











GQN?IDENTIAL November 8, 1949

WESTERN GERMANY!'S FOREIGN TRADE
Gordon B. Grimwood

Direction of Trade

Comparative German trade statistics for 1936, 1948, and 1949 show
that there is a definite tendency toward a return to the prewar pattern
of trade although the deviations are still important, especially in the
trade with the Western Hemisphere and with "Rest of Europe", i.e., with
Eastern Europe. (See Table I, attached) Table A, below, shows in con-
densed form imports and exports by major trading areas as percentages
of total imports and exports during these years.

Table A
Western German PForeign Trade
by Countries
Per cent of Total

Imports Exports
1949/1 19L9/I1 1949/1 1949/1T
1936 1/ 1948 2/ 3/ 19361/ 19u8 2/ 3/
ERP countries 36,1 25.8 30.6 36.8 53.3 81.3 79.0 78.8
Rest of Europe 23.6 2.5 5.8 3.4 17.5 2.7 3.8 5.3
Africa 6.9 3.7 6.0 L.5 3.3 L. 3.8 3.2
Asia 11.8 6.0 8.6 6.3 9.8 3.5 L.5 5.1
Western Hem. 20,0 58.1 LkL.3 Lhb 15.1 7.2 8.0 6.0
West of World 1.6 3.9 L.7 L.6 1.0 .9 .9 1.6

1/ Includes all prewar Germany; 19L0-19L49 figures include Bizonal area.
2/ Annual rate based on Jan.-June figures.
3/ Annual rate based on July-August figures.

et

Since the statistics for 1936 relate to prewar Germany and since
no correction has been made in this table for changes in the price level,
the table is not an accurate measure of the degree of distortion from
the prewar pattern, but it indicates very clearly the direction of that dis-
tortion. Exports to other Western European countries have assumed more
importance than before the war, while imports from the Western Hemisphere
are much higher. As will be shown in a discussion of the composition of
trade, these developments are largely attributable to the fact that trade
with Eastern Europe has been no more than a trickle since the end of the
war, a fact which forces Western Germany to seek other markets for manu-
factured articles and other sources for foodstuffs. Changes in the pattern
of trade with other major trading areas of the world are relatively insig-
nificant, '
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CONFIDENTIAL -3 - Western Gemmany's Foreign Tra

Composition of Trade

The detailed figures presented in Table II can be evaluated more
easily through the use of the condensed Table B, preceding, expressing the
same figures in percentages. The availability of -statistics on.a .commodity
basis estimated for the Bizonal area for 1936, 1948, and 1949 1/in terms of
constant 1936 prices gives us a fairly accurate picture of the change of the
commodity composition of German trade compared to prewar, Other figures are
included for the sake of comparison,

In 1936 food imports into the Bizonal area, supposedly a food-defi-
cient area, were smaller than such imports into all of Gemmany, This may be
explained by the facts that food obtained by the Bizonal area from what is
now the Soviet Zone of Germany did not enter into the statistics, and that
Berlin, a large importer of food, was not included in the Bizonal area esti-
mate of food imports. Similarly, raw materials assumed an important place
in 1936 " Bizonal imports because of the reouirements of the Ruhr industrial
center. Export figures indicate greater percentages of manufactures from all
Germany than from the Bizonal area; this again is the result of the exclusion
of Berlin from the Bizonal area's statistics, Raw materials and semi-manu~-
factures have assumed a more important place in Bizonal exports in 1948 and 1949
because of the large exports of coal, timber, and coke during the past two
years., It is apparent, however, thut even at 1936 prices Western Germany' s
trade is returning to the prewar commodity pattern,

Considering Table II in conjunction with Tahle I, it becomes apparent
that food imports from the Western Hemisphere have been substituted for such
imports from Eastern Europe, and that exports of manufactured articles which
formerly found a market in Eastern Europe are now going to Western Europe,

This situation has created an export surplus estimated attMl51,2 million with
countries of Western Europe for 1949, and an import deficit with the Western
Hemisphere estimated até§,088,2 million, The total deficit on balance for
1949 is estimated atc#3,775.8 million; the deficit with the Western Hemisphere
amounts to 82 per cent of the total, Food and raw material imports frm

the Western Hemisphere have been financed largely by American aid, which
amounted to -3982,9 million in 1948, Although imports financed by foreign

aid were scheduled to decrease sharply during 1949, they are estimated for
that year, on the basis of figures for the first six months, at $938.2 million,
Unless there is a shift in the direction of trade, such as increased food
imports from Eastern Europe and increased exports to the dollar area, it seems
extremely doubtful that Western Germany can achieve equilibrium in her dollar
balance of payments by 1952,

Foreign Exchange Conversion Factor

Table IIT indicates the dollar conversion factors used for major
items entering into German trade during 1942 and 1949, No attempt has been
made to weight each item according to its importance in trade, but the major
subdivisions (foodstuffs, raw materials, etc,) may be considered to be weighted
by the most important items under each heading,

1/ snnual rate based on January - June figures.



CONFIDENTIAL -4 - Western Gemany's Foreign Trade

The "conversion factor" (it has not yet been called a foreign
exchange rate by the Allied authorities) is extremely important to Western
Germany's trade because it is a direct measure of Western Germany's ability
to compete in the world markets, The 30-cent conversion factor, which was in
use until the recent devaluation, was adopted for German exports and commercial
imports at the time of the currency reform in June 1948; the same rate became
applicable for GARIOA l/and ECA-financed food imports in May 1949. Export
contracts entered into before June 1948 were allowed to be carried out at
conversion rates specified in the contracts, most of which were below the
30-cent level. A study of the conversion factors for various items exported
from Germany in 1948 reweals that a high conversion rate (around 40 cents for
coal and coke) obtained for commodities for which there was a strong inter-
national demand, Other industries, a majority of which produced semi-manu-
factured and manufactured goods, sold their products during 1948 at rates
ranging from 20 cents to 29 cents, Export conversion factors for 1949, with
the significant exceptions of the textile industries s are ranging close to
the 30-~cent rate,

Food imports were subsidized prior to May 1949 by conversion of
their dollar value into Deutschmarks at a rate higher than the 30-cent rate,
No data are available for computing the conversion factor for imports in 1948,
but the average rate of conversion for the first six months of 1949 was 33
cents.

Because of the decision of the pAllied authorities in May 1949
to apply the 30-cent conversion rate to foreign aid-financed imports, the
average conversion rate for foodstuffs was dropped to 30 cents during July
and August,

It is difficult to assess the effect of the recent devaluation
upon Western Germany's foreign trade. On the export side, Western Germany! s
competitlive situation at first glance appears to have improved in relation
to the United States and Belgium, remained about the same in rela tion to
France, and deteriorated in relation to the United Kingdom, The actual con~
sequences of the devaluation, however, will largely depend upon how the
various countries are able to handle the domestic repercussions upon cost and
price levels, If Western Germany can adjust its eonomy to the new conditions
on the world market without a substantial rise in domestic prices and wages
it may be able to offset the 10 per cent differential resulting from the
larger sterling devaluation, and thus maintain its export markets,

Western German exports to Eastern Europe probably will not be signifi—
cantly affected by the new exchange rates, Diminished exports to the sterling
area may be offset to some extent by increased exports to the dollar area,
particularly with reference to South American markets. Such a shift will not
be large, however, since the demand patterns for imports in the dollar area
and the sterling area are very different.

1/ Govermnment and Relief in Occupied Areas,




CONFIDENTIAL -5 - Western Germany!'s Foreign Trade

On the import side, devaluation will make goods from Europe and the
sterling area more attractive, and goods from the United States and the
dollar area in general less attractive to German importers. These changes
will aid Western Gemmany in its efforts to return to a more normal pattern
of imports, reducing its export surplus to the other OEEC nations as well as
its import surplus from the United States,

German commentators have been less critical of the devaluation as
such than of the Allied High Commission'& order to equalize domestic and
export prices which was issued in connection with the approval of the new
exchange rate, This order will cut down exchange proceeds from coal exports,
and at the same time raise costs in Western Germany's most important export
industries, the steel, machinery, and chemical industries. This danger will
be minimized, however, if the principle of non-discrimination is extended
to Germany's competitors; this would enable Germany to get more cheaply several
important raw materials, such as French iron ore.

On the whole, the repercussions of devaluation may render Western
Germany' s task of achieving viability somewhat easier in the long run, but
more difficult in the short run, There will almost certainly be some export
industries which will lose their comparative advantage under the new conditions
and which will have to be replaced by other to be built up on the basis of
a new pattern of international trade., The relative freedom of mntrols enjoyed
by the Western German economy may provide the flexibility necessary to effect
such a transition; but it will require a high degree of managerial ability to
make the changes without at least a temporary loss of exports, which would
mean rising unemployment and idleness of productive facilities.,
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Table III

Western Germany's Forecign Tral

Conversion Pactors in Western German Foreign Trade

Commodity

Foodstuffs
(average)

Raw materials
(average)
S5ilk & rayon
Cotton
Wool
Timber
Coal
Chemicals

Semi-Mfg. (avg.)
S5ilk & rayon
Cotton
Wool
Timber
Scrap iron
Coke
Chemicals

Mfgs., (average)
Silk & rayon
Cotton
Wool
Wooden prod.
Chemicals
Iron & steel

products
Machinery

Imports

1948 19h5/1Y 19&9/113/

N.A

N.A.

N.Al

N.A,

33

30
31

31
30

30

30
30
30
30
30
30

30
30
30
30
30
30
29.5
30

30
30
30
30
30
30

30
30

(Cents per German mark)

Exports

1948 19&9/13/ 19&9/11—2/

2__1_4_ 28
0 30
28 23
27.5 29.5
39 31
L1 30
29 28
35 29
iy 75
25 23.5
29 30
20 19
30 30
Lo 30
32 30
27 27
23 25
22 21
29 28
25 27
26 30
31 29.5
28 28

I/ innual rate, based on January - June figures.

2/ Annual rate, based on July - August figures,

2945
27.5
30

30
28.5






