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REPORT ON WESTERIT GERMANY

I.

Introduction

1l.. The purpose of the Bank's mission was to appraise the econemic
iﬁpact upon international trade of a reviving and expanding Wlestern
German economy aiming at viability, at a rising sténdard of livings
Wéstern Germany‘coﬁﬁains the greater part of the industrial resources

of pre~war Germany and, since it is now in the recovery phase'and about
to become an independent political unit, such an appraisal at this stage
would seem to be opportune,

2. The Mission was headed by lir. D. Crena de Iongh, Treasurer of the
International Bank; he was accompénied on his visit to Western Germany
by Mr, J. Herbert Furth, economist, on leaQe of absence from the Roard
of Governors of the Federal Reserve System, and by iir. Vlalter Hill,
representative of the Bank in Furope.

3, The iission was in Germany from June 16 to July h; assisted by the
fact of its international character, it was given every opportunity to
pursue its task in the three V/estern Zones and in Berlin, ¥hile it has
not been possible to visit all the countries of Furope with whom Cermany
had important trade relétions before the war, one or more members of the
lilssion visited the United Kingdom, France, Holland, Belgium, Denmark,
Switzerland and Austria for the pufpose of obtaining the views of
responsible persons on the subject of their inquiry. The Lission thus
had an opportunity of becoming acquainted with the views and plans of a
responsible cross-section, both within Germany and in a number of other
countries, of the banking and business community, of govermment officials

and of officials of TCA, CREC and ECE.
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4. The comsiderations that have guided the approach of the Mission to
its task are these;

Fifst; before the war, Germany, the leading industrial country on
the Continent of Europe, played an importent role in the exchange of
goods and services in Europe. For nearly a decade the German economy
hasvbeen'all but Withdrawn from peaceful economic intercourse with
other countries. More recently, however, the Western German economy
has‘been expanding again and is likely to become increasingly important
iﬁ international economic relations. |

Secondly, while the growing economic strength of Western Germany is
an impfeés;ve-faot, the question is how it will influence the wealth ana
prosperity of other cowntries, especially in Europe. The answer %o this
question lies as much in the policies and actions of other countries as
it lies within Germany itself.

5. Theseiéonsiderations form the freame of the Mission's report, Ve
present it, not as an exhaustive and comprehensive political and economic
analysis of the position and préspeots of Western Germany and ofAthe
detailed effect of an expanding German ecénomy upon each of the swrround-
ing countries, but as an atfemp#, within a deliberately limited number

of pages, to set in its perspective the Western Gérman economy in inter-
nagtional trade és we see it today and aé, in our'opinion, it may evolve
in the future. To this end, we have reviewed in broad outliﬁe; under

the fbilowing chapter headings, the present state and prospects of the
Western German econémy,'both internally and in its commercial relations
with other countriess: |

(a) The pfesent state of the Western Germany econemy in relation

to its pre-war position (i) internally and (ii).in its

commercial and financial relations with other countries.
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(b) The probable development of the German economy (1) internally
and (ii) in:iﬁs-cOmmercial and financiel relations with other
countries; the choice of policies and their implications..

(¢). The position and attitude of other countries in relation to

Western Germany; the choice of policies of other countrier
and their implications.

We have deliberately excluded any discussion of the political aspect
of the problem of Germany, both internal and external; 'We have-taken as.
a fact the consolidation of the three western zones into one independent-
political unit. The special problems of Berlin are not being discussed.

Since‘the purpose of our Mission was essentially fact-finding and
informative, we have deliberateiy»refrained from making specific recom-
mendetions. | |

Many of the issues raised will require more detailed study, such as
that of the detailed effect of growing German competition on specific
industries in other countries or that of new foreign investment in
relation to Western Germany's existing foreign debt.

Finally, all the statistics quoted are official ones, or based on
offidial ones, unless otherwise stated,

8., Conscious of the many unknown elements in any appraisal such as that
attempted in this report, we recognize the highly tenta.‘ciye nature of

any quantitative estimates and opinions relgting to the future.
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Summary of Findings

7. The economic problem of estern Germany - potentially still the
leading industrial area of Continental Europe -~ is only one asvect of
the problem.of the European economy as a whole,

The economic potential of Western Cermany has been consistently
underrated, The general impression emerging from a comparisoﬁ of tﬁe
economic resources of present-day Western Germany with those of pre-var
Germany ié not one of a truncated body, incapable of achieving-viabilify
and prosperity, On the contrary, behind the facade of half-ruined tovns
that will impose a lower housing standard than before the war for some
years to come there are, in Weéstern Germany, subsfantially intact, at
1eaéf twvo-thirds of the industrial capacity:of pre-war Germany, an
industrious people of:some 50 millidn,-led by business and government
executives who are ag ambitious as théy are conscious of the potential
economic strength and influence of their country,

8. If Yestern Germany's presént volume of production is still rela~
tively lower by compariéon with pre-war than that of otﬁer countries

in Yestern Europe, this is ndﬁjdue to lack of gapacity but to the

fact that tﬁe 1attef ﬁave had a start of two or three years. ‘iﬁ
Western Germany, the first post-war phase, that of economic proétration
and disorganization, came to an end in the summer of 1948, A year of
recovery hés brought the volume of industrial production within 10 - 15
per cent of the level of 1936, In its present setting, the country is
likely to catch up with its vestern neighbors within a year or two -
despite some recent loss of momentum in recovery,

9., Except for housing, in which war damage and.a heavy influx of
iﬁmigrants have combined to prdduce a serious shortage, the standard

of living has greatly improved and, in food, is said to compare not
unfavorably with that enjoyed by other countries in Western Eurove,

10, The authorities in Western Germany have prepared an ambitious

long-term investment program, calling for & rate of saving (including
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depreciation) equivalent to one-fifth of a rising national gross pro-~
dugt. The projectéd investment program, if consistently carried out,
‘would enabdle the country to rebuild a modern and exmanded industrial
capacity within a féw years, The projected rate of saving was alfeady
attained in 1948, when the national income was still very lov, though
acéount should be taken of the facts that foreign assistance contributed
5'per cent of the national gross product and that windfall profits
obtained by industrialists gave a non-recurring stimulus to investment.
Ihe will to restore the industrial strength of the country is reflected
in the proposed distritution of new investment which emphasizes the
nodernization and expansion of industry rather.than the rebuilding of A
towms, despite the serious shortage of housing,

The Germans hope to be able to supplement domestic saving by pri-
vate foreign investment, especially vhen the Marshall Flan dravs té-its
close, but this vostulates a settlement of the existing foreign debt,
11, As elsewhere, there are two conflicting schools of thought in
matters of econpmic and financial planning, The German authorities
at present at the helm of affairs believe that the restoration of a
market economy, backed by avvropriste monetary and financial policies,
is in the best interest of the country,

The recréation of a sound currenéy, by way of the currency reform
of June 19@8, has provided a powerful fillip to recovery, 3But the méney
and capital markéts remain to be revived, This requires consistent and
appropriate financial policies that have yet to be applied, The system
of public finance, and of central and commercial bankzing, contains
elements of contradiction and needs to be reviewed,

The restoration of a market economy in wages and prices over a
wide economic area has also released incentives helpful to recovery.
But here, too, there is still a need to apply consistent policies,

12, Por viability and prosmverity, Western Germany will depend more

‘heavily on foreign trade than pre-war Germany, but still rather less
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than, for example, the United Kingdom and Benelux, Western Germany
has all the makings of finding economic balance,

13. The coampetitive position of Vfestern Germany on world markets is
strong and likely to grow stronger. ilages are low in relation to
output; and for the present, the trade unions appear to be willing to
pay the price of large-scale investment in not preséing too much for
increases in wages. Ixports, though still low, have showm a rapid
expansion and, for the Bizone are now running at the rate of about
$100 million a month; the aim is to double them by 1952—53 as a means
to regaining financial independence,

14, Vhile we have not discussed the political impact upon other
countries of an economically resurgent Germany, we are convinced that
its competition will be felt increasingly by other countries in their
domestic and fYreign markets., Attempts to resist competition by
protective devices designed to isolate Vestern Germany would have the
negative effect of depriving other countries of the benefits that an
expanding German economy would bring them. Nor could it be assumed
that such attempts would achieve their objective.

15, A further choice that Europe will have to face is that between
the present economic nationalism and a movement towards economic
integration. Present practices are incompatible with integration;
and unless the countries of Furope move away from economic nationalism
in their ovm commercial and financial relations, the scope for inte-
grating the 'festern German economy into the Iuropean economy is very

limited.
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ITT.

The Present 3tate of the German Iconomy in
Relation to its pre-war Position (i) internally
and (ii) in its commercial and financial Relatlions
with other Countries,

(a) Compgrative Resources of Western (ermany

16¢ An essenfial first sﬁep in appraising the prospects of the
Weétern Germany economy and its likely impact upon international
trade is to- take stock of its size and quality, by comparison with
pre-war Germany as a whole, and with its éwn resources.before the
Wart The three elements briefly reviewed here are area and popula-
tion, productive capacity, and.the extent of the recovery achieved

to date.

(1) Area and population
17, The area of Germany as a whole has been reduced from 469,000
sqe kms, to 353,060 sqe kms., that is by about 25 per cent, mainly
by .the incorporation of 111,000 sq. kms., into Poland. By contrasty
the combined populatioﬁ of Ylestern and Fastern Germany is about the
same as that of the former Reich, that is 67-68 million in 198,
against 67.1 million in 1936,
18, The area and population of Testern Germany and'Western Berlin

are shovm below:
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Table I
Area and Population of Western Cermany and Western Berlin

Area (Sq;“Kms.) Population in.19L8 (millions)t

British Zone 97,700 23.6
Us S. Zone 107,500 177
Trench Zone 40,200 52

Western Sectors of
Berlin 500 _2.0
215,900 L8.5

T Includes refugees and expellees

Source’ Report of Military Govermment, April, 19L9, Statistical Survey
The area of Western Germany (excluding Western Berlin) is

52 per cent of that of pre-war Cermany as a whole, The population

of this area is of the same order of nagnitude as those of the United

Kingdom, France and Italy; it is equivalent to 70 percent of that of

the pre~war Reich and 25 per cent largef than that of the same area

in 1936. The density of the population is of the sane order as that

of the United Kingdom, and it is exceeded substantially in Lurope

only by Holiand and Belgium, The proportion of males to females

has declined during the past ten years - in 1936 it was 95 per cent

and in'l9h6 85 per cent., This decline is naturally most noticeable

in the middle-age groups; thus, among those from 25 ~ 50 years, the

proportion has declined from 91 per cent in 1936 to 78 per cent in

1946,

19« While housing conditions are difficult in many towns, the health

of the people in ¥estern Germany is said to be good despite the fall
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in food consumption - the caloric intake per person is officially esti=
mated at 2,L50 a day, against aliost 3,000 before the war. loreovery.
the natural growth of the population has been resumed; the excess of
births over deaths was at a rate of L per 1,000 of population in-
1947 and 6 per I,000 in 1948,
20« One of the most serious problems has been created by the influx.
into Western Germany since the end of the war of some.8 millien
persons,y consisting of people expelled by the govertments of Eastern
Faropean countries because of their German origin,. and of refugees
from the Fastern zone. These newcomers have been distributed more by
fortuitous factors than by the need for manpower;. they tended to
settle where food and housing were available and, at any rate initially,
clnse to the border. Many of these families have beenseparated;
young men looked for work in the industrial areas of the Rhineland,
while the rest of many of their families have remained in agricultural
districts near the eastern border, especially in Bavaria and Schleswig-
Holsteins The presence of such a large element of immigrants has made
for some unrest and may cause political difficulties unless they can
be absorbed and settled within g reasonable times
21, During the aftermath of the war, when the economy was dis-
organized and there was a shortage of food and raw materials, and when
morale was low, the efficiency of labor fell to a low levels During
the past year, however, it showed a rapid improvement aﬁd has now
recovered to within 20 to 25 per cent of the pre-war levels &ven nov,
it is estimated that productivity in many branches of industry does
not compare unfavorably with that of other countries; one expert
stated that in identical conditions, workers in the (erman

plants of the Company with vhich he was associated produced 20 per
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cent more than workers in the Dritish nlants. In industrics that
have been‘severely damaged or have experienced a heavy turnover of
labor, efficiency is invarially lower than in other countries and
recovery will talke time,
22, The effect of sixteen years of dictatorship, war and foreimn
occupation is reflected in a deterioration of the efficiency of
business and public nanagement, Moreover, the majority of executives
in business and government are comparatively old; apart from loss
of 1life, many men of the younger generation have spent most of their
time in the armed services and are, therefore, untrained for
executive positions; again, many, whether in the armed services
or not, have been active Haznis, The result is & dearth of able young
men capable of filling positions requiring ﬂnagination and drive.
In this respect, Cermany is facing difficulties even more serious
than those that had to be faced by IFrance and Britain after the
First World War.

(ii) Agricultural and industrial capacity

23+ Germany as a whole has lost about 26 ver cent of its arable

area through the detachment of territory. But, the industrial
capacity located in the detached territories (in terms of outout in
1936) was less than 8 per cent of the capacity of the country us a
wholeg The loss was above the average in mining and steel nroduction;
it was 16 per cent in the former and 13 per cent in the latter,

2Lis Western Germany npossesses some L5 per cent of the arable area

of pre-war Cernany, cémpared viath 70 per cent of its population, " The
“lestern area, consequently, is Jdependent on food imports to a

greater extent than pre-war Cermany as a whole, Defore the wary
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the old Reich supplied about 80 per cent of its food requirements;
Western Germany alone supplied about 60 per cent,
25.' On the other hand,‘Western Germany, which ineludes the "indusﬁrial
heart" of Continental Europe, possesseé much the largest proportion
of the industrial capacity located in present—aay Germany; probably
as much as two-thirds of the former capacity of the pre-war Reich
was located in this area, Estimates of the amount and conaition of
the industrial equipment of lestern Germany, compared with pre-war,
vary considerably, and, in the absence of the full facts, dogmatic
QSSértiqné are out of place. Nevertheless, previous estimates,
according to which industrial capacity has been reduced by 10 per
cent below‘the ﬁre-war level through destruction, removal and dis-
mantling, appear to have been unduly pessimistic; At present, the
rate of industrial production is 10 - 15 per cent beldw the level
of 1936, ‘The iiission was informed by a prominent German industrialist
that, given markets, production in many industries could be raised
by 50 pef cent or more with the existing equipment and supply of
maﬁpower;‘ French authorities believe that fhe supply of machine
tools is at least equal to and probably 10 per cent larger than in
1938;: they draw atténtion to the fact that Germany's industrial
capacity was substantially increased in a number of industries after
1938. There seems good reason for the belief that, compared with
1938, Western Germany's industrial capacity is substantially intact.
If it is rememﬁered, further, that in 1938 some 20 per cent or more
of this capacity was used for military ends, the country's industrial
capacity for peacetime civilian purposes}is pfobably that much

larger than before the war, or, taking account of the increase in
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population, about as large per head as before the war} kuch of
the existing equipment requires replacement and modernization; but
this is probably true to a lessor extent than in a nunber of surround=-
ing countries,
26, The housing shortage is serious and hampers the efficiency of
labor. One Cerman expert said that in the coal-mining industry
alone some 00,000 dvelling units were required to nrovide adequote
housing, - While the population increased by 8 million between 1939
and 1948, the number of dwelling units in the Bizone dropped by
1.6 million units, from 9.3 to 7+7 million,

(iii) Recovery in production

27 The German economy remained prostrate for 3 years after the
viars The second phase, that of re-expansion began in the summer of
1918 and was given a porerful fillip by the reform of the currencys
Agricultufal production, assisted by favorable weather, was equiva~
lent to about 85 per cent of the pre-vrar average and sufficed to
meet 55 per cent of ¥iestern Germanyis food requirements at the lower
rate of consumption, The expansion of industrial production in the
Bizone - it rose by 67 per cent between June 1918 and June 1949 -
was quite remarkable. The output of steel ingots for example, rcse
from 378,000 metric tons to 750,000 tons, respectively, cduring this
period, and to 795,000 tons in July 19L9; it is sﬁortly expected to
regch the permitted annual rate of 10,7 million tonss

28, True, the current level of industrial

production in the Dizone

1s still some 10~ 15 per cent below the level of 1936, the nace

Lo, a 4 .
0L recovery has been slackening auring the second quarter of this yeary
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and, while employment is substantially as large as a year ago, the
number of unemployed rose from th,COO in June 1948, to 1,238,000
in June 1949, equivalent to about 6.7 per cent of the area's total
labor force. Bubt the rate of industrial expansion of the second
half of 1948 could hardly be expected to continue without interruntion,
29, The rise in reristered unemployment occurred at a time when
employment remained at a record level, about 15 per cent higher
than in 1936, and 5 per cent higher than at the peak of the pre-war
armanent Eocm in 1939, In vart, the magnitude of unemployment was
due to incomplete absorption of refugees into the economic activities
of Viestern Geruany: in June l9h9, unemployed rerfugees numbered
436,000, or 36 per cent of tofal uneunployment, while refugees as a
>Wh018 constituted only 19 per cent of the population of the US-UK
zones, Unemployment was most sevefe among clerical employces and
unskiiled manual labor; howéver, there aiso was considerable idleness
in the metal and consfruction tradess
30, The recovery of production and foreign aid have also brought a
rise in the standard of living, especially insofar as food and
textiles are concerned, Precise comparisons with tﬁe nre-war standard
are rendered difficult by the lack of adequate data, According to
official statistics hourly wage rates have advanced‘by hS per cent
since 1938, while the cost of living has risen by 6L per cent, In
view of the shortening of working hours per week, weekly wages have
risen 1ess than hourly rates and their purchasing power is estimated
at 75 per cent of 1938, However, the Mission was informed that the

food standard in “estern (ermany compared not unfavorably with that
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of other countrijes in Western Europe, and that the textile standard
was rapi&1y~impfbving. The hoﬁsing”standard will remain below pre-
war for maﬁy»yéars to come. On'fhe vhole, hoﬁeVar, the sténdard
of 1living has already reached afhigher level than the Mission

had expectéd; Labor relations a@peaf to be satisfactory,. and treade
union leaders have accepted the inevitable facts that a return to
‘the pre-wvar standérd"in a1l respects must take time, and that an
essential condition.of substantial improvement was large-scale

investment in productive industry.

. (b) EcdndmiéﬂPpl?cy:and Organization;

- 3%, The next step is to review briefly the manner in which the
tlestern German econdmy is operated toddy. Yhile the account does

: not pretend to be comprehensive, it covers general economic policy,
¢urrency reform, the banking system and public financei

(i) GCeneral economic policy

32. There are today in Western Germany, and elsewhere in Vlestern
Europe, two schools of thought, generally knovm as advocates and
opponents of‘"planning"; The one finds its adherents mainly in
the Social Democratic Party and the other mainiy in the Uhristian
Democratic Partys: The one_beiievés in achievihg economic aims by
socialization and "administrative manipuiétiqn“; the other holds
that,; while economic policy must have specific objectives, such as a
high' rate of new investment in produétive industry, the interests
of the country are best served by the restoration of a market
economy and full play for incentives, guided by the firm hahdling
of the financial controls. Vhile, in practice, the dividing 1inéA

between these two schools of thought is not as sharp .as may be'
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suggested by a bBrief §efinition, the second predominates under the
leadership of Dr, Erhard, Director of Economi¢ Affairs., There hag
been, in fact, a restoration of the market economy over a wide
economic area, both in,pricés and wages, but a clear-cut economic
policy has not yet emerged, The Miséion found that many German businesé
and government executives seem-td be wedded to their pre-war isolation-
ist and anti-liberal mood, This is true not only of professed
socialists, but also of alleged liberals who can envisage a sygtem
of private enterprise only within the framework of protection
against both domestic-and foreign competition,:

(i1) Currency reform

733. The currency reform of June 1948, which need not be discussed
again iﬁ this report; demonstrated once more the importance of a
"sound" currency both as a standard of value end as a store of
wealth, The reform undoubtedly played a major part at the opening

of the "recovery phase" in Western Germany, . However, while the reform
was successful in its main objectives beydnd expectation, it had a
number of defects that may be briefly mentioned, -

Bh.‘ First, the currency reform has left the banking systemawith an
extreﬁely small capital basis., At the end of June 1949 the capital and’
reserves of all credit institutions other then the central banks

were about 2 per cent of their total assets and liabilitieg of

almost 17 ©billion DM, and 5 per cent of their advances to the private
economy, In fact, the reduction in capital was a conseguence of
inflation rather than of the reform itself; howeVer, some technical

details of the reform aggravated the inevitable consequence of the
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depreciation of the reichsmark, IMNoreover, the dismembermeﬁt.of the
1afge banks has created a great number of small banks, which have yet
to prove thatAthey can verform satisfactorily their functions,
35, Secondiy, more far;reaching was the loss of savings in the form of
monetary plaims, aggravated by an amendment to the Reform Act which
cancelled 70 per cent of that part of reduced balances that were sup-
posed to be bdlocked for later investment, The impact of thet action
was mainly psychological, but it was sufficient to hamper the revival
of private savings both ih time and in intensity,

.A combinatioﬁ of factors would anyhow have rendered difficult a
revival of savings; these factors include: the destruction of two
curfencies within one generation; political and economic uncertaintiesﬁ
the backlog of demand for perishahle as well as duradble goods that had
been unavailable in many cases for 15 years; heaﬁy taxation; the lower—
ing of the aversge income level. In these circﬁmstances; it is perhapé
more surprising that the wublic has begun to save again, than that the
rate of‘savings has not yet reached its pre-war level, liost private
saving is being done todey by entrepreneurs within their own enter-
vrises, partly in forms talzing advantage of statﬁtory tax exemptions
and privileges; while this kind of saving is better than none, it
oﬁviously does not always lead to the most economical use of scarce
capital resources, Fuich individual saving in the form of smali savings
accounts is but deferred consumption, earmarked for the repair or pur—
chase of housing and other durable consumer goods, The remainder of

individual savings is at a lovw rate and consists mainly of insurance
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premiums, used for replenishing former insurance reserves,
36. Thirdly, the most embarrassing consequence of the currency
~reform on the debit side was the inflationary effect caused by the use
of virtualiy the whole of that.part of the new currency allocated
on a per head basis for the purchase of merchandise which had appeared
from hoards. The recipients of these sums considered them largely as
windfall profits, and proceeded in turn to spend them as fast as
possible, The process had a snowball effect, and it soon led to an
overextension of short-term credit by the banking system; this, in
turn, aggravated the consequences of the reduction in the capital of
the majority of banks. It was stopped only after the Bank Deutscher
Laender had adopted serious restrictive measures and after the first
rush into scarce goods had been satisfied. In the meantime, prices
_ had risgn,considerably, while the trade unions, fearful of.a renewed
open inflation, refrained from insisting upon wage increases. This
rise in érices helped to check the expansionary process, first, by
reducing effective demand at prevailing price and income levels, aﬁd
secondly by redistributing income from low-income groups with an
extremely high propensity to spend on consumption, to higher income
groups with a greater propensity to save and invest. In this respect,
the @arket adjustment provided some form of self-regulation, although
at a cost, especially in the form of potential social and political
unrest, iloreover, the self-adjusiment seems to have gone too far,
and to have slowed down the pace of recovery. Cheanges in the supply

of money since July 1948 are shown in Table II,
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Table II

Money Supply in Western Germany
(fiTiions of German iarks)

Central Other

End of gurrency Bank Free Bank

Month Circulation Y Deposits 2/ Deposits 2/ Credits 2/
July 1948 3,831 2,071 L5060 1,355
September 5,358 1,935 6,761 3,150
Decenber 6,319 1,560 9,229 5,006
March 1949 6,188 1,723 10,492 5,985
May 6,361 1,801 11,k12 6,984
June 64553 1,654 Neae Neae

Notes: 1/ Excluding ‘festern sectors of Berlin

2/ Excluding interbank deposits and credits
Source: Monatsberichte der Bank Deutscher Laender, June 1949,
37« The post-reform inflation, with its windfall profits; led,
however, to a more rapid pace in reconstruction than would other-
wise have been possible. Entrepreneurs used their high profits to
replenish their capital as fast and as completély as possible,
egpecially to repair and recondition their physical assetss The
post-inflationary readjustment, on the other hand, may prove use-
ful in weeding out surplus firms or activities, which had been started
quring the inflationary period, and in forcing the remainder to pay
more attention to efficiency and cost and profit calculation. However,
fhe presence of considerable unemployment in.a country which is in
need of every employable hand, if for nothing else than for removing

the rubble of war, will hardly be tolerated for long by public opinion,
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38, lionetary problems are complicated by the peculiar organization of
tlestern German central banking; In order to pursue a policy of decen-
tralization, it was deemed necessary by the Allied authorities to
establish 12 vartly autonomous central banks -- one for each Land as
well as one for estern Berlin, The 11 central banks of the lestern
German Laendey g?e united under the Bank Deutscher Laender, the sole
bank of issue; they control that Rank through the composition-of its
board and the election of its chief officers, i/hile the Laender central
benks are controlled by the Laender governments, the authorities of the
vrospective qentral Government have beenEZxcluded from any formal con-
nection with the central banking system; meanwhile, the occupation
anthorities exercise supervisory powers through the Tripartite Allied
Bank Commission, The complaints that the Bank may have started its
anti-inflationary and later its anti-deflationary policies too late and
in too timid e fashion have been attributed at least in part %o the lack
of executive power of the Bank Deutscher Laender,

(1i1) Fublic finance

39, The system of taxation is a remainder of vre-reform days and the
rates applied, in the opinion of many experts, are not only too high
but are self-defeating, Tax morale has been dangerously lowered, and
inceptives to work seriously hampered, especially by the application
of confiscatory rates to very moderate incomes, Another distortion is
caused by the fact that taxes at present are mainly retained by the
Laender that collect them, so thet the fiscal situation of a Land like
Hamburg, with its large sources.of excise taxes and customs duties, is
very different frqm that of say, neighboring Schleswig-Holstein, As a
result, some Laender are able to pursue a vasteful and extravagant
spending volicy or to hoard vublic funds, while others are unable to
meet the most necessary expenses, UYowever, the Laender, under the cur-

rency reform legislation, are under obligation to keep their budgets



-20-

balanced at any time. These factors limit the possibility of socme of
the Laender to.epend on unemployment relief and public investment,

4o, In part, the uneconomically high level of taxation is due to the
efforts of the Laender to supplement the paucity of "true" individual
savings that would find their way to the capital market by providing fcr
such capital from public funds. In an effort to find & semi- conmercial
source of public funds, the Reconetruction Loan Corporation was estab-
lished; but the funds of that corporation remained limited. The Bank
Deutecher Laender could not see ite way to create fiat money for that
purpose, fearing a renewed 1ose of confidence in the currency. Efforts
to gather private capital through the public subscription of bonds so
far have proved failures, the 6% Reichsbahn loan issue of 19h9, which
wvas expected to bring in about 250 million DM of new money, was sub-
ecribed by private investors only to the extent of 85 million, and all
but 15 million of that sun repreeented merely the utilization of bal-
ances blocked for long-term investment under the currency reform
legielation. However, the granting of fiecal privileges for new lssues
would set dangeroue precedente. Another source of long-term funds is
the equivalent, in German currency, of the dollar grants made by the U.S.
Government (the so—called cou.nterpart funde) which are being made avail-
éble to the Corporation by the Allied suthorities for well-defined
purpoeee and projects.

4. Deepite the lack of finance capital, the repair of war damage

to industry has progreeeed satisfectorilv thanks to self-financing

out of windfall profits. Similarly, public utilities and meene~of
transportation have largely been reconetructed out of public J

funds. One of the most urgent preeent needs is housing, not so much
invorder to raiee the standard of housing as to enable workers to

move from lebor surplus to lebor deficit areas, especially the Ruhr, .
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and thus to restore labor mobility and economic flexibility.

L2+ The authorities in Germany have been reluctant to adopt a
cheap~money policy, for such a policy would be inconsistent with one
of stability during a period of scarcity of capitale, The discount
rate of the Land Central Banks, which originally had beén set at

5 per cent, was reduced to 4,5 per cent in May 1949, and to L

per cent iﬁ July., However, since comnercial banks have hitherto
insisted on a margin és high as 3 per cent, even short-term credit

is available to cammercial enterprises only at rates of about 7 per cent,
and rateé on medium or long-term advapces are correspondingly higher.
Even public enterprises are compelled to pay 5;75 per cent on housing
loans granted by the Reconstruction Loan Corporation. On the basis
of current stock-exchange quotations, first-class bonds yield as
much as 7.5 per cent; this fact contributes to the difficulty of
raising capital by the issue of new bonds at reasonable ratess

(¢) Fxteérnal commercial and financial Relations.

L3+ The final subject for review in this chapter is Western Germany's
external economic relations. This involves a brief description of
the pattern of Germany's pre~war trade, of present Vestern Germsny's
need to trade and of the présent trading pattern,

(i) The Pre-War pattern of trade

hlis The size of the pre=war German economy, its need to exchange
manufactures for food and raw materials, and its geographical
position in the heart of Furope have made it into an important trading

partner to its neighborss The nature and distribution of this trade
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are shown in detail in the Appendix. ¥ith the important exception of
France, the majority of Continental European countries, as Table III
shows, looked upon Germany éither as their best or second best
customer and supplier, European industry came to rely largely on
the sﬁpply of German machinefy; Germany, on the other hand, bought
from its neighbors a great vafiety of agricultural and industrial_goods;

TaBle ITT

Germany's Place in the Trade of European Countries, 1936

Country Imports Exports
Austria 1 1
Czechoslovakia 1 1
Hungary 1 1
Switzerland 1 1
Yugoslavia 1 1
Italy 1 2
Netherlands 1 2
Poland 1 2
Sweden 1l 2
Denmark 2 2
Horway 2 2
Belg.-Lux. 2 4
France 3 6
U.K. 8 5

Source: Foreign Commerce Yearbook.

(ii) Post-war trade tendencies

45 TheAseparation from its Bastern provinces has made llestern
Germany more dependent upon the western world, The zones which are

at present under Polish administration used to contribute a gsizeable

- although not decisive - part of food imports into.Western Gernany,
and in turn received the equivalent in the form of industrial produéﬂs.
Unless means are found to continue ﬁhat exchange, despite the new

borders, Western Germany will have to produce domestically or to
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import from other soﬁrces those goods which it used to receive from
the éastern ﬁréviﬁces; on the other hand, it must sell in new
markets those iﬁdustrial goodsvfor which the country used to find a
ready markét4in tﬁe present Eastern Zone and’thé éregs at present
under Poliéh administration,
46. Before the war, Germany sold about half of its exports to
Western Euiope, with which it had a considerable export surplus,
This surplus was balanced in part by services, in part by imports
from ucpendent overseas areas, and in paff by the receipt of neans
of payment that could be used for financing imports from the
lestern Hemisphere. At present, the Allied authorities who control
Western Gernany's foreign trade wish to maintain the principle of
using ét least part of the export surplué with Western Europe for
financing imports from the rest of the world, e.g., by utilizing the
IECA system of granting drawing rightsg thus earning dollars indirectly
by an export surplus to Continental Western Europe. However, all
other European countries are determined to keep the excess of imports
in their trade with Vestern Germany at a minimum if it threatens to
involve a‘loss. of dollar reserves or ECA allocations. This conflict
lies at the bottom of the controversy concerning the so-called dollar
clause in German trade agreements,

Any trade agreement normally contains a provision dealing
with the settlement of mutual balances in convertible currencies; or
in goods at world market pricés. Opinion differs on twa points. One
of them is purely technical, dealing ﬂith the frequency of settleients
and the éxtent of mutual credits. The other concerns the iore funda-

mental question of whether Western Germany should buy goods from other
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Furopean countries at prices higher than those quoted dy U,S. exporters
in order to restore old trade routes, and to permit its trading partners
to increase their purchases from Western Germany, This question in-
volves the "real!" exchange rate between the other Furopean currencies
and the dollar., Any deviation from the principle of buying in the
cheapest and selling in the dearest market wouid mean discrimination,
Without a reduction in the prices of European goods, however, discrim-
ination might become necessary to expand the market for them, A German
expert suggested, for example, that discrimination might take the form
of a2 bonus on exports to the dollar area, and perhaps a penalty on im-
ports from that source, Such a discrimination might be justified on
purely economic grounds as well as for reasons of long-term policy and
intra-Furopean cooperation; but it might constitute a dangerous |
precedent for other nations, and might retard necessary currency
readjustment51
L8, Wesfern Germany still has a multiplicity of foreign trade controls,
through German foreign trade authorities, the Allied authorities (the
Joint Export Import Agency) and the Bank Deutscher Laender, vhich acts
as trustee for JEIA's_foreign exchange holdings, However, since
December 1948 private business has gradually received greater freedom
to trade directly with foreign importers and exporters,

Western German exporters are now permitted to secure licenses
for most exports from accredited German commercial banks, and JEIA
maintains its control over foreign éxchange receipts mainly through the
licensing system carried out by the commercial banks, Since April
1949, exporters may again grant credits up to 90 days to their customers
in the U,S., Canada and countries with which Western Germany has pay-
ments agreements, vithout having to ask for svecific anproval by JEIA,.

Hovever, JEIA has reserved direct control over all exvorts going to
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countries other than members of the OEEC, the Western Hemisphere
or the sterling area.

Since February 1949, Western German importers. have.been -
permitted again to negotiate directly with foreign exporterss TForeign
exchange allocations are now controlled primarily by an’ Industrial
Advisory'Commiﬁtee, composed of Allied and German representatives.

This Committee allocates quarterly specified amounts of foreign

exchange for each of the commodities included in & list prepared by -
JEIA: tlese quarterly allbcations are subject to JEIA approvals.
Tmporters apply to their coﬁmercial banks for licenses to import:

listed commodities on a first-come, first-served basis; they must be
prepared to show, however, that they are buYing in the most advantageous
- market and that their payment terms do not hide discriminatory premiumse

The importation of comaodities not listed by JEIA is still.
subject to direct Allied control.. Actually, most commodities not
thus listed are imported by the Allied authorities out. of US-UK
appropriated funds "for the prevention of disease ana'unrest"

("Category A" imports) or on the basis of ECA allocations, Since
May 1949, German purchasers have had to make full advance payment for
such commodities in German currency into "counterpart funds",

Since July 15, 1949, the liberalized foreign trade regulations
also have been applied in the French Zonegq
49¢ The miltiplicity of controls may in part explain the curious.fact
that until recently JETA was unéble to step up Tlestern German commer-
ciai imports (isesy imports financed from exports rather than from
U.S. Government funds) to the level of its exports. In consequencey

Vlestern Germany was, until recently, one of the few Buropean countries
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whiéh steadily accumulated foreign exchange. JEIA started in 1947
with a capital, provided in equal parts by the United States and the
United Kingdom, in the amount of $125 million, and now has at its dis-
posal about#y50 millién, allowing for outstanding claims and liébilities.
This policy has aroused the ire of: virtually all of Germany's neighbors
who contend that their exports to Germany are hampered, and at the
same time. of the Germans themselves, Western German officials are busy
_explaining . to their trade partners that Germany will treat them very
differently once JEIA-is abolished.
V_ﬁO. On the export side, ¥estern German trade has expanded more
rapiny._ However, under Allied directives, JEIA had to force certain
exports of basic raw materials like -coal, timber and scrap, which
gontinue to be scarce in Germany itself., Germans resent these exports
which hamper the production of finished goods. The strength of
Western Germany's export industries has been demonstrated, however,
by the fact that exports have continued to rise in recént months when
thosg of - most other nations showed signs of contraction., The trend
~of trade, by commodities, is shovm in Table IV below:
TABLF IV

uestern Germany's Foreign Trade by Commodity Groups
{m1I1ions of dollars)

Commodity Group 1936 1948 1949
C o ~Actual — Value at ‘ (Anrual
Value 1,8 prices Rate)

Expoyrts

Coal and coke 141 shly 282 3LL
Timber - - on 65
Scrap .- - 10 72
Other goods 1,128 2,220 286 616

Total T,759 T, 0% L TElE 1,097
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TABLE IV 4+ Continued

Commodi ty . Group 1936 1948 1949
o “Actual Value at (Annual
Value  ~ 1L8 prices Rate)

Imports

Foodstuffs . 351 686 1,025 922

Raw mat, and semi-fin. prod.66l 1,243)
A , ) 532 620
Finished products 90 115) o o
Total T,105 2,050h 1,557 T2

Hotes: 1936 data based on bizonal estimates; conversion into dollars at
1948 purchasing power based for coal and coke on ratio of
export prices, for other data on bizonal calculations; flgures
adjusted to include estimated French zone trade,

1948 and 1949 data based on Allied reports, excludlng services;
annual rate l9h9 estimated on basis of Jan., = May data for
US/UK zones and Jan, - March data for French zones

Sources: ' Economic Data on Potsdam Germany, Table XIII; Uirtschaft
und Statistik, June 19L9, pp. 168% - 169:; French Zone of
Occupation, Bulletin Statistiquey,. April l9h9, JEIA Reports
for December 19L8 and May 1949,

5., Not only the amount but also the composition of Western Germany's

foreign trade are far from normal, Before the war, almost 90 per

cent of its exports consisted of finished manufactured products; at

present, coal, timoer and scrap still form more than phe;third of the

total, - Similarly, before the war foodstuffs were only one-third of

its imports, while at present they still are about one~half. iioreover,

the presenﬁ level, low as it ié, has been made possible by U, S: aide

This is true not merely for ''estern German imports, only half of which’

are financed commercially, but even for exports, since the export

surplus to the other countries of Vestern furope is being financed

largely by means of ECA drawing rights,
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52, As the result of U; S. assistance, the direction of trade has
changed éubstantially insofar as the United States has become Western
Germany's chief supplier, while it had played a very insignificant
role before the war, Cn the other hand, Western Europe is now
taking about B85 per cent of Western Germany's exports, compared
with one~-half of the total before.the war.
53, Trade with Eastern Germany has been reduced to a mere trickle,
though since the end of the Berlin bloqkade it has tended to
increase again. Taking that reduction into consideration, the
volume of Vestern Germany's trade with other areas has shown a

larger decline from the pre-war 1eve1 than is sﬁggested by Table IV.
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The probable Developmeht of "the German Economy

(1) internally and (ii) in its commercial and

financial Relations with other Countries: _the

Choice of Policies and their Implications.
5Le  The next questioﬁ is, "Where will Western Germany go from here?®
The report now enters the realm of the unknovm, for the final answer
will be given by history; it Will depend as much on decisions and
developnents within as without the coﬁntry. This chaptér will deal with

German plans and policies; the position and attitude of other countries

in relation to Western Germany will be examined in the next one,

(a) Western Germany's domestié Plans and Choice of Policies

(1) The targets for 1952-53

55, Tﬁe Four-Year Programs of the Bizone and of the French Zone sub-
mitted to OEEC in Paris towards the end of last year were written
aroﬁnd é number of basic targets for 1952-53. Those relating to the
Bizone are briefly recapitulated in the tables below; the figures for
the French Zone are excluded from this review because they are not
important enough to vitiate any conclusions dravm frdm the Bizone
esﬁimétes and because they are not readiiy'comparable;

TABLE V

BIZONE GROSS NATIONAL IRODUCT BY ORIGIN

_ Total Gross Total Gross
o .In Billion Product Product
Origin 1948 Dollars in Percent 1936 ~ 100
11936 1948 19§2/ 1936 1940 1922 1936 1940 l9§2/
‘ 3 31 3
Agricull ure 3.0 3,0 381 12 I3 1117 100 B0 100
Industry 17,3 10,4 19.0{ 53 L3 56 100 . 60 110
Other Domestic| . . . , :
Economy 11,2 9,5 11.1 | 35 39 33 100 85 99
Foreign let . . . - . ,
Contribution] = 1,1 = - 5 - - - -
TOTAL 32,3 240 33.9 {200 100 100 100 73 105

o Original 7 7 - :
Source: Bizonq/%ong—Term Programme submitted to OREC
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TABLE VI

BIZONE GROSS NATIONAL PRODUCT BY USE

Total Gross Total Gross
In Billion Product Product
1948 Dollars in Percent 1936 - 100
%1936 1948 1952/72 1936 1948 1952/1 1936 1948 1952/
L 53 53 - 23

Personal Consump-
tion Expenses | 19,5 1546 22,0 61 65 64 100 60 113

Per Head (in L 550 361 475 - - 2! 10 6 a6
1948 ) Y/ f i

Gross Investment % 646 45 747 20 19 23| 100 68 117

Government Current

Purchases 2/ | 5.8 4.0 42| 18 16 13! 100 69 72
Net Purchases by % i

Foreigners _ b = o~ i1 = = = -
TOTAL 1 32,3 2441 33.9 100 100 100 ! 100 75 105

Source: Bizone Original Long-Term ?rogramme submitted to OFi:C.
1/ Population: 1936 35.4 million
1948 43,2 million
1952/53 46,25 million
2/ Government current purchases include current
expenses for goods and services only., All public
expenses for pensions, social insurance and
relief are included in "personel consumption
expenses" and government investments are under
"eross investment",
It was assumed, for the purpose of these targets,
that the Bizone's industrial capacity was some 90 per cent
of that area's pre-war capacity; and that this was to be expanded by
15 per cent by investments of 8 billion;
that output per head would reach 90 per cent of pre-war level
in 1952/53; |
that both exports and imports should reach, and roughly
balance at a level of ;2,300 million; that in the balance of payments,
there would still be a deficit of 250 million with the dollar area,
and of $92 miliion with the sterling area, largely offset by a surplus

of 272 million with Continental Western Burope, Latin America and

other areas.
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56. A few months later, last May, these targets were revised in the
light of the rapid progress made. Industrial production, for example,
is now expected to be 20 per cent above the 1936 level in 1952-53,
instead of only 10 per cent. Again, the head of the Bizone Depart-
ment of Agriculture and Forestry told us that, given the adoption of
appropriate policies, Western Germany should be able to provide two-
thirds of 'its food requirements by 195253 and, eventually - this seems
8 somewhat disbant hope - as much as fouwr-fifths, Industrial
productivity per head, measured by output per man-hour, has already
increased to 75 per cent of the 1936 level; consequently, the target
for 1952-53, that is 90 per cent of the 1938 level, has probably also

been underestimated.

574 In the field of exports, too, progress has been more rapid than
expected when the Long-Term Progrem was drawn up last autwm; instead

of the forecast of $743 million, exports during 1948-49 actually reached
$939 million. The estimated dollar deficit of the Bizone in 19562=53,

on the other hand, has been revised upwards from $250 million to $370
million, while that of the French Zone has been reduced from 874
million to $50 million. The estimated dollar deficit of Vestern Germany
as a whole, therefore, is now expected to be as much as $420 million in
1952-53, ageinst $324 million a few months earliers It should be noted,
in passing, that these revisions in the expected balance of payments
deficit after the end of the ERP period were carried out largely by
German officials,

68. The facf that the progress of recovery has been such as to belie
previous forecasts, however, is a reflection of thgir value, What can
be the significance of estimates reaching forward to 1952-53, when,

within a few months of this compilation, substantial changes become
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necessary? There has been a consistent téndency to underestimate the
econoﬁic ﬁﬁﬁential of Uestern_Germapy.._It is more likely than not that
thé prégf@éé qfireéovery will continue Fd prove that this poténtié@ has
beeﬁ ﬁnderestimatéd; ‘It is difficult to s;y, at'fhiékstage, that the
‘Germankeeaibmy would not become visble by 1952—53, that is, become
substantially;ihdependent of "extraordinary foreign aid;ﬁ Thevanswer
will depénd, not merely ‘on the policy pursued.bvaestern.Germany, but
also on the conditions of world trade, |
59. From their discussions and observations, the Hission has come to
tﬁé.conclusion that, in its present setting, Vestern German&vﬁill con~
tiﬁue to;make headway both in oroduction. and, in the ahsence of a
serious recession in vorld trede, in exﬁorts{ Yith production runniﬁg
aﬁ 85 - 90 per cent of the level of 1936, productive capacity - esti=
mated at 90 per cent of the pre~war level in the Bizone Heporandum onA
its Long~Term Program -~ is by no means fully employed; As mentioned in
Cﬁapfer III, Paragraph 25[ a German industrialist assured us that the
probiem was not one of production but of finding buyé;s at home and in
othér.cbuﬁtries, and that in a number of lines output could he raised
by 50 ver cenf or even more,
6O,A In the matter of costs, too, Western Germany is in an sdvantageous
poéition; and this for two reasons:

Firsp,'réal weges in Germany are low and productivity is still
increééing{ In March 1949, for example,.avefage wage rates per hour
for all workers in industry were 45 per cent higher than in 1938, but
the average number .of hours wvorlred was still 4 hours a week less than
in 1938, and productivity per man-hour was only 75 per cent of vpre-war,
The.rei&tively low level of productivity is one of the reasons why the
rise in prices has exceeded the rise in wvage rates by comparison -rith

pre-war, 3But with the steady improvement in productivity it should be
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possible to bring down costs, with a further improvement in the
coustry{s‘expsrt potential, unless wages are incseased faster than
productivity, |
Secondly, wmlike her Western neighbors, Wéstern Germany is not ‘
burdened by a heavy defense budget, while occupation cssts, thqugh still
ébsorbing g~me 2R naw n~emt of the ﬁudgets, can be expected to decline;

(ii) Saving and investment

61. The long-term prospect for Western Germany, as that for other '
industrlal countries in Europe, depends on its abillty and w11]1ngness
to save and‘lnvest w1se1y a high proportion of 1ts natlonal income; the
need for s high rate of 1nvestnent is partlcularly 1mportant in Germany
because of the destructlon of buildings., In prosperous pre~War years
the old Relch saved and invested approximately. one-flfth of ‘the gross
national product this is elso the figure teken as a ba51s 1n'Western
Germany's Long-Term Program. The first question, sherefore, is whether
this rate of saving is gdequate and whether it is likely to be within
the sange of possibilities.,

62. Wh;le.it.is true that the country achieved a gross rate of sa#ing
of one-fifth of the gross national product in good pre-war yéars; this
rste has tended to fluctuate between one—tenthAgnd one-fifth and, in
the majority of:years, was Wellvbelcw one-fifth;} It is reasosable to
sssﬁm95 therefore, thaf e rate of one-fifth consiSteﬁtly pursued,
should not merely enable the country to overcome arrears of ﬁaintenance
snd:the housing shortage, but prcfide it with an expanding and modern
equipment over a period of years. Whether it is within the range of
possibilities is a matter of official poiicy,of the economic climate
generally, and of the extent of fqreigg investment after the end of

the ERP. But sincs'the p{gjeqkd rate has been achieved in pre-war years,

there is no valid reason for supposing that it cannot be maintained in
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the future.
According to offiecial estima{es, the Bizone saved as much

as 19 per cent of the gross national product in 1948. True, this was
assisted by windfall profits arising from the currency relorm, and
American assistance was then equivalent to 5 per cent of the gross
nationél préduct. But production and the national income were still at
a low level in 1948,
63. The gross total of prejected investment including depreciation,

working cepital and new investment is shown below,
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TABLE VII

COMPOSITION OF GROSS INVESTMENT
(In Billion 19L8 Dollars)

1948-51
Investment Use: 1948 1949 1950 1951 Total 1952/53
Depreciation 2.0 2.3 2.6 2.8 9.7 3.0
Increases in Inventories 1.0 1.0 1.0 1.0 L.0 1.0
Net ¥ew Investment 1.5 1.6 2.1 2.9 8.1 3.7
TOTAL . 4.5 L.9 5.7 6.7 21.8 7.7
Source: Blzong/Long—Term Programme Submitted to OZEC

Origimal
6. Although plans for net new investment (excluding depreciation and inven-

tories) for 1949-50, and even more those for the whole ERP period are still highly
tentative, their details are of sufficient interest as a reflection of national
desires to be given in full by broad categories.

TABLE VIII

BIZONE INVESTMENT CAPITAL FORECASTS 19&9/50
(11illion DiT) ~
Revised Plan

I. A. Agriculture ) 560
B. Fisheries ) 25
C. TForestry. ) 25
II. A. Coal incl, Mining Ind. ' 840
B. FElectric Energy 765
C. 0il , 95
D. Other IEnergy 215
ITI. A. ™ining Ind. incl, in' II A -
B. Iron and Steel , 280
C. DNon-Ferrous Mebtals 35
D. Mechanical Industry (1) 363
E. Chemical and Semi-Chemical Industries 190
F. Textiles . 110
G. Pulp and Paper 20
H. Food Industry - 120
I. lMiscellaneous Industries (2) 157
IV. A. Railways ‘ ' 650
B. Other inland transport and communications (roads
ports, inland waterways, telegraph, etc.) L4920
C. Merchant Fleet 80
D. Air Transport (ports) 10
V. Public Services (hospitals, schools, etc.) 195
VI. © Housing (excludlng industrial and’ commercial buildings)1250
VIiI. Tourism 100
VIII. ifiscellaneous (Smaller Investments,
Trade and Handicrafts) 425
TOTAL 7300 (3)

" Source: Bizdne/l9u9+50'Prbgramme submitted to OLbC
Revised
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1) Mach}na,Electrlc-,Vehlcle-Optlcs-Inaustrles, Shipbulldlng
Steex construction’ and light-metal-products.

(2)"oodwork1ng, Stones and Earths, Glass and Ceramics,
Rubber, Leather, Bulldlng—Industrles.

(3) The dollar equivalent of this total is slightly
higher than the figure shown in Table VII.

TABLE IX
BIZONu INVESTMuUT CAPITAL FORECASTS FOR THE PERIOD

1. 7 46 - 30.6.1952
(Million DM)~

Branches Total Capital Budgets -Self-
' - Market - Financ-
. | RCC (6) ing

I. I Igrionitae ) 2B00(3). 950 550 1300

B, Fisheries ) : - o ‘ o

~ 'Cs_ Forestry ) ' . B -

IT. A. Coal Mining ' . T 3250(2) 2L00 - 4L0O0 . 1150

'~ B. Electric Energy : A 2800 2o - 90 300

c. 0il . | 220 130 e 90

. D. Other Energv (Gas and Water) 800 L5 175 150
IIT. A. Mining Ind. incl. InIiT & ' C ' , i

B. Iron and Steel’ 1000 .800 - 200

" C. Non~Ferrous Metals 90 50 - S ITo)

D. Mechanical Industry (L) 965 675 - 290

E. Chemical and Semi-Chemical Indus, 1000 500 - 500

F. Textiles 290 150 - 110

Ge. Pulp and Paper , 120 70 - - 50

H. Food-Industry 350 175 - © 175

I. liscellaneous Industries (5) 8L5 1430 - 415

IV, A. Railways - 1800 1710 90 -

B. Other Inland Transport and Cormuni-)
cations (roads,ports,inland water-)

. .ways,telegraph,etc.) )
C. Merchant Fleet ' - )
)

D. Air Transport (ports) 2050 970 950 130
V. Public Services (hospitals, . ‘ S
. schools,etc, ) L. 1650 . 50 -~ 1600 -
VI, -~ Housing (excl.Indus.& Commer bldg. ) 5100(1) 1500 2450 1150
‘VII. Tourism A ) ‘
VIII. liiscellaneous (Smaller Investments, ) :
" Trade and Handicrafts) )21.00 770 330 1000
: TOTAL 27230 14215 - 6635 6380
Source: . Bizone/Long-Term Programme Submitted to OLLC
Revised

(1) Excl. Miners Housing

(2) Incl. Miners Housing

(3) Excl. Landworkers! Housing

(k) Machine, Electric-, Vehicle; Optics-Industries;.Shipbuilding,-Steel~
construction. and light-metal-products.

(5) Yioodworking Stones and Earth,, Glass and Ceramics, Rubber
Leather, Building Industrles.

(6) Including Counterpart Funds
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65, It will be seen that both in the tentative plans for 1949-50 and
in those for the whole IRP perlod, fuel and energy, dnd lndustry are
heavily emphasized. Only about one-sxxth of total new investment is to
be devoted to heusing in.19h9—50, theugh the proportion rises in later
years. it is, of_course, difficult to judge the reasonableness of these
plens nithout careful end detailed investigation. Discussions with
experfs in Germany suggest that at least some of the plans,'euch as
these for coal_mining and electric power plants may be somewhat
ambitious. Honever, while German industry no doubt requires modernize-
tion, the degree to which the heavy and engineering industries have
fallen behindhand in technique and equipment can easily be
exaggefated and, indeed, Germany's problem in this respect may be less
serious than that of some other countfies of Western Zurope.
66, Finally, there is the question how the estimated requirements in
savings are to be generated and chamneled into the industries according
to the Plan, TFor 1949-50, inclusive of the Di 1,200 million estimated
to be required for the replenishment of stocks and the necessary work-
ing capital, but exclusive of depreciation which normally presents no
special problem, the amount projected for new investments is Ik &,500

million, This amount is to be forthcoming from the following sources:

TABLE X
SOURCES OF CAPITAL FOR WEY INVESTMENT & YORKING CAPITAL IN
1949 - 1950
New Investment: Counterpart runds ' DM 2,500 mllllon

Budgetary funds (raised by taxation) 1,950 "
Social insurance funds (mainly un-

employment insurance) 300 ¢
'Savings deposits 700 n
Savings by subscription to securities 350 n
_Investment of private insurance companies300 "
Current profits (incls self-financing and

. unorganized capital market) 1,200 v 7,300 million

Working Capital: Bank credits 7,000 .
Self-financing of inventories 200 » 1,200 million
Total ‘ | Tl 8,500 million

Source: Bizone Revised 19L49-50 Programme submitted to OEEC
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The sources of capital for the Long-Term Program are shown for each
induéffylin Teble IX, though these forecasts can hardly be more than
notional at this sfage.
67, The:majorify of the funds arise at sources at which their use can
apparently be controlled either by governments or by the new Recon-
strucfion Loan Corporation. But will the Laender with budget surpluses
be willing to make substantial contributions to those with deficits?
Or, if not, are counterpart funds to be used for purposes of evening-
out local disparities in investment capital? Insofar as public issues
are concérned, an agency is to be set up which, in its fuﬁctions, will
correspohd.to those of the Cepital Issues Committee in the United Xing-
dom. Nevertheless, discussion in Western Germany revealed that there
'is no clear conception yet about how the supply of capital ié to be
harmonized with needs, how the-actfvities listed in the Investment Plan
are to secure the precise amounts tentatively allocated to them in the
Plén, nor, of course, whether the amounts tentatively allocated on paper
are appropriate in each case. The Plan, in fact, is still a paper
scheme,
68. The reasons for utilizing counterpart funds for investment are to
be found in the fact that thé private capital market has yet to revive
and thatVIOngﬁtarm interest rates are very high, that is, 6 per.cent
-and dvefav On the other hand, it is difficult to escape thé conclusion
thet, so long as much the most importent proportion of savings is
mobiiized by thg govgrnment end by the ;pending of counterpart funds -
only about & per cent of the projected total net new investment in
1949-50 is to be derived from the sale of securities - the chances for
a revival of the private cgpital market are not bright. Is there not
e limit, in eachAcobntfy'to the ﬁrqportion of the gross.national pro=
duct that cen be saved and:iﬁvgstad? And if this is true, will the

revival of the capitel market:not be retardsd and limited so long as
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the government appropriates the greater part of savings in one form
or another? This is not méant“to question the present policy but to
clarify its implicationsy”

(13i) Foreign.debts and investments

69. In reletion to Western Germany's invesiment needs, German exnnerts
'expréssed the view to the lission that it would be desirable to supple~.
ment domestic savings by foreign investments, especially when U,S«
Government aid begins to draw to a close. In other ilarshall countries,
too, there is a desire to suﬁplement domestic savings by the impoirt of
private capital,

While nobody wishes for a repetition of the indiscriminate pur-
chase of German bonds in the 'twenties, and while the disadvantages of
control by‘foreign capital should always be borne in mind, there might
be. opportunities of combining foreign with German capital, that is,
opportunities that should offer Western Germany the possibility of
supplementing domestic savings and enable Germans to re~establish
international contacts.

70, This raises the complicated problem of Germany's existing foreign
debt, for foreign private investors are likely to hesitate until a
éettlement has been reached about existing debts and about the transfer
of outstanding interest and dividends before inereasing their present
holdings ér financing new activities. Hor could the problem be solved
by offeriﬂg transfer of interest and dividends on new investments only,
since meny prospective private investors are also past investors and,
consequently, would hardly be encouraged by such an offer,

71, While a final debt settlement nay have to await the conclusion of
a peace treaty, and while this would in any case be difficult until
Western Germany's ability to transfer interest and dividends can be
seen more‘clearly, it might be useful, as a first step, to take stock

of existing investments in Vestern Germanys
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72, Two categories of foreign investment in Germany should be dis-
tinguished, the first being of a purely financial nature, that is, the
loans to German corporations and official bodies, issued abroad, and
secondly, equity investments (possibly combined with loans) of foreign
companies or firms operating through branches or subsidiary companies in
Germany. In the second case, foreign parties have e financlal as well
as a managerial interest, Countries interested in the second category
of investment include:

U.S.A‘

U.K.

The Netherlands

Switzerland

Tuxembourg,

The field of these investments is extensive and covers imoortant
industries, such as coal, steel, rayon sillz, mineral oil, soap,
margarine, motor cars, electricity, distributing agencies of various
products, etc,

73. Arrangements would have to be made about the existing indebtedness
and with holders of equities, This would include:

the remaining part of old standstill agreements;

long-term debts;

bank bslances;

equity investments, ete,
74. Secondly, the problem of revarations, restitution of looted prop-
erty and the settlement of Hilitary Government assistance and larshall

ald would presumably have to be taken into account in any over-211

arrangements about Yestern Germany's foreign indebtedness,

(iv) The choice of ndlicieg; the possihilities and limitations
of economic liberalism '

75. Under the leadership of Dr, Drhard, the political head of the
Department of Economics, the majority of the politicians aﬁd technicians
in resvonsible positions, as well as the leaders of industry and

finance profess a desire to restore a degree of economic libveralism

in Germany., The conclusion is often drawn by observers, somevhat
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erronecusly; that planning is likely to be combletely foféaken; this
belief is-ehéduraged.by the decision to mbolish rationing gnd meny of
the forms of restrictish in favor of a return to a market eé&homy;
76 Ailiéd 6fficials and Gerﬁan experts have defined Germa; ééonﬁﬁi;
policy to OEEC in Paris under the following five headings:
| “Cre&it policy: preferential allocations to basic industries

(such as coal, steel) ;nd to export industries;

Public budgets to be balanced at. the lowest possibie

level (say $4 billions a year);

Financial stability and a stable purchasing power td

be ensured;

Fiscal policy to be designed to promote saving and

investment;

Imports to be restricted to essential products, Whgre

no conflict arose in trade policy with participating

countries;"
7%: Diécussions with Allied officials and Germens revealed tﬁe oxist-
énoe of many contradictions, due not merely to differences in approach
bu*g aléo‘to confused thinking‘.‘ All of these five points are an
expressién of general‘aimé rather than of an economic and financial
éolicy. They form a kind of umbrella that can accommodate all sorts
of poliéiesAand'practices. There is certainly a desire to return to
-a market economy -~ many steps have been teken in this direction - with
competition as its driving force. Yet, how can one talk of a market
econoﬁy in its former meaning if businessmen are not to be allowed to
compete fairly for available.savings in a capital merket that is given
an opqutunity to revive? Again, in the present state of the country,
with investment capit#l as short as it is in relation to needs, how

can the government accomplish essential purposes without priorities?
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Furthermore, talks with industrialists demonstrated that they are think-
‘ing as much as ever in terms of "arrangements" and cartels; what
measures are contemélated to ensure competition?
78, In sum, while fhe choice between a controlled and a free marlket
economy certainly exists, aﬁd'while the ma jority of the men now in
control,fgvor the latter, a free-market economy in the old sense of
the wordlcan hardly be estsblished at this stage. Appropriate policies
have still to be worked out and it may be found that, given efficiept
oredit, fiscel and financial policies, it will in fact be possible to
restoreAthe attributes of competitive market conditions over a wide
area of the country's economy and to remove some of the present‘contra-
dictionsnénd confusion of thought. The planning of effective financial
policies‘designed to achieve specific results is not merely compatible
with a competitive'economy, but essential to its proper functioning.

(b) The Future of Western Germany's external economic Rolations

(i) General considerations:
79 Acéording to the estimates submitted to OEEC, Western Germen im-
ports (excluding interzonal trade and excluding sérvices) would have to
reach $3.1 billion annually to ensure an adegquate standard of
consunption and production, and exports would have to be of the same
maghitude in order to achieve equilibrium. These estimates; however,
are probably too high: they envisage, for instance, food imports of
$1;4 billion annually, while at present an import volume of £0.9
billion seems to make possible a reasonable standard of nutrition,
despite the fact that domestic agricultural production is still 15 per
cent below the pre-war level, TFor this reason we believe that an
annual import and export level of about $2.,8 billion, or sbout 10 per
cent lower than that proposed in the OEEC submission, wouid be a more

realistic target for the post-Marshall period.
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The task of achieving such a level of foreign trade does not seenm
an impossible one, though much will depend on the state of the world
market and on the manner in which world trade is carried on.

80, In the long run, Western Germany's foreign trade problem is not
essentialiy one of a dollar shortage. Such a scarcity would exist only
if Western Germany had to import permanently some vital foodstuffs and
raw materials from the dollar aresa, which it could not possibly acquire
elsewhere and for which it would have no possibility of paying by
exports. Like other Marshall countries, Western Germany is at present
importing more from the United States than it could pay for By exports, -
But this is largely a consequence of abnormal supply and price con-
ditions and of the dollar grants and credits made available to Marshall
Europe by the United States. The Nission was informed in Germeny that
at present exchange ratios, many goods that could be imported in larger
quantities from other Marshall coumtries are more expensive than
American commodities. The present abnormal conditions can hardly be
regarded as permanent. Consequently, there is no overriding reason
why, in the long run, trade could not again assume a pattern whereby
Western Germany would obtain the imports it needs in exchange for ex-
ports. In 1937 German imports from the United States (mainly cotton,
0il and wheat) were only $114 millions, end its trading deficit with
the United States was only $29 millions.

8l. - Neither is the problem merely one of resuming trade with the East.
Even in the thirties, that trade probably did not amount to‘moré than
one-eighth of total Western German trade, despite artificial stimulatian.-
While an expansion from the present low level would seem to be in the
interest of all parties, it would solve only a small part of the

comtry's trade problem. The Eastern European countries, as the result
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of forced industrié}?iation, are becoming less dependent upon CGerman
consumegs' goods; aﬁd as thelfesult of land end social reforms their
expdrtable surp1u§;of agriEultural nroduce may not agsume pre-var pro-
portions, However, fhelincreasing need of these countries for German
machine;& and other capital equipment might make trade in a number of
commodities ﬁore attracti?e to‘them than before the var, and the total-
itarian governments of these countries might be able aéain td.create
the exvortable surolus needed %or murchasing éuch'equipment.

82, Finally, the trade pfobléﬁ is not mainly one of the reunion of
Western and Eastern Germany, The contribdbution of the Soviet'Zone of
occupation to the food impdrts of the Vest was relatively small, The
contribution to expofts included mainly the products of the Saxon tez-
tile and textile machinery, and of the imvortant Beriin electrical
ppliénce industries, In 211 three fields, Vestern Germeny is trying to
replacé the lost capacity. In the long run, & separation from the
Eastern »rovinces would therefore vrove to be of minor impnortance, at
least in the sphere of foreign trade, Koreover, interzonal trade may
well expand despite volitical separation; since the end of the Zerlin
blockade, a substantial increase in that trade seems to have taken place,
834 Actually, the nroblem is far more general, While the exmerience of
twva world wars showed that the German people can live for some time at a
subsistence minimum even with very limited foreign trade (and vhile de~
voting a very large part of its natural resources to military purposes),
any rise in its welfare is closely related to the total volume of its
foreign trade: In a world of multilateralism and curréncy convertibility
the only problem would be that of achieving a high domestic level of
consumption and vroduction, leaving the attainment of a high level of
trade to the market forces, In & world of bilateralism and inconvert-

ivility, however, the problem is aggravated by the necessity of
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consciously directing trade so that a high level is reached in relation

to each of the various currency areas of a divided world.

(1) Prosvects of development
84. In the long run, the lack of basic foodstuffs and raw materials
makes Western Germany an expanding market for the products of meny
countries, Equally, :the oroblem of producing in Vestern Germany a
sufficient quantity of goods to supnly both domestic and foreign'needs
appears to be vossible to solve with the existing industrial eapacity
and manpowver, The vital cuestion is therefore one of finding markets
showing an effective demand for Yestern ferrany's exportable surnlus,
This question will have different aspects, (a) in & world in which
foreign commerce enjoys substantial freedom, and (b) in conditions of
strict government cpntrol of international transactions,
85, Under a system of relatively frge international trade the market-
ability of goods of such wide use ag that of most Germen products
would be mainly a matter of pficing. In this respect, the German
heavy industry has three vital advantages, Its coal fields are among
the best in Turope; end wvhile their managers insist on urgent needs
for modernization, other observers feel that their equimment is
reasonably up~to-date and efficient, In comparison with the rest
of Europe, the low cost of producing coal gives the steel end chemical
industrieé an’ aporeciable price advantage, Secondly, Germany has easy
access to both Swedish and French ores, and has a traditional skill of
a high order in machinery and chemical engineering, snd of sound
workmanship, German heavy industry, therefore, has both the
resources and the skill for steady development, Finally, the German

worker today has vprobably the lowest efficiency wage in the world;
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in terms of purchasing povter; his vzge retes are probably no higher
than those of most other Continental Buropean workers (in contrast to
pre-war times), while his efficiency probably has retained an
appreciable superiority, This change may be due, at least in part,
to the increase in the labor suuvply resulting from the inflow of
refugees and expellees; the general impoveriéhment of the German
population; the patriotism of the German labor leaders; and the
docility of the German worker, enhenced by 12 years of totealitarian
domestic and four more years of foreign rule, Uhatever the cause, the
low vage level gives German industry aﬁ even greater competitive
advantage than the low coal and steel prices, In a world ruled by
price considerétions, the German industry should find little difficulty
in regaining its previous markets and therefore its previous ability
to provide through exports sufficient foreign exchange'to pay for
necessary imports,

In fact, the world demand for the type of goods Germany has to
offer has probably increased rather than diminished., It is true that
several European cpuntriés, most notably the United Kingdom, have
developed some branches of industry, like precision instruments,
which used to be considered almost a CGerman monovoly; output of the
engineering industries in Burope outside of Germeny has increased by
one~fourth over pre-war, and has.certainly displaced former German
goods, It is also true that the rapid expansion of the engineering
industry in the United States during the war has created a powerful
competitor for Germany in many export markets, On the other hand,
the plané for industrial development and the actual or contemplated
rise in the standard of living of moeny overseas nations have opened

possibilities of new markets which probably more than balance all
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wuveo: o Gunugese again, it is_t:ge that ?nderdeveloped nations need
creditsitp buy the equipment they need,‘and that Germeny will for some
time :e@ain unable to grgnf suqh credits on a large scalé. Apart from
the posSibility of further U.S. aid or other internationalAcooperation
in that field, however, there should be no insupereble difficulty under
conditions of freedom in internationel economic relations to institute
again e system of private international finance which would take care'
of the technicél aspects of the problem,

86, However, the rebirth of an international economy in which price
considerations and rational finéncial transactions again play a
decisive role, may be nothing but a dream and, in any case, wopld

teke time. If world trade is to be ruled by political considerations,
government control of international economic relations, and
nationalistic curfency and credit policies, the price advantages of
German industry and the need of most nations for more industriai.
equipment may not be sufficient to ensure an unhampered flow of

German goods.in international commerce, Even in that case, however,
theAtask of German industry to find again profitable markets would

be, thouéh more difficult, by no means impossible,

87. At present, as in the past, German exports to the rest of Western
Europe are far higher than imports from that area. It is safe to
assume that the Western European countries would be quite satisfied,
éven under the most protectionist assumptions, to have their trade
with Germany approximately balénced. Moreover, it may be assumed that
within Western EurOpe transferability of currencies would be feasible
so that equilibrium need be attained not in relation to each individual
country but only to the area as a whole. Under these assumptions;
Western German exports to that area would be limited et worst by its

imports from the same area., Since many of these imports are classified
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as "nonwessentialsi and at present severely restricted, they could be
stepped up almost at will once the German authorities are éonvinced.
that such an increase would also raise German exports. In fact, the
responsible German authorities have expressed such a deﬁermination
unequivqcally, not only in talks to representatives of other nations
but also in their discussions with the members of the liission. Tven -
if the "non-essentiality" qf these imports would mean that they\would
provide, say, food only at relatively high cost, the consequences wrould
merely be’that the real terms of trade would move scmewhat azainet
Germany, ﬁith a larger amount of its products needed to provide for the
import, of the requisite calories, but not that the trade program as such
would be in danger. In any case, France, for example, is aiming at pro-
viding a substantial exportable surplus of wheat and meat in coming yeafs,
which, if available at world market prices, would enable that country to
supply Western Germany to an increasing extent with essential foods.
88, There is no reason to assume, of coursé, that *festern Germany.
could not éontinue having an export surplus with Vestern Hurope, with-
out necessgrily having it financed by Vestern Eﬁrdpe in gold or dollars,.
As our analysis has showvm, Viestern Germany will be a heavy importer of
food and raw materials. Given an accelerated program of development
in the overseas territories of ‘festern Iuropean countries, iestern
Europe could finance an import surplus Wifh festern Germany with a
growing export surplus of overseas territories with that country.
89.‘ Thile trade with Zastern DBurope and the Far Fast probably will
remain below the pre-war level, at any rate for some time to conme,
mginly because of the changed political situation in these areas,
trade prospects with Latin America seem promising. In some respects,

German, like British, industry may be better adapted than American firms
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to deal with the.pgpglation of wnderdeveloped countries and to provide
.#hgm'wifh machinery las§ complicated and less based upon mass-production
ideas fhap those bullt in the United States. Moreover, Latin Americans
often prefer to deal with a country where they can market their own
exportable products.

90. Attempts to make exact statistical forecasts of future trade have
little meaning. However,vit may be assumed that about half of the
foreigé%zzgzet for the post-Marshall period of $2.8 billion annually
would be with Western Europe and its overseas territories.

91. In the first half of 1949, Western Germany's imports (excluding
inter-zonal trade and excluding services) were at en annual rate of
$1.8 billion; by the middle of the year, the rate probably excesded

$2 billion, During the first half, the annual rate of these imports
was therefore ebout §1 billion below the target for 1952-53. - Assuming
a satisfactory development of Western Gerﬁan agriculture, the entire
difference could be made up by industrial goods, the importation of
which would thus rise f;om.$0.8 billion to #1.8 billion per year.
Since the standards of production and ¢onsumption proposed wmder the
Western Germean long-term plan are 50 per cent higher than the level
reached during the first half of 1949, the importation of ':assell'l_::'-:gl"
industrial materials and equipment would probably not have to increase
by the total emount of $1 billion, leaving a margin for the importatim
of so-called "less essential” products.

92. 1In the first half of 1949, Western Germany!'s expo;ts (excluding
inter-zonal trade and excluding services) were! at an amual rate of
$1.1 billion; by the middle of the year, the rate probably had reached
o biilion. In order to reach the export target of $2.8 billion
ennually, exports would thus have to expsnd by $1.5 billions Mcre-

over, virtually the entire inorease would have to consist of finished
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goods, the exportation of which would have to rise from an annual

rate of $0.6-billion during the first half of 1949 .to about $2.3
billion. Still, such exports would probably represent less then 12
per cent of Western Germany's totdl industrial production. Assuming
that the production were raised by about 50 per cent over and above
the level prevailing during the first half of 1949, sbout one-fourth

. of that increase would have to be diverted to exports. These
magnitudes involve primarily problems of marketing rather than of pro-
duction,.

83, It is true that imports and exports would have to increase even
more if inter-zonal trade with Eestern Germany could not be raised to
‘s, reasonsble level. However, the experience of the first months
following the end of the blockade indicates that Eastern Germany is
extremely eager to resume the purchase of goods from the West; it can
do so in the long run only if it offers to Western Germany a correspond=
ing smount of its own products in exchange. For fhese.reasons, a
satisfactory development of inter-zonal trade may be expected without
undue optimism.

(iii) Foreign trade policies

- 94, From the poinﬁ of view of the Germen economy, the most rational
means of atteining such a level of foreign trade would be by way of

- the price and market mechanism. Since the demend for industrial
materials and equipment is almost entirely a function of domestic
production, every measure fostering such production -~ especially a
well-functioning system of currency and credit - also encourages these
imports. And if our assuhption is correct that at least in the vital
region of Western Europe and Latin America, German exports are largely
a function of German imports, especially under the preéent system of

bilateral trade agreements, eny inerease in the German demand for
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foreign goods would easily lead to a similar increasse in the salability
of CGerman goods abroad, The main function of a far-sighted German for;
eign trade policy thus wouldvseeﬁ to he the orevention of foreign
restrictions uvon trade and attempts at autarky; The increasing
strength of a revived German economy should be able to pursue these
vays successfully, especially if backed by international organizations
devofed'to the implementation of similar ideas, In contrast to the pre-
war policy of currency manipulation, high tariff protection and &iscrim~
inati9n, Western Germényfs foreign trade policy could thus conform %o
an internéfional attitude'which is consistent with its geography and its
natural péttern of trade., Its neighboring nations would nrofit ther-
selves‘fr;m such a change in Germeny's internaztional économic volicy,
95. One éf the needs of Germany would be to find again access fo the
sour;es_of modern technological development, which' it héﬁ neglected iﬂ
the field of peaceful achievements for 16 years, Exchange of
scientists, and oﬁher experts, and promotion of foreign travel, would
seem eésegtial in this respect, An entire generation has to be famil-
iarized with the ways of international understanding, The resulté of
such work would not only be advantageous for interpafional_trade but
even more so for the prospects of molitical reconciliétion,
96, A reunion of Vestern with Bastern Germany yould not‘materiallyi:v
affect the situation, TFood imports would be somewhat less;land the
neeé for textile fibre imvorts and other materisls for the Easter;
German industries somevhat higher, The output of’these‘industries‘~
wvould improve the German erxport votential, but a larger part of t'estern
German ﬁachinery vould have to be sent to the Eastern areaé iniéfder

to retuild the industriél enterprises transferred as reparatiqné to

the Soviet Uhion,
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V.
The Position and Attitude of Ovuc: vuuuuiioce su
Relation to 'lestern Germany; the Choice of Policies
of other Countries and their Implications,
©7. In the preceding chapters, we have looked =t the size and econcmic
potential. of Yestern Germany, and, in the context of a Yestern CGermany
striving to achieve vigbility at o rising standard of living, we have
examined the likely impact. of its expanding-economy nnon internstional
trade, In this, the final chapter, wve are examining the nprosvect of
lestern Germany becoming part of an economically more closely integrated
asgociation of European nations, The problenms briefly examined are the
impact of an expanding ‘estern German foreign trade uwvon other countries

in FEurope, and the choice of policies with which they will be faced,.

(2) Thq pgqspec#ive Imnact'pf Western German Comnetibion

(1) General considerations

"0Bo . The recovery of 'lestern Cermany is likely to affect other countries
in two weys, for.Western Germany will exvand its-exports as well as its
imports, -As has Eeen showvn in paragranhs 91592, the country's total eX-
ports will have to rise more than its total imports if equiIibrium is to
be resched, However, if Jestern Germany is to attain equilibrium in its
trade with the rest of Furope, imports from Zurope will have to inerease.
more than exports to that area, The recovery of iestern Germany will
thus-provide an expanding market for other countries and a source of"
supply of desired products, but it may give rise to difficulties for .
competing industries in other countries, not only on their home markets
but also on their foreign markets, especially for“thoée countries that
have to some extent displaced Germany as a supplier, Ifuch will devend,
~of course,..on whether Western German competition will fall. on an expand-

ing or-contractihg;world trade,. In the first case, as during 1925-29,.
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it would be felt lightly; in the second, the impact would be more severee

99.. The impact, of course, will vary from ‘country to country and from
indugtry ﬁo industry. Countries that are economically complementary to
Western Germany, that is those that can supply Western Germany with
commodities it iacks, such as raw materials and food, and need the goods
Germany has to sell, would sfand to gain,

Céuntries that are less complementary would feel the impact of
Western German competition; these are to be found mainly in Western
Furopean countries whose competing industries, sﬁch as steel, engineering
and chemicals, have been enlarged in recent years to fill the vacuunm
createdvby the disappearanée of German competition, It is not surpris-
ing, therefore, that some of Germany's neighbors seem to be receptive ta
German suggestions on the subject of the revival of intérnational car-
tels, allocating export markets and avoiding price competition.

100, In some Western European countries, renewed German competition
| might alse render more difficult the solution of the dollar problem by
reducing the dollar-earning capacity of competing industries, through

a reduetion in the volume of exports and in prices below the limit that
would have prevailed in the absence of such competition.
101. On balance, howéver, the majority of countries may well stand to
gain economically from an expansion of Western Germany's trade, espec-
1ally if expansion is accompanied by increased specialization in
Iuropean countries, |

(ii) The position of individual countries

Some of the problems that are facing the countries visited by
members of the Mission in their econamic relations with Western Germany
are summarized below:

102, Ausﬁ;ia, This country has to finance a large excess of imports:

over exports, due mainly to the shipments of Ruur coal. So far, these
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shipments have been largely paid for by means of U.S. assistance; after
the erid of ERP, however, Austria will have to find a way to use its own
resoyrces for that purpose. Austria, therefore, is mainly intereéted in
restoring its experts to Western Germany, which include many items
classified as "noneessentialse" Austria would wish Western Germany to
abstain from méasures that would cut of£ the Austrian lumber industry
from its traditional Bavarian markets, and to resume its traditional
tourist traffice On the other hand, most expérts agree that Austrials
heavy iﬁdustry will be unable to compete either on the demestic or the
export markets with a revived Ruhr industry, except in some special
fields (highsquality steels and certain types of machinery). Austria
hopes, hcﬁever, to share the markets with the Ruhr on the basis of an
international agreement that would permit the retention of at kast part
of its recently increased steel capacity,
103, Switzar;and. This country als¢ has traditionally a heavy import
surplus in its irade with Germany, and is tryihg to induce Western
Germany to relax the restrictions upon‘the importation of *non-
egsentialse." Mosﬁ important, howevérg would be the resumption of the
pre~warrfl§w of services; such aé the tourist traffic, and t@e‘resump—
tion of payments on the large Swiss investments in Western Germany, as
in Rhine power plants. If Switzerland receives satisfaction on these
points, it may permit the outflow of a mbderate amount. of convertible
currency to settle the remainder of its import surplus, and thereby
provide Western Germany with some meéns:of'payment,tO‘be used for
financing imports: from the Wéstern'hemisphefe.
10k« France. In this country the wiéh to reach some international
égreements‘with the German heavy industry seems to. be particularly
strong, probably not only because of the natural ties between Lonraine,

the Saar, and the Ruhr, but. also because. of hopes that. such agreements.
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may lessen the danger of -unwanted. political consequences 'of Western Ger-
many's economic.recovery. . France would wish Yestern Germanylto abéfain‘
from ‘subsidizing the steel industry, e.g. by permitting the German -
domestic coal price to remain lower than the export price, and in:ref
suming its export of Lorraine iron ore in exchange.for Ruhr coal. In
addition, France would wish to develop Western CGermany as a market for
its expected exportable surplus. in bread grains as well as in so-called
less essential foodstuffs, such as wine.

105; _Low Countries. . The Netherlands, with a heavy import surplus with

Western Germany, like Austria and Switzerland, would wish not only to
promote its exports to iestern Gefmany3 but also to resune its tradi-
tional shipping ties and to secure the transfer of the income from its
large investments in Vestern German industry (coal, rayon, radio and
electrical appiiances, 0il refining).. Its main ports depend for their
prosperity largely on the routing of exports from, and imports into, the
Ruhr area; and its flag is prominent in Rhine shipping.

Belgium is -equally interested in securing a share in'the traffic
from and to the Ruhr for its main port, Antwerp, On the othef hand,
its ehgineering industries may.be affected by the renewed competition
of the Ruhr.. . Its coal-mining industry may be hurt by an;ncre»asein
deliveries of Ruhr coal, while the Netherlands (and_Luxembourg5 mav
benefit from such shipments.

106. - Scandinavian Countries. These countries are mainly interested ‘in

increasing their exports to Germany in order to pay‘for their coal im-
ports; Denmark with -agricultural produce, Norway with fish. and fish
products, and Sweden with iron ore and lumber. Denmark and lNorway also
are-willing to increase their imports of iestern German finished indus-
trial products provided that they can do so without impairing their dol-

lar reserves. For that reason,. they are awaiting anxiously a clarifica-
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tion of Yestern German foreign trade policy: they fear thet a continua-
tion.of German restrictive practices would force them to establish their
own industries in fields vhere they could not be maintained in the case
of a resumption of free trade with Germany, ilorwvay also is apprehengive
of the reestablishment of German .coastsal shipﬁing and vhaling fleets,

107, United Kingdom, This country may, at least in the short run, feel

strongly the impact of Vestern Germany's competition in its foreign trad
Although there are significant dissenting 7oices, most experts seem to
feel thst the spectacular rise in British vost-war eprrts wes vartly
due to the displacement of German merchandise, and that the nresent
recession in its export industries reflects at least in port the
reneyed German competition, Still, most responsible experts ogree that
such 2 .development was inevitable and that British industry will have
to become adjusted to that state of affairs; They emphasize that a
well-integrated development of Vestern German indﬁstry would distribute
the impact upon- so many:branches that British industry would be inxﬁne

of them critically hurt,

(b), Eurove's Choice of Folicies

108, iIn an examination of the choice of economic policies in relation
to Vestern Germany that is open to Allied countries, their political
implicationg can hardly be ignored, It has often been argued that a
speedy revival of German production and trade is necessaril& in the
general interest, because prosperity and rising standards éf living
would remove the political desire for power, expansion and domination.
This argﬁment overlooks past history which has proved, on the contrary,
that economic expansion and ambitious policies of volitical expansion

have often been stout allies,
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109. The Mission ié fully alive to the widespread distrust of German
motives and intentions in surrounding countries. The occﬁpying powers
have, however, embarked upon the declared policy of encouraging the
revival of the German economy, subject to the enforcement of disarmament.
While the risks involved in such a policy are very much in our mind - |
especially as we have been impressed by the country's economic potential-
the discussion of this aspect of the German problem is outside our terms:
of reference. We wish it to be understood, therefore, that, in the
remainder of fhis chapter, we are dealing only with the economic aspect
and implications of certain policies.

(i) Discrimination or non-discrimination

110, Our aﬁpraisal of the actual-and pbtentiél economic strength of
Wesfern Germany, both in terms of pfoductive capacity and abiliﬁy fo
produce aﬂ competitive prices revealed that there has peen a'widespread
tendency to under-estimate it, both within and outside'the couﬁtry.
This tendéncy, in'turn, has bréd complacency in other cduntries which,
in the'nof to§ distant futgre, may well give way to surprise when |
Western Germany will begin td make itsélf felt as a competitor, both in
Furopean and other markets, True, the country wili be a buye‘r as well
as a seller and this will bé to the benefiy of all, but, in the
countries where competition wili make itself felt,nthe bﬁyers, as
usual, will welcome Germén goods, while the interésts 1ikély té be hurt
by competition will organize resistance in an attempt to gain protec-
tions They may attempt, in particular, to isolate the Western Cerman
econémy by various forms of discrimination: |

111, A policy of discrﬁninatiqﬁ would not”only be a negative one, but
wouid élso be likely, in the end, to defeatiits purposes. Isolating
thé Western German economy might hurt Germany'é neighbor; as much as

that country itself.
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112, It is true that a policy of non-discrimination might hurt some
industries in other Buropean countries in branches in which Western Ger-
many has a strong comparative advantage. In the long run, a policy
designed to improve efficiency might gi&e these industfies better pro=
tection than a negative policy of restrictione

(i1) Western Germany in OEEC

113. The prgblem ofvintegrating Vfestern Germany into Burope is quite
distinct from that of non-diserimination. The latter, in the meaning of
this report, implies simply that, subject to the mainfenance of the
disarmament provisions, the Allies would treat Vestern Germany as an
equal in the matter of commercial and financial relatiqns. The former,
on the.other hand, would involve a move in the direction of economic
consolidation which would give Furope the benefit of a far-reaching
diQision of labor and of a coordination of new investmept,

llﬁ. It is the declared aim of ERP countries in Europe té move towards
phe intggration of their economies, While the countries of Eastern
Gurope that‘are within the Soviet economic system held aloof, Western
Germany will soon be a full member of OEEC. |

115, Since the end of the war, however, the tendency among 'lestern
Eﬁrqpean countries - with soﬁe'notable exceptions - has beén'in favor of
economic nationalism rather than in the opposite direction., This
tendency can easily be excused by reference to Duropean traditions and
by the preoccupation of many éountries with pressing short-term problems
The fact is that not a single important decision has been talien by OEEC,
in the direction of economic conéolidation. Commercial and finencial
relations between the countries of Western Turope are still governgd

by qﬁotaé, exchange restrictions, bilateral agreements, and pOsgibly
exchangq ratios that take little accﬁunt of relative costs and

prices - not to mention tariffs that are often prohibitive,
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116. - The choice then is between a positive policy towards economic
congolidation and the pursuit of economic nationalism. The meaning of
phis.ghoice is quite simply this: In economiq unity, the countries of
Europe; inclusive of Western Germany, are likely to find strength; in
£ﬁe pursuit of economic separatism, they are likely to find weakness.
The dénger of the 1étter policy may not be immediate, but that is no
.argument in favor of ignoring it.
117. The broad conditions éf a movement towards integration may be
sumnarized in these terms:

The most important condition is the effective will of tne major
European countries adhering to IRP to translate into practice their
declared.aim of moving towards economic consolidation, So long as
péople try to brush the whole idea aside by reference to traditions,
'poliﬁical difficulties and the like, there is a danger that this
éffective will will not be created.

:As an initial step, it might be possible to move towards the
abolipion pf quotas, the felaxation and eventual abolition of exchange
re§trictions, the adjustménf of exchange rates insofar as this may
be.necessary; and, possibly, the reduction of prohibitive tariffs,
While these steps would mereiy restore the tradition of specialization
obtaining before the economic depression of the early 'thirties, they
would remove the rigidities of the economic nationalism that has grown
up since then, and permit a substantial measure of natural integration
of new investment. Lven then{>it would be necessary to ensure, by
cooperative Governmént action, that the new freedom to.trgde and to
invest would nét be rendered nugatory over a wide area of business
activity by‘restrictive practiées in industry and trade.

The tide of protectionism is still running high in Burope - and not
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least in Western Germany where inaustrialists are bent on restoring
pre-war cartels - and OEEC is regarded by many as the nucleus of super
cartels.'

Any steps beyond this, towards the creation of a customs and
monetary union, would involve far-reaching and virtually irrevoczbdle
political decisions end, by implication; the renouncing, by each
country, of some of the attributes of national sovefeignty.

;18. Ve gained the impression in Germany that there the climate is at
present in favor of at leaét some of the steps towards the economic
consolidation of Furope, There is resl enthusiasm,'for example, zbout
.the potential unifying force of OFEC, This mood, howevef, nay ness,
119; For this reason; the task of integrating the Iuropean eéonomy
cannot be indefinitely delayed. If economic nationaiism is permitted
to rule Europe, the growing strength of the *festern Germaﬁ ecoﬁomy
might become a.greater_danger to its neighbors than fair competitibn

vithin a united Furope,
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- The importance of Western Germany for the rest of_Europe is
shown clearly.by a detailed analysis of prewar énd_presenttrade patternb.

Tebles 1 and 2 show German imports and exports in 1937 and 1949
by commodity groups and countries. These tebles indicate the preponder-
ance ofvtheAimportation of foodstuffs and. raw ﬁaterials agong.importé,
and of finished goods amohg exports. They also illustrate the chqngés
in the corpogition and direction of trade between 1937 gnd 13&9, and
especially the abnormally large role played in 1949 By the Unifed States
in imports and by the'OEEC countries 1n'exports.

.Tables 3, 4, and 5. show German exports to, and imports from,
OEEC countries, as well as imports from the United States, in 1937.and
1949, aerranged by main commodities and countries of.deatinatién and
origin, réspectively. All tebles includé figures of qﬁgniifies in
addition to those of value (in German currency). Quantitatiﬁetdaﬁa'
illustrate especially the catastrophic fall in German éxpoife pf most
batégoriesAbf finished goods as well as the virtual disappearance of
the importation of many significant items from OEEC countries. The
geographical shift in the pattern of imports isAhighflighted by teble
S which shows that the great bulk of all commodities which were imported
from the United States in 1949, came from other countries in 1937.

Table 6 shows German trade with principal céuntrieé éxpresaed
in doilars. The mark figures used in Tables 1 - 5. afe’defived from
German sources and have the adventage of being méfe éaéiij comparable
with the préwar figures based oﬁ the same statisficﬁi sysﬁem; However,
they distort present values since they reflect céhtrolled German rather
than world market prices. Moreover, they neglect the difference in the
dollar value of the prewar and the present mark. Finally, the dollar

figures, derived from JEIA gsources, are available for 5 months of 1949,
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while the German data cover only the first quarter. On the other hand
the dollar figures include, in addition to trade, also so-called
"invisible" exports and imports, and until recently were based upon the
JEIA system of invoicing rather than upon actual shipments; this latter
handicap, howevef, is being gradually overcome,

In all these tables, pre~war figures for all of Germany are
compared with postwar figures for the bizonal ortrizonal areas. This
difference, hdwever, does not affect comparability as much as it would
seem; on the one hand, Western German trade in pre-war years was only
about 60 per cent of total German trade, but on the other, the purchas-
ing power of the dollar and the mark was almost twice as high as in the
postwar period. Therefore, both the pre~war figures and the postwar
figures'should be deflated in approximately the same proportion, namely
by LO to 50 per cent, in order to arrive at sfrictly comparable data.

Table 7 compares the volume of bizonal trade in 1948 and 19h9,
expressed in dollars at 1936 purchasing power, with that of 1936,

While attémpts to express po;twgr-values in terms of interwar purchas-
ing power involve a substantial margin of error, the figures »-
compiled from a German source -- may be useful in that they bring out
clearly the progress made between 1948 and 19.9, as well as the dis-
tance still to be traveled.

In all these tables as well as in some of those inecluded in
the text, we have c0mpared.figures based on the first three or five
months of 1949 with figures for a full pre~war year. Uhile this
method has many imperfections, it does not vitiate the usefulness of
the comparison, especially as to thHe. changes in dquantity and trade

pattern.



Imports - 1937 &/

TABLE I.

German Imports by- Commodity Groups
' 1937 and 1949

..
5

(millions of reichsmarks end German marks, resp.;

Imports - 1949 b/

Food- Raw Semi- Food- Raw Semi - Fin-
Country stuffs Mat. Mfd. ished Total stuffs  Mat. . Mfd. ished Total
Belgium-Lux :17.8 47.5 78.% 51.2 195.0 L4.8 36.4  120.4 72,0 273.6
Dersiark 138.7 10.0 b 2.9 155.6 82.8 3.2 1.6 4.8 92.4
France 11.3 118.2 12,1 10.4 152.0 30.4 5.6 2.4 10.4 48.8.
Greece 57.7 15.5 .- 1.4 75.9 . 3.5 1.6 - S - .54
U.K. 2k.9 9k.7 106.8 6.4 302.8 58.4 52.0 43.2 22.0 175.6
Italy " 121.3 52.1 31.3 14.3 219.0 81.2 16.4 64.4 16.4 178.4
Netherlands 116.6 . 34.8 '38.8 - 20.2 210.4 100.4 13.2 - 38.0 10.8 162.4
Norway 4y.5 25.7 16.6 3.3 90.1 68.8 . 14.8 45.2 1.2 130:0
Austria 15.1 23.1 17.1- 35.1 90.4 1.6 7.6 20.4 6.4 '36.0
Sweden 28.0 138.2 42.8 20.5 229.5 12.0 46.4 82,4 33.2 17k.0
Switzerland T.h 7.6 20.8 53.1 88.9 - 10.0 k.0 17.2 39.2 80.4
Turkey . 65.6 29.0 .6 2.0 97.2 8.8 2.4 - - 11.2
Total OEEC 648.9 596.4 370.7 290.8 1,906.8 502.7 213.6 35,2 216.% 1,367.9
Other Europehd96.2 296.7 229.6 6k.6 1,087.1 137.7 123.2 23.2 104.8 388.9
U.s. 12.5 125.7 127.3 15.3 280.8 1,187.6 Lko2,0 83.6 10.8 1,904.0
Other W. ' o . : e
Hemisphere 452.2 408. 4 112.2 5.2 978.0 ok.4 144.8 60.0 7.6 306.8
Others 435.3 569.0 140.5 20.7 1,165.5 240.4 533.6  197.6 7.2  978.8
Grand Total .
2,045.1  1,996.2 980.3 396.6 5,418.2 2,162.8 1,507.2 799.6

a/ all of Germany

b/ US-UK zones dnly: estimated on basis of first quarter figures

Sources: 1937 - Statistisches Jahrbuch pur das Deutsche Reich, 1938.
1949 - Monatliche Aussenhandelg g,tatist:i-k des Vereinigten Wirtschaftsgebietes, Jan.-March 1949

476.8  b,946.4

“TTT



Table 2}

German E;_;pbr'hs by Commoditx Group. s
1937 and 1949

(millions of reichesmarks and German marks, résp:)

Exports - 1937 a/ Exports - 1949 b/
Food- Raw Semi- Fin- ) Food- Raw Semi- Fin- )

Country stuffs Mat. Mfd. ished Total stuffs Mat. Mfd. ished Total
Belgium-Lux. 3.1 4.6 49.6 160.5 287.8 10.8 61.6 218.4 115.6 406.4
Denmark 1.7 17.6 23.2 170.0 212.7 3.6 3.2 35.2 36.8 78.8
France 2.3 105.1 50.8 155.2 313.4 by 203.6 252.0 20.4 480.
Greece 0.1 7.1 9.2 96.8 113.2 4 14.8 1.6 33.6 50.4
U. K. 8.7 7.0 32.2 383.9 431.8 5.6 1.2 251.6 150.4 408.8
Itely 1.8 102.0 22.7 184.8 311.3 2.0 66.4 18.8 28.4 115.6
Netherlands 4.0 80.6 2kl 359.2 467.9 6.4 91.6 61.6 189.2 348.8
Norway 1.k 541, 7.2 125.8 139:5 1.2 2.0 12.8. Ly 60.4
Austria L6 11.1 16.0 90.9 122.6 .8 1¥5.6 20.0 31.6 198.0
Sweden 2.3 13.1 28.3 233.6 277.3 .8 3.2 62.4 109.2 175.6
Switzerland 3.6 25.3 34.2 167.7 230.8 4.8 17.2 35.6 138.0 195.6
Turkey 0.7 1.0 9.7 99.7 111.1 b - - 12.4 12.8
Total OEEC  34.3 449.8 307.2 2,228.1 3,019.4 hi.2 610.%4 970.0 910.0 2,531.6
Other Europe 13.0 67.2  106.9 884k.4  1,071.5 50.8 41.6 29.6 95.6 217.6
U. 8. 22.5 8.9 40.3 137.2 208.9 17.6 2.0 102.0 72.4 19%.0
Other W. ' : .

Hemisphere 6.9 25.1 34.3 630.4 696.7 1.6 1.2 12.8 T0.4 86.0
Others 12.1 26.6 54.5 819.9 913.1 6.4 23.2° 20.0 279.2 328.8
Grand Total 88.8 577.6 543.2  4,700.0 5,909.6 117.6 678.% 1,13%.4 1,427.6 3,358:0

a/ All of Germany
E/ US-UK zones only, estimated on basis of first-quarter figures

Sources: As for Table 1

CA-E:
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Table 3.

German Exports by Mein Commodities end Countries of Destination

1937 and 1949

1937 of 1949 b/
Thousands Millions Thousands Millions
of Metric = of of Metric of
Tong Reichsgmarks Tons: German Marks
l. Rew Materials i
~ Bituminous Coal
“Austria 547 8 2,409.2 120.4
Belg-Lux 5,482 61 1,035.5 50.0
Denmark 751 8 29.2 1.6
France 8,077 95 h,121.2 199.2
Greece 655 6 294.0 14.8
Italy 7,983 97 1,165.6 58. 4
Netherlands 7,126 61 1,713.6 82.8
Sweden 632 5. 39.5 2.0
Switzerland 887 16 20k, 1 3.9
2. Semi-Finished Materials
" Coke' ' i A

Austria 252 6 266.8. 17:8 -
Belg-Lux 2,662 39 2,642, 4 171.6

~ Denmark 518 9 hh5.6 29.6
France 2,338 Lo 3,790.0 246,
Sweden 873 13 833.6 55.6
Switzerland 658 16 199, 4 12.9

3. TFinished Goods: a) intermediary products
’ Silk and Rayon Cloth ST
Netherlands
Sweden
United Kingdom
Wool Cloth
Denmark
Netherlands
Sweden
Switzerland .
United Kingdom
Cotton Cloth
Greece
Turkey
Leather
Italy
United Kingdom
Furs
France
Italy
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Table 3

a) (Cont'a.)

Paper
Belg-Lux
Netherlands
United Kingdom

Taxr Dyes ‘

"~ Belg-Lux
Netherlands
Sweden .
Switzerland
United Kingdom

Other Dyes ‘
United Kingdom

Other Chemical Products

vie

1937
Thousands
of Metric

Tons

Belg-Lux
Denmark -
France
Italy
Netherlands
Sweden :
Switzerland

United Kingdom.

Steel Tubes
Netherlands

Steel Castings

" Denmark
Greece
Itely
Netherlands
Sweden
Switzerland

Steel Sheets

© ' Denmark .
Netherlands
Sweden
Switzerland

Steel Wire
Netherlands

Copper Products

Netherlande
United Kingdom

ok
L2
18
11

17
162
o4

52

21

167

18

253
62

50

83
101
26
3k

34

8/
Millions
‘of
Reichsmarks

O\

SON

1949 b/
Thousands -Millions
of Metric of

“Tons
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German Marks
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Table 3

3. Firished Goods:

b) final products

Silk and Rayon Products

Netherlands
United Kingdom

Knitted Goods (Cotton)

United Kingdom

Clothing (Silk and Rayon)

Netherlands

Clothing. (Wool)
" Netherlands
United Kingdom

Other.Téktilé Gbodé

United Kingdom

Paper Products-
Netherlands
Switzerland
United Kingdom

Books .
Austria
Switzerland

Lumber Products
United Kingdom

Rubber Products _
United Kingdom

Glass Products
United Kingdom

Iron Products
Austria.
Belg-Lux
Denmark
France.
Greece
Italy
Netherlands
Norway
Sweden
Switzerland
Turkey
United Kingdom

vii,

19378 .
Thousands - Millions
of Metric . of

Tons Reichsmarks

0.6' 6
0.9 1k
0.k 6
0.2 5
0.2 5
0.1 5
1.0 5
10 9
3 5
12 9
b T
2 >
6 6
2 >
12 12
4 6
1k 13
16 11
14 15
14 18
21 16
59 32
12 1
23 14
10 1
18 135
L2 2k

1949 b/
Thousands Millions
of Metric of
Tons German Marks
X .3
.1 .1
02 .8
X .2
' .9
2 1.0 .
X .1
X X
b . .1
.3 .8
T.1 17.0

.8 2.0

3 2.7
2.7 10.4
107 2.9
8.0 15.2
1.0 2.7
2.2 2.7
T.4 15.8
.3 1.0
2.8 5.2
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Table 3 ' )
1937 a/ 1949 b/
Thousands Millions Thousands Millions
of Metric of of Metric of
Tons Reichsmarks Tons German Marks
3. b) (Cont'd.) ‘ ' :
Copper Products : . :
~ Netherlands 3 10 w1 1.3
Sweden 1 5 x 1
- United Kingdom 2 9 X b
Machine Tools L
France 4,2 9 R 1.8
Italy. 8.9 19 .3 1.5
Netherlands 2.9 6 T 3.6
Sweden 4.3 T A 2.5
United Kingdom 17.3 25 iy 2,2
Textile and Leather Machinery .
Belg-Lux - 2.2 5 .5 3.7
France 3.2 g .2 1.7
- Italy 2.0 6 .3 1.5
Netherlands ' 3.8 6 T 5.8
Sweden 2.5 5 X .8
United Kingdom 2.2 T .1 -8
Steam Engines
Italy . 2.5 5 X X
Netherlands h.7 6 3 5
Paper and Printing Machinery
France ' 3.8 7 X 1
United Kingdom 3.5 7 4 2.2
"Other" Machinery :
Belg-Lux b2 5 3.3 8.7
France 3.6 7 .5 2.0
Italy L 4 7 1.8 3.4
Netherlands 6.8 7 3.2 11.5
Sweden 5.2 6 an 4.8
United Kingdom 6.8 10 .9 Y ¢
Ships . Units . Units
Denmark 15 10 - -
Netherlands 30 10 - -
‘Norway o 30 - ) -

Sweden 31 7 - -
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Table 3 1937 E/ i 1949 E/
‘ Thousands Millions Thousands =~ Millions
of Metric of " of Metric - of
Tons Reichsmarks Tons German Marks

3. b) (Cont'd)

Motor Vehicles
Austria
Belg-Lux.
Denmark
France
Italy
Netherlands
Norway
Sweden
Switzerland
Turkey
United Kingdom
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Bicycles
Netherlands
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Electrical Appliances
Austria
Belg-Lux
Denmark
France
Greece
Italy
Netherlands
Norway
Sweden
Switzerland
Turkey
United Kingdom
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Watches
United Kingdom 2.7 10

¥
[ ]

Optical Products
France 0.k
Italy 0.3
Sweden 0.4
United Kingdom 0,5

o\ v
MM N

. .

Pharmaceuticals ,
Italy 0.3
Switzerland 0.4

- Musical Instruments
United Kingdom 1.3

Toys

United Kingdom 7.6 h & N - -

07 2.0

o N

007 ¢)+

NOTES: =x = less than 0.05 units - = no shipments

a/ all of Germany b/ US - UK Zonee only; estimated on
B ' basis of first-quarter figures

Sources: As for Table 1
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TABLE 4

German Imports by jpin.Commodities and Countries of*érigiﬁ
1937 and 19l

1937 a 1949 b/
Thousands Millions Thousands Million
of Metric of of Metric = of
Tons Reichsemarks Tons German Marks
United States
Milk - - 69.1 122
Meat - - 15.0 21
Lard - - 30.0 1T
Wheat 17.1 2 1,018.5 256
Qats - © - 127.1 - 24
Corn - - 1,705.2 21k
Flour - - 287.4 101
Fruit - - 50.2 35
0il seeds - - 391.2 190
Tobacco 4.3 L 17.8 63
Cotton 118 9 78 9.k 432
Copper - - 20.1 36
Technical Fats k.1 L 30.5 19
Chemicals 21.1 6 131.8 55
Leather - - 4.6 42
Rubber goods - - 3.9 23
Belgium-Lux.
Wool 3.8 15 1.3 6
Scrap 210.0 12 - -
Semi-finished chem. 667 .2 17 519.9 22
Leather 1.9 11 .8 4
Iron castings 233.0 20 33.8 12
Denmark A
Cattle 72.4% 24 - -
Hogs 22.3 16 - -
Butter 34.3 43 : X x
Eegs 20.6 18 .8 2
France
Wool 8.4 30 1 X
Furs and hides 15.3 21 X X
Iron ore 5,739.5 36 - -
Greece
Fruit 42.3 14 ; - -
Tobacco 21.0 Lo 1.0 3



Table U

United Kingdon
Fish
Wool
Furs and hides
Hard coal
Wool yarn
Cotton yarn
Copper
Wool cloth
‘Furs (fin.)

Italy
Vegetables
Fruit
Flax
Silk

Netherlands

- Butfer
Cheese
Eggs
Vegetables
Furs and hides
Hard coal

Norway
Whale oil

Austria
s ————

Sweden

. Butter
Iron ore
Timber
Wood pulp

Switzerland
Turkey

Fruit
Tobacco

a/ A1l of Germany

xi.

- -

1937 a/
Thousands Millions
of Metric of

Tons Reichsmarks

-

w

-

w

w
oW o-~INwo-

W
COFLWINMOOD

13C.4
232.0
29.8
1.1

1202
18.6
21.5
87.2
10.8
895.4

b/ US-UK zones: annual rate, based on

first-quarter figures
Source: As for Table 1.

13
16
11
L3
13
34
20
11
18

17
69
23
13

21
19
22
1L
12
13

28

15
122
16
11

23
19

1949 b/
Thousands Millions
of Metric of

Tons German Marks

208
.2

1,675.3
67.9
112.3

39
16

58

x . less than 0.5 units

no shipment.



xii,

TABLE &

Prewar Origin of Goods. Imported by US~UK Zones from U. S. in 1949

Commodi. ty

‘Milks

Meats

'Wheat:

Qats:

Corn:

Flour:

Fruits

by Commodities and Countries of Origin

Country of Origin (1937)5/

Austria

Bulgaria
Denmark
Poland
Yugoslavia
Netherlands
Hungry
Argentina
Uruguay

Denmark
Yugoslavia
Hungary

Yugoslavia
Runania
Turkey
India
Canada
Argentina
Australia

Yugoslavia
Rumania -
Hungary
Argentina

Czechoslovakia
Hungary

Bulgaria
Ttaly
Yugoslavia
Netherlands
Rumania

Spain

Turkey
Cameroons
Canary Islands
Colombia

Thousands

of Metric

Ton

16.3

5.6
11.7
11.8
8.1
5.5
0.6
L.9
7.9

1
1
1

W

o

1.

105.7
372.7
82.1
1355)4-9

27.3
21

L2.2
232.,0
23.5
21.L
15.7
31.0
39.3
51.2
36.6
27.1

Millions
9£
Reichsmarks .

L

s
O O

foe

N
N o ONON o oo™

H O
oW

10
Lo

116



Table 5 xiiie o »
Thousands . Millions

Commodity Country of Origin (1937) of Metric of -
' Tons Reichsmarks
0il Seeds: Rumania 54,2 6
Congo 56.8 8
Mocambique 22.2 5
British West Africa 27h .7 49
India 202.7 37
Malays 96.8 21
China . 590.3 69
Indonesia 65.5 15
Tobacco: Bulgaria 11.8 22
Greece 20.9 40
Turkey 10.8 19
Neth. Indies 20.6 30
U. S. 4.3 4
Brazil . 13.9 10
Cuba 1.6 1
Cotton: Turkey 8.4 8
Egypt 40.9 43
India 36.6 Pl
China 10.3 5
U. S. 118.9 78
Argentina 5.9 6
Brazil 70.1 65
Mexico 7.9 7
Peru 18.6 21
Copper: British Mediterranean 79.7 8
Netherlends 131.2 1
Norway 31.3 L4
British India 8.4 3
Technical Fats:U. K. 21.3 6
Netherlends 25.1 8
Japan 23.6 5
Argentina 11.3 4
Fuel Oils: Rumania 520.5 4o
USSR 301.4 15
Iran 148.3 8
Indonesia 129.5 12
U. S. 751.6 60
Neth. West Indies 1,021.5 1
Peru ' 150 10
Leather: Belg-Lux. 1.9 11
' ‘ Bulgaria A 2
U. K. 1.0 5
‘Netherlands 1 1
Austria .8 3
' Czechoslovakia .6 3
Chemicals ' _ X X
Rubber Goods o X X
' Source: Statistisches Jahrbuch fur das
X ° less than 0.5 units Deutsche Reich, 1938

3/ Annual rate, based on first~quarter figures



TABLE .6

German Trade with Principal Countriest

(millions of current dollars)

1929 (a) 1937 (a) 1948 (v) 1949 (b, c)

Surplus Surplus Surplus t - Surplus

or or or or

. Deficit . Deficit Ex- Deficit Im- Ex- - Deficit
Country  Imports Exports (- Imports Exports (-) Imports _ports (-)  ports perts «-) -
United Kingdom 206.1  311.0 f104.9 124.0  173.7 £ 49.7 156.0 96.5 -59.5 119 158 £ 39
Belgium-Lux. 106.5 145.0 # 38.5 79.4 115.7 £ 36.3 49.5 93.4 £ k3.9 136 w2 4 6
Fetherlands 167.0  322.8 £155.8 86.7  188.1 A101.% 0.2 80.1 £39.9 8 121 /£ 37
Norway 34.1 54.0 £ 19.9 36.7 56.0 £19.3 12.7 13.5 £ .8 19 32 £ 13
Sweden 83.4 113.3 £ 29.9 93.2 111.5 / 18.3 35.6 2h.2 - 114 72 6y - 8
Denmark 88.2  115.1 f 26.9 63.4 85.5 f 22.1 10.9  23.5 £ 12.6 33 3% £ 2
France 152.9  222.6 f 69.7 62.6 - 126.0 f 63.4 85.4 167.0 £ 81.6 113 236 fi23
Switzerland 75.7  149.% £ 73.7 37.7 92.9 [/ 55.2 26.9 - 51.3 fokh %0 7L £ 31
Austria - 48.0  105.1 £ 57.1 37.5 49.3 f11.8 16.0 48.5 [ 32.5 . 15 68 /53

Italy (d) 105.6 143.5 £ 37.9 89.0 127.7 £ 38.7 26.3 .2h.h - 1.9 35 43 £ 8 é’

1,067.5 1,681..8 f614.3 710.2 1,126.4 f416.2 459.5 622.4% f162.9 666 970 /304
Other Eurcpe 551.9  601.6 £ 49.7 463.4  470.0 £ 7.5 32.1 30.3 - 1.8 8 78 - &
U. S. - 426.5 236.0 -190.5 113.5 84.2 - 29.3 899.7 32.4 -867.3 908 66 -842
Other West. Hem. 320.8  182.3 -147.5 293.6 194.1 - 99.5 '125.0 1.7 -123.3 84 27 - 57
Other Countries 827.3 509.9 -317.% 617.8 500.8 -117. 65.0 19.1 - 45.9 72 57 =~ 15
Grand Total 3,203.0 3,211.6 £ 8.6 2,198.5 2,376.4 f177.9 1,581.3 705.9 -875.%41,812 1,198 -61h4

{a) All Germany.
{b) Trizonal Aree.

{c) Annual rate, estimated on basis of trizonal data for first quarter end on bizonal date for April - May.

(d) Includes colonies in 1929 end 1937.

Sources:

1929, 1937 - Foreign Commerce Yearbook

1948 - JEIA Monthly Report, May 1949

1949 - JEIA Monthly Report, May 1949

French Zone of Occupation, Statistical Bulletin No. 9, April 1949



TABLE 7

Foreign Trade of US/UK Zones

in Dollars of 1936 Purchasing Power

(millions of dollars)

Commodity @roup i936

- e e S e e

Foodstuffs ' 319
Raw mat. and semi-fin, prod. 55k
Finished products _TkL

Total u

Foodstuffs 23

Raw mate. and semi-fin., prod, 2h3

Finished products _§g§_
Total 1,088

Note: 19&9 data based on figures for Jan, - liaye

1948

372
252
L8
612

8
13h
125

267

Source: Monatliche Ausenhandelsstatistik, lay 19L9.

- 1949
(annual rate)

71

38l

22

_8n

1
199
223

36



