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Table 5
Interzonal Trade, 1946

(Millions of reichsmarks at 193§ prices)

Impofting Zone _ Exporting Zone
U.S. U.K. French USSR
Total Zone Zone Zone Zone
U.S. zone 3859/ 5800/ - y 2642/ 963/ 295/ 219/ -0359/
Fronch Zone 302960 5215/ 181§275149/ s v 7%/

USSR Zone 668/ 1465/%/ 208l “e0a/ i/ a28/- 13b/ -

1,520 - 1,643 9/ 5578L 6410/¢/ 533 25136l 4610/ 928/ - g72/b/

a/ Approximately twice U.S. figure for second and third quarters,
1946. {Sec footnote 1 on the preceding page.)

b/ French figure.

¢/ Russian figure.

d/ The limits are the sums of the fipures presented by each
delegation for its own zone, and of the figures calculated
from the data for the other zones, respectively.

The shrinkape of German domestic trade in relation to pre-war
years is apparent from the figurces on transportation, Total freight
carried by railways, inland waterweys, coastal shipping, and highway
traffic was around 250 million metric tons, as compared to 582 million
tons carriecd by railways and inland waterways alone in 1937. Actually,
the decrease is still sharper thzn indicated by these figures since in
1946 interzonal traffic was counted separately in each zone. Railways
accounted for around three-fourths of the 1946 total; it was around 40 per
cent of the 1937 level--nepglecting the inaccuracy due to interzonal dupli-
cation--, while inland waterway traffic was only around 20 per cent of
pre-war. According to statements of the American and British delegations,
the Soviet Union contributed to the traffic difficulties by remcving rail-
road tracks and transportotion equipment from the Russian zone.

Figures on foreign trade werc not made available because the
Soviet delegation refused to inform the Council of the amount of reparation
exports.

Finance

Figures on occupation costs were not made available because the
Sovizt delegation refused to inform the Council of the amount charged to
the budgets »f the German states on that account. All delegations re-
portad, however, thet "internal® occupation costs (wages and salaries paid
in Gsrman currency and compensaticn for German goods and services) were
charzed to the budgcts of the German states situated in the corresponding
zone of occupatisn and that the issue of military marks had stopped. "“WEx-
ternal® occupation costs (troop pay and other expenses in the currency of
the occupying power) were financed by the occupying powers.
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In the field of banking, the Western occupying powers permitted
free use of deposits, except for those blocked for reasons of denazifi-
cation and cdemilitarization, and free interzonal transfer except to and
from the Soviet zone. In the Soviet zone, all pre-occupation deposits
remained blocked (except for a sum of 400 marks) and transfers from
nost-occupation accounts to other zones were pemitted only for author-
ized payments, especially for authorized imports of goods. Moreover, in
the Sovict zone all pre-occupation banks were closed and their entire
personnel dismissed, "thus"--in the words of the Soviet delegation--—
Wpadically solving the problem of denazification", and new banks estab-
lished, including 5 provincial banks, 565 city and distriet banks, 2,515
savings banks, 2,955 agricultural credit cooperatives, 271 urban credit
cooperatives, and 11 small private banks. All transactions in pre-occu-
nation securities were prohibited and the stock exchanges closed, "in
orde» to undermine the power of banking and industrial monopolies!.
According to the statement of the American delegation, however, the
anti-inflationary measures taken by the Soviet authorities as well as
by the other occupying powers werc made substantially less effective by
the fect that the Soviet authorities indulged in the large-scale issuc of
military marks and, contrary to agreecment, refused to report the amount
of that issue.

In the Western zones, all banking institutions had to sever
their connection with agencies situated outsice of their zones, and
especially with central offices located in Berlin. Total assets of all
barks on June 30, 1946, amounted to 209 billicn marks, including 17
billion in assets of the newly established banks in the Soviet zonej;
this figure compares with assets of all German credit institutions
totolling 95 billion reichsmarks at the end of 1938, and 323 billion at
the enc of 1943. The decline from 1943 was due entirely to the dis-
anpearance of the pre—cccupation banks in Berlin and the Soviet zone of
ocetpation. In the Western zoncs, bank depnosits increased (in the
American zone by as much as 75 per cent between the beginning of the
occupation and the end of 1946), but the inflowing currency was kept in
cash or with other finencial institutions because of the lack of invest-
nmeni; opportunities. About 40 per cent of 21l bank assets in the Western
 gones consisted of Treasury bills or other govermment sccurities of the
former Reich. A summary of the statements of all banks, by types of
assets and liabilities and by zones, is shown in Table 6.

Data on currency circulation could not he presented due to
the refusal of the Soviet delegation to disclose the amount of military
marks issued in the Soviet zone, According to the statement of the
American celegation, this failure prevents the effective control of
the currency in all of Germany.
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Table 6
Summary of Bank Statements, June 30, 1946
(Billions of reichsmarks)

U.S. U.X. French USSR

zone Zone Zone Zone Total

Assets
Cash and "giro" balances - 12 15 3 10 40
Claims against other banks 13 21 5 6 43
Treasury bills 18 17 1 - 36
Other securities 13 21 5 - 40
Commercial bills and advances 9 14 2 1 25
Mortgage and municip. loans 5 5 * - 10
Other assets , 4 10 3 1 14

Total 75 101 17 17 209
Liabilities
Savirg deposits 21 35 11 * 67
Other deposits 46 59 6 12 124
Other liabilities 6 4 * 4 14
Cepital and reserves 3 2 * 3* 4

Total ‘ 75 101 17 17 209

Note: Due to rounding, totals co not necessarily check.
*Less than 0,5 billion.

In the field of international finance, the Council agreed that
211 payments for exports from Germany should be made in dollars or other
currencies ccceptable to the Council, except in cases where the zone
commander assumes responsibility for converting the payments .in full into
currencics acceptable to the Council, or for compensating them with pay-
ments for approved imports. The Soviet delegation reported, however,
that exports from the Soviet zone to Russia are "at the present time"
not paicd for in foreign currency, and that "specizal accounting takes
placz for these celiveries". The American and British delegations in-
sistad that because of the failure of the other occupying powers to
implement the agreed economic unification of Germany, payment in dollars
also had to be made for balances resulting from interzonal trade--a
position strongly protested hy the Soviet and French delegations.

Payments due to released prisoners of war under the Geneva
Convention were converted into marks at the rate of 15 marks per pound
by the British authorities, on the basis of an agreement concluded at the
beginning of the war with the former Reich govermnment, and at the rate of
30 United States cents per mark by the Americen authorities, in order--
as the American delegation stated--"to give a true relationship to the
purchasing power of the two currencies in the official domestic markets".

Reparations

In the Western zones, 738 plants werc approved for valuation as
reparations, and 136 of them were actually allocated up to the end of 1946.
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The approved plants include 202 aircraft factories, 210 armaments and
munitions firms, 173 mechanical and metal working enterprises, 35 power
plani;s, 29 shipbuilding enterprises, 49 chemical factories, and 40 firms
producing building materials (mainly cement). The valuation of an
addivional 80€ plants is in the process of revision, In terms of volume,
316,000 tons of material has been allocated and 106,000 tons actually
shipped. The Soviet Union was allocated 236,000 tons, Yugoslavia 27,000
tons, France 17,000 tons, and Czechoslovakia 9,000 tons, while no other
counsry was allocated more than 5,000 tons. This distribution seems to
indicate that the Council favored thc Soviet Union and its satellites

at the expense of the Western powers. Nevertheless, the Soviet delegation
criticized the reparation procedures violently, alleging that one-third of
‘the plants designated for reparations was virtually worthless, that the
most modern plants were excluded from valuation, and that about thirty
times the amount actually loaded should have been shipped to the reparation
creditors. The French delegation also criticized the Council for the slow-
ness of removals and an alleged bias in favor of Germany, which subordinated
the equirements of the reparation creditors to those of the German economy.
It is true that judging from fragmentary data presented by the American
delegation the allocated equipment was worth hardly more than 200 million
marks at 1938 prices, or an estimeted $120-140 million at present prices,
so that reparation shipments had little effect on the needs of reparation
creditors.

On the other hand, the American delegation complained that the
Soviect element was withholding information on reparations from the Russian
zone, and stated that no further allocations or shipments from the American
zone would be made, with the exception of agreed “advance reparations" and
removal of actual war plants, as long as the Soviet element refused to
honor the agreements on reciprocal deliveries,l/the ecoromic unification
of Garmmany, and the information on reparations from the Russian zone. It
also declared that the reparation plan of 1946 needed to be amended in the
light of the future of the Saar and severzl inconsistencies contained in
the level-of-industry plan. All three Western powers complained that the
Sovizt element had not yet started reciprocal deliveries and asked that
thesz deliveries be provided from sources nutside Germany or from such
German goods as would be in excess of requirements according to the agreed
mininun level of the entire German economy.

Economic Policy

The ham done to the German economy by the economic separation
of the zones of occupation is indicated by a table showing the distribution
of economic resources among the verious zones, A summary of the data pre-
sented is included in Table 7.

1/ Reciprocal deliveries are specified shipments to be made by the Soviet
Union under the Potsdam Agreement in return for the Russian shure in
reparations from the Westerm zones.
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Table 7
Distribution of Economic Resources by Zones
(Per cent of total, excluding Bcrlin)

U.s. U.X. French USSR

Zone Zone Zone Zone
Population (1946) 26.5 36.4 9.5 27.6
Arable land (1946) 26.3 27.8 8.9 37.0
Woods (1946) 30.2 26.0 12.8 31.0
Cattle (1946) 37.8  30.3 12.3 19.6
Hard coal production (1936) - €8.5 9.3 2.2
Lignite production (1936) 1.5 33.0 - 65.5
Electric power production (1939) 16.6 4L2.4 8.8 32.2
Steel production (1939) 4.1 7R 16.2 5.3
Heavy engineering (1939) 17.3 3¢.8 6.6 17.3
Light enginecring (1939) 26.7 37.5 11.0 4.8
Cement production (1939) 27.5 49.5 10.5 12.5
Artirficial fibers (1939) 32.0 60.4 7.6 -
Spinning mills (1939) 20.5 39.0 13.0 27.5
Weaving mills (1939) 16.4 63.1 12,0 8.5
Shoe production {1939) 30.2 16.¢ 33.6 19.4

The interdependence of the zonal economies is indicated also by
figures produced by the Soviet delegatinn and showing the distribution of
Germeny's foreign trade of 1939 according to the area of the present zones
of nccupation. A summary of these figures is included in Table 8.

Table 8
German Foreign Trade (1939) by Zones
(Millions of reichsmarks)

U.S. 7.X. French USSR
Zone  Zome  _Zone  Zone
Exports '
Steel 45 632 41 31
Ccal 4 281 30 5
Chemicals 115 247 82 125
Mechinery 237 375 145 357
Textiles and footwear 68 132 26 106
Other commodities 214 446 26 266
Total 683 2,113 350 890
Imports
Food 318 529 162 380
Raw materials 243 406 123 292
Other commodities 207 344 105 2477
Total 768 1,279 390 919

Excess of exports (+)
or imports (-) -85 +834 -40 -29
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These figures show that all zones except the British had an
imporrt surplus, but that the export surplus from the British zcne was
more than sufficient to offset the import surplus of all other zones
combiined.

The Amcrican delegation felt it necessary to insist on every
occasion upon the implementation of the Potsdam Agreement on the economic
unification of Germany. The Soviet delegation in turn contended that the
merger of the American and British zones would lead to the political and
economic division of Germany, and that for this reason the Russian zone
refused to join in that merger.

The American and British delegations stated that Russian authori-
ties had forced the removal of coal, sugar, textile, and other industrial
equipment from the Russian zone, contrary to the agreed plan according
to which those peaceful industries were to be encouraged rather than
curtailed., At the seme time, the Saviet authorities had retained war
incustries in excess of agreed capacities, for instance in the field of
heavy machinery (228 per cent) and chemicals (260 per cent). The British
delesation also pointed out some inadequacies in the level-of-industry plan,
especially in the field of building materials and engineering. Both dele-
gations repeatedly declared the need for correcting the level-of-industry
plan. On the other hand, the French delegation tock the position that the
whole of German industry constituted e basic element of Germany's war
potential, and therefore was opposed to changes in favor of Germany.

The cisagreement became perticularly anparent in the matter of
decartellization., The British delegation was in favor of a very cautious
approach to the subject. The Anerican delegation deplored the lack of
quadripartite anti-monopoly actions; it also complained thet the Soviet
authoritics had teken over the largest industriel plants in the Soviet
zone, including some 200 enterprises with a productive capacity of 25 or
30 per cent of the entire zone, and thus had created an organization
embedying an excessive concentration of eccnomic power.

Wice divergences of opinion among the occupying powers also
arose in connection with matters discussed in previous sections of the
nresent paper, especially in the field of currency reform, banking organi-
zation, interzonal and foreign trade, and repazrations. The resulting con-
flicts, which were reflectecd in numerous "unilateral statements" of the
delegations of the occupying powers, foreshadowed the outcome of the
Moscow Conference.
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Russian Industry in the First Quarter of 1947 A.G.

The report of the Gosplan on industrial developments curing
the first quarter of 1947 supplies—-and withholds-—-much the same type of
information as did the preceding report for 1946.1 7nThe figures reveal
that the degree of fulfillment »f the Plan was considerably less satis-
factory in the first thrce months of 1947 than was the case for the whole
year 1946. In the more rccent perind only very few branches excceded
their targets, while the majority showed considerable lags. The latter
catagory includes ferrous metals and coal, grouuctlon of which remained
beHind the Plan goals by 8 and 6 per cent,_/rospectlvely.

The rate of increase of output in these branches was very much
below the scheduled anmual rate of increase for 1947. The planned average
increase in 1947 over 1946 is 21 per:cent for pig iron, 19 per cent for
steel, and 16 per cent for coal. But the rate of increase in the first
quarter of 1947 over the first quartcr of the preceding year was only 10
per cent for pig iron and 4 per cent.for coal., Significantly, no figure
for steel (except for the rolled procuct) is given. This omission is very
unusual indeed anc suggcsts strongly that steel output actually declined
rather than increased in the first three months of 1947 as against the
same period in 1946.

The lag in output of basic industrial raw materials is doubtless
one o>f the most crucial problems of the Russian economy. Even if the
targets of the current Five Year Plan are recached, the scarcity of basic
industrial materials will continue to be a seriously retarding factor,

The specific reasons for the pnor performance shown curing the first
quarter are not easy to determine. The communique of the Gosplan mentions
the severity of the past winter. Weather conditions are said to have af-
fected transportation so that car loadings remained on the level of the
first quarter of 1946. This is more likely to explain the lag in the out-
out of ferrcus metals than in that of coal. The poor physical condition )
of industrial labor may have bcen a contributing factor. Complaints about
the low level of procductivity were rife in Russia several months ago, Yet
such complaints have recently a2ll but disappeared from the pages of the
caily press, ancd it seems that a critical situation in this respect has
been successfully overcome, ot least for the time being, This was achieved
in part by upward adjustments in the planned output of articles of mass
consumption. It should also be noted that, on the whole, in the first
quarter of 1947 consumers' goods industries show both a somewhat higher
Cegree of fulfillment of the Plan and a higher percentagc increase in out-
put in relation to the first quarter of the preceding year than do the
heavy incustries. Travellers' reports likewise suggest some improvement

in the supply situation, particularly of textile goods. It has been re-
oorted that an attempt is being made to fulfill the consumers' goods portion
of the Plan by the beginning of November 1947. Finally, the relatively poor
harvest in fodder crops apparently has led to an increase in the slaughter
of 1livestock, and thus Jrov1dec a temporary improvement of the diet cduring
the winter.

1/ Sce this Review, March 25, 1947.
2/ Western cnal; coal output in the East lagged three per cent behind the
Flan.,
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This alleviation of the consumption and procductivity situation
does not mean, however, that occurrence of a new crisis is altogether un-
likely. Agriculture may well play a strategic role in this respect.
Industry has so far failed to make a sericus contribution tco agricultural
recovery, anc this failure mey in turn prove a seriocus obstacle to in~
custrial expansion. A recent official rcport revealed very considerable
ceclines in agricultural output as compared with pre-war. An example may
be cited here t» illustrate how inadequate is the help which agriculture
is rasceiving from industry at present. According to a recent cecree, in
1947 agriculture is expected to obtain 30,000 tractors. To appraise this
figure, it may be recalled that 530,000 tractors were used in agriculture
in 1240. The average lifetime of the much over-worked Russian tractor is
ebout six years, which means yearly replacement requirements of some 85,000-
90,030 tractors. Since thc number of tractors available to agriculture
undoubtecly has been greatly reduced curing the war, the nlannecd supply of
30,000 tractors may be regardec as negligible., This does not augur well
for the recovery of agricultural procuction. Undue lags in the rehabili-
tation of agriculture, however, are likely to affect incdustry not only
directly through inadequate sunplies of raw materials, but also indirectly
through cdeficiencies in the diet »f the urban workers.,

There is little evidence that the Russians intenc to forestall
new difficulties in the field of agriculture by large-scale imperts of
tractors, as well as hides and skins, livestock and other agricultural
products, The three large tractor factories which Russia hac before the
war are being reconverted to peace-time use and two additional largze plants
are being built. But the supply of tractors will not reach significant
nroportions before 1949. While it is in keeping with their traditional
policy of self-sufficiency for the Russians to accept temporary shortages
rather than to have recourse to iuports, a situation may arise in which the
latter will become indispensable.






