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Tgble_B
Effects on 1953 Consumer Resources and S ending

opcessions of Jul;

Increases in consumer Increases in consumer
resources due to: spending due to:
Wage increases 110 Imports from USSR 231
Higher prices to farmers 384 Industrial consumer
Increased social in- goods output 950
surance payments 59 Qutput of handicrafts 283
Increases in physicianst
salaries 20
Increases in pensions 15
Tax reductions to private
enterprises 650
Loans to private sector 70
Total 1,408 Total 1,46k

g/ Premier Grotewohl, address to Central Committee of the Socialist
Unity Party, July 29, 1953,

At the end of October 1953, the East German authorities re-
duced the prices of unrationed goods by perhaps 10 - 1% per cent. 1/
A full evaluation of this cut is not yet possible. Since increases in
money incomes may be matched by increases in the availability of consumer
goods, reductions in construction and in Soviet occupation costs (by 350
million east marks) and the cessation of reparations payments in 195l may
make it possible for East Germany to maintain consumer equilibriumin
195 without an increase in the currency in circulation. In announcing
the price cut, the Prime Minister spoke of the possibility of abolishing
ratloning during 1954, If, in fact, the cessation of reparations payments
leads to increases in consumer goods output rather than simply to more
investment, and if the note circulation continues to be stable, suh an
outcome should not be surprising. For in this case, the increased r e-
tail spending will not be accompanied by increased note issue, but
rather by increased velocity of turnover, so that cash balances which
might in the past have been excessive will become only sufficient to
enable consumers tc¢ finance current transactions.

;/ According to Grotewohl!s speech to the Central Committee of the
Socialist Unity Party on October 26, 1953, "savings" to the popu-
lation from the price cut were DMO 51,0 million, out of a total re-
tall turnover which may tentatively be estimated at about 29 bil-
lion (27.4 in the 1953 plan plus 1.5 in the July concessions) for
the year. It is not clear over how long a period the "savings"
were to be realized, or what portion they might be of total spending
on unrationed goods. The estimate here given is based on an examina-
tion of the price reductions on individual commodities.
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Statistical Appendix

Note on price indices - The price indices used in this paper
are based upon interzonal cost-of-living comparisons made by Charlotte
Otto-Arnold for September 1950 1/ and brought up to date since then
g/. These cost-of-living studies are made for three different in-
come levels, on the basis of family-budget data for West Germany .

It is necessary, therefore, to assume in using them that the dis-
tortion of prices and consumer habits in East Germany has not pro-
ceeded so far that East German consumers of a certain level of real
income wish to spend their incomes in a markedly different fashion
from those in the Federal Republic,

The indices show clearly the impact of multiple pricing on
different income groups. Thus in September 1950, the cost-of-living
for low-income families was 98 per cent of that of low-income families
living in West Berlin., However, the cost-of-living of high-income
families in East Germany was 199 per cent of thet of high~income
families in West Berlin. This differential is less than the dif-
ferential between rationed and unrationed prices, because high-in-
come families made some purchases at rationed prices. It was assumed
that low-income families purchased only rationed goods, and that all
the purchases made by high-income families above the levels of pur-
chases by low-income families were in unrationed goods stores. On
this basis, the actual spread between the two price levels was com-
puted by womparing the amount spent by high-income families in the
two areas on goods which they purchased and which low-income families
did not. This computation indicates that East German unrationed
goods were 287 per cent as expensive as similar goods sold in West
Berlin, and therefore 293 per cent as expensive as rationed goods
in East Germany.

Similar computations were made for December 1951 and De-
cember 1952 on the basis of the comparisons in Wochenbericht, For
the intervening periods, it was necessary to compute an index of
unrationed prices on the basis of price quotations for individual
commodities, These have been periodically given in Ostchronik.
The prices given for 1950 are not always comparable to those given
in 1951-1953, and it was therefore necessary to make two series,
the first, for 1950, of seventeen commodities, and the second, for
1951-1953, of twenty-three. These were then spliced to the three
cost-of-living comparisons cited above. The weights used were the
quantities consumed by high-income families only é/ in Arnold!s
basic study. The price indices appear to coincide closely with the
Wochenbericht series.

1/ Ein Vergleich der Lebenshaltungskosten in den beiden deutschen

- Waehrungsgebieten fuer Herbst 1950, Vierteljahreshefte zur
Wirtschaftsforschung, 1951, No. 1.

2/ \Wochenbericht, February 13, 1953.

3/ Total consumption by high-income families minus consumption by

T low-income families.
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A problem arises in using price data of this sort to deflate
the data on trade turnover to obtain a series on the volume of con-
sumption. In December 1952 the cost of living of high-income families
was 90 per cent of the September 1950 level, that of middle-income
families was 98 per cent of the September 1950 level, and that of
low-income families was 119 per cent of the September 1950 level.
Which of these was most appropriate to use?

Such a question could be answered only from a knowledge of
the actual average income of an East German tamily., According to
Table 2, retail sales per wage earner per month were 255 marks in
1952, while the expenditures of the low-and middle-income families
in the cost-of-living study in December 1952 were, respectively,176
and L34 marks. This fact suggests that the average income in East
Germany was closer to "low" than to "middle". While the average
family may have more than one person working, their income may notbe
correspondingly larger than 255 marks, because this figure of 255
has not been adjusted to take into account expenditures of people
who receive non-wage incomes (farmers, government officials, etc.).
loreover, the average family income of refugees arriving in the Federal
Republic from East Germany in July 1952 (which would probably be
above the general average), was only 400 marks. 1/ It seems likely,
therefore, that the average family in East Germany probably had an
increasing cost of living from 1950-1952, but this increase was
probably somewhat less than the increase in the cost-of-living index
for low-income families given by the DIW.

E/ Stephanie Mﬁﬁke, Symptomatische Aussagen Uber wirtschaftliche und
sogiale Verhaltnisse in der Sowjetzone 1952, miscellaneous publi-

cation No. 19 of the Deutsche Institut flir Wirtschaftsforschung,
Berlin, 1953,
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Table 1

East Germany

Notes in Circulation Outside of Banks in East Germany

TOLE - 1953

(In millions of east marks)

1948 - December 31

1949 - December 31
Average a/

1950 - June 30
December 31
Average a/

1951 - Jurie_ 30
December 31
Average a/

1952 - June 30
December 31
Average a/

1953 - June 30

3382

3288
3247

3052
3363
3207

3362
3331
3467

3300
3353
3289

3526

a/ For 1949, average of data for ends of last two
quarters (data on the first half year not being
available); for other years, average of end-of-
quarter data.

Source:

Reports of the Deutsche Notenbank, as tabu-
lated by the Deutsche Institut flr Wirt-

schaftsforschung.
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Footnotes to Table 2

Leuschner, in his speech of October 2, 1953 to the Council of
Ministers, gives the 1951 and 1952 figures. The others are
derived from the index.

The Syate Planning Commission report for 1950,

Ostchronik, No. 2 H/1, says the 1950 plan called for a 1.l

per cent increase in turnover.

Rau, speech of March 1l, 1951 to Peoplet!s Chamber,

State Planning Commission report for 1951,

Rau, speech of February 6, 1952, to People's Chamber.

Leuschner, speech of December 11, 1952, to Council of Ministers;
employment figure refers to socialized sector only.

The 1919 figure is estimated. According to the mndbook Deutsch-
land in Zahlen (Wagenfﬂhr,Brzosniowéky, eds, Kgln, 1949), page
23, Soviet zone employment was slightly under 6.0 million in
late 1947, and rose to 6.1 million in the third quarter of 1948.
There was probably little change in 1949, as the investment
program did not get under Wway until later. The 1950 plan called
for an increase of 250,000 in employment, according to Ostchronik
No. 2 M/2.

Ulbricht, in his report of December 31, 1951 on the five-year
plan, gave data indicating that 1955 employment of wage earners
was planned at 10.8 per cent above 1950 levels. Ostchronik,

No. 5, M/20, states that the revised level of employment planned
for 1955 was 7.1 million., From these figures, 1950 employment
can be deduced,

Planned increases reported in Ostchronik, No, 5, M/h.

Leuschner, speech of October 2, 1953, op.cit.

Rau, speech of May 16, 1953 to the Central Committee of the
Socialist Unity Party,

NOT FOR PUBLICATION
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Table 3
Price Indices in East Germany
1950 - 1953
Rationed goods Unrationed goods Unrationed goods
prices a/ prices prices as per
cent of rationed
(September 1950 equals 100) goods prices f/
1950 - Before July 17 100 134.6 b/ 394
July 17 - Sept L 100 116.5 b/ 3hl
After Sept 4 100 100.0 ¢/ 293
Year 100 121.L 356
1951 - I Quarter 103 105.0 d/ 299
I Quarter 107 97.7 4/ 267
III Quarter 110 96.8 d/ 258
IV Quarter 11h 83.6 ¢/ 21h
Year 109 92.6 249
1952 - I Quarter 115 66.7 4/ 220
IT Quarter 116 85.0 e 21k
III Quarter 117 83.2 d/ 208
IV Quarter 118 81.1 ¢/ 201
Year 117 83.4 208
1953 - I Quarter 80.6 4/
IT Quarter 80.2 4/

a/

{ fo?
~

e

For September 1950, December 1951 and December 1952 these indices are the
cost of living of low-income families, as reported in Wochenbericht, Feb-
ruary 13, 1953. 1In 1950, it has been assumed that rationed goods prices
were constant. Other data are interpolations.

Average of seventeen commodities, the prices of which are quoted in Ost-
chronik for the year 1952,

Based on expenditures by high-income families for goods not purchased by
low-income families, as reported in Wochenbericht, February 13, 1953.

The corresponding figure for the 23-commodity index for the last quarter

of 1952 is 80,7.

Twenty-three commodities the prices of which are quoted in Ostchronik for
the period 1951 - 1953.

Interpolated. between

Based on the difference [/ prices of goods purchased by low-income families,
and those of goods purchased by high-income families only, West Berlin prices
of 1950 being taken as a base,
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