands.

The climate is generally favorable for agricultural
production. It is subject to both oceanic and
continental influences, but the continental influences
from the east usually predominate. Temperatures are
less severe than those at comparable latitudes in North
America. Summer temperatures generally rise to
between 70° (F.) and 75° during the day, while
minimum temperatures at night range between 50°
and 55°. Greater temperature variations occur in the
winter. Precipitation is not abundant, averaging
between 20 and 30 inches annually (20 and 24 inches
over most of the agricultural areas), but it is
distributed fairly evenly throughout the year. The
frequent precipitation and a low rate of evapo-
transpiration, resulting from the relatively cool
temperatures and the small number of sunny days,
insure sufficient moisture for the cultivation of most
crops.

About 58% of the land of East Germany is suitable
for agriculture (43% arable and 15% in meadows and
pastures), 27% is in forests, and 15% is agriculturally
nonproductive (Figure 6). Grain is sown on 50.2% of
the cropland, well below the prewar figure. Principal
grain crops are rye and wheat, but barley and oats are
also grown. Potatoes, also a major crop and used both
as a staple for human consumption and as feed, are
planted on 14.2% of the cropland. The use of land for
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(Thousand metric tons except as indicoted)

FIGURE 4. Supply position of selected basic materials, 1970 (U/OU)

IMPORTS A8
APPARENT - PERCENT OF
PRODUC- CONBUMP- APPARENT

TION IMPORTS  EXPORTS TION CONSUMPTION

Crudeoil....................... 150 10,315 0 10,465 99
Hard coal (bituminous and an-

thracite)..................... 1,000 7,927 0 8,927 89
Hard coal coke®................. 2,572 3,123 Insig 5,695 55
Browncoal..................... 260,582 0 0 260,582 0
Iron ore (Fe content)............ 105 1,490 0 1,595 93
Rolled steel..................... 3,408 3,494 396 6,504 54
Phosphate fertilizers (P,0j)....... **430 24 0 454 6
Grains............c.0iiiiiil, 6,500 3,421 326 9,595 25
Wool (grease basis).............. 7 20 0 27 71
Cotton.....oovevveinnnninnnnnn. 0 106 0 106 100
Lumber (1,000 m3)............... 7,404 1,042 96 8,350 12
Aluminum (ingot)............... 63 [:Z . 0 157 60
Copper, refined. ................ 38 na 0 na na
Manganese ore (Mn content)..... 0 68 0 68 100
Chrome ore (Cr,Qy content)...... 0 42 50 42 100
Pigiron........ovvevinnnnnnnn.. 1,994 812 0 2,808 29
Synthetic rubber................ 118 0 55 63 V]
Electric power (million kw.-hr.)... 67,650 886 780 67,756 1

na Data not available.

forage (11.7%) and industrial crops (7.5%) has
increased significantly since the war, largely by
diversion of land formerly under grain. Areas of most
intensive cultivation generally coincide with the
wheat, sugar beet, and corn growing areas, primarily
in the southwest quarter of the country (Figure 7).

b. Production and consumption

Agricultural production was just recovering its
prewar levels when the regime forcivly completed
collectivization in the spring of 1960. The disruptive
effects of this policy combined with bad weather to
reduce output in 1961 and 1962. In 1963 and, to a
lesser extent, in 1964, mediocre harvests and unusually
poor crops in the Soviet Union (usually the principal
source of East German grain imports) forced East
Germany into the world grain market for the first time.
In the late 1960’s production rose as a result of great
increases in inputs (fertilizers, pesticides, etc.) and the
introduction of improved grain varieties. In 1970 and
1971, however, serious weather difficulties—a long
cold winter in 1970 and drought in 1971—again
reduced output. Production of grain was at a near
record in 1971, reflecting the superior resistance to
pests and drought of the new Soviet wheat types, but a
summer drought reduced potato and industrial crop
production to levels lower than those of previous years.

*Most of the domestic output is not svitabie for metallurgical coke, but most of the imports are.
**All production is from imported phosphate rock.

Average annual output of grains rose only slightly
after the war, but it increased more rapidly in the late
1960’s with the introduction of new, improved
varieties. Production of sugar beets and oilseeds
increased sharply during the 1962-68 period, but since
then it has experienced a declining trend. The
combination of a labor shortage and high production
costs has caused a gradual decline in the area devoted
to these crops. Production figures for selected
agricultural products are shown in Figure 8.

Livestock is becoming increasingly important in the
East German agricultural economy. Animal products
account for over half of total gross agricultural output;
meat and dairy products output is well above prewar
levels. Numbers of cattle and hogs (Figure 9), are
above the 1956-60 average. Because of improved
feeding efficiency, the reduced number of horses, and
large imports of high-protein concentrated feed,
production of meat and dairy products has risen more
rapidly than animal numbers, reflecting gains in
animal productivity. A major problem is the slow
growth in beef cattle numbers needed to meet
domestic demand for meat.

Although the area that is now East Germany was a
net exporter of food (if t-ade with the rest of Germany
is included) before the war, domestic production now
supplies only 76% of East German food consumption.
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FIGURE 5. Harvesting grain in a leading agricultvrol
areo in the southwest (U DV)

Production has increased only moderately, and
consumption bas visen rapidly, particularly in the
1950's. The East German diet, the best in Eastern
Europe, now compares favorably with that of West
Germany in terms of calories, bt the quality of the
East German diet is still inferice. Average per capita
consumption is cstimated at over 3,000 calorics per
day. Since 1960 the increase in per capita food
consumption. has stowed, actually falling slightly in
the early 1960°s, but the quality of the East German
diet has continued to improve. Increased imports of
tsopical fruit, coffec, and cocoa, and even butter and
meat in some cases, have been unable to keep puce
with rising demand.

Impaorts of other agricultural commoditics have also
risen. Since the war East Germany has imported ubout
onc-quarter of its grain from the Saviet Union.
Beginning in 1962, when poor Soviet crops and bad
East Germun harvests forced the East Germans into
the frce market, imports from the West, purticularly

N

i

Agriculteral
land

Percentogr

distridunion Meadows, pastures, etc.

FIGURE 6. Land vse, 1971 {U/OU)
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FIGURE 7. Land use pattern (U/OU)
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corn and sorghum, have provided significant shares of
East German requirements. Western grain imports
reached a peak in 1970-71. High-protein feed
supplements, like oilcake, are also being imported in
larger quantities each year.

c. Problems and policies

The postwar growth of agricultural production has
been seriously impeded by the regime’s insistence on
agricultural ccllectivization and by its failure to
allocate the resources necessary to support large-scale
farming. Immediately after the war most large
landholdings were confiscated, and the land was
redistributed to small landholders and landless
peasants. During the 1950’s pressure for collectiviza-
tion increased, especially through the Machine
Tractor Stations, which controlled most major
agricultural equipment. This campaign made rapid
progress in the late 1950’s and was suddenly forced to
completion in the spring of 1960. The land held by
collectives rose from 40% of the total in 1959 to 84% in
1960 (Figure 10). The regime then paused to
consolidate the new collectives and to overcome the
disruptive effects of the forced collectivization. Little
pressure was exerted to transform ‘“‘lower level”

APPROVED FOR RELEASE: 2009/06/16: CIA-RDP01-00707R000200110021-0

Most intensive agriculture
(primanly wheat, sugarbeets,

Mixed intensive and extensive
agriculture (including rye

Mixed extensive agriculture,
pasture, and forest

Permanent pasture

cooperatives, in which only the agricultural land is
held in common, into “higher level” ones, in which all
land and livestock are collectively held. Since 1966,
however, the regime has been pushing intercoopera-
tive planning, management, and investment, and the
joint use of farm machinery in the hope of increasing
specialization and the efficient use of farm resources.
In 1971 the land held by collectives amounted to
about 86% of all agricultural land. The remainder
consisted of private holdings, including the private
plots owned by members of state and cooperative
farms.

The East German regime apparently did not
anticipate the disruption caused by the collectiviza-
tion campaign, the continued passive resistance of the
peasants, and the drop in production in the early
1960’s. The Central authorities did not take positive
action to counter the resistance until 1963, when they
introduced a complex system of production bonuses,
which was subsequently modified and expanded
frequently to reflect the regime’s changing priorities.
Production bonuses were originally designed to
encourage livestock and dairy product output, but
they have been extended to feed and industrial crops.




(Thousands of metric tons)

FIGURE 8. Output of principal agricultural and animal preducts (U/OU)

conditions in & given year.

**43.5% butter fat, cow milk only.
tIncluding raw sugar imported for refining.

Procurement prices for many commodities have been
raised, and price differentials for quality have also
been introduced.

In the 1960’s the regime also introduced programs
to improve management and resource use and
abandoned obviously impossible plan goals. Since
1963 the collectives have been able to purchase
equipment previously available only through the
Machine Tractor Stations. These changes have not
overcome the results of forced collectivization, which
are reflected i the high cost of increasing agricultural
output, but it has permitted a decline in the farm

i labor force, and productivity per unit of land remains
| the highest in Eastern Europe.

Although agriculture still occupies a low position in
the regime’s priorities, the East German leadership has
N apparently accepted the fact that inputs into
) agriculture must be improved either quantitatively or
qualitatively if production is to increase. Industrial
inputs available to agriculture have increased steadily

1966 1967 1968 1969 1970 1971
- ; Whesat and rye*............. 3,163 3,998 4,313 3,531 3,615 4,244
- ! Barley and oats*............ 2,229 2,772 2,985 2,908 2,484 3,003
k- ; Potatoes................... 12,823 14,065 12,639 8,832 13,054 9,412
- ; Sugar beets................. 6,611 6,948 6,998 4,856 6,135 5,128
’ - ' Vegetable oilseeds (rape)..... 208 270 263 164 180 196
3 j Meat*. . .................. 906 946 982 893 972 996
k. i Butter..................... 206 209 220 215 216 225
s ! Milk (whole)*s* ... ... ...... 6,728 6,904 7,227 7,232 7,091 7,150
3 b Sugar (raw)t................ 671 681 598 562 587 640
! Wool (grease basis).......... 8.3 8.1 8.0 7.9 7.3 7.3
f.

*Official production data do not make sufficient allowance for dockage or adjustment to a
standard moisture content. Such deductions would range from 5% to 10%, depending upon harvest

**Trimmed carcass weight of cattle and hogs, excluding poultry.

since the early postwar period and are well above
comparable levels in other Eastern European
Communist countries. East Germany has by far the
highest input of mineral fertilizers per hectare of
agricultural land in Eastern Europe (246 kilograms,
nutrient content). Supplies of farm mzchines—such as
tractors, harvesters, and combines—are also relatively
high, but poor maintenance and unavailability of
many spare parts have in many cases prevented their
full utilization. Investment in agriculture has also
increased, but not sufficiently to support the large-
scale farming that the regime favors. The share of
agriculture in total investment rose from 13.3% in
1965 to 15.5% in 1968. Since then investments in
industry have absorbed larger amounts of investment
funds, and the share of agriculture has again fallen—
to 13.0% in 1971.

The agricultural labor force has continued to
decline at a rate faster than the labor force as a whole,

largely due to competition from relatively high-paying

FIGURE 9. Livestock numbers (U;OU)
(Thoisands*)

1956-60 1961-65

5 AVERAGE  AVERAGE 1966 1967 1968 1969 1970 1971
Cattle.......... 4,150 4,623 4,918 5,018 5,109 5,171 5,190 5,293
Cows.......... 2,139 2,133 2,196 2,188 2,165 2,167 2,163 2,174
Hogs........... 8,137 8,767 9,312 9,254 9,523 9,237 9,684 9,995
Sheep.......... 2,031 1,911 1,928 1,818 1,794 1,606 1,598 1,607
Goats.......... 614 377 278 236 204 158 135 na
Horses......... 576 338 250 219 188 148 126 na
o na Data not available.
( ' *As of 30 November or 3 December census.
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FIGURE 10. Progress of agricultural collectivization (U/OU)

(Percent of total arable land) (J
1855 1960 1965 1970 1971
Socialist. . ......coviiiiiiiiiiiii 27.8 92.5 93.9 94.2 94.8
Of which: .
State farms....................... 4.4 6.3 6.7 7.0 7.1
Cooperatives...........c..couvennnn. 18.6 84.4 85.9 86.0 86.4 !
Of which: : i
‘‘Higher level” (Type 1II).......... 16.5 52.7 68.7 72.0 76.5 {
Private.......cooiiiiniiniieienninn. 72.7 7.5 6.1 5.8 5.7 :
B 100.0 100.0 100.0 100.0 100.0 *
jobs in the cities. There is little that the regime has d. Fisheries and foresiry

been able to do to reverse the trend, but it is making .
an attempt to improve the quality of the remaining . As a result f’f substant.lal and successful efforts t.o
agricultural labor force by training those who stay on  increase the fish catch since the war, the domestic
the farms and by trying to attract more young people catch now supplies most consumption requirements.
into agricultural careers. Many students, soldiers, and ~ From 1960 to 1971 the catch rcse from 114,000 tons to
city workers are ‘“volunteered” to work on the 831,000 tons. Of the latter total, all but 14,000 tons
harvests, but they are generally not able to  was caught by the coastal and high-seas fishing fleets.

compensate for the loss of experienced labor formerly Forestry, which was an export industry in pre-World
provided by family members of independent peasant ~ War II years and in the early postwar period, now
households. (The overall manpower situation of East  supplies only about 85% of domestic demand for wood
Germany is discussed in detail in The Society chapter ~ and wood products. Imports of lumber and pulpwood
of this General Survey.) increased by at least 65% since 1960, to satisfy rising

Wismar

»Qsm-m

B Circles and segments indicate
relative importance

0 Basic materials
Mining, metallurgy, power, chem-
icals and fertilizers, rubbher, build-
ing materials

Q Metal working

Heavy machinery, transportation equip-
ment, ehipbuilding, electrical i
precision and optical equipment

Light industry

Tazxtiles, clothing, wood, paper,
glass, ceramics

. Food industry

stadt

l:mm@

FIGURE 11. Maijor industrial concentrations (U/OU)
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domestic requirements without resorting to overcut-
ting of the forests. As a result, production of furniture,
toys, paper, and other wood-based products rose
rapidly, while domestic timber output fell from 14
million cubic meters in 1951 to a low of about 6.2
raillion cubic meters ir 1966, probably below new
growth. Since 1966, however, the output of timber has
again increased.

2. Fuels and power (C)

Brown coal, the historical foundation of East
German industry and still the source of 75% of its
primary energy, is steadily losing ground to crude oil
and natural gas as a source of power. Brown coal is
used to generate 84% of the electric power produced,
but it has been displaced by crude oil as a source of
petroleum products and other petrochemicals.

a. Coal and coke

Brown coal mining is centered in the southern part
of East Germany, around the cities of Halle, Leipzig,
and Cottbus (Figure 11). Open-pit mining technique
is used in all brown coal mining; thus, it is highly
mechanized and requires small amounts of labor.
Most raw brown coal is consumed by electric
powerplants located at or near the mines. A large, but
decreasing, percentage of the output is made into
briquettes, used principally for household space
heating, but also to a limited extent by railroads,
electric powerplants, gasification plants, and chemical
producers. Although proved reserves are large (about
25 billion tons), the cost of developing them is high
and rising sharply, as the regime has discovered in the
long-delayed and still-troubled Schwarze Pumpe
project in Hoyerswerda. About 4 cubic meters of
overburden must now (1971) be removed for cach ton
of brown coal produced, as contrasted with 2.3 cubic
meters in 1955 and about 3 cubic meters as recently as
the mid-1960’s. According to one East German report,

FIGURE 12. Output of fuels and electric power (U/OU)
{Thousand metric tons except as indicated)

R SR R s s R R LR R
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the ratio of overburden to coal output is over six-to-
one in more than half the mines. Because of this high
cest, the phasing out of marginal mines was being
considered in the mid-1960’s, and output actually tell
in 1685 for the first time since the war. Serious power
shortages in 1969 and 1970 forced a reconsideration,
however, and the regime expects to maintain output at
a 250-million-ton level throughout the 1970’s. (Figure
12 shows output of brown coal, other selected fuels,
and electric power.)

Hard coal (chiefly bituminous) supplies less than
10% of the total domestic supply of energy. Domestic
output (about 1.0 million tons) provides a declining
proportion of total hard coal consumption—probably
only about 10% in 1970. Consumption is also falling
as railroads are shifted to diesel oil and as gasification
plants are closed or begin using natural gas. Mining
costs are high, and proved reserves are enough for enly
a few years at the current rate of production. Most
ha:d coal mines are being closed, and their workers are
being retrained for other occupations. Imports, mostly
from the Silesian fields in Poland (part of Germany
before World War I1), but also from Czechoslovakia
und the U.S.S.R., will likely continue to be the major
sources of supply. '

One serious fuel problem is the supply of
metallurgical coke. Very little of the hard coal mined
in East Germany is of coking quality. Coking coal,
moreover, is in short supply throughout Eastern
Europe, and East Germany has found it diffic't to
import enough coke or coking coal suitable for v e in
its iron and steel industry. East Germany has
experimented on a large scale with the production of a
metallurgical-grade coke from brown coal. In recent
years about 1 million tons of this coke nave been
produced annually, of which about 300,000 to
350,000 tons have, until recently, been consumed in
specially constructed blast furnaces at the Calbe steel
plant. The Calbe plant was closed in carly 1972,

1955 1960 1985

1866 1967 1968 1069 1970 1971

Hardcoal....... ..........co0nne, 2,682 2,721 2,212 1,687 1,789 1,600 1,300 1,000 8OO
Browncoal..................iut 200,612 225,465 230,839 249,040 242,027 247,113 254,553 260,532 262,814
Brown cosl briquettes............... 50,967 56,047 60,380 59,426 56,087 56,380 56,869 57,078 55,200
Hard coal coke.................... 2,705 3,206 3,209 3,191 2,921 2,551 2,391 2,572 2,316
High-temperature brown coal coke. .. 458 1,008 1,050 1,060 1,087 1,003 1,100 1,408 1,759
Low-temperature brown coal coke. ... 6,368 6,691 6,291 6,283 5,871 5,701 3,334 4,968 4,415
Electric power (million kw.-kr.)...... 28,695 40,305 53,611 56,866 59,686 63,230 65,463 67,530 69,420
Petroleum products................. 1,961 3,112 6,002 7,308 7,792 8,71 9,904 11,377 12,108

Natural gas (million cubic meters).... 10 26

133 150 200 143 37 1,233 2,800

e
v
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however, and it is not known whether hiy"-
temperature brown coal coke production will be
continued.

b. Petroleum and natural gas

Petroleurm plays an important and rapidly
expanding role in the East German economy—
providing about 14% of the total energy supply,
compared with 3% in 1960 and 8% in 1967. East
Germany, in spite of intensive exploration, has not
located significant domestic deposits of crude oil.
Imports from the Soviet Union provide more than 90%
of the total crude oil supply and have increased
rapidly, particularly since the completion of the
CEMA Friendship pipeline in 1963. A large oil
refinery has been built at Schwcdt at the western
terminus of the pipeline. In 1972 the Schwedt refinery
processed 7.5 million tons of crude »il, about 65% of
all the crude processed in East Germany. The
petroleum processing capacity is to rise to 13 million
tons annually by 1975 and 20 million tons in 1980. To
handle increased Soviet supplies of crude oil a pipeline
paralleling the Friendship line has been recently
completed. Additional pipelines connect Schwedt
with the chemical processing center of Leuna and with
the port of Rostock, where crude oil comes in by
tanker.

The regime plans to rely increasingly on petroleum
in modernizing the economv—dieselizing the
railroads. increasing agricultural mechanization, and
providing more central heating for private housing.
The U.S.S.R. reportedly plans to supply a total of 64
million metric tons during the 1971-75 plan period.
compared with 38 million tons in 1966-70. deliveries
exceeded 11 million tons in 1972 In addition. the East
ermans imported over 900,000 tons of crude oil from
Egypt in 1970 and have imported some fromn Tran as
well (on West Gorman aconunt).

East German production of petmoleum prodiscts has
risen sharply since the late 1950's Output of all
products increased from 3.1 millien tone in 1960 1o an
estimated 108 million tons in 1970 The bulk of this
increase was in gasoline and dicw! fuoel production
Almost two-thirds of the total outpat in 1957 wae
derived from brown coal. while only one-thind came
from petrcleum. in 1961 thew propotions wese
revened  (her 905 of the output o petroleum
products and synthetic chemicals now cones from
crude oil. The major refineries that produce the bulk
of petroleum products are located at Schwedt Lruna,
and Bochlen !

"tor diactitics on place nemws we the list of names ot the orf f
the chaptss
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A considerable part of the output of petroleum
products is exported; exports rose by 87% between
1960 and 1975, but since then have declined by about
20%. The most important exports are gasoline and
diesel fuel; substantial amounts of paraffin and fuel
oil are also exported. In the eacly 1960's about 80% of
all exports of gasoline and diesel fuel went to West
Germany. Following the elimination in 1963 of West
German tariff protection and subsidy payments, East
German shipments of gasoline and diesel fuel fell off
sharply. This trade had been highly profitable to the
GDR, since the protective tariffs and subsidies applied
to both West German and East German producers of
petra’cum products. East German shipments were
suspended entirely in January 1967 in an attempt to
force the West Germans to make compensatory
payments, and a settlement was finally reached in
December 1968. Shipments of gasoline and diesel fuel
were resumed in March 1969, but under quotas that
were well below the import levels of the 1960's. East
German deliveries of petroleum products to West
Germany in 1971 totaled only 76,000 tons.

In order to maintain exports of petroleum products
to non-Communist countries while domestic
consumption increases, East Germany also imports
these products. The U.S.S.R. is the most important
source of imports.

In 19€9. after years of intensive exploration.
deposits of natural gas were discovered. apparently
around the town of Menchurg. Production, which was
about 143 million cubic meter in 1964, rose to 2.8
billion cubic meten in 1971 Peduction in 1972 was
estimated at 3 billion cubic meters. and the mevived
plan for 1975 calls for output of approximately 9
billion cubic metern  In addition. natural zas i
imported from the USSR via a new pipeline
through Crechmlovakia completed in May 1973
Some of thic increawe in supply will replace the
manufactured gas aatput kat in clming «me of the
oAd coal gasification plants Consumpt, m of natural
gas i o incrraswe capidhy. particulady in chemical

production
$. Electric power

The clectric powes indistny is one of the maot highls
drveloped secton of the Fad German exomomny. and
per capita production is relatively ligh Even o the
powrs supply has been e tight At the end (f 1972
the invtalled capacity was 14 3 million hilowatts (kw 1.
and the praduction of rlectesc powret duting the srat
was 728 hillion hilowati.hours (hn bt ) Thermal
ponerplante. including one  rucbear indallation,
ompeise by far the larget share of the capacity.
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hydroelectric plants constitute less than 5% of the total
capacity. Expansion of the power industry has been
achieved, but at a high cost; the industry is largely
dependent on domestic brown coal «f low caloric
value, and much of the powerplant equipment is
outmoded. More than one-fifth of all industrial
investments made during 1966-70 was for the
development of power fucilities, and electric power
installe  ns now account for onc-seventh of all fixed
assets in the country.

About three-fourths of the electric encrgy produced
is consumed in the highly developed southern half of
the country, largely in support of manufacturing
industries; the northern regions are largely agrivultural
and have less need for electricity. A comparison of
1960 and 1971 power consumption, by sector (Figure
13), indicates that the percentage of the total
consumed by each sector has remained relatively
stable. Within the industrial sector, the chemical
industry alon: consumed more than ane-fourth of the
net available power in 1971.

The bulk of the generating facilities are located in
the southern and southeastern parts of the country,
close to brown coal deposits and the main consuming
centers. The greatest concentration of powerplants is
in the Cottbus-Dresden arca. The powerplants in this
region have a total capacity of over 5 million kw.. or
about 40% of the national capacity. Included are such
facilities as the 1.3 million-kw. Luebbenau 1. 2. and 3
powerplants, the largest powerplant installation in the
country (Figure 14). the 1.2 million-kw. Vetschau
powerplant. the 750.000-kw. Schwarze Pumpe Fau.

FIGURE 1 3. Electric power consumption, by sector (U OU)
(Percent of totol)

108 1971

Indaetry
Pewer and fosl induetry IE3R 1”3l
Chemical induetey 2 ? m T
Motallargieral indmetry L L
Puilding waterimle induetry 19 7?4
Water enppl; IR
Metal proscvering isdeetr; t i €3
Light indwetrs includor 1o0tilee ) ¢y
Fandetnfle indaetry 19 70
Moy L? 70
Total indeeisy by 2 €
Tramepattation and preta) wv1wee 1 [ 2}
Trade handirrefia and profemions] w? vicss T e T e
Agrwnlinse L3 ] e
1 amen hesdde *a FENY
1Moo s 0 49
Toas” 10 o 1an ¢
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Middle, and West powerplants; the 450,000-kw.
Trattendorf | and 3 powerplants; and 1,050,000 kw.
at the partially completed Boxberg powerplant. The
second most important group of generating facilities is
in the Bitterfeld-1.cipzig area, where over 4 million-
kw. capucity is instatled. The powerplant capacities in
that region include 1,000,000 kw. at the Borna
Thierbuch powerplant, 470,000 kw. at the Leipzig
Espenhain powerplant, 600,000 kw. at the Leipzig
Lippendorf powerplant, 384,000 kw. at the Vockerode
powerplant, 338,000 kw. at the Leuna powerplant,
and 300,000 kw. at the Zschornewitz powerplant.
Other important powerplants are located in the
extreme southeast, in East Berlin and its vicinity, and
in the southwest. There is a 70,000-kw. nuclear
powerplant at Rheinsbherg in the northern part of the
country, but facilitics in the north are sparsely
distributed. The largest hydroelectric powerplant in
the country is the Saalfeld Hohenwarte 2 plant, which
has an installed capacity of 320,000 kw. (Figure 15).

Electric energy is transmitted by an extensive
network of high-voltage lines, especially in the
southern part of the country. Major transmission
facilities are centered on the main clectricity
producing and consuming regions of Bitterfeld-
Leipzig and Cotthus-Dresden.  These regions are
interconnected by  high-voltage  380-kilovolt (kv.)
lincs, and several lines—including two at 380-kv. —
lead to the Bedin arca. In the northem part of the
country the netwark consists largely of long-distance
lines that serve isolated load centen

By 1975 capacity is expected to grow (o 18 3 million
bw . with annual pmduction of about 90 billion kw -
hr Main additions to existing plants will be 300,000
Aw at the Schwarze Pumpe powerplante and 13
million kw at the parially  completed Bosherg
powerplant The Babe:g power facility is equipped
with 200.000-kw generating units. the largest utilized
by the East German indisiny to date. 2 weond wetion
of this plant exentuallh will incude 50,000 kw
genetating units An amportant peoject of the current
Fvear plan i the Corelity Hagenwender 3 powerplant.
wher the firt 0,000 kw  generating nnit in Fad
Cormany =ill be indalld  The weond  niciear
pewerplant in the country . al Gerifawald. will have »
capacits of A80.0N0 kw  upon completion of the Gt
soction. progectedd for 1974.75 Cendteuction contin s
on the | million-kw  Markerbach  hvdimebectnic
prweplant. with completion pmijected after 1975

Devrlopment of the domemtic powrt equipment
indudn hat bev o diccvuragrsd breame of the countn '«
teliance upon the USSR for much of this
rqquipment. and continued gronth of the (ountey '«
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FIGURE 14, Luebbenau 1, 2, and 3
powerplants; this 1,300,000-kw.
installation was the largest in the
country as of 1971 (U,0U)

FIGURE 15. Soalfcld Hohenwarte 2 hydroelectric
powerplont, the largest hydroelectric plont in Eo-t
Germany (U OU)

pewer Gabtiec will regoire the ampaortation of Ll
genctabing ymts of 200000 kw e Lirger

Fad Germany e o member of the Cannal for
Foonome Motual Acadanee CENEA which omeole
the antemabional flow of dlectne power among the
Vnrn\.»r' sounttes ”\l |Inru|||.;| ’,;d (ot n
connections ate double cremt 220k e o
Crochendonabig amd Peland Net ampmartc of olecton

e a1 swnted to .||lhuxl half o Talhion bw hiee an

1071 Facharges of praver ate ampesrtant b meet
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wsonal demands and to provide for peakload
requirements. East Germany has little electric power
resenve becanse the comtinned inerease in consumption
of electricity absorhe the output of new capacity as
woon as it is plac din senviee. Many of the conntry’s
industries operate with ontmoded industrial proceses
which are heavy neers of electricity Tn recent vears,
and particularhy in winter monthe, power sapplies
have been rationed 10 indudtrial consumers and
restrictions hd\l‘ '"'"" pld("‘(l nn 'll" e ot power at
times of peak demand  Power aipplies 1o «ome
customers have been partially <hint down. and extreme
power-cavimg campaigne have been mangurated
Thew restnctions bave e effect. helped taretand
industoal growth

3. Mctals and minerals (§)

Fadt Germony depende on pnporte for most of the
manerale and ferons and nonferrons metals regquired
b aeduden but ot hae amphe copplies of potach
fluargpar. and  wlfur Nineal prodoctien aim
manzed e Bigme 16 concenteated s the heavils
imdustenahized conthemm aeeas bagaee 1 p.n:uulul\
v the distecte Beziede of Catthoe Tapag Hall
and Decaden and o the Potadam dictnet i the centea!
prart of the conntny Al domedhe wnrees of metalbi
wod nenmeta?Mic o e thec dhanete ol G few
wnnmpeettant fo s metal proce vaors aee located north
of Bedin The Nty for O Niming Metallurges
aned Potadh comtrole the entin metale and omeral
mdudn Some anall ;vl.ml\ ate undet the ;unululmn
of 1 gnuul authontics bt |>nnn|u| pfln'-uv tToate

ather wabardimated o functbonal Vcewnatione of
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FIGURE 16. Output of principal metals, minerals, and construction materials (S)

(Thousand metric tons except where otherwise noted)

1956 1860 1965 1966 1967 1968 1969 1970 1971*
Iron ore (as mined) i,642 1,630 1,721 1,681 1,414 899 422 318
Iron ore (iron content) 407 408 430 420 353 224 105 79
Pigiron.................... 1,995 2,338 2,448 2,525 2,333 2,008 1,994 2,027
Crude steel........ 815, 3,749.9 4,313.3  4,484.9 4,591.7 4,605.4 4,823.8 5,062.7 5,360
Rolled steel........ 2,613 2,984 3,051 3,078 3,156 3,182 3,408 3,551
Refined copper . 39.2 40.0 40.0 40.0 40.0 40.0 37.5 na
Lead (smelter production).. .. 8.9 10.4 12.5 12.5 12.5 12.5 12.5 12.5 na
Primary aluminum.......... 27 35 45 45 52 58 63 63 nu
Potash (K;0)............... 1,666 1,926 2,000 2,208 2,293 2,346 2,419 2,426
Cement............. 5,032 6,087 6,450 7,182 7,551 7,410 7,987 8,473
Concrete products 6,973 10,680 11,333 12,381 13,171 13,832 16,551 na
Bricks (million pieces)........ 1,968 2,272 1,410 1,407 1,414 1,352 1,299 1,280 na

na  Data not available.
*Preliminary data.

People-owned Enterprises (VVB), such as that for
potash, or are parts of combines. In the iron and steel
industry, for example, the 16 major plants are grouped
in 3 production combines centcred at Heanigsdorf,
Eisenhuettenstadt, and Riesa. These combines are
directly responsiblr to the Ministry.

a. Ferrous metals

East Germany lacks the raw materials necessary to
develop a self-sufficient icon and steel industry.
Reserves of iron ore are of poor quality and are nearing
exhaustion. There are no commercial deposits of
manganese or other alioying materials needed for sterl
production. A small amount of ferronickel is obtained
from domestic ores, and some vanadium is produced
ay a byproduct of copper smelting.

Raw materials for the iron and steel industry are
largely imported, mostly from the U.S.S.R. During
1965-69, East Germant imported 80% of its iron or;
96% of the imports were of Soviet origin. Dependence
on imports increased even further in 1970-71, as
domestic output of iron ore dropped sharply to about
one-fourth the annual average of the preceding 5
yearnn Imports, nearly all from the USSR, e to
about 95% of the total supply of iron ore in 1970 and
1971. East Germany also imports practically all of its
ferraalloying ores and metals. Domestic production of
ferroalloys. although supplemented by import- of
selected types. is adequate for most intemal needs aad
for some exports. The main producen of ferroalloys ave
the Mashuette integrated steel plant at Unterwel-
lenbomn and the alloy plant an Lippendorf.

Because of ity raw material limitations, East
Germany has been able to achieve only a modest rate
of growth in its iron and steel industry in recent yran

Production of crude steel in 1971 reached 5.3 million
tons, an increase of about 1 million tons since 1965. In
comparison, Poland, Czechoslovakia, and Romania
each increased steel output by somewhat more than 3
million tons over the same period, and Bulgaria
increased its output by 1.4 niillion tons. Among the
Communist countries of Eastern Europe with
established iron and steel industries (i.e.. excluding
Albania), only Hungary increased its output less than
East Germany did.

Production of pig iron: in 1971 (2.D million tons) was
actually 3% less than in 1965, reflecting the
decreased availability of domestic iron ore. East
CGermany is both an importer and an exporter of pig
iron. Imports. mostly from the US.S.R. have
averaged nearly . *0.000 tons annually since 1965, and
exports, of which a considerable share is believed to he
reexports of Soviet origin, have been maintained at an
average annual rate of about 500,000 tons since 1965.
The principal recipients have been Japan and Western
Furope.

Production of rolled steel in 1971 (3.6 million tons)
was only 06 million tons higher than in 1965,
teflecting the modest growth (31%) in steel
consumption over the period. Imports have accounted
for a slowly rising share of gross olled steel supplies
since 1965 and now amount to roughly half of the
total. During 1969-7t imports averaged about 33
million tons, of which by far the larger share was

" obtained from the U.SS.R. and the remainder from
nther Communist countries, Japan, and Western
Eutope  Although still modest. annual esports of
rolled steel have gradually increased and reached
nearly 700.000 tons in 1971 The principal
destinations have been Eastern and \Western Europe
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Technically, the standards of the iron and steel
industry are far below those of Western countries, and
even below those of some other Eastern Europcan
Communist countries. Poland, Czechoslovakia,
Romania, and Bulgaria have constructed, or are
constructing, integrated steel plants with large blast
furnaces, basic oxygen steelmaking furnaces, plate
mills, continuor- hot strip mills, cold-rolling mills and
finishing equiprient. In contrast, East Germany has

made no major additions to its iron and steclmaking -

capacity for more than a decade and remains
committed to an inefficient complex of facilities
constructed in the 1950's. The comparatively small
Maxhuette plant is the only integrated plant. Plans for
construction of a large integrated plant at
Eisenhuettenstadt have been indefinitely postponed,
if not abandoned. The only facilitics in operation at
Eisenhuettenstadt are six blast furnaces constructed in
the early 1950's and a Soviet cold-ro'ing mill
commissioned in 1968. The cold-rolling mill is
supplied with hot-rulled steel imported from the
U.S.S.R. The major producers of crude steel are the
Brandenburg and Hennigsdorf plants, which must
(uneconomically) use cold pig iron from Eisenhuetten-
stadt or from other sources for smelting and must
send much of their stecl elsewhere for further
processing.

The bulk of investment in ferrous metallurgy since
1960 has been concentrated in the rolling and
finishing sector of the industry. Some rolling
equipment of domestic manufacture has been
installed, but a larger part of the new cquipment has
been impc-ted frem the U.S.S.R. and Western Europe.
Such imgorts have included rlling and drawing
cequipment for pipe, sheet, strip, and wire, and
facilities for forging, heat treating. and surfac
conditioning. Tangible gains have been realized from
this program for upgrading of steel products. The
propostion of highly processed steel, that is. steel
undergoing udditional rolling, or finishing open tions
beyond the hot-rolling stage. increased from 29% of
total rolled steel in 1960 to 245 in 1965 and 34% in
1971.

b. Nonferrous melals

Fast Cermany is generally deficient in nonferrous
metals. except for uranium. The output of refined
copper. from scrap as well as local ores, covers less than
half of domestic requirements. Imports to make up the
deficit are obtained principally from the USSR A
furthes increase in imports srems likely. Production
from the low.grade ore deposits in the Sangethausen
basin has been declining und is now exceeded by the
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output from scrap. A further decline in output from
the Sangerhausen ores is anticipated in the 1970’s. All
copper processing, from ore through finished product,
is handled by the Wilhelm Pieck Mansfeld Combsine,
with facilities located at Eisleben, Helbra, and
Hettstedt,

Lead ore mining at deposits in the Freiberg area was
discontinued in 1968 because of high costs, but
approximately 30,000 tons of lead are recovered each
year from scrap materials. A small amount of tin ore is
mined in the Altenberg arca, and a modest increase in
output reportedly is planned. Production of primary
aluminum is entirely dependent on imports of bauxite
and alumina. Imported bauxite, from Hungary and
Yugoslavia, is processed at a plant in Lauta. Alumina
from this source meets about half the requirements of
East German smelters, and imports from Hungary and
West Germany cover the remaining requirements.
Primary aluminum is produced at two plants located
at Bitterfeld and Lauta. Output falls considerably
short of domestic needs. Imports from the U.S.S.R.,
which exceeded 100,000 tons in 1971, make up most of
the deficit. Most other metals are imported, although
small amounts of metals are obtained as byproducts
from domestic and imnported ores, including bismuth,
cadmium, silver, selenium, rher’ .m, and gallium.
East Germany has the capability to process a wide
range of metals to mect high purity standards for
electronics and other exacting applications, among
such metal: are antimony, arsenic, indium, lead,
gallium, silicon, and germanium.

Jranium ore mining started in East Germany in
1946 under a Soviet company called Wismut AG,
which was converted int  a joint Soviet-East German
company in 1954. All operations are still supervised by
the U.S.S.R. The firm emnloys approximately 80,000
people, and its headquarters are located in Karl-Marx-
Stadt. Present estimated annual production is equal to
6.500 tons of uranium metal. Mining started in the
Aue area near Karl-Marx-Stadt in undergrornd mines,
but production from these mines is declining due to
supply depletion. The output of pitchblende, a high-
grade ore ranging in average uranium content from
1% to 2%, is sent in an unprocessed state to the
U.S.5.R. Fast Germany is now depending more on the
lower grade «edimentary deposits of Thuringia and
recently discovered depmits at Koenigstein. Open pit
and undent-ound mining operations have been carried
out near Gera in Thuringia since 1932, The average
grade of this ore is 0.07% uranium, and over 12,060
tons of ore are mined daily. The ore is poscessed at a
facility locuted at Seclingstacdt. which is the largest
uranium processing plant in the world  Annual
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production in terms of uranium metal is about 3,000
tons a year. The deposits at Koenigstein, 6 miles from
the Czechoslovak border, have been under develop-
ment since 1968. The ores, which average between
0.08% and 0.1% uranium content, are processed near
Crossen. Production is small, amounting to several
hundred tons of recoverable uranium metal per year.
When the Koenigstein deposits are fully developed,
the East Germans plan to construct another uranium
concentrating plant nearby.

East Germany is the world’s third-largest producer
and third-largest exporter of potash. Nearly three-
fourths of the total output of 2.4 million tons of K:0
arc exported annually, mainly to Poland, Czecho-
slovakia, and Hungary. Most of the remainder is sold
in Western Europe. Mining and processing are
centered in the area between the Werra river and the
West German border. Production is scheduled to reach
3.0 million tons by 1975, with most of the increase to
come from a new mine and refinery in the Calvoerde
district. Domestic production supplies most of the
fluorspar needed by the chemical and metallurgical
industries. A substantial amount of phosphate is
imported in the form of apatite, phosphate rock, or
fertilizer. Sulfur is produced as a byproduct in the
tefining of sulfur-rich Soviet crude oil and from sulfur-
bearing domestic ores, but a considerable share of
consumption is derived from imported pyrites.

4. Manufacturing and construction

Manufacturing occupies a central position in the
East German cconomy, accounting for about 84% of

FIGURE 17. Distribution of industrial production {U/OU)

total gross output of industry and more than 85% of
total industrial employment (Figures 17 and 18). In
1971 gross output in manufacturing amounted to
DMEI129.7 billion. According to official figures,
annual growth has averaged 6.2% since 1968.
Employment in manufacturing, however, has grown
at a substantially lower annual rate of 0.2%, or an
increase of roughly 9,500 workers since 1968. (U/OU)

Within manufacturing, the metal products
industries play the leading role, accounting for about
41% of the sector's gross output and 49% of its
employment in 1971. In the metal products sector, as
well as in manufac! aring as a whole, the electrical
engineering, electronics, and precision engincering
industries have been growing at the fastest rate. Their
average annual rates of growth in production and
employment from 1968 to 1971 were 10.7% and 3.5%,
respectively. During this same period the chemical,
mechanical engineering and vehicle construction, aud
the textile industries experienced declines in
employment and below average increases in
production. (U/OU)

Since the nationalization in the late 1940's, most
industry has been directly controlled by the state, but
a significant private sector of semistate-owned
enterprises, private enterprises, and self-employed
craftsmen has been tolerated. In February 1972, the
regime launched a drive apparently aimed at
liquidating the private sector, with the main emphasis
being directed at the semistate-owned enterprises.
Most enterprises of this type were reportedly converted
to People-owned Enterprises (VEB's) by mid-1972,

AVERAGE
PERCZNT OF TOTAL ANNUAL
——— e ———-—-—  RATE OF
1968 1971 GROWTH
Percen!
Power and fuel induatry............ ... ... ... . 5.9 5.6 4.7
Metallurgical industry . .. ........... ... 7.7 7.3 T.4
Building materials industry. .. ...... ... 2.0 2.1 7.0
Water supply . .. ... 0.5 0.5 6.8
Manufacturing:
Chemical industry. .. .. ... ... 14.2 14.1 6.1
Mechanical engineering and vehicle construetion. .. . .. 24.7 24.7 6.1
FElectrical engineering, electronics, precision engineering. 8.7 9.9 10.7
Light industey (excluding textiles). .. ... ........... 11.0 1.0 6.2
Textile industey . .. ...... ..ot 7.8 6.8 4.0
Foodstuffs industey .. .. .............. . oot 18.0 17.4 5.0
Tota) manufacturing. .. ........... ... oo, 82.9 83.9 6.2
Total industnial production® 100.0 100.0 6.2
*Data may not add to totals because of rounding.
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FIGURE 18. Distribution of industrial

ployment (U/OU)

AVERAGE
PERCENT OF TOTAL ANNUAL

RATE OF

1968 1971 GROWTH

Percent

Power and fuel industey. ...t iiiiinns 6.6 6.6 -0.2
Metaliurgical industry. . .......cooiiiiiiiiiii i 4.8 4.8 0.7
Building materials industry................0000iiiae 8.1 8.2 0.7
Water supply. ... coovviiiniiiiiiii i e 0.7 0.7 0.1

Manufacturing:

Chemical industry.........oooiiiiiiiiiiiiiiinana, 11.6 11.4 -0.2
Mechanical engineering and vehicle construction...... 28.7 28.5 -0.1
Electrical engineering, electronics, precision engineering. 12.8 18.1 3.6
Light industry (excluding textiles)................... 16.2 16.9 0.5
Textile industry. .. ...coovvevieiiiiieineennreeanns 9.8 8.6 -2.4
Foodstuffs industry..............coooviiiniinnnn 7.6 7.8 1.6
Total manufacturing..............coiivuvneenenns 86.4 §6.8 0.2
Total industrial production®...................... 100.0 100.0 0.2

*Data may not add to totals because of rounding.

and private owners have been granted limited
compensation and usually offered management
positions in the fully nationalized firms. Less pressure
has been applied to small private enterprises and
craftsmen, and a December 1972 party plenum
nromised state support and “generosity in granting
trade licenses” for artisans, shopkeepers, and small
tradesmen. (U/OU)

The latest data available do not yet reflect the new
organizational changes. In 1971, state-owned
enterprises produced 82% of the gross output in
manufacturing, an increase of only one percentage
point from 1968. In the same 3-year period the output
of cooperative enterprises grew very little, and the
contribution of private firms to total manufacturing
output declined. State-owned facilities play a larger
role in metal processing and chemicals than they doin
light industry—including textiles—and agricultural
processing, in which cooperatives and semistate-
owned enterprises in the past have accounted for
about 25% to 30% of the output. State-owned
enterprises accounted for about 82% of total
manufacturing employment in 1971, a slight increase
over the 1968 figure of 79%. The most dramatic
change occurred in cooperatives, where the
employment level in 1971 was only 61% of the 1968
level, a decrease of 27,600 workers in the 3-year
period. Within this category of cooperative enterprises,
those in the textile and metal processing sectors
registered the largest percentage decreases in
employment in the 3-year period. {U/OU)

Most state-owned enterprises (VEB's) are organized
into slightly more than 95 VVB's (Associations of
People-owned Enterprises), each comprised of similar
enterprises. With the implementation of the reforms of
the “New Economic System,” the VVB's, which
existed prior to the reforms, were given additional
responsibilities and considerably more authority. They
forn. an intermediate link between the state planning
authorities and individual enterprises and acquired
their new responsibilities at the expense of both. The
VVB's are responsible for drafting their members’
production plans and insuring their fulfillment,
overseeing cnterprise investment policies, technical
and scientific research, working out wage norms and
bonus systems, and sharing in both the domestic and
foreign marketing responsibilities. Other enterprises
are members of industrial combines—People-owned
Combines—established in 1969. The position of the
combines in the economic structure of East Germany
varies. Some are subordinate to VVB's, some to
industrial ministries, and others to organizations such
as district (Bezirk) economic councils. The combines
were established to prevent further concentration of
power under the VVB's and to increase effective.ess in
introducing technological change and innovation in
the production process. There are also state-owned
planis which are not centrally controlled, but which
are supervised by Bezirk or county (Kreis) economic
councils. Private plants are mer. bers of so-called
Chambers of Industry and Trade. which help
integrate private production into the c¥ntral planning
process. (U,/O1")
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Participation in CEMA (the Council for Econcmic
Mutual Assistance) has, on the whole, had little effect
on the structure of East German manufacturing. Most
CEMA recommendations for the assignment of
production responsibilities 1vere either ignored or were
merely confirmed developments already undertaken
by the East Germans acting independently. In any
case, specialization agreements covered only a small
fraction of the output of the key industries in the East
German economy. Since 1969, uew bilateral and
multilateral undertakings have begun to have some
effect on the product-mix, but they have had very
little effect on the branch structure of industries.
(U/0u)

a. Metal producla (S)

East Germany has the largest and most diversified
metal products industry in Eastern Europe; its output
of metal products (including products of mechanical,
electrical, and precision engineering, electronics, and
vehicle construction) as a share of total industrial
production is greater than that of any other country in
Eastern Europe. In absolute terms it leads those
countries in the production of railroad passenger cars
and is one of the world’s leading exporters of rolling
stock. East Germany ranked first in Eastern Europe in
1971 in the production of transformers and radio
receivers and second in the manufacture of
refrigerators. Output of selected types of machinery
and equipment is shown in Figure 19.

FIGURE 9. Output of selected types of machinery and equipment (u/ou)

Other industries which are significant in East
Germany'’s metal processing sector arc motor vehicle
manufacturing, shipbuilding, and the prrduction of
telecommunications equipment. East Germany is
second only to Czechoslovakia in the production of
motor vehicles in Eastern Europe. With regard to
shipbuilding, East Germany ranks first in the world in
the construction of fishing vessels (in terms of
tonnage), and in Eastern Europe it is second, behind
Poland, in the construction of maritime cargo ships
(Figure 20).

Production of military end-items, by the metal-
processing sector is confined largely to optical and
precision engineering equipment, small arms,
ammunition, explosives, and some spare parts for
military aircraft. Those items are produced in
enterprises that are either entirely military-oricnted or
serve both the defense establishment and the general
economy. The former group of enterprises are
organized into VVB's but are subordinated directly to
the Ministry for National Defense. For its supply of
major military equipment, East Germany is entirely
dependent on its Warsaw Pact allies, particularly the
U.S.S.R. Some military-related optical and precision
equipment is exported.

The items produced by the metal products
‘ndustries are an important source of export earnings.
They accounted for 57% of total exports in 1971. East
Germany exports about two-thirds of its machine tool
output, one-third of its tractor production (Figure 21),

Radio receivers...................
Television receivers
Washing machines................ e

Household refrigerators. . ......... ceeedoL
Automobilea
Trueks. .. .. ovvvevn i

Diesel and electric locomotives. .... ....do..............
Railroad passengercars. . .........
Railroad freight cars..............
Agricultural machinery
Machine tools (metalcutting). . .. .. [ SN
Rolling mill equipment
Maiitime cargoships. .. ...... ...
Fishing vessels. .. ...............

*1967 prices.
**(iroms register tons.

AVERAGE
ANNU. L

RATE OF

1955 1960 1965 1970 1971 GROWIH
Percent
724.7 809.6 808.0 806.9 961.0 1.8
38.6 416.5 536.7 380.1 410.9 15.9
18.4 132.5 288.9 254.5 280.5 18.6
17.3 138.8 364.8 380.3 410.5 21.5
22.2 64.1 102.9 126.6 134.2 11.9
14.2 i12.y 15.2 24.2 25.5 3.7
7.8 9.1 12.9 16.4 15.2 4.2
704 415 542 2,587 3,032 9.5
540 675 572 433 480 -0.7
697 1,705 1,088 1,519 1,437 5.6
4,002 2,350 2,172 5,709 5,366 1.8
330.6 600.6 776.9 1,535.6 1,635.6 10.5
139.7 344.0 439.4 679.8 721.5 10.8
.3 9 19.8 15.4 16.6 -2.4
.3 ] 144.3 216.7 207.7 17.2
3 68.2 101.9 93.8 10.8
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FIGURE 20. This ship was built for the
U.S.S.R. in a Wismar shipyard (U/OU)

and over 50% of the automobiles it manufactures. The
shipbuilding and railroad rolling stock industries are
also significant sources of export earnings. East
Germany ranks ninth in the world in the tonnage of
merchant ships exported, and its exports of rolling
stock comprises nearly 10% of all such vehiclcs
exported in world trade.

Imports of metal products as a percentage of the
value of total imports, approximately 37% in 1971,
increased considerably in the 1960's and is due to rise
further in the 1970's. For example, between 1968 and
1971 imports of rolling-mill machinery increased by
39%, antifriction bearings increased by 193%, and
regulators and relays increascd by 340%. In terms of
units imported, East Germany increased its imports of
automobiles by 65% over the same 3-year period.

b. Chemicals (S)

East Germany already had a well-developed
chemical industry at the end of World War I1, based
largely on its sizable deposits of brown coal, salt,
limestone, potash, and gypsum. The chemicai
industry, which ranks fourth among East Germar
industries in value of output, has grown more rapidly
than industry as a whole, although it has advanced
more slowly than the chemical industry of any other
East European country. Its annual output more than
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doubled between 1960 and 1970; output of selected
major products of the industry is summarized in
Figure 22,

East Germany ranked third in the world in 1970-71
in output of potash fertilizer, slightly ahead of the
United States and exceeded only by the U.S.S.R. and
Canada. Among the East European countries, it also
leads in production of soda ash and caustic soda,
plastics, synthetic rubber, and tires.

East Germany is an .mportant exporter of chemical
products, especially to other CEMA member
countries. In 1971 it exported nearly three-fourths of
its output of potash fertilizer, almost half of its output
of synthetic rubber, and close to one-third of its output
of soda ash, as well as sizable quantities of plastics,
photochemicals, and other products. Pharmaceuticals
are a large export item, but imports in this category
amounted to almost threc-fourths of exports in 1971.
Formerly a net exporter of nitrogen fertilizer, East
Germany now imports a large part of its total supply
(about one-third in 1971). The country also s
dependent on imports for some of its major chemical
raw materials, such as pyrites, bituminous coal, coke,
phosphate rock, and especially petroleum, which is
becoming increasingly impoitant as the chemical
industry shifts from a brown coal base to more modern
petrochemical processes. (Reportedly more than one-
fourth of all chemical output already was based on

FIGURE 21. Tractor plant, Schoenebeck/Eibe (L/OU)
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FIGURE 22. Output of selected chemicals and rubber (U/QU)
(Thousand metric tons except where offerwise noted)

1955 1860 1965 1970 1971
Sulfuricacid.............ooeiviniinn. 592 730 985 1,089 1,076
Synthetic ammonia (as nitrogen)........ 335 393 439 481 576
Causticsoda.......................... 257 327 364 413 414
Sodaash...............oo i, 458 594 682 676 714
Calelum carbide....................... 793 923 1,193 1,248 1,302
Nitrogen fertilizer (as nitrogen)......... 293 334 348 395 388
Phosphate fertilizer (as P,0s)........... 85 166 232 430 414
Potash fertilizer (as K;0)............... 1,552 1,666 1,926 2,419 2,426
Plastics and synthetic resins............ 72 115 219 370 420
Synthetic fibers, ...................... . 7.8 19.0 34.8 47.6
Synthetic rubber. ......... 87 95 118 129
Tires (thousand units) 2,714 3,750 4,602 4,922

petroleum in 1970.) Phosphate rock is imported
mainly from the U.S.S.R., as is crude oil, which is
obtained via the Friendship pipeline. In the future,
naturai gas from domestic sources and from the
U.S.S.R. via pipeline also will serve as a chemical raw
material, especially for nitrogen fertilizer and plastics.

Large nitrogen fertilizer plants are under
construction at Leuna and Piesteritz, and additional
capacity for plastics is being added at the
Schwarzheide Synthesis Plant and at the Buna Works
in Schkopau. Refineries at Schwedt and Boehlen are
scheduled to increase output of petrochemicals for use
as startin materials for plastics and synthetic fibers. A
large new potash fertilizer plant at Zielitz started trial
operation in January 1973.

Plans call for output of the chemical industry to
increase by 47% to 49% during 1971-75, or by about
25% during the 3 years 1973-75. By 1975, production
of plastics and of synthetic fibers is scheduled to be
more than double 1970 output, while output of potash
fertilizers is to increase 20%.

c. Light industry (including textiles) (U/OU)

Although oriented toward the domestic market,
light industry has been unable to satisfy consumers
demand, either in quantity or quality. In the past, it
has been given a lower priority than the metal
processing or chemical industries. Gross investments
by the state in light industry during the period 1965-71
were oniy about 39% and 45% of such outlays for the
metal processing and chemical industries, respectively.
For light industry the official growth rate of gross
production was 5.5% during that 6-year period, while
the rates of growth for the metal processing and
chemical industries were 7.5% and 7.3%. respectively.
Output of selccted hight industry products is shown in

Figure 23. Recently, greater importance has been
placed on the development of the consumer goods
industry to increase production and improve the
quality of output. The additional output, however, is
not solely for the fulfillment of domestic needs, but to
meet trade commitments to the CEMA countries,
especially the Soviet Union, and to satisfy the demand
created by tourists from other Eastern European
countries.

On the whole, light industry has not been a major
source of exports. Exports of certain goods, however,
have shown significant increases, absolutely and
relatively to production. During the period 1968-71
furniture exports increased by 60% and exports of
outer garments for men and boys, by 55%. These
increases reflect the decision of East Germany to fulfill
bilateral trade agreements with the U.S.S.R. and seek
hard currency sales tu Western countries rather than
satisfy domestic demand. Domestic consumption was
given a higher priority in 1972 and 1973.

d. Agricultural processing (U/OU)

The agricultural processing industries have had the
lowest average annual rates of growth in production of
all the manufacturing sectors. Their share of total
manufacturing employment, however, has been
slowly rising, and the share or total manufacturing
investments going- into the agricultural processing
industries increased from 7.1% in 1963 to 12.. % in
1969. In 1970 this figure dropped to 9.2% of total
manufacturing investment, but it increased to 9.4%
the following year, when total investment decreased
slightly. The 1973 economic plan does not suggest any
significant change in the output of the agricultural
processing industries.

Before World War 11, the area that is now East
Germany was a net exporter of processed agricultural
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FIGURE 23. Output of selected light industry products (U/OU) -
AVERAGE kﬂ)
ANNUAL
RATE OF
VALUE OR UNITS 1955 - 1960 1965 1970 1971 GROWTH
Percent
Furniture (includes upholstered). ... .. 556.7 089.9 1,246.9 2,022.9 2,129.5 8.8 !
Musical instruments................ 72.4 94.7 115.0 158.7 169.3 5.5 ;
Gymnastics and sports apparatus .... 25.0 39.6 49.3 95.0 101.5 9.2 i
\ TOYS .ttt it 99.9 181.3 321.2 520.0 542.5 11.2 s
’ Outer garments for men and boys. . .. 410.7 5337.0 675.3 815.0 808.5 4.8
: Outer garments for women and girls. . 410.9 611.0 765.5 860.0 868.6 4.8 *
. Shoes........ooviiiiviiiiiiiiin, 40.7 54.1 61.0 73.8 76.9 4.1
i Chipboard......................... Insig 44.0 200.1 451.0 479.8 24.8
i Household poreelain. ............... 18.2 22.2 25.9 28.2 29.2 3.0 ]
e : Window glass (standard thickness). . . 14.3 16.1 21.3 21.0 20.4 2.2 :
& i Carpets and runners................ 5.1 8.1 11.3 14.8 16.2 7.5
1 Fabries................co0vuneee, 501.7 609.0 639.1 714.8 723.3 2.8
Yarns.........ooooiiiiiiiiena., 252.0 275.0 269.6 244.6 234.8 -0,4
: Hosiery. ............ccoiivninenn, Million pairs........... 142.1 151 .4 172.7 198.5 225.5 2.9
; Knitted underwear................. Million units........... 103.6 137.1 148.9 144.7 149.3 2.8
Knitted outerwear.................. B 15.8 20.7 22.1 340 35.7 5.2

*Constant 1987 prices.

products. During the postwar period, however,
imports of these products have been greatly increased.
In the early 1960’s, roughly 20% to 25% of total
imports were agricultural products, but the percentage
has slowly decreased over the years. Despite the slow
increase in the output of processed agricultural
products, East Germany is first in Eastern Europe in
the production of butter, second in the production of
meat and whole milk, and second in fish catch.

e. Construction (U/OU)

The constiuction sector (Figure 24) increased its
contribution to the national income from less than 8%
in 1960 to 8.7% in 1971. It has been growing at an
average annual rate o 7.8% (value basis) since 1965.
During 1965-69, the annual rate of growth increased
at an accelerated rate, reaching a high of 10.6% in
1969. In 1970 there was a sudden decline in the
growth rate to 5.3%, and a slight rise in 1971 to 5.7%.

The construction sector consists of three com-
ponents: The building industry, the building crafts,
and the agricultural cooperative building enterprises.
The building industry accounts for the largest portion
of the output of the construction sector—67.9% in
1971. During the same year, 21.8% of the total
construction was performed by the building crafts,
while the remainder, approximately 10%, was
accounted for by the agricultural building enterprises.

Slightly more than 85% of the value of output of the
building industry is performed by state-owned
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enterprises; this share has remained relatively stable
since 1960. Semistate-owned enterprises accounted for
approximately 12% of the building industry’s
construction in 1971, while private firms accounted for
less than 1%. The 1972 results should show a
significant decrease in construction by semistate-
owned enterprises and an increase for state-owned
firms, due to the conversion in early 1972 of semistate-
owned enterprises into completely state-owned
entities.

The building crafts consists of cooperative
handicrafts, which accounted for approximately 69%
of the output of this component of the construction
sector in 1971, and private handicrafts. Since 1960, the
percentage of the building crafts’ volume of
construction done by the cooperatives has steadily
increased. The same trend should continue and
perhaps accelerate be ause of the state’s increased
effort to nationalize private enterprises.

Of the three components of the construction sector,
the agricultural cooperative building enterprises have
experienced the greatest rate of growth in output since
1960. The average annual rate of growth from 1960 to
1971 has been approximately 20%, as compared to
5.6% for the building industry and 6.6% for the
building crafts over the same period. The agricultural
building enterprises alone handled the rapid increases
in construction in agriculture resulting from final
collectivization in 1960 and from subsequent efforts to
increase livestock production and irrigation. They are
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FIGURE 24. Large-unit construction
methods are widespread (U/OU)

responsible not only for the construction of farm-
related buildings, but also for the construction of
housing in rural areas.

The government is forced to weigh carefully its
priorit.es in construction because of labor and building
material shortages. The data for 1970 show that 27.9%
of the value of construction completed was for
industrial and storage plants, while 16.9% was for
dwellings. In 1971 these shares had changed to 29.3%
and 16.5%, respectively.

During 1972, a year of increased emphasis on
housing construction, 69,000 new apartments were
built, compared to only 57,300 in 1971. East German
statistics indicate that another 36,000 apartments were
provided in 1972 through expansion, reconstruction,
and modernization of existing units. The 1973
economic plan calls for the construction of 79,000 new
apartments, an increase of slightlv more than 14%
over 1972. Because of the housing snortage and the
age of dwellings, more funds must be used for
reconstruction and modernization than normally
required for wear and tear. According to a census
taken by the state in 1972, approximately 38% of the
apartments in residential buildings were 70 years old
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or more, while 41% were built between 1900 and 1945.
A portion of new construction is also required to
replace many of the alder apartments, which lack
water and sewerage facilities and are too costly to
repair.

5. Domestic trade (C)

Domestic trade is _onducted largely by state
organizations at prices set by the state. The central
government plans the volume of sales for various types
of commodities, the level of investments, and the
volume of taxes and profits. Local administrations
control only the day-to-day operations of the trade
network. Private trade is regulated by membership in
the commission trade system or by other indirect but
effective controls.

Wholesale trade, entirely in state hands, is
organized into Wholesale Trade Associations (GHG's),
which supply both private and socialized retail stores.
There are GHG's for each major category of goods,
such as fruits and vegetables, textiles, and household
goods. Agricultural procurement and distribution to
retail outlets and food processors are handled by state-
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owned Procurement and Purchasing Enterprises
(VEAB’s), which formerly set yearly quotas for
compulsory deliveries of farm output, mostly grain
and animal products, and which now negotiate
purchase contracts for supplies of these products,
working closely with processors.

The outlets of the retail trade system—probably the
most modern in Eastern Europe—can be divided into
three categories: 1) Socialist retail trade outlets; 2)
commission outlets; and 3) private enterprises.
Approximately 80% of total retail trade turnover is
accounted for by socialist outlets, consisting of a
network of state-owned stores and restaurants
belonging to the trade organization (Handelsorganisa-
tion, or HO), under the general supervision of the
Ministry for Trade and Supply, but under the direct
control of the local economic councils. Also included
in the category of socialist enterprises are industrial
outlets and .consumer cooperatives, which are
indirectly controlled by the Ministry for Trade and
Supply. The cooperatives are concentrated in the rural
areas, since farmers apparently find the older
cooperatives more acceptable than the state stores.
Since 1950 socialist retail trade turnover has
consistently grown at a faster average annual rate than
total retail trade (Figure 25).

Commission outlets account for a little more than
9% of total retail sales, and since the late 1950’s their
sales have been increasing at a substantial rate. This
can partly be explained by state pressure to force
private stores to become commission outlets for the
state network—buying and selling goods for the
account of an HO or cooperative. The 1971 results,
however, did not conform to the past growth trend.
The portion of total sales attributed to commission
outlets declined slightly, and the percentage increase
from the previous year was less than that for total
sales.

FIGURE 25. Average annual rates of growth of retail
sales, by form of ownership (U/OU)

(Percent)*
" roraL COMMIS-

RETAIL SOCIALIST BION PRIVATE

TRADE TRADE** TRADE TRADE
1951-1855.. .. 12.8 21.8 2.1
1956-1960. . .. 7.8 10.1 Insig -6.2
1961-1965.. .. 2.6 2.8 8.9 -1.6
1966-1970.. .. 4.6 5.8 - 6.2 ~-1.0
1971......... 3.9 5.0 2.0 -1.8

...Not pertinent.

*Growth rates are calculated using sales in current marks.

**3tate-owned retail outlets, consumer~ cooperatives, and
other socialist enterprises.
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Private retail trade has been declining steadily since
1950; however, in spite of constant political and
economic pressure, the private sector still accounted
for 9.5% of total retail sales in 1971. A substantial
portion of this can be attributed to the sale of
foodstuffs; private outlets accounted for 13.7% of total
foodstuffs turnover in 1971, but their share of the
foodstuffs trade has been declining slowly since 1965
(Figure 26).

All trade is carried on at prices set by the state.
During the 1950’s and early 1960’s, there were two sets
of procurement prices—low prices for compulsory
deliveries within the quotas assigned by the VEAB's,
and high prices for deliveries above the quotas. In
1964 a single price system was established for grains
and feedstuffs, in 1966 for poultry and wool, and in
1969 for meat and dairy products. The new single
prices were set so as to provide about the same average
return per unit of sales as farmers had been receiving
under the dual price system.

There are two types of industrial prices: The
enterprise, or factory price, based on production costs
plus a small profit, which is used to verify plan
fulfillment; and the industry delivery price—the
enterprise price plus a turnover tax—which is used to
measure the returns from sales to other enterprises and
to wholesalers. The final consumer price is the industry
delivery price plus an additional trade markup.

A dual pricing system for consumer goods existed
until 1959. It consisted of relatively low ration prices
and much higher HO prices for additional quantities
above the ration amounts. The system reflected the
large discrepancy which existed between supply and
demand. In setting consumer prices the state is acutely
aware of the need to meet the social requirements of
the people. The 1972 state budget provided 9.2 billion
marks—11% of the total budget—in subsidies so that
the state could maintain low prices for goods and
services which satisfy basic needs, such as food,
transportation, and housing. In contrast, items which
are considered nonessential or luxuries have extremely
high prices. The government is also sensitive to
increases in the price level and has insti’uted a price
stabilization program designed to combat creeping
inflation. During the present 5-year plan, it has
decreed that consumer prices may not be increased
and that iciail prices of new and improved consumer
goods must be confirmed by the Council of Ministers
or by the Minister and Chairman of the Price Office.
The state also began an attempt in 1972 to insure
adequate supplies of selected lower priced goods by
incorporating the production of fixed minimum
amounts of these goods in the economic plan.
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FIGURE 26. Summary of retail trade in major commodity groups (U/OU)
(¢ AVERAGE
i PERCENTAGE DISTRIBUTION OF TRADE ANNUAL
RATE OF
1966 1966 1967 1968 1969 1970 1971  anowrn
Percent
.................................................................................................... 4.6
77.9 78.4 78.8 79.2 80.0 80.6 81.8 5.1
8.8 8.9 9.1 9.2 5.8 8.4 9.2 5.8
18.8 12.7 12.1 11.6 10.7 10.1 9.5 -1.2
B (13U 8.7
77.0 7.6 78.1 78.4 79.1 79.8 80.2 4.4
6.2 6.2 6.2 6.8 6.8 6.2 6.1 5.8
16.8 16.2 5.7 5.8 14.6 14.0 8.7 0.2
* RelBted G008, . ..ot tet e tit e it ettt ae s tae et neneseesaeesoassassansatanasenssatantsaatassansonanaans 5.1
Socialist.........coociiiiiiiiiien 76.4 77.0 7.7 79.1 80.1 81.9 6.3
Commission. .........ovvevnnvann 16.7 16.6 16.4 14.9 14.6 14.2 18.6 2.6
6.9 . 5.4 —-4.8
4.2
5.1
4.9
-5.8
Textiles & Clothing. . . .. ... . it it i i it s i e i i i e 4.1
i SOCIRIBE. « . v e vuerernernieenanns 83.9 84.0 8;.2 84.3 8.2 85.5 86.8 4.6
Commission. ...........oovvvnunn 7.1 7.8 7.6 7.7 7.8 8.2 3.0 6.8
Private....oooovvereenunnrenennine 9.0 8.7 8.3 8.0 7.0 6.8 5.7 -8.7
Other industrial OOTB. . . ..o vv ittt ittt it et i e i e e e 5.5
S0CIALBE. + «v v e vuvrieee e enss 7.4 .7 78.0 78.0 78.4 78.9 80.0 6.1
Commission. ...........ovieennnn 8.8 8.7 9.2 9.7 10.8 10.7 10.5 9.7
<‘ : Private. ... verre e eenreenannnn. 14.8 13.6 12.8 12.8 11.8 10.4 9.5 -1.4
The growth of retail sales has been rapid, reflecting ~ have been growing at a faster rate than food sales
not only a substantial increase in the volume of  (Figure 27). Within the nonfood category, sales of
personal consumption but also a change in electrical appliances and other luxury items, along
consumption patterns. According to East German  with building materials, have grown more rapidly
statistics, retail sales (in current prices) in 1971 were  than those of shoes and textiles.
48% above the 1960 level, an average annual growth Problems still exist in retail trade, however, in terms
rate of about 3.6%. Both the growth in the volume of  of quality and shortages of goods. As the consumers
trade and the changes in its composition reflect an  have been able to satisfy most of their quantitative
improvement in the standard of living. Nonfood sales  needs for goods and services, they have become
FIGURE 27. Composition of retall sales, by major commodity groups (U/OU)
(Percentages of respective fotals)
) OF WHICH
FOODSTUFF8 OF WHICH
AND Textiles
RELATED Related INDUSTRIAL and
GOODS Foodstuffs goods QooDs Shoes clothing Other TOTAL
1950, ....covinvnnnn 61.1 66.7 83.8 88.9 6.1 41.6 52.8 100
1055, cuneennnnnes 57.7 68.4 81.6 42.8 6.7 48.9 49.4 100
1060........ocnnne. 55.4 69.1 0.9 44.6 5.1 6.1 58.8 100
1065, ...ccuvnenn... 56.5 68.7 31.8 8.5 6.5 32.5 61.0 100
1970....ocvenne 5.8 67.2 32.8 4.2 6.5 s1.1 62.7 100
n 1971, . 0ovvivniinnn 56.8 66.8 38s.2 44.7 6.2 30.9 62.9 100
(,/ NOTE—Per ges are calculated using sales in 1972 marks.
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increasingly quality-conscious. The state has
acknowledged that such items as shoes, yard goods,
and ready-made clothing have failed to meet quality
standards, and it has admitted that shortages exist in
fruits and vegetables, fumiture, chinaware, leather
shoes, and hosiery. The current 5-year plan
acknowledges the problems of quality, shortages, and
creeping inflation, but solutions have been clusive.

C. Policy and development (C)

1. Policy

The accelerated pace of technological change has
been the main consideration in Fast German
econao:nic policy since the mid-1960's. Earlier policy.
oriented toward catching up with West Germany, had
encouraged the application of new technology. but it
had mainly emphasized increasing output by tapping
“hidden reserves.” By the carly 1960's this policy had
clearly failed, and the regime was soon converted to a
more systematic approach to introducing new
technology, or, in East German terminology.
“mastering the scientific-technical revolution.™

The possibility and necessity of accelerating
technological change grew out of a large increase in
the availability of Soviet crude vil and a concurrent
weakening of Soviet willingness and ability to increase
deliveries of other essential raw materials, including
coal, ferrous metals, textile fibers, and wood and
cellulose. The rise in Soviet crude oil deliveries from
less than 2 million tons in 1960 to over 11 million tons
in 1972 led to large investments nut only in oil refining
but also in the petrochemical industries, in trucking. in
dieselization of the railroads, and in developing plastic
and synthetic products. At the same time, demand on
the CEMA market for more up-to-date manufactures
became more insistent, also stimulating technological
change, especially in machine-building industries.

Trade with the industrial West also played an
important part in technological change. Increased
imports were nceded not only of investment goods but
also of intermediate products rarely available through
CEMA trade, and even of raw materals in short
supply. To plai: and manage the complex changes in
eccnomic structure required higher technical
competence at all levels and more reliance on
decisionmaking at lower levels. The first response of
the regime, worked out by a former engincer and
industrial minister, Erich Apcl, was the reform
program called the “New Economic System of
Planning and Management,” announced in June
1963. This program gave increased responsibility to
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the State Planning Commission and to the industrial
assaciations (VVB's), but in 2 vears’ trial in 1964-65,
decentralization did not produce the higher growth
rates promised by Apel. More setiously. the
encroachment of plannen and managers into policy
matters sharpened opparition within the party
appatatus and the leadensiiip.

The initial reform movement ended with the suicide
of Erich Apel in December 1963, appatently in despair
over basic disagreements aver plans for 1966-70. In
January 1966, industrial ministries weir again
established. and the powers of the State Planning
Commission and the VVB's were sharply reduced.
Walter Ulbricht. who thereupon resumed full, direct
control of economic policy. discontinued efforts at
formal decentralization. The main changes after 1966
came in 1969. with the establishment of procedures for
conselidating group enterprises into combines
(Kombinats). and the general use of foreign trade
multiplicrs as a basis of internal pricing of exports and
imports. Otherwise. he relicd on giving increased
discretionary authority to managers and on efforts to
stimulate managerial incentives

Ulbricht by no means abandoned, but rather
speeded up. the cfforts to stimulate and to adapt te
technological change. Beginning in 1966, he radically
revised investment priorities to push the development
of agriculture. transport. and construction. and to
cxpand output of electronics, plastics. synthetics. and
industrial consumer goods. The effort was converted
into a crash program at the Seventh Party Congress in
1967. and it gathered speed in 1969-69.

Ulbricht peristed in this program in 1970 in spite of
increasing  supphy  difficulties, aggravated by the
exceptionally hard winters of 1968-69 and 1969-70
and mediocre crops in 1969 and 1970 The waming
signs included growiag backlots of unfinished
investment projects; mounting trade deficits. and
spreading shortages of fuel and power. of meny
intesmediate products for the engineering industries.
and of foodstuffs and consumer goods

Finally, in Scptember 1970 the Polithuro decided.
aver Ulbricht's objections. to adopt revised national
cconomic priorities and publicized them at the 20th
meeting of the Central Committee that followed in
December. Total investment was to be cut sightly in
1971 and was to grow slowly thereafter through 1975,
with shasp increases in the shares allocated to the fuels
and power and chemical industries and entresponding
reductions in the shares of the clectronics industry,
consumer goods, agriculture, and services. A major
cffort was to be made to expand supplies of machinery
components and spare parts, and supplies of foodstuffs
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and consumer goods were ta be stabilized. Ttade with
the U.S.S.R. was to be balanced at any cost, and an
effort was to be made to balance trade with West
Germany.

In ordet to catry out these decisions. patty control
ovet the economy was greatly tightened. Enterprises
lost the discretionary authority that they had acquired
in the late 1960's to change their product-mis, to plan
investments. and in some cases to engage in forcign
trade on theit own account. Increased use was made of
physical indicators in setting plan goals.

This policy was taken over by Erich Honecker when
he replaced Walter Ulbricht in May 1971 as Party
First Secretary. In 1971-72 he attained the most urgent
objectives in the fields of investment. supply. and
foreign trade. Toward the end of 1971, as conditions
began to improve, Honecker allowed enterprises to
change approved plans by small percentages—by 1%
to 1.5% fot plan indexes. by 1% for plan balances, by
10% fer product-mix, and by 3% for other product
balances. Controls over investment and foreign trade,
however. were not loosened.

Honecker's most notable initiative in economic
policy was his rapid takeover of semistate-owned
enterprises in 1972. By mid-1972. most had been
turned into or absorbed into state enterprises. This was
a sharp change from the recent policies of Ulbricht,
who in the late 1960's had allowed private and
semistate-owned enterprises to flourish.

The most tronblesome pmblem that remained at the
end of 1972 was the unsatisfactory supply of indntrial
consumer gords. Supplies of some scarce products—
especially furniture, kitchen utensils. china and
pottery. carpets and floor covering, and detergente—
rove substantially in 1972, but these increases made
only a beginning in satisfving pent-up consumet
demand. Acoordingly. the leadenhip planned lamge
additional increases in 1973 by expanding domestic
consumet goods production. by directing a greater
share of output to domestic consumplion (and a
smaller share to exports), and hy zreatly ine reasing
imports. both fmm Communist countries and from the
Weat. These efforts were designed not only to appease
long-standing complaints, but al.o to h>lp compensate
for popular disappointment over the tesults of the
basic treaty with West Germany—increased ideologi-
cal pressure and retention of tight controbs on East
German visits &, the West.

Honecker's successes in 1971-72 came at the cost of
rising trade deficits with the West, aho the price of
carrying out the plan for 1973, In 1971, East Germany
managed to narrow its deficit in trade with West
Germany. but deficits continued in otk or trade with

the industrial West, and a deficit appeared again in
1972 in trade with West Germany. If economic growth
continues to depend so heavily on imports from the
West, East Germany's debt setvicing is likely to tise by
tie mid-1970's to the point at which it will be hard to
manage.

The solution to this problem is not in sight. East
Germany espouses closet economic integration with
the U.S.S.R. and the rest of Eastern Europe and hopes
thereby to further specialization and, in turn,
competitiveness, but integration will hardly reduce the
need for alternate sources of supply, especially for
scatce raw materials and new technology. Finding
ways to finance the increasing imports from the West
appean to be the key to continued stability, growth,
and technological change in the 1970's.

2. Development

After the first significant postwar reconstruction
effort in 1949-30. the cconomy began a period of
impressive growth. During 1951-55, GNP increased by
40% and industrial output by 70%. A substantial part
of the increase was achieved through more intensive
use of existing plants by increasing their employment
and supply of materials: investments during that
period were small and were devoted largely to heavy
industry. In contrast to the rapid industrial recovery,
agricultural output stagnated because of poor weather
and a hanh cullectivization policy. The Berlin riots in
June 1953, combined with the *'New Coune’ in all of
Eastern Europe that year. rtesulted in some
improvement in living conditions and in the allocation
of materals to agriculture, basic materials, and light
industry.

During 1956-60. industrial output rose substan-
tially—at a + early rate of about 7% —but more slowly
than projected by the plannen. Planners had largely
ignored the effects of emigration. which doomed the
planned increases in industrial employment.  As
unused productive capacity was being  rapidly
alnorbed. new investment began to play an increasing
wle in indintrial development. alment doubling in
value between 1956 and 1960 Mt investment was
channeied to the fuels and power sector. with an
increased share alwo going into the manufacturing
swctor. Construction output rne 385 during the 1936-
60 period as the rewalt of increased supplies of building
material. and  agriculture also  registered  steady
improvement.

Encouraged by the successes of the late 1950's, the
regime proclaimed the goal of surpasing West
German- by 1965, both in output per worker and
consumption per capita In order to reach this goal,

23

APPROVED FOR RELEASE: 2009/06/16: CIA-RDP01-00707R000200110021-0

|




A - mnerni: " Aol )]

the regime planned ‘0o maintain a high rate of
economic growth throughout the petiod of the Seven
Year Plan (1959-685). The regime failed. howevet, to
take into full account the lack of further reseives of
productive capacity, the unfavorable age structure of
the population, and the negative impact of its policies.
The policies increased pressure against the remaining
private sectot and brought about the abolition of the
industrial ministries in 1938 which led to disorganiza-
tion and confusion of industrial manageinent.

By 1961, an estremely hard wintrr, a massive
exodus of fakor to West Germany, and increasing
foreign trade imbalances all combined to produce a
real economic crisis. The border with West Germany
was cimed in August 1961, the unrealistic Seven Year
Plan was quietly abandoned in early 1962, and the
publicity about overtaking West Germany was
dropped. During 1961-63, GNP grew at an average
annual rate of only 23% and agriculture fell well
below the 1960 level. Per capita persoral consumption
rose by only 1% between 1960 and 1963, actually
falling slightly in 1962 and 1963. Investment was
particularly hard-hit, growing by only 2% annually
during this period.

In response to the economic crisis, the regime
fostered a consolidation and recovery and began for
the fint time to consider problem. of quality and
efficiency. Investment was concentrated on modemiz-
ing and improving existing installations tather than
initiating large new projects. The culmination of the
regime’s efforts to deal with these problems was the
New Economic System.

By 1964 the wonst of the crisis had passed. and the
econoiny, temporarily freed from the wont forms of
central control and operating under looser and more
realistic plans, began to grow again, though at well
below the rates of the late 1950°s. In 1964-68, GNP
grew at an average of 3<% annually, industrial
production. at 3.1%. and agricultural production, at
4%,

In a remarkably similar parallel to the late 1950',
the regime. at Ulbricht's penonal urging. launched
annther program of forced growth in 1966-67. The
main emphasis was placed en the petrochemical and
electronic industries, with the goal of placing East
Germany in a position of leadership in these ficlds and
providing it with more competitive exports that could
be sold to both Western and Communist markets.
Dogged punuit of this policy. in spite of two harsh
winters and poor harvests in 1969 and 1970, resulted in
supply bottlerrcks, backlogs of unfinished investment
projects. and severe shortages. OQutput of potatoes,
sugr beets, and fodder crops in 1969 all fell below
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1965 production. Consumer supplies of foodstuffs in
1969-70 could be maintained only by increasing
imports of agticultural and food supplies by 23% in
1969 and 26% in 1970. Investment and construction
not only fell far short of planned levels, but also
resulted in shortages and rationtng of electric power, as
powet ptojects under construction remained
unfinished. Severc shortages of semimanufactures,
spare parts, and subassemblies also developed. Large
above-plan imports were necessary to keep the
economy functioning, and a 2-year, $800 million trade
deficit accumulated in 1969-70, which contributed to
the discarding of the forced growth program at the end
of 1970 and the subsequent resmoval of Ulbricht from
leadership.

The new leadership under Honecker soughit to bring
the economy into balance, in part by expanding the
production of spare parts and industrial materials and
boosting the capacity of the power industry. Rolled
steel production is to be increased to 6.1 million tons in
1975 (compared to 3.4 million tons in 1970). and 30%
of industrial investment between 1971 and 1975 is to
be channeled into the power and coal industries.
Overall investment policy included a cutback in 1971
in total investments, a modest 27% increase in
investmments between 1970 and 1975, and a restriction
of new plant construction to 30 to 60 large projects,
which will be carried out as state planning projects
under direct control of the government.

The 1973 plan continues the basic pattern of 1971
and 1972, which were admitted to be years of
“‘consolidation.” National income in 1973 is
scheduled to grow by 5.7%. industrial production, by
6.5%, and labor productivity, by 5.7%. Efficiency in
production continues to be emphasized in 1973, as in
1971 and 1972, and the production expenditure per
unit of output is scheduled to drop by 2.1% for
industrial materials, 2.0% for electric power, and 4.6%
for rolled steel. The major shift in 1973 is in the greater
cffort to be made to increase consumer supplies.
especially for products in chronic short supply.
Consumer goods for the population are ta increase at
an annuval rate of 6.2% in 1973, and investment
erpenditures are to rie by 63% for the glasw and
ceramic itidustries and 37% for the food industry.

3. Government flinance

The financial institutions in the centrally planned
East German cconomy are divided into the organs of
the Ministry for Finance—including the financial
sections of all regional levels of government—and the
state banking system. Until January 1968 the latter
was headed by the German Bank of Issue (DNB),
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which controlled the issue of currency, carried on
foreign exchange transactions, collected taxes,
maintained the obligatory accounts of state-owned
industrial enterprises, and handled all indust ial short-
term credit. The other specialized banks were directly
responsible to the DNB and had no policy
independence. The Investment Bank maintained the
current accounts and handled short-term credits for
construction enterprises and provided long-term
credits for industrial investment. The Farmers' Bank
made loans largely for agricultural investment, while
the Trade Bank handled the accounts of and provided
long- and short-term credit for trading enterprises.

As the result of a January 1968 reorganization, the
State Bank of the GDR (Steatsbank der DDR) is now
responsible for general monetary and fiscal policy,
currency regulation, and interbank lending opera-
tions. The Industry and Trade Bank (IHB) handles all
current operations, including both long- and short-
term credit for industrial, construction, transportation,
and trade enterprises. The 1HE, which took over the
regional and industrial branches of the DNB, is also
supposed to work closely with the entetprises in
drawing up financial, investment, and operating
plans. The Farmers’ Bar.k (now known as the Bank for
Agriculture and Food Industries) has taken over
responsibility for industrial enterprises processing
foodstuffs. As under the old system, the most
important function of the banks and of the Ministrv
for Finance is to control and monitor the operations of
the ecoromy—a function embodied in the financial
";lan.

The financial plan on the national level otganized
the flow of funds within the economy according to the
dictates of the national economic plan for productien
and consumption. All lower levels of government, all
state enterpriscs, and some types of cooperatives also
have their own financial plans. Projections are made
for the financial needs not only of the state sector but
also of private enterprises, as well as for the incomes
and expenditures of the population. The main
components of the financial plan are the long- and
short-term credit plans, the cash plan, and the budget.

The State Bank draws up both the long- and short-
term credit plans. Before 1963 short-teem credits were
automatically extended to finance accounts receivable
and inventories, and short-term credit almost doubled
between 1955 and 1962, a period when inventories
were rising rapidly. Beginning in 1963, enterprises
were encouraged to use their own resources to cover a
larger share of current expenses as well as for longer
term investment needs. The normul interest rate for
credit is 5%, but lower rates are granted for priority
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government tasks. Preferential rates are granted to
finance above-plan production, maintenance of
eronomic reserves, changes in production to improve
quality, and assistance to the housing program.

Banks are also empowered to charge punitive
interest rates (up to 10%) to enterprises which are
suffering from unplanned losses, are failing to pay
their bills, or are accumulating unplanned inventories.
Increased emphasis has been placed on bank
intervention in the economy since 1971, especially in
regard to unplenned inventories, which had risen to
11% of total inventories of centrally controlled
industries by 1970. These inventories were sharply
reduced in 1972, in part because of the assistance of
the IHB in providing funds to eliminate bottlenecks in
production.

The cash plan is a projection of currency flows into
and out of the banking system. Since the regime tries
to keep cash payments to a minimum, the only major
cash transactions are wages and salaries and retail
sales. Thus, the cash plan is essentially an estimate of
inceme and expenditures in private houscholds. The
chief aim of the plan is to insure that increases in
income are absotbed by increased purchases of goods.
Inflation is a coastant problem, since the available
supply of consumer goods and services cannot keep up
with rising money incomes. The cash plan is backed
up by detailed quarterly balances of houschold
incomes and expenditures.

Aithough the imoortance of the credit plan has
risen, the heart of the financial plan continues to he
the budget. It is a major means of implementing the
regime’s plans for economic growth and of financing
the activities of the state. The state budget is made up
of the budget of the republic, the budgets of regional
authorities, and the centrally planned financial
resources of state-owned enterprises. Because it
includes valuable information on important and
sensitive aspects of economic activity and state policy,
detailed information on its contents is closely held.
The Ministry for Finance insures that versions
circulated within the government are carefully edited
and that only selected und meaningless figures are
released for publication. Figure 28, showing published
revenue and expenditure data for 1972 and 1973,
illustrates the limitations in the available data.

The budget is still a major source of funds for
capital investment, although budget grants for
investment have dropped. The greater part of
investment funds is now channeled from the budget
through the banking system. The budget also supports
industrial and agricultural enterprises with subsidies
and other payments. It makes substantial direct
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FIGURE 28. Consolidated state budyets (U/OU)
(Million GDR marks)

1012 1973
Revenues:
Social security . ................... 10,203.7 10,470.4
Productior, inventory, profits, and
outpu’ axes and other receipts.... 44,229.8 51,297.7
Socialis. cooperatives and workers'
tases................... ., 1,062.6 050.8
Others . 26,805.2 Z,,442.9
Total revenues............... .. 82,301.3 90,261.8
Of which:
Central government . . ... .. .. 64,381.9 70,498.0
Bezirke..................... 17,919.4 19,763.8
Expenditures:
Edueation, culture, health, housing,
subsidies. . ............. .. ... .. 22,661.4  24,826.5
Replacement of fixed asseta for sporta,
education, ete................... 979.1 1,002.9
Social security . . .................. 15,904.8 18,560.6
Financing of scientific tasks for in-
vestments of VEB's, state com-
bines, and VVB's.............. .. 3,965.3 5,214.5
State farms investmenta, price sur-
charges, soil improvement, etc. ... 2,202.8 2,061.3
Defense.......................... 7.925.0 8,328.0
Others. .................. 28,8%5.9 30,196.0
Total expenditures....... ........ 82,244.3 90,198.8
Of which:
Central government . .. .. .. .. 64,324.9 70,435.0
Bezirke. .. ... ... ... .. .. .. 17,919 4 19,763.8

payments to individuals, mostly as pensions, social
security benefits, and scholarships, and is the sole
source of finarcing for national defense, civil
administration, and public services.

Tumover taxes, paid by producers but levied mostly
on consumer goods, provide a large share of budget
revenues. Profit taxes on socialized enterprises are also
an important source of revenue, as are various taxes on
private and semistate-owned concerns. In 1968 the
regime introduced land-use taxes—designed to
prevent alienation of valuable agricultural land—and
capital-use charges—to encourage full use of capital
goeds and to reduce excess inventories. Contributions
of thesc taxes to revenues are probably not large.
Additional revenues are derived from direct wage and
income taxes and from payments made into the social
security fund by employees, employers, cooperative
members, and the self-employed.

The East German currency is the mark, usually
referred to in Western usage as the DME (Deutsche
Mark East). It is used exclusively in internal
transactions. At the end of 1971, the GDR announced
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it was revising its exchange rate DME4.2 to US$1.00
to DMES3.15 tc US$1.00 to keep it in parity with the
West German mark. A comparison of foreign trade
statistics reveal, however, that East Germany revalued
the “valutz mark™ by 9%—Ffrom DME4.2 to US$1.00
to DME3.8 to US$1.00—in keeping with the changes
made by the U.S.S.R. and other CEMA countries. In
1973 the rate undoubtedly will be adjusted again to
reflect the dollar devaluation and West German mark
revaluation.

D. International economic relations

1. Foreign trade
a. Policy (C)

The development of East German foreign trade
since. World War I has been determined by the
absorption of East Germany into the Soviet economic
sphere of influence. The Soviet Union and the other
Eastern European Communist countries have largely
replaced West Germany as a market and as a source of
raw materials. This forced redirection of trade
handicapped East German recovery and growth
throughout the postwar period.

During the carly postwar years the U.S.S.R.
continued to collect reparations from East Germany;
still worse, however, the U.S.S.R. could not supply the
industrial raw materials previously supplied by West
Germany, nor could it provide a market for .nany
specialized East German manufactures. In addition,
the redirection of trade toward Soviet markets forced
the East Germans to develop some inefficient new
industries, such as shipbuilding and uranium mining.
Exporting to the relatively undeveloped markets of
Communist Eastern Furope and the U.S.S.R.—where
most East German exports of machinery and
equipment were readily saleable and where there was
little competition from Western supplies—provided
no incentive for moderizing designs and technology.
In addition, the rapidly growing machinery trade with
the Communist countries was not accompanied by an
exchange of components or subassemblies: the
exchanges involved increasingly obsolete machinery
lines with little interrelationship.

As Western suppliers began to compete with East
Germany to supply machinery and equipment to the
Soviet Union and the other countries of Communist
Eastern Europe, and when Fast Germany began
trying to expand its own machinery sales in the West,
it discovered that even the linec in which it was
traditionally strong were 10 to 15 years behind
comparable equipment in the West. Recent strenuous
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efforts by the East Germans to upgrade their
production have resulted in modest success, especially
since 1970, in gaining export markets in the West for
particular lines of machinery and equipment, notably
office and textile machines, machine tools, and ships.

Despite these recent gains, East Germany still trades
at somewhat of a disadvantage with most countries of
Western Europe, paving prices that are substantially
higher than world market prices for its imports and
receiving prices that are much less than world market
prices for its exports. With West Germany, East
Germany has enjoyed more favorable terms of irade.
East German terms of trade with Communist countries
are on the whole favorable—the higher prices of many
imports are fully offset by the relatively high prices
received for its exports.

Membership in CEMA had little effect on foreign
trade prior to the 1970°s because of East German
preference for bilateral integration with the U.S.S.R.,
coupled with the weakness of the organization due to
its unwillingness to tackle the key problems of bilateral
trade, lack of specialization, and nonconvertible
currencies. The establishment of the much-heralded
International Bank for Economic Cooperation (IBEC)
in 1964, while facilitating the clearing of accounts, did
little to encourage multilateral trade. In 1969-70,
however, the East Germans changed course and
grudgingly accepted the goal of integration within
CEMA, in part as a consequence of Soviet refusal to
support Ulbricht's program of bilateral integration,
but also because of the apparent willingness of the
CEMA membership at that time to foster moderniza-
tion through specialization and coordination.

As one result of the new attitude toward CEMA,
East Germany signed a CEMA agreement in January
1972 for specialization in the production of
metalcutting lathes and products made of glass and
ccramics. East Germany has also been granted project
funding by CEMA’s new International Investment
Bank (IIB) for expansion of a machine building
enterprise (1971) and for a factory to produce
chemical equipment (1972). Despite its acceptance of
an increased role in CEMA integration and
specialization, East Germany remains a conservative
within the organization and opposes Hungarian and
Polish proposals for decentralized trade and
convertible currencies.

Trade between East Germany and non-Communist
countries has been strongly influeniced by the political
aims of the regime. Trade with the less developed
countries has grown rapidly since 1963, as the Fast
Germans have increased their economic assistance to
encourage recognition by nonaligned governments.

The first breakthrough was recognition by Iraq In
April 1969, followed in quick succession by several
other Middle Eastern and Afro-Asiun countries. Trade
with the industrialized countrics of the West has been
allowed to grow rapidly during periods of comparative
political relaxation such as the mid-1960's, but it has
heen restricted during periods of strain. Throughout
the entire postwar period, there has been an erratic
policy of attempting to reduce economic dependence
on West Germany by shifting trade to other
industrialized countries, but this policy has had little
long-term success.

The interrelationship between economic and
political motives are most visible in interzonal trade
with West Germany. For West Germany, political
considerations have been the overriding factor in its
involvement with interzonal trade even though a
number of individual West German firms derive
considerable financial benefit from the trade. In the
carly 1960’s interzonal trade was viewed by the West
Gerinans as a means of keeping access to West Berlin
open while now it represents a part of its Ostpolitik.
East Germany has also experienced the conflict
hetween political and economic considerations
associated with interzonal trade. In contrast to West
Germany, huwever, economic factors have in most
cases dominated the GDR's policy for the develop-
ment of interzonal trade. In the early 1960's trade fell
as Easi Germuny tried to reduce its economic
dependence on interzonal trade. From 1963 to 1966
the value of trade grew steadily, but its composition
changed to reflect East Germany's policy of reducing
its economic dependence on West Germany and to
bring pressure on the West German Government to
make political concessions to encourage further
increases. In December 1968, a new interzonal trade
agreement was signed, embodying a number of
features East Germany wanted, including an interest-
free ““swing™* credit amounting to 25% of the value of
East German exports to West Germany in the previous
year. In recent yeans interzonal trade has become an
important factor in the economic growth of the GDR.

East Germany was able to bring interzonal trade
nearly into balance in 1971, but could do so only by
incurring a large deficit with other industrial
countries. Another lurge deficit in 1972 brought East
Germany's interzonal trade debt to more than $550
million by the end of 1972.

The future of interzonal trade in the short run seems
assured since West Germany has pledged a
continuation of the special “innerdeutsche” trade,
and the other Common Market countries have at
present accepted this special relationship. In the
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longer run, however, as trade between the Common
Market and the GDR exponds ard becomes
significant it Is diificult to predict the EEC's posture
on the interzonal trade issue. Another factor which
must be considered when discussing the future of
interzonal t=cde is the attitude of the CEMA countries
with respect to East Germany's special economic
relationship with West Germany after the GDR is
generally recognized as an independent state by the
West.

b. Volume and direction (U/OU)

Eust German foreign trade on commeicial account
has grown rapidly since 1950. Estimated at constant
prices, the volume of commercial trade in 1970 was
about 7Y times that of 1950, whereas GNP was only
about 2% times the 1950 level. If the 1950 trade is
adjusted to include uncompensated deliveries to the
U.S.S.R., however, the value of exports in 1971 was
only about five times the 1950 level. In spite of this
rapid growth, total foreign trade in 1971 was still only
about two-fifths more than East Germany's external
trade (including trade with the rest of Germany) in
1936. Commercial trade, expressed in terms of U.S.
dollar equivalents, is summarized in Figure 29.

The geographical composition of East German
trade has remained largely stable since the 1950's.
About three-fourths of the trade is with other
Communist countries, although the Communist
countries’ share has gradually declined. The U.S.S.R.
alone accounts for over half of East German trade with
Communist countries, and the other Eastern

- European Communist countries account for most of
the balance. Because of East German dependence on
imports of essential raw materials from the U.S.S.R.,
this trade plays a key role in the development of the
economy. The Soviet share in total trade rose from

FIGURE 29. Value of commercial foreign trade (U/OU)
(Millions of equivalent U.S. dollars)

TOTAL TRADE
US5108 billion

j Other

Eartern
Europe
Communist
US$7.2 billion
71.7 percent
U.5.S.R
Al Other
' Other
Non-Communist 1 Industriatized
US$2.3 billion
28.3 percent 02 West Germany
NOTE: Totals not equal sum of components

because of rounding

FIGURE 30. Geographic distribution of foreign trade,
1971 (u/0V)

about 43% in 1960 to 49% in 1962 and 1963, and then
declined to about 38% in 1971 (Figure 30). There have
been changes in the shares of other Cominunist
countries, notably a sharp drop in trade with the
People’s Republic of China (in 1971 less than half the
1960 level) and a large increase (in 1963) in trade with
Cuba, to which East Germany has extended
substantial credits.

COMMUNIST NON-COMMUNIST TOTAL TRADE

Exports Imports Balance Exports Imports Balance Exports Imports Balance
1950..... 276.9 356.4 -79.5 129.1 113.2 15.9 406.0 469.6 -63.6
1960. .. .. 1,669.4 1,616.1 53.3 537.9 578.3 -40.4 2,207.3 2,194 .4 12.9
1965..... 2,206.7 2,046.4 250.3 773.0 763.2 9.8 3,089.7 2,809.6 260.1
1066 ... .. 2,385.9 2,308.7 79.2 819.1 908.3 —89.3 3,205.0 3,215.0 -10.0
1967. ... 2,599.0 2,394.3 204.7 857.0 884.3 ~27.3 3,456.0 3,278.6 177 .4
1968..... 2,903.5 2,558.0 345.5 887.6 834.8 52.8 3,791.1 3,392.8 398.3
1969. .. .. 3,033.7 2,987.5 46.2 1,119.4 1,135.8 -16.4 4,153.1 4,123.3 29.8
1970..... 3,386.0 3,361.6 24.4 1,195.0 1,485.4 -290.4 4,581.0 4,847.0 -266.0
1971..... 3,783.5 3,410.0 373.5 1,202.8 1,549.6 —256.8 5,076.3 4,959.6 116.7
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The share of trade with non-Communist countries,
which accounted for 25% to 30% of total East German
trade throughout the 1950's, dropped in the ecarly
1960's, but since then it has recovered and now
accounts for about 28% of total trade. Trade with
West Germany—the most important trading partner
in the non-Communist arez—declined absolutely
between 1959, when it accounted for 11% of the total,
and 1962, when the share was only 8.5%; it has since
risen to between 10% and 11% during 1969-71.

Interzonal trade affords access to Western industrial
materials and sophisticated engineering products,
which are paid for through clearing accounts rather
than with convertible currency. The rernaining trade
with the industrial West is widely dispersed, with no
other Western country accounting for as much as 2%
of total East German trade. In an attempt to dilute
West German influence, however, East Germany
increased its 1971 trade with France and Japan by
72% and 62%, respectively.

¢. Commodity composition (U/0U)

The commodity composition of East German
foreign trade (Figure 31) reflects a heavy relianc. on
imports for supplies of foods, fibers, fuels, minerals,
and metais, and on exports of manufactured goods.
Raw materials for industry and agricultural products
accounted for about three-fifths of imports until 1960,
since then their share has fallen to a little over two-
fifths. Imports of light industry products and food
products have fallen as a share since 1960, as
production of those produ_ts has increased enough to
satisfy most domestic needs. Imports of machinery and
equipment declined from 5% of total imports in 1950
to 8% in 1955, but they rose sharply with the
expansion of East German investment—reaching 14%
of the total by 1960 and continuing to grow rapidly
since that time. Much of this equipment has come

A L] inernI: N A =anlzn imravd>Ohihiviaha im ]

from Western Europe, but current long-term
agreements provide for large increases in imports of
machinery from the U.S.S.R. and the other countries
of Communist Eastern Europe.

The commodity distribution of commercial exports
has also changed somewhat. Deliveries of machinery
aund equipment, which made up only 28% of
coinmercial ueliveries in 1950, were more than 55% of
deliveries by 1953. The share of machirery declined in
the mid-1950's to about 50% of total exports, as a
result of the inclusior of uranium celiverics in the
commercial account. Since then, the share of
machinery and equipment has risen somewhat, but
not as rapidly as the regime hoped or expected. The
other major groups of exports are chemicals and
rubber products, textiles and clothing, and petroleum
products.

The basic pattern of East German trade—exports
predominantly of manufactures and imports
predominantly of basic materials—holds true both for
trade with the Communist countries and for trade
with the less developed non-Communist countries.
The pattern is different, however, for trade with the
industrialized non-Communist countries, in which
there is a higher proportion of raw materials and
intermediate products in exports, and a higher
proportion of manufactures, especially machinery and
equipment, in imports.

2. Balance of payments (S)

East Germany's balance of payments showed an
overall surplus on current account until the late
1950's, due to large though declining reparations
deliveries and occupation costs levied by the U.S.S.R.
From then until 1963, there was a deficit in the current
account. Thcreafter there has been a slight overall
surplus; surpluses with the U.S.S.R. and less developed
countries have been largely offset by deficits with the

FIGURE.31. Commodity composition of imports and exports, by major groups (U/OU)

(Percentages of respective totals)

IMPORTS EXPORTS
COMMODITY GROUP 1960 1970 1971 1960 1970 1971
Basic materials industry...... 41.8 81.8 38.2 80.5 £20.8 20.6
Metalworking industry....... 14.4 86.7 86.9 51.8 56.3 56.8
Light and food industries... .. £7.7 £20.9 19.1 15.8 20.6 20.8
Agriculture and forestry...... 15.4 10.0 9.4 d b hd
Other.......covveveennnn.. .7 1.1 1.4 1.9 2.3 1.8
Total. .. ................ 100.0 100.0 100.0 100.0 100.0 100.0

*Not separately reported; presumably included in “light and food industries.’’
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industrinl West. The current account with the
U.S.S.R. was necarly in balance in the carly 1960's; in
more recent years surpluses have followed, except for a
deficit in 1970. Imbalances in transactions with the
East European countries have been small and have
been quickly adjusted, apart from the effect of several
sizable commodity credits, notably one of $100
million to Poland. The account with the industrial
West showed surpluses with West Germany and
deficits with other countries in the carly 1960’s, wihen
East Germany was trying to demonstrate its
independence of Bonn. Since the mid-1960’s, deficits
have risen sharply, both with West Germany and with
other "industrial countries, miainly reflecting a
strenuous effort to stimulate technological change and
growth. At the same time, East Germany has been
running surpluses with the less developed countries,
both in the Communist area (Cuba, North Korea, and
North Vietnam) and the non-Communist area, as a
vesult of aid programs and credit extensions.

Substantial trade deficits with the U.S.S.R. in 1959-
62 were almost offset by earnings from goods and
services furnished to Soviet forces in East Germany,
which ran over 8140 million a year. In 1963-69 those
earnings more than offset the small trade deficits with
the U.S.S.R. In 1970 East Germany ran a net deficit
on Soviet account, but experienced a surplus again in
1971-72.

Small annual deficits on current account with the
industrial West first appeared in the late 1950s, as the
leadership began pushing output to “‘overtake” its
arch rival. In the early 1960’s, as East Germany was
forced into painful readjustments as a result of this
campaign, surpluses with West Germany were offsct
by growing deficits with other industrial countries. In
the mid-1960’s, larger deficits began to show up, both
with West Germany and with other Western industrial
countries, and they rcse to a peak in 1970-72.
Mounting shortages of key materials in CEMA,
together with a growing demand for Western
machinery and equipment, led to rapid increases in
imports and to estimated deficits averaging perhaps
$150 million a year in those years.

East Germany's surpluses with less developed
countries (LDC’s) have mounted, especially since the
mid-1969’s. Cumulative trade surpluses with Cuba,
North Korea, and North Vietnam (chiefly the last
named) came to about $250 million by the end of
1971. Surpluses with non-Communist LDC'’s were of
approximately the same magnitude; exports went
mainly to the Middle Eastern countries and to several
small countries, mostly in Asia, which were ready to
grant official recognition to East Germany.
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Commodity trade is the only element of the current
account that is adequately covered (for balance-of-
payments purposes) in official statistics. East German
statistics in the 1960’s appear to cover total payments
made and received for commodities by major trading
areas, with two exceptions: first, Soviet deliveries of
military-end items were not included until 1966, and
second, trade with West Germany (and therefore total
trade) was not fully represented. In the 1960’s East
Gennany persisted in converting this trade on a basis
of 1 East German mark=1 West German mark, even
though the parity achieved in the late 1950’s (at 1
mark=$0.238) had been upset by the successive
upward valuation of thc West German mark to $0.25
(1960) and $0.273 (1969). Beginning with 1972
statistics, the nominal vaiue of the East German mark
was once again pegged at the value of the West
German mark, and this nominal correspondence will
probably be maintained.

Statistics on invisible transactions are fragmentary.
East Germany runs a substantial deficit on transport
with the Communist countries, notably with Poland.
On tourism (and movements of official delegations),
balances with the Communist countries were probably
small until 1972, when East Germany had a large
surplus with Poland (roughly $100 million) as a result
of the op2ning of borders and easing of foreign
exchange restrictions. The other major item in
accounts with the Communist countries is the annual
Soviet payment of over $140 million for goods and
services furnished to Soviet forces in East Germany.
This payment has been made since the beginning of
1959. Other payments—interest on debts, private
transfers, licenses and copyrights, and the like—have
yielded very small balances in either direction.

Invisible transactions with the industrial West
began with substantial net earnings from tourism
(rising from a few million dollars in 1960 to $50
million in 1972). Another source of income is charges
for transport, postal, and telecommunications services
between West Germany and West Berlin, running at
over $50 million a year in 1971, plus some payments
for transit of Soviet and Polish goods across East
Germany. In addition Wes* Germany has made two
payments of 250 million marks each on clearing
accounts, one in 1971 and one in 13972, in
consideration of East German claims on transport and
communications services to West Berlin in the postwar
period through 1966.2 Major outlays include

*Two payments of 60 million marks each were also made in 1968
and 1969 to recompense East Germany for the withdrawal of
bsidi 1 Jucts, and a payment of 68 million

for pet p
marks was made in 1970 to cover communications services in
1967-69.
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payments to West Germany for rail transport and port
services in Hamburg, running at $80 million in 1971.
Payments to other Western countries for transport
services more than offset East German earnings from
those countries; the net outlay may now run at $25
million a year. Interest payments on the East German
debt may run at about $40 million. Finally, East
Germany has made outlays in West Germany for
espionage and for the maintenance of the West
German Communist apparatus. These were estimated
in 1959 at $12 million a year, and they have probahly
grown. Overall, the balance of payments with the
industrial West has probably been nearly in balance,
apart from the large retroactive payments made by
. West Germany.
On capital account with the U.S.S.R., the East
German position has improved since 1959. Soviet
claims against East Germany at that time are not
known, apart from hard currency and commodity
credits of nearly $300 million drawn in 1957-58. These
were probably repaid by 1965, but credits of about
$310 million drawn in 1961-62 have probably been
refinanced, and credits of $200 million or more drawn
in 1970 are also probably largely outstanding. Thus,
there has been a net increase of perhaps $200 million
in East German liabilities to the U.S.S.R. since 1959.
Assets increased by more, however. The annual
( *“‘contribution” to Soviet heavy industry since 1967,
amounting to perhaps $150 million a year, will just
begin to flow back in the form of oil and other
mateials in the mid-1970's, so the cumulative
“contribution” (as of the end of 1972) might be about
$900 million.

Gloss~ry (u/ou)

....... *Wholesale Trade Association

B ABBREVIATION FoREIGN
CEMA........ ittt iii i
DNB......... Deutsche Notenbank. .. ...

R GHG......... Grosshandelsgesellschaft . . .
HO........... Handelsorganisation. . . .
IBEC.....oiit tiiiiiiiiiniieiiinneiannes
IHB.......... Industrie und Handelsbank. ...
IIB...oi it it i

Staatsbank der DDR.........
und Auf-

VEAB........ Volkseigenen Erfassungs-
kaufbetrieben

VEB.......... Volkseigener Betrieb..........

VVB.......... Vereinigung Volkseigener Betriebe. .. ..

Capital accounts with West Germany indicate
significant indebtedness in 1960, which increased little
through 1965, but has risen sharply thereafter and
amounted to more than $550 million (1972 exchange
rate) at the end of 1972. Of this amount, about $180
million was on “swing’’ credit, the unpaid balance on
the clearing account, which since 1968 has been
allowed to run to as much as 25% of East German
deliveries in the previous year. Of the remainder,
almost $145 million represents medium- and long-
term credit drawn to finance machinery purchases,
and the remainder is partly short-term and partly
medium-term credit.

Hard currency debts to other Western creditors rose
from a very low level in the early 1960's to as much as
$400 million (1970 exchange rates) on medium-term, a
few million dollars on long-term, and an unknown
amount on short-term at the end of 1971. Of the
medium- and long-term indebtedness, perhaps $240
million was owed to NATO countries (mainly France
and the United Kingdom), with most of the rest being
owed to Switzerland and the Soviet banks in Western
Europe.

A partial offset to East German debts is a stock of
some $70 million in gold. East Germany bought
roughly $100 million in 1967-68, hut has since rold
perhaps a third of it.

East Germany's cumulative surpluses of $175
million with North Vietnam through 1971 are
presumed to have been financed with grants. Similar
surpluses with Cuba and North Korea and with
Western LDC's have probably been financed by
credits repayable in kind.

ENGLISH
Coungil for Economic Mutual Assistance
German Bank of Issue

Trade organization

International Bank for Economic Co-
operation

Industry and Trade Bank

International Investment Bank

State Bank of the GDR

Procurement and Purchasing Enter-

prises

People-owned Enterprise

Association of People-owned Enter-
prises
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Places and features referred to in this chapter (u/ou) O
COORDINATES

o IN_ ° IE'

12 27
12 42
13 24
12 19
12 23
7 06
14 34
i 12 33 R
k- : 11 18
! 14 20
4 j 12 29
g ; 13 45 '
4 w“ 13 33
b 14 39
i 11 33
3 12 28 '
A 13 22
12 05
13 23
12 00
Hamburg, West Germany. . . 10 00
Helbra.................... ceve.... 5133 11 30
* Hennigsdorf. .. ............ociiiininann. 52 38 13 12
Hettstedt........................ e 11 30
Hohenwarte. .. ..... P 11 29
Hoyerswerda........................ .. 14 15
Karl-Marx-Stadt. ..... . .. 12 55 :)
14 04 L
14 04
12 20
12 01
12 23
| 13 58
i Markersbach. ..........o.oeiviiiiini..., 12 52
! Merseburg............. 12 00
! Piesteritz.. .................. 12 36
Potsdam.................... 13 04
Rheinsberg.. ................ 12 53
- Riesa.............oooiivinnnnts 13 18
‘ Rostock 12 08
! Saalfeld. ............. 1 22
] ; 11 18 :
Schkopau.............. ... il 11 59
Schonebeck. .......... 11 45
Schwarze Pumpe. 14 21 .
Schwedt... ........... 14 18
Seelingstodt 12 15
Silesia, Poland and Czechoslovakia (region) . 51 00 18 00
Thuringia (region) ....................... 51 00 11 00
Trattendorf...................... ceees.. 51 32 14 23

Vockerode. .......
Werra (stream). ..
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