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A. TECHNICAL ASPECTS

I. Background

. Comprehensive .price control was adopted in Germany at the end of 1936,
Even before, however, prices on German markets were by no means "free," : There pre-
vailed a combination of free and controlled prices, necessarily reflecting the struc
ture of German economy with its familiar mixture of free elements and elements con-
trolled by private forces, the government, or jointly, In‘some economie sectors,
priices were fixed by adding a traditional percentage to basic costé. In othefs, the

. followed ﬁthe market," In important industries price accounting was relatively re-
fined and involved principles later to reappear under centralized price control.
Cartel prices were outstanding in this respect; The Institut fﬁr Konjunkturforschur
es?imated in 1928 that some 50 per-ocent of all prices in Germany were in the "admin-
istered" group.l/ They included private cartel prices in the narrower-gense, the

slarge group of products scld under private resale price maintenance claﬁses, scme
cartel prices under govefnmenf supervision, and a numbqr of prices fixed, controlle

* or supervised by government agencies. In 1933 end 193l the agricultural was com-
bletely separated from general market economy, cartelized by decree and brought un-

der a system of prices fixed by the government. This set-up continued within the

framework of the general price stop of 1936,

% - L] . L3 - - -
Moreover, the Price Commissioner was hardly a novel institution in Germa
) L

?he‘Coméissioner created by the descree of November 1936 was the third ih a series
“which began in 1931 when the Bruning deflation policy culminated in an attempt to
’ reduce all administered prices by 10 per cent, The Commissioner, revived in 193
when, under new’pressure, cartel and similar prices were fixed, was ﬁbolifhed after

a year of quite successful work. Finally, special price-fixing reguldsions were ir

. i gy oy D Wt v v S

1/*Ernst Wagemann, Konjunkturlehre (Berliﬁ, 1928), p. 176.
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troduced for some commodities whose price movemcnts were strongly nfﬁyct&d by nter-
’ T 1 [ '
national factors, -chiefly textiles, leather and non-ferrous metelse

The decree of November 1936, ncverthelcss, inveolved a fundamontul trexs-

formation in the Germen price system, If it cannot bo described as o chan~u frem
< . 1

free to controlled prices it wes, at lcast, theroughgeing in tarec rocpoctse Firss
of all, it established all-around pricc control on virtunlly everything having a
pricce Secihdly{ it contralized control, previously cxercised bty a multitude of pr

vate end government agencies, often at cross purpesos; if these old forces did not
. 2/
venish they could now affect prices only roundabeut.  Finclly, it gaw: priee con-

trol the specific aim of stabilizing individual priccs on a brond secle at the lov

of the reference date,

Although the price stop rﬁla is still in forec, it has bcen suppl:mcntcd

by many regulations for particular commodities, as well as by two alditional picees

3/

of fundamental lecgislation. The Yar Economy Decrec,_'promulgatod on tho cutbroak 0

war contained, among other things, a rovisicn of ccilinpg rulec. Pricos werc to be
-

g
set according to "the nccessities of an cconomy devoted to war offort,” Official

interpretation indicates that prices wore to be kept at a level which would prcvcni

. /

[ H] - t _ i . . PR . — e
war profits,” regardlcss of the original eeciling prico,. 1t was on thc basis 3

- .

l/.The main decrees were the Bruning Imurgeney Deoroe, RGB (1931), 1:699; tho s0ccr
Frice Commissioner Decree, RGB (193L), 1:1085; on textilo prices, RGB (195k), T:317
with amendments; on leather prices, XGB (193L), I:318; on non-forrcus motal pricos,
RGB (193L), 1:766; on prices of imports, KGB (1934), I:843. .

E/ The "zroups" = compulsory organizlitions of" economic s¢lf-government - had to pat
on applications for price incroascs, During 1942 private industrianl bodits (Rodohs
vereinipungen) won some authority in detcermining #crtain prices., Anart from thot,
there ariscs a more general gquestion as to the extent to which privﬁto jnterests
could forec their wishes on the burcawcracy. It appcars that tho price administre-
tion was, in this reepect, somewhat more indopendunt than coertain import-dirocting
and material-allocating agcneics, "Group prices" in the armament industry ere fix
without' the advice of the "groups" or individual industrialists. .

3/ BGB (1939), 1:1609,

l;/ For the text of the Prioo Commissioner's circular, sce Der Wirtschaftstronhiinde:

11939), pe 349,
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this fecree “hat the 1941 "profit stop" legislation, & combination of financial and

' L ]

pricc measures, was established. Excess profits were to be taxed away and price re-

ductions enforced to an oxtent that would exclude recurrcnce of excess profits, The

tax itself was a mere by-product and the profit limitation did not originato in cquaw-

litarien conside;gﬁions. The objoctive was clearly a concentrated and All-around ate
tack on prices.i

The result, as measured by price indices, was not too impressive; the fi-
nancial yield remained far below the expected figure and adxﬂnistr#tive_difficultios
prqyed cbundant, Early in 1942 the tax was transformed into an excess profits tax or
incomes over 350,000 RM, Price policy was again divorced from financial poliecy, and
brice reductions were again enforced gy'more direct action. New pressure was excr-
éised on prices, on the one hand, by intensifiod costesaving rationalization (crea-

tion of new types of industrial orgonization, dominantly undcr éngincers,

Hauptausschilsse and Ringe), end extreme standardization of product, On the other

' hand, prices were under pressure duo to a change in armament pricing policy by which
- hd '

concerns wore classificd into efficiency groups and priees fixced on the basis of
i .

'Eroup costs, With reputation at stake and higher efficiency rewarded by tax and al-
lecation advantages, there is an incentive to apply for classification in a loweccst
groupe During 1942 the system was extended to a large sector of armament production

and 1% has_bce7 claimed that resulting savings amountod to 10 per cent ¢f prices pre-
2/ _ ‘
xiously paide  Rocently first attempts were made to apply the method to the civilix

soctor ofethe occonomy.,
The moro price increascs for individual items beeame wnavoidablc the more
did tho Price Commissionor attempt to ncutralizce these changes by stipulated price

reductions in other products in ordor to kecep the pricc index down andeto convey at

\
-

least tho imprcssion of unchanged cost of living. Part of his activitics in 1942

1/ For o fuller discussion of this mattcr, see E. Deblin, "THe Germen Frofit Ster of
1941 in Socinl Roscarch (septembor, 1942), 1X:3, pp. 371-373. v

2/ nuzz, July 1, 1942,
!




“can .be explained in terms of this "componsatory" price policy‘.
' - < e '

. 11. criteria for Price Fixing undor the Prico. Stop Decroo

-

1, Scope oi‘ the Measure 7

“q.‘

'1‘. b

TT;ua pr:ce stop leg:.slat:l.on esto.blishos o coiling over prioes by froozing'!
: ) -1,

‘ma.rket pr:n.ces of October 17, 1936. it consists of two basic docrees s an oxtrcmol}

i
.large number o.f.‘ supplemento.ry regulatn.ons » administru.tivo ordors and admin:.strutiw

fleld czrculars to cover indindua.l products or specilal uspoots of oontrol. It |

-
|

creates amohlnéry of pr:.ce. control, with the Price COmiss:.oner at kth.o top and ¢

- : - : ‘ N
Ll : , . e i

: . s L )
subord:.nate Iocal and reg:.onal agencles. 1t makos prico increases not impossible )

‘but always dependent on tha approvo.l of the Pr:.ca COmissioner ’ which is grantod 03

= HE B -
Al o, »

ly when a f:mn's enstence is in dunger. It dooa not prevont pr:.co roductions. In

e i i

i‘act the Pr:.ce COmmissioner is empowerod to a.nd chnrged wi.th compalllng thom whor-

o LA

T Lt ‘! - T4 . "3
' ewer possz.'ble. 'I‘he mensure was orig:lnu.lly onvisaged a.s pronsional to g:!.ve tho "

J

: supernsmg a.g;ency t:.me to establish o systcm df “aconomicully justii‘md pr;ces"

| wh:tch, naturally, had. 'bo start with oxist:.ng prioos. In pro.ctioo 11: ho.s proved o
-9

sta.bllizo.t:.on dev:.co, wh:l.ch whlle rig:Ld in general, permits of neccssary mod:i.f:.cu-

g

t1on3. Unllke former German prlce con‘brol lu.ws, it is comprehe/ns:l.ve. It covsgrs
P i 5 e

goods and services includmg profoss:l.onal renumeration ’ ren;b reo.l. estate and. trad

'marg:ms. It owrndes special govornmont price-i'ixlng laws of long s;nndmg and de
‘.cls:.ons of ofi':.cialrprice-rogulnt:.ng bodias. it coversl‘publicﬂ feas.s. It covers i
cnilian 08 well ,as military goods. N *1t does not cover wages, subject to the contro
of other egoncies, |

LI

. 1/ BB (waa» 119773 RGB (1936), Pe. 9550

- %/ Tnrurgrice p*omiw‘f ‘ard sub'ioc-t t8, control o.lthough thoir. cho.ro,cter as. priOOS" 5-

’ c1ly dotaliebie; ef, Ton Helom, "Proisstcp wid Privatvorsicher: mgh dn DV (1957):

,'“ Insarsneo Sabcloment, p. 9o insofor aé speiol inSurance 48 connorned,.changds in -

ﬂ;‘*‘}*‘nﬁ iz oerd fajuronco paymentcs mast be npnroved Uy tho Prico Comyigsionexr. Insur= .

- E";“ Suimes b, pe B)y Inerecse in risk ‘;justii‘ioa A rqommonsurate rise. in \promiumd
PR Ln 2y ’"‘,\ "Vom Preisstop: zur Kostenkontrollo, ™ WK (1959), b T2 ESLL- cT,

ol (1“.:) Pric . ramigstonor also olaims awdbur i to ﬁx ‘oontributidns of ‘membors to.
i "zo,zi Po: 'kf,, %00 W.Rmtrnri «Preisbildung und Preisuborwaohung I)(lgsz}j‘p. 15 :



Thus the jurisdiction of the Commissioner is almost universnl, and *his ac-
-

tivitges reach almost as far as his formal rights. For somc products, control is
obviously impractical. Such as lie outside the ficld of normal cansumption, have
little effect on the economy as a whole and are highly individuﬁlized, are disrce

garded, ?pre postage stomps vhich defy cll regulatory efforts arc the mosf obvious
. 1 * 2/ --
exarples  Products of the fine arts are in the same category.  The wholc group has

expericnoed substential price inercascs in & period when all other prices have been

fixed and all ordinary sales rationed; aside from government bomis they were the only

remaining cutlet for wtherwise unspondoblo fumds. Temporarily, the highest grade

AN 1y the y

wihos and, ot ccrtain times, selocted foods have been exemptod from price controly
Tholonly oxcmption of ecopopic importanco is businoss good will, In the sglo of cn-
tire concorns, pricos somotimeslworo high and orratic, dhnnging as much as 50 por
cont w1th1n a weck.s/ Tho Prico Commissioner did not intorférc. Since prices of
such firms? products were controllod and profits increasingly rogulated there wos,
in any casc, & barricr against excessive rise in tho price cof good will,

* Tho prico stoprrﬁle applios only %o transactions on tho home markots Ex~
;port prices are cxempt, ns arc sea freight ratos whoro &ntornational competiticn is

1 1/
‘stronger than the authority of the Price Cormissionore

2 The Principle of Individual Price Fixing

The prico stop rule refers basioally noithor to industrios nor to comme-
QQitios on a notionwide basise It is = with important oxompticns - a pricc stop fer
an individuel product ef an:fnﬂbwidunlfprodncéa.' th«producoré who sold an identi-
cal product at different pricos on the basic date rust continue to do so. The text
of the decree and éubsequent administrative orders leave no doubt that the principle

of individuel price-fixing goes one step further: a seller who quoted different

1/ DV (1938), p. 2”4-7! .
Ritterhausen, "Die Staatliche Preispolitik" in WA (1540), be Le7,.
3/ DV (1938), p. 73. .

L/ TV (1938), p. 2424,
5/ DV (1939), p- 965,

For stock market securities, sec pe 5 below.
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priccs to two customers for one.product must scll te them ot the pricos <stablished
by the ;espcotivc trensactions as of Octobor 17, 1936, For rotoil s-lus in open
shops, the shop price current on tho busic date is taken as the sheots ccilihg
pricecs The teclmigue of control machinory is fully in accord with this principley
the bulk of retail priccs end a considerable part of all othur prices are under the
supervision of regional and local price control agenciosﬁa/

Under the price stop decroc, chaﬁgcs in conditions of sclo (tcrms of pay-
ment or delivery) or in quelity are defincd as price changos}%/ The adrministration

of the price ceiling was guided by the concept of "equivalent transactions" and

"nortners of cquel standing," whosc application of coursc, did not fully prevent -

3/

attermpts ot cvasions

3¢ lNoationwide Price Fixing .

The principle of individual price fixing was abandoned from the wery be-
ginning for pricos clrecady fixed on o regional basis, The lattor continucd to be

so fizeds This applics mainly to priccs regulatod by tho Agricultural Estato and

1/'The set~up of the organiiation is similar tc that established during the firsst
vorld War, The figure of 1,600 staff members (FZ, Maroh 22, 1941) is misleading
end is no oriterien of the scope of the organizetion, which has at its disposal the
eLtire police foroe and several regular administrative agencies.

E/ This rule served to justify abstention frcm interference with the stock market:
crarging stock prices were supposed to refleot changing "qualities™ in the "ocmmoa.
ty." ©See T. Becker, "Zwei Jahre Preisstop" in WT (1938), pe. L56, and L. Miksoh,
"Yom Preisstcp zue Kostenkcntrclle," %X (1939), ps 253, For a short time a prioce
ceiling was applied to tho Vienne stock market, but with little success. Stock mar
ket prices were indirectly controlled by limitaticn of dividend disbursoments, a
prokibitive tax on "excess" dividends, registration of all "speculative transactic’
after the outbreak of war (Decrev of September 1941 in FZ, Soptember 26 and 27,1943
and, since June 1942, the compulsory exchange of certain "speoulative" stock for

treasury bends, with some discount (reported with gress exaggerations in the New
York Times, June 16, 19L2), .

7/ Later the Price Commissioner tock explicit action against some disallowed preo-
Tioes; s6e ppe 46 to 23, below, on ovesions, and the Price Commissioner's field .ot
ters, Nce 37-L0 (April 3, 1940) in VJP (1940), pe 380, on unlawfu) practices (dis-
continuing delivery at doorstep without price adjustments, attempts tc reslaim
pecking matcrial customerily left in possession of the customers, and similar teoh-
riquos)e For roduction of rent accompanying reduction of hot water supply, sec DV
(19,0), pe £86s Ccffee prices had to be reduced at least 12 per cont bolow the TG
vel of September 1939 when a mixture contained more than 30 per cont substitute
matorialy LV (1929}, pe 123 ' ' '
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"to ai} cartel prices, In fact, the prlcc regulatlng macnlnery establlshed by cartels

has proven a tremendous help to the government prlce control. The tools were already

rarin e

prcpered and could bo utilized as easily for official price stabilization policy as

for private markst control, IMore than once, the office of the Price Comissioner
. . 1/ :
acknowledged the wvalue to it of this efficient instrument. )

-

Unpopular as. they were, the cartels have thus been strengthened of neces-
sity = which dogs not necessarily mean stfengthened in the interest of ‘their members
which, in a period of businoss upswing would have desired significant price increascs
In any c¢vent, the common dovices of cartel policy were perpetuated-fpr the duratién
of pricc control, Price discrimination was pnot discontinueds. The Rhenish-Westpha=-
lian coal syndic%ﬁe's monthly reports differcntiated as before botween sales to "pro-
toctod” and "unproteected" districts, indicating differesnces in prices from region to
'region;g/ Tho Rhenish ligni£c syndicato continued oxports with "priqé sacrificos.fé/
Sﬁeol dumping procccded, The basingepoint systom was uneffected by the price stop.
,With appropriatc modifications, it was oven extended to cover a number of agficul-
‘tural products. The objective of cartol technique, nevertheless, definitely changed

» to tho prevention of prico incrcasos and, when possible, to price reduction.

Within the schemo of regionel price fixing, the principle\of individual
price fixing ogain found a place. Cartel "outsider prices" have n;¥7§3tomatieally
brought into line. No concern gots the benefits of higher cartel prices simply by

n joining tho cartel, ovon if his undorsclling constitutes a breach of the cartel con-
3

troct, :ﬁof con & decision of the Cartcl Court (or its legal successorf ordering a

'roturn to thc highor official cartol price, changa the si;pation. Price deeisions
[y

-

of the Price Commissionor aro strongor than Court rules.

- . .

1/'Ronbrop,'"Gobundono und Froio Preiso} VJP (1937), pe 89,

2/ KR (1938), p» 508 _

3/ ¥z (guly 15, 1939). :

h/ FZ (Soptembor 20 and’ 28, 1940},

5/ Fiold lettor, Fobruury 23, 1937, in Dn56131ng-Gllssmann, Pr01sb11dung und Preis-

Toorwachung, pe II A B he

3



1« Prite Fixing for Products without iarket Price

2} Comparable Prices.,

For new products and projects of individual charactor, dircct reference to

Jetober 17, 1936 prices hes no mea?}ng. The principle of "comparable" prices has
. 1 . .
becn introdugod for new products, Some technical difficulties arose with rospect to

the borderlinc between a new and an altered product for which, with qualifications,
the price of the eritical basic datc remains valid as the coiling. Prices of genuince

iy new products should correspond to the coiling prices of comparablo goods or, in th{
_' - ‘ 2
ebscnce thercof'y, to the cost of production on - the basis of the October %956 situation,

+

If no comperable price cxists, it is replaced by a pricc dorived from an
"as if"eprico-computotion. Originally it was voguely dofincd as based on costs as

they would have b;pn on the referoncc date. Later computation proccdurc was more
3

closcly defined, Where the concern in gquostion had had a price caloulation scheme
Tor the samc type of product on tho rofcerence date, or whoro ons could, without uﬁduq

difficultics, be made available by other concorns in the industry, it would sorve as
o .

the formal basis, Individual cost elcments generally cntor into calculation at va-
lucs not higher than thoso of the reforonco date. Row materiel pricos must not oxcog

those paid on the basic dato or jp the occasion of tho last order preceding that dote
' b

Pricc incrcases aro disregarded while cost doeroascs following use of cheapor ma-
tericl must be expressod in lower prices. Wages cntor into the calculation at a 10]

vcl no higher thon the "wage stop”-1cvel of Octobeor 12, 1939, Items of overhcad mug

s e k

corrcspond to thosc of Octobur 1936; the perecentage ratc must bo adjustod downward,
howcver, if wege rates or raw material priccs aro reckoned at highor levels than at

the refercnce datce If tho concern hnd introduced new itoms in its production pro=-

1/ Rontrop, "Gobundone wnd froie Prcise in der powerbliche Wirtschaflt," in VJP (195
pe 90; Richter-Brohm, "Ermittlung dos Vergleichsproisus," in DV (1937), pp.ll 1G7-68,

o

2/ Ficld lottor of the Price Commissioner, January 30, 1937, publishod in Engolsing-
Gliscmunn, Preisbildung und Preislborwachung, pe I1 A 8 b

3/ Ficld lettor of Novénber €, 1500, in DV (19L0), p. 368,

E/ Or o specinl permit for pricc increascs must bo granted, Tho situntion is, Qf
cource, differcent whﬁro spueial docrecs provide for automatic price chengos,.

i
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grom, total,overhecad must be fairly distributed between new and old producte. The

tregtment of profit margin corrésponds to that of -overhead costs. Mnjustified"
profits must be roduced; if losses occurrcd in October 1936, production of the new
item must bo continucd on a loss basis until o revision of the margin is granted,

o - A | 1/
Such chonges in.accounting mothods arc permitted as do not tond to inflate price.

If no such price calculating schemes aré available the new pffée'must cone~
form with "the nccessitios of an economy'dévoted to war.effort." "All such factors |
ﬁs ddﬁt of production, market situation, peculiarifies of product and.concern, and
the duticé of thc latter to the common good, shall be taken into gonsiderétion, pro=
vided that costs bo interpreted as those under "gconomical managemenf."- Concerns |
of loss than overage officicney must be satisfied with a relativeiy'lcw p;icc. The
technique of price computatioﬂg/;s similar to that inaugurated in 1938 for some

typcs of government orders (LSO). v

. b) Products of Highly Individual Character

Tho trecatmont of products of fine art, rare postage stamps and similar
a .

8 .
items has alroady been mentioned. They were left uncontrolled without major domage
»

' to the goeneral price ceilinge. Peculiarities of prices in real estat; markcts made
speeific regulation nocessary. Since only a minute fraction of all real estatoe
changod hands on or about Octobor 17, 1936, thorc was a lack of immediate refercnce
pricoss It was ruled that ronl estate pr}ces among other things be kept in line
‘with taxable valuc as determined by the Burcau of Intornal Revenuc. The two valucs

nced no® noecossarily coincide, but any major.discrepancy not approved By the re-

gional officc of price administration, shall provent legal transfer of ownership

3/
through the courts,

- e S e g B e

1/ Mitteilungsblatt dor Reichskommissars (1940), p. 806,

2/ Soo Engolslng-Gllssmann, opecite, pe II A 7 Cou : .
/ Sco Le Lutgc, "Dic neuen preispolitischen Eingriffo auf dem Wolnungsmarkt" in
Tonrads Jahrbucher (1938), DV (1937), pe 1801; RGB I (1938)s, p. B50, Engcling-

. Glissmann, opecit., ps II A 22 d and p.II A 30,7 & lator ficld lotter (i dttoilungs-
blatt 1941, p. 350) clorifies tho situation furthers It also ostoblishes o sut of
standard prices for building lots as o guide for tho prics fixing autheritios,
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¢) Government Orders )
IR 1/ 3
The Army and Navy buy about 30,000 commodities;__ These are, first of all,

subject %o general ceiling rules. Since, however, the techmique of government pur-

chases differs from the usual privnte_form, and since some of the products have no

market price, 53FCIa1 rules have been introduced in this sector. The essence of the
r2

"R.P.0." rules consists of provisions a5 to whea ceiling prices may be replaced in
governmental order by other prices; if the stop price appears "economically unjusti-
fied"; if-by neture of the order a ceiling price does not exist; especially if ad-
ministered prices appear too high or if tho size of the order seems to call for a
price reduction. The R,P.,0, furthermore provides that in certein instances the pro-

per prices could be derived from the cost of production as defined by another decrec

~

130 - and that, if several orders are forthcomin the final price is to be do-
y ’ Es D

cided by the process of averaging the individual prices in quecstion,

3/

This second deerece (ISQ) ~ contains rules on cash prico detormination®
for government orders. It has been ropeatedly and emphaQ}cally stated that these

rulcs are a merc substitute for market prices, to 'be used only if such prices are

4

completely unaveilable,

The final "cost price” is tho sum of six mdjor cost items: materials,
factory wages, factory overhead, administration and sales costs, spocial costs, pro-

fits. Subdivisions distinguish scme sixty cost items, a number of which ard furthor

subelassificds 'The most important. provisions of the docrec follow:

1 X [z

- - - -

1/ The Economist, March 28, 1942, p. L32,

2/ YRichtlinien fur die Pre¢isbildung bei offentlichen Auftragon," issucd Novombor 15
1958. Text in Die gesamten Preisbildungsvorschriften by Wohlhaupt, Rentrop and
Bartelsmenn, 2nd cdes (Berlin 1899), pe 11 20,

7/ "Leitsatze fur die Preisermittlung ouf Grund der Sclbstkosten bei Leistungen fur
Srfentlichs Auftraggeber' Novembor .18, 19%8 in RGB (19%8) 1:162%-1630, Soc also
Ce von Halcm, "Proispolitik boi offontllchon AufFFEgcn“ in DV (1938), pp. 289-90;
551lmonn, "5ind noch Kriegsgowinne moglich?" in DV (19%9), Ppe 2,0-4413 Proballa,
"Ereisbildung boi offentlichen Auftragon" in WD T1938), pp. 1623-27; J. Wagnor,
"Leistunzen wund Preisce bei offentlichon Auftragen in VJP (1938), ppe 738-9 and F.
Burﬂhard* "GUrmon Price Poliey" in-Bullutin of tho Institute of .Statistics (Oxfprd,
I‘.Pl"il Ll»’ ‘))—!2). ’ ' :
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]

.} - s
“l) Wages and salarics: man hours workcdeon a contract are compensated,
2 * ’
provided that working time does not cxcced standards laid down by the Reich Commit-
- o 3

toc for labor studios (Refa)e

2) Deprocintion: rates arc calculated indcpendehtly of rate used for

*.izrtieon or normdl bookkccbing. Thoy are besed on original cé#ts of gfsots and tak.
into necownt rcal wear and tear and atorage uscful life, All "speqiai" dcprcéia-
tin == compensation for cxpected rcductions in esset utilization -- is subject to
the cpproval of the Prico Commissicner. No "finaneial" dépreciafion-is allowed.

3) Interust on borrowed capital is not an allowable "cost"; it must be

naid out of profits. T R L

‘L) Patent foes and publicity costs, and some other exponses, are re-

stricted to "rcasonable"

amounts, "Extraordinary" development costs may be in-
cluded in curront chargcﬁ only by approvel of the contracting agoncy. -

- e 5) Taxcs:. Treatmont varies with the type of tax. The individual income
tax of privato firms is 3xcluded. Sales tax, property tax and somc similar tgxes
| arc considcred as cost cloments. The corporation tax is not, It is, however, in-
cludod in controllod profits to en extent corrospondi;g to the ratio of “owmer's

apital" to total capital investment.

6) Profits. "Pormitted profit" is calculated as the sum of "roasonable"

intercst on "nocessery" capital, plus a bonus for risk, the above-moentioncd share

of tho corporation %tax, somc minor tax items, ?PG cxport levy, and cortain charit-

cblo centributions. "Mecossary" copital is monsured by tho valuc of asscts after
doduction of such itéms as‘investmcnt not cssential to busineas, private dweliingsI
wiutilizod capacity, farm laond, finun;ial participutionst "Reasonable" interest ic
déuui'to-thb‘g;bld:on;lbn;ftefm government loens, h.s per ccgt at the timé of ﬁro-
mulgotion of tho duotoo, .Méfo rcocntly permitted yicld has boon annopnéod periodi-

r
~

eally by tho Prico Commissionor.

]

. Tho dooroo makes no roforonce to tho oxtond of the fisg bonuss The li-

toraturo socms to show that 1.5 por cont of salos value muy be taken as a rough
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L/ .
guidc: Deductions from profit arc provided for in instances of mism&nagomcn? and

incfficicneys. Efficiency bonuses may bo gronted, It has been rcported that 'since
. . . g/
She outbreak of the wer such bonuses arc awcrded only oxceptional achicvements.

3/

The rules were eventually oxtended to cover subcontracting and, with op-

L/ .

yerprints blhpELS, government construction contracts,  Thosc rules arc supposcd to
'}

e npnlicd only to proje¢ts on which comparative prices aro unavailable, Tho Price
commissioncr rathur thon the contrector or the government agency decides whether th

5/

rulss arc applicuble in o given cosc,

5. Spceizl Typos of Pricos

Price control is not limited to establishing maximum pricos. Other typos

of priccs do occur in the fremework of ‘German price control, although naturally

moximum prices are the backbone of tho systom.

a) Moximum priccs. As has beon pointed out, thesc arce cither individual

haximum pricos in occordence with tho basic rules of the price stop docrec, or uni-

form on a nationwide basis, v

4

b) iinimum prices. Thesc cppear mainly in the cartel ficlds The officia

moximum pricc is, at the samc time, o private minimum price, protcctod by tho carte

agrecment ugoinst compotitive undersclling by certel members. As far as government

purchases arc concerncd, it is subjcet to rovision if it appcars to bo too highs

In the case of compulsory cartels, minimum priccs have dircet official sanction,

Minimum priccs arc normally unifurm for all cartel mombers. Thoy may, howcvor, Vg3
. _

from conc;rn to conccrn; some cartcls (cast iron, printing, woodon boxes, Dutch tiﬁ

stove production) permit thoir members to quotc prices on the basis of their indie

1/ H, Lompce "Dic Zusammensctzung dos LSO Gewinns," Zeitschrift fur Botriebswirt-
© Sahaft (19440), ppe 115-117, cnd Ritterchausen, opecits, ps L3le .

27 on group prices for armament products scc ppe 35 and 56,

/ EGE (291:1) 1:140, March 11, 1941,
1%/ Topot dn RCB (19&0) 1:850, Pricos for privato construction contracts are rogu
Tuted by « drcruu in RGB (1979) 1:1041, again on a rcf1nod cost=plus basis.

5/ wIP (1)}0) pe 665 .

(/ r,v (1)’//): Pe J-JBJ'L
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vidual costs computed according to wniform rules., The cartel agreement prevents

i it >

then from selling below their costs, which are periodically checked by a cehtral

cartel/ggency; certein legal provisions against unfair competition supvort the car-
1

telss

¢) Standard prices (Richtpreise), These are a kind of refined private

-
4

minimum price such as prevailed, for instance, in the radio industry #%t the end of .
1938, Products were classified, an§ prive averages computed for each group with
the help of controlled cost date supplied by producers, Averages we;e lowered by

a percentage agreed on in advance, Sales below these new "basic" or "stéﬁé;rd“
prices are n;} permitted,s Higher-cost produéers may charge in accordance with

their costs, Prices must also be in accordance with the official ceiling price.

d) Fixed Prices. In tho agricultural sector, many prices are protected

against changes in either'direction. They are rigidly fixed at least until the

Price Commissioner may decide to freczec them at enother level. Some other prices
hd v . - '
werc frozen bofore the Price Commissioner assumed his duties; e.g., prices on scrap

3/
rubber, rabbit skins, mavches and some servicoes.  The systom chenged soon thore-

aftor. Wholesale trades were strongly 0pposéd to fixed prices and preferred maxi-

mum prices even at a relatively low level provided thcy permittcd downward differ-

entiatione

g¢) Pricec Ranges, They, tdo, appear mainly in the agricultural field,

particularly on commodities difficult of classification. ?}thin ths given range,
P,

demand ond supply remain effective as price.deﬁbrminants;_ Prico rangos somctimes

» a3

tako the form of a maximum price with the provision thet deviations aro permitted

up to a certain amount,

1/ Soo Miksch, "Kalkulationskartell und Kalkulationskontrolle" in W (1937 ) ,pp«208-

221,
2/ Der Radio=-Handler, June 8, 1938, p. L22; November 23, 1938, pp. 1065 .67«

3/ Rontrop, OPsCits, Pe llh.
L/ DV (1940); P+ B31.
'/ Soe price rogulations for fruits in WP (1937), p. 660, ona tlmbbr, pe €14,

6/ Docroo on ook bark for tanning pUrposcs, RA, Fobruary a, 1939.
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f) Auction prices,. By its very nature, the ouction mothod hnggly fits in-

to strict price control. Before tha 1ntrodnction of price roguldtions, auctioﬂs
A Y

played a:;onsideréﬁié'part in Germen pgriculture. Most of them have beon abolishod,
Wherever. they were férmitted to'cdntinuo, pricqs’wéro brought under control through

the scttin§ of rathcr'narrow'p;iée ranges.r Fish auctions with fixed mnximup and -
'nﬁzﬁnmm{érigﬁs-wére allowgﬁ\until.l?BS,'whgn the systom wos -roplaced by o schodulo i
of‘frozen'p:ibeé,_diffe;gptiayed‘by pfoduct, locality and seasgnjb/ Timber auctions:
were pffbi§i§;d,:?xcept fo?isomengpggigltieg,z For dther products tho proviously

pfevai@iné_teghn?que‘yﬁs,gréa?}y{qu?fied in ofder %o conform to nocessities of stri
prié% regﬁiﬁﬁién:z' i.tendonéy to g&t rid of the romnants of tho duction systcm.iﬁh
ciearly visible.' To.the extent that the systam st111 ex:stod in 19&1, tho Prloo i

L

_Comm1s31oner rlxed.maxlmum .prices in advnnco of auct;ons.

g) “Account;ng priceq_ivbrrechn Espreise). ThlB headlng covnrs L numbor

of flctltlous prlces. They are, on the one hand those whlch syndlcatos (1.0., car-

tels w1th central saIes agencles) pay provlslonally to members pendlng the flnnl dis-

trlbutlon of resl recelpts. Secondly, the term applies t% prices charged by ono deq
of en integrated concern embracing several stages of producticn to rext department -
- partment/in the productlon processs. At the beginning thero scemed no roason to rogu-

late this typc of_prices but lator aomc of these prices wore put under o coiling-

if o sﬁbsidiqny.is at least pgrtly_lndopondont, chngges in such prices p:oved o mo~
thod of price control evasion'and viero no longer pormitted without appf§va1a " Cartel

5/

“accountlng“ prlces remaln free from prlcc supervision. ‘L

T
~

h) Secasonal prlces. When pq;ce control was introduced the ceil1ng pr:ce‘

0 1

for non-ggricultural prodhcts with strong sonson price movemont was aimply tho pric

. 6/ . w e ek s

of the cofréépopding:mdnth in tha‘preéoding‘yoqri"_‘Iﬁ agriculture thore was o ton@

ency to smooth scason price,mnvemonté, tO'disrogurd them complotoly; or té rcpluoo~¥

1
thom by weckly- cumulatlve additions to a basic prioe in ordor to covor storugo cost‘

”----ﬂ-ﬂ---—-

' ,z/ Vop (1935), F hOB; DV (1937), pe 32
RGB (1937), 1:18% "~
/ For tobaceo, 800 V’§1937). P-nls, for wino, pe 72 (o2 6 A
Singer, "Gormon Wox Ecanory V," in tho Economie’ Journhl 19 ) . 26, ek
/ DV (19L;o),p.651 S”lal),ppoévsé-ﬁ 757-63 ¥Z, Octobar 27, 1939 _p
%/ Fiold lotter Januqry\30 1937 in, EngelungJ'Tissmann,loc.cit.,II A8 b; VUP (L9§Zl
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" III, FEVASIONS UNDER FIXED PRICES

1. Black Markets

That black markets exist is evident from numerous ncwspdpor‘and radio re=

ports on price law violations and from warnings to the public and the introduction

» .

of now and morc drastic provisions agrinst attempts to sell at unofficial,priccs ond

1/ 7

above the limits of ration coupons, From time to time there are spccial drives

against the black markets., Newspapers roport special policé work and the assignment

2/ . .
of particularly able officers to the solé task of rooting thom outs It is.obvious-

ly impossible to estimate the extent of tho phenomenon, According t0 a report of
tho British linistry of Economic Warfarc German black markot pricos at the beginning

of 1942 for some products woro about fivo to ten times as high as legal ociling

3/
pricos;- In March 1941, 3,975 Berlin shopkecpers woro convicted of violations of

prico controls From all availablo information, however, it appears thot the range
of black markcet operations has not mpproached that of the previous wars Ponaltics

orc sovoroes The first price stop order provided for ciosing of businesscs, jail or

3

3
penitentiary sontonces and unlimited fines; lator the death penalty was to becemo

. ]
not unusual,

El

The spread of barter is largely couscd by attempts to aveid dircct price
control, When commoditios of equal priecc are oxchanged, coiling rulcs arc not di-
roctly violated. Officinl shoe cxchango centers have been established in many citier

But oxpansion af bartor might unduly incroaso cxcess monotary funds and widen the
LN ' . N

inflatiopary gop. Morcover, & situation in which pricés arc not specifically

b ok s aiee jus A St S0 S S

3/ From Gooring!s promise at tho time of tho introduction of pricc control to use
Tdraconic moasures...ogainst black markot oporators," (VJP (1937), p.3L) to the
doath ponolty for profitecrs in March 1942 (New York Times, Mey 19, 1942) thero has
bocn an uninterrupted flood of statoments on tho subjoct. More rocontly, price vie-
lations arc nooossarily combined with saolos of rationed goods above coupon limits,
Soc, cege, full poge storios on five cases = two involving capital punishment - in
all londing German papers of April 9, 1942, . | .
2/ DV (1939), p. 7304 -
3/ Now York Times, March 5, 19L2.

éﬂ/ Singor, opscite, Pe 26,
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stated offers inereased opportunity to evade pricc control, the merc o as theso
» -

tronsattions may be connected with such intricate devices as the "borrowing® ;f la:
bor and other forms of "price" conccssicns. Bortor must have obtaincd'considcraﬁlc
;copc.as it app;urs-from the advortiscment page of provincial paperse. According tc
" on onnouncement of the Propaganda Kinister on March 26, 1942, “bartcrers" are

. _ 1/
throatoned\hith the extremc punishment applicoblo to "profitecrs.'™

it I
2., M"Joint" Lalas,

Joint-;alos are the immedinte and obvious rosponse to price fixing under
a system of partial pricc control. Controlled products aro offered in combination
with others for which almost any price may be lcgally justificds An inclusion of
on additicnal margin in the uncontrolled price would compensate for the lack of ecl-

bow room in the regulated price, Universal price regulation reduces the goneral

usefulncss of the device,

But since this is o mottor of profits rathor than prices, it does not fic-

cessarily moke joint sales unatbtractive, Tho inclinatign to rely on combination
4
sales to keep profits up, sccems morked, This fac;,Oxpluins the continuously ro-
o : 2
peated attempts to outlaw joint sales by docreos.  Quitc generally such scles vio=

late the spirit of the price stop ordor and were outlowed by its provision against
ony cvasions In addition, however, the matter has becn dealt with in docracs rogu-

loting pricos of individual products, cpparcntly bocause tho original rule had not

4
been followed sufficiently scrupu}ously;_ One decroc forbids combination solos oﬂ

L/

[ — a o
food productse  The rule permits oxceptions in instances of "urgont oconomic nocos

-

E/’ch York Tincs, May 19, 1942, | ‘

g/'Evcn bofore tho peried of genural prico fixing, combination sales were lookod orf
as suspicious, practices of monopolistic cxploitation. For concorns in control of
runicipalitics, thoy wero made unlawful by paragraph 73 of tho Decutscho Gonmoindo
Ordnung {Genernl Liunicipel Statuto), ' —
27 LV (19407, p. 1828,

E/‘EX, Vof.XII, Pe296s The cgg prico docrce ostoblishing prices noocording to
wcignt{makus ovon combination sales of difforont woight classos illognle (RGB (2938
1:154))s Even products troditionally consumcd Jointly must not be sold Jofﬁ?iﬁi
tecording to o docision of the Prico Cormissionor it is not logal to offor 1ivor=-
furet ond blubwurst in,combinations See Dic Floischwirtachaft (1940); pe 5e '
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sity," maipty for perishable products which may be offered in combination with other
» -

1/ - 2/

proéhcts, provided there would otherwise be a danger of perishing,” A ficld letteT
of the Price Commissioner givés details as to the form in which‘soint sales used to
proceed: that products were grouped in such-a way as %o give'thc imﬁfession that
the scarce one would be sold only in the combiﬁation; or that the seller of scarce
products attempted to “interest buyers unduly in a neﬁ_linc; or that he all&cated to
customers not in the usual proportion but in relation to purchases of’other_products
Not even the excuse that the importer was forced to mnke joint purchases abroad is
accoptod as justifying this practice on the home markete The problem is complicated
" by the fact that in the agricultural scctor some dealers are forced by the law to
buy over certain products even when they have no chance of finding buycrs, Under no
circumstances are thcy entitled to got.rﬁd of such products by means of joint sales,.
In reality the method is more subtle and, through its vaguencss, most dif-
ficult to attack; everybody who discovers a.small quant;ty of o product he likes
hidden somewhero in a shop and = 1argc pile of a products he does not want, knows
from cxperionce that it i; adviscble to ofdcr somo of each to appease the shopkceper
Tho general market situation in a time of all-round s8arcity rc;ommends an attitude
of normal pfudonc§ towards a monopolist, to be whose "stcady customer" is a privi-
loge. Entirely withoﬁt open pressurc, combination offers are transformed inte com-
bination purchdses.é/'Thb practice is apparcntly widesproad. Public warnings egaint

joint snlcs by tho Berlin Chiof of Police wore found necessary, and "extremely high

3
fines" were imposod,  Spocial precaution hod to be taken to avoid the spread of

5/

joint sales through vonding machines.

3, Change of Product

Evasion of price control through altoration of product was mainly quality

- w  Ee e E

1/ RGB (1937), I:11L2. |
55/ Sco Engelsing=-Glissmonn, opecite, Pe 111, A IT=13.
3/ DV (1938), p. 2575

..Li/.?l (1938), pe 2375

5/ DV "(1939), p. 123.
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~altera tlon which obscured the price situation. It wns sometimes unavoi¥eblo and un-
L

]
rclated to price evasion, as when substitutes replaced some materiale Undor theso

circumstancoes price increases were first rcgardod as legitimato and s;pjoct to lit-
_ ’ : 1
tle controls But nbuses developed, as showm by official statementse It had to bo

mode guitogg%uin that substitutecs by thamsclves nced not nocessarily bo priced high-
cr thon the original products, that they arc sometimos choaper and that, in such in-
stances, priceg reduction was in order. Since the beginning of 1941 substitutes and

"new" products must be rogistered at tho regional p;}ce boards which, on tho bpsis
' 2
of a submitted cost calculation, fix their pricos.

Chonge in qﬁal@ty may bo either doterioration without proportionate price
reduction or incrcascd cmphasis on higher quality with higher pricess Tho first

violates the letter of the prico legislation, Sinco the degreo of quality change is

3

a mottor of judgment, it is no wondor thot the practico was widespreads But again:

quantitative information is unavailable.

-

The other tendency was a flight into hlghor quallty, oxplainod by the fact
thot proflt margins usually increase w1th quallty. Whero a great varicty of goods )

was produced before October 1936, withdrawal into tho bottor grades was not in di-

rect contradiction to the price stop low, Morcover, quality is a vague term; prico
discrimination on the basis of purchasei'st income classcs frequontly consists in the
introduction of supcrficial and meoninglcss wvariations in o standard product, with

additional costs far below the additioncl prico charged (a change of buttons, nddi-

<
tion of ohcmiﬁ;} coloring in foods, ¢ice.)s Tho Prico Commissionur fought with grow-
ing intensity against this form of evasion, but, as unintorrupted nowspoper dise

cussion ghows, without full succoss, His action was not limitod to numorous warne

e e g 2

_]_._/ FZ, Februsry 16, 1941,
2/ BB, (1941), 1:751.

J/ L. liikseh, opecits, WK (1939), pe 254 Somotimes the intreduction of now varic-

Tics was prohibited; sapsages could bo produgod, enly in qualitics sold in Octobor
1936 (3B (1937), pe 728)e T

L/ ¥7, Fobruery 16, 1941,
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1ngs. Any abandonment of the production of cheap lines was officially frovmed on

&nd ihvestlgated. Abandonment follow:ng a fruitless attempt to get perm1551aﬁ for

[P ——

a prici/}ncrease was regarded as evasion of the price stop order end treated accord-
1ng1y. When the milk mergin in restaurants was flxed at 100 per cent, it was

: . : 2/
stated thet cessation of milk dispensing would be regarded as a violation,

Direct measures to enforce continuous production of cheap linef were takean

up as early as 193%7. Chocolate producérs received cocoa on the understanding that s

3/

high percentage, would be processed into lower grade chocolate.  The procedure was
gxtended as the systom of allocation spreéd, and was considerably strengthéﬁed in
1940 and 1941 when scarcity took more threatening forms. - The china goods industry

was ordered to concentrate on staple products and concerns had to get cartel approv-

L/

al of all sales contracts, The shoe industry was compelled to devote some energy

5/

to producing of cheap work shoess. In 1941 a special commissioner supervised the
wse of raw materials in the textile industry with a view to a preferential treatment

of "low quality products which, in addition, enjoyed some allocation privileges.
Cortain low-cost plants are.completely reserved to "utility" products.

The tendency toward better quality is By no means imposed by profit-seek-
o

ing producers on a helpless public which in its plight looked to #?p Price Commis-
' 7

sioner for protécticn. Consumers actively demand higher quality. Standards are

low at best, Moreover, rationing leads automatically to the desire to get better

quality in the face of prevailing scarcities. lore attention is paid to the factor
' .
naf durability. The impossibility of spending money income on any but rationed goods

-
~

gmnkes priEe a secondary considerations

)

| -- o A 4 T

l/'Fleld letter of the Price Commissioner, Nos. 16-39, June 29, 1938, published in
Engolsing=Glissman, op.cit., II, A-5.

2/ DV (1938), p. 2332.

'3/ DV (1937), Pe 955

L/ Fz, Moy 25, 1941, o

7/ Le Miksch, op.cits, (1939), pe 25kLs

Q/ ¥z, April 17, 1941; April 18, 1941, The Reichsanzoiger-has since 1941 cowﬁained
o growing number of enforced stundardlzatlons and simplification-orders desizhed

partly to save row materials and partly to keep prices downe
7/ FZ, April 17, 1941; DV (1938), p. 1681,
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lis Chdrc of Customer

0

o
]

Change of customers proved to be o minor tochnique for price ovasipn.
Sincec, in cortain instances, individual customors may havo ‘boen troated diffcerently

at the basic dote and since the price stop order foreed tho soller to maintain this

differentia ion, the exclusion of the favored customer was to be expcoteds Tho scz
of the practice was limited, since in retail %trede the shop price rather than the
individual price was selected as the ceiling, and since agricultural prices, cartel

prices and some other categories were likewise exempted from individual price regu-

lations From field letters of the Prico Commissioner it appears, howcver, that on

- - - - ! - - ’
somoc occasions concerns broke relations with customers in order to incrcase sales

to others who paid higher prices. The p;gcticc was officially characterized as an
1

illegal evasion of the price stop rulee The Price Commissioner also had to act
ageinst attempts to change customers mercly in order to obscure prices and intro-

duce clements of doudbt as to "partncrs of equal standing" and other featuros by whi

2/
one transaction differs from another in the normal course of business, In somo ip

4

stances an obligation to sell to old customers in preference to new ones has boen
mode part of cortain pricc decrces: scrap paper dealers aro forced to offer their

supply first to old customers; they cannot refuse to contract with the latter at

3/

fixed pricese In 1939 a number of stoel concerns restricted deliverios to tho
State reilroads because of more favorable ordors of other customers, A docrce of

the Price Commissioner issucd to the stocl "group” (association) cloarly statos

[ -

that this procedure was o violation of tho price stop low, and that produclrs in
genercl were required to sell to old customers in establishod proportions as long-

L/

ns no allocation rogulation was issucde

l/ Ts Becker, "Preisordnung und Preiswettbowerb," in WA (1938),
stressed ip-Cireuler Yoo 37-L0, Moy 3, 1940; VIP, (19407, p. 380,
g/ Rentrop, opecits, p. 103,
-3/ JIBR(1937), p. 167,
L/ 3P (1340), p. 379

Pa .11.}8, also
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He Inclusion of Umecessary Middlemen
Increase in the number.bf middlemen and a reverse trend to cxclude exist-

. ' 1/
ing intermediate stages have played roles as evasion devicess . The first tendency

would materinlize in tho presence of individual price crlculating rules rather than
the prico stope It was finally kopt in bounds by provisions that the mosdin fixed
2 [ - 2.

must bo split among the various parties. The oxclusion of middlemen was, in gener

2/

al, welcome and in fccordance with official policy. Exclusion occasionally con-

flicted with the policy of rigid prices in agricultural production wherc, from time

L/

to timo, warnings were issucd against "dircct marketing,"™ i.e., sales made by a
farmer to a fincl consumer in order to avoid trade channels provided by the agricul.
turcl Estato. Reports of police raids on soerct butter churncrs proved this prac-

*ice to be widespread. Death sentences for illegal slaughtering and sales made out

5/

" side permittcd channcls are rcportede

Whencver prices aro dotormincd on o cost basis, new opportunities must

~

arise to inflato pricos despite strict supervision. Special "social funds" have be

>

sct up to maintain pricoss Selling in small quantitics in order to mako several

>

. A
1/ T Bocker, opecite, WA (1938), p. 1L8. -
g/ For the furniturc trade, o decroc of Junc 11, 1940:~RGB -(19L0), I:903. 4 1940
nmondmont to tho LSO - RGB I:1235, prohibited unjustificd mark-ups and commissions
of sollors ontoring on government contracts. Other instonees: the fixed wholesale
trado margin in carawny socds must boe shared by all wholesalers invelved; Ra, July
27, 1939, Coffec importers are not pormitted to soll coffeco to wholosalers when
buying morchondiso from the lattoer. Gonerally o sale of cqffoc bgck to a preceding
- jtago is illogal; VJIP (1938), Docres No. 266, ps 783, It is forbidden to refer a
eustomor to o distFibutor entitlod. to quote highor prices than the producor; WP
(19&0),.5. 830, A fish importor who is also o retailer is not pormitited to add for
rotnil sales the accustomed or fixed wholeosalo margin. A fish wholesaler who sclls
o} rotoil markets moy mercly add the rotail trade margin for such transactions;lgx

(1941), pe 752, : ] L.
3/ A food pricos act of Octobor 29, 1937 (RGB I1:1142) orders elimination of “umce
ossary" middlomon. ' ' .

L/ pv (1939), p.822s . ‘ _
5/ sco, for ihsfandb, the Now York Timos, April 2, 1942, and.continualtiffarcncos o
tho Gorman pross ond radio during tho last two yoars. o

6/ Montionod by tho Pricc Commissionor as illcgeal fFZ, Ma?ch;19, 19&1).. Froquentls
nboluntnryn soclal oxpunscs worc incurrod moroly with a vnew.t? attracting Qbrkors;
such oxponsos aro not part of "pormitted" costs in LSO and similar rules; scc VJP

. (1940), p. 380,
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relatively higher service cherges, or filling ncw orders ox}ly in part while supply-
, . 2
iag otheg now customers, with a View to cutting discounts,” oro among practices’

ruled illcgal by the Price Cormissioncrs

The list is-neces;arily incomplcte, as more rcfinced tuchnigques of cvasion
3

probably arc undiscovered, Troding sccond-hand productw, in itself legitimate in

the fromcw_'oﬁ‘ of the price control docroe, is o bordcr-line ecasce Tho highly uncon-

trolleble sccond-hand market is growing in importencc. Thoe cnnunl salos volume for

1950 has been ésti_m.ated to be ten times the normal, The prowth of local ncwspaper o
vertisements of sccond-hand goods end the spread in Berlin residuntisl districts of
Itho tccﬂz}iquc of pimning such advertisements on walls witness tie expension of this
markcte  The rcasen is only partly cvasion of pricc certrols In part it is tho na-
tural result of o growing scarcity of products', in part it is duo to the fact that

sccond-hond textile products were not rationcd., But in pert it is cvasion of prico
reguletions Prices were sometimos hizher than for ncw goods, until & decreo cstab-
lished a ceiling at 75 per cent of the new pricc,é/ Priccs for uscd nutomebilos wol
cstimated by officiel agencics. In the ecgriculturo machige trade, the industrial

&/

"Group" fixes prices for used machinery,
L ]

1V, ADJUSTEN TS THROUGH PRICE IIICHEASES

Although doclarod policy is against price incronscs, they aro possiblo W

der tho pricc stop rule, and may have boon allowed, Tho approximntoly 7,000 oxcep”

- e W s ke o Sbun 5P 5 ol e

[

) .
1/ Do Dickerf, Die Proisuberwachung (Barlin 1937), pp. 18-19. )
2/ Price Cormissioner's ndministrative ficld lettor No, 109-27, ilny 29, 1937, in I
T1938), ps 457. Confirmed at the ond of 19L0; VJP, p. 379, !
%/ The introduction of tax certificates, whien 5—1939 scrvod as partial payment s
‘or governmont ordors and were quoted at o dj do somo
minor price rule cvasions possibla, Toount on the stock markof, no

Sce DV (1 . 166 .
.Li/ Fz, Junc I, ‘191, 2 (1929), ¢ ?

2/ Tho Eco’no;tist, 1942, p. 259 -'doerce of Januar
prices arc ¢atoblished ot the lovel of ceiling nrob ducts ™
nus depreciation for rool wear and teer, § Prices of compuradlo now P"°

: The prico must not bo highor than 75 P
eent of corrcoponding nqw mirchandisos Nowspapor ndvertisoments must contain Pri®
Lunding libragics since.1938 have boon dirceted not to soll itoms from stook durint
;hcliéra'ct #ix months of usc, and after that only ot spoeificd pricess DV (1938)5

[ ] . ——

A/ e (1ahnY, n. 69.1___'_

o 5 4
¥y 21, 1542, RGB, I:Li3. ggoondhond
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tions, mentioned for 1940 did not jpclude all changes ocecurring thiough new Rgicc ré-
3 1 . ) =
gulations for specific products, Permitted price incrceses follow from "legitimate

9

cost increcases, particularly higher costs of imported raw materjals and the use of

ubstitutese They are not granted as a matter of coursc, Evidence must be offorsd
h 2/

thit the basis is genuine; that thoy arc required despite economical morgdoment;
v :

that thero is no compensation through reoductions in some cost itoms (Cegs, bottor
utilization of plant caopaeity), ond that continuation of work under prevailing pricc
would endonger the firm's exisfcncc. As o goneral rule, cost incr;ascs nust be
"absorbeds" This wns true oven beforc the price stop, At the beginning of 1936, a
gonoral incrcase in railway rates was introduced with the provision that shifting of

the now BPrden must bo avoided and that covery stage of production must carry.its oj}
3 L

burdon, agoin with an ocmorgency clausc similar to that of the price stop decrec.

T~ In particular, no loss on on individual itom justifies a pricec increasc if

. 5/ .
thd loss is offset by profits on othor items. Whilo originally it was loft to the

producer to decide which product should carry the impact of cost inerease, in a lat

?

poeriod the Prico Commissionor tried to bar price policics through which necessary a:
>

yital products would bear the main part of the burden where a firm was also produci:

rther itemss Tho War Economy Dccrec, apart from the slcment of danger to.the/gxis
7

onco of a firm, introducod the mew clcmont of "importance under war aspccts."™ Scar-
city of o product is in itsclf no valid reason for pricc incroaso. -Payment of wage
.above the legnl level and accwmlotion of rosorvo;for oxpansion aro net wvalid grourn
3

for pricéd incroasos, althoﬁgh tho mojority ofhapplications forncrly addwced thesc
8/

grounds,  In such cascs, during the first stage of price control the accounting of

1/ Rittorshauscn, "Dio Staatliche Proispolitik," WA (1940), p. 421
2/ L, 1iiksch, "Wio arbeitot die Pr01sauf51cht " WK (1937), pe 313
3/ RGB (1936), I:26.

/ Grontod for coal, lipnite, gravel, stones and somo other products (Rorinkel,
Tartoll Rooht," XVi59)e )
5/ DV (1937), pps 1156 and 1252,
TZ, February 6, 1941
7/ TZ, Morch 12, 19110,
B/ Flottmonm, “hrlogspr01se " in WP (1939),

>

P 1061.
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supcrvising agencics followed the trnditionzl accounting pattcrzsof concerns apply-

ing f;;\nclicf. Procedurc was later mad> more uniform along the lines of LSO altcour
1 .
inge .

<

Somc pricé increcascs occurrad automatically. For imported commoditices and

some rroducts with a high import ratio, there were spoeinl regulations, They changs
greatly inﬁ%ho coursc of timo, The csscnce is a provision througﬁ which changes in
the purchasing price of materials could be reflected in chonging sczles priécs, with-

out, howcvcr,faffecting the Reichsmark profit per wnite The proceduro was called

Anhangekaikulution and consisted either in the addition of the price incroaso in the .
L ]

row moterial to the previous price of the final product or in a decrcase of the

mork-up ot the same rate in which thoe cost increascd. The two are, of course, tho

samc, Textile and lcather prices (under control before the general prico stop) wer:
long subjeet to this sliding pricc rulce Thoe mothod was thoroughly disliked by tho
trade beceausc it complicated cstablished accounting techniques, but it sorved a use-

ful purpose in proventing an unchanged profit rate to inflate unduly sales pricosa

V. TREND IN PRICE REGULATING POLICY °

ot

From the outset price control has boen comprohensive in the senso of cove,

ing virtuclly all prices, In the courso of time its practice aimed at ovor stricto -

centrelizations Administration becomo, of necessity, more complicated and the rule

nore and more individualized, WNaturally, control has becn a heavy burden on businc

nen, not morely because it deprived thom of tho possibility of setting prices acoor o

~

ing to thoir morket opinion, but also, more tochnieally, boenuse official price

rulos in gsomc industries finally got beyond the grasp of tho avorage porson. From,

tine to time the unfounded hope wos exprossed that a chango in the law might gront

- 2/
the busincssmen o "larger share of rosponsibility of his own."™ A ono-yoar period

o
. el B S RS W

1/ Engclsing-Glissmann, op.cit., ps II A 7b.

g/ See -the romarks in LV, a magoezine which is the ckponont of business interosts,
- ——— ‘ . . .
1933, pe 9€L,e For an oxamplo of complox pricc schomes soc the rules on prices Tor

oilscods in Mittoilungsblatt, 1941, ppe 312-323,
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] .L/

was dllowed for industry to become fully acquainted with the LSO rules. Dd;ing th

first ycarsof price control, cven government agencics as buyers 'did not take all
_ g 2/
rulcs quite seriously,according to statement of the Price Cormissioncr, Even lat-

t@o L30 rules wcro.apparontly too complicated for efficiency; the system of intcrns

»

subsidios and taxes sct up in tho soap industry was bosed originally ow LSO profit

and loss statement. In fact, toxes were levied simply in proportion to the sales

3/ ‘

volunc of a concern, Textile prico regulations requirced enmormous administrative c

forte Of the first 300 individual price-fixing rules listed in a law comﬁcndium.(r

L/

to April 1938)7 L1 itoms concern textiles, Out of the wholc confusing picturc, s«

generel trends crcrgo,

1, Thorc was o tendency away from the general price stop rule towords i
dividualized price recgulation. This was in agrecment with the basic idea of creat-
ihg o ceiling first ond making adjustmentslater. Adjustmontsconsisted partl& in

chonges of prices gronted individual concerns. Since this was left largely to the

5

discretion of rcgional price fixing ageneics, there is no comprchensive data on the
]
scopo of such moasurcse Partly the chango ceonsisted in the issuc of o ncw deerce

>

constituting prico c¢nlculating rules for establishing pricos at wvariance with the
cciling of Qctober 1936, The nuiber of such rulcs is considerable; prices of mino
items lile rabbit skins or pecled dnd unpcolod willow were regulated by speeial lo
,Bislations Tho rulecs toole in part the form of rogular laws or decrcos (published

. L .
tho Reidhsposctzblatt and Reichsanzeiger), N part tho form of administrative corde

.and ficld lotters published in o special organ of tho Price Commissioncr (iittoil-

unisblatt dos Reichskormissars fiir dic Preisbildung). The form of publication, ho

over, doos not indicato tho renl importance of the mnttor in question.

- ek gk Sl s vl Y

1/ Sollmann, opscit., DV (1939), p. 2L0C. ) . s -
Z/ J. Wagnor, "Loisvungon und Preisc boi offentlichen Auftrage,” VJP (1938),r.736.

Z/ DV (1940), ppe 653 and 1672. , > \
E?’ﬂﬁilonsicfon-Dorinkol,'"Kartollrecht," Pa XV 95-110.  *-
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This shifit toward indiviaual price rules, however, does not mcan that en-
\ r

forcement has been taken osut of the hends of local agencies, Nor does it imply ces

sation of local price differences. ilany central price regulations provide for loca

price differentiaticn. HHark-ups in the retail textile trede varied for communities

1/
with more or less than 10,000 inhabitants. Scrap iron prices vary regionally; if
L Y ° 1

sold into another established region, the price of the region where the product is
o .

actually located is valid for sales into other regions. For purposes of price con

trol, the country 'is divided into some twenty rye districts with varying prices. In

fact, most agricultural fixed products are quoted on a regional basis.

2e¢ There was a trend towardc more specific and defailed price rules. Ac
ditionel quealities and grades were introduced frequently. Textile price regulatio
ere again conspicuous in this respect, Genoeral price rﬁles covering the whole fic]
vere replaced by an extensive list of individual products and classes of products,
A number of timber prices were exempted from the price stop rule and the products-

and grades in gquestion brought together in several iarge lists. The number of

<

grades of eggs and of peeled and unpeeled willows vas increcased in more rcoont pri
> . .
regulationss Scasonal deductions and revisions wero specificde. Sub=-classes of

broader categories of products were established,

%2¢ Om t?p other hand, the whole price control systom contributed to ccec:
5

nomi uniformity, In this respect price control has ceffcets similar to thosc of

[ '
the crocation of cartels, The assortment of output has a tendency to follow classic

.
fications of the priecs scheme.

u

Intermcdinte stages disappear and concontration of
lincs takcs pluce. The scarcity of raw matoriels supperted this trond., Somctimee

Lricc resulation dircetly enforced unification, The multitude of automobilc insur

L/

snee polieics gave way to a compulsory policy with uniform premiums, A general

1/ BB (1977), pe 18774,

2/ TIB (15550, pe 1206,

2/ Cas Vikseh, opecite, W2 (1939), p. 255.

I/ 13 (13%8), Tp. 150, 168; KB (1938), 1,200,
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clectrieity rate schoedule replaced a variety of local syastems. While it does not
¥ ] ]

ks

specify rates, it ostablishes the formal framework for rate making, in which a us;
1

rate is combincd with a base rate, varying with floor space and number-of rooms.

L+ Wherover specific price rogulations became ﬁecessary, there was a ten-
déncy to extend the new rules so as finally to cover every stage of pro?uétiong
Loather price rugulation mado shoe price regulatioﬁ unavoidable, While at first
only plein leathor shoes wore included, iﬁ the further coufse of events prices of
fur-trirmmed shoes and leather hnndicruft products were brought under contrdi.E/;ri-

ginally only selectod agricultural prices wero controlled, but later prices had to

be fixed ot all stages in order to prevent unbalancing of the sgricultural price

3/

structure,

B¢ Although military products were originally subject to the same ceilin
rule as civilian goods, there was e tendenoy to treat them differently. The LSO
was devised only for projects of highly individualized character, Industry com-

Plained that military order blaﬁks contained a clause automatically referring to

LS50 without regard to the type of order, thus unjustiflably extending the scopc of

LSO,

Since 1942 the two sectors of the ecconomy have been governcd by differcnt

price rulcs, The bulk of military orders is subject to the rovised LSO rules, with

a "wniform" price basod on the costs of an efficiont concern or "group" prices

';culod accordiﬁg to the cfficiency of the producers. This differentiation by no

L3

meons implios'a diminishecd prossure on prices for army and navy products. Even the

'original LSO rules wore far from oasy on industry, and they tended to btocomo harder

One of tho main changes they underwent was exclusion of the corporation tax as a po:

During the latter part of 1941, it was the dccldod and .expreossed

e

mitted cost iteﬁ.

e e o o g gy T

1/ The rate lovel is fixod in accordance with the prineiple that applies to cartel
P“lcos- cost of an average oconcern wunder the war veanocay d03fet: and of an Cgll—
cidnt oconcorn during tho profit stop period. ’ ‘
5;1/,}1@ (1937), p. 260.

" Koieew, onacit.. p. 123,
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opinion of the Price Commissioner to concentrate price reductions necessitated by
\ ' 1/ ,
the profit stop decree chiefly on militury goods.

&
-

The reform does not meon a reduction in tho influcnce of the Price Com-

missioner in fhis field. " The reform is his worke. Prices are fixcd by a body of
represenﬁatives of the Armament Ministry and the Price Commissioner, ., It mokes ful!
use of his'brg&nizatioq and acts within the limits set by his 1egislationv

. More recentlj, differcnces iﬂ pricing policy as botween the two sectors
have aggin begun to disappear, inesmuch as in the middle of 19#2 it wes docided

gradually to apply the grcup price system to non-miiitary products,

6. Finally, for a while at least, there was visible a trend awey from
direct price control to profit control as a subsidiary control elemente When the
war cconomy decree was issued, the cmphasis shifted from ceiling to "just;fied“
price; reasonable profits became the stundurdAof pricess Although the objective r

nained priée control rather than profit reduction, the approach to the problem was

N -

shifteds The profit stop in the industrial sector took into aceount invested "ne-

cessary” capitel, the average rate of turnover in the industry, and the d'ficicncy
<

of a concernes In wholcsale and retail trade, pre-war profits of a firm formed th

basis of comparisone. Excess profits above these standard figures - which may var)
between branches as well as between concerns within the same industry = were taxod

away and were in the future to be used for price cuts, It seems that by-tho ond ¢

2/
1941 the pressure on final consymer goods prices was somewhat rclaxcd,  The scar-

4

] ' o® 2
city of products made it inadvisablo to inecreaso idle funds by furthor price redur

tion. In 1942, however, the ;Fice Commissioner emphasized agnin the nccossity of
3/ :

lower prices in every field, However, the scmi-automatic relation betwoen prico

reduct;on ond profit taxation was abondcnod early in 1942, Tho tax burden was ro-

']

1/ Mitteilunpsblatt dor Reichkommissars (19h1), p. 65,
2/ ¥Z, Docombor 25 5, 1941,

3/ T7 (1942), pp., 766 and 7974
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duccd ‘gonsiderably, the scope of the mecasure was limifed to concerﬁs with mo;e‘fhan
30,000 RMes profit, excess profits were defined as those cxceeding profits of the fis-
cal year of 1938 by mo;e then 50 per cent (taking into account eny "extraordinary"
factors affecting the profit situation)s Half of the tax moy be kept by thé taxpayer

*

for stated expansion, or, in some instances, because of extreme hardship.
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B. BASIC PRINCIPLES OF CERLAN PRICE PEGULATING POLICY

-

lI. THE GENERAL PROBLEM

The immedistc aim of price control was stabilization of prices at tho love!
of Octobof'1?36. Tho method differed from the panacea of the fwenties, which aimed
solely ot stabilization of price level by mcons of monctary policy. Rother emphati-
cal expression has been given to the'view that the final aim is to ostablish a "fair
price system, described somewhat vaguely as a system of price rclationships guaran-
teeing o maximum of economic stabilitye The policy did not, in fact, follow that
petterns Price changes which oocurred were determined by morc mechanical eriteria,
such s unavoidable cost increases or the desire to cut profits which sccmed cxees-
sive. {p general, mutual price rclationships wero hot groatly upsot by cvery indi-
vidual price chenge., War production procecds on the basis of o system of price rele
tions which was, by end large, appropriatc to 1936 conditions. .

If, novertheless, the oconomic system functions quite efficicntly, it is
duc, on the éne hand, t the adjustment montioned and, on the othor, to tho dimini;!
ing cconomic importanco of p;icos in genorale To theo extent that the rationing of
supply and the commondooring of production displace the directing of tho flow of
goods, any pricc system bocomes bearablo, howevor abstrusc.

Tho Germon prico administration was not worricd about tho difficulty al-

lcged to confront e plonned cconomy at the vory moment of inuuguration; i.04, the

L]
s

cstoblishmont of en initial price syé%om out of nothings. Ceilings on prians pro-

veiling immediately before the introduction of price control offored a workablc sol

tiono

Truc, mony products ore produced not for market but only on contract, and
consequently prices could not be docreed in esdvanco for a certain period, But this
wng no ingurmountable obstocles The tochniquo of dealing with it has boen treated
in Chipter A (II, Lb),

Finally, tho imposeibility of ndjusting pricos to every to

porary end locol domund shift, or to overy small quality modificatien, turncd out



to be on assct, since it favored a dosired trond towards standardization of produc-

tion,

11, THE ROLE OF STATISTICS

-

Statistics aroc an obvious instrument of all planning and arc, of courso,

A1y used in dirocting German economy, In 1936 the Price Commissioner took over

- Ll

L,

mr xsoaded the Priee Study Unit of the Hinistry of Economics, engaged in price =

coss nurlysise Vhen o price change scems necessary,. the agency makes a field in-
: \ _
vestigrtion of the cost structure of tho industry in question, examining accounting

dote of cach concern in the most minute detail, Hence t?g offects of mny cost chang
1
apon the price of tho finel products may be dotermined, - It is claimed that the

avnilable information also facilitctos irmodiate appraisal of more distant reper-
cussions of price change,.c.g., how'an increase in mincrst wages would affect cost
of production of paper. Such cost studics, however, secm not Yo be as highly re-
fined as mipht be asswmed from oitatipns, The rcal relation between cost and output
hos hardly boon studied ih Gurmany:g The problem, on thc other hand, loses some of
,its signific;ncc in timcs of full utilization of all rosources. MNore sophistiented
statistical techniques, such as the use of cocfficients of price olasticity of de-

3/

» mond, have apperontly bsen rostricted to oxecptioneal instandes if applicd at all.

111, SOCIAL COSTS

It hos ofton beon stated that a planned econonmy offers an opportunity to

goro for "social costse" Tho Germon system cortainly does not make full use of
I . .
this opﬁortunity. Neither tho prico stop deerec nor any special price regulation

“eontains a singlo iteom classifiablo under this headings Cortain cost items repre-
i

1/ lilksch, opecits., ¥k (1939), pe 250, ' _ e )

2/ sco thc statomont of onc roprosentative of the semi-official Relchs-Ku?ntorlum

TUr wirtschaftlichkeit; Ae lioior, in WP (19%9), ps 67. . o

3/ In a studv of thu Institut flr Konjunkturforschung, C. Boohm, Dio Elnstlzltgi

Ter doubschen Gutroidermbauflachen (Berlin 1936), OXpresses (pe 9) the h?po ?hat an

invostigation Into tho rulotion bobween grain prices an? §cpa under cglt1va§10n

wopld Le omployud by the prico=fixing guthoritios. _A‘31m11ar ?eyark is madq.by

wagcmaﬁn in tho introduction (pe 3)s Tho 16 olastlo?ty coofflclynt ?orlrye? th?

main Gormun orop, should not, howevor, lond to cxcessive oxpectations’of o rise in
— ol hivatad arven dun ta en inoreaso In the prico of rvo.
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sentiﬁg what is régarded as secgial wede are somctimes suppressed, Cotton spinners

F] .
were not permitted to include more than/yha "meaevoidably necessary" special sales
1

¢pensos, and even these were limited, The numerous references in pride regulations

. L 4
42 “cconomical management" and "reasonable costs" are designed to set limits to pre-

notion w

1 wastes But social costs in the proper sense of tho word,a}e hardly covered

LR Arp Y
NP4 ¥ ) f' =
. %

13
crman price legislation excopt by the doorce concerning compulsory cartcels.
Co»wmpotitive waste plays some part in decisions of the Price Commissicner, Cartels

ar: friquently enforczd by government action. They are supposad to introduce a
Sorictordnun by cstablishing rules of tusiness conduct, Frequently they aro per-

mitted o increase prices above the current level and are, at the samc time, re-
queshed to try to act us agents of industrial retionalization., It is argucd that
M"chaotic" competition constitutes a strong instance of social waste, miadirccts na-
€ional resourccs and prevents the ccon;mic system from reaching a stable equilibriu
A price inercase that helps cstablish soﬁe measurc of profit for the bulk of indPs-
try is rcgardéd as not ﬁﬁo_h@avy.u reward for tho climination of such waste. If it
is not a compensation for social costs really incurred, it is at least a pricc péfd
to prevent some gocianl costs from arising.

The compulsory cartcl law is a ercetion of the Woimar Republiocs. It
authorized the Hinister of Economics to.combine industries by compulsion and to ro-
ctrict investment in such industrics, It has boen applied in About 100_instancos.

inly in the period before full cmployments In the course of time,tho price aspoce

lost somc,of its importancs, and the law became meinly an instrument of capital

policye

1V, ELIVIHATION OF BIFOR MARKET IMPERFECTIONS

‘ ‘ ' .
The technique of obscuring truo prices, particularly those to the final
- - * - ] .

eoncumsr, Ahrough inadoquate - doseription of goods is widespread, In the opinion'Of

aivefntos of plwmed pricing, one of its minor advantagus.is tho ¢limination of sul
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racticess Certain plainly unfair trade practices, such s&s delibérate mis-c totement:
a

hich:pcrsist in many othcrwise highly competitive markets due to tradition and in-
rtia, may bé suppressod,
| lLasuroF had been taken against these methods long beforc the Price Commis- .
“dner began his worke They censisted mainly in gnforcing the posting of elearly
isiblc and wmambigusus pricc lists in bLal%ery, butrcher and some other fo;d shops and
arber and beauty shopses They huve been extonded to cover & growing number of food
roducts, The tondéncy was towards stricter ond more comprchcncivé rules, frequently
.méndcd when new forms of cvasions wore discovercd, Braanded goods have comc under
‘trictor rogulation to climinate the provailing practiee of evasive refercnces to
:cight ond sizc, On somec products the dato of production must be stateds Some proe-
lucts arc sold at odd weights, and in addition to actual woight and sales price the
"irice per pound must appcer on the label, A ruling of tho hotcl "Group Loader" cs-
gablished o dotailed list of breekfast items which guosts might oxpect when the quoto
rico was as is usual in Germany for "“room and bruakfasgif- A pricc tag provision
{; part of tho furniturc price rogulation of Jumo 1940, No decree on E;}cc tags
qnd'lis;s for tho whole rctail trade was issucd beforo %ho ond of 19&0;2 Obviously
this whole demain can be and has been attackod in an uncontrolled as woll as ir a
sontrollcd price systom; ;tringont price fixing simply mokes it moro urgent sinece iv
»losos casy ways of ovasione.

As in other rospocts, cartols wero of help here. Rational cartel techniqe
)
i

ulmply presupposos uniformity of price quot"tldb. Machincry was thus at hand, lorc

ovor, onc group of cartols (Konditicnonk rartcllo) was dcvotcd exclusively to the ob-

joctivo of stomdardizing suel: conditions of transactions as trode discounts, packng-

ing, tecrms of paymont, otc., and litted porfectly into the pattern 6}§a govcrnmcnt

policy which aimed nt getting rid of markot imporfectionss Occasianally the Price
' AY

1/ M’ NO. 138 (1937) 11’1 lﬂil’\,um' pQCit.' p. III’ 21.
2/ RGB (194,0), 1:903, -

The rulo poes into pgreut debail in differcntiating
Tishod in ROB (1940), 1:1555.

Sap N i )
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botwoon branchese 1t is 5w
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Jormissioner specded this process up; he forced the producers of stocl cabinctsf who,
4

?ormerly‘sold at varying and cxcessivo discounts, to- reduce list priccs by about

1/

;= per cent and to adjust trade discounts "to a justified arount."™ The 1938 uni-
2/
Jlcation of automobile insurance served o similar purposcs

Under this heading come, furthermore, a number of meacsures aimed at inm- .

(4

Jroving accounting, Thc tendency to roplace old=fashioned traditional accownting

nractices with up-to-date forms is rmuch oldor ilmm price control. Sinco the ond of
the last war trade associstions and cartels hod made ocnsiderable effort to invtro-
:ucé uniforrdty into mmbers! éccounting procodurcF certain eartel practices, such

L

as profit ;rcoling cna the establishing of wnifHrn priccs for members requirced and

resuppossd comparcdlo ascowiting, A sraleoiTicicl agency octablished by industry

s

and suprorted by governmont (the Ruichs Kuratoriwa Ll Virtschaftlichkeit) devoted

conéido}ablévonergy to Studying this question, and in 1927 the highly carjglizod pe-’
, b,
vur industry boeome the first te introduce a uniform system of accountss The os=
tablisimsnt of some rmaasurc of industri- sclf-administration through the "groups“-;
compulsory trade nssocintizn = gove ths issuu a new inpctuz. ‘thile in general
1

"Group" suthority was k.pt within narrow bounds = chiofly a harmless sort of cartel

.

cupcrvizica end geniral "oduecationzl" and "reprosentative” functions - and while
They were strietly prohibitcd from interfering with the "mnrket seetor™ of the cecn
neriy, they were dirceted by law to rovelutionize industrial accounting,

Pricc control itsclf contributed relativoly little to tho improvoment of

. . ' . "y d
accounting, cxecpt in tnc ficld of go%urnment contracts through the very thprough

L30 rulcse A number of individunl pricc rcgulations provide cost calculotionse

They hordly intorferc,.howovqr, with thy vstablishud accounting systoms of tho indi-
viducl preducer.

i/gy_ (1523Y, pe 1166,

2/ TTE (1438), ppe 150 ond 148, _ :
EyfThu\:Jform'was furtheicd considorably by tho activitics of the Department of
rusincgs Adnddnistration of Cologne Univorsity, dirocted by Prof. Schmalenbach, the

londing curhority in the cempaign for botter industrial accounting, 3oc his [cv
Zorroralooy (Leipzig 1952), | -



The outgrowth of the work of the "Groups",' however, is a reéulation cona -
cerning a "Uniform System of Accounting" published in 1937, It gstablishes cer-
ﬂ 3

tain general rules: double entry or its equivalent, precision, "organjc" coordina-

2 T ¥ -

tion of all parts of bookkeeping to supply data for statistics, cost accounting and
planning, = detgiled breakdown of costs, systematization and completeness of re-
cords, Horeover, it contains a master éhart'classifiéd along the lines of the
Dewey-decimal systems It directs the "Groups" to adjust the chart to ;ﬁe peculieri.
ties ‘of the réspecti#e industries, In most industries the "Group“-acted quickly,
and in 1938-39 a large number of charts were prepared, approved by the Ministry of
Economics, obligatorily introduced by the "Groups" and supplemented by directives
for bookkeeping which, in some instances, fill a whole volume,
The importence of the Uniform System for price control should not be

overestimateds It is useful in that it removes inequalities of accounting and

- creates an appropriate basis of comparison within en industry, But it does that
mérely in a formel way. It cbntains no valuation ruies. It is a purely classifi-
catory device and in that respect differs greatly from the ng' It waé supplemente

early in 1939 by the "General Prlnc1ples of Cost Accounting®™ which established

. minimum requirements of cost accounting. The war prevented their early introduc-

tion into industry by the "Groups,"

V. EXTENSION OF PRODUCTION BEYOND THE COMPETITIVE LEVEL

The ideal distribution of resources is attained where products are sold
y &

at prices proportionate to their marginal cost of production. Marginal costs can
be defined in two ways. Boolkkeeping costs may-be divided 'into twe groups, accord-
ing to whether they vary with output or not. Or a total cost curve may be compute

on the basis of the number of observations of total costs at vario&§ degrees of

L]
L]

Lb b T T T T L

1/ Mlnlsterlalblatt fur Wirtschaf{ (NOVLmbBr 1937). 5\
/ The moster chart 1s published in Ministerimlblatt (November 1937). Thera is -

survey of charts introduced up to the middle of 1939 in Bédriebswirtscharft {1‘-
PP 189192, The matter is discussed in Linhard, "Verbesscrung und Vereinh:.
11chung dos betricblichen Rechnungswesons™ in Courads Jahrbllcher (1939)},pp. 2,0-,g
/ Ministerialblatt fur Wirtschaft (January 1959).
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capacity;utilization. Marginal costs are then expressed as the increment of totsl
sosts arising associated withra small increase of production, .

The second method is obviously more correct. But in only one instance
does at.attempt seem to have been made to establish such a relationskip between cost
xnd output for German concerns.E/,In the cément industry marginal éosts have beoen

fcund to be a straight line throughout the full range of operations, a fact in ac-
cord with observations in some Amsrican industries end one which helps-explain the
notorious ;nstability of the German cement industry. No specific problem cf dccreas
ing marginal costs arises,

There remains the question as to whether the German practice of price fix-
ing aclmowledges the marginal cost principle iﬁ cost calculztions or, more specific-
a11¥5 as to whether the pertinent LSO rules or similar provisions contgin elements
whicﬁ lend themselves to such an interpretation, This is not the caso, The LSO re-
gulation excludes certain itoﬁs, but the distinction betwecn admissible and inadmis-
sable costs is very different from that between marginal ond prico costse First ofL
ell, purely financial costs age distinguished from costs of production. Financial
costs are excluded to some extcnt, but this is cqually truec of marginal and primo
costsy it refers, es.g., to interest on capital borrowed to finance additional out-
put. Inadmissible wansteful expenditurcs may likewise be either marginal or overher
costse Rational overhead costs are quitc definitely a permitted cost element., To-
prociation allowances are limited.,” The rule that thcy shall cover real wear and

a®v

tear (verbrauchsbedingte VWertminderung der werkscigencn Einrichtungen) suggosts §hn

they should vary with output, But the fact that they arc at the seme time made de-

prndent on tho rxpected life of the assots (orfahrungsgemasse Lebensdaucr der
4 -
tnlagen) ds proof enmough that the full valuo of plent and cquipment may bo recovori

ovor the pefiod in which they are able to work., Obsolcsconce allowances aro inade-

{.
misciblee -
fl ' (S

o
kel L L P PP T Y 2

1/ Evrke, Dis Ubercrgengung in der Deutschen Zemontindustrio (Jena 1933). pe 3074
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That thoro was no intention to lot the morginel costs rile replace’ the

3 3

’aveﬁage cost principle follows, thirdly, from the critoris established for chengos
in coiling pricess Price reductions are enforcod;when profits appoar wusually high
‘nd prico Increases arc perﬁitted whon roccipts do not covor 1égitimate costse Total
r.tits aro the\d?fference botween total roceipts ond total costs, The marginal
205t concept does not entor, Morsover, it was not the'ainm of German economic policy
-to “nercase national income, as in the case in the model e conomy planﬁcrs. The aim
Auc roarmament, and the economy was of secondary interest,

It is true thot many plant operantions are cearried out to the very limit of

e

crpacity, but for very different reasons; physicel copacity rather than finaneial
considerations is the rcal limiting factor, Beginniﬁg by 1937, many annual corporo=-
tion reports have compleined that output exceeded the optimum, Each such complaint

requires carcful interpretation. Ofton it meons no more than that profits did not
increase dospite incroased production, because of tax increases, higher social se=-

>

curity contributions snd similer factors. Somctimes on increase in depreciation in
1/
‘»excoss of normal requircments is responsible, Somectimes decreasing profits are due

to higher costs of raw materials for which price rises were gru;ﬁed. Sometimes it
‘ . _ 5
is o higher payroll duo to inerecased overtime which is blomed;™ in itself this docs

not point to docreasing physical rceturns. Somctimes, however, it is stated definite.

L | 3/
ly that production has gono boyond the technical optimum, indicating that the stage

hes boon reachcd whore total reeeipts might still be in excess of total costs while

]
narginol receipts were no longer covered by mgrginal costs.
>

RBecouse of high capacity utilization, profits stayed at an unusually high

. L/

“levele  Despito complaints about rising marginal costs, as far as con be concluded

. ) O S S - ’\

1/ Soe, Osgs, the annual roport of tho Kloccknor Corp., in WA (1938), De 505.
7/ Horpener Borkwerksgesollschaft, in WA (1938), Pe 162,

%/ Guto Hoffmungshuetto, in WA (1958), Pe 3284 ’
'H/ "grecording to tho avallabla statement for 1940, the proflt situation did not

ctoriorato but improved further" - FZ, Fobruary 16 1941,

3
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from.fragmentar§\evidencd'inwagnugi'statdmﬂﬁts of

total profits romcined rother steady ot least until

-iumbor)Pf lﬁrgoAbbrﬁoration,
-1 .
941, Tho main reason oems

Ly
)

. 2/
to hovo been the ‘more favorable distribution of overhead costs over total output.

Sinee repairsend expansion oro treated largely as current expendituro, tho post-

;cnraewt of such cxpenditures duo to war necessitios may have hnd,somo part in keop-
L -'_ 2/ . ]
ing dovm tbitcl costs,

Bit pu bllohci profit and loss statemonts reckon depreciation far in excess

£ thc-tcchnically nceessary cmount which the LSO ond the Price Commisioncer would

. *

scnetions Thus statemonts presonted to the Price Commissioner would probably show:
: . =,
Z» ovor bettcr profit picture, - Lack of opportunity to maintain repairs and expan=

sion at the old level did not, of coursc, hinder the accurulation of depreciation
allowpnecese In order to absorb these funds there was crcated o special typo of
government bond ("Iron Savings" for business) cerrying special tox privileges aftor

the wore

LY

-~ The profit situstion veries from industry to industry., Somc sections of

f

heavy industry werc in = less favorable position than manufacturing in genoral, Tho;

1
prico stop of 1936 had been proceded by o considerebly increase in uncontrolled

, i
‘prices, while administcrod prices had risen only slightly. Consequently, stool 1
and coal Prices hed bocn stabilized by tho ceiling rules on o relatively low lovels

In 1941 salos of stool ingots and semi-finished stecl would in some instoncos not

have coverod their total costss Since the German stocl industry is strongly inte-

[}

1/'500, GeBey NZZ, July 1, 1942, ' /
35/ Soo remarks in tho Frnnkfurter ﬁbltung (controlled by I.G.Forbon) on the 1940
Torben stotomonte "It may be asswmod that o new and considoreble sales oxpansien -
agein affected costs favorably, so that not ovon war price policy - of tho corpora-
tion and the adminigtrotion - fully provented o dosirnble improvement, although it
have narrowod its margin materially." (August 1, 1941),

B/yFrom‘thc »QhO annual statement of the Stahlvoreing "Extremo utilization of all
‘eopoeity duo to wartime nocossitios caused o matorial incercaso in ropair and renew-
0l rcquircmonts which, in conscquonco of tho strained production wsituation, gould b
satisfiod only to'o small dogrec, . Tho major part had to bo postponed for tho time
boing dochito its urgoncy." Nouo Zurichor Zeitung, March 11, 1941, The Frankfurtor
Zoitgme (June 16, 1941) contains o 1ist of concorns which in their 1940 statomonts
rgfbr to nogloct of repair work becauso of ‘those foctors, It appears from national

income ostimatos for 1941 that the smounte in question woro of an ordor of magni-
tuds of'5 to 10 billion Reichsmark,

L/ (eco mext prgo) .
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grated vertically, concerns fopné compensation for such losscs in tac more érofite
; : . k

ble prices of products of rqliipg mills cnd of their owm steel-consﬁming cubsidiaric

‘ - _ 1
us situction strongly revived the tocndeney townrd renewed vertical concentrations
» . '

The Prico Commissionor acknowlcdged that the situation of coal and steel preducers
;s unsatisfactory, but in 1941 and 1942 he repeatedly barred pricoe adjustment, cit-

¥ . . 2/ :
ing the strategic importence of the products, ™

VI, IMITATION OF THE COLPETITIVE PROCESS

) Ls General Policy

- e s s s . oy : et s
In scicntific planning discussion it is often argucd that cormpetition is,

in renlity, not in accord with textbook pattcrns, and that publie control could re-
iuce, observed discroponcics, thus achicving a state of affeirs quite similar to that
»f perfect cormpetition. German ?ricc control offers some deta on this question,

[deological talk aobout Leistungswobtbeworb moy be completely disregarded, But the

3 [} ' - - - . -
oolicy offcrs conspicuous examplos of ctivmpts to imitate fres competition conscious -
1y, and %o nchievo its goels better than could competition without interference. The

-
“ope of somo monopoloid institutions has been reduced. )Cartcl prices are controllc:

flumcrous trado/parks hove been abolisheds Some cannod goods arce packed under o uni-
3
yorsal label,  Compulsory rogistration of all new pricc agrecments and changes in
L

;xisting agrecoments was deecrced as carly as 193&,"and, since 1937, thc Price Com=

:issionor has bocn cmpowcred to c¢ancel prico maintcenance agreenents covoring a nun-
i.er of brended goods, — Tho merc announcoment of the docree gave rise to cuts in
b ] ’ '
®

2
L T L] - S N e

W (from proceding page) Deprociation scoms to havo boon enormous in 1938, Soe the
foumarks in WA (1938), pe 308. "It sooms certain that for quite a time there has boun
‘het only in the caso of tho Kloocknor Corps, but in industry in general, a tendency
t¢ omphasizo strongly tho rosorve aspeet in doprociation policy."” With reforonzo to
pricos in tho automobilo industry, sco VA (1938), p. 211: ™It must bénstrossod that
tho wholo rocovory proccss and in cddition the wholo doprociation policy ha; bceon
' built on tho domostic sutomobile prico policys" o L
1/ Fz, July 6, 191, .
%4 Soo, howovor, thoe footnoto on pago L5 _ . )
!/ DV (1940), ps 257 . - Rk \ .
. ﬁﬁh((?93a; §,12h8: Roformulatod in deerco of Novombor 235 1940, RGB (1350)
11573
Lz BGR (1937) T.:113%9, _



Lo
prices fixed bygfuch agrecnents (Cege, for products of the chemicenl, clcetrizal, pr-
pcr,.hetal, tcx;;io and food ikdustries) amounting to o total of about T 1OQ#mild
lion per annum,.
| Imitation of the competitive mochunism should not bo understood too liter
2llye A combination of control of monopoly prices, rcmoval of market rigidities,
and general non-interfercnee would have been the appropriate instrument thercfor,
Obviously, erman pricc control goos much forther. Prico incrcases such as under
compctition ﬁsua}ly follow o risc in business activity woro not pormitted, Lcgal
risecs werc restricted to instonces of "justified"™ cost incrcasos, small in sizc,
<ince successful pricc control is in itsolf a factor limiting cost incroascs, and ™
since gquite a number of cost increascs wore classified as imporrissiblo, Ugjpr no
circumstonces was rising scarcity rogarded aos a rcason for prico incroasoss Tho
norrel funecticn of prices - to limit domand to the avoilable supply = was disrogerd
as soon as the ceiling, or its substitutc, was rcochod. The alternative was ratio
ings The "speculative" element in priec formation was suppfessed. Cormodity ex=
chonges disappeored, "expectations" have no place in the system as for as prices
are concerned, excopt in th? improbable cevent of an anticipated oversupply. The
role of ¢xpectation was reduced to dotermining output program and volume at given

pricese Only within these limits con there arise the quostion of how thu fair play

of competition wos imitoted in the prectice of Gorman prico control,

b) Voluntary Price Reductions

& price ceiling means corteel of pricos in onc dircction only. Pricoe rc-
N L ]

ducticns are still possiblc cnd much desired, Thero was never much illusion ifl th

supervising ageney s to the rolc of priece rcduction enforced by play/pf compotitis
5
forces in an/gconomy noaring the point 05 maximum plant utilizations — There wero
i |
sumcalled "volunbaory” prico rcductions, But from the outsido onb cannot judge to

.
€

- ey e Y

1/ i411lsnsicfen=borinknl, op.cit., %Vi85,
e el SRS

¢/ Sro remeriss of tha Duputy Frice Cemmissioner in VJP (1939), p. 306 The now
Triso Commitsioner ozpressed similar views in 19h2,” o
3/ v7, Fobruary 1€, 1941,

T/ Tor alusdnun, soo VJP_(1937), pe L10; for bulbs, scc p, 53L: for metals, sco



what extent the Price Commissioner may have had a hand in the matter. On the vhele,
the fine differentiation emong "voluntary,""suggested" and "decreed" price cuéé ap-~ -
pearsyrather unrealistic., It seems that the 193% reducticn of fire iﬁéurance:ére-
miums was t?; resulto f real competition without interference by the price regulat-
ing agencyes But such cases are exceptional, For a while, a strong obstacle to
priée reduction existed in the prevailing uncertainty as to whether the revised pri
wgs a new ceiling ér whether prices might be increased to the-level of October 1936
»
in the event of some new change in the market situation, The final degision favorec
tnconditional upward revision. This was reversed af'ter the outbreak ;f war; there-
after prices once reduced wore regarded as constituting new ceilings, and reversals
{ﬁeré permitted only in cases of further downward changas.g/

The incontive to increaséd production effort attributed to rising prices
cannot funqtion in this setup. The usual aﬁswer gifen in German literature is that
profits rather than prices are the determining factor. They originate in decresasing
costs with better‘'social e;ﬁpcts then in price increases, The freezing of market

conditions, it is claimed, permits businessmen to concentrate fully on the produc-

Jtion aspect and to contribute more then before to the efficiency of the economy.

¢) Enforcod Price Cuts ' ' >

Most prico reductions admittodly originated in the office of the Price Co.
ﬁissioner. It was declared policy to reduce pricés wherever possible, and the war

economy decree put in legal terms a tendency which, from the outset, was dominant i

the Price Commissioner. Although the list of price reductions is gquite improssive,

‘ : 4
it should bo kopt in mind that the price indsy nevertheless slowly rosc. Frico in-
croases remained either more numerous or weighed more heavily than reductions. Both
pre-war practice snd wartime interprctation of the new logislation uscd excessive

profits as criterion of price reductions. Profits were generally ragarded as the

3

S e D ) VL O . »

1/ Soe roviews of the annual statements of tho GerlingInsurance Cos,in WA (1
BC1,the Rheinische Feuer Versicherungsanstalt,ibid,,pe252,and the Colonig Ins
COl"p-, ibiq-‘., Pe 255. )

2/ w7, Fobruary 16, 1941, . , _ .
?D/if:,ﬂonte, “Fuhr&ngswirtschuft wnd Porsonliohkeit," in VJP (1939}, p. 378

A survey of the first yoar is found in the ¥oechenberichie of the Institute for
. 1o basoarch, fovember %, 1937, p. 251, ; '
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freserve! out\oflwﬁich further price cuts could be financed, The decision as tc how
to distribute reductions in total savings.among a variecty of items sold by onc con-
ce}n = all=round pfice cuts versus substantial cuts in prices of sclccécd cormodi-
ties = was originally left to the concern, Later the Pricc Conmis:}onor gave prefir
nce to necessities and, still later whcn the scarcity of consumer goods assumed -

-
greater dimensicns, military goods had first call on price reductions. To be surc,
real price reductions were not equivalent to those which perfect compotition theorc-
tically would effect. They ware sporadic, arbitrary, probably somutimes clumsy in
size and timing. But advocates of non-interferonce under conditions of completo mav
et flexibility would have little ground for objections to the generel tendency on

this one point,.

I A full appraisal of this aspoct of German prico policy, as of all others,
faces the difficulty that the facts obscrved do not cover a full business cyclce Ir
a period of deereesing prices, tho Pricc Commissionor probably would not have fol~-
lowed the liberal pattern. The Nazis would arguc that busincss reccssion could bo
avoided by other control devices at their disposal, and that thus the problem woula

. .

not arisc, Their poliey in the first ycars after 1933 dcmonstrates faith in infla-

tion as a form of combating deprossion,

@) Transfor of Cfavings

[

It is the sociel function of free competition continuously to underminc
the perpetuation of differentiul §ont§. The Price Commissionor actod/gccordinglyb
£ 1 o
when, in 1937, he reduced aluminum, pulp and ccllulosc fibro prices, lero tochni-

enl rrogress had produced now savingse. He carried mattors onc step furthor by at=

o

%5 to havedthe saving transferrcd through oll stoges to the finanl consumors Whe
/ woz cellulose fibre cuf wans moderate - from RM 1,60 to RN 1,45 (August 1937). 1t
o 1. be compared with the reduction from KM 3.50 to RM 2,70 in Aupust, 1935 and to
,L0 i 1936, beforo the offico of tho Prico Commissioncr was cronted, That t1
tlon in this industry was cxcoptional is indicated by the 1936 profit and los3s
oo nf of the oplnnfuucr AeGs, which showed a profit of 1,3 million on 10,5 mile=
11tn 21 shart capltal, aftor deprocintion of L million R end ono million R for
reoninl recorves  Spinnfaser woas then thoe only producor apart from I.Ge. Farbon
.i_}.m_m..t 29, 17570

o ot
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aluminuTyyricos werc reduced, the price of radio tubes was cut by an equivolent

‘

amounty and it wes stressed that the pfocedure was in the naturo of‘gcneral policy.
vas
Part of this/bropaganda, since even considerable price reductions in primary stages’

2f production usually amount to little in the value of the - final product, In indus-
trics where spceinl price caleulating rules based on rcol purchase priccs of raw ma-

tegidl hod been intfoducéd, price reductions were transferred automatically. In ord
to givc the transfer greater impctus; tho cmount involved was in mony instances con-
sntrated on a few pro&ucts; savings gained by reductions in radio dealers! margins
Woro supposed to effect rcductions only in the cheap radio lines and surplus trewery

)

profits were to prevent an otherwise wnavoidable price inerccse in rye flour, cte,

e¢) Reduction of Cartel Prices

The'attitude of the Price Conmiss;onor towafds cartel prieing - again in o
‘poriad of rising business cctivity - doos not diffqr materially from traditional 1li=-
boral viowse Cartels have becn incorporated into the new system; Opposition to the
from the radical wing of the Party was quickly ropressed. Functional division of 1t
bor botwoen "Groups" and cartels within on industry was worked out; to the cartels
was resorved exclusively tho prico and markect side of eéqnomic activities._ Among,
other things, "Groups" wero charged with "controlling" cartels, a sort of thinly di:
guised enrtel sclf-control. The pricc stop decreec took tho pewer to establish pric
out of tho hands.of the cartels and put, their cxpericnce and price-fixing machinery

at the disposal of tho Price Commissionors

)

! » Cortel price policy has never been wndform and docs not adhero strictly

’

the uupposed syétem of keeping pricos at the lcvel of tho cost of the least officiw
ﬁwv“*r. Over periods of timo considerations of prico stability entored strongly wi

tr- desire not to disturb public opinion played o part. A ccmpromiéu)had to be feu

’ - s M A _'_
bel+sen the intorests of tho more efficicnt conoernS,.who could carry on vwithout ca

tol protoction, and the others who reliod on thoir potential nuiSﬂ;PO valuo as out-
S - - 2 v

siddrs, On tho whole, cartcl pricing policy was notb ovor-subtles.  Priccs were na-

1/ wWp (1 . 110 '
#, XE ( ??Z.)\LE reerrhonali €l (Rorlin 1927), p. 1Lk




turally higher than under frec competition at the same level of teehnical officiune
' L. '
cys Cértels claim some superiority in this last rospect which would offsot thuir

practicés of roising priceses There are instancos of cartel priceos deotermined by
ths cost of the highest cost member, In somoe branches cf china foods, the ﬁcthod i
known to have been iﬁ us¢ for a long poriodJl/.Avcruging of costs pfovailod in oth.
cascs, vith due consideration for less officient mombers, Subsiaics.wcro sometime
paid to margihal cartel members, moré frequontly in tho form of a purchaso of thoiz
"quota” thon by profit sharing., Rofercnce wos made above to "cost computing cartcl
which uscd to fix standard prices on the basis of a cost averaging proccss and per-
mitted lower cost-mombers to deviate from that stondard after submitting proof of
CO5tS,

¥ihatever the price setting rules of cartels wore, the pricc stop dcereec
firet froze all oxisting uniform prices at tho reforence dato level, Later tho
Pricc Cormissioner reduced certain cartel prices, including Soveral (but not all)
coal prlﬂes,h/Lnd after thoe war economy docrcc thu principles éf cartcl prlue detér
minztion were fundamentally altercd, Cortcl priccs arc now supposcd to bo basod or

v

the costs of o concern of "average officicney"” (mitteclputer Betricb), a notion

+y closc to Mershall's "representative firme"™ It is an arithmetic abstraction,
4

the cverage cost of working conccrns, oxcluding thosc declarcd to be sub-marginnl.
The fote of concorns with highor costs depcends on the conerctec situations For a
wrilc, they moy continue on rcserves or by postponing repuirse. "Tho moasuros to b

taken azeinst an wnoconomicel concorn - closing down, merger, subsidy - will bo de-
o ‘ r
cided on in the individual case by the authoritics," the Deputy Prico CommiSsiqur

&

points cute  The mechanism is not quite the same as competitive price formation, .

cren if onc oveylooks all diffcerences arising from tho chango of costs at various
I :
l/ e Trocno 1, Kartclle in der dout"chon Geschirr= und Luxusporzolfanindustric
TJina 1926), ppe 70 ond 131,
2/ The stecl industry is an oxamplc, 80 A Flotzbach Dor Roheisonverband
TL‘;::”lwrf 1926), pe 273
v/ o ;. pe 12, obovoe
o/ 1 (1977), pe 2L24
T/ l,,dmwuu "ricgepreiso," in VJP (1933), pe. 1060,

ral A DA 2T}
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levols of plant utilization, The cost average of thc better class of concern is nct
nocossarlly identicel with the marginal costs of o competitive system in 1ndp;try.
Yorcover, for the sake of uniformity of certel prices, which makcs price control |
ocsy and handy, savings arisiﬁg in one concorn erc distrituted évor %hc wholec indus-
try instead of being used for o substantial price cut on the goods of the concorﬁ

in which they originqte. But by and largo the motter brings cartel pricos morc in
agrecrent with the competitivo ideal than the former practicc, |

Tho profit stop decrce went ono step further, Costs of an officicnt con-

cern {guter Botricb) were substituted for costs of an averago concern., The price

includes an "cfficicncy premium" for low=cost producers, This safety margin pro-
vents medium=cost producers from being cutomatically driven out of busincss because
of losscs, Under certoin conditions, tho principle of pricc uniformity = the cor-
norstono of caréol price policy - has bcon abandoned in favor of "group" pricoes,
Less officient concorns uro pormitth to chgrgo a highcr price at tho fisk of becing

noglocted so?p degroe whon it comes to orders and the allocation of labor and
1
row matorialse

On four occasions, at lecast, tho Price Commidsionor tried to forco cartel

pricos/ﬁown. The action in 1937 was alroady mentioneds.  In 1940 o decrcc was intre
2 |
duced” to meko futurc pricc agrecments and changes of oxisting egreements dependent

on tho consent of tho Prico Commissioncre It covers both agrecoments of the cartcl
typo and rosale prico-mnintonance contracts. Within the framework of the profit

gtop dogroc of 19431, cartels wero again subjocted to spocidl troatment. In crder

»

to presorve prico uniformity, they worec oxemptod from goncral profit stop rogula=-
.tions, which called for individual prico adjustments of oach concern on tho basis
Instond, oartcls wero askod to submit to the Price Commissioncr pro-

of profits,.

- . S ) o

1/ Nzz, August 12, 19&2.' Actually vory fow cartcls mado usc of this pOSulblllty

ThtIT tho ond of 1942
2/ ;GB (1940), 131575: Soo also VJP (19l1), pe. 286, and W. Schutz, Mourceelung

JoF Proisbindungen," in DV (1941); PPe 656-660. Tho doorce gonsolidatos the cxist-
ing logisloation which goos back to 195& and 1935 ! '
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posalf for industry-wide pricclreductions. A now attack was opencd on cartcls by o
gecrcé of July 1942, which threatencd with tho expiration of thcir controcts éLcﬁ
certels as.failednto reduce prices by the end of the ycar, Isoloted prico reduc-
tions aro known to have come about as a result of cach of those four acticons, But
the large scale effect which was sought seems not to havo been rgalizod;l/'énd the
potential v#}ue of the decrees seems greater than the real, Price changed less tha

the scquence of dcercos would suggoste This is truc net cnly of cartcl prices, but

of others as well,
It is remorkable how mony single componcnts of tho official whelosalc

prico index (if the cgricultural sector is excludod) romained virtually stablo,

wirtschoft wnd Statistik carries a monthly list of wholesalec price quotations. Bo-

tween Hovembor 1936 (institution of the price stop) and February 1941 (the latest
aveilable data) its compesition underwent somo changes attributable partly to tho

disappcaranco of a number of items from the markot, partly to tho inclusion of sub=-

o

stitutcs, partly to an alteration in quotations (chenge of qualitics; shift in base
ing points, etc.)s The 1list of non-angricultural products cs of November 1936 con-
teins 111 items, the later 1list cighty=five, of which ninotecn are now or clterod;
of the sixty-six items which are directly comparable, twenty-nine werc unchanged
over the whele period under obscrvation, among thom somo.stool, comcnt and coal
prices, all quite vitale Every stecl product prico was stable, A list of prices

of somc fifty products at the beginning of 1941 corresponds itom by itenm to that

+
------ s i FY G5 - -

1/ The main victim of the action of‘i9h2 seoms to havo becn the cloctricol,induséry
which supposedly sacrificcd "scveral hundred million" RM through prico rcducticens,

2/ Publishod monthly in Stahl und Fisen, It should bo addod, howcvor, that tho bas
Tng point system was slightly modifica on October 1, 19L0, In ordor to elloviate -
the burden of the stecl consumor in castern dlstricts, the maximum freipght addition
to the basic prico was limited to 25 Ri per ton. AS compensation for subscquent
losses, on all-round "spceial gratification" addition to basing priccs was permitte
$u¢ VP, Wovember S, 1540, p. 9454 That stocl pricos romainod wnehanged until 194Le
iz cunfirmed by statcmonts in tho ¥22Z of July 1k, 1942, Only if costs had rison s
ng to chift tho cost level ef tho ClTicicnt concorn in 1941 end tho averapgo concern
;in 1179 oxactly to that of tho marpginnl concern in 1936/1957 could tho various pric
f/*ulou bs said te havg been obsorved ot loast formally. In August 1942 it was de-
T/ eed that gongc, but not all, ctocl claimant agencios (Kontinrcnttrwror) had th pay
T/ Trer prordaum of Bl 6450 per ton on liot pricos. Thus Thuro oxists in tho stocl

7T/ vqctry a ducl priec systoms Howuvor, prices aro sealud not according to the of=
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of November 1936,

The "group" price system for military orders is but one appllc tionh of
this purifieh cartel prico prineiples First of all, instead of,indlvidual coiliné
prices it cruates o set of nationwide uniform prices. Socondly, itvtends to abolist
sdfplus profits since each concern is made a member of o price group which lcawes it
only & grqssly roduced profite In addition, it embodics incentives fog)a concern ¢
seck to cnter o lower cost groups Thus the sct-up contains all the dynamic advon-

tages attributcd to competitive efficiency. Cartel price formation and group price

Tormoation arc substantially gleichgeschaltet, ond the only question remaining to be

answicrced is whether the price pressure has nct becn overdono, The number of permit
LY

groups is usually very small and the whole set up tonds to lcave the majority of co

cerns in danger as long as the "efficioncy premium" for the best concerns is small
2] .

and the number of efficiency groups is as limited us at prcscnt.

3

f) Provisions to Roplace Actual by "Roasonablc" Costs

) For obvious reasons thero is a strong disipc}ination to go back-to costs
as o price determining factors, It is often unaveidabls if comparable prices arc w
available or if coiling prices of o far-away pcriod bogin losing their contact witl
realitys In such instances .attompts arc qftcﬁ made to substifutc bulk linc costsy
roasonablc costs, costsof the represcntative concern, or acﬁual costse A list of
devicos in this field = by no means oxhaustive and providing only onc or two oxam-
{16s in cach group = must include the follow%ng items:
>

1, In some cases actual costs woro permittod without further adjustnent,

‘In the first toxtilo price r»gulatlons sotual costs incroases in raw matorials were

supposod to be automatically rofloctod in commonsurately higher prices of the pro-

ducte * C . s

\ 2, As statod above’ cartol prlco rocgulations rofer to costs of the con-

corn with avorago cfficioncy. Undor the profit stop PUILS, tho basis wns Shlftbd

to an officiont concorns Tho of1lcluncy clause plays a growing relo in Gurnqn



pricc rcgulation, The profit stop of 1941 determines appropriato pricecs of jonch in-

dividuZl producer with the help of "basic" profits, Thoy arc a combination of in-
~ .
’ .

terest on "neceessary” capital ond a percentage of annual salos, diffcrentiated %es

cording to the raté of ccpitel turnover in eonch industry. These "basie™, carnings

“pply only to concorﬁs with averago cfficioncy., High cost producers must be scotis-

fied with smnller carning rotes, whilo low cost conecrns aro rewnrded by additicns

to the basic'ratecs The efficioney grade and the sizc of ndditions and decductions is

fixcd by ncgotintions botween the concorn and the Price Cormissioner, Ccncorns cro
agein classified by efficiency groups in the decroe of Fobruary 1942 on priccs for

government contracts which replaced the old LSO rogulationse The rule of averapging

individusl bids was originally reccognized as onc of the most pregrossive details in

the setup covering the sceter of government orders, According t; o statement in the
1l :
Franzfurter Zeitung, it was, however, utilized hardly anywhero, This admigsion is

remarkable, signifying lack of conformity botwoon tho toxt of German prico contrel

laws ond ocononie reality,

3e Granting price increcases was from the beg?nning mado dcpendont on eco-
crdcal moncgements The LSO rules and reiatcd rules apply to firms obscrving ston-
dards of econcmical mancpgemeat; they order profit deductions in casos of incfficien.
¢ys The war ccgnémy decree permits price r;ductions below ony coiling pricc when a
tunl costs, as measurcd by “standards of cconomical mancgenent,” appear unjustifis
ablce Only legel rates cre admissible as wogo rates in building eontracts, and the

productivity of laber must meot certain objoctive stendards laid dovm by tho Reich

Cormittee for Lobor Studies, ‘

L9

¢ Y

. . v

Lis Many rules limit singlc cost clementse As oarly as 1935 inclusiom of
2

tho compulsory industrial export levy in costs of production wos forbiddone

The LEO restricts depreciation to well-defined "nccossc ry" amounts, and pernits in-

clusicn of only "rcasonable" cxpenditurcs for patent foos, publicity costs, comnmis-

3

cisne to .apents cr charitoble contributionse — Construction priec regulations con-

1/ +7, 1r;fr®cr 12, 1941, H
2/ T ruling was 1sgund long befere the price stop docrco; svo Engelsing 11, 11,

1<
'?/ “11 Lettor lin, 612;19,5)0f the Price Comrissionor, who wes thon in chargo.
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Yain a 1ist of permissible depreciation rates for machinery and eéuiéﬁeﬁt usedrin

= »

*he construction industry. They keep margins for overhoad costs within "fair™ limits,
‘0 be fixed by the muthorities, Cotton spinners were allowed to.include spoeial

:elling'costs,,uﬁoun;jng to no more than five per cent of the final price if "neces-
1/ - :
vy and recorded.'™

2

5« Meny price regulations contain meximum mark-ups. They are usually dif-
ferentiateds The coffee importers! margin in 1938 was 10 per cent for Colombion cof;

fece and 12 per cent for all ot?pr kinds. Sharing of profits with the subscquent
’ 2
economlc stage wos forbidden, 1In 1940 naximum mark-ups for furniture whelesalers

vere fixed at 25 per cent for plain and 30 por cent for varnished furniture, The
nost claborate schome of this kind is contained in the textile retail price rogulo=

tion of 1939; lists comprising some fifteen groups of textile goods constituted an
3/

appondix of the decrec, with maximum mergins for a large number of individual items,
They ranped from 25 to about 100 per cent,,ond were in accordance with the real
pricing policy of the industry, highor for high cost products than fér cheap goods,
A moro individual technique consisted in fixing the moximum margin on the
basis of the real margin of a former periods This is the csscnce of the average

orofit mothod of an EPT as used in the profit stop regulation for wholesale and re-

L/

23l trade, In 1940, wholosale trade margins in the textile industry were dotor-

5/

nined aocording to the same principlos . They were for every concern identical with
thpse valid in the first eight months of the p:eceaing years for equivalent producte
- s

Thoy wors slashod in a numbor of instances by a new docrec about a year later,

6. Some maximum trade margins arc fixod not'mercly as a porcentago tut

olso in torms of roichmarks. In 1939 silk importers wore pormdtted toradd no merc

1/ DV (1940), p. Shée

Ef.zgg (1938), Dooreo Nos 286,
3/ EiB (1938), 1:877s
b EET July 27, 19L1.
5/ RB (1940), 1:981e
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1
te thoir costs per kilogram of sales than the same amcunt in R which they had/p;-
Is * . 1 N
ceived on the averase from similar sales between Jonuary and September, 1936, ¢

Yhelesalors of caraway sced were to add to their purchase prico, in additien %o

froight, no more thgn fifteen RH, while the retailer could add = ﬂ9x1nun o' 30 p /
2
cent to the purchase price, scles prices t0 bo no higher than Ria 1,20 per pounds

In o goneral woy, the Anhengekoalkulation of thoe early textile pricce ropuleticn boil:

<

dovm to the same principlc,

E) Tho Risk PFrctor

Under the price stop, no spdcial trecatnont of the clement of risk was ro=
quiréd, since the ceiling was determincd by tho reforence dete market prico rether
thon by the addition of c¢ost c¢loments of a ceneern, llo instance is imown outside
Yhe insurcnee business in which, under the emcrpency clouse of tho prico stop crder
& price incroaso was permitted beeausce of ingrensed risk., Ricsk is cno of the profi
factors permittod by tho LSO. But only goneral risk arising from o chenge in domﬁn

conditicn is mcants Spceial risks eocvered by insurance (or by "sclf-insurance')

arc admitted cost items, Yoxtraocordinary™ risk ndditicns necd speeicl approval, In
v -

the opinion of the Price Commissioner, "geporal" risk is lcss than in a froc market

systen, since State cctivitics guarantce continucus full ¢mploymont of rescurces an

3/

orders from public ggencics oliminate 2ll "porsonal® risk,” This justification mny
be dubicuss complaints arc frequent with regard to slow paymont habits .of govern-
nert ageneios, and the method of payment during onc phese of the sccond Four Yenr

Plan = L0 per cont in bonds (tax ceftificates), with o variable stock market prics

certainly introducced o new risk olenent,. But such stotemonts cro s good as 10ve

Governnent corders were, in fact, froquently tied up with lo/P-torm seles puarantec.

znd to tris cxtent market risk wae undoubtodly diminishod,

. ] 5/ .
Tho War cconomy decree went still further,  Var risk is acknowlodged

1/ VP (1958), Deerce No, 16,.

Z/ TE,duly 27, 19595 VIP (1939), Deerco Noe Ly53.
Te Marncr, cpecite, VJP (1938), pe 739

T:/ Lerpie, apecitie, pe 167,

H7/ vlottrer.,, "ricespreisc' in VJP (1939), p. 1061,
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nCﬂfh?r_in goncrnl nor for such speeinl cpisodes as destruction by the cneny ror for

such wider risks as may arise fron the nccessity of readjusting production efter the

ware The offico of the Prico Cormissioncr oven suggestcd that the war had reduced
risks ¢f o loss of plant utilizotion and that "individual cases would have to be

intestigatod to dotbrminc/yhethor conversicn to war oconomy has nct considerably di-
1 -
ninished business risk." ' ' ,

In computing justificd rent, it was the practice of price controlling’

_dgcnci?s not tec eckncwlodgo risk items associated with the cvent of non-payment of
o ;
fenty

ViI, FLEXIBILITY

l. Price Pclicy as 2 licens of Influencing Consurer Donond

Flexibility is undorstocd tv be tho ability to.fix pricos without being
restricted by the cost-price principle cf other limitetions of price formation
charactoristic of a frecc ma;kot. Just ;s a department store is able tc charge
pricos for individual preducts rogardless of costs, ae long as total cosfs are co-
vorod by total rceoipts, a controllod cecnony would be froo to éet priecs independ-
antlylbf individual costs as long as totel salcs prices were cqual to total costs.
Individunl lossocs can be compensated by a transfor of ?rofits. Undcr this healding
of floxibility comec 21l thu olomonts of conscious ploanning including inercase of

prices for r oasons othor than approved cost incroases, and reducticns which are

sqbemoroly rofloctions of o competitive mochanisme’
/ -

b ' 2 ‘ .
Although there is no lack of instanccs of real price plamningz, it weuld
b; wronp, to characterizo Gorman prioco policy in its totality as planning through

There wore sho

1

pricos, Pricos wero o passivo iten in the German planning set up.

bilizcd ot the lowvel of tho ruforcnc» dnto, roduced whoro the profzt situntion

, incroascd when it could not be holped, but rarclyxlsbd as torls

would pormit it
' ¥

—---—---- - -

-/ DV (1938), pe 245
Tollronn, opecite, pe 2hle
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L8
to direct production into desired channels or to resllocate resvurcese iirect ac-
L * '
ion wa:z preferred for these ends; enforced or prohibited producticn, enforcdd

use of or allocation of meterials, occasioral enforced or forbidden investment, en-
forced direction of labor supply, and the whole pattern of devicos.affocting size

end com@osition of total output,

- *

The aim of absorbing consumer demend throurh price increases was at vari-

ancg with the main objective of Germen price control, i.o., keeping pricés down.
Consumer demend wes restricted through rationing and similar.measures. On the out-
break of war some éxciss taxes were increased, and in 1941 trxes on ccrtain alcoho:
lic drinks and tobacco were revised upwnrd.i/ The Price Commissioner wes satisfied
with keeping the price (excluding the tax) ot the original level, although from tho
consumer'!s peint of view ar increase occurred{g/ It is, however, hard to find in-
stancés of real price increuses ordered mercly for tho sake of absorbiné demand.
Thc nearest approach is some hesitancy-iﬁ féduciné prices of consumers goods to t;

fullest possible cxtent at a time when outout was becoming progressively smellers

There is little cvidenee to support the statcment of the Econcmist that the Price

Commissioner suggested that pricos sho;}d bc allowed to rise for the purposc of
- L

srirming off excess purchasing powere In 1942, strong efforts of agricultural
interests = the Agrarian Office of the Party - as well as of heavy industry, to in-

cline the Price Commissioncr more townrd price conccssions, failcde
Similurly, there was a rclatively small number of instanccs in which

a2t
pricc increascs were intreduced chiofly to stimulate supply although, of courﬁiﬁﬂs
o ° e L

: . . 2 . . . o S
this consideration is present i every caso. The milk and buttor price inergo®es

for the harvest ycar 1939-1940 were motivated by cxpoetation of incroasod outgi’-

1/ 1'2Z, Yovember 17 and 21, 1941,
/ 7] (193&), ps 226, On,thc othor hand, taxes werc somctimes reduced as Oom“‘“”T
Tien for othur uncvoidable cost increnses; in 1941, the slaughter houso tax WO7 X

£9 koop moet priccs down dospite the increcase in hog pricos. TFZ, Moy 25, 1942 .
The Yox wes abolished in 1942,

7/ ¥Flottmenn in VJP (1939), p. 1331,
T-/ Y. unr'r'ff'l]_ t—(—cj ) P 610. '
?/z 2 (um) TIL22 and LGk

7 1c4d.1




At the beginning of 1942, farmers accepting contracts to increase soy bean acreage

wecre pormitted a price 25/Pcr cent above that therctofore prcvailing in order to en=
1 - '

b ]

arge the supply of fat. Therc was an occasional'dual price setup: I.G.Fﬁiben,
which had spent vast funds on experiments to develop a new vanadium process was per-

< tted to charge a somewhat higher price for its products until these costs were ro-

¢ -vored througk the price differentialss In most instances of this type, however,

pricc incroasc can be associated with cost increase, so that stimulation of produc-
tion commot be rogarded as the only eloment involved. '
Quitc generolly, the incentive aspoct gaincd.weight in 1942, Farmers were
offcred premiums for delivery of additional milk, buttcf, eggs, poultry and honcy
(ahove stonderd quotas such as sixty cggs per hen per year). Producers reccived
highur pricos for potatoes, hogs ond oilsecde The action, however, took the form
of a straight budgotary subsidy. At the end of 1942, the wage system ﬁns completely
overhauled, agnin with emphasis on incentive, by the cstablishment of a scale of

AE
"efficicncy wages® (Leistungslohne) in overy industry. Since wages are not subject

%o the control of tho Pricc Cormissioner, the goneral paerallel rather than the de-
tails is of interost hcro. | |

There ;£ist also some premiums for soaving o; material., Farmers used to
condentratc on the production of hogs with a slaughter weight below 100 pounds on
account of their good quality and the rclatively high price which they yielded. The
fodder investment rcquircd to produce the some bacon quantity from heavy hogs is
sinallor thon that from & larger number of lesé hecovy hoga Thus & new price scheodule
'*stqblishod‘somo timc ego favorod tho productior..of hops with a slaughter weight of

/J:m%SBO pounds.,- ) 7

' Since 1942 industrial plants rcceive "coal premiums™ for reduction of cda:

consumption duc to its moro efficicnt use in form of preferred treatment in coal

allocationse

bl

o ‘ imos, Morch 16, 1942. As carly os 1039, they had boen 5iv°§ a‘gov§r§-

- %{;ioguzzzin}or {neroased ;roduction; soc DV (1939), p. 1929, Since 1933 Subsidie:
dro pald to oil crushing mixls and margarine producers for,fhe use Of hqmo produced
rapo scod, musterd sood and o0iy sced in order to closc the "fat gap."” (Karl Brandt,
"Pho Gorman Fot Plan" (Stanford Umivorsity Pross, 1938).

5/ v (12°0Y. pe 672,




Prige decreasos, on tfm other hond, woro in gonernl favora.bly roga.rd_ecj.rvi};‘;
éuc}x, whothcr they' moo.nt o substnntin.l or a small dncroase in oonsumptlon. Aggﬁln“
. $ 2

N o -
the fa.ctor of st:.mulatlon was secondary. Thero was ’ howover, at least one import-
N %

T ant excéption to that rule. In 1937 o material roduction in fortilifor pricos. ‘t‘op
pl c¢, borno largely by the uhemcal 'l:.o o smaller degroe by tho eoanl industry»fl:lia

dochrcu sim was not only f:mo.ncn.al support to o.grlculture but very definitely”
séisive :,ncrc.t'.sc jn consurrptlon of fortilizers which could be obtainod only ’by
1 CR

e
5 s

pricc roduct:.on. ' The ocounterpart is a prico roduct:mn with the oxprossed aim 0

.

discour gmg *thr productlon of undcsircd goods by ostablishing prices which cl.’unin
ate ‘:-.11 mcor.tlvc. At-the time of the sotting up of the agricult:urelEstate prico

of unstampod cgEs u.nd formerst products which did not at all fit into the ngr}cul-
2/: i

turnl market order werocreducea to o levol insuring perfect wnprofitabilitye -.- ¥

. b .

Prlcc ‘diserimination ns a socia.l policy plays but an ocoasionn.l rolo in

Gernsn price control. Hospitals and similur institutions moy obta:.n moroﬂ. wn.tot

§)

ot a. i:ricb below 'Eho normel cozling. : Margo.ri’no is, to some extont, nade choo.Pe!‘_:

‘to leowor income grbupa. by e'kind of food stamp systom. Tho gencrol. clootricityﬁ%

rate schome provides for & ba;e roto difforontiatod nccording to industrislfioor '
. . . . . 5 . ' . A h . I

. « 4 .
spnco and sizo of apartmont. The cffort to'roduco prices for mgricultural equip-

menj/ through o contribution imposed on oloctricity concerns in proportion to out-
: 6/ |
put  comos under thig huading.

2, "appropriate" Price Roelantions

Tho concopt is meaningful only if somo stondard can be found to measura

v & @ . solrws K
rolative fairnoss of pI'lGOB. in a compet:.tlve systom oqunlizatmn of n@g‘lgak

profit roto 15 such o stendard, Prico control obviously roguirces an addition_OJ-i-

yerdsticke In' the ogricultural scetor it is ths stablo farmer incomo. . Thus in’
o A i
----gu--—-----'-- . X . . ;.:
1/ As pointed out by ’c'im Prico Commissionor. Sce J. Wogner "Preispolitik und -
Thnawirtsehaft" in VJIP (1937), p. 206, o
24 G ¥oisor, "Wio HEFunnramnd c.rbcito-t“ in Jis (1936), De 12u.
,-/ VIP (1939)5 pe S804 X
l:u.{,ku., Mivurog8iung dos Fottvorbrauchs" in VJP (1937), p. 8
/ ReB (1938), 13915
.._/ VIP {1979)y py 0324 -
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.1?57, ryo was doclared "undervaluecd" in comparison fith other agricultural pi;ducts.
On¢ ycer later tho situation of cattle and milk producers called for ;djﬁstm;nt.
The cattlo price inercase was finwnced by a rcduction of the v&rious trode margins
and a small increase in retail meat prices, IMilk producers received two pfennigs
per liter more, portly in form of o government subsidy and partly out of the treder's
Norgine A . )
Yo problen of large-scalo “vertical" price adjustments has arisen. If
the trador!s margin was squeezed, it wos frequently o matter of convenience and due
vto tho reclative woakness of dealer as compared with "producer" pressure groups.
Sirco only five wocks clapsod between the date of publication of the price stop de-
croc ond the reforonce date, the situation of the more advenced stages of produc-
tion and the rotail trade was not groatly ondangercd by price incrcascs after the
“rcferonco dato, lThorc is agroement that the long tcrm price reclationship betweon
agriculture and industry is for from ideal, but officially the issuc has rcecently
been pushod into the background, Agriculture made new demands for higher prices in
1941 ond l9h2;L/ This time they wcre based mainly on the argument that consumers

had sufficiont money to inerease their expenditures on)agricultural products. The

/
Prico Commissionor rcjectod requosts for swocping adjustments on such grounds, He

doclared thot "ostablishing juét prico relations must be postponcd to tho post-war

poriod," for the agricultural as woll as for other scctors of tho oconomy,

]ll

/); Subsidics
' A P -
o0 .)ti; Tho bulk of price planning occurred in the field of agriculturc, and the

gulk of agricultural price planning cntodated beforo the introduction of the price
stop docr;o in 1936. After some oxporimonts, agricultural priccs wore stabilized
on n long=torm basis to accord with tho basic rhythm of\ngricultura;‘production._
Thoso prices werc, in tho main, rigi@ly fixed, pormitting no deviaticn
Thoy woro protocted against cost incronses by an "intor-

in oithor diroction.

¢

I;:ggg:-ﬁ;;-;:-l9hl and July 1L, 1942, Thoy wore ropuated at the beginning of 1943,
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Es a+‘" agrecnont between agriculturc cnd industrial certels for fertilizers end Si-
]

-
oilar proﬁucts, and against competitive imperts by a systen of sliding impert dutics

cend the rudimcnts-of on irport monopolye Tho aim was to makc cgricultiral prices
uniforns
The term "uniform price” rcgquires intcrpretation. Priccs aro uniform |
with rogardlcithor tc ¢ll consuncrs, all producors, or scme ncutral cctfor.- The
problcn is much older than the priec step deerce or the agriculturel Estaty systin.
Cartels had to deal with it for deeades. In their highor forms, they made prices
unifcrn with reference to o basing peinte But whether a basing point systom is ing
trcduced, or cqual prices are quotcd at the peint of origin, or of doliwvery (zall
these feorms arc in agreement with tho cartel system and occur under 1t), there al=-
woys reneins the questicon of whother and to what oxtent local advantopges of indivi-
du~l coneerns should be preserved or rodistributed, Freight cqualizetion diffoers
from cartel to cartel, In many instancos freight oquilibrating accounts have boen
established, through which part or all freignt burden difforcnces are spread ovor
the whele groupe Equnlization funds hove boecomo an importoant instrument of Gorman
pricc .planning. )
Subsidios arc peid from industry to industry, Surplus profits of oﬂc
group pf produccrs cover deficits.of another groupe The method was first suggostod
by Von Laur for the Swiss milk industry comotime beforo the Worldlﬁar. In fact, the
tcehnique is cne of the most cormon devieces of any business. Deprecintion allow-
tnees oare usuzlly higher in prog;rroug porloda than tochnienl con51doratlonﬁ“w6n o)

“"'t \
domur.d, in order to make up for unduly small allowances in tlmo of dopressioh -

which is a form of profit cqualization ovor time. One concorn may market soveral |
preducts with different profit margine: intor-dopartmentol préfit equulization.
rpi. produet produecd in stvercl ploants of ono-concerﬁ with difforont ﬁlant costs,
rey je s¢1d at onc pricc: intereplent profit oquelization, The "equalization ac-

connt" between industrics or within an industry ic no difforent in principlos. .
. » +

B



57

Gormon subsidies in the field of pricec control frzquently égkc the fogn of
. 7 e

"
[
e o v

ater=industrial cr intra-industrial transfor poyments rother thenr State supsidies.
hich type is loss inflationary obviously depends upon the method of financiné. The
ocial danger whigh supposedly aécompanies German transfer subsidiecs may casily be
xaggeratods 1% has.becn'arguod thot compulsory shift in income from one to another
roup would bg misusod in the interost of industrial concentrations To the extent
shat subsidjes within an industry are fiﬁanced by & lovy on profitable concerns and
. h?ﬂ to concerns which at provailing prices fail to bolance their books, no harm is
;‘ﬁno tho wecuker units of on industry. Complicaticns may arise in the casc 6f a transs
Jer of funds between industries, since sém§ neasure of arbitrariness is involved in
<he docision os to which industry is, on tho whole, prosperoﬁs enough to contribute
> cne loss profitebles. Traders' margins were for that pu;ﬁose probably more ox-
oloitod thar justificble on the basis of "ability to pay" of thesc trade;. But if
thore had boen no subsidics tho semo trador would indubitably have been forced to
"pbsorb" egricultural cost incrcases diroctly.
Goermon subsidies arc not limited to those for price control; In fact,
compulgory transfer of privato funds substantially cons“itutecs a secondary tax sys-

f
tom.ﬂiTho Winterhilfe, the enforced contributions of hcavy industriecs to the financ-

ing of the Goering Works, and "industrial community help" (contributions of active
concurns to plamts mede idle by the war) are conspicuous cxamples., These phenomen:
have no irmediato becring on the prico control problem and consequently orw not dug -

subsidios within tho framework of thoe price conts

-

&s‘s'%&@ro. On the othor hand,

/ . . : -
sﬁstuﬁ'ofton toke tho foria of o straightforward contribution from the Reich buiy :

&hoy offor no spocial problem. Tho following survey presents a number of oxampucs

of tho ogqualization fund system.

1.

ors from low cost to high cost producers within an indusy

.
o

l. Tronsf

‘195h a “yoluntary" lovy was mado on large cigarette p;Pducors in proporticn to
1

3 d4 ' . roed conconir.
pu}; in ordor to subsidize smallor cigarotte concernse Later‘nn enfo 0 )

- 2 g S ) W

_L/_KR_(_]-Q.yl-) » P- 5,480
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tion Prccess deprived the moasure of its signifieance,
~ R
L B -

[m]

e Transfers within an indusitry tc chcapen speceifice productse The YHio
trade, distinguished by disorgenizaticn and a series cf mismanoged cartclizaticns,
wos reorganized in i937. Trade morgins of certein dealer greups were substantially

rcduced, Instcad of shifting sevinegs t¢ the final eonsumer in the usual way, the
. . - 1/
ifferences wore transferred to a special acéount for "purpose of pricc roducticn,™

. ’ . L5
Price cuts were concentrated on cheap radiose *

3, Transfors within an industry to cqualize local diffcrcncess These

have played an important part in agricultural price policy, where price unifcrmity;
.

at lcajﬁ cver large regions, has beon the aime The milk industry offcrs many cxan-
2

plcse TWholcszlers received cr poid subsidics to cqualize costs of transportaticn
. .

varying'from an overagce Liquid milk sales were rescrved to milk preducers in tho
irmsdinte vieinity of consumer centers, while other producors were restricted to
butter and cheescs The letter wore compensated by o subsidy paid by liquid milk
producers in proportion to thcrvolumo scld; the total annual subsidy camo to 35?
million Riile The levy scrved scveral additional purposcese It aided unfavorably

lcecated farmers in the distréet of the subsidy-poycr and farmers in moro distent

LY

distriects whore no liquid sales were permitteds It was also usod for T.'cff:i.c:ié{‘;";,f

preiums™ for cows. with a particularly high yicld, rationalization cof c¢rcomerics

3

nd crcaticn of rescrves for nilk oversupplys
Lie Funds to cqualizo costs over timce At tho boginning of the war, sov

prices wore fixed with o provisi&% that nincfy per cont of profits computed qgi§ '
: - v .-

‘ \
£
ing to LSO principles be kopt in concern as an "cfficioney promium," The pL{‘,‘aL
of +this fund wes to cushion oscillations in costs of imported raw materials cra

thus hold dovm futurc scap pricose Tho Prico Cormissioner resorvod the rigks =»
Ve . ' . .
uze the funis for o vericty of purposos. Such centributions wore made for ot o

- yuor but ne information i3 avnilable as to how tho funds wero finally usci.
L}

1/ k41, mrdlor (1937, pe 792
2/ e toiz-r, Tailchmarktordnung” in FZ, August 22, 1937,
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. -5e  Trensfers betw /rés practice prevgiled mainly';’;ﬁ e
" (‘:/ . a . ‘...
ogriculturc ond gained sono i //xan order to kecp down prices to'the final

CONSWMCr, prosperous bro.nchos\ , /p'art of unawvoidable price incrcases of less -
s
\ .
prospcrous broxvkhes. Tho brancles involved arce usually inter-rciated, i,c., they
occupy cdjacent stoges in the production process or use identical raw matericls,

If agriculgmral producers rcceive price adjustments decler margins ard squeczed,
L]

. 1/
Thus, rcvisigd of milk pricos in 1938 was mainly at the cxpense of milk dealers.
::it tho serc period a meat price risc wos similarly obviated, The most conspicucus
\ .

g\mmmplo is the payment to ryo flour mills of obout 70 million RM per annum frem a

toax inposed on tho -sugar and brewing industrics.

P_\_r (1938)3 Pe 50



