


‘This is one of the most important and original keoto be published about

the Third Reich in the past twenty years and aalstahe best book | have ever
read about the Nazi economy. Tooze combines a Stiqated understanding of
the economic issues at stake with a remarkabléndeqt breadth of historical
knowledge. He rightly stresses the centrality afmeament and warfare to Hitler's
catastrophic grand design. What's more he writds avrare clarity and wit'

Niall Ferguson, author of THE WAR OF THE WORLD

'‘Adam Tooze's THE WAGES OF DESTRUCTION is unputdate epic history.
The untold story he tells of the financing of HideGermany transforms not only
our reading of Hitler's sordid regime, but the diigtof the twentieth century itself.
Brilliantly written, its original scholarship is tkng and lightly borne on
every page. Required reading for all students efghriod, it will appeal to the
widest general readership, constituting a poweréu insight into Hitler himself
John Cornwell, author of HITLER'S POPE

A remarkable book - scholarly, provocative and imeady readable -

which places Nazism, the War and the Holocaudteérbroad sweep of
European history. This is a terror epic about oa@'swaulting ambition
struggling to surmount his country's economic lisitat appalling human cost'
David Reynolds, author of IN COMMAND OF HISTORY



The idea that Nazi Germany was an unstoppable jngge

backed up by a highly industrialized economy, heenbcentral
to all accounts of the Second World War. But whahis was

not the case? What if the tragedy of twentieth-agnEurope
had its roots in Germany's weakness, rather thantsin
strength?

Adam Tooze has written the first radically new agtoof the
Second World War in a generation. He does this lagipg
economics alongside race and politics at the lodatte story.
An intuitive understanding of global economic rees was
fundamental to Hitler's worldview. He understoodatth
Germany's relative poverty in 1933 was the resattjast of
the Great Depression but also of its limited teryit and
natural resources. He predicted the dawning of &, ne
globalized world in which Europe would be crusheg b
America's overwhelming power. There was one laahch: a
European superstate under German rule.

But the global balance of economic and military powas
from the outset heavily stacked against Hitler, #ndas to
forestall this danger from the West that he lauddhis under-
resourced armies on their unprecedented and uélynéaitile
rampage across Europe. Even in the summer of 1&84he
moment of Germany's greatest triumph, Hitler wadl st
haunted by the looming threat of Anglo-Americanamd sea
power, orchestrated, he believed, by the World Sewi
conspiracy. Once the Wehrmacht ran aground in e
Union, the war rapidly developed into a battle tfion that
Germany could not hope to win. The failure of Hitlalbert
Speer and others to admit this meant that the TR&idh was
destroyed at the cost of tens of millions of lives.

Adam Tooze's book is a gripping and chilling acdoun
of astonishing events, which will redefine our viegf
Nazi Germany and the Second World War.
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Preface

How was this possible? In 1938 the Third Reich akdxh on Germany's
second campaign of conquest and destruction in tlesms a generation.
At first, Hitler's Wehrmacht seemed unstoppablettebeprepared and
more aggressive than the Kaiser's armies. But dlerHiharged from

victory to victory, his enemies multiplied. For teecond time, a German
bid to dominate the continent of Europe ran up ragjabverwhelming

opposition. By December 1941 the Third Reich waswat not only

with the British Empire and the Soviet Union buttwthe United States
as well. It took three years and five months, buthe end Hitler went
down to a defeat far more cataclysmic than thatchtielled the Kaiser.

Germany, along with large swathes of the rest oftéfa and Western
Europe, was left in ruins. Poland and the westeornies Union were

practically eviscerated. France and lItaly lurchedlilpusly close to civil

war. The overseas empires of Britain, France amdNbtherlands were
shaken beyond repair. And as the world learned hef éxtraordinary

genocide committed by the National Socialist regintee superiority

once confidently claimed for European civilizatisras thrown for ever
into question. How was this possible?

People make their own history. In the last instatenan will - both
individual and collective - must be the startingnpdor any account of
Nazi Germany. If we are to understand the awfulddeef the Third
Reich we must seek to understand their perpetradMs must treat
Adolf Hitler and his followers seriously. We musek to penetrate their
mindset and to map the dark interstices of thedoldgy. It is not for
nothing that biography - both individual and coliee - is one of the
most illuminating ways to study the Third Reich.tBfiit is true that
'‘people make their own history', it is also true, Karl Marx put it, that
'they do not make it just as they please; theyatamake it under
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PREFACE

circumstances chosen by themselves, but under negtaunces directly
encountered, given and transmitted from the past'.

What, then, are these circumstances? Somewhatisngly for those
who think of him as a simplistic economic determsiniMarx followed
up his famous aphorism, not with a disquisition the mode of pro-
duction, but with a paragraph about the way in White tradition of
all the dead generations weighs like a nightmaretton brain of the
living'. Historical actors, ‘just when they seengaged in revolutionizing
themselves and things, anxiously conjure up theitspof the past . ..
and borrow from them names, battle cries and cassurthat allow
the 'new scene of world history' to be dressed mptime-honoured
disguise'. Hitler and his cronies certainly inhabflitsuch a self-fashioned
world. And it is with good reason therefore thatewet writing on the
Third Reich has been preoccupied with politics dheblogy. The cul-
tural crises of early twentieth-century Europe, trecuum left by the
secularizing tendencies of the late nineteenth urgntthe radicalizing
horror of World War 1, all demand attention fromyane seriously
interested in plumbing the deeper motives of NatioBocialism. How
else can we understand a regime that took as itrateobjective the
destruction of European Jewry, an objective applgretevoid of all
economic rationale, a project that, if it can bealenstood at all, seems
to be intelligible only in terms of a violent thegly of redemptive
purification?

The cultural and ideological turn in the study afsEism has perma-
nently remodelled our understanding of Hitler ansl tegime. It is hard
to imagine now, but there was a time, not so logg, avhen historians
routinely dismissed Mein Kampf as a historical seurand thought it
reasonable to treat Hitler as just another oppgdtiecnimperialist. Those
days are gone. Thanks to the work of two generstiminhistorians, we
now have a far better understanding of the way lickv Nazi ideology
conditioned the thought and action of the Nazi ézadip and wider
German society. But whilst we have been busy utiiagethe central
ideological and political thread of Hitler's regimether crucial strands
of the story have been relatively neglected. Mostably, historians
have tended to downplay or even ignore the impoeasf the economy.
In part, this has been a deliberate act of rejactio part, the marginaliz-
ation of economic history has been self-inflictdthe statistical termin-
ology in which much economic history is coucheth&ccessible to
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readers trained in the humanities, and too litffere has been made by
either side to bridge the gap. Perhaps most of th#, turn against
socio-economic analysis has been motivated by &esaf ennui, the
impression that there is simply nothing new to sémt all the major
guestions were answered by the first two generatioi historians and
social scientists writing after 1945, who seized sarch topics as the
Nazi economic recovery or the history of the warremmy.

What we are left with is a historiography moving o speeds.
Whereas our understanding of the regime's raciéitips and the inner
workings of German society under National Socialisas been trans-
formed over the last twenty years, the economi¢ohjsof the regime
has progressed very little. The aim of this bookoistart a long overdue
process of intellectual realignment. To do so, ok reassesses the
archival and statistical evidence, much of whicls lgwne unquestioned
in sixty years, brings it into dialogue with thetest research, both by
historians of the Third Reich and by economic hiatts exploring the
dynamics of the inter-war economy, and asks wigttt lthis throws on
some of the central questions in the history ofdd& regime. How did
the fissures in the global power structure credtgdhe great depression
of 1929-32 enable Hitler's government to have sactramatic impact
on the world scene? What was the relationship Exwide extraordi-
nary imperial ambition of Hitler and his movememdathe peculiar
situation of the German economy and society in 2880s and 1930s?
How did domestic and international economic tensiaontribute to
Hitler's drive to war in 1939 and his restless drito widen the war
thereafter? When and how did the Third Reich dgvettwe Blitzkrieg
strategy that is widely seen as the hallmark ofsfigctacular success in
World War 11? When the Blitzkrieg failed outside Btmw in December
1941, how did the Third Reich continue the war &most three and
half years against overwhelming material odds? Awitht are we to
make of Albert Speer? In recent years this singfiure has attracted
an extraordinary amount of attention, yet, andsitsurely a sign of the
times, what has been in the foreground has not I&meer's primary
function as Armaments Minister but questions ratatito his role as
Hitler's architect, Speer's personal knowledge h&f Holocaust and his
tortured efforts after 1945 to come to terms witle ttruth. This book
is the first in sixty years to offer a truly crigéiicaccount of the perform-
ance of the German war economy both under Speehiaqedecessors
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and it casts stark new light on his role in sustgirthe Third Reich to
its bloody end. For it is only by re-examining tkeonomic under-
pinnings of the Third Reich, by focusing on quessiof land, food and
labour that we can fully get to grips with the lih¢aking process of
cumulative radicalization that found its most eatdinary manifes-
tation in the Holocaust.

The first aim of this book, therefore, is to repiosi economics at the
centre of our understanding of Hitler's regime,gviding an economic
narrative that helps to make sense of and undehgirpolitical histories
produced over the last generation. No less urdemwever, is the need
to bring our understanding of the economic histofythe Third Reich
into line with the subtle but profound rewriting dfie history of the
European economy that has been ongoing since tbelBB80s but has
gone largely unnoticed in the mainstream histogpby of Germany.

It is hardly an exaggeration to say that historiahdwentieth-century
Germany share at least one common starting poh: @assumption
of the peculiar strength of the German economy. iQisly, when
Hitler took power Germany was in the midst of apl@egonomic crisis.
But the common sense of twentieth-century Europbestory is that
Germany was an economic superpower in waiting, @mnamic force
comparable only to that of the United States, Fbrtlee argument
there has been over the backwardness or othenfiggerman political
culture, the assumption of Germany's peculiar egonomodernity
has gone largely unquestioned. This assumption efsathe writing of
much of German social history, as much as it aidorins accounts of
German imperialism in the foreign policy field. ke, so influential
has been the assumption of Germany's economic istiper that
it has influenced narratives, not only of Germastdry, but those of
other countries as well. For most of the twentieghtury it was Germany
with which Britain, France, ltaly and even the lduit States were
compared.

From the vantage point of the early twenty-firsintcey, it is this
assumption that we must start by challenging. Bbth real-life experi-
ence of Europeans since the early 1990s and a a@rerof technical
work by economists and economic historians has eshakk not demol-
ished, the myth of Germany's peculiar economic $apt. The master-
narrative of European economic history in the twathtcentury, it turns
out, was one of progressive convergence aroundrm tiwat was defined
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for most of the period, not by Germany, but by &rt which in

1900 was already the world's first fully industriahd urban society.
Furthermore, Britain up to 1945 was no mere Europesuntry; it was

the largest global empire the world had ever s&enl939, as the war
started, the combined GDP of the British and Freenipires exceeded
that of Germany and Italy by 60 per cent. Of couthe idea of inherent
German economic superiority was not simply a figimefthe historical

imagination. Germany from the late nineteenth cgntanwards was
the home for a cluster of world-beating industr@mpanies. Brand
names like Krupp, Siemens and IG Farben gave sutsstsp the myth
of German industrial invincibility. Viewed in wideterms, however, the
German economy differed little from the Europeamrage: its national
per capita income in the 1930s was middling; inspré-day terms
it was comparable to that of Iran or South AfriCBhe standard of
consumption enjoyed by the majority of the Germaspuyation was

modest and lagged behind that of most of its WesEuropean neigh-
bours. Germany under Hitler was still only a pdgtiamodernized

society, in which upwards of 15 million people deged for their living

either on traditional handicrafts or on peasanicagiure.

What strikes one today as the defining feature vaéntieth-century
economic history is not the peculiar dominance efr@any or any other
European country, but the eclipse of the 'old CGumrtt' by a sequence
of new economic powers, above all the United Stabes1870, at the
time of German national unification, the populatiohthe United States
and Germany was roughly equal and the total outpuimerica, despite
its enormous abundance of land and resources, nigsooe-third larger
than that of Germany. Just before the outbreak afrldvWar | the
American economy had expanded to roughly twice slze of that of
Imperial Germany. By 1943, before the aerial bordb@nt had hit top
gear, total American output was almost four timbattof the Third
Reich.

We start the twenty-first century, therefore, wih altered historical
perception from that which framed narratives of r@am history for
most of the last hundred years. On the one hanchawe a sharpened
appreciation of the truly exceptional position b&tUnited States within
the modern global economy. On the other hand thanmon European
experience of 'convergence' provides us with aingdidy disenchanted
perspective on Germany's economic history. Theckasd possibly
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most radical contention of this book is that thésterrelated shifts in
our historical perception require a reframing oé thistory of the Third
Reich, a reframing which has the disturbing effecth of rendering the
history of Nazism more intelligible, indeed eeritpntemporary, and at
the same time bringing into even sharper relieffursdamental ideologi-
cal irrationality. Economic history throws new lighoth on the motives
for Hitler's aggression and on the reasons whyailed, why indeed it
was bound to fail.

In both respects, America should provide the pfeotour understand-
ing of the Third Reich. In seeking to explain thegancy of Hitler's
aggression, historians have underestimated hiseaautareness of the
threat posed to Germany, along with the rest of Eoueopean powers,
by the emergence of the United States as the domiglwbal super-
power. On the basis of contemporary economic trehtider predicted
already in the 1920s that the European powers hdg & few more
years to organize themselves against this inelityabiFurthermore,
Hitler understood the overwhelming attraction afyeaxerted on Euro-
peans by America's affluent consumer lifestyle aftraction whose force
we can appreciate more vividly, given our sharpersuareness of
the more generally transitional status of the Eeawp economies in
the inter-war period. As in many semi-peripherabremmies today, the
German population in the 1930s was already thorgughmersed in
the commodity world of Hollywood, but at the sanmea many millions
of people lived three or four to a room, withoutddor bathrooms or
access to electricity. Motor vehicles, radios ardep accoutrements of
modern living such as electrical household appkaneere the aspiration
of the social elite. The originality of National Galism was that, rather
than meekly accepting a place for Germany withigl@abal economic
order dominated by the affluent English-speakinguntges, Hitler
sought to mobilize the pent-up frustrations of pigpulation to mount
an epic challenge to this order. Repeating whatopeains had done
across the globe over the previous three centuBesmany would carve
out its own imperial hinterland; by one last gréatd grab in the East
it would create the self-sufficient basis both fimmestic affluence and
the platform necessary to prevail in the comingesppwer competition
with the United States.

The aggression of Hitler's regime can thus be matiped as an
intelligible response to the tensions stirred ugh®/uneven development
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of global capitalism, tensions that are of coursi with us today. But

at the same time an understanding of the econouaridaimentals also
serves to sharpen our appreciation of the profoumdtionality of

Hitler's project. As this book will show, Hitler'segime after 1933
undertook a truly remarkable campaign of economibifization. The

armaments programme of the Third Reich was theefdrdransfer of
resources ever undertaken by a capitalist statpeacetime. Neverthe-
less, Hitler was powerless to alter the underlybajance of economic
and military force. The German economy was simpdy strong enough
to create the military force necessary to overwhellnits European
neighbours, including both Britain and the Soviatidh, let alone the
United States. Though Hitler scored brilliant skerm successes in
1936 and 1938, the diplomacy of the Third Reichethito bring about
the anti-Soviet alliance proposed in Mein Kampf.c&h with a war
against Britain and France, Hitler was forced at¢ tfast moment to
resort to an opportunistic arrangement with Stalithe devastating
effectiveness of the Panzer forces, the deus eximaof the early years
of the war, certainly did not form the basis foragtgy in advance of
the summer of 1940, since it came as a surprise éwethe German
leadership. And though the victories of the Gernaamy in 1940 and
1941 were undoubtedly spectacular they were incsig. We are thus
left with the truly vertiginous conclusion that Hit went to war in
September 1939 without any coherent plan as to acwwally to defeat
the British Empire, his major antagonist.

Why did Hitler take this epic gamble? This suredythe fundamental
question. Even if the conquest of living space banrationalized as an
act of imperialism, even if the Third Reich candredited with a remark-
able effort to muster its resources for combatnefesermany's soldiers
fought brilliantly, Hitler's conduct of the war iolwed risks so great
that they defy rationalization in terms of pragmaelf-interest. And it
is with this question that we reconnect to maimstrehistoriography
and its insistence on the importance of ideologywas ideology which
provided Hitler with the lens through which he urgleod the inter-
national balance of power and the unfolding of thereasingly glo-
balized struggle that began in Europe with the &macivil War in the
summer of 1936. In Hitler's mind, the threat posedhe Third Reich
by the United States was not just that of convetiosuperpower
rivalry. The threat was existential and bound ughwilitler's abiding
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fear of the world Jewish conspiracy, manifestedtiia shape of '‘Wall
Street Jewry' and the '‘Jewish media' of the Uniialtes. It was this
fantastical interpretation of the real balance ofver that gave Hitler's
decision-making its volatile, risk-taking qualityGermany could not
simply settle down to become an affluent sateltifethe United States,
as had seemed to be the destiny of the Weimar Repuabthe 1920s,
because this would result in enslavement to thddwdgwish conspiracy,
and ultimately race death. Given the pervasiveuarite of the Jews, as
revealed by the mounting international tension loé tlate 1930s, a
prosperous future of capitalist partnership witte thVestern powers
was simply impossible. War was inevitable. The tjpeswas not if,
but when.

This is a long book and, since it is written to fead from beginning
to end, | don't want to deflate the tension by ading the decisive punch
lines in the first few pages. Suffice to say ththugh the broad outline
of the history of the Third Reich has been deepigraved in decades
of painstaking investigative labour, the story & itold here is new. My
goal is to provide the reader with a deeper anddeo understanding of
how Hitler established himself in power and moleitizhis society for
war. | provide a new account of the dynamic thainthed Germany
into war and explain both how this sustained a sssful war effort up
to 1941 and how it reached its inevitable limit tilee Russian snow.
Next, the book takes on what is surely still thedamental interpret-
ative challenge facing any historian of the ThiréidR, and perhaps
particularly an economic historian: explaining thlocaust. Drawing
both on archival material and a generation of iantl historical
research, | emphasize the connections between #neagainst the Jews
and the regime's wider projects of imperialism,céat labour and delib-
erate starvation. In the minds of the Nazi leadprsthere were, in fact,
not one but a number of different economic ratiesafor genocide.
Finally, building on these decisive chapters on 983, | explain
the extraordinary coercive effort through which thegime sustained
Germany's war effort for three bitter years, at bweart of which stood
Albert Speer.

Those who at this point are already impatient farenspecific con-
clusions should turn to Chapter 20, which providebrief summary of
at least some of the key points. To avoid the bbeing even longer, |
have not burdened it with a full bibliography. Tiitkes of all works
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cited appear in full at their first appearanceantechapter. A full
bibliography, as well as other resources on the@eic history of the
Third Reich, is available from the author's webpagev.hist.cam.
ac.uk/academic_staff/further_details/tooze.html.

"Tons' means metric tons throughout.
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Introduction

Reviewing the twentieth century, it is hard to gecahe conclusion that
two themes have dominated Germany's history. Onotie hand there
is the pursuit of economic and technological pregrewhich for much
of the century made Germany, along with the Uniftdtes and latterly
Japan, China and India, one of the largest ecorminiethe world. On
the other hand there is the pursuit of warfare ohnitherto unimagined
scale!

Germany was chiefly responsible for unleashing fingt shattering
World War of the twentieth century. It was solelgsponsible for the
second. Furthermore, in the course of World WarHitler and his
regime extended the boundaries of war to includehalesale campaign
of genocide that stands unrivalled in its intensisgope and deliber-
ateness. After the second catastrophe of 1945,ottweipying powers
made sure to leave Germany with no choice. Thouagirt,stechnology,
science and culture were gradually readmitted elldiof national and
individual self-expression, and though German fslitbecame more
multi-dimensional from the late 1960s onwards, @swthe depoliticized
pursuit of material welfare that dominated natiorié, certainly in
West Germany after 1945By contrast, Germany's first surrender, in
1918, was far less complete and the conclusionsrdizoth by Germans
and their former opponents were correspondinglyememmbiguous. One
of the many extraordinary features of German mdlitin the aftermath
of World War | is that throughout the existencetlod Weimar Republic
the German electorate faced a choice between &icpoientred on the
peaceful pursuit of national prosperity and a muilit nationalism that
more or less openly demanded a resumption of hEsilwith France,
Britain and the United States. Since most of tloskowill be taken up
with a dissection of the way in which Hitler harsed the German
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economy in pursuit of this latter option, it seeimgportant to begin by
clearly establishing the alternative against whigh vision was framed
and how that alternative was pushed out of viewHsy disastrous events
leading up to Hitler's seizure of power.

It would be wrong, of course, to deny that there eontinuities that
connect all sides in the strategic debate in Geynmianthe 1920s and
1930s to the imperialist legacy of the Wilhelmima®Hostility towards
the French and Poles and imperial designs on Gefmareighbours
both in the West and in the East were nothing néswever, an excessive
stress on continuity obscures the transformativgpath on German
politics of the defeat of November 1918 and theurratic crisis that
followed. This agony reached its climax in 1923 whbe French occu-
pied the Ruhr, the industrial heart of the Germaonemy. Over the
following months, as Berlin sponsored a mass cagmpaif passive
resistance, the country descended into hyperioftatind political dis-
order so severe that by the autumn of 1923 it dall®o question
the survival of the German nation-state as $u@irategic debate in
Germany was never the same again. On the one Hhhadcrisis of
1918-23 gave rise to an ultra-nationalism - in fhem of the radical
wing of the DNVP and Hitler's Nazi party - that wasre apocalyptic
in its intensity than anything prior to 1914. Oretbther hand, it also
produced a truly novel departure in German foregmd economic
policy. This alternative to nationalist militancysa aimed to achieve a
revision of the onerous terms of the Treaty of ¥dless. But it aimed to
do so not by gambling on military force. InsteadeiWar's foreign
policy prioritized the economy as the main fieldthin which Germany
could still exercise influence in the world. Aboadl, it sought security
and leverage for Germany by developing financiaineztions with the
United States and closer industrial integrationhwiirance. In certain
key respects, this clearly anticipated the stratgmysued by West
Germany after 1945. It was a policy that enjoyed backing of all of
the parties of the Weimar coalition - the Socialniderats, the left
liberal DDP and the Catholic Centre party. But iaswpersonified by
Gustav Stresemann, leader of the national libethls, DVP, and Ger-
many's Foreign Minister between 1923 and 1929.

Four years after the stabilization of 1924, the egeh election of
20 May 1928 was the first occasion on which theirentlectorate of
Germany had the opportunity to give their verdittioe achievements
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of the Weimar Republic and Stresemann's foreigicpolGustav Strese-
mann chose to fight that general election in Bavakiunich, of course,
was also one of the favourite stomping groundshef NSDAP and as
the leader of that fringe party, Hitler hoped tangadded attention by
crossing swords with Stresemann. The voters of Baweere thus offered
a dramatic choice between Stresemann's conceptionGermany's

future, based on four years of peaceful 'econonaigisionism’, and

Hitler's sweeping rejection of the foundations okiwWar's foreign and
economic policy. Both Hitler and Stresemann took tontest seriously.
Though it was essential for Stresemann to presétherHs little more

than a crank, he admitted that he had taken timeead at least one of
Hitler's published speeches to inform himself abthé arguments he
might face® Hitler for his part used the argument with Stresemto

refine the ideas on foreign policy and economics the had first formu-
lated in Mein Kampf, his manifesto compiled in Labdrg prison in

1924 The result was the manuscript known as Hitlerecd®d Book',

which was completed in the summer of 1928 and awetlasubstantial
passages culled directly from stump speeéhes.

Gustav Stresemann had first enunciated his view ‘alitics .. . [is]
today first of all the politics of the world econginas an ambitious
young representative of the National Liberal pairtythe Wilhelmine
Reichstag. And this was no mere rhetoric, it was an expegeit
grained in his biograph¥. Born in 1878 in Berlin, the son of a small
independent bottler of flavoured Weiss Bier, onghaf capital's favourite
tipples, Stresemann had watched his father's ssisgqueezed by the
competition of the larger breweries. As the onle @f seven siblings to
attend university he had completed his studies withdissertation in
historical economics and started work in 1901 asyadic for the
light-manufacturing industries of Saxony, wherewds his job to lobby
for the interest of export-orientated manufacturiagainst the over-
weening demands both of heavy industry and prateisti agriculture.
Both by his reading of economic history and hiscpcal experience of
trade policy, Stresemann was convinced that theirtmrh forces in the
twentieth-century world would be the three majatustrial economies:
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Britain, Germany and the United States. The ecooogreat powers
were rivalrous, certainly. But they were also fumeally and inescapably
interconnected. Germany needed raw materials aod foom overseas
export markets to provide its population with woakd bread. The
British Empire was better placed with regard to rawaterials, but it
needed Germany as an export market. Furthermorese®hann was
convinced from an early stage that the emergencthefUnited States
as the dominant force in the world economy permtyeasitered the
dynamic of competition between the European powets. the twen-
tieth century the future of the balance of powerBuorope would be
defined in large part by the relationship of thempeting interests in
Europe to the United States. Stresemann certaidlyndt underestimate
either military force or the popular will as factom power politics. In
the dreadnought race, Stresemann was a consistbtcate of the
Imperial fleet, in the hope that Germany might alay rival the British
in backing its overseas trade with naval power.eAfi914 he was
amongst the Reichstag's most aggressive advocdtesl-out U-boat
war. But even in his most annexationist momentges&tmann was above
all motivated by an economic logic centred on theitétl States? The
expansion of German territory to include Belgiutne tFrench coastline
to Calais, Morocco and extensive territory in th@sEwas 'necessary' to
secure for Germany an adequate platform for coriqetivith America.
No economy without a secure market of at least dfilon customers
could hope to compete with the economies of sda¢ $tresemann had
witnessed first hand in the industrial heartlantithe United States.

There can be no doubt that Germany's sudden defetite autumn
of 1918 shocked Stresemann deeply, leaving himectosboth physical
and psychological collapse. It permanently shoak danfidence in mili-
tary force as a means of power politics, certaadyfar as Germany was
concerned. More fundamentally, it raised doubtshi; mind about the
German social and political system, which had pdoless resilient than
that of either Britain or France. This, however,rehe reinforced his
belief in the determining force of economics. Therld economy was
the one sphere in which Germany was truly indispkles Already
in April 1919 Stresemann demanded that, given Gaymamilitary
weakness, the basis of its foreign policy shouldtie strength of its
major corporations. 'Today we need credits fromoatlr The Reich is
no longer creditworthy . . . but the private indival, individual large
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corporations still have credit. This is founded e unlimited respect
of the world for the achievements of German indusind of the German
trader!® Crucially, the economy was the one sphere througtich
Germany could build a connection to the United éathe only power
that could help Germany in counterbalancing thereggion of the
French and the disinterest of the British. And thision of a trans-
Atlantic partnership clearly impelled Stresemanations, both during
his brief but decisive spell as Chancellor of thep&blic in 1923 and
then as Foreign Minister between 1924 and 1929.f&yng down a
storm of nationalist outrage and ending the ruincaspaign of passive
resistance to the French occupation of the Ruhilstvat the same time
signalling Germany's willingness to pay reparatjoBesemann opened
the door to a special relationship with the Unifdtes.

This of course came at a price. Stresemann waserabie for ever
afterwards to accusations from the right that hes wa'French candi-
date?® And these accusations were further strengthene8ttgsemann's
decision to use cooperative tactics rather tharfrgotation, to achieve
an accelerated withdrawal of the French forces pladitolled the Rhine-
land®® Of course, nothing could have been further frone tiuth.
Stresemann was in every respect a full-blooded @ermationalist. He
never distanced himself from the annexationist tpms he had adopted
during World War |, because he saw no reason toetdhem. Nor was
he ever willing to accept as a long-term solutibae eastern border with
Poland as defined by the 1921 plebiscite and Leadu¢ations decision.
His strategy, which relied on manipulating the ilteking interests of
the United States, Britain and France, was simplremcomplex than
the confrontational mode favoured by the ultraovalists.

Stresemann's first success was the Dawes Commiiteieh met in
Paris in 1924 to establish a workable system throwfpich Germany
could pay reparations without jeopardizing its fioml stability’® The
chairman of the Committee was General Charles Gvd3aa Chicago
banker and industrialist who had presided over Ahgerican and inter-
Allied procurement in World War |. But the actual arcHitexd the
scheme was Owen Young, the chairman of Generaltrifleand as
such one of the leaders of American industr@eneral Electric was
furthermore closely allied with the Allgemeine Biekitaets Gesellschaft
(AEG), Germany's second-largest electrical engingerconglomerate.
Dawes and Young more than fulfilled the hopes 8te¢semann placed
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in the United States. The immediate reparation deimaon Germany
were substantially reduced, with the full annuitly 205 billion pre-war
Goldmarks not to come into effect until 1928/9.PJ. Morgan did their
bit by mobilizing an enthusiastic vote of confidenfrom Wall Street,
with an initial and massively over-subscribed loah $100 million.
Re-establishing the Reichsmark on gold at its pae-parity against the
dollar ended the instability of Germany's curretftyurther protection
was provided by the so-called Reparations Agents Tiffice was occu-
pied by a young Wall Street star, Parker Gilbetiovhad the power to
halt transfers of reparations payments if they woehdanger the stab-
ility of the German currency. The demands of theoBaan 'reparations
creditors' were thus relegated to a second ordamclon Germany's
finances. American capital did not immediately cdoimto Germany, as
is sometimes suggestEtHowever, given the large interest rate differen-
tial between the United States and Germany, whaxéngs had been
evaporated in the heat of hyperinflation, the ctiods for lending were
clearly good. And between October 1925 and the &@nt928 the inflow
of foreign capital was so large that Germany caoulgke its reparations
payments without even having to earn a surplus tentrade account.
This was convenient for the British and French siitcenabled them to
insist on German payments without having to opeeirthmarkets to
billions of Goldmarks' worth of goods. At the sartime it allowed
Washington to insist that France and Britain shohtthour the debts
they owed to America as a result of the war.

This merry-go-round in which Germans borrowed morigym the
Americans to pay the British and French who theid ghe Americans
raised anxiety on all sidéS.However, it served its purpose. The US
Congress insisted on the fullest possible repayneénthe inter-Allied
credits owing to Americ& The new American lenders to Germany were
making handsome profits. And the Weimar Republipysd a standard
of living considerably higher than would have begewssible if it had
been constrained to pay reparations out of an éx@mplus. Hjalmar
Schacht, the president of the Reichsbank instabigd Stresemann in
November 1923, was deeply concerned about Germamgsnting
international debt burdefi.But he shared Stresemann's strategic vision.
As America's stake in Germany grew, so would Wagbins interest
in ensuring that excessive reparations demands fitaiiB and France
did not jeopardize American investments. Put amiést simple and
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Table 1. Borrowing from abroad: Germany's foreightd
position, spring 1931 (million RM)

Long-term Short-term Total
United States 5,265 3,143 8,408
Britain 1,100 2,053 3,153
Netherlands 1,174 2,06¢ 3,243
Switzerland 512 1,878 2,390
Other 1,494 2,82€ 4,320
Total 9,545 11,96¢ 21,514

Source: C. R. S. Harris, Germany's Foreign Indeletesi(Oxford, 1935),
9,95

most cynical, Germany's strategy consisted of etipip the protection
provided by the Reparations Agent to borrow so médm America

that the service on this debt made it impossibléraasfer reparatiorfs.

More subtly, what Stresemann and Schacht aimedotovas to make
American financial interests into the main forcesiping for the revision
of Germany's reparations, allowing Berlin to norz®lits relations with
London and Paris. And in the late 1920s this disatappeared to be
working. In 1928, rather than the Germans it was Americans and
most notably the chairman of the US Federal Resd®e@jamin Strong,
who began to push for the renegotiation of Gerntamgparation obliga-
tions before the full annuities owing under the [@awPlan came into
effect?® Strong did so not out of any love for Germany iouthe interest
of securing America's huge stake in the German @ogn A full-blown

crisis could easily have destabilized a numbermiAca's largest banks.

If in Stresemann's case our problems of interpoetastem from the
fact that his policies seem uncannily similar tos on which the
stability of Germany has rested since 1945, thigcdify in getting to
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grips with Hitler's vision is the reverse. Hitlanhabited a strange and
embattled mental universe that we struggle to cefmud or even to
take seriously.

It is tempting to deduce the very different worliéws adopted by
Hitler and Stresemann from their markedly differelife histories.
Hitler's difficulties in finding a place in the wdr are too familiar
to need rehearsing hefeThey certainly stand in marked contrast to
Stresemann's story of upward social mobility. Fathbmen, the war
was a turning point. But whereas Stresemann's ahrdh health
debarred him from active service in World War Itléti experienced the
war from the trenches. It is hardly surprising he tlight of this that
Stresemann managed to retain his quintessentiatgbois optimism
even during the nightmare of 1918-23, whereas #tléhinking had a
far darker edge. Nevertheless, Hitler and Stresaenveere both products
of a shared political culture. They were both adwes of the widely
held view that World War | was the result of Impércompetitior?®
Specifically, both blamed Great Britain for havingtiated the war, in
a deliberate attempt to cripple Germany as an euancand naval
competitor. In Stresemann's case, however, thisnummsense model
of military-economic competition was softened by hinderstanding of
the mutual interconnectedness of the world econamg above all by
the importance he attached to the United Statea asunter-weight to
Britain and France. Hitler's outlook, by contrasas far more
embattled. He regarded the liberal ideology of peeg through indus-
try, hard work and free trade as nothing more tlaatie spread by
Jewish propagandists. In fact, any effort by then@a people to seek
salvation through industry and trade would evemyulling them into
competition with Britain. Germany would again fatiee constellation
of August 1914 - an overpowering Continental aienmasterminded
and bankrolled by the Jewish bankers of the cithe Tinternational
Jewish conspiracy, which ruled now not only in Wagton and London
but in the Bolshevik dictatorship as well, wouldaag force Germany
into defeat.

For Hitler, the decisive factors in world historyesg not labour and
industry, but struggle for the limited means of temancé’ Britain
could sustain itself through free trade, but onbcdwuse it had already
conquered an empire by military force. What the rfier people needed
to secure a decent standard of living was 'livipgcg', Lebensraum,
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and this could be achieved only by warlike conqu€stionies had been
the great enthusiasm of Wilhelmine Germany, but thaant scattering
Germany's precious blood all over the world. IndteHlitler favoured
the conquest of contiguous Lebensraum in the HE#ste again one can
certainly point to similarities with the thinkingf owartime annex-
ationists. After the Treaty of Brest-Litovsk, Stetann too had dreamed
of a German Grossraum in the East. But, as we Baea, his primary
aim was to gain a market sufficient in scale toahathe United States.
Hitler, by contrast, wanted the land, not the ratimhabitants. The pur-
pose of conquest was not the addition of non-Gerpeople. The popu-
lation of the conquered territories would have te temoved. The
bourgeois regime of Imperial Germany had lacked tieeve for this
kind of radical racial policy in relation to therdge Polish minority that
inhabited its eastern borders. But if Germany wagprevail, there was
no alternative to a ruthless policy of conquest a®gopulation. War
was Germany's destiny. Concretely, Hitler seemdave envisioned a
more or less systematic series of steps startity thie incorporation of
Austria, then the subordination of the major Cdnraropean successor
states, most notably Czechoslovakia, culminating an settling of
accounts with the FrenéA.The path would then be clear for a drive to
the east. Hitler did not of course wish to repda¢ tonstellation of
World War | and in this respect Britain was cruciblitler was firmly
convinced that, unlike an export-directed strategfich would lead
inevitably into conflict with the global influencef the British Empire,
his strategy of Continental expansion posed no dorghtal threat to
Britain, whose basic interests lay outside Eurdpevas fundamental to
his strategic conception in the 1920s and early0&9Bat he would be
able to secure a dominant position for Germany uroge without
coming into conflict with Britain. Indeed, revergirStresemann's logic,
Hitler believed that Britain would come to view @&eny as an ally in
the competition that it was bound to face fromltimted States.

In his childhood, like many millions of German-skieay boys, Hitler
had been an enthusiastic reader of Karl May's Geion@&/esterng? In
the immediate aftermath of World War | his fascimattook on a darker
hue, particularly in relation to President Wilsomho in the wake of
Versailles became an object of near universal stomlin Germany. In
1923 Hitler wrote that only a spasm of temporanbeéaility brought
on by the hunger pangs of the Anglo-Jewish bloclamlgd explain

9
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how Germany had thrown itself on the mercy of @d&rlike Wilson,
who had come to Paris with a staff of 117 Jewisinkbes and
financiers . . ¥ In Mein Kampf, drafted the following year, the (thd
States barely figured in Hitler's strategic visidiree years later, given
the role played by the United States in Germaniraffgauch parochialism
was no longer possible. As Hitler could not failrtote, the United States
- even if it was not a military factor in Europeaffairs - was an
economic force to be reckoned with. Indeed, thear&able industrial
advance of the United States had changed the ptremef everyday
life on the 'old continent’. As Hitler himself pitf in what is surely one
of the key passages in his 'Second Book':

The European today dreams of a standard of liwngich he derives as much
from Europe's possibilities as from the real candi of America. Due to modern
technology and the communication it makes possithle, international relations
amongst peoples have become so close that the é&ampgven without being
fully conscious of it, applies as the yardstick fois life, the conditions of
American life .. .

And not surprisingly, what most caught Hitler's eyas the American
domination of the motor vehicle industry. Hitlef, @urse, was a motor
enthusiast. But what concerned him in his 'SecorawbkB were the
strategic implications of America's leadership lmstcrucial new indus-
try. In their imaginings of a future of Americanflaénce Europeans
were apt to forget 'that the relationship of suefaczea to the population
of the American continent is vastly superior.. Aimerica's enormous
competitive advantage in industrial technology wé®ve all a function
of 'the size of America's 'internal market' and 'w®alth in purchasing
power but also in raw materials'. It was the hugkume of 'guarantee[d]

. internal sales' that enabled the Americanomethicle industry to
adopt 'methods of production that in Europe dueth® lack of such
internal sales would simply be impossibfeFordism, in other words,
required Lebensraum.

Whereas Stresemann saw the rise of the United sStatea stabilizing
factor in European affairs, for Hitler it merelyisad the stakes in the
struggle for racial survival. Nor could this striggremain limited to
the economic sphere: 'The final decision in theiggte for the world
market will lie with force . . 3 Even if its businessmen were successful,
Germany would soon find itself back in the situataf 1914, forced to

10



INTRODUCTION

fight for its access to world markets on highly awdurable terms.
Indeed, Hitler believed that the emerging econouhitninance of the
United States placed in jeopardy the 'global sigaifce' of all the

European countries. Unless the political leaderEofope could shake
their populations out of their usual ‘political tlghtlessness', the
‘threatened global hegemony of the North Americamtioent’ would

reduce all of them to the status of 'Switzerland &tolland* Not that

Hitler was an adherent of pan-European ideas. Hmrded any such
suggestion as vapid, 'Jewish' nonsense. The Europesponse to the
United States had to be led by the most powerfubpean state, on the
model of the Roman or British empires, or for thaatter the unifying

actions of Prussia in nineteenth-century Germany.

In future the only state that will be able to stamu to North America, will be

the one which has understood how, through the essehits inner life and the

meaning of its foreign policy, to raise the valueits people in racial terms and
to bring them into the state-form most approprifate this purpose ... It is the
task of the national socialist movement to streagthnd to prepare its fatherland
for this missiort®

Along with France and the Soviet Union, the Unitihtes thus entered
the ranks of Hitler's enemies, to be confronteterad period of internal
consolidation, if possible in alliance with GreatitBin. It is worth
emphasizing this latter point. Hitler's insistembphasis on the need for
an alliance with Britain was driven not only by l@us on conquest in
the East, the central strategic argument of Meimpfa but also by his
awareness of the threat posed by the United Stitesnew theme of
the 'Second Book'.

Hitler and Stresemann thus differed in their agsess of Germany's
position in relation to the dawning 'American cegtiand they differed
in their assessment of the relative importance aonemics and politics.
Underpinning these divergences, however, was a riwrdamental dif-
ference in their understanding of histdfyThis is most clearly illustrated
by their responses to the disaster of World Warrhle essence of Strese-
mann's position was that the war did not change filnedamental
direction of world history, which was dictated blyetinevitable trajec-
tory of economic development. Though Germany hadnbdefeated,
the war, by weakening Britain and France and pramgothe United
States, opened the door to a reassertion of Gepmaar, though
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limited to the economic sphere. Hitler regarded tiind of thinking as
characteristic of the naive optimism of the Germzourgeois. Hitler
was not a pessimist. He rejected the doom-ladephgmes of Spengler.
For him, however, history offered no guaranteese Tlandamental
determining factor in history was not the predittatelos of economic
development, but struggle between peoples for teans of life. In this
battle for survival the outcome was always uncaert&ven in the short
span of '2,000 years' of human history, Hitler diad,

world powers ruled cultures of which only legendvills, enormous cities have
fallen into ruins ... Almost beyond all comprehe@msi.. . are the concerns, the
needs and suffering of millions upon millions ofdividual people, who were
once, as living substance, the bearers and victifrthese events . .. And how
indifferent is ... the present. How unfounded is @ternal optimism and how
ruinous its wilful ignorance, its refusal to seel ds refusal to learf.

To shake the populace out of its optimistic stupod to energize it
with a sense of apocalyptic risk, this was the ttask of political
leadership. The idea that Germany could simply meg steadily
towards a higher standard of living like that onowhin the United
States was a delusion. For Hitler, defeat in WdNer | heralded the
starting point of a struggle no less definitivertithat between Carthage
and Rome. Unless Germans rose to the challenge8 tdht well be
the harbinger of an 'Untergang' as complete asdfieéred by the great
civilizations of antiquity. Such a prospect left moom for passivity
and no room for patience. Faced with the utter legdness of the
Judaeo-Bolshevik enemy, even a strategy fraught thie most extreme
risks could be justified. In the 1920s and earh8d® audiences could
be forgiven for taking Hitler's extreme warlike ¢arage as a rhetorical
affectation. How deadly serious he was in his alyptia world-view
was not to become fully apparent until 1939.

The German electorate thus faced a stark choicetlzy gave a clear
answer. In the general election of May 1928, Hilgrarty gained a tiny
2.5 per cent of the vote giving it only 12 seats @u491 in the Reichstag.
By contrast, though the DVP's share of the votdiet, Stresemann's
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party still held a respectable 45 seft#And whereas the DVP enjoyed
the generous backing of big business, the Nazi® wer cash-strapped
by the autumn of 1928 that they were forced to cdil their annual
party rally. Sales of Mein Kampf had slumped so Ipathat Hitler's
publishers decided to hold back his 'Second Book'féar of spoiling
the market. The DNVP, the other party on the ex&enght, saw its
share of seats cut from 103 to 73. These losseshendnsuing leadership
crisis in the nationalist movement, leading to #iection of the ultra-
nationalist Alfred Hugenberg as head of the DNVRravthe headline
news of the summer and autumn of 1928. By contthst,Social Demo-
crats, the founding party of the Weimar Republagred a major victory.
Their representation in the Reichstag rose from 181153 seats.
Together with Stresemann's DVP, the DDP and thetr€egmarty they
had a workable majority with Hermann Mueller as @wlor. Gustav
Stresemann continued for a fifth year as Foreignidfier.

In 1928, therefore, despite the presence of elesnsuth as Hitler and
his party, the Weimar Republic had a functioninglipmentary system
and a government committed to pursuing the revisibrthe Versailles
Treaty under the good auspices of the United Stdtbhe potential for
disaster was clearly there. But even the most pestst observers would
have been hard pressed to predict that within tarsy Germany would
launch Europe back into a dreadful war and embarkhe single most
ruthless campaign of genocidal murder in humanohistThis book is
not a history of the Weimar Republic. But to stawtr account of Hitler's
regime, we must clearly first explain how Stresemmnstrategy was
overturned, opening the door to Hitler's far maéical vision.

One key factor contributing to the destabilizatioh the Weimar
Republic after 1929 was the disappointment of tlopels invested in
America's ‘'new order' by Germany's pro-Republicarces® In 1923-4
the successful stabilization of the Weimar Repulblédd depended cru-
cially on the involvement of the United States. Hadter, the credibility
of Stresemann and Schacht's 'Atlanticist stratégyged on the expec-
tation that America's influence in Europe would thaume to grow and
would ultimately open the door to comprehensiveisien of the Ver-
sailles Treaty terms. This depended on Americarogeition of the
linkage between the war debts owed by Britain argh&e to America
and the reparations demands made by those poweGeomany. Owen
Young did return to Paris in the spring of 192%9dnegotiate the

13



THE WAGES OF DESTRUCTION

reparations settlemefft. However, he came without any commitment
from Herbert Hoover's incoming administration tdoal an explicit
linkage between inter-Allied war debts and reparaf' This in turn
meant that the Young Plan was bound to disapgbimmstead of a
reduction in the reparations annuity from 2.5 oillito 1.5 billion
pre-war Goldmarks hoped for by the Mueller governtnéhe amount
demanded of Germany was reduced only marginaliygbover 2 billion
Goldmarks. In addition, the Young Plan removed phetection pro-
vided by the Reparations Agent. This relieved Gennaf intrusive and
humiliating foreign oversight and was intended adirst step towards
placing Germany's reparations bonds on a depalkiil;i commercial
footing. But it also meant that Germany was nownped to postpone
transfer on the majority of its reparations, formaximum of only two
years. And it was now the German government rathan a 'neutral’
American agency that would have to make the deatisio

The disappointment that followed in the wake of ¥®mung Plan was
devastating to the credibility of the Atlanticistragtegy. The acrimony
surrounding the negotiations negated any hope lefge-scale commer-
cialization of Germany's political debts. From 19@B8wards long-term
American lending to Germany began to fall, as rursoswirled about
the future of reparations and interest rates in Umited States rosg.
Germany continued to borrow in 1929 and to sellrshan German
firms to foreigners, but more than half the inflovas now short-term.
And further damage to trans-Atlantic economic ielted was to follow.
In the course of the American election Herbert Howohad won the
Midwest with promises of agricultural protection.ufing its passage
through Congress the trade bill which became notsrias the Smoot-
Hawley tariff was festooned with a variety of demsnincluding sig-
nificant protection against European manufactur@dports. By the
autumn of 1929 the Europeans knew that not onlyldv@longress not
permit any substantial reduction in the inter-Allielebt payments, and
not only was there little prospect of any new Idagn credit from
America, but that the new tariff would in all likebod make it harder
for America's European debtors to earn the dollaey needed to service
their obligations to Wall Streét.

How Stresemann would have responded to this d@astchain of
events we shall never know. His health had beefamsihg since the
spring of 1928 and the effort to hold the right gviof the DVP in line
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with the Grand Coalition government was too muchithiv hours of
securing the agreement of the German governmenhdoYoung Plan,
Stresemann suffered a series of strokes and diatl.elBen before his
untimely death there were indications of a shiftdinection. Some have
argued that the intensified discussions betweeres8mann and the
French Foreign Minister, Aristide Briand, in thensmer and autumn of
1929 were motivated at least in part by a sensdisg#ppointment with
the United States. And in the last week of June918fesemann had
spoken in the Reichstag of Europe becoming 'a golohthose who
have been more fortunate than us'. The time hadedanwhich 'French,
German and perhaps also other European economiss find a way
together to counter a competition that weighs Hgaen us all', an
unusually antagonistic reference to the UnitedeSfat

A turn towards European integration was howevely e possible
reaction to the disappointment of hopes placed imeAca®® A diametri-
cally opposed option was presented by the behaviofurHjalmar
Schacht, president of the Reichsbank. In evolutipn@rms Schacht
forms the 'missing link' between Stresemann's egyatof economic
revisionism and the unilateral militarist aggressihat replaced it after
1933. Born in 1877 into a German-American familyoréte Greeley
Hjalmar Schacht, like Stresemann, was a Wilhelmsuecess story.
Whereas his father had had a troubled career, disst journalist and
then in a succession of failed businesses, Schaelte the best of his
first-class education. Like Stresemann, he stahiedprofessional life as
a lobbyist for liberal free trade interests, befaiging rapidly through
the ranks of the Dresdner Bank. In 1914 he becaaneqf the financial
administration of occupied Belgium but was forced resign in 1915
amidst rumours of corruption. Soon afterwards hes vired by the
Dresdner's rival, the Nationalbank. As a director this rapidly
expanding business, Schacht became one of theprofédeers of the
hyperinflation. Like Stresemann, Schacht was a Meftnepublikaner
(a republican by reason rather than by convictign)ounding member
in 1918 of the left liberal DDP, he was Stresemmarmgandidate to take
over the Reichsbank at the height of the RuhrsfisThereafter, Schacht
was widely seen as a key ally in Stresemann'stetiforestore Germany's
international respectability. Widely credited withe stabilization of the
Reichsmark in 1924, Schacht enjoyed close linksh beith banking
circles in the United States and with Montagu Nampgovernor of the
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Bank of England. Indeed, during the chaos of 1923zhAacht had toyed
with a British alternative to Stresemann's strateggunding out the
possibility of tying the Reichsmark to the pounérkhg rather than to
the dollar*® But once the Dawes deal was done Schacht wasythiag
even more committed to the Atlanticist approachthas Stresemartfi.
Even more than in Stresemann's case, however rdtianal conception
of German strategy clashed in Schacht with a desyses of wounded
national pride. Far more persistently and far lessfully than Strese-
mann, Schacht linked the question of a financiattlesaent with
demands for territorial revisiol. Schacht not only wanted to achieve
an accelerated withdrawal of French troops fromn@er soil. He also
took every opportunity to reopen the territoriaue with Poland and
even pressed for a restitution of German colonies.April 1929,
Schacht's revisionist demands came close to degaitie entire Young
Plan discussions. The Plan itself was clearly aadtting blow to
Schacht's faith in the American option. Immediatafjer Stresemann'’s
death, Schacht adopted a position of outright ofipasto the Mueller
government. He used his contacts in Wall Streesabotage an effort
by the German government to raise a new Americaan land on
6 December 1929 he published a report that wassthuagly critical
of the Young Plan and indeed of the entire findnstaategy pursued
by the Weimar Republic since 19%4Schacht's days as Reichsbank
president were clearly numbered. By the spring @80Lhe had resigned
and thrown in his lot with the forces now gatherimg the extreme right
of German politics, who were bitterly opposed toy darther financial
cooperation with Germany's former enemies.

The majority of the German political parties, hoeev remained
committed to the basic principles of fulfilment.deed, the requirement
to fulfil the Young Plan justified measures of datie austerity that
were extremely attractive to a large section ofright wing and business
community. In the spring of 1930, therefore, theai@ Coalition was
toppled over the question of budget clit¢dermann Mueller was to be
Germany's last Social Democrat chancellor for atnfosty years. He
was ousted in favour of a minority government leg the staunchly
nationalist Catholic Heinrich Bruening. At the Resbank, Schacht was
replaced by Hans Luther. Ever since, there has leated discussion
about the economic policy choices made by Chancdlauening and
Reichsbank president Luther between March 1930Mand 1932
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Much of this, however, is beside the point. Wher @ears in mind the
international constraints, it is clear that Brugniand Luther's hands
were forced, certainly in 1939.Under the rules of the gold standard,
with the Young Plan demanding annual payments dfililon Reichs-
marks and international capital markets increagingervous about
German borrowing, deflation was the only optibriThe political costs
were huge. Between April and July 1930 Germany'sligmentary
system tore itself apart in the struggle over Biogs deflation package.
It was to force through the highly controversiallgax on 16 July 1930
that Bruening first resorted to the emergency pswerovided under
Article 48 of the Weimar constitution. More cutsdanax increases
followed with the comprehensive emergency decre@&®fluly. On top
of the collapse in world trade and the gatheringcdoof the business-
cycle, the effect was to crash-land the economywBen June 1930 and
February 1931 unemployment rose by 2.1 million,céwithe normal
seasonal increase. In the general election of Sdyme 1930, Hitler's
National Socialists achieved a stunning electonaakthrough, raising
their share of the vote from 2.5 to 18.3 per cemd gaining 107 seats,
making them the second largest party in the ReghsfThe ensuing
capital flight stripped the Reichsbank of one-thifl its reserves and
forced a further hike in interest rafésBut at the same time, the deflation
strategy was having its intended effect. A traddicdeof 2.9 billion
Reichsmarks in 1928 was, by 1931, turned into aetrgurplus of
2.8 billion Reichsmarks (see Appendix, Table AZlhisTsurplus, how-
ever, resulted not from rising exports but from fhet that due to the
Depression, demand for foreign imports fell evenreneapidly than
German sales abroad. As factories shut down, aedbtight of job-
lessness and poverty spread across German sodeatyand for foreign
raw materials and consumer goods plummeted. It avdsutal process
of adjustment, but Germany was following the norrpadscriptions of
the gold standard mechanism. And Bruening was msdhain October
1930 with a bridging credit of $125 million brokdréy Lee, Higginson
and Co. of New York®

If Bruening's government did have room for manoeunr 1930 and
early 1931, it was with regard to foreign policygt reconomics, and it
used this freedom to dreadful efféttinstead of following Stresemann's
formula of the 1920s, which combined economic fuént with
cautious diplomacy, Bruening and Julius Curtiuspted compliance
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with the financial provisions of the Young Plan lwia foreign policy
rhetoric borrowed from the nationalist right. Thiestf element of the
new German policy was the decision, despite thecheidesperate
financial situation, to build two new battle cruisefor the navy. The
second and third elements were the proposal fortréeBerman cus-
toms union and the increasingly proactive Germalicypan Central and
South-eastern Europe, symbolized by the effort aoclude exclusive
bilateral trade agreements with Hungary and Romahliathree prongs
of this strategy were directed against France. Tblkbwed logically

from Bruening's earlier rejection of Briand's prepbfor closer Franco-
German economic relations. But it was spectaculdiFflymed. Through-

out the 1920s it had been a premise of German ypdhat though
France posed the primary military threat to Germanyfinancial terms
it was a third-rate power, behind the United Statesl Britain®® By

1931, however, this was to seriously misundersthedbalance of power
within the international financial system. Follogirthe stabilization of
the franc in 1926, the French central bank hadabeut systematically
accumulating gold. By 1931 its gold holdings wertdstantially larger
than those of the Bank of England and rivalled etesse of the US
Federal Reserve. Remarkably, in early 1931 Briamthewed his
approach to Germany, suggesting that to assistriBrgein complying

with the Young Plan, the Paris capital market midt# opened to
long-term German borrowing. Bruening's governmergplied on

21 March 1931 by publicly announcing the proposai &n Austro-
German customs union, slamming shut the door tonder&erman
economic cooperation.

Through aggressive foreign policy, Bruening thusthfer constrained
his own room for economic manoeudfeWithout the prospect of a
foreign loan, Bruening had no option but to fordeough another
painful round of deflation. And this, to make itlgiable to the domestic
electorate, required immediate action to accelethte revision of the
Young Plan. On 6 June 1931, therefore, in conjonctvith his second
emergency deflation decree, Bruening issued aneagiye demand for
an end to reparatiofis.It was this, finally, which precipitated disaster.
The financial markets had been troubled since Marghthe ominous
resurgence of German nationalism. But despite thekihg crisis in
Austria there had not been a run either on the @erimanks or the
German currenc{’, What triggered the crisis was Bruening's further
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escalation of international tension. Within hourfstloe German govern-
ment's aggressive communique, fear spread throtigtioei world's
financial markets that Bruening was about to anceum unilateral
moratorium, both on reparations and on Germanylgaitons to its
private creditors. Over the next week the Reichklsareserves fell from
2.6 billion to 1.9 billion Reichsmarks. Despite laosking rise in interest
rates, the reserves plunged inexorably towards rhiaimum level
required to provide 'gold-exchange backing' for therency. By the
time the trouble at the DANAT and Dresdner banks the headlines
on 17 June, the Reichsbank was already facing lablfavn currency
crisis. Indeed, so severe was Germany's interratifinancial situation
that on 20 June President Herbert Hoover was foinem a dramatic
and unprecedented intervention.

Even as the German situation became critical inghdy summer of
1931, the fundamental logic of the Atlanticist &gy continued to
operaté’ Misjudging the French reaction, Hoover's admiaison had
taken a remarkably weak line in response to theomaist turn in
Bruening's foreign policy® Instead of slapping down the customs union
proposal, Washington indicated its willingness tngider it as a first
step towards European economic integration. In abheumn of 1931,
the US State Department even expressed its impatieith France and
Poland for failing to address German concerns alieutastern borders.
Most critically of all, on 20 June 1931, in respen® the talk of an
imminent debt moratorium, Washington finally coneédthe linkage
between reparations and the inter-Allied war dé&bis the interests of
preserving America's loans to Germany, Hoover pmegdoa general
moratorium both on ‘political payments' by Germaagd on inter-
Allied war debts, opening the door to the formahaellation of Ger-
many's reparations obligations a year later atliesanne conferenéé.
By June 1931, however, the French were in no mawdcbncessions.
Not having been consulted by Hoover and resentivg fact that the
United States was putting the interests of its {targy creditors above
French demands for reparations, Paris delayedpipsosal of the mora-
torium until 6 July, long enough for the Germanaficial system to
haemorrhage hundreds of millions of Reichsmarkgoneign exchange.
It was in this crucial interval that the bankingdacurrency crises became
fatally entangled. On Monday, 13 July the DANAT Ranollapsed,
precipitating a general bank rffhiThe cabinet and Reichsbank had no
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option but to declare a general closure of the Garrfinancial system
and on 15 July to announce a new system of exchaag&ols ending
the operation of the free gold standard in Gernfariphe value of the
Reichsmark in terms of gold remained nominally dame. However,
from the summer of 1931 onwards private holdingdaséign currency
in Germany were nationalized. Any resident who irg foreign cur-
rency in any form was required to exchange it feicRsmarks provided
by the Reichsbank. Anyone requiring foreign curgermould obtain it
only by application to the Reichsbank and all sugplications were
subject to severe rationing. Foreign currency wikscated to importers
as a fixed percentage of the volume of their fareigansactions in the
twelve months prior to the crisis. The Reichsbamkstacquired a direct
means for regulating all imports to the German eoon In August, to
complete the narrative of the crisis, the debt nwoiham was extended
by means of the so-called Standstill Agreement f@arman reparations
to Germany's short-term credits, the most unstadEment in Ger-
many's debt mountaiff.

But the storm had not yet passed. After Vienna Bedin, London
was the next casualty of the wave of financialdbgity sweeping across
Europe. On 20 September, after weeks of severeukgtien against the
pound, Britain followed Germany in abandoning theldg standard®
Unlike the Reichsbank, however, the Bank of Englaidse to leave
the gold standard not by suspending free convéityibibut by aban-
doning the fixed peg against gold. Sterling corgihito be bought and
sold freely, but its value was no longer guarantagdinst gold. Within
weeks the world's leading trading currency had géoh against the
Reichsmark by 20 per cent. The anchor of the gldimancial system
had torn loose. Britain's abandonment of gold tdraesevere recession
into a profound crisis of the international economBy the end of
September, twelve countries had followed Britainaitowing their cur-
rencies to float freely. Eleven more countries Hadalued their exchange
rates whilst retaining a gold peg; whilst thosettbtayed on gold at
their old parities, like Germany, France and thethdands, had no
option but to defend their balance of payments Hgpsing draconian
restrictions on currency convertibility and tradenis took care of the
import side of the current account. But German etgue now faced
huge obstacles. With most of Germany's closestetradmpetitors
having gained a major competitive advantage thraieyfaluation,
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the volume of German exports fell between 1931 2882 by a further
30 per cent. The hard-won trade surplus of 2.8obillReichsmarks in
1931 was slashed within a year to no more thanwahendred million
Reichsmarks, and even this precarious balance amlid be maintained
by further savage reductions in imports. By theingprof 1932, the
allocation of hard currency to German importers waduced to half
the level that had been available prior to theisffs

One obvious way to alleviate Germany's predicame&ntld have
been to devalue the Reichsmark to bring it intce liwith sterling’®
Indeed, the Bank of England had favoured devaloatib the Reichs-
mark already in the summer, as the most effectiegponse to the
banking and currency crisf8.Nor should one imagine that responsible
officials in Germany had set themselves absolutafainst such a
measure. Bruening later claimed to have hoped toy caut a 20 per
cent devaluation once the acute crisis had passed Germany had
obtained sufficient foreign exchange reserves teire of being able to
maintain the new level of the Reichsmé&tkn September 1931 Hjalmar
Schacht hoped that Germany could take advantagBritdin's embar-
rassment to gain concessions on trade or creditélstwpegging the
Reichsmark to sterling. However, there were sevisies associated with
such a strategy of which the Reichsbank was ordywell aware. In the
popular mind, devaluation was inseparably conneetéti the experi-
ence of hyperinflation. In 1922 and 1923 the plurtinge value of the
Reichsmark against the dollar had been the daifyenof German
misery. It was hardly surprising therefore that B@n commentators
scared themselves with a scenario in which a lal®eluation dramati-
cally increased the price of imports, sparking affation. The Reichs-
bank was certainly concerned that its limited aucye reserves would
leave it defenceless if there were a speculativaclaton a devalued
German currency. What was ultimately decisive, harewas the effect
of devaluation on the Reichsmark value of Germarigi®ign debt.
The vast bulk of Germany's foreign debt was denatesh in foreign
currency. The immediate effect of a reduction ia tlalue of the Reichs-
mark would, therefore, have been to raise the MWurihe Reichsmark
terms of Germany's foreign obligations. Though B&nk of England
would have welcomed a German devaluation, the dn8tates made it
clear that it wanted to see Germany servicing atggiterm loans whilst
protecting its balance of payments by means of @xgé control<®
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With President Hoover finally intervening decisiveh the reparations
guestion and even hinting that he might supportn@er claims against
Poland, Berlin opted one more time for the Atlargftategy. Chancellor
Bruening's government gambled that, sooner rathen tater, American
action on war debts would enable Britain and Frataceccept the end
of reparations. This, Bruening confidently expectedbuld open the
door to the normalization of both political and Bomic relations in
Europe’’ In the event, however, it took twelve disastrousnths until
the deal was finally done in Lausanne. Meanwhite butlook for the
German economy was dire.

Pinned to gold by the American loans, but facechvdevaluation of
the majority of currencies in which Germany's traglas transacted,
Bruening had no option but to push through anotleeind of deflation
and to do so by decree. The fourth Presidentialrgemey decree of
8 December 1931, apart from banning the wearingpartty uniforms
and political demonstrations, also ordered mangatouts in wages,
salaries, prices and interest rates, followed byudher decrease in
government spending and an increase in taxafithwas, as The Econ-
omist put it, an intervention in 'economic libertynparalleled outside
the territory of the USSR® As his deflation Commissar, Bruening
chose the severely conservative mayor of Leipzigtl Goerdeler, who
immediately launched into a well-publicized ausgeriampaigrf® This
could not disguise, however, that Germany now faaéd. Unemploy-
ment was rising to more than 6 million and largetpaf the business
community faced imminent collapse. Clearly inflatiavas a bugbear
to the German public. But in its immediate impact the economy,
deflation was infinitely worse, principally becaueé its impact on bal-
ance sheets. Whilst incomes and revenues fellna With the deflation
of prices and wages, debts, mortgages and othandial obligations
remained at their high pre-Depression levels. Gher winter of 1931-
2, bankruptcies began to eat away at the fabridGefman business.
After the summer crisis of 1931, all the major bankere under state
control. There were spectacular failures in theuiasce and the engin-
eering industries. AEG, one of Germany's premiectelcal engineering
firms, was ailing. A crisis was only averted at ¥ieigte Stahlwerke,
Europe's leading steel and coal conglomerate, ¢firabe Reich's acqui-
sition of a large tranche of shares formerly owbgdFriedrich Flick. As
the Finance Minister, Hermann Dietrich, put it tpaty colleague: 'l
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did not set out to nationalize half the Ruhr ..ut the danger that
foreign interests would buy up the shares and #dwt that a collapse
. would have shaken .. . the Stahlverein and ithaurn would have
rocked the painfully reconstructed structure of Berman banks, have

left me with no choice . &

Faced with this mounting economic disaster, thdéldten consensus'
that had sustained Bruening in his first eighteeontins as Chancellor
collapsed? And Hjalmar Schacht again served as a bellweffierough-
out 1930 and early 1931 Schacht had abstained @eent criticism of
the Bruening government, in the hope perhaps afrmetg to office as
part of a conservative nationalist coalition. Fallog the disasters of the
summer of 1931, Schacht abandoned this restraimhd&e a dramatic
appearance at the rally of nationalist forces haidBad Harzburg to
denounce the spinelessness of Bruening's repasagiolicy®® A rejuven-
ation of Germany, he declared, was not a matterpafty political
programmes, or even of intelligence. It was a doesbf 'character.
And Schacht no longer made any secret of the sofimma which he
expected this moral renewal. The main organizersthef event were
Hugenberg and the DNVP. But the headline news \hasappearance
of Schacht on the Harzburg platform alongside Aditfer.2*

v

Clearly, the nationalist turn in German foreign ipplin 1930-31 was
disastrously mistimed. Nevertheless, with the Hooweoratorium in

place and with the Americans now pushing decisitelywards an end
to reparations, the Atlanticist programme had insemnse reached its
logical conclusion. Under normal circumstances twatinuation of a
trans-Atlantic financial axis would of course hawenained an attractive
option for Germany. However, the collapse of the eticen economy
and the British decision to abandon gold shattetleel fundamental
assumption on which Stresemann’'s conception had lsed. Far
from being a self-evident historical necessity, thapity and mutual

interdependence of the world economy was now prafbuin ques-

tion. There were, of course, voices both inside aodside Germany
calling for a constructive effort to rebuild thebfec of the international
order® But, given the global economic disaster, it appddo many that
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international economic dependence itself was dgtuéle problent®
Nationalist visions, visions of a future in whiclolgal financial connec-
tions were not the determining influence in a natiofate, now had
far greater plausibilitf’ And even before Hitler took power four key
elements in this nationalist agenda had alreadygquusvell to the fore.
There is a deeply entrenched prejudice both in jsoptistorical
consciousness and the historical literature that tkally important
change in economic policy between the Weimar Repuid the Third
Reich was the urgent implementation, after 1933,pofgrammes of
national recovery and work creatithTo put it crudely, Heinrich Bru-
ening made a fetish out of deflation. By contragbdrk creation and the
struggle against unemployment played a criticak riml the propaganda
of Hitler's regime. And in the light of the near ntemporaneous
'Keynesian revolution' in economics, this contrbstween before and
after 1933 took on an even greater historical §icarice. For Keynesians,
both in Germany and beyond, the disaster of them&eiRepublic will
always stand as the most stark illustration of tmnsequences that
follow from placing too much faith in the self-hiaa properties of the
free market, a rhetorical connection that was puextensive use in the
long rearguard action that Keynesians fought agathe intellectual
forces of the New Right in the 1970s and 1980&ermany's history
between 1929 and 1933 can certainly be made toesHmg purpose.
But if we seek to understand Hitler's regime owsttiis anachronistic
frame of reference the emphasis on work creatiothaskey to under-
standing Nazi economic policy seems misplaced. Wadation in fact
emerged as a subject for intense discussion omighe wing of German
politics only in the second half of 1931. The Naarty did not adopt
work creation as a key part of its programme utité late spring of
1932, and it retained that status for only eightemonths, until
December 1933, when civilian work creation spendings formally
removed from the priority list of Hitler's governmnte Despite the claims
of Goebbels's propaganda and despite the preodcnpadf later com-
mentators and historians, civilian work creationaswees were clearly
not a core agenda item for the nationalist coalitibat seized power in
January 1933. In fact, amongst the coalition pastref January 1933,
work creation was highly divisiv®€. Credit-financed measures were
fiercely opposed by Hugenberg, the leader of theVPNHitler's indis-
pensable coalition partner. Work creation was siewed with sus-
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picion by business and banking circles close to Nagi party, who on
this issue had a vocal spokesman in Hjalmar Schadhof which was

in sharp contrast to the three issues that truljedrthe nationalist right
and made possible the Hitler government of 30 Jgnu833: the triple
priority of rearmament, repudiating Germany's fgredebts and saving
German agriculture. These were the issues thatdbatdnated the right-
wing agenda since the 1920s. After 1933 they toadripy, if necessary
at the expense of work creation. It was Hitler'sicsxc on these three
issues not work creation that truly marked the diihg line between the
Weimar Republic and the Third Reich.

Disarmament and international finances had beekedinever since
the 1920s. But in 1932, in a last desperate bidaghion a peaceful
solution to Europe's problems, President Hoovelisiaistration forced
them into an even tighter connectiBnBy the end of 1931 it was
accepted by all sides that an end to reparatioperdied on American
cancellation of French and British war debts. Theemency mora-
torium of 1931 had acknowledged this in practicewdver, Hoover
still had to sell debt reduction to Congress anddéoso he needed to
make progress on disarmament. It would be whollyacaaptable, if
France and Britain used the financial relief thegrevasking for from
the United States to engage in greater militaryndjpeg. In early 1932
the Americans thus launched twin conference 'psE®sin Geneva for
disarmament and in Lausanne for political debts.thixd track was
provided by the long-winded preparations for arerimational confer-
ence on the global economy, which was to address disorder in
the world financial system and the damaging inaeas international
protectionism. In the 1920s, faced with an earlenerican effort to
reconstitute the international order, Stresemastrategy had been to
position Germany as a key ally of the United Stafg contrast, from
1932 the governments of Franz von Papen, Generdl ¥un Schleicher
and finally Adolf Hitler adopted a contrary positioRather than seeking
prosperity and security in multilateral arrangerseguaranteed by the
power of the United States, they sought to securidgateral German
advantage, if necessary even in opposition to Aca&riefforts to restore
the international orde?.

Secret preparations for German rearmament had g@oneéhrough-
out the 1920s but had never taken on truly thréagemroportions?
Stresemann had always ensured that the clandestivéy of the
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military did not jeopardize his primary objectived negotiating the
removal of French troops from German soil and aéhge a substantial
reduction in reparations. The evacuation of thé fasign troops from
the Rhineland in the summer of 1930 set the stagenfore concrete
discussions. Bruening apparently favoured a timetamder which the
Reichswehr, the German Army, was to begin its reament as soon as
the issue of reparations had been resolved. By ibleee 1931, the
Reichswehr had finalized the second so-called Ruogsplan (Rearma-
ment Plan), which called for spending of just 0¥&0 million Reichs-
marks over five year¥. It was to provide Germany, in case of attack,
with the capacity to supply a defensive force okrty-one divisions,
equipped with a small complement of artillery, tan&nd aircraft. A
more ambitious version of the plan, the so-callstiliardenprogram’
(billion Reichsmark programme), set out the expeansling on industrial
infrastructure required to keep this force permdygeim the field. This
planning, however, since it required no expansidntt® peacetime
strength of the Reichswehr, remained at least flyynvaithin the terms
of Versailles. During 1932, General Schleicher'sréasingly prominent
role in German politics added a new urgency andireds to the think-
ing of the Reichswehr. In the second half of 1982 tReichswehr
leadership began planning for an outright Treatgabh through a
significant increase in peacetime military strengithe Umbau Plan,
authorized by Schleicher on 7 November 1932, caftadthe creation
of a standing army of 21 divisions based aroundadre of 147,000
professional soldiers and a substantial militia. the autumn of 1932
the German delegation to the Geneva disarmameks t@mporarily
withdrew from the conference in a bid to force Emarand Britain to
accept Germany's equality of status: whatever aggeé was reached
was to apply equally to all parties. But Schleicheho succeeded to
the Chancellorship in December 1932, still shrandmf a complete
breach with the international community. With thanpiple of equal-
ity conceded, the Germans returned to Geneva. BeBahleicher, how-
ever, was a more aggressive cohort of generalfudimg Werner von
Blomberg, who demanded an open resort to unilateearmament.
Furthermore, the practical problem of rearmamenpadsed its own
timetable. With the Depression taking its toll dme tGerman engineering
industry, it seemed that unless substantial goventnfunds were soon
forthcoming, the industrial capacity on which reament ultimately
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depended might soon cease to eXistt was with this in mind that
General Schleicher's government pioneered the disevook creation,

both as a means of hiding military spending fromeifgn observers and
as a way of uniting the German people behind reamem

In strictly economic terms, the defining agendaGafrman nationalism
from the Dawes Plan of 1924 onwards was not woeation but the
repudiation of Germany's international obligatiofisst reparations and
then the international credits taken up since #myel920s to pay them.
Until 1932, as we have seen, logic dictated thelrieestick to the United
States. The Young Plan did at least offer a redumaauity and only
pressure from the United States offered any prdspea final elimin-
ation of reparations. The ultra-nationalists thesnained in a minority
and fulfilment remained the bedrock of respectaplditics. By the
autumn of 1932, however, the situation was quiféedint. In July 1932
at the reparations conference in Lausanne, Brdaith France agreed to
a deal that brought a de facto end to Germany'araéipns payments.
Significantly, they did so, against the will of tiemericans, by tying a
final end to all German obligations to a cancediatiof the war debts
owed by them to the United States. Britain made las¢ payment on
its American war debts in December 1932, but onhder protest.
France, Belgium, Poland, Estonia and Hungary sing#faulted. Prime
Minister Edouard Herriot, who had advocated honwurFrance's obli-
gations, suffered a crushing defeat in parliamémerica was no longer
able to hold the ring in Europe. And this in turadhdramatic implica-
tions for German strategy.

In January 1933, Germany still owed 19 billion Reimarks to
foreign creditors, of which 10.3 billion were lotgrm bonds and
4.1 billion were short-term loans covered by thangistill Agreement’
At least 8.3 hillion Reichsmarks were owed to theited States, by far
the largest creditor. This debt burden, contractiede 1924, threatened
Germany's standard of living no less seriously ttze reparations that
had now been removed from the table. To servicedébts Germany
faced the need to transfer abroad interest anctipah totalling some-
thing close to 1 billion Reichsmarks per annum,,agiden the unavail-
ability of new credit, in the 1930s unlike in th®2Ds Germany faced
the prospect of having to make 'real transfers'cduld not simply
borrow afresh to repay its creditors. If Germanysw@a service its debts,
exports would have to exceed German imports bgastl1 billion
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Reichsmarks. This meant a substantial reductionth@ standard of
living. And with reparations gone, almost half ofef®any's onerous
debt service payments would go to one country,Uhigéed States. Whilst
Germany still needed American assistance in for@nigain and France
to end reparations, it was in Berlin's interestctmoperate with Wash-
ington, even if the burden of American debts waavigeand the chance
of new credits was slim. After the Lausanne agregnom reparations,
with France and Britain bitterly at odds with thaitéd States over their
war debts, this imperative evaporated. Nor, in ca$edefault, did
Germany have much to fear from American trade #am&t The balance
of trans-Atlantic trade was hugely unfavourable Germany. In this
respect, American efforts to stabilize Europe hakrb fundamentally
contradictory’® American tariffs in excess of 44 per cent, comubog
America's competitive advantage in virtually evemea of manufactur-
ing, made it difficult, if not impossible, for Amen's debtors to repay
their debts, even if they had wanted to. Once wms were lifted,
this contradiction at the heart of American foreignonomic policy
provided Germany's nationalists with a ready-maseuse for default.
Of course, this was not the only possible conclusibat could have
been drawn from Germany's situation. Aggressivelateralism and
default were not foreordained. In the 1920s Stresemhad sought to
make Germany into a leading advocate of multilhtdrae trade, a
line that was enthusiastically backed by at ledst &xport-orientated
industries” After all, Germany in times of prosperity had bemme of
the world's pre-eminent trading nations, with etpogoing to literally
every corner of the globe. In 1932. and 1933 prielmy negotiations
were already under way for the World Economic Coariee to be held
in London, at which tariffs would be a key isstfeThere was still the
opportunity for Germany to act as a positive forfoe liberalization
rather than nationalist disintegration. By 1932whwer, the voices of
liberalism were drowned out by the deafening clamofi economic
nationalism. Indeed, given the disintegration of thold standard, even
the Reich's industrial association found it difficto sustain a consensus
on multilateral free trade. And here again it whs ex-president of the
Reichsbank, Hjalmar Schacht, who led the nationailsarge. At the
end of 1931 he put before some of Germany's leadidgstrialists a
new trade plan®™ Using an organization reminiscent of that employed
during World War 1, all German imports would be jadb to central
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control. They could then be used to force thosent@s supplying
Germany with goods, to accept at least equal dqiestiof German
exports. Given the damage that this would caus&domany's complex
multilateral trading relations, Schacht's plan fdufavour with only a
minority of German industrialists. In the ranks adriculture, however,
the enemies of liberalism found more eager supporte

In so far as economic interests were responsilyléhf collapse of the
Weimar Republic and the installation on 30 Janua®d3 of Hitler's
government, the group chiefly responsible was rigthusiness or even
heavy industry, but Germany's embattled farm&sEver since the
1870s, agriculture had been a lost cause to lisenaf® Bismarck had
won over the agrarians in 1879 with the impositafnthe first substan-
tial grain tariff. This had not halted the declingagriculture, but it had
significantly slowed what might otherwise have besrvery dramatic
process of social displacement and internal mignatiln the mid-
nineteenth century the share of workers in agticalthad stood at a
half. By 1925 that had fallen to 25 per cent, bus tstill meant that 13
million people depended directly on farming foriéng. The farm lobby
was thus a vital constituency for all political pes other than the Social
Democrats and Communists, neither of whom managedevise a
credible agrarian programme. By the late 1920s, dvaw the respect-
able parties of the centre right were strugglingraintain their support
in agrarian circles, as the German farming commub#&came progress-
ively radicalized by the worldwide collapse in coouiity prices®* As
a result, the farm lobby began demanding not ontreiased protection
and relief from its debts, but a fundamental reddéon in German
trade policy. Since tariffs had not proved effegetim keeping out low-
priced competition, the agrarians now demanded ititeoduction of
specific quotas with which to restrict the import key agricultural
products to Germany from particular countri&s.Agricultural tariffs
had always been objectionable to liberal-minded naéais. The new
proposals, by discriminating between individualdirg partners, threat-
ened to destroy the system of multilateral tradegether. It could not
be denied, however, that the emergency measurdsilpf1931 pointed
in this direction. After all, the Reichsbank's nesystem of foreign
exchange rationing provided precisely the instrumirat was needed
to control the composition of German impdf5.0n quotas, however,
Bruening dug in his heels. His government was laingts support for

29



THE WAGES OF DESTRUCTION

agriculture in every other respect, but on quotasre could be no
compromisé€?’ On this point both Papen and Schleicher followedeR-

ing's lead. Papen though he approved quotas irciplén did so only
within the limits 'permissible according to curretrtade treaties' and
when Papen fell, there was no decisive action blgleBther'®® This,

however, drove the farm lobby into outright oppiositto the Repub-
lic.’® In early 1933 key leaders of the agrarian lobhigrivened decis-
ively with President Paul von Hindenburg, himsdlé towner of a large
estate, to push him towards accepting a coalitietwben Hugenberg's
DNVP and Hitler's Nazi party. Like the advocatesdsbt default and
rearmament, what the agrarians wanted was a goestnmhat would
pursue their conception of Germany's national @geunilaterally, forc-
ing Germany's neighbours and trading partnersdegdts terms.

\Y

The enemies of liberalism were clearly on the mamoBermany. By

1932 the damage done to the parliamentary system malyhage been
irreparable, making it more likely than not thak thVeimar Republic
would have been replaced by some kind of authdaitarnationalist
regime. After all, Germany ended 1932 with genebath as Chancellor
and as President of the Republic. But the more wewkabout the
back-door manoeuvring that led to Hitler's appogriron 30 January
1933 the less certain it seems that that particular aate was in any
sense predetermined. There seems every reasoriggebthat the world
might have been spared the nightmare of a Nati@ualialist dictator-
ship if only Hitler had been kept out of governmédot a few months
longer. The Nazis had surged to their most spelga@lectoral triumph
in July 1932 in the general election that follow#n@ ousting of Chan-
cellor Bruening, garnering 37.2 per cent of theevatdowever, thanks
to the resistance of President Hindenburg and keynbers of Papen's
cabinet, Hitler had not been offered the post ofcReChancellor and
he refused to accept any lesser positirDespite its electoral triumph,
the NSDAP remained in opposition and in the secgederal election
of 1932, in November, it suffered the consequenddémugh the poll
yielded no workable parliamentary majority, pretdfing the fall of
Chancellor Papen, it also delivered a severe setoaditler's party,
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which saw its vote slump back below 33 per cente Efectorate were
clearly disappointed with Hitler's failure to takdfice. The party acti-
vists were beginning to flag. The momentum that taadried the
NSDAP from victory to victory since 1929 was exhads In the after-
math of the November setback, the divisions betwtsdh and right
wings that had plagued National Socialism in the(s) suddenly re-
emerged. In December 1932 General Schleicher, ghE king-maker in
German politics, finally took power himself and read popular start
by launching the first national work creation iattve. Gustav Stolper
later recalled a jocular breakfast meeting in theicR Chancellery in
January 1933, at which Schleicher and his aide& toons to predict
how many more votes the Nazis would lose in thetiele that Schleicher
hoped to call in the spring*

Meanwhile, the first hints of an economic recovéryd made their
appearance in America in June 19%2After the lifting of reparations
at Lausanne, demand for German bonds began togsteeri™® This
was crucial, because it provided an opportunity Hard-pressed banks
to offload illiquid assets and to rebuild their lsabalances. In late
summer there were signs of a revival in constructimevitably, once
the harvest was in and building activity slowed tloge winter, unemploy-
ment did begin to rise again, heading back towdh#sshock figure of
6 million. But the mere fact that this did not eedethe level reached the
previous year was encouraging to the experts. $hasonally adjusted
unemployment level', a novel concept made fashiendly the new-
fangled science of business cycle analysis, hduliged. By the end of
1932, Stolper's journal Der Deutsche Volkswirt waged in its opti-
mistic assessment of Germany's economic situatiorthb authoritative
biannual report of the Reichskreditgesellscidftin December 1932,
even the Berlin institute for business cycle resgathe most influential
economic commentator in inter-war Germany and aise of the most
pessimistic, declared that at least the processonfraction was over?
The Economist's Berlin correspondent reported tfat the first time
for three or four years', the German bourgeoisigicceee 'a glimmer of
economic light**® This is a crucial point because it contradicts all
subsequent portrayals of the German economy undgiomal Social-
ism™’ The German economy in 1933 was not a lifeless kvréicwas
beginning what might well have become a vigorousicaly rebound.
Certainly, on 1 January 1933 the New Year editsridithe Berlin press
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were optimistic. Vorwaerts, the social democratailyd welcomed the
New Year with the headline: 'Hitler's Rise and E&fl

In the event, what decided the fate of Germany avith it the
world was the tragic miscalculation of a small cigteof ultra-nationalist
conservatives. Ex-Chancellor Papen, embittered ly dusting in
December 1932, conspired with the agrarian lobly some of the most
aggressive elements in the military to pressureattieg Hindenburg into
dismissing Schleicher and forming a new governmeninded on the
popular platform of National Socialism. This wast mapssible without
giving Hitler the Chancellorship. But the ultra-caialist Hugenberg
would take responsibility for both Agriculture arficonomic Affairs.
General Blomberg would take the Defence Ministryd aRapen the
Vice-Chancellorship. Nor should we assume that iatance of forces
within the Hitler-Hugenberg-Papen-Blomberg governtnewvas fore-
ordained. There were powerful forces in German etgcimost notably
the military and the churches, but also the ledderef German business
that could have done much to deflect Hitler and fuBowers from
their path*® The policy of anti-Semitism, aggressive rearmamend
unilateral diplomacy was clearly in no sense foroedGermany. Indeed,
it may strike some readers as absurd to have toentlais point. But
doing so makes clear that this standard of cowaxttrél criticism is not
always applied even-handedly to all aspects ofeH#l regime. The
economic sphere, in fact, is often exempt from sadiical scrutiny
altogether. Too often it is assumed that real eiatchoices in economic
policy, choices in which National Socialist ideojogeally mattered,
were faced by Hitler's regime only in 1936, fourasse after the seizure
of power. Too often it is assumed that addressimg wnemployment
crisis must have been the first priority of theineg But this is one more
effect of giving excessive attention to work creati In relation to the
unemployment crisis it is possible to tell a starywhich Hitler's regime
simply pursued a long-overdue functional resporseGermany's dire
economic crisis. Indeed, in many accounts, evermteaccounts, one
detects a hint of admiration for the ability of ldits regime to break
with the hidebound conservatism that supposedlysteimted previous
governments? But, as has already been suggested and will barsho
in detail in the next chapter, the 'Keynesian' ésswf work creation
and unemployment were never as prominent in thendsgeof Hitler's
government as is commonly supposed. The most ¢remmomic policy
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decisions taken in 1933-4 concerned not unemployymarit Germany's
foreign debts, its currency and rearmament, andreiation to these
guestions there could never be any pretence ofigalinnocence. These
issues were at the very core of the nationalisganmme of self-assertion
that was the true agenda of Hitler's governmentthEumore, once we
give due emphasis to the questions of foreign @eiok foreign trade, it
becomes clear that, for many millions of German#jers economic
miracle was in fact a highly ambiguous experience.

If we are to avoid a depoliticized economic histofythe Nazi regime,
at odds with our view of every other aspect of thgime's history, we
must always bear in mind that even in 1933 thereevaternatives to
the economic strategy pursued by Hitler's governmémd not only
that: these alternatives might well have brouglgatgr material benefits
to the majority of the German population. Howewshilst keeping the
sense of alternatives and thus the possibility rafqae firmly in view,
we must also not underestimate the damage doneitgitte and outside
Germany by the Great Depression. Even if Hitler hatl been appointed
Chancellor and Schleicher had remained in poweis hard to imagine
Germany pursuing a course that was anything othan disruptive to
the last-ditch efforts to restore peace and stgbitb the world, at the
disarmament talks in Geneva and at the World EcdémaBonference
in London. Added to which, one would be fallingarthe solipsistic trap
of nationalist strategy if one imagined that theegtion was ultimately
Germany's to decide. Germany could pursue a poliye or less
congenial to global stabilization, but the chanfechieving that elusive
goal depended critically on the other major powekad in 1933 the
environment was far less congenial to a multildtetaategy than ten
years earlier. Above all, the position of the UditStates had dramati-
cally changed. In 1923 Stresemann had clearly biggn to gamble on
America as the dominant force in world affairs, tbaconomically and
as a future military superpower. Ten years latereAoa's position was
fatally weakened by the most severe crisis in medreconomic history.
As Hitler took power, Hoover was replaced by Roe#ewvho in his
first months in office was focused, to the exclasaf all else, on saving
America from the final disastrous spasm of the Begion. It would be
years before the United States re-emerged as thw pi all strategic
calculations, and by that time Hitler's ghastlyimegy had gathered too
much momentum to be stopped by anything other lbhate force.
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'Every Worker his Work'

On 1 February 1933, two days after his appointmasnt Chancellor,
sweating with anticipation, Hitler recorded the sfirnational radio
address of his lifé.The unifying thread of his speech was the determin
ation of his government to overcome the disintegnathat had resulted
from Germany's surrender in November 1918 and tbemmunist'
revolution that had followedl. The fact that Hitler chose even on this
triumphant occasion to return to this moment, feent years earlier,
provides a striking testament to the centrality tbfs trauma to his
politics. By way of specific policies Hitler proneid a four-year pro-
gramme to rescue the German peasantry from powertdyto overcome
the unemployment of German workers. He promisedrdform the
German state apparatus and to bring order to theshackle division
of labour between the Reich, states and local aitidkea By way of
social policy, he offered the promise of an agrargettlement pro-
gramme, labour service and a guarantee to mairtiesith care and
pensions. Promoting work and economy in the pubdicvices would in
turn provide a guarantee against any 'danger to coumrency'. All of
this was clearly more or less what Hitler actudaiyended. On foreign
policy, by contrast, one had to read between timesli Hitler paid
ritual lip-service to the Geneva disarmament negiots, stressing his
willingness even to accept the abolition of Germsrgrmy, provided
there was general disarmament. However, he al¢edsthat the highest
mission of the national government was the 'praiacof the [national]
right to life and thereby the restoration of theelom of our Volk.
This was nationalist code for the opposite. Thedmn that Hitler had
in mind was the freedom for Germany to pursue #&somal self-interest
through unilateral action, if necessary by militaneans, regardless of
international constraints or treaties.

37



THE WAGES OF DESTRUCTION

Two days later, at the invitation of General Blomethe newly
appointed Defence Minister, Hitler gave Germany'titamy leadership
a more honest insight into his goals. On this doca$e restated the
views he had developed in Mein Kampf and his 'SdcBook'. What
was remarkable was simply that he did so now asnthely appointed
Chancellor of Germany. Nothing had changed his dnmehtal belief
that struggle for Lebensraum was Germany's onlyasiah? The task
of domestic policy was to consolidate the foundaiof rearmament.
The destruction of Marxism, the reconstruction loé £conomy and the
rescue of the peasantry were means to that end, #nih 192.8, Hitler
made no secret of his long-term intentions. Thst fpriority of German
rearmament was to escape the overwhelming threseédpdy France
and its Allies, who might intervene at any time.eTlonger-term objec-
tive was 'possibly the struggle for new export fubtes [i.e. colonies],
possibly - and probably better - conquest of nevbdrmsraum in the
East and its ruthless Germanization. Certain that current economic
situation can be changed only with political poveerd struggle. Every-
thing that can occur now . .. mere makeshiftéss than a week later,
on 9 February, whilst chairing the cabinet comriten work creation,
Hitler reiterated the same basic points. As farHiteer was concerned
there was only one priority: rearmament. 'The fatuwwf Germany
depends exclusively and only on the reconstructbrthe Wehrmacht.
All other tasks must cede precedence to the taskeafmament ... In
any case, | [Hitler] take the view that in futuredase of conflict between
the demands of the Wehrmacht and demands for qibgvoses, the
interests of the Wehrmacht must in every case heoeity.®

Within days of Hitler's accession to power, theediion was set. But
the timing of the subsequent moves depended onnaple® mesh of
domestic and international constraints.

The general election scheduled for 5 March wasuaial test of Hitler's
popularity. It was essential that the governmenttigm should gain a
large majority if they were to push through theiictdtorial agenda
under cover of legality. In three previous geneaictions, in 1930 and
1932, Germany's 19 million voters had been unablgtee on a
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programme for national economic recovery. Even 932, at the height
of their popularity, with Strasser's work creatiptedges emblazoned
on their banners, the Nazis had attracted the stpgfoonly slightly

more than a third of the electorate. If the Hitigovernment was to
secure a solid majority, it was clearly essent@latvoid alarming the
public with dangerous foreign policy adventureswis also crucial to
preserve the facade of nationalist unity on whicllleHs government
was based. In Hitler's cabinet the finance podfolvas retained by
Schwerin von Krosigk, a conservative former civédrngant, who was
known to oppose credit-financed work creation. Hauasher, the pope
of monetary orthodoxy, remained as president of Re&chsbank. Alfred
Hugenberg the leader of the DNVP, an essential @dénn the Hitler

coalition, held the portfolios both for economidaafs and for agricul-
ture. Though he was an economic nationalist inyegense of the word,
Hugenberg too opposed work creation beyond thagadir approved
by Chancellor Schleicher. Forcing through an imrattdiexpansion in
government spending against this kind of oppositieruld have been
a distraction from Hitler's chief priority in Felamy 1933, mobilizing
the exhausted Nazi party for one last electoralreff

Both the 'gigantic and comprehensive' work creatjmckage that
Hitler had promised on his first night in office canthe handsome
promises made to the military would have to waitiluafter the votes
were counted. In any case, there was little needinfonediate actiofi.
From his predecessor General Schleicher Hitlerritédte a fully fledged,
credit-financed work creation programme budgeted aattotal of
600 million Reichsmarks. None of this money hadrbspent by the
time Hitler took office. The initial rearmament artfie initial work
creation measures of Hitler's government theretmnesisted of spending
Schleicher's money. Two hundred million out of tB@0 million were
allocated for the purposes of the Reich, of whiéB million was claimed
by the military; 200 million was spent by local gmmment. The rest
went on agricultural land amelioration.

The results of the March election were a disappoémt to Hitler
and Goebbels. The failure of the Nazis to achiemgwhere near an
absolute majority, even when their electoral appeat backed up by
considerable intimidation, confirms the conclusioeached by most
observers in the autumn of 1932. As a political eraent, the Nazi
party had reached its limit well short of a majpof the German
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electorate. Now, however, Hitler and his party nader needed to rely
exclusively on the electoral proce€safter applying massive pressure to
the Catholic Centre party, Hitler got the two-tlsirdhajority he needed
for the Enabling Law of 23 March 1933. This freeid government to
rule by decree. The road was open to the decigpdication of physical
force. In stark contrast to the reluctant revolutives of November
1918, who had done their best to suppress the aopydrising against
World War | and the Wilhelmine monarchy, the Nadig not hesitate
to combine the ballot box with physical force. AssoGermany in the
spring of 1933, the Nazi party and its nationaldlies unleashed a
ferocious wave of violence directed above all aglaithe Communists,
Social Democrats and Germany's small Jewish minotitexplicably,
the socialist trade unions lulled themselves inttielving that they might
be able to cooperate with Hitler's government. Tleeen joined with
Hitler and Goebbels in orchestrating 1 May 1933 aaselebration of
national labour, the first time that May Day hactihdreated as a public
holiday. On the day after, brownshirt squads starriee offices of the
trade unions and shut them down. Hundreds of miliof Reichsmarks
in property and welfare funds were impounded. Rolhey, a hard-
drinking Hitler loyalist, established himself in momand of the new
German Labour Front (Deutsche Arbeitsfront, DAFheTdynamism of
Nazi shopfloor activists (NSBO) had by this timeagked proportions
that were disturbing even to Ley. So, to restoreélenr the Reich
appointed regional trustees of labour (Treuhaerdfr Arbeit) to set
wages and to moderate conflicts between employedsrabellious Nazi
shop stewards.

Meanwhile, the domestic obstacles to a more expmasj govern-
ment spending policy were being cleared away. InilA®33, the Reich
Labour Minister, Franz Seldte, a nationalist, halleh up the cause of
work creation, urging Hitler to use the May Day qudes as the launch-
ing pad for the long promised work creation progmam A credit-
financed work creation package costed at betweenrbilllon and
1.6 billion Reichsmarks was to energize the labmarkets®® In the
midst of the violence of the Machtergreifung (seizwf power) Hans
Luther was dispatched as the new German ambassaddfashington.
He was replaced as president of the Reichsbank jaymir Schacht,
returning for his second stint at the helm of Gernmonetary policy.
Given Schacht's open affiliation with the Nazi pagince the autumn
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of 1931,this came as no surprise. But it sent a clear kigado Hitler's
aggressive intentions. In April, the changes at Beichsbank were
followed by the appointment of Fritz Reinhardt (t895) as Secretary
of State at the Reich Finance Ministry. Since 18%&#nhardt had made
a name for himself, alongside the ill-fated Gre§brasser, as the party's
leading spokesman on work creatfdnHis appointment alongside
the conservative Krosigk signalled the decisiveftsim the balance of
power.

Schacht's position on work creation and creditabidh was complex.
He was no friend of public works schentésOn the other hand, he
clearly did believe in a creative role for monetgmglicy. Furthermore,
his appointment in March 1933 may well have beendi@mnal on his
prior agreement to substantial spending on worlat@e. In any case,
Schacht's real affinity with the nationalist rigtdncerned not domestic
policy but the international agenda. What is ofrerlooked in par-
ochial discussions of the Nazi seizure of powerthis tumultuous in-
ternational context in which it took place. HiteerMachtergreifung
coincided both with the inauguration of a new Aroan President and
the final dramatic aftershocks of the Great Depoess As Roosevelt
took office the United States was swept by a fim@nganic which forced
him to impose a nationwide bank closure and rdsttie export of
capital. On 19 April 1933 the United States uniiallg suspended gold
convertibility and allowed the dollar to depreciatever the next four
months the dollar fell by 30 per cent against tlecRsmark. Replicated
across the world this delivered a devastating shociwhat remained of
the international system of fixed exchange ratéghe dollar devaluation
again faced Germany with a choice, whether or wotdévalue. If it
did not follow the dollar off gold, Germany woulde Heft completely
uncompetitive in every export market in the wor@dn the other hand,
the dollar's devaluation also brought a huge wihdfay reducing the
Reichsmark value of the debts Germany owed to thiéed States. We
shall have more to say about the question of devialu in the next
chapter. But in the spring of 1933, Schacht secoridiéler in denounc-
ing any currency experiments.Pandering to popular sentiment, Hitler
and Schacht made the defence of the official galdesof the Reichsmark
into a symbol of the new regime's reliability amdstworthiness. Unlike
m 19Z3, it was now the dollar not the Reichsmardt tivas plunging in
value on the foreign exchanges.
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At the same time Schacht clearly sensed the oppbortpresented by
the chaotic international situation and embarkedaotrip to the United
States, hoping to exploit the temporary enfeeblemeih Germany's
major creditor® Schacht's absence from Berlin was the major reason
why final agreement on the unemployment scheme pessponed until
the end of May. On his return, he immediately adréerms with the
Finance Ministry (RFM) on a one-billion-Reichsmarkork creation
package/ The so-called 'Reinhardt programme’' was finallypraped
by the cabinet on 28 May and announced to the Germablic on
1 June. A little more than a year after Gregor Seals famous address
to the Reichstag demanding action to address tkenployment crisis,
the Nazi party had delivered on its promise. Thekpge was large.
One billion Reichsmarks was a very substantial sumen compared to
the Reich's regular expenditure on goods and ssyviewhich during the
worst years of the crisis, 1932-3, had fallen tolitie as 1.95 billion
Reichsmarks. Reinhardt's funds were directed tosvapdecisely the
priorities outlined before 1932 by Strasser andeothdvocates of work
creation. The money was to flow into ex-urban eettnts, road works
and housing, appealing to a wide spectrum of boitiak and national
interests. Above all the package was to be crautted.

'Productive credit creation' was the nub of the atiebthat bitterly
divided economic opinion across the world in theetirwar period®
The fundamental question was whether public experai financed in
the short term by newly minted money, could havg esal impact on
production and employment. All sides in the argutmegreed that work
creation spending financed by higher taxes could adthing to the
total volume of demand. Taxes simply transferredcipasing power
from private hands to the state. If, as an altéreatthe state raised
funds by conventional borrowing on the capital nearkhis did not
involve an immediate reduction in private spendivgcause the funds
available for long-term borrowing came ultimatelyorh household
savings, that is, unspent household income. Howeifethe capital
market was tight, the Reichsmark borrowed by theestould not be
taken up by private borrowers. To this extent, estabrrowing would
‘crowd out' private investment. The only way toafice work creation
that was guaranteed not to squeeze private econ@uivity was
through the creation of 'new credit'. For the ddé¥s of orthodoxy this
was illogical. Writing cheques could not produceren®al goods, more
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equipment or plant. Money was merely a token, ammeaf exchange.
Printing more money could not create 'real' jobsy eore than talking
about work creation would by itself create new esgpient opportuni-
ties. Credit-financed work creation would simplysu#t in inflation. At
first, there might be the illusion of a 'real' effeMen would be set to
work on government building sites. But as priceserothe purchasing
power of wages and profits would be eaten awayvaRri spending
would fall. The inflation induced by government ditecreation would
act as a hidden tax. There would be no more rdad greated than if
the government spending had been financed out goflae taxation. For
the advocates of work creation, this orthodox argnimwas based on
a misunderstanding. If the economy was fully emptby with every
worker and every factory at full stretch - new déredeation might well
lead to inflation. In that case it would indeed trae that additional
government spending would be financed by 'involgyntsaving'. But if
labour and machinery were lying idle, the game neetlbe zero-sum.
After ail, with millions of workers desperate forovk and with factories
starved of orders, there was little reason to expeices to rise. Under
conditions of mass unemployment, government spe@ndinanced by
new credit would result in greater real demandaigne production and
employment rather than inflation. The art of ecoforpolicy was to
provide the correct dose of credit-financed stiriata sufficient to
restore full employment, but not an excessive arhdhat would push
the economy beyond the limit of full employment amdleash an
inflationary free-for-all. In 1933, given that tleewere 6 million un-
employed and most of German industry was runninfgesg than 50 per
cent capacity, this was not a hard balance toestrik

The initial experiment in credit-financed work ctiea was launched
not by Hitler's government, but by General Schleictin December
1932!° The first step was to arrange for companies thatewcarrying
out government projects to be paid, not directhycash, but in the form
of interest-bearing 10Us (work creation bills) ihet name of the state
agency commissioning the work. To persuade comrsdb accept this
unusual form of payment, the work creation billsrevguaranteed by a
cluster of state-affiliated banks. The most impatrtaf these were the
Deutsche Gesellschaft fuer oeffentliche Arbeitend aihe Deutsche
Bau- und Bodenbank, which had been established9B80 with a view
to financing Bruening's abortive plan for a workation programme
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to counter the onset of the DepressidAgainst a discount, a contractor
could cash the work creation bills with any of thenks in the consor-
tium. The banks were provided with the necessasgh,cay themselves
discounting the bills with the Reichsbank. The Rskank thus ended
up holding the work creation bills, in exchange faw cash. To make
this acceptable to the Reichsbank, the RFM promigededeem the
bills according to a fixed timetable. Once recovéigd been achieved,
the RFM would raise the necessary funds through atiéitional flow
of tax revenue generated by economic revival, orflbgting long-term
government loans, once the financial markets hadvered and savings
were buoyant.

The announcement of the Reinhardt programme cértdiad its
intended propagandistic effect. Across Germany riteashed a wave
of local activisn?® The national champion in the Battle for Work
(Arbeitsschlacht) was Erich Koch, the Gauleiter Edst Prussia. When
Hitler took power in January 1933, this backwardarienclave, separ-
ated from Germany by the Polish corridor, registede80,000 unem-
ployed. Within only six months, on 16 July 1933e tfirst East Prussian
district was declared free of unemployment. A motdter, Gauleiter
Koch proudly reported to the Fuehrer the totalaokng' of his prov-
ince. More than a hundred thousand men and womenbken put to
work in a spectacular display of National Sociakstergy. Wasteland
was ploughed up, fertilized and reseeded. Homesteaxte created for
a new generation of agricultural colonists. Goeblsdw to it that this
feat attracted 'astonishment and admiration throughtthe Reich and
far beyond Germany's borders'. But, in fact, claseestigation reveals
that the East Prussian 'Battle for Work' was, fretart to finish, a
carefully stage-managed media event. The agri@allteconomy of East
Prussia was ideally suited for fast-acting but i@ work creation
measures. And it was Walther Funk, the ex-busireBtr now acting
as State Secretary in Goebbels's Propaganda Minisho chose Koch's
provincial backwater as the launch pad for the amai campaign.
Goering, as Prime Minister of Prussia, pressuresl Reich's Finance
Ministry into concentrating a disproportionate shaof the national
work creation fund in a territory with only 1.89rpeent of the national
unemployed? And Koch did not disappoint. The jobless of EasisBia
were ruthlessly conscripted. Thousands of marriegh mvere herded
together into so-called 'Camps of Comradeship’ (&@ahschaftslager),
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where they were subjected to a heavy programmeadh-enoving and
political education laid on by the German Labouorfr Koch even
managed to get one of the early, improvised comagoh camps
accredited as a work creation venture.

The East Prussian triumph provided an example fartypleaders
across Germany. The 'Koch Plan' was followed by Trepolski Plan’
for the Rhineland, the 'Goering Plan' for Berlihg t'Siebert Plan' for
Bavaria and the 'Hellmuth Plan' for Franconia. Heeve Koch's primi-
tive programme of 'generalized shovelling' was tuable for more
developed regions of Germafiy.Even within the construction sector,
earth-moving was suitable employment only for thast skilled labour-
ers. Bricklayers, carpenters, plumbers and eléatric needed alternative
employment. After construction workers, the secdadjest group of
unemployed were metalworkers, who regarded roadkwaeith con-
tempt. Construction was even less appropriate Hertens of thousands
of clerks and secretaries who were desperatelyirmpekork in the
commercial districts of Hamburg or Berlin. No suspr therefore, that
the fall in unemployment during 1933 benefited rhaithe rural areas.
The actual hot spots of unemployment, Berlin, HargbBremen and
the Ruhr, as well as the southern cities of Stuttgad Munich, benefited
relatively little in the early stages of the recoveTo make matters
worse, municipalities found that when they applfed Reinhardt funds,
their requests were often subject to minute andtrotid/e criticism.
The construction of new buildings was discouragedfavour of road
work. Cities that were in arrears with their repaynof work creation
credits issued before 1933 were excluded from denation. The reason
for this niggardliness in the management of thenRaidt programme
becomes clearer when we consider the overall dllwteaof the funds.
The majority of the moneys was reserved for locditastructure work
of various kinds. However, between 1933 and 1934temdily rising
amount, finally to reach 230 million Reichmarks, swsiphoned off for
'special measures' at the discretion of the Reialthorities. 'Special
measures' was a euphemism for military infrastmectu strategic roads,
airfields, barracks and waterw&/s.

In the work creation mythology of the Nazi regimége autobahns
occupy a special plac.Ironically, however, the autobahns were never
principally conceived as work creation measures &y did not con-
tribute materially to the relief of unemployméhtrhey followed a logic,
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not of work creation, but of national reconstruntiand rearmament, a
logic indeed that was as much symbolic as it watpral. The idea of
a long-distance road network to join together Geryig population
centres had fascinated the pundits since the 19%9dar back as 1925
a company had been set up to promote a new madoriz@nsa, a
network of commercial cities joined by superhighaagitler enthusi-
astically embraced this vision and, soon after hene to power, he
nominated Fritz Todt to construct the netwdrklodt was a competent
civil engineer, but he was chosen principally fas Ipolitical commit-
ment. Todt (1891-1942) was an 'old fighter' of tNezi party, a man
of unquestioning personal loyalty to Hitler, who lmaced racial Wel-
tanschauung without hesitation. In his seminal mamdum on 'Road
construction and road administration' of Decemb&321 Todt pre-
sented the programme of road modernization, noarasanswer to the
crisis of unemployment, but as a means of natiae&bnstructiorf®
With an allocation of 5 bhillion Reichsmarks spreacer five years, Todt
promised to build an integrated network of 6,000vnkilometres of
roadway. Finances would be provided, not by bomgwfrom 'Jewish
banks', but from the savings of German workers #wwves. As Todt
himself made clear, the ultimate rationale for éheggantic roadways
was military. Germany's fundamental strategic diteamwas its vulner-
ability to military attack from both east and weshe autobahns would
serve as the 'lifeline’ of a reconstructed natiatefience system. Within
five years, Todt promised, he would be able to mffi a grandiose
repeat of the French operation on the Marne, whield saved Paris
from the Kaiser's armies. On Todt's motorways, @00, troops could
be ferried from the eastern to the western bordethe Reich in two
nights of hard driving. From its inception, Tod¥sion was thus inter-
twined with the dream of national rearmament. Amarof 300,000
was three times the limit stipulated by the Treatyersailles. This did
not preclude, of course, the opening of the roadspéacetime for
‘economic usage by passenger and freight trafflor was Todt blind
to the appeal of work creation. He estimated thataanual budget of
1 billion Reichsmarks would enable him to employ0®®0 workers,
especially if the use of machinery was kept to aimiim.

Hitler was delighted. Overriding opposition fromethReichsbahn,
the national railway company, he gave Todt backioig the establish-
ment of a Reich motorway corporation. In the lastgdof June 1933,
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Todt was appointed as general inspector for Gernaaals, with auth-
ority over both the autobahns and major provinciabds. Todt's
organization was to become a powerful institutiontiie Third Reich,
a real counterpart to the Reichsbahn as an infeuert national trans-
port infrastructure and one of the seedbeds for ftiiare system of
economic control. On 23 September, on the Franfarimstadt build-
ing site, Hitler and Goebbels put on a great shaw the newsreel
cameras. Hitler did more than just turn the firbbwel, he filled an
entire wheelbarro’ In practice, however, the effect of the autobahn
programme on unemployment was negligible. In 1933 more than
1,000 labourers were employed on the first autobséction. Twelve
months after Todt's appointment, the autobahn wockf numbered
only 38,000, a tiny fraction of the jobs createdcsi Hitler took office.
Given the other, more pressing financial commitreeoft Hitler's regime,
Todt struggled even to obtain the funds necessarymtintain the
existing roadways.

With Schleicher's funds fully allocated by the laemmer of 1933
and the Reinhardt programme taking time to come @ffect, the Reich
Labour Ministry viewed the prospects of the winteith foreboding®
By September 1933, unemployment had fallen to welbw 4 million.
However, with the harvest drawing to a close anel blilding season
almost over, an imminent setback was to be featette before, in the
summer of 1932, Chancellor Papen had made thetdisasmistake of
promising an end to economic misery, only to faceeaewed rise
in unemployment over the winter of 1932-3. As Hitldeclared to
representatives of industry in late September 1&3®&as vital to avoid
a second psychological setback. The Germans hdxk toonvinced that
they were ‘over the humP.To this end the Nazi party, in the autumn
of 1933, redoubled its propagandistic drive agaimsémployment. At
the same time the Reich Ministries began to preparew programme
specifically designed to see the building tradeshim urban areas through
the difficult winter months. The second Reinhardtogpamme of
September 1933 was a return to less ambitious idéagork creation,
relying not on the direct effect of credit-financgdvernment spending,
but on indirect subsidies to private activity. lasvalso more modest in
scope. Five hundred million Reichsmarks were siteafor subsidies for
repair work to buildings and a further 300 milliavere earmarked for
an interest rate subsidy on mortgages taken otlidgnd of the 1933-4
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Figure 1. Unemployment in Germany, pre-1938 tetyi{d,000s)

tax year. Both these programmes had a measurafdet.eDuring the
first winter of the Third Reich, the number of urgoyed did not
increase significantly above the level of 4 millitm which it had fallen
in the autumn of 1933. In political terms the joaAsadone.

Relief was now finally coming to the urban areas.the Hanoverian
town of Northeim, for instance, the Battle for Wodkd not begin in
earnest until October 1933.The new Nazi mayor put concerted pres-
sure on local employers to take on new staff. le tbllowing spring,
exhortation was backed up by a substantial progmrmmpublic works.
Displaying a new sense of social solidarity, theziNeity authorities
devoted tens of thousands of man-hours to the mamtgin of apart-
ments for the overcrowded population of the towhe Tmedieval town
centre was carefully restored. The ring-wall andatmbecame a public
park. New attention was lavished on the surviviradf-timbered build-
ings in the town centre. A large open-air theati@s warved out of the
nearby forest. In keeping with the mood of the 8mi¢ was consecrated
as an ancient Teutonic holy place or Thingstadiig. the intent behind
this archaism was thoroughly modern. By 1936, thetiheim tourist
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office was attracting 60,000 visitors annually ath@& Thingstaette had
established itself as a popular venue on the Naffiecence circuit.

Local government across Germany, encouraged by liated relent-
less propaganda, was eager to see a renewed affaimst unemploy-
ment in the spring of 1934. The Hamburg city colynehich continued
to struggle with above-average unemployment radesw up a wish-list
of projects running into the tens of millions of iGesmarks® And they
did so in the expectation of a sympathetic hearmd@erlin. In August
1933, in an address to the Gauleiter, Hitler hatl ®é the struggle
against unemployment as a three-stage campaign. fildtewave had
come in the first half of 1933. The second, thenRaidt programme,
was a vigorous holding action aimed to consoliddte gains of the
previous year. Nineteen thirty-four would see thigdt wave in the battle
for work. But, as the Gauleiter were to discoveelixe months after the
Nazis took power, civilian work creation for its oveake was no longer
the top priority of Hitler's regime. Rearmamente tbentral objective of
nationalist politics, now dominated the agenda.

The rearmament measures taken by Hitler's governiineits first few
months were, like those taken in civilian work d¢i@a, built on money
and planning inherited from the Weimar Republic.yAmore radical
move depended on the international situation. Edjpanthe peacetime
size of the German armed forces implied a flagramgaty breach and
an affront to the international disarmament confeeein Geneva. This
had to be carefully prepared and coordinated withero aspects of
foreign policy, most notably in the financial aréfia

As we have seen, reparations payments had effgctieen halted by
the Hoover moratorium in July 1931. In the auturharé had followed
the Standstill Agreement covering Germany's stertit debts. In July
1932 France and Britain had agreed to end theiradéenior reparations.
In December 1932 France itself defaulted on its delbts to America.
Following that precedent, Germany's default on 1@e billion Reichs-
marks it owed to its long-term creditors, princlpab the United States,
was only a matter of tim&. Even after the agreement on the end of
reparations in Lausanne in 1932, servicing Gernsainteérnational
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debts required an annual sum of 1 billion Reich&sain foreign
exchangé® The severity of this demand on the German econoary
be appreciated when it is set against total expeaised in 1933 at
4.8 billion Reichsmarks and imports valued at 4illoh. Here too we
see the devastating impact of the global deflatarthe world's debtors.
In 1929 German exports had run at in excess ofll®rbiReichsmarks.
Germany's import bill had of course shrunk in linéth world com-
modity prices. But in proportional terms the dehirden had dramati-
cally increased.

The German economy could not live without imporf® feed its
densely packed population, Germany needed impdrfate and animal
feed. Nineteen million German households could msatisfy their
immense appetite for meat, milk and butter from dstic sources.
Germany's giant herds of pigs and cows could oelysistained through
the import of huge quantities of high-energy anirfiesdd. Huge industries
such as textiles depended entirely on importedonotind wool. The
blast furnaces of the Ruhr were fed with iron orenf Scandinavia, a
dependence made worse by the loss of Alsace-Leriairl918. The one
resource that Germany did have in abundance wds Baa Germany's
growing fleet of cars, trucks and aircraft burnatlamd they rolled on
tyres manufactured from imported rubber. Given ttependence, the
level of imports was the best indicator of the wvigoof the German
economic metabolism. In 1928, when the Weimar Reputad been
close to full employment, the real volume of imgorallowing for the
very sharp fall in global commodity prices, had mhé® per cent higher
than that on which Germany survived in 1933. Thent®& economy
could not recover to anything like its normal lewdl economic activity
without a substantial increase in the volume okifgm inputs. To make
matters worse, as Germany recovered along withaiBriand the United
States, their combined demand would have the koockffect of raising
prices on world commodity markets. Everything defszh therefore on
Germany's ability to sustain a healthy flow of estpowith which to
service debts and pay for imports.

Germany's export trade, however, had been hit bgrdhe wave of
currency instability precipitated by the Britishamolonment of gold in
1931 and the ensuing upsurge in global protectioni&s Sir Frederick
Phillips of His Majesty's Treasury admitted withsaiming frankness:
‘No country ever administered a more severe stmakérnational
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trade than we did when we both (1) depreciated #hg2) almost
simultaneously turned from free trade to protectibonRoosevelt's
devaluation of the dollar in April 1933 made thinggen worse. Though
the dollar's devaluation reduced the Reichsmarlddourof Germany's
debts, it made it even harder for Germany's expotie earn the neces-
sary dollars. By 1933 the German trade balance rbedpfting inexor-
ably into deficit and the Reichsbank's limited fgreexchange holdings
drained rapidly away? In January 1933 the national foreign exchange
reserve had stood at over 800 million ReichsmaBysthe summer the
Reichsbank’'s holdings had been reduced by debtymepds to only
400 million, enough to cover no more than one moathminimal
imports. Quite apart from the political significanof the foreign debts,
the moment was fast approaching at which Hitleegime would have
to face a difficult choice. On the one hand it cbubke desperate
measures to increase exports, including a devaluaif the Reichsmark
to make it more competitive with the pound and tiwdlar. If exports
did not increase, they would face a stark choicevéen sustaining the
bare minimum of imports necessary to the Germaovesy, or aborting
the recovery to satisfy the demands of Germany&ida creditors.

Faced with this same dilemma in 1930, Bruening'segament had
taken the latter option, deflating and slashing antg so as to enable
Germany to honour its reparations obligations. ightl of the position
that Hitler and his colleagues had taken ever stheeannouncement of
the Young Plan, there was no doubt how they woulstged. In April
1933 the cabinet gave Schacht carte blanche tigamsta moratorium
on Germany's international debts, at a moment of dfioosing® At
first, Schacht hoped to exploit the confused situatn the United States
by announcing an immediate defaliltHe gambled that Roosevelt's
administration, preoccupied with the agriculturaéptession at home,
might be willing to sacrifice the interests of W8&ltreet in exchange for
a German agreement to increase raw material imp&tkacht's first
interview with the President seemed to confirm thisich. But, before
Schacht could take irrevocable action, the US Skpartment inter-
vened, issuing a brusque communique stressing tttgatnew adminis-
tration expected Germany to honour its debts. A¢ thst moment,
Schacht was forced into an embarrassing retftednlike in the 1920s,
however, pressure from the United States was ngelorenough to
force Germany into line. At the end of May 1933 &ifit convoked a
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conference of Germany's creditors in Berlin wheeesbught to persuade
them of the need for at least a partial moratoridie creditors, how-
ever, were not convinced that Schacht was actinggdond faith and
refused to make any concessions. The monthly retafrihe Reichsbank
suggested that Schacht was deliberately exacegb#im currency short-
age by needlessly accelerating the repayment aft-t#ton debt$? The
failure to reach a compromise provided Schacht wita excuse he
needed for unilateral action. On 8 June the caljaet its approval for
a unilateral moratorium on Germany's long-term ifpredebts, to begin
as of 30 June. As a sign of 'good faith', Germabtates would go on
making payments in Reichsmarks into accounts achteirdd by the
Reichsbank. However, the Reichsmarks accumulatedhén creditors'
accounts would no longer be transferred into fareigrrency. Payment
in foreign currency would only resume once Gernmrgreign trade
position was restored to a healthy surplus. Thignakely depended on
the creditor countries. If they wanted repaymenttioéir debts, they
would have to purchase German goods. If Germanydcoat achieve
the required trade surplus, it could not be expmkdte engage in large-
scale foreign debt service.

The suspension of debt repayments was the firsttlgvaggressive
foreign policy move by Hitler's government. Thougthad been widely
anticipated, it nevertheless produced shock andagetin the commer-
cial capitals of the worl&® After his first experience with Schacht,
Roosevelt described him simply as a 'bastdrd’he World Economic
Conference that opened in London on 12 June 198®tnhiave provided
the stage for a concerted international responsg.i the summer of
1933 there was little chance of that. The Unitedt&¥, Britain and
France were deeply divided over all fundamentalidssof economic
policy.”* Indeed, American policy was divided even agaitseli*® On
the one hand Secretary of State Cordell Hull andsiBent Roosevelt
presented themselves as internationalists, urgmag the World Econ-
omic Conference should be held as soon as posaitlesmoothing the
way with a global tariff truce. After Hugenberg hadshed through a
new system of quotas and import monopolies to ntieetkey demand
of the agrarian community, Hitler's government tjoiuit best to sign
up to Hull's agenda, at least until the Conferewes over. On the other
hand, Roosevelt undermined his own pro-trade mositiirst by publicly
postponing any reduction in American tariffs ud®i34, and more
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immediately by allowing the dollar to go into frdall.*” To limit the
damage the British desperately tried to persuades®elt to agree to a
stabilization of the dollar-sterling rate, at adéwlose to that prevailing
before 1931. But on 3 July President Rooseveltvdedd his so-called
'‘bomb-shell telegram’, letting it be known that @lat stabilization was
out of the question. The recovery of the Unitedt&dtahad absolute
priority, even if this meant beggaring America'gondrading partners.

Against this backdrop, there was no hope of anystauitial agreement
at London and certainly no hope of a concertedciaffiresponse to
Germany. Reich Minister Hugenberg did manage to a¥rabs the rest
of the German delegation with an unscripted outbuins which he
demanded not only the return of Germany's coloniesg, also a free
hand for expansion towards the east. In the sunmoher933, however,
Germany's problems were dwarfed by the more gerdishbcation of
the global financial system. Nor was Berlin willing back Hugenberg.
Colonies were a preoccupation of the old school avete not an
essential part of Hitler's foreign policy visiony Bhe end of the month
Hugenberg had resigned from all his offices and pasty the DNVP
went with him into oblivion. Hugenberg was succekd®e Agriculture by
the radical Nazi ideologue Walther Darre. At thenMiry for Economic
Affairs Hugenberg was replaced by Kurt Schmitt, CE® Allianz,
Germany's leading insurance company. Schacht ®mhit left London
with his conviction reinforced that the days of thaultilateral world
economy were over.

At precisely the same moment as Germany annoureanbratorium
on its long-term debts, Hitler's government alsoktdhe decisive steps
towards rearmament. The terms of the financial agekthat under-
pinned the first real phase of rearmament were mected retrospec-
tively in a Wehrmacht memorandum dating from 1938is source is
unclear as to the precise date on which the agn#emas reached, but
the balance of probabilities points to the cabimeiting on 8 June 1933,
the same day on which Germany announced its debatarwm?® The
meeting was attended by Schacht, Defence MinistemBerg, Goering
and Erhard Milch, Secretary of State at the Air istiy. And the
scale of what was agreed marked a dramatic bredk all previous
conceptions of German rearmament. The figure amggloby Schacht
was 35 billion Reichsmarks, to be spent over eigddrs, at a rate of
almost 4.4 billion Reichsmarks per annum. To pig ith perspective,

53



THE WAGES OF DESTRUCTION

annual military spending by the Weimar Republic wasinted not in
billions but in hundreds of millions of Reichsmark¥otal national
income in 1933 had slumped to as little as 43duillReichsmarks. Even
allowing for a rapid recovery, Schacht's programecadled for between
5 and 10 per cent of German GDP to be devoted fiende for the next
eight years. By comparison with the present daig th two or three
times the defence burden of most Western countteede borne by a
country with a much lower level of per capita in@nThe United States
and Britain sustained peacetime military spendinthis rate only during
the most intense phases of the Cold War in the 4%6@ they did so
on the back of much higher levels of per capitaine. The 3 5 hillion
Reichsmark programme of June 1933 thus impliedhoif the wholesale
militarization of German society, at the least themation of a substan-
tial military-industrial complex with serious ranaétions for the rest of
the economy.

Given the parlous state of the German economy BB3I1#nd the shell
shock in the financial markets, raising even thstfinstalment of the
35 billion Reichsmarks through taxation or convendl borrowing
was out of the question. So over the summer of 1983acht initiated
a military version of the off-budget financing st first used for civilian
work creatiort’ Already in April 1933 the cabinet had agreed tease
the military from the normal processes of budgetaversight’ A few
weeks after the meetings of early June, speciabuattcoffices were set
up to channel the off-budget funds that were novildw to the military.
As of April 1934, armaments contractors were topb@l in IOUs issued
in the name of the Mefo GmbH. This shadowy compamas formed
with a capital of 1 million Reichsmarks, provideg bhe Vereinigte
Stahlwerke, Krupp, Siemens, Deutsche Industrie Wedod Gute-
hoffnungshuette (GHH}: Krupp and Deutsche Industrie Werke were
major armaments producers. The Deutsche Industeek&/were Reich-
owned. Siemens and the Vereinigte Stahlwerke, thahgy too would
benefit on a grand scale from military spending,revenost probably
included because of their premium credit ratingcused by these big
names, the rearmament bills became acceptabletazalldor the Reichs-
bank. For a small discount, contractors to the meanent drive could
cash in their Mefo bills at the central bank. le thvent, since they paid
good interest and were effectively guaranteed ley Rieich, the majority
of the Mefo bills in fact stayed in circulation. &ihnnumbers of Mefo
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bills were issued in the autumn of 1933 to tide #aly Luftwaffe
contractors over a cash crisfsLarge-scale disbursement began in April
1934, conveniently timed to coincide with the reedwpropaganda

In every respect except propaganda, the civilianrkwareation
measures of 1933 were dwarfed by the decisionsntakerelation to
rearmament and foreign debt. The military spendpackage vastly
exceeded anything ever contemplated for work aweatiAccording to
the agreement of June 1933, military spending wadd almost three
times larger than the combined total of all of tieilian work creation
measures announced in 1932 and 1933. More impprentever, was
the strategic dimension. Work creation was a $gridbmestic issue. By
contrast, Germany's debt moratorium and the reasnandecisions
had ramifications that were global in scale. It nfsgve been no more
than coincidence that the debt moratorium was amcexd on the same
day as the cabinet reached its decision on rearmarbet the coinci-
dence nevertheless points to a deeper logic. Ahawe seen, since the
early 1920s the basis of Germany's security styategd been to play
off the economic influence of the United Statesimgiathe military threat
posed by Germany's European neighbours. Germarstgs dto the
United States were the financial embodiment of th@ns-Atlantic
gamble. And as we have seen, Bruening had contibudtbnour these
obligations throughout the crises of 1931 and 19@% decision in the
summer of 1933 to initiate default marked a fundatale turning
point>® In effect, Hitler's government was declaring itslépendence
from the implicit security guarantee that Americadhprovided to the
Weimar Republic since 1923-4. The break was at firdy partial. In
the face of creditor indignation, Hitler and Schiashrank from forcing
through a total moratorium. After the initial anmzement they agreed
to continue at least partial repayment. Meanwh&rman propaganda
continued to pay lip-service to the need to presegwod relations with
America. The moratorium, however, was a decisivst fitep and it was
only logical that it should be coupled with rearngann Having thrown
off both the burden of American debts and the mtaie that America
offered, Hitler's government had announced itsnitib® to re-enter the
dangerous game of Continental military competition.

In his '‘peace speech' of 17 May 1933, Hitler hadl stught to calm
nerves both at home and abréaut this was nothing more than
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tactical. In confidential discussions with Hungarguthoritarian Prime
Minister Julius Goemboes on 17-18 June 1933, Hiskated explicitly
his intention to 'utterly crush Francg'And once the 35 billion Reichs-
mark programme was agreed, it was clear that tlaeade could not be
maintained for long. Germany needed to find a way af the Geneva
disarmament talks. The opportunity presented itselfOctober 1933
when the British launched a new round of disarmanpeoposals. The
French immediately rejected any suggestion thay tteould make the
first move in reducing their substantial armed &sxcThe British refused
to agree to a German counter-proposal that theyldhze allowed to re-
arm to the reduced level being proposed for theroEuropean powers.
Hitler's government chose to interpret this as #@idBr retreat from the
all-important principle of parity that had supposetteen conceded to
Germany in December 1932. On 14 October 1933 Hidlenounced
that he was no longer willing to accept Germanysitiating second-
class status and withdrew both from the disarmantelds and from
membership in the League of NaticfisHitler made his move with the
full backing of Blomberg and Foreign Minister Koastin von Neurath
and with the warm endorsement of Schacht and moli&cplly minded
representatives of German industry. Nor can thezeahy doubt that
this bold rejection of the last humiliating reli¢ Wersailles was hugely
popular with the German public. However, behind soenes the mood
in Berlin was panicky. Blomberg and Goering app#yerexpected
Poland and France to respond with military inteticen Desperate
plans were prepared for a last-ditch defence ofilBein the event, the
Third Reich benefited once more from the disunifyite enemies. Over
the winter of 1933-4 the government of France wasalgsed by a
sudden upsurge of domestic fascist activity, whafiminated in the
extraordinary street-fighting of early 1934Poland was neutralized in
early 1934 with economic concessions and a frieipdskaty. Neverthe-
less, in a pattern that was to repeat itself, Barlaggression created a
sense of menace that in turn provided the justiicafor an escalation
of German rearmament planniffg.In rapid succession, all three
branches of the German armed forces prepared ® ddkantage of the
35 hillion Reichsmarks promised by their benefaabrthe Reichsbank.
Goering and the new Reich Air Ministry (RLM) werbet first off the
blocks. Plans prepared in 1932 had called for aesewir force of 200
aircraft. In mid-September Milch raised this to@dront-line aircraft
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by 1935° As we shall see, this marked the beginning of gamfic pro-
gramme of industrial construction controlled by @Gog's Air Ministry.
The army finalized its expanded armaments progranmméecember
1933%° The army's build-up was to be divided into tworfgear phases.
By the end of 1937 Germany was to have a standimy af 21 divisions,
or 300,000 men, which in wartime could be inflated 63 divisions.
This would be enough, it was hoped, to mount arectiffe defence
against a combined attack by Poland and Franceen€iffe striking
capacity was to be added in the next four-year @hatsetching from
1938 to 1941. The army programme of December 1933crucial
because it pre-programmed the subsequent escalatidtitler's foreign
policy. To meet the army's new objective of cregtia 300,000-man
force, conscription would have to be introducedhinitthe next two
years, a fundamental breach of the Treaty of VkesaiFurthermore,
the issue of the Rhineland had to be resolved. Utiie provisions of
the Treaty, the zone west of the Rhine had remadwedilitarized. This
meant that the Ruhr, the heavy industrial heartlahdsermany, could
not be defended. But without the industrial resesrof the Ruhr, no
realistic war-planning was possible. The Rhinelamalld therefore have
to be brought fully under German control, at theeda by the end of
1937. From December 1933 onwards, the clock wadntc towards
confrontation with France.

In light of this antagonism one might have expecdittitler's govern-
ment to seek protection through a closer relatignsiith Britain. How-
ever, in December 1933, with the full backing oé tbabinet, Schacht
raised the pressure on the financial front in a Wt was calculated to
cause maximum offence to the British and the Anagrsc In June 1933
the protests against Schacht's moratorium had keeh that Germany
had been forced to backtrack and to carry on malgagments of at
least half of the principal and interest it owed it® foreign creditors.
And even more favourable arrangements were reagtitd the Dutch
and the Swis& Though small in size, these countries were amongst
Germany's largest short-term creditors. As majastamers for German
exports they were also a vital source of hard cuye They thus had
the whip hand in negotiations with the Reich. If i@erland, for
instance, had imposed a compulsory clearing agregnesserting a
prior claim on behalf of its creditors against &krman export earn-
ings, this would have deprived the Reichsbank efttard currency it

57



THE WAGES OF DESTRUCTION

desperately needed to pay for imports of raw materand food from
the United States and the British EmpireOn the other hand, the Dutch
and the Swiss had a strong interest in retainirgr ttrading links with
their much larger neighbour and every reason to tieat they might be
disadvantaged in a debt settlement negotiated tnér heads by Britain
and the United States. The result was clearingeageats, under which
the Dutch and Swiss agreed to take high levelsngforts in exchange
for German agreement to continue repayment on Dwnb Swiss
debt. Representatives of both British and Americaeditors protested
strongly against this unequal treatment, but innv&@n 18 December,
at exactly the moment at which the German armylified its new plan
of expansion, Schacht announced a unilateral remudh the rate of
cash payment to foreign creditors from 50 to 30 @emt. What particu-
larly incensed the British was that this moratoriimluded the Dawes
and Young Plan loans, which were supposed to efifgy claim on
German resourcés. The outrage in both London and Washington
reached new heights. In January 1934 the Britishegoment delivered
Germany a formal ultimatum that unless Schachtrmetli to the bar-
gaining table, German export earnings in Britainuldobe subject to
forced clearing. They would be subject to officilitish control with a
levy being imposed to satisfy the claims of theyCithe violence of
the British reaction forced Schacht into a temppraatreat. A general
meeting of creditors was called to Berlin for Apii®34 and service on
the Dawes and Young loans temporarily resumed.

At the same time as Schacht forced the debt isack linto the
spotlight the German navy also began preparingracdimilitary chal-
lenge to Britain. Initially, Hitler's expressed faeence for an alliance
with Britain had raised fears in the navy that thmight be excluded
from the armaments bonanza. Hitler was keen to dawaminflict with
Britain over colonies. However, Admiral Erich Ragdeskilful manipu-
lation of the Fuehrer meant that by March 1934 nbhey too had begun
its expansion in the form of the 'Replacement Shidmg Pro-
gramme® Like the Luftwaffe and the army, Raeder startednfrthe
premise that Germany should act unilaterally witheagard to the
international ramifications of its rearmament. SaeBer projected a
substantial force in violation of Versailles restions: 8 battleships,
instead of 6 permitted by Versailles; 3 aircraftrigas, not provided for
by the Treaty; 8 cruisers, instead of the 6 peeujtd8 destroyers,
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instead of 12 permitted under the Treaty; and 7Bmsuwines, which
were completely illegal. Given the cost and comipjeaf naval construc-
tion, the time-horizon of Raeder's planning was aggive. The new
fleet would be ready for action no earlier than 9.94owever, spending
had to start immediately and from the second h#&lfi®34 onwards
large orders began to be placed with the dockyafdeorth Germany.
In 1933 and 1934 all of this military activity togiklace under a veil
of complete secrecy. In interviews with the intdéio@al press Hitler
continued to deny any actual steps towards rearmantéowever, by
the spring of 1934 the extent of German activitysveaich that it could
no longer be effectively disguised from quizzicateign observerS. In
April 1934, in response to the publication of adRebudget that brought
an extraordinary increase in military spending, theench withdrew
from any further bilateral discussions of militaissue€® When asked
to explain its rising military budget, the Reichors¢walled, claiming
that Germany was engaged only in essential maintenand renewal
expenditure.

What the Reich government was anxious to spotlightarly 1934 was
the next phase of the Battle for Work. Early in 49%e Propaganda
Ministry and the Ministry for Economic Affairs weri busy consul-

tation preparing for the grand opening of the sdcaave of the Battle
for Work timed for 21 March, the traditional dater fspring celebra-
tions. The national festivities were choreograpliggtally to the minute.

An address by Hitler to the building workers assketiion the autobahn
building site at Unterhaching outside Munich wasfaom the highlight

of the national event. The draft programme cir@datonfidentially on

5 March read as follows:

10.45 The workers of the Reichsautobahn (c. 1,p885ent themselves at the
building site, the newly employed workers as a sgpayroup. The construc-
tion site is closed off for a stretch of 500 metres that it cannot be
crowded by spectators (security cordon to be pemliay police and SS).

11.00 The Fuehrer arrives at the construction(biéginning of radio trans-
mission on all German stations), introductory radiport. The Fuehrer is
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welcomed by Gauleiter (3 minutes). The General dnosgr of German Roads,
Dr Todt, reports on the workers of the Munich segimagnd all other Reich
motorways and reports on progress on constructbmiputes). He invites
the Fuehrer to inspect the roadway.

11.10-11.25 The Fuehrer inspects the roadwét&ds accompanied by:
The Gauleiter
The Reich Labour Minister
State Secretary Funk of the Reich Ministry for RuBhlightenment and

Propaganda

The General Inspector of German Roads, Dr Todt
The Leader of the Labour Front, Dr Ley
The chair of the Reichsautobahn board, Generatfirdorpmueller
The head of the Bavarian branch of the Reich Mipist Popular Enlighten-
ment and Propaganda, Nippold
The head construction engineer for the Munich secto
2 construction workers
(The security cordon ensures that no one else tbim$-uehrer's group). Whilst
Hitler inspects the roadway, the Reich Minister Rublic Enlightenment and
Propaganda makes his address. This speech is tt@tsmnly by radio not
on the loudspeakers of the construction site. As Flaehrer's group reaches
the end of the construction site, the Munich Natleazialistische Betriebs-
zellenorganisation band plays one verse of the :stBrgthers of the Mine'
[Brueder in Zechen und Grube¥{].The speech of the Propaganda Minister
ends as the band starts.

11.25 The Fuehrer's group reaches the end aithsruction site.

11.25-11.45 The Fuehrer's speech.

11.45 One verse of the 'Deutschlandlied' andsHd&/essel'.

11.50 End of transmissiSh.

Across the country, the radio transmission of Hileaddress was the
highlight of a morning of events and rallies. Sattkveryone could hear
the Fuehrer, the Propaganda Ministry decreed aomaiile workbreak
starting at 10.45. To avoid unseemly disputes, eHittecided that
workers should suffer no loss of wages, but thapleyers were entitled
to an hour of unpaid overtime in compensation. Pnepaganda Minis-
try laid down precise guidelines for local events lde held on every
construction site, factory, shop, farm and offitestructions were also
issued to schools. Head teachers were to introthéceadio broadcast
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explaining the purpose of the day and the 'natice@nomic signifi-
cance of the Battle for Work'. In practice, the paganda Ministry
instructions were no more than a minimal guidelinecal party officials
took things into their own hands. In the industridy of Hanover, for
instance, the celebrations began at 7 a.m., witghcdremonial 'call to
work' of 1,000 unemployed before the municipal labexchangé&® In
rank and file, the newly employed men marched thhothe centre of
town to ten building sites, especially opened foe bccasion. The day
ended with public speeches and a rally that joitegkther those who
had been found work since 1933 and those stillimgitor employment.
The message was clear: in the national struggleeémnomic recovery,
nobody was to be left behind.

As a propaganda exercise, the battle for work edter new phase in
the spring of 1934. However, the remarkable facs waat not a single
Reichsmark of new money was allocated to nationarkwcreation
projects in 1934 or at any point thereafter, a falrrdecision to this
effect having been taken by the Berlin Ministries ® December 1933,
Enough projects had already been authorized to tainirthe momen-
tum into 1934. New applicants were informed tha Reinhardt funds
were now fully allocated and no new money was awdd. It was only
with the greatest difficulty that unemployment rggots such as Berlin
and Hamburg were able to obtain special allocatidnsboth cases,
political considerations were paramount. Goebbetsl &oering re-
garded Berlin as their personal fiefddtniHamburg lived up to its repu-
tation as a dangerous centre of revolution by nétgr the lowest
support for Hitler, in the referendum following Hienburg's death in
November 1934. But, in general, the Reich held fifthere was to be
no new money for work creation after December 193@leed, from
the spring of 1934 the Reich's subsidy for localrkvoreation projects
was cut by a sixth, much to the horror of localiciélls anxious to
maintain the downward pressure on the unemploynséatistics’> By
May, the Reich Chancellery was being bombarded ixioas appeals
from the champions of work creation, including Gater Koch of East
Prussia, who feared that their achievements of previous year were
now under threat

Their appeals were in vain. By the spring of 198& talance of
priorities had shifted irrevocably. In the capité, was now an open
secret that civilian work creation was no longéo@priority. As
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Hamburg's delegation in Berlin reported: 'In a &iertsense, work cre-
ation is continuing into the summer [of 1934] oe thasis of the military
measures that are planned. But, for obvious reasinese can be no
public propaganda about thi8.'In April 1934 the secret financing
mechanism for rearmament was set in full swing. Mbills flowed in
their billions. The bookkeeping was not precise.wideer, in 1934
military spending came to at least 4 billion Rerolasks, of which less
than half appeared in the official Reich budgetisTimeant that by the
second year of Hitler's government, military spegdalready accounted
for over 50 per cent of central government expemditon goods and
services. In 1935, the military's share rose top@B cent> At the same
time, the spectacular announcement of the Battte\V¥wrk in March
1934 coincided exactly with the peak of the workation drive. Accord-
ing to official labour market figures, the numbenmoyed on all forms
of work creation scheme rose, from 289,000 in Fatyrul933 when
Hitler took power, to 1,075,000 in March 1934, awrease of almost
800,000"° In the same period unemployment fell by more than
2.6 million. Make-work schemes at their peak thuseally accounted
for 30 per cent of the reduction in registered uplyment. Even when
they were at their most extensive, they accountedaf minority of the
jobs created. From the spring of 1934 onwards, mumbnvolved in
work creation schemes fell to an average of 70Q,@8lling off into
1935. The conclusion is inescapable: despite th@pgmanda fanfare
that accompanied the renewed Battle for Work in4198in fact made
little if any contribution to the ongoing reductionunemployment.

By 1934 the general recovery in the German econalegrly went
far beyond the muddy building sites of the work atien schemes.
To understand the forces driving this upswing weeh&o draw more
extensively on the available statistical materiBhanks to the many
innovations in economic statistics sponsored by \hieimar Republic,
it is possible to reconstruct from contemporaryrees a fairly compre-
hensive picture of the major components of the Germconomy during
the period of the recovefy.We can piece together series not only for
government spending but also for business invedtni@aducting these
figures from national income, we can also inferestimate of household
consumption.

What is unmistakable is that in both 1933 and 1%3dre was a
powerful 'natural’ recovery in the German busirsesgor. In 1933
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Table 2. Accounting for economic growth in Nazi Gany

1932 1933 1934 1935
GDP prices 1913 43.1 46.3 51.5 57.8
of which:
Reich military 0.3 0.5 2.9 5.5
Reich civilian 1.3 2.1 2.8 2
local government 4.7 5.5 5.7 5.2
private consumption 39 37.6 38.2 40.5
private investment 1.1 3.6 5.5 7
foreign account -3.2 -2.9 -3.6 -2.4
Year on year changes in GDP and components of dirbdlion RM
GDP 3.2 5.2 6.2
Reich military 0.1 2.5 2.6
Reich civilian 0.9 0.7 -0.8
local government 0.8 0.2 -0.5
private consumption -1.5 0.6 2.3
private investment 25 2 15
foreign account 0.4 -0.7 1.1
Share of GDP growth due to ('
Reich military 4.2 a7 41.6
Reich civilian 27 13.1 -13.1
local government 24.6 4.1 -7.4
private consumption -45.9 11.7 37.1
private investment 79 37.4 23.6
foreign account 11.2 -13.4 18.2
Total public sector contributior 55.7 64.3 21.1
Total private sector contributic 44.3 35.7 78.9

Source: A. Ritschl, Deutschlands Krise und Konjunit924-1934 (Berlin,
2002), appendix. A. Ritschl, 'Deficit Spendinglie tNazi Recovery,
1933-1938', Working Paper No. 68, Institute for Eiopl Research in
Economics, University of Zurich (December 2000).

investment expenditure - mainly in stock-buildingvas a major driver
of recovery. The first signs of this upswing hadlempinned the strange
wave of optimism that befell the Weimar Republicodly before its

demise’® After 1933 government policy left such a deep impon the
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evolution of the economy that talking about the tsaration of the
'natural recovery' is to a degree speculative. \&ilenot know with any
certainty what might have happened if a differeategnment had been
in power. However, the signs of a continued upswm@erman business
are there in the statistics. And it is certainlyagenable, therefore, to
speculate that even without government interventioere might well
have been a strong recovery, as there had been thenfirst major
recession of the Weimar Republic in 1923n 1933 private investment
both in construction and stock-building was by fae largest single
contributor to the recovery. In the labour mark®itistics this is mir-
rored in large increases in employment in iron atelel production,
metalworking, construction materials and textiles.the first six months
of Hitler's government, however, this recovery e tbusiness sector
was offset by a severe contraction in the real evadti household con-
sumption. And even in 1934, when one might havesetqul the recovery
in the labour market to have powerfully stimulatesusehold consump-
tion - the famous 'knock-on effect’ from work cieat expenditure
predicted by Keynesians - it in fact made no madnant a modest
contribution to the progress of the overall econdfmyhough our ability
to measure consumption is limited, this pessimistiory is confirmed
by other indicators, such as the indices for tuemow retailing™ Sales
of food, clothing and other household necessitidsndt pick up signifi-
cantly until six months after Hitler took power. i$hs hardly surprising,
when we bear in mind that the real wages of manykers fell quite
sharply in 1933, as wages stagnated and pricefofmt began to rise.
Nor was the lagged development of consumption mstcontempor-
aries. There was much concern over the winter &338 particularly
in the Reich Ministry of Economic Affairs, that tmecovery to date had
not translated into a genuine increase in housepakthasing powe¥
Indeed, when they made their decision to cancel fanther plans for
government work creation spending at the end of319%e Reich
Ministries did so in part because they wanted theovery in 1934 to
be carried forward less by government-financedheamdving and more
by a revival in private consumption.

Since falling consumption offset rising investmeptivate demand in
total accounted for less than half the resurgencaggregate demand in
both 1933 and 1934. From the outset, thereforeletit economic
recovery was driven primarily by the public se&bwhat is also clear,
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furthermore, is that between 1933 and 1934 theripei® of the German
state changed radically. In 1933 civilian work ¢ti@a expenditure
clearly did make a major difference, with increasggbnding at both
local and national levels. Civilian spending by tReich continued to
grow strongly into 1934. But what is often forgoites that from 1934
onwards this was offset by a severe squeeze on maernment. In
large part, Reich work creation spending simplypaekaged' funds
that might otherwise have been spent by local gowent. This was
the reality behind Hitler's promise on 1 Februa§33 to rationalize
relations between the Reich and local governmenttake-driven econ-
omic recovery went hand in hand with an unprecesterdentralization
of public spending, of which the military were tpeme beneficiarie&!
By 1935 German GDP in real terms had recovered otaghly the
same level it had stood at in 1928. This was nobteurapid recovery.
But it was not vastly superior to the recovery agbd in the United
States under a very different policy mix. Nor, Erms of the rate of
growth, was it superior to the rebound from the & Republic's first
severe recession over the winter of 1926-7, when tihelve-month
growth rate was higher than at any time during Théird Reich® It is
possible therefore to imagine a similarly rapid onmry taking place
even under a very different policy regime. In tisisict counterfactual
sense, Nazi economic policy cannot claim to haaeised' the German
economic recoveryf However, what is unarguable is that the recovery
as it actually occurred bore the clear imprint dfléd's government. In
1935 private consumption was still 7 per cent beltsvpre-Depression
levels and private investment was 22 per cent ddByn.contrast, state
spending was 70 per cent higher than it had beed928 and that
increase was almost entirely due to military spegdAs far as the Reich
was concerned, there can be no doubt that rearmawes) already the
dominant priority by early 1934. Between 1933 argB3g, the share of
military spending in German national income rosarirless than 1 per
cent to close to 10 per cent. A reallocation ofltatational production
on this scale in such a short space of time hagmbefore been seen
in any capitalist state in peacetime. Concentrangthin a tight-knit
military-industrial complex, the impact of 10 bih Reichsmarks of
spending squeezed into the first three years déttitrule was dramatic.
According to contemporary estimates, as much asiaater of German
industry was already occupied in 1935 with 'nondetad production’
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of various kind$’ And in 1934 the consequences of this dramatic
restructuring of the German economy were to malamtielves felt in
the first real crisis of the Nazi regime.
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3
Breaking Away

The summer of 1934 was the moment at which it becapparent, to
all but the most indulgent foreign observers, thitler's was not a
'normal’ government. For months it had been clbat political pressure
was building on the regime.The massed ranks of the brownshirts
(SA) were resentful at the failure of 'their' gaweent to deliver a
thoroughgoing populist, nationalist and anti-Seenitevolution. On the
other flank of Hitler's coalition, ex-Chancellorafz von Papen and his
aristocratic bevy were alarmed by signs of whay ttuwk to be 'plebeian
degeneration'. Most ominously of all, the SA and #imy were engaged
in a bitter struggle over the future of rearmamdhatnst Roehm, the
leader of the SA, envisioned German rearmament pepalar, national
mobilization, of a kind that was profoundly distfsi to the pro-
fessional soldiers. Hitler had made his own positedear in February
1934, by imposing an 'agreement’ limiting the atéig of the brown-
shirts? But the SA defiantly continued their paramilitaexercises. By
May 1934 these had become so alarming that Hitledered the
brownshirts to take a collective 'holiday' for teetire month of June.
The leadership of the Nazi party itself was dividédthilst Goering
and Himmler plotted against Roehm, Goebbels iddlizke SA and
fantasized about a final reckoning with 'the reawries’. The decisive
factor, however, was the army. On 21 June Hitles wanfronted by
President Hindenburg and Defence Minister Blombeith the demand
to bring the 'revolutionary trouble-makers ... teason'. Otherwise,
the army would impose martial law and Hindenburguldtodeclare an
end to the 'Hitler experiment'. The final decisiamas taken amidst the
celebrations of Gauleiter Josef Terboven's weddingssen, at the heart
of the Ruhr, on 28 June. Hitler took personal chaofjthe purge. Early
in the morning of 30 June 1934, in the Munich resbBad Wiessee,
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he ordered the arrest and later the execution ®fnlest senior leaders
of the SA. In Berlin, meanwhile, Goebbels and Gugrdealt with the

'reactionaries’. SS men stormed the offices of Mbancellor Papen
and gunned down his secretary. The rest of Pastels were arrested.
Papen himself was only spared because of the dgilorembarrassment
involved in liquidating an active member of the Ban government.
Others were less fortunate. General Schleicher, fthmer Chancellor

of the Republic and head of the Reichswehr, wasdered along with

his wife. Gregor Strasser, the architect of the iNemrty's work creation
policy, who had been expelled from the party in &aber 1932 after
intriguing with Schleicher, was killed in Berlin.h& confirmed victims

of the Night of the Long Knives numbered 85. Theuakt figure may

have been as high as 200.

Outside Germany, the news of these state-sanctionediers was
greeted with horrified disbelief. Clearly Hitlersgime lacked any com-
mitment to the basic norms of legality. And withiveeks of the Night
of the Long Knives this impression was confirmeddmnpther outrageous
demonstration of Nazi violendeSince early 1934, Hitler's followers in
Austria had been carrying out a campaign of tesmriagainst the
authoritarian government of Chancellor Engelberilfdes. On 25 July,
with the encouragement of the German party, the trims Nazis
launched a coup. Hoping for a spectacular sucdésier instructed his
southern army command to stand ready to providetaithe putschists.
In the event, the Austrian army remained loyal dahd uprising was
easily put down. But Chancellor Dollfuss was desdot down in the
Vienna Chancellery by men wearing swastikas. Abrot@ reaction
was one of unanimous condemnation. Particularlynafey was the
sudden increase in tension along Austria's bord&cs. forestall any
attempt to carry out an immediate Anschluss, Mussohobilized sev-
eral divisions. Italy had no interest in seeing i@&n influence extended
across the Alps. Troop movements were also detealmay the border
with Hungary, which in turn triggered alarm in Ywlmvia® The stage
seemed set for a Balkan chain reaction reminisagnAugust 1914.
According to the Gestapo, Germany in the summel3¥4 was in the
grips of a veritable 'war pyschosis'. But unlikeehty years earlier this
was one of fear not enthusiasm.

Not surprisingly, these extraordinary events domeinthe historical
memory of the summer of 1934. And yet at precitiegdysame moment
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Germany teetered on the brink of economic disadetween March
and September 1934 the Nazi regime suffered thsestothing to a
comprehensive socio-economic crisis in its entinelte-year history.
From the beginning of 1934 the Reichsbank's resenfeforeign cur-
rency dwindled alarmingly. So desperate was theasdn that Germans
travelling abroad were restricted to a foreign exwe ration of no
more than 50 Reichsmarks per month. To preventlaakbmarket' for
Reichsmarks developing outside Germany, travelleese forbidden
from taking German banknotes outside the couhtSimultaneously,
the Reichsbank and the Ministry of Economic Affa{RWM) began
the painful process of reducing the monthly allams of foreign
exchange to Germany's importers. By the summer texe cut to 5 per
cent of the levels they had received before thsiscin July 1931. Since
all the most important industries in Germany weepeahdent on raw
materials from abroad, this savage restriction jptech fears of a new
wave of lay-offs. Shortages of raw materials spgel®t only unemploy-
ment; they also implied shortages of supply for stoners, fears that
were compounded by the unusually bad harvest ofi.1P8pular discon-
tent with the rising price of imported food was eépread. And it was
not just consumers who had little to cheer abotie Tood in business
circles in the second year of Hitler's regime was from good. The
stock market responded to Hitler's aggressive ogeriddress for the
new Battle for Work on 21 March 1934 with a shaap) in share priceS.
By May 1934 the groundswell of popular discontenaswsuch that
Goebbels felt compelled to launch a national cagpaigainst malcon-
tents: a two-month 'barrage of meetings, demomstmtand announce-
ments' against 'rubbishers and critic¥he main theme of this campaign
was the need for ordinary Germans to show mordtdde in coping
with the effects of the foreign exchange shortdgelping to overcome
the foreign exchange crisis [transfer crisis] whe tuty of every Ger-
man.' But, like Hitler, Goebbels did not hold baitk his criticism of
business: 'Sacrifices would have to be made bgiddls.’" Most of all, the
Jews would have to learn how to behave as 'guésttheir German
home!® The Minister for Economic Affairs, Kurt Schmitt,he struggled
vainly to impose himself on the mounting crisis,swassailed from all
sides. Wilhelm Keppler, Hitler's personal econoradviser, conspired
with Heinrich Himmler to bring about a more idedlsj turn in econ-
omic policy™ The shopfloor radicals of the NSBO and Robert$.ey’
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German Labour Front demanded a new deal for Gelataour. Schacht
at the Reichshank sided with Goering and the ammwrguing for ever
greater rearmament and made himself into the ghidflic spokesman
for an aggressive programme of unilateral debt Wefd8y the second
week of June 1934, the London Evening Standardewaspaper that
could not be accused of anti-Nazi leanings, woropeénly that the days
of Hitler's regime were numbered.

The economic crisis came to a head right on'¢u@n 14 June 1934
Schacht declared a complete suspension of foreigremcy payments
on all Germany's international debt. At the sammetihe slashed the
foreign currency allocated to German importers. Zh June 1934 the
Reichsbank abandoned altogether the orderly systemonthly foreign
exchange rationing. Henceforth, foreign currencys veled out on a
daily basis, according to whatever was availableont day to day,
German importers could not be certain of obtairtimg foreign exchange
they needed to satisfy the claims of their foresmippliers. Foreign trade
threatened to grind to a complete halt. Meanwhile international
response to Germany's pending default was moregedrshan evel’
On 25-6 June the House of Commons in London heléxdraordinary
forty-eight-hour session rushing through legislkatiauthorizing coercive
action. The tone of the debate was hostile. EverilldeChamberlain
spoke in warlike terms. After only fifteen month§ Hitler's aggressive
unilateralism, London's patience was exhausted.hWiupport from
both sides of the House, Parliament ratified coimgnsive powers
allowing the Treasury to impound the earnings ofr exporters for
the benefit of Britain's creditors. These sanctiomsre to come into
effect on 1 July. Germany responded with a law emgmg the RWM
to take any retaliatory action necessary to prot®erman economic
interests.

As the SS did their dirty work, Britain and Germatlye two largest
economies in Europe, moved perilously close to Biowa trade war.
Such a confrontation would have had incalculableect$ on Hitler's
economic recovery. Britain was not only Germanyainmexport market
and hence its main source of hard currency; thésBrEmpire was also
the chief source of many of Germany's imported raaterials. To make
matters worse, the City of London was the chiefvigler of short-term
finance for German foreign trade. Even if Germarponts were not
British in origin, they were, more often than riitanced by British
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banks. A concerted effort by Britain to punish Ganwy for its default
would have had a serious impact on Hitler's stifigfie regime. Cer-
tainly, the Reich Minister for Economic Affairs wdseling the strain.
Kurt Schmitt, who liked to cut a dashing figure tine uniform of an
honorary SS colonel, knew he was widely despise8Ancircles. In the
pubs frequented by the stormtroopers they were simging the 'Horst
Wessel Song' with new words:

Prices up, close up the ranks of the cartel
Capital marches with a quiet tread

The stockbrokers are party members
And capital's protector is Herr Schnfftt.

If the rumours of an SA coup were true, the Ministedays were
surely numbered. By the early summer, Schmitt'dtitnesas collapsing
under the straift, The end came on 28 June during a routine afteredin
speech to an audience of Berlin exporters. The sténibegan by setting
out the extremely serious situation facing the Garmeconomy and
asked: 'What is to be done?' Before he could ansigeiown question,
the blood drained from his face and he collapsednid-sentence. The
water from his glass dribbled across the pages isf speect® The
next day the press were informed of the Ministéegve of absence.
Twenty-four hours later the SS were unleashed enldhders of the SA.
The way was clear for Hjalmar Schacht and his &g the military
to assert their unchallenged position as Hitleaisners in power.

The immediate cause of the crisis was the dangkrdosv level of
the Reichsbank's foreign currency reserves. As waae hseen, reserves
declined sharply in the first months of Hitler'svgonment. They then
stabilized over the summer of 1933 at around 400iomi Reichsmarks,
before beginning a renewed and precipitate dedlind-ebruary 1934.
By June 1934 the Reichshank's currency holdingse weduced to less
than 100 million Reichsmarks, sufficient to coveardly a week's
imports, even at minimal levels.

Driving this disastrous haemorrhage was the inangadeficit on the
current account. As we have seen, the increaseimtport bill was a
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Figure 2. The declining gold and currency resenfes
the Reichsbank (million Reichsmarks)

predictable event and had been long anticipHtéddeed, rising imports
were the clearest symptom of the vigour of Hitleesovery. The truly
alarming problem was the trend in exports. Whitet tSerman domestic
economy rebounded, exports continued to declineevary month of
1933 exports were lower than they had been in 188d the gap
widened as the year wore on. The trend continugd kB34, with
export earnings in the early summer of 1934 fuly @er cent lower
than they had been a year earlier. Without expd@ermany could not
pay for its desperately needed imports, or serite&doreign debts. And
this was not merely an abstract financial impematiVhe livelihood of
thousands of firms and millions of workers depended finding cus-
tomers abroad. The light manufacturing districtsceftral and eastern
Germany, the great commercial cities of the Rhiakley, the port towns
of the Baltic and the North Sea all earned thaim§ through foreign
trade. The fact that German export volumes remai#@ger cent below
their level in 1932 was one of the principal causésunemployment
both in industry and commeré@.

The causes of the decline in German exports wellg tisputed both
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inside and outside the county.Schacht and the officially inspired
German press blamed ‘unfair' restrictions of Gerrrade. There is no
doubt that the enormous hike in global protectionighat followed the
currency crisis of 1931 made exporting very difficd But Germany
was not simply a victim of other countries' proteaism. Other than
Britain, Germany was Europe's largest market fopoets and Ger-
many's own turn towards protectionism since 193@ hdayed an
important role in accelerating the cycle of tit-fat trade restriction.
Furthermore, Germany's aggressive debt diplomaaeddo its prob-
lems. One of the most alarming features of the lReitrade statistics in
1934 was the serious fall in exports to France, Metherlands and
Switzerland. All three had responded to Germangfauwt in 1933 by
negotiating clearing agreements, which ensured thay recouped at
least some of Germany's export earnings in the fofndebt service.
Though initially these agreements were struck om dssumption that
the trade balance would remain favourable to Geynaxperience
showed that bilateral clearing agreements actubbiy the effect of
equalizing trade between the parties. German exporre impeded
by the bureaucratic formalities of the clearing emgnents. German
importers on the other hand had every incentivaat® full advantage
of the open account offered under the terms oftthaties. From Ger-
many's point of view this was a disastrous devekamsince it relied
on the surpluses earned in trade with its Europegighbours to pay
for its imports of food and raw materials from asegs. Whilst the
system of bilateral clearing deals was essentiagdXpanding Germany's
trade with its poorer Eastern and South-easterrof&an neighbours,
the proliferation of such agreements in Westernogerwas regarded
by the Reichsbank as nothing short of a dis&Ster.

Furthermore, there can be no doubt that these dbstdo German
exports were compounded after 1933 by widespreagrnational
antipathy towards the lawlessness and anti-Semit$rilitler's regime.
Outrages against Germany's Jewish population haginbénmediately
after the general election of 5 March and they lathinated in the
official boycott of Jewish businesses proclaimedloApril 1933%? This
in turn provoked Jewish organizations, most notably the United
States, into organizing a boycott of German goddmugh it is hard to
assess the precise impact of this negative sertiritén clear that it was
taken very seriously in Berlin. The boycott was shbject of anxious
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Figure 3. Pressure on the balance of trade:
monthly imports and exports (million Reichsmarks)

discussions between the Reichsbank and a numb&epohany's largest
corporation$® In July 1933 Hitler stated to a key meeting ofdieg
Nazis that the first wave of revolutionary actiogamst the Jews had
had to be brought to a halt because of the frontréated against
Germany in international opinidfi.Apart from the trade boycott, how-
ever, there was a far more direct contradictiorwbet Nazi anti-Semitic
policy and the constraints imposed by the balant@ayments. In so
far as the anti-Semitism of Hitler's regime had aoezent objective in
the 1930s, it was the removal of Jews from Gernwh B this respect
it was fairly 'successful' in 1933, with 37,000 @an Jews driven out
of the country by the violence of the seizure ofvpn The ‘problem’
was that emigrants, unless they were very despevedelld move in
large numbers only if they were permitted to takdeast some of their
possessions with them. German Jews were no différenhis respect
than any other migrant population. The Reichsbamls wequired by its
statutes to provide migrants with the foreign cocse needed to meet
visa requirements abroad. But if prosperous Jevéshilies had emi-
grated en masse from Germany in 1933 and 1934ftibets on the
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Reichsbank's foreign currency reserves would hasenbdisastrous. At
a conservative estimate German Jewish wealth in3188me to at
least 8 billion Reichsmarks. Transferring even adesb fraction of this
amount was clearly beyond the Reichsbank. As it,vilas drain was
serious enough. According to a detailed accountpiiech by the Reichs-
bank, the hard currency losses due to emigratidwdss January 1933
and June 1935 came to a total of 132 million Reidrks, of which
Jewish emigrants accounted for 124.8 million Reitduks? Transfers
had peaked in October 1933 at over 11 million Raiwdrks, but
throughout the first half of 1934 they ran at amu® million Reichs-
marks per month. With total currency reserves standat less than
100 million Reichsmarks, this was a drain that Reichsbank could ill
afford. In response, the Reichsbank therefore $hagised the discount
that was applied to holders of personal accountshing to transfer
them abroad via the Golddiskontbafkin addition, as of May 1934
the provisions of the so-called Reich flight taxrevgightened up, with
the lower threshold for liability being cut from @000 to 50,000
Reichsmarks and greater discretion given to thdéaaities in making
the assessmefit. These measures helped to reduce sharply the wutflo
of foreign exchange due to emigration. By the summg 1935 the
Reichsbank's monthly losses had fallen to 2 millR@ichsmarks. How-
ever, the net effect was profoundly contradictdRather than encourag-
ing emigration, the Third Reich was now imposings@vere tax on
anyone seeking to leave the country. And the rewmals predictable.
Once the initial violence of the seizure of powexdhpassed, Jewish
emigration dwindled to only 23,000 in 1934 and 20,0n 1935. From
1934 onwards the lack of foreign exchange was tooipe the central
obstacle to a coherent policy of forced emigration.

None of this, however, prevented paranoid anti-8snisuch as
Joseph Goebbels from placing the full blame for f@ary's balance of
payments problems on the machinations of world yew@oebbels's
opening speech in the campaign against ‘critics rabbishers' delivered
to the Sportpalast on n May 1934 was laced withou® anti-Semitic
threats: 'If Germany was forced to declare to theldvthat it was no
longer in a position to pay its debts and trangféerest, then the blame
does not lie with us." The ultimate cause of thebfams was the Jewish
boycott and it would be Germany's Jews who paidptiee. To stormy
applause Goebbels announced that in the eventet@momic crisis,
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the 'hatred and anger and desperation of the Gerpsaple would
direct itself first of all against those we can gat hands on at hontg'.

The basic reason for Germany's lack of competitgsn however,
was not political in this crude sense. The basabl@m was the uncom-
petitive exchange rate of the Reichsmark. As weehseen, this funda-
mental misalignment had first emerged in the autwhri931 after the
devaluation of sterling. The second shock had camapril 1933 with
the devaluation of the dollar. By 1933 only 20 pent of world trade
was still conducted between countries with curresidixed in terms of
gold. Germany's failure to follow this trend medhat the prices of its
exports, translated at the official exchange rdt¢he Reichsmark, were
grossly uncompetitive. This was not a matter oftipalar industries or
sectors. It was not a matter of high wages, or &stge taxes and social
levies. At prevailing exchange rates, the entirgtesy of prices and wages
in Germany was out of line with that prevailing imost of the rest of
the world economy.

In 1933 Hitler and Schacht had ruled out the mdstiaus solution
to this problem, a devaluation. In Hitler's ternes, devaluation was
tantamount to inflation and it was certainly trdmett by raising the cost
of imported commodities any significant devaluatiould have raised
the German price level. The Reichsbhank in the sumoh&934 estimated
that a 40 per cent devaluation, sufficient to dfféee British and Ameri-
can competitive lead, would have raised the workilags cost of living
by 5.4-7.4 per cent, with the price of food going by at least 10 per
cent? Whether or not this resulted in sustained inflatiof course, was
another matter. In the Reichsbank's many assessnoénthe problem
the question of German indebtedness was far mgrefisant. Devaluing
the Reichsmark would negate all the advantage Gigsinany had gained
since 1931 through the devaluation of its creditotsrencies. This was
clearly the clinching issue. As Schacht put it irmee moment of candour
in August 1934, 'He had never rejected a devaloatio principle. He
had always said that so long as Germany had it lforeign indebted-
ness there was no point in doing a devaluationsdan as we have got
rid of the foreign debts the whole thing would lagpkite different®

The problem that now posed itself with ever greatgency, however,
was how to sustain German exports without a detialuaA solution
was found in the autumn of 1933 through a varietyschemes, all of
which made use of the advantage that Germany haddyehrough the
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moratorium on its foreign debts. Either through @mplicated system
of buy-backs, or through manipulating the blockeccaants of the
foreign creditors in Germany, the Reichsbank foways of subsidizing
Germany's exporters at the expense of its crediteasning Hjalmar
Schacht his dubious reputation in the 1930s as dhe&k wizard of
international finance. The leverage that Germang kained over its
creditors was represented most succinctly in thprefsed value of
German bonds (IOUs) on financial markets in New krand London.
In January 1933, before Hitler took power, bondsedwby German
municipalities and corporate borrowers traded oeraye at 62. per cent
of face valué’ Hitler's accession to power lowered that by tweabeints
to 50 per cent. After the announcement of the @antoratorium in
June 1933 they fell to around 40 per cent. Oneegysbf subsidy,
therefore, involved German exporters using theireifpn earnings to
buy up the heavily discounted German bonds in Landod New York.
A bond with a face value of $100 (valued at 350cRemnarks, at the
prevailing exchange rate of 3.50 Reichsmarks to db#ar) could be
purchased in New York in April 1934 for roughly $5Q275 Reichs-
marks, at the going rate). With the German exponew holding the
discounted IOU, a debt owed by a German debtor foreign creditor
had been converted into a debt owed by one Germaanother. The
subsidy for the exporter was provided by the Rdiahk, which repur-
chased the bonds held by German exporters, eithectlgt or indirectly,
at rates closer to face value. To an exporter lit@rgefirom this scheme,
$50 in export earnings once cashed into dollar bowads worth not
175 Reichsmarks, but closer to 3 50. In effect #n®unted to a devalu-
ation of the Reichsmark by 50 per cent, allowing #xporter to price
his goods very keenly in dollars, selling on terthat would otherwise
have implied severe losses. The difference to alaeglevaluation was
that this did not come at the expense of Germaagistors or German
importers. Under the buy-back scheme, the costhease by Germany's
foreign creditors, who sold off their German boradsa fraction of their
face value”? Not all German exporters of course required sybsgbods
sold through cartels, specialist equipment or codities in which
Germany held a monopoly accounted for almost adtlif German
exports. The rest were subsidized from the autumt983 onwards at
a rate of around 10-30 per cent, implying an ovVesabsidy rate of
around 10 per cent. Certainly, in the position pajé the Reichsbank
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it was the success of the German authorities insdey these schemes
for subsidizing exports that was the main reasdared against a move
towards devaluation. Germany, it seemed, had faunday of boosting

its exports without imposing the penalties of a aleation - the high

cost of imports and the onerous burden of foreightd on the rest of
the economy.

However, by the spring of 1934, as the Reichsbardserves fell to
crisis levels, this optimism began to wear ratthen.¥ Despite its prom-
ising beginnings the export subsidy system basedair buy-backs was
not working. Either Hitler's government would hate take drastic
measures to boost exports, including perhaps datiahy or it would
have to impose severe restrictions on imports. ,Thiswever, would
jeopardize the entire recovery. Germany could naidpce, work or
consume without imports. As we have seen, the bpsarities of the
government had already been indicated in the fisf of 1933. The
qguantity of spending envisioned for rearmament datweighed any-
thing that was ever contemplated for work creatias, did the diplo-
matic, financial and political risks that were takdn the summer of
1933 it had been the interests of Germany's foreigitors that had
been sacrificed. From the beginning of 1934 onwatls exhaustion of
the Reichsbank's reserves forced Hitler's regimectioose again. To
reiterate, it could either take radical measuresbémst exports, or it
could choose to prioritize selectively one typeimiport over another,
either the import requirements of the industriederdag to civilian
consumer needs, or the requirements of state drimeastment and
rearmament. It could not have both. This stark ahothrows new
light on the remarkable decision, which was hightiggl in the previous
chapter, not to allocate any new funds towardsliaiviwork creation
after December 1933. If it had been possible tsyeira double-barrelled
recovery based both on civilian work creation amérmament, there
seems little reason to doubt that Berlin would hawebraced such an
option. What ruled this out were the limitations tife balance of
payments.

Within Germany, any public acknowledgement of thade¢-off be-
tween civilian and military priorities was tabooutBforeign observers
were not subject to the same restrictions. The ectiom between war
debts and rearmament had been a staple of intenahtidiscussion
since the 1920s. The increase in Germany's milgpanding after 1933
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was clear enough even in the published figurehefReich's budget. By
the spring of 1934 the foreign financial press wagularly highlighting

the contradiction between the exuberant activityGarmany's military
and Schacht's claim that the country was unablsetwice its foreign
debt** The conclusion was obvious. If Germany was seriabsut

managing its foreign exchange crisis, if it wantghcessions from its
creditors, then it would have to back away fromlataral rearmament.
The point was made clearly to the German Foreigmidtbér by the

American ambassador William Dodd in June 1&3thdeed, so clear-cut
was the choice facing Germany that debate couldbeoentirely sup-
pressed, even within the Reich itself. Too much wasstake, for too
many people.

Even in the minutes of the cabinet, there is ewideof severe differ-
ences of opinion over the future course of poffcyn February 1934
both Kurt Schmitt at the RWM and Krosigk at the d¢ReiFinance
Ministry prepared position papers, which suggested possibility of an
alternative cours&. The RWM wanted to focus its efforts on raising
the level of consumer demand, by cutting sociatiasce contributions
and the levies of para-state organizations suctthasGerman Labour
Front. The RFM for its part hoped to clear the way a ‘'natural’
business-led recovery, by imposing a rigorous Ewgne of fiscal disci-
pline, not exempting the military. In this delicgtdalanced conjuncture
it is conceivable that a determined interventionHjglmar Schacht, like
that which he had made against the Young Plan i291%night have
made a difference. Certainly, if he had thrown w&ght behind Schmitt
and Krosigk and had done so publicly, he could htoreed Hitler to
make a very painful choice between 'financial odiby' and the
demands of rearmament. But at this critical juret@chacht was too
preoccupied with his own position within the regiteetake a principled
stand. Rather than supporting Kurt Schmitt in Hisre to limit military
spending, Schacht deliberately outflanked him. Kag moment appears
to have come in March 1934, when Schmitt and Sdhagre sum-
moned by Hitler to a private meeting on the Obelsalg at which they
were to settle the future direction of economicigpolIn advance of the
meeting, Schmitt took care to reach an agreemetit &chacht not to
concede more than 15 billion Reichsmarks for reamerd. But when
it came to the crucial meeting with Hitler, Schaditowed Schmitt
to break the unwelcome news before announcing dsafgr he was
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concerned, 'no amount of money was too much fos thtal national
task'® Indeed, Schmitt later recalled that Schacht dedldrimself will-

ing to 'ruin the currency' in pursuit of rearmam&niAt the cabinet
meeting of 23 March 1934 Schacht sided with Defeklftimister Blom-

berg to stave off any serious threat to the militaudget. A few weeks
later this was institutionalized by an agreemenhictv removed the
military from detailed scrutiny by the Finance Mity. Henceforth,
Blomberg simply presented a grand total for mijitaspending to a
three-man committee consisting of Krosigk, Schaahtl himself. As
Krosigk described these meetings, he always attemaghe full know-

ledge that if he opposed Blomberg's demands thee@emould call on
Hitler, who would not hesitate to raise militaryeswling to levels even
higher than those originally requested. Not sunpgly, Krosigk rarely

thought it wise to argue.

Having outmanoeuvred Schmitt over rearmament, S$théac the
spring of 1934 deliberately raised the tension lom international front.
In a widely reported speech to the American Chanmdde€ommerce in
Berlin he announced that unless German exports secovered, he
would be forced to take drastic measures to requoehases of raw
materials from both the United States and the $ritEmpire. True
to his word, in March 1934 the Reichsbank begamgmassively reduc-
ing the monthly foreign exchange quotas for Gerrwmmyporters. And
in April the RWM agreed to the setting up of sulagice agencies
(Ueberwachungsstellen), to ration the import of lyoootton and
packing material, thus providing the Reich with tleministrative
infrastructure needed for a selective import sqeedzy the summer,
further organizations had been set up for leatlar,and nonferrous
metals. Under the pressure of the balance of patgmproblem and
the refusal to devalue, Schacht was imposing aesystf ever more
comprehensive bureaucratic control on the Germasnauy and on
German busines$.

Given the cumbersome bureaucracy required bothhbyeiport sub-
sidy system and the import restriction apparaties dption of devalu-
ation refused to go awdy.The subject remained something of a taboo.
However, reading between the lines of the econopadodicals, it is
clear that the possibility of devaluation was bewdely discussed. And
this is confirmed by the confidential internal rejimy of the Reichs-
bank's economics department. One should not fonges recently as
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May 1932 Gregor Strasser had publicly committed Mezi party to
abandoning the gold standard. And though this pserhiad been quietly
removed from the Nazi party electoral manifestahia autumn of 1932
and Strasser himself had been expelled, there stédkeplenty of people
within the party who saw a devaluation as a logicamplement to a
policy of work creation and national economic indiegencé? By 1934,
they were joined by economic liberals and practisasinessmen, who
were deeply alarmed by the drift towards bureayciatd state control.
Whereas devaluation had once been a 'radical' cétusew seemed the
only way to preserve a degree of normality in tley-tb-day business
of that part of the German economy that dependedoreign trade. As
we have seen, in commercial cities such as Hambungmployment
was still painfully high in 1934 and without a re&l in foreign trade
there was little prospect of any immediate improgaem It was the
Hansa Bund, therefore, the organization of northrn@® commercial
circles, that was the strongest advocate of detialuaand it was the
weekly Hamburg journal the Wirtschaftsdienst thabvided the most
open forum for debaf€. In its editorials, the Wirtschaftsdienst toed
the Schachtian line, rejecting devaluation as ameudiate possibility.
However, the journal was noticeably positive inrigports on the experi-
ence with devaluation in other countries. And affiee spring meeting
of the Hansa Bund in April 1934 it went a step Hert ‘In the light of
the intensified private discussions about foreigade ...' the journal
demanded that 'the question of devaluation' shaoldonger be ‘skirted
in a timid fashion®*

The speculation about devaluation appears to hawehed its peak
in May 1934, in response to an ambiguous commerdeni®y Finance
Minister Krosigk, which was widely reported bothsite and outside
Germany® Krosigk said in public what Schacht was quite gl to
admit in private. The Third Reich rejected devabmt not in prin-
ciple, but because it was impractical and too ris&y a country like
Germany with enormous foreign debts and minimakifpr exchange
reserves. The markets responded with a flurry afcsfation?® Mean-
while, in the summer of 1934 business circles betgamake their own
preparations. Particularly in the textiles tradéhich depended on large
stocks of imported cotton and wool, contracts bexapopular that
specified payment to be made in gold marks. In Hamgbthe associ-
ation of raw rubber dealers distributed a modetream to its members
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specifying payment terms that would secure theminagaa possible
devaluation. For speculators, the Reichsmark hatbrbe a 'one way
bet'. Such was the mood that the party journal Déaitsche Volkswirt-
schaft felt it necessary to denounce such activitie an act of national
sabotagé’

By the end of May, the choices facing Germany hadolme starkly
obvious. In a remarkably frank article, the Wirtaftedienst demanded
that if the Reich government had decided definijiveot to devalue, it
should draw the necessary conclusihs the journal's view, the choice
against devaluation marked a fundamental dividevéen the liberal
economic policies of countries such as Britain andhewly emerging
system of National Socialist economic managemedntelaluation was
ruled out, then there was no alternative but toirb@g soon as possible
with the establishment of a new and powerful systeimeconomic
controls. And the Wirtschaftsdienst did not holdckalf the German
government meant to break definitively with theelial economic order,
then it was in a position much like that at theibeitpg of a war. It was
dangerous to remain on the defensive. The Reichodties needed to
go over to the attack, adopting far more compreiensneasures to
regulate imports and to promote exports regardtdsthe consequences
for relations with its trading partners.

The Wirtschaftsdienst had correctly sensed the way wind was
blowing in Berlin. By the early summer of 1934, thedia channels at
Schacht's disposal, in particular the weekly Derutbehe Volkswirt,
were mobilized for an orchestrated campaign ag&basimitt, the Minis-
ter of Economic Affairs, with the full backing ohe military. Colonel
Georg Thomas, the chief economic staff officer ltd Defence Ministry,
was a loyal Schachtian. In the early summer of 1884ombarded both
his Minister, General Blomberg, and Wilhelm Kepplétitler's personal
economic adviser, with memorandums calling for & system of econ-
omic regulation. The parallel and uncoordinatedtesys by which the
Reichsbank allocated foreign exchange and the Rwilgt to control
trade directly through the surveillance agencies wat working. The
system was leaky and the desperate efforts by Gefmoginessmen to
exploit the loopholes in the system were having nteyroductive
effects. Since the surveillance agencies regulately raw materials,
traders imported increasing volumes of finisheddgavhich were more
expensive. The restrictions did not apply to tleadhg agreements
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covering trade with the Netherlands and Switzerlag®d importers
diverted trade through those countries. To layrtheinds on foreign
currency, German traders took to organizing newrtgieom loans with
foreign banks, often at exorbitant interest ratddeanwhile, the
exchange reserves of the Reichsbank continued todtevfrom month
to month and Schacht did little to resist the dowardvtrend. Indeed, it
is hard to escape the conclusion that rather tlemkisg to stabilize the
situation Schacht was deliberately forcing the igrisurning the screw
on Schmitt.

The tension reached its climax in the second hdlfJone, with
Schacht's announcement on 14 June of a completeatanom on
foreign debt repayment and the imposition of a megime of daily
foreign exchange allocation. This not only plungéérmany's foreign
relations into crisis. It also put Schacht in coetelcontrol. The hapless
Schmitt was no match for Schacht. After his heddth him down he
gratefully retired from front-line politics, retumg to an influential
position in the insurance industry. The seniorlcderrvants in the RWM,
however, were made of sterner stuff. Under the destdp of Secretary
of State Hans Posse, the Ministry made one lastrtefb change the
course of events. Posse (1886-1965) had spentanéercat the Ministry
in trade policy and was formerly a supporter ofeSémann's DVP. But
he made the best of the Machtergreifung, gainingoapment to the
senior civil service position at the Reich Ministigllowing Hugenberg's
resignation and joining the Nazi party in Novembk933* In the
summer of 1934 Hitler even seems to have brieflgsmered him as a
possible successor to Schmitt. Posse was certanigonformist, but
liberal habits died hard. In early July he and $tisff drafted a plan for
the management of Germany's foreign account baseda oscheme
devised by Vincent Krogmann, the Gauleiter of Hargbuwhose ideas
reflected the commercial and free trading prod#eitof his constituency.
As a late convert to National Socialism, Krogmari889-1978) did
not question his Fuehrer's decision to hold fagh®official value of the
German currency. What Krogmann proposed instead thecreation of
a 'pseudo-market' for foreign exchange, in whica grice mechanism
rather than bureaucratic regulation would be usedring demand and
supply into equilibrium. All exporters would conti@ to deliver their
foreign exchange earnings to the Reichsbank. larmetthey would be
issued, not with Reichsmarks, but with foreign exwde vouchers.
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These vouchers would entitle the holder to recdiweign exchange.
The core of Krogmann's idea was to make these waradhneely tradable.
They would be exchanged for Reichsmarks, not atritrary rate set
by the officials of the Reichsbank, but in a contpet bidding process
between the various contending interests seekimgigio currency for
the import of scarce commodities, or the repaymeinforeign debts.
Their internal 'exchange rate' would therefore be lsy market forces,
resulting in a spontaneous 'internal' devaluatidntlte Reichsmark.
Though its critics denounced the Krogmann Planuas gne more cranky
currency scheme, a similar system was in fact adbfty Austria in
early 1934 and this was widely cited as an exaripl&erman debates.
By 19 July 1934 the RWM had finalized a draft vemsiof the
Krogmann Plan to put before cabifktHowever, just as the civil ser-
vants at the RWM were finishing their work, Coloriehomas of the
Defence Ministry contacted Wilhelm Keppler. Earligr the summer,
Thomas had reassured Keppler that the foreign exghasituation,
though serious, did not pose an immediate threatetwmament. Now
he was more alarmist. Thomas stated bluntly thatdésperate situation
of the Reich's currency reserves posed an immediaeat to the con-
tinuation of rearmament. If, as seemed possiblehan fraught summer
of 1934, Germany were to be entangled in a war,résalt would be
a disaster. In making this dramatic declarationKieppler, Thomas's
intention was clearly to bring Hitler into play, carhe was not dis-
appointed. Within days, in the midst of the condasisurrounding the
botched Austrian coup, Schacht was summoned torsom& audience
at the Bayreuth festival. We have no reliable rdcof what transpired.
However, the upshot was that Schacht was appoemeActing Minister
for Economic Affairs. He was not given the job irparmanent capacity,
because for him to have held a cabinet positionldvbave compromised
his nominally independent position as head of tleclisbank and his
membership in the exclusive fraternity of centrahkers at the Bank of
International Settlements. As Acting Minister, hawe Schacht had full
authority over the RWM and he made this felt imraégly upon his
return to Berlin. Encountering Secretary of Statesde for the first time
in his new offices, Schacht asked him: 'Are yowriested in music?' To
which Posse innocently replied: 'Yes, very.' Schiaatetort was typically
sarcastic: 'I'm not at all musical, but | was inyBaith.** With Hitler's
personal approval and the strong backing of th@anjl Schacht's
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position was unassailable. The Krogmann Plan wasppéd. The
direction of German economic policy had been detid@ather than
attempting to manoeuvre its way out of the crii®tigh a combination
of devaluation and rapprochement with the Westasweps, the Third
Reich would stay the course of nationalist seleassn. The means to
do so would be divisive bilateral diplomacy abroadd authoritarian
organization at home.

The German balance of payments crisis of 1934ddfsting impact on
Germany's trade relations. It is commonplace tocriles Germany's
trade policy from the summer of 1934 onwards asrabic - a gen-
eralized effort to restrict imports and achievef-safficiency. A close
look at the trade statistics reveals that 'autdraiyfact amounted to a
selective policy of disengagement directed aboVeaghinst the United
States, the British Empire and, to a lesser dedfemnce’® This in turn
was directly connected to the repudiation of Gerylsroreign debts.
Germany's balance of payments problems in the d®80s were above
all problems in relation to the world's largest mmmic blocs: the United
States and the British Empire. The United States waerwhelmingly
Germany's largest foreign lender. Service on Aragridebts alone came
to at least 600 million Reichsmarks in addition ttee large bilateral
trade deficit with the United States. In 1929 th&d stood at close to
800 million Reichsmarks. By 1933-4 the deficit haden reduced to
230 million Reichsmarks. But, at 800 million Reioterks per annum,
the combined American claims on the German balarfcpayments for
debt service and net imports were clearly unsustdén The leaders
of the Weimar Republic accepted this situation gl as they needed
American backing in the struggle against reparatiodnce reparations
were lifted at Lausanne in 1932, this consideratiotionger applied.

The first step towards an outright default camehwviite partial mora-
torium of the summer of 1933. The American govemimepuld protest
on behalf of its private creditors, as it did irrlgal934. However, since
there was no chance of any new loans to Germanthenforeseeable
future, the United States had little real leveragmerica could cut off
supplies of key raw materials. But in an all-oaints-Atlantic trade war
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all that Germany stood to lose was a large tradieit® America's best
defence against a default was to enrol Germanyisratreditors, above
all Britain, in a united front. But as the Germacigarly understood,
their declaration of a general moratorium was mivan likely to set
the creditors against each otfieiThe Dutch and Swiss broke ranks in
the autumn of 1933 to obtain favourable bilaterabld. In the spring
of 1934 Anglo-American solidarity was still intacthe significance of
the summer crisis of 1934 from Schacht's point @fw was that it
splintered the Anglo-American front. A trade wartlwiBritain would
undoubtedly have been a disaster for Germany, tbutould also have
had severe consequences for the British. Schabhti&smanship was
clearly motivated by an acute sense of what wastakte for the City of
London and for British exporters in Anglo-Germaromgmic relations.
As he put it in August 1934 to a meeting of the dRebank and the
RWM: 'l will take risks with England ... we have to through this
valley. He was going to take it to the brink witingtand and with the
Swiss?®

In the end, Schacht's aggression paid®offo avoid the imposition
of compulsory clearing, the Germans agreed to ressarvice on the
Dawes and Young loans, the most sensitive of Geymwadebts. The
British for their part allowed themselves to be ddled in a bilateral
commercial agreement in the form of the Anglo-GarmRayments
Agreement of 1 November 1934. Remarkably, the BahkEngland
even went so far as to provide Schacht with a leaabling Germany
to settle an embarrassing volume of unpaid trageitr’® There can be
no doubting the strategic importance of the Angkr®an agreement.
Not only did it split the Anglo-American front anstabilize relations
with Germany's most important trading partner, thé Anglo-German
agreement also offered an escape from the impaaséhad been reached
in previous clearing agreements with Germany's WastEuropean
neighbours? Unlike the earlier clearing deals with the Dutaid&Swiss,
the Anglo-German Payments Agreement guaranteed &@wrna sub-
stantial margin of ‘'free foreign exchange' for umgside the sterling
zone. Fifty-five per cent of Germany's sterling @sues were to be set
aside for unrestricted import of British goods ter@any. A further
10 per cent were to be used to service Germangg-sand long-term
obligations to British creditors. The rest, notittyat least, was available
for use outside the sterling zone.

87



THE WAGES OF DESTRUCTION

With the united front of the creditors broken, Ssffitawas free to
complete the process of uncoupling the German eognérom the
United States. After 1934 Germany singled out itsiedican creditors
for particular discriminatory treatment. Even Anoam holders of
Dawes and Young loans, supposedly the most prilefprm of debt,
were repaid at a rate 30 per cent lower than thahtgd to British
creditors. Meanwhile, at least $900 million worth anrporate and local
government bonds were caught up in the completeatmdum on
transfer payment®. Any improvement, Berlin made clear, would depend
on securing more favourable terms for German esptot the United
States. After 1934, however, American and Germaadetr relations
deteriorated sharpff. Schacht's strategy of bilateralism, crowned by
the Anglo-German Payments Agreement, clashed with dtrategy of
multilateralism being pushed no less assertively Sgcretary of State
Hull in Washington. With the dollar having finallgnded its precipitate
collapse, Hull began a systematic campaign foretrligeralization with
the Reciprocal Trade Agreements Act of June 183J4is sought to use
selective reductions in American tariffs as a wdypasing open the
log-jammed international trading system. Given #msertive mood in
Washington, Germany's announcement in October 1924 it was
withdrawing from the Treaty of Trade and Friendsikigned between
the Weimar Republic and the United States in 19#8yoked a robust
response. Secretary of State Hull denounced them&@ermove as 'an
act of aggression against the entire American sysbé trade treaties'
and stripped Germany of its Most Favoured Natioatust® When
Schacht requested tariff negotiations under thengeof the Reciprocal
Trade Agreements Act, Hull refused, citing Germangiscriminatory
trade practice®’ Entering into bilateral trade agreements with Garyn
would have undermined the credibility of Hull's iemtstrategy, notably
in the eyes of America's major trading partnersLitin America’®
Meanwhile, trade between the United States and &®ymdwindled
rapidly. In 1928, American exports to Germany haerbworth z billion
Reichsmarks and exports from Germany to the UniBtdtes were
valued at 796 million Reichsmarks. By 1936, thiadg had shrunk to
derisory levels. American exports to Germany wemtlvno more than
232 million Reichsmarks and German exports amourtedess than
150 million Reichsmarks.

This extraordinary contraction in trade betweenn@ary and the

88



BREAKING AWAY

United States, the two largest economies in theldyowvas the real
substance of Schacht's ‘autarchic' trade p6fidy.was compensated by
a concerted attempt by the Reich to cultivate limkgh producers in
South-east Europe and Latin America who could sumpibstitutes for
the raw materials no longer obtained from the UWhitStates and
Britain.’” Important trade deals were concluded with Hungaryebru-
ary and with Yugoslavia in May 1938 Arrangements were made with
Chile to secure German access to saltpetre andecoppazil emerged
as Germany's major supplier not only of coffee alsb of cotton. By
the late 1930s, the overall shift in the structafeGerman imports was
very substantial. But the scope of Germany's newing relationships
was inherently limited by the imbalances in puréhgspower between
Germany and the less developed countries. As Stipatht with charac-
teristic charm: 'One can sell far less to cooliesthan one can to highly
qualified . .. factory worker§* Furthermore, Germany's aggressive
‘invasion' of Latin America did nothing to easeat&ins with the United
States. Most notably in Brazil, Germany and Amerigare in direct
conflict. Germany's urgent drive to increase itams of cotton and
coffee allowed Rio to extricate itself from Cordeéflull's vision of a
hemispheric free trade zofftIndeed, such was American concern about
the growing German influence in Brazil that Rio wable to follow
Germany in defaulting on its large debts to the téthiStates, without
having to fear aggressive retaliation from Waslongt

One of the more remarkable bilateral agreementschvibegan to
work on a substantial scale after 1934, addrestsadf idirectly to the
conflict between Germany's limited foreign excharrgeerves and the
regime's urgent desire to encourage Jewish erogrédti Known as
the Haavara Transfer, it involved a transactionwbenh the Reich's
authorities and a group of Zionist businesses baskedhe Hanotea
orange plantation in Natania just outside Tel AwVhereas the British
mandate restricted immigration by applicants withdinancial means,
anyone equipped with at least 1,000 Palestiniamg®yl pound Pales-
tine = 1 pound sterling) was granted free entryeural so-called 'capital-
ist visa'. The Haavara Transfer was designed te takvantage of this
loophole. The scheme operated by allowing GermawsJ® make
payments into a fund in Berlin in exchange for ifieetes crediting them
with sufficient Palestinian pounds to allow them dbtain the coveted
visa. Hanotea for its part used the funds deposit@&erlin to buy
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German goods for export to Palestine. The emigrargee reimbursed
in Palestinian pounds when the German goods welgk teoJewish or

Arab customers. In effect, the arrangement enstinatl every Reichs-
mark of capital exported by a German-Jewish emigreals matched by
a compensating export order. As the Reichsbankeigdd its grip on

its foreign exchange reserves, Haavara becamejteldbe tiny size of

the Mandate economy, one of the most efficient mefor Jews to

export capital from Germany. In total, 50,000 peopbne-tenth of the
German-Jewish population in 1933, were able to thse scheme to
make good their escape. They took with them 108iamilReichsmarks
for which they obtained the remarkable total of Bnfllion Palestinian

pounds. They thus paid a discount over the offiedthange rate (12.50
Reichsmarks for one Palestinian pound) of only Beb cent, at a time
when the majority of Jewish emigrants were abladscue only a tiny
fraction of their wealth.

Structural rearrangements of this kind in Germarnasling relations,
however, were a matter for long-term strategy. Wivals required in
1934 was an immediate solution to the looming fgmeéxchange crisis.
Given the decision not to devalue, this could mealy one thing: more
bureaucracy. The outline of a comprehensive newesy®f trade control
was drafted by Schacht and his officials at thecR&hank and the RWM
during August 19342 The Reichsbank would allocate the available
foreign exchange on the basis of the export retutnaould reserve the
funds required to make agreed debt repayments anensure that
Germany could meet its short-term obligations. Teenainder would
then be handed to a group of supervisory agentiemty-five in total,
one for each major class of commodities. The praptisat Schacht had
originally drafted in 1932 for import monopolies delled on those of
World War |, was modified to provide for a greatlrgree of decentraliz-
ation and private initiative. The supervisory agescwould not them-
selves engage in the import trade. Their job wasiftoapplications for
foreign currency from private importers and to edite the limited funds
according to their national priority. Top prioritit, was clear, was to be
given to exporters and to suppliers to the armaseffort. Importers
who had the approval of a surveillance agency vsseed with so-called
Exchange Certificates (Devisenbescheinigungen). Angorter in pos-
session of such a certificate would be guaranteeeign exchange from
the Reichsbank. As of 1935, imports without Exclea@grtificates were
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banned. Not surprisingly, this vision of a direatrdmucratic system of
control met with the complete approval of the raijt A draft plan was
discussed between the Ministries in mid-August &atlacht presented it
to Hitler on the Obersalzberg at the end of the tmdn the company
of Defence Minister Blomberg and General Walter Weichenau of the
army. The composition of this group was a clean siffwhere the power
now lay in the Third Reich. The military had beech&cht's allies since
1933 and their relationship was even closer after Night of the Long
Knives. It is also significant, however, that thkarp had to be cleared
with Hitler. The Fuehrer may not have followed tHay-to-day details
of economic policy, but no important decisions coble taken without
his approval® Days later, Schacht announced the outline of theatied
New Plan to the crowd of businessmen attendingL#ipzig trade fair.
Characteristically, Schacht referred to his owniglesas a 'monstrosity’
forced on Germany by the refusal of its creditrsatcept more reason-
able trade terms. Completely ignoring his own rafe systematically
exacerbating the crisis, Schacht blamed Germamyteat into autarchy
entirely on external circumstancés.

The system did its job in stopping the haemorrhafeforeign ex-
change. In the months following the announcementhef New Plan,
imports were squeezed dramatically. By the thircrtgr of 1935, the
volume of imports was almost exactly equal to thethe trough of the
recession three years earlier. But, by comparisith w932, industrial
production was up almost 100 per cEnSuch a dramatic squeeze on
foreign inputs to the German economy was clearly swstainable. It
was only possible in the short term because praduesere able to draw
on accumulated stocks of raw materials. Once thesee exhausted,
the economic recovery would be cut short. Any sati#l increase in
imports depended on achieving a recovery in exportss, however,
failed to arrive. By the summer of 1934, the opsimithat had sur-
rounded the export subsidy schemes a few montHgereavas largely
dispelled. The Reichsbank was so desperate for hartency that it
could no longer afford the bond repurchase mechanis its main
means of subsidy, since this left a substantiattifita of Germany's
export earnings in foreign hands. And the otheresws that operated
at the expense of Germany's foreign creditors werdonger sufficient
to provide the necessary rate of support. The Rbamhk estimated that
to offset Germany's crippling competitive disadweayet it needed to
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provide more than two-thirds of Germany's expor2gl0( million of
340 million Reichsmarks) with a subsidy of 25 pemntc This would
cost 60 million Reichsmarks per month, of whichmabst 40 million
could be raised from Germany's foreign credif6r§he rest would have
to come more or less directly from the coffers loé RReich. Given the
general stress on the Reich's finances and théhlikel of accusations
of dumping, this was as Schacht acknowledged 'asumeaof absolute
desperatiorf! Nor did he expect the system of generalized expoi:-
sidy to continue for more than a year: 'What wel @i in the second
year, is a different matter.' As we have seen, lte bt rule out an
eventual devaluation. On the other hand, 'If thenpimg works and
our import restrictions work, then we can reckorthwa high inflow of
foreign currency. Then we can go back on the offensiith respect to
the bond repurchase mechanism." The priority, d®a@t stressed in a
meeting with party officials in November 1934, wasforce through a
final resolution of the debt problem whilst secagrithe necessary raw
materials to sustain rearmament. For Schacht, tmmertion was obvi-
ous. Germany's trade problems could not ultimatedy solved, 'until
Germany again stands in the world as a power facsar long as
we have not regained this power it is pointlessgti excited about
theories’®

With its tight regulation of imports and the preliition of bilateral
clearing agreements the New Plan could easily Hze®ome a corset
restricting any further progress of Germany's eounorecovery. What
saved Schacht were three things: the continuingvery of the global
economy, which produced a resurgence in demandsfoman exports;
the willingness of countries other than the Unitethtes, most notably
Britain, to comply with Germany's new trading systeand the sheer
determination and effectiveness with which the Nelan was imposed.
The method used to fund the expanded export subsydtem was, as
Schacht acknowledged, a measure of last resortofA8lay 1935 a
progressive tax was levied on the turnover of Gernmalustry to raise
the tens of millions of Reichsmarks needed everymtindo maintain the
competitiveness of German expofisin effect, the profits of the dom-
estic armaments boom were being recycled to asisestailing export
sector. For most industries the levy was assessedtes between 2 and
4 per cent of turnovéf. This may not seem draconian, but since it was
levied on turnover not profit, the impact was veonsiderable. To take
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one example, the steel tube industry had monthinesic sales in 1935
of 15.6 million Reichsmarks. The profit on this mess was 1 million
Reichsmarks per month. Of this amount, no less #@0,000 Reichs-
marks, or 40 per cent, was taxed away in contudmgtitowards the
export subsidy® On less profitable businesses the impact was more
severe. Ford's ailing subsidiary in Cologne regbrte corporate Head
Office in Dearborn that the 3 per cent turnoverylavould completely
wipe out any profit it could expect to earn in 193%From German
industry as a whole, the levy raised 700 millionidRemarks in its first
year. Not surprisingly, it was extremely unpopul&ut protests from
industry were rebuffed with reference to the 'spleeimergency of the
state® And it could not be denied that the system wasatiffe. By the
end of 1935, the industrial levy was raising fursidficient to provide
the average German exporter with a subsidy of alm3@sper cent on
every foreign order.

The measures taken in response to the foreign egeherisis of 1934
laid the organizational foundations for the manageimof the Nazi
economy for years to come. The surveillance agsneied the export
subsidy scheme, together with the elaborate systebusiness organiza-
tions, cartels and price controls that underpinttegin, were all still in
operation ten years later at the heart of the vamemy. The system
survived because it worked. From 1935 onwards, assalt both of the
recovery of the world economy and the effective reupsidy scheme,
the disastrous decline of German exports was hakedm June 1935
until the spring of 1938, steady growth in expomas vital to sustaining
the momentum of Hitler's economic recovery. Expattd not return
to their pre-Depression levels. Nor were they ehodg provide the
Reichsbank with more than a bare minimum of comf8ut they did
permit a steady increase in the volume of importsmf the absolute
trough reached in the summer of 1935. If we comsille extraordinarily
small quantity of foreign exchange and gold at Redchsbank's disposal
and the difficulty of obtaining credit, the volunté import and export
business that Nazi Germany was able to conduct rutite New Plan
was truly remarkable. Under modern conditions ofinhibited free
trade and international lending, the IMF advisemtregé banks to
hold precautionary reserves equivalent to six menti imports. The
elaborate apparatus of Schacht's New Plan allowed Reichsbank to
sustain the international trade of one of the weilargest and most

93



THE WAGES OF DESTRUCTION

sophisticated economies with foreign currency reseramounting in
the mid-1930s to little more than one week's covier. say the least,
this was a remarkable organizational achievement.

It was an achievement that depended, not surplysing a great deal
of bureaucratic effort. By the late 1930s it watineated that the official
organizations of the New Plan alone employed inesgcof 18,000
officials, administrators and clerks working on reurcy control issue¥.
In private business there were many thousands nBu¢. managing
Germany's balance of payments also required assefievery painful
political choices. From the spring of 1934 onwartte Reichsbank and
the RWM squeezed down hard on all aspects of haldetonsumption
that were dependent on imported raw materials. fEsalt was to split
the German economy in two. Whilst the investmenbdso industries
and all sectors associated with the drive towaréssifficiency con-
tinued their surging recovery, the upswing in thensumer sectors,
above all textiles, was suddenly stopped in itskisa For more than two
years, starting in the spring of 1934, Hitler's @any saw virtually no
growth in the output of consumer goods.

The significance of this development should not welerestimated.
The conventional image of the German economy asweghouse of
industrial modernity, too often obscures the cargth importance of
‘traditional’, consumer-orientated sectors suchfoasl and textiles. The
textile and clothing sectors did not boast the ooafe champions of
heavy industry, nor could they claim political cections at the highest
level® But in 1933 textiles and clothing were still amenghe largest
industrial employers in Germafiy. The census of that year counted
1.2 million people as employed in textiles - spigniand weaving - and
in leather tanning. A further 1.477 million peomarned their living in
the production of shoes and clothing. In additibalf a million Germans
were employed in the wholesale and retail tradeneoted with the
textile industry. Altogether, textiles and clothingccounted for just
under 20 per cent of industrial employment and arestof output that
was not much smaller. In terms of sheer numbersi@red, textiles and
clothing were more important than mechanical erging, electrical
engineering, chemicals or coal mining. All the maerious were the
implications of the decisions to dramatically smqesethe supply of
imported cotton, leather and wool on which the @eadepended for
80 per cent of its raw materials.

94



Figure 5. The Third Reich's lopsided recovery:
the production of textiles and investment good2@198 100)



THE WAGES OF DESTRUCTION

The choice, however, was inescapable. In 1934 itepaf raw
materials for textile and leather production actednfor no less than
26 per cent of the total import bill. If the Reiblamk and the RWM
were serious about restricting Germany's importsilsivhmaintaining
the rearmament drive, the textile industry was lobtm be a principal
victim. It was no surprise, therefore, that thestfiReich surveillance
agencies were established to monitor the importatfon and wool. By
the summer, the slowdown in textiles was so dramiditat Berlin agen-
cies were beginning to worry about mass lay-offe. pfrevent a major
reverse to the work creation drive, the textiletseavas restricted by
decree to operating its mills no more than thiity{sours per week. At
the same time, a blanket ban was imposed on neestment in textile
plant. Any expansion in the industry's capacity waade dependent
on permission from the RWM. Not surprisingly, thepact of these
measures was to cause panic buying by both mexchant consumers.
Memories of the austerity of World War | were sfitesh in people's
minds. To calm fears of inflation, the RWM took fisst steps towards
systematic price regulation, in the textile sectdhese dampened
the immediate speculative wave. However, given tieed to restrict
consumption of imported cotton and wool it was motthe regime's
interest to keep the price of clothing permanethy. After 1934, the
textile industry stands out, even in the officightistics, as the sector
of the German economy in which prices were allowedrise most
conspicuously.

There can be no doubt that the regime paid a senplitical price for
the economic difficulties of 1934. All the evideneee have on public
opinion, mainly from confidential reports by thegi@nal offices of the
Gestapo, confirms that in the summer of 1934 them@e population
was unsettled far more by the economic problemsiltieg from the
foreign exchange crisis than by the violence of Might of the Long
Knives. The simplistic cliche, which sees the Germas having been
won over to Hitler's regime by the triumphs of wanteation, is simply
not borne out by the evidenteThe economic recovery, rapid as it was,
was incomplete, even in the first half of 1935. ifEherere still millions
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of unemployed, many of whom had known nothing ottfem poverty
for years. Their best hope in the first three wisitef the Third Reich
was the new National Socialist Winter Charity, whidistributed hun-
dreds of millions of Reichsmarks' worth of free dodo the poorer
Volksgenossen. Furthermore, after the crisis of419Be lopsidedness
of Germany's economic recovery was acute. Milliafspeople who
depended for their livelihoods on the consumer goowlustries faced
an outlook of short time and shortened wages. Hiuiree regions of
Germany, such as Saxony and Baden, that were gisgianately
dependent on exports and consumer goods producti@n, recovery
was partial at be$f Even those who did have jobs had to put up with
price increases and deteriorating quality. The sgpgainability of the
regime to guarantee either stable prices or a aegsupply of daily
necessities, including food and clothing, was dgeedisconcerting.
According to Gestapo reports, the popular moodhim autumn of 1934
was apathetic and gloomy. Irritation with the mastty restrictions of
everyday life was widespread and outright proteat wot far beneath
the surface. As one report commented: The houssmr the markets
still hold their tongues. But if one of them prdtes which happens
quite often - nobody contradicts h&.'According to the Potsdam
Gestapo office this was symptomatic of the repikss®od of frustra-
tion. Wherever crowds gathered in the autumn of4193n the queues
at the labour exchanges, at bus stops - there wa® or less open
agitation against the regime. The work camps onat@bahn building
sites, where conditions were notoriously grim, weegeticularly worry-
ing trouble spots. The records of the Berlin Gestegported 140 arrests
in October 1934 following a 'mutiny' at a local stmction sit€?? In
Dortmund, workers took to replacing the officialitlelr Gruss', with
ironic expressions such as 'Heil 3.50 Reichsmarks!" which the
response was 'Kartoffeln 3.75 Reichmarks'. Evetthd Nazi recovery
did bring jobs and relief from dire poverty, it wasll some way from
the return to 'normality’ for which Germans realgarned.

By the end of 1934, Joseph Goebbels, the Minister Hropaganda,
who is commonly credited with an almost magical rdegof control
over the German population, was deeply frustratgdhe public mood.
The national campaign against ‘critics and rubli&hevhich he had
launched with his anti-Semitic tirade of May 193¥ad not gone well.
In many parts of the country, meetings were sattinded that the
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whole programme had had to be quietly shelved. theroareas, local
government complained that Goebbels's super-hedtetbric actually

served to agitate the population, alerting thenth® full extent of the
currency crisis. The dramas of June and July, cfte in the surges in
the price of imported goods, only confirmed the I fears about the
insubstantial nature of the Nazi economic recoverin the first of a

series of Reich Press Days on 18 November 1934 plisie gave a
remarkably frank assessment of his strategy inomsp to this new
mood of apathy and depression. The Minister waarlglefed up with

the never-ending obsession with the petty incorermes of everyday
life. What was needed was not grumbling, but a lmeofocus on the
higher ambitions of the regime. It was the taskttef press to cast the
mundane difficulties of everyday life in the goldgiow of the higher

ideal. Goebbels himself wanted no more reportstengloomy state of
public opinion. 'l want to hear nothing, | want ¢ee nothing, | want to
know nothing ... | know what is going on, but yoond need to tell

me about it. Don't ruin my nerves. | need my cagrfice to be able to
work. %2
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4

Partners: The Regime and

German Business

On Monday, 20 February 1933, at 6.00 p.m., a grolpbout twenty-
five businessmen were summoned to attend a privetgting in the villa
of Hermann Goering, now acting as president of Reéichstag, at which
Hitler, the Reich Chancellor, was to 'explain hisliges'! The guests
were an oddly assorted bunch. The invitees includaders of German
industry, men such as Georg von Schnitzler, sedondommand at IG
Farben, Krupp von Bohlen, who was both head-by-imger of the
Krupp empire and the current chairman of the Reéiddustrial associ-
ation, and Dr Albert Voegler the CEO of the Vergtai Stahlwerke, the
world's second largest steel firm. But there welgo aa number of
decidedly second-tier figures on the list. The bessmen were greeted
first by Goering and Hjalmar Schacht. Hitler hinisgbpeared only after
a considerable wait. If the businessmen had exgeatdiscussion of the
specifics of economic policy they were to be digapfed. Hitler instead
launched into a general survey of the politicalatibn. As in his national
address on 1 February, his central theme was theintu point in
German history marked by the defeat and revolutddn1918. The
experience of the last fourteen years had shownh 'fhivate enterprise
cannot be maintained in the age of democracy'. iéssi was founded
above all on the principles of personality and wdlial leadership.
Democracy and liberalism led inevitably to Sociagnibcracy and Com-
munism. After fourteen years of degeneration, thement had now
come to resolve the fatal divisions within the Gammbody politic.
Hitler would show no mercy towards his enemies fwn left. It was time
'to crush the other side completely’. The next phasthe struggle would
begin after the elections of 5 March. If the Nagisre able to gain
another 3 3 seats in the Reichstag, then the actgainst the Commu-
nists would be covered by 'constitutional meangt, Begardless of the
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outcome there will be no retreat ... if the elettidoes not decide .. .
the decision must be brought about even by othansie

Hitler did not take questions from his audiencer dm he spell out
exactly what was expected of the business leadititter had not come
to negotiate. He had come to inform them of hierntibns. And his
audience can have been left in no doubt. Germangis Chancellor
planned to put an end to parliamentary democraeyptnned to crush
the German left and in the process he was more willimg to use
physical force. At least according to the surviviregord, the conflict
between left and right was the central theme of sheeches by both
Hitler and Goering on 20 February. There was no tioeneither of
anti-Jewish policy or a campaign of foreign condgdeMitler left it to
Goering to reveal the immediate purpose of the imgeSSince German
business had a major stake in the struggle agaestleft, it should
make an appropriate financial contribution. Theridi@e[s]', Goering
pointed out, 'would be so much easier ... to bedr[industry] realized
that the election of 5 March will surely be thetlasie for the next ten
years, probably even for the next hundred yearsupf von Bohlen,
the designated spokesman for the business sidepteghred extensive
notes for a detailed discussion of economic pollmyt confronted with
this bald appeal, he thought better of introdudiedious details. Instead,
he confined himself to stating that all present Mosurely agree on
the need for the speediest possible resolutionhef folitical situation.
Business fully supported the goal of establishinggaavernment in the
interests of the German people. Only under a strand independent
state could the economy and business 'developlaundsh’.

After this exchange of nationalist platitudes, &fittand Goering
departed and Hjalmar Schacht got down to business.proposed an
election fund of 3 million Reichsmarks, to be sliatetween the Nazis
and their nationalist coalition partners. Over folowing three weeks
Schacht received contributions from seventeen rdiffe business groups.
The largest individual donations came from IG Farl§¢00,000 Reichs-
marks) and the Deutsche Bank (200,000 Reichsmaiflit®). association
of the mining industry also made a generous depds#00,000 Reichs-
marks. Other large donors included the organizérshe Berlin Auto-
mobile Exhibition (100,000 Reichsmarks) and a dusof electrical
engineering corporations including Telefunken, AB@&d the Accumu-
latoren Fabrik In the years that followed, the Adolf Hitler Spendas
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to become institutionalized as a regular contrioutto the maintenance
of Hitler's personal expenses. In practical terimswever, it was the
donations in February and March 1933 that reallydenshe difference.
They provided a large cash injection at a momenénwthe party was
severely short of funds and faced, as Goering hadligted, the last
competitive election in its history.

The meeting of 20 February and its aftermath aee riost notorious
instances of the willingness of German big businessssist Hitler in
establishing his dictatorial regime. The eviden@nnot be dodged.
Nothing suggests that the leaders of German bigness were filled
with ideological ardour for National Socialism, bef or after February
1933. Nor did Hitler ask Krupp & Co. to sign up #m agenda of
violent anti-Semitism or a war of conquest. Theegbehe gave to the
businessmen in Goering's villa was not the speecthdd given to the
generals a few weeks earlier, in which he had spospenly about
rearmament and the need for territorial expansiut. what Hitler and
his government did promise was an end to parliaamgntdemocracy
and the destruction of the German left and for thizsst of German big
business was willing to make a substantial dowmpayt. In light of

what Hitler said on the evening of zo February, thelence of the
Machtergreifung should not have come as any swpksupp and his
colleagues were willing partners in the destructadnpolitical pluralism

in Germany. And the net effect, by the end of 19&4s precisely as
intended: a comprehensive popular demobilizatiohe Tcontrast with
the German political scene ten years before wak.stde labour move-
ment was destroyed. But so too, after the Nightthef Long Knives,

was the autonomous paramilitary potential of thghtti Power shifted
decisively upwards. Of course, there was a larggrede of ambiguity
about who exactly could claim leadership of HideNational Revo-
lution. And this ambiguity was compounded by thet fthat the pacifi-
cation of the 'masses' coincided with an enthusiasilying of a wide

range of professional and other elite groups aratmedNational Social-
ist causé. This enthusiasm, which went far beyond mere Gibhl-

tung (political 'coordination’), resulted in intensompetition between
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various contenders for power and privilege. But tMvas clear was that
legitimate authority in the Third Reich proceededni the top down,
ideally from the very top down. And what was aldeac was that many
leaders of German business thrived in this autosit atmosphere.
In the sphere of their own firms they were now threisputed leaders,
empowered as such by the national labour law of4£9@wners and
managers alike bought enthusiastically into thetorie of Fuehrertum.
It meshed all too neatly with the concept of Unédmmertum (entrepre-
neurial leadership) that had become increasingdpifmable in business
circles, as an ideological counterpoint to the riveationist tendencies
of trade unions and the Weimar welfare sfate.

In material terms, the consequences of demobitimatnade them-
selves felt in a shift in bargaining power in theriplace® In effect, the
new regime froze wages and salaries at the leesl llad reached by the
summer of 1933 and placed any future adjustmenth& hands of
regional trustees of labour (Treuhaender der Arbeftose powers were
defined by the Law for the Regulation of Nationabbur (Gesetz zur
Ordnung der nationalen Arbeit) issued on 20 Jand&$4. Often this
is taken as an unambiguous expression of businesgerp since the
nominal wage levels prevailing after 1933 were Itaxver than those in
1929. From the business point of view, however, ditigation was rather
more complex. Though wages had fallen relative 3391 so had prices.
In practice, the Depression brought very littleie®to real wage costs.
In so far as wage bills had been reduced it wasbgatutting real wages
but by firing workers and placing the rest on shiime. Nevertheless,
when the wage freeze of 1933 was combined with déstruction of
the trade unions and a highly permissive attitudevatds business
cartelization, a point to which we shall returng tbutlook for profits
was certainly very favourable. Though wages didibég drift upwards
as the labour market tightened, there was evergpe that they would
lag behind prices and profits in the up-coming wery. And, perhaps
most importantly, Hitler's regime promised to fr&erman firms to
manage their own internal affairs, releasing theomf the oversight of
independent trade unions. In future, it seemed,ewagould be deter-
mined by the productivity objectives of employermt the dictates of
collective bargainingd’

In this narrow sense, therefore, the establishneénHitler's regime
clearly accomplished what was promised on 20 Fepréand for those
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businessmen who operated in a small, national oall@ompass, the
years after 1933 were clearly a golden age of aitéhian 'normality'.
However, to stop the analysis at this point woudduit in a highly
partial account. At the meeting of 20 February Krumn Bohlen never
got the chance to ventilate the full range of goest that concerned
German industry." To simplify for the sake of clgrithe peacetime
agenda of the more politically minded elements ier@an business
consisted of at least two distinct elements, the domestic, the other
international. The domestic agenda was one of atdh@an conserva-
tism, with a pronounced distaste for parliamentpolitics, high taxes,
welfare spending and trade unions. The internationdook of German
business, on the other hand, was far more 'libémaflavour. Though
German industry was by no means averse to tattits,Reich industrial
association strongly favoured a system of uninbibitapital movement
and multilateralism underpinned by Most Favouredida principles
In the case of heavy industry this advocacy ofrivdgonal trade was
combined with visions of European trade blocs afyiay dimensions?
In important industries including coal, steel arfttmicals, international
trade was organized within the framework of formoaltels, sometimes
with global reach! Siemens and AEG divided up the global market for
electrical engineering through understandings whithir main American
competitors®® However, all of these were arrangements freelyseho
by German businessmen and their foreign countexrpartiependent of
state interference. In this sense, though hardilgrdl they were at least
cases of voluntarist business self-administratideanwhile, large parts
of German foreign commerce remained free of camsgulation of any
kind, most notably textiles, metalwares and enginge with the
machine-builders association, the VDMA, being atipalarly aggress-
ive exponent of free trade.

It was this contrast between domestic authoritésianand inter-
national 'liberalism' that defined the ambiguousition in which Ger-
man business found itself in 1933. On the one hétiler's government
brought German businessmen closer towards realitigr domestic
agenda than ever before. By the end of 1934 thedTRieich had
imposed a state of popular pacification that hat exasted in Germany
since the beginning of the industrial era in theeteenth century. On the
other hand, the disintegration of the world econcang the increasingly
protectionist drift of German politics was profolydt odds with the
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commercial interests of much of the German busir@ssamunity. In
this sense one can draw what may be a helpful @sntoetween the
positions of German business in 1933 and 1923. ffAematic birth
crisis of the Weimar Republic had resulted in a dstic stabilization
that was profoundly unsatisfying to a majority detGerman business
community. But this was accepted because the Dawas brokered
by the Americans offered such an attractive intéonal settlement.
Stresemann's strategy in practice amounted to resging the German
nation-state on the shoulders of Germany's banksiraustrial corpor-
ations. As he repeatedly made clear, he countedhenexport power
and financial muscle of companies like Siemens, AEG Farben and
the Vereinigte Stahlwerke. It was their productipotential and credit-
worthiness that would enable Germany to pacify rigdations with
France and to consolidate a new and powerful cdiomet¢o the United
States. Given the extraordinary arrogance, ambitiod nationalism of
some of Germany's most important heavy industt&liStresemann was
taking serious risk¥ In 1923 he had to fight off challenges from the
Ruhr industrialist Hugo Stinnes who sought to pearsan independent
foreign policy towards Francd.In 1929 Albert Voegler of the Vereinigte
Stahlwerke caused trouble over the ratificationtt® Young Plan. And
to the right of Voegler there were men like GusBlehm, the Hamburg
ship-builder, or Ernst von Borsig, the heavy-engimeg magnate from
Berlin, who supported the DNVP and favoured an ightrreturn to
militarism and rearmament. However, the Reich industrial association
(Reichsverband der deutschen Industrie), the peglknization of Ger-
man industry, on the whole justified the faith patit by Stresemann.
Though never completely silenced, the ultra-nalisteawere in a min-
ority and the Reichsverband used its influence neuse that sufficient
DNVP deputies voted with the government to passt fine Dawes Plan
in 1924 and then the Young Plan in 193@urthermore, it enthusiasti-
cally endorsed the international free trade agema@ued by the Reich
Ministry of Economic Affairs and the Foreign Minigtat the League of
Nations. By contrast, though it paid lip-servicenationalism, the Reich
industrial association was at best lukewarm in stispport of the
Reichswehr's efforts at clandestine rearmarffent.

By the late 1920s, however, the limitations of Smann's fulfilment
strategy were increasingly apparent also to Gertmamysinessmen. The
influx of foreign capital and the lax fiscal poliof the Reich faced the
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Reich industrial association with increasingly usmtadle ‘'imbalances’
in the domestic economy. Not surprisingly, therefat gave enthusiastic
backing to Chancellor Bruening when, in the sprio§ 1930, he
promised to satisfy both its domestic and its imiibnal agendas at
one and the same tifeWith the flow of new foreign capital tempor-
arily halted, fulfilling the terms of the Young Rlarequired a severe
programme of domestic deflation, which in turn dedbBruening to
move towards the domestic roll-back - the so-calldoimestic Young
Plan' - that business had long hankered after. WHsatGerman business
lobby, along with most other observers schooleccanventional econ-
omic experience, did not understand was the sgveifitthe domestic
and international crisis this would unleash. By 298any of the bastions
of economic strength on which Stresemann had cduste confidently
had been shaken to their foundations. The Deuts€resdner and
Commerz banks had been saved from collapse onlysthie inter-
vention? The engineering industry (Borsig and HANOMAG), vieg
(Schultheiss-Patzenhofer) and insurance (Frankfullegemeine Versi-
cherungsgesellschaft, FAVAG) were hit by spectacwankruptcie$®
AEG, once one of Germany's major corporate chanspiovas ailing”
In 1932 Friedrich Flick only escaped financial diga by persuading the
Reich to purchase his stake in the coal wing of\keeinigte Stahlwerke
at a hugely inflated pric€. As a result, the Reich came into possession
of what was potentially a controlling stake not yorih banking but
in heavy industry as well. And the crisis was niotited to individual
firms or sectors, it was systemic. The collapsehef gold standard and
the disastrous proliferation of protectionism fraed the bedrock of
economic liberalism.

Faced with this extraordinary chain of disastee fReich industrial
association clung first to Chancellor Bruening atikn to General
Schleicher in the hope that they might salvage ¢oimg from the
wreckage®® Big business certainly did not wish to see a rettor the
domestic settlement of the 1920s. But what possiiternative could
there be to an internationally orientated econoputicy? With this in
mind, big business had little good to expect frohe tgovernment
appointed by President Hindenburg on 30 JanuarB.1Bi#ler, Schacht
and Hugenberg were all notorious enemies of econdiméralism. And
despite the common ground of opposition to the Véeiroonstitution
and hostility towards the parties of the left, tisishe essential backdrop
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against which we must interpret the meeting on 20r#rary. Hitler was
not addressing a constituency that he knew to b&llnsupport of his
government; on the contrafy.Some of Germany's leading businessmen,
perhaps most notably Carl Friedrich von Siemens, &atually declined
Goering's invitatiof® And Krupp was naive if he expected that Hitler
would allow himself to be drawn into a full disciss of economic
policy. Hitler and Schacht knew that this would beunterproductive
since there was no hope of agreeing on the keyesssi international
policy. Schacht had already had his views on trpdécy and inter-
national debts roundly criticized by the Reichseert?® But, more
importantly, Hitler and Schacht knew that they didt need business
to agree. In the aftermath of World War |, the bass lobby had been
strong enough to contain the revolutionary impulsés1918-19. Now
capitalism's deepest crisis left German businessedess to resist a
state interventionism that came not from the leftthe right®®

The first years of Hitler's regime saw the impasitiof a series of
controls on German business that were unprecedeintegeacetime
history. In large part these stemmed from the diffy of managing the
German balance of payments and in that sense tleylyc had their
origin in the great financial crisis of the summaard autumn of 1931.
However, with the complete disintegration of thddgstandard follow-
ing the dollar devaluation, Germany's creeping ulefan its long-term
debt, including hundreds of millions of Reichsmadwed by German
corporates, and the imposition of the New Plansehesgulations took
on a new and more systematic charatteks we have already seen, the
New Plan, which effectively regulated the accesseath and every
German firm to foreign raw materials, created a stamtial new
bureaucracy, which controlled the vital functions @ large slice of
German industry. Though exports were of course doehcouraged, the
government's refusal to devalue meant that mostm@er exporters
were only competitive if they first applied for absidy. This too required
considerable paperwork and more bureaucracy. Aedettport subsidy
in turn was financed by a severe redistributiveleased on all of German
industry. Managing this burdensome system of cégtsmas the primary
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function of a new framework of compulsory businemganizations
imposed by Schacht between the autumn of 1934 hedspring of
19352 In each sector, the existing multiplicity of votary associations
was fused together into a hierarchy of Reich Gro(fms industry,
banking, insurance, and so on), Business Groupstgdaftsgruppen,
for mining, steel, engineering and so on) and Bnag&roups (Fach-
gruppen, for anthracite as opposed to lignite ngniand so on). Every
German firm was required to enrol. Each subdivisioneach Business
Group was headed by its own Fuehfelhese men were nominated by
the existing associations, vetted by the Reich @rand appointed by
Schacht. The primary role of the Business Groups Wwaact as a channel
between individual firms and the Reich Ministry BEonomic Affairs.
Decrees came down from the Ministry via the Busin€@oup. Com-
plaints, suggestions and information travelled uplwafrom the firms,
via the Business Groups to Berlin. The organizatimas tireless in the
production of publications, guidelines and recomdaions for best
practice. On the basis of emergency decrees fissted during the latter
stages of World War |, the Business Groups were aimpowered to
collect compulsory reports from their members, [dihing an unprece-
dented system of industrial statisttésAfter 1936 they were authorized
to penetrate even further into the internal workingf their members,
with the introduction of standardized book-keepsystems. The really
indispensable functions of the Business Groups,elwew concerned the
operation of the New Plan. On the import side, shpervisory agencies
all had staff drawn from the Business Grotih€©n the export side,
from the summer of 1935 onwards it was the Busir@ssups that were
charged with assessing the turnover of their mesbad administering
the levy that funded the export subsiy.

Since this entire apparatus of control was desigiwedimit German
imports, it had the effect of virtually eliminatinfpreign competition
from German markets. Nothing was imported that @obé produced
domestically and that meant virtually all manufaetl goods. Com-
bined with rising levels of domestic demand thisatdad German pro-
ducers to put an end to deflation and to push tiroa marked increase
in prices. After years of deflation, the consumeice index rose by
almost 6 per cent between the spring of 1933 angusti1934, enough
to spark fears of inflatiof. To prevent this getting out of hand, the
RWM enacted a series of decrees on prices, culmgat November
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1934 with the reappointment of Carl Goerdeler agcliR€ommissioner
for price controf® As we have seen, Goerdeler had earned his austere
reputation in the vain battle to counter the dea@dun of sterling with
the draconian measures of Bruening's fourth defiatiHis role in the
Third Reich was to purge all excessive price insesathat had occurred
since the summer of 1933. Ironically, given Goezdsl liberal pro-
clivities, the result by the end of 1935 was theation of a comprehen-
sive system of state supervised price-setting.

Fundamental to this system were the increased oweroversight
exercised by the Reich over Germany's ramified esysof cartels?
In July 1933 the RWM equipped itself with the auttyo to impose
compulsory cartels. The same decree also gave Y& Rhe right to
oversee the actions of existing cartels, to issegulations governing
their members' activities and to regulate theircgxsetting. Altogether,
in the three years between 1933 and 1936 the RWIrsaw the
conclusion of no less than 1,600 voluntary cartetel imposed 120
compulsory agreements. Even large and highly frageae industries
such as printing, an industry with a turnover ircess of one billion
Reichsmarks per annum divided between literallyulamds of small
firms, could now be formed into organized unitshamilearly established
minimum prices. The compulsory cartels had the powe control
investment in their sector and to rationalize thestang structure of the
industry through systematic 'buyouts’. The secoadtet law of the
summer of 1933 removed the legal protection praVvibg the Weimar
Republic for firms that were not members of cartilscarry on their
business as they chose. Cartels could now use dhbetscto pursue
outsiders who were charging 'unfair' prices, orcesithat were 'detri-
mental to the welfare of the nation'. Voluntary telr were thus trans-
formed into compulsory organizations under statersight. In 1936,
day-to-day supervision of the cartels was delegégedhe RWM to the
Business Groups and Branch Groffpbénd they in turn used their new
standardized accounting systems to help reinfornd eefine price-
setting discipline.

The combination of rising domestic demand, an enébteign compe-
tition, rising prices and relatively static wagesated a context in which
it was hard not to make healthy profitsindeed, by 1934 the bonuses
being paid to the boards of some firms were so tapatar that they
were causing acute embarrassment to Hitler's gavemtf” In the light
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Figure 6. Rate of return on capital in German ingyd925-1941

of the far more modest increase in workers' inconteseemed that the
Communists and Social Democrats did indeed haveviat.pThe Nazi

regime was a 'dictatorship of the bosses'. Haviegulated imports,
exports and domestic price-setting, the RWM theeefmoved in the
spring of 1934 to control the use of business twoffhe distribution of
profits to shareholders was not to exceed a raté pér cent of capital.
This did not of course have any effect on undedyijprofitability. It

simply meant that corporate accountants were eagedr to squirrel
profits away in exaggerated depreciation and reséookings. Over the
following years, German business built up gigarfti@ancial reserves,
which could be used for internally funded investmefnd this, apart
from the cosmetic aspects, was clearly the reapgme of the dividend
decree. From the point of the Reich authoritiesahm was to divide up
the national resources available for investment aodblic spending.
Industrial investment would be funded out of theofis not distri-

buted to shareholders. Access by corporate borsouerthe long-term
capital market - replenished out of household ggviflowing through
the banks, savings banks and insurance funds - dwbel restricted,
reserving these funds for use by the state. 109
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Reichsbank control over the financial flows in tB&rman economy
was further enhanced by the new system of bankégulation imposed
in 1934. The crisis of 1931 had left the Reich wathcontrolling stake
in all three of the major national banks - Deuts&ank, Dresdner Bank
and Commerzbank. If some of the spokesmen of the M& had had
their way, there might even have been a wholesal®malization of the
banking system, followed by the breaking up of taional commercial
banks and the creation of an integrated systemegional banks. Not
surprisingly, this idea was also strongly backedtly regional savings
banks (Sparkassen), in which local Nazi party #&t8vhad a strong
interest!* But Hjalmar Schacht saw to it that this radicalisame to
nothing. Instead, the moment of crisis was turnei ian opportunity
for managerial reform and tighter oversight by temtral bank. Between
September 1933 and October 1934 a committee ofirindneld a series
of carefully stage-managed debates, in which r&dpmsitions were
progressively sidelined. The end result was a diaft that gave the
Reichsbank extensive powers of oversight. To prevenepeat of the
financial scandals of the early 1930s, limits wargosed on the level
of loans that banks were permitted to provide tg ane private bor-
rower. For the first time, the Reichsbank was gitke@ power to define
basic reserve requirements and to fully regulate deployment of pri-
vate banking assets. The Great Banks of Berlin wbhus saved from
nationalization. The evidence suggests, howevet they never really
recovered from the damage done to them by the dinbirisis of 1931.
In purely commercial terms the Berlin Great Banksrevamongst the
chief 'losers' of the Nazi economic recovéhBetween 1932 and 1939,
in which period German output more than doubled, thtal assets of
the Berlin Great Banks rose by only 15 per cent.cBytrast, the assets
of the savings banks, the main vehicle for what omght call ‘popular
liquidity', rose by 102 per cent over the same qekriAt the same time,
the international business of the Great Banks wespdy curtailed by
the collapse in Germany's foreign trade. The fuadsumulating in the
accounts of bankers' industrial clients made themwremindependent
than ever before of bank loans. And those thatnaéied external funding
for the regime's high priority projects could tutm new, state-backed
lenders such as the Bank fuer Industrie-Obligatione the Aero-Bank
of the Luftwaffe?® This is not to say of course that all three of the
surviving big banks did not make healthy profiterian it be denied
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that the banks played an important role in deteimgirthe development
of certain important companies. Most notably, ppghathe Deutsche
Bank was closely involved with Mannesmann, and @EO Walter
Zangen, one of the most rapacious profiteers ofNhei regime’’ But,
contrary to the view that the Great Banks wereutienate string-pullers
of National Socialism, it is in fact hard to third€ any other period in
modern German history in which these institutiored Hess influence
than the period between 1933 and 1945.

A far more dynamic and no less essential part efrttodern economic
infrastructure was the electricity generating irtdus And it too was
given a new regulatory structure by National Sasmal As in the case
of the banking system, Germany's electricity nekwavas divided
between a small group of gigantic oligopolists andariety of local and
municipal suppliers. The leading generators, witteirt huge power
stations, vast transmission networks, coalfieldsl amhouse construc-
tion companies, were amongst the largest industrialporations in
Germany. The dominant force in the industry was fRehr's own
electricity generator, the mighty Rheinisch-Wedttahe Elektrizitaets-
werke (RWE)® Nominally, a majority of its shares were contrdllby
the municipalities of the Ruhr, but de facto powethin the RWE was
exercised by a cadre of professional managers, desvgnd technicians
and a key group of private shareholders, represgntioal and steel
interests. The leader of this business interesthenRWE's supervisory
board was Albert Voegler, of the Vereinigte Stahkee Germany's
dominant steel producer. Albert's brother Eugenglereran the RWE's
construction associate, HOCHTIEE.Outside the western regions of
Germany, the main generators were the large aégtrholding com-
panies owned by the state of Prussia and the R#iehVEBA, VIAG
and BEWAG holdings, with whom the RWE had reachednarket-
sharing agreement, the so-called ‘electro-peacéekttBfrieden), in
1929°° That left the small municipal and regional genemst set up in
the early years of electrification, as the onlyl le@mpetitors. After 1933
many of these fell into the hands of the local Nparty organizations
and they, not surprisingly, raised a clamour adath® overweening
power of the major generators. But again they waramanoeuvred by
Schacht and the RWM, who acted both as a centiglimrce and as a
shield for corporate interests. Since his earldssis in banking Schacht
had favoured a programme of centralization in ety generation, as
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an imperative of efficient profitability. And thipredilection was only
too clear from the draft electricity law proposeg his Ministry to
cabinet in the autumn of 1935. Schacht's officjalgified the need for
centralized control of new investment in electyicigeneration un-
abashedly in terms of the 'overarching interesttref German energy
business' (‘uebergeordenetes Interesse der deutsdi@ergiewirt-
schaft')® This was too much for the National Socialists,hsas Reich
Interior Minister Wilhelm Frick, who was so dissdied that he had the
bill withdrawn and redrafted so that state inteti@n was now justified
in terms of the need to secure ‘'unified leadershipinheitliche
Fuehrung") in the 'interest of the common goodtdtesse des Gemein-
wohls’) and for the sake of 'securing national deée (‘sicherstellung
der Landesverteidigung’). In content, however, the remained the
same. It solidified the position of the incumbeehgrators, whilst giving
unprecedented powers of supervision to the Reichistty of Economic
Affairs. The process of consolidation and conceéiana begun in the
1920s continued unabated by the ideological impuleé local Nazi
activists??

The tendency of the Reich's economic administratondevelop in
this more interventionist direction had been prowmd ever since the
end of World War |. The reformed Reichsbank, thacReMinistry of
Economic Affairs, the Reich Labour Ministry and tReich Ministry of
Food and Agriculture were all products of World Waand its after-
math®® Many of the regulatory systems introduced afteB3l%iad been
under discussion since the 1920s, including thetmtéty law and the
new corporation law passed in 1937. However, theagon after 1933
was different, at least in the sense that the stated with a far greater
degree of authority and independence than everdeFkor this purpose,
the rhetoric of Hitler's National Revolution was c@nvenient cover.
However, in practice the Reichsbank and the Reidhistty of Econ-
omic Affairs had no intention of allowing the radicactivists of the S A,
the shopfloor militants of the Nazi party or Gatdeicommissioners to
dictate the course of events. Under the sloganhef'strong state', the
ministerial bureaucracy fashioned a new nationaicttire of economic
regulation. Perhaps not surprisingly, in the restances of bureaucrats
in the RWM, the early years under Schacht were nelpeeed in fond
terms: 'We worked and governed with incredible eMfe really ruled.
For the bureaucrats of the Ministry the contragh®Weimar Republic
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was stark. Party chatter in the Reichstag was m@medp heard. The
language of the bureaucracy was rid of the pamady$ormula: techni-
cally right but politically impossiblé?

It would be absurd to deny the reality of this shifhe crisis of
corporate capitalism in the course of the GreatrBggion did perma-
nently alter the balance of power. Never again W& business to
influence the course of government in Germany ascty as it did
between the outbreak of World War | in 1914 and trmeset of the
Depression in 1929. The Reich's economic administrafor its part,
accumulated unprecedented powers of national ecienoamtrol®™ One
might ask therefore why there was not more grungbliprotest, or even
outright opposition to the new line being adoptadBierlin. As we have
already discussed in the preceding chapter, it dvaubt be right to
say that there was no such dissent. There weree thoghe business
community, whose views were reflected in periodicalich as the Wirt-
schaftsdienst, who did dare to contemplate theilpitigs of devaluation,
a train of thought that called into question theeassity of adopting the
restrictive corset of bureaucratic control. The -ttaglay inconveniences
of the New Plan, not to mention the export levyravelearly extremely
unpopular. But the scope for argument and debate lvaited in a
number of ways and not only through the regime'sra@we control of
the media.

A variety of argumentative obstacles overlapped. ®gking their
personal reputations on the stability of the Reitduk already in the
spring of 1933, Hitler and Schacht had done thestbio render the
topic of devaluation non-negotiable. Schacht, femore, in his argu-
ments with Germany's creditors, played on habitsthmiught that had
become deeply ingrained since the reparations debait the 1920s. It
had become a commonplace in German economic disou$s view
the country's balance of payments problems asctatal' and thus
beyond Germany's own power to conftolThe German economy, like
any modern economy, could not do without importsfaéd and raw
materials. To pay for these it needed to expord Arthis flow of goods
was obstructed by protectionism and beggar-my-meigh devalu-
ations, this left Germany no option but to resartelver greater state
control of imports and exports, which in turn nesitesed a range of
other interventions. In this sense, despite thestipres about a possible
devaluation, the dramatic increase in state controld be seen as an
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inevitable product of 'historic necessity' rathbart conscious political
choice®’ In any case, given the limited recovery of wonldde in 1934
and 1935, there was no reason for impatience. Basmen had little to
lose by concentrating on Germany's booming domestckets. Anxi-
eties only really became acute in 1936-7 when énssl as though the
rest of the world economy might finally be retumpito prosperity.

Furthermore, though it is important to do justicetiie shift in power
relations between the state and business that breftly occurred in
the early 1930s, we must be careful to avoid fgllinto the trap of
viewing German business merely as the passive blojethe regime's
draconian new system of regulatiShAs we have seen, profits were
rising rapidly after 1933 and this opened attractfuture prospects for
German corporate management. At first the profisrewused to undo
the damage done by the Depression. Then from teel®30s onwards,
they financed an extraordinary investment boom sash had never
before been seen in German industrial histdrWhat Hitler's regime
positively enabled German business to do was t@vezcfrom the
disastrous recession, to accumulate capital andertgage in high-
pressure development of certain key technologiése technologies
necessary to achieve the regime's twin objectivesinoreased self-
sufficiency (autarchy) and rearmament. Technologyfact, is one of
the keys to understanding relations between Hitleegime and the
German business community. Whereas to Stresemastresegy the
importance of German business had been definedcbpomic factors
- the international competitiveness and creditwogbs of German
business - the Third Reich needed German industgvea all for its
productive resources, both technological and omgdiginal. And if one
of the definitions of ‘power' is the capacity tot ghings done, then in
this wider sense German industry continued to éserpower in the
Third Reich. Despite the dramatic growth of statgutation, industrial-
ists and their managerial and technical staffs wedispensable, if not
in the conception then at least in the executionational policy.
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This intertwining of profit, politics and technolpgvas nowhere more
dramatic than in the case of Germany's great ctangiant, IG Farben.
By the late 1930s IG Farben, with over two hundifs@lisand employees
and assets totalling over 1.6 billion Reichsmarkas one of the largest
private companies not only in Germany, but in tharlgde At Nuremberg
and after, its close relationship with the Naziimsg was taken as
emblematic of the wider entanglement of German stgu with the
Third Reich® In historical terms, however, the alliance betwebs
German chemical industry and Hitler's regime waisjus and developed
out of a chain of decisions taken over the courethe preceding
decade$! Before 1914 the German chemical industry, as @rpssive
leader of the second industrial revolution with eeptseated stake in
multilateral trade and a less than reactionaryooltlin domestic poli-
tics, belonged in the liberal camp of German busipnend to a degree
this still held true in the 1920s. IG Farben was of the most important
industrial backers of Stresemann's policy of faifint and favoured a
strategy of accommodation with the Republic. 1G umied a globally
dominant position in a staggering array of chemimatl pharmaceutical
sectors. It maintained a relationship of equalshwite mighty Standard
Oil of the United States. Mere chemical companigshsas Britain's ICI
and America's DuPont were no match. Though the &sson hit IG
hard, the firm would surely have prospered undetually any regime
imaginable in Germany in the 1930s. In no sensehefword did the
German chemical industry 'need' Hitler. And yet,aasesult of a series
of technical decisions, the leaders of Germany&ital industry moved
into an ever-closer alliance with the German state.

Shortly after the turn of the century, scientisissely associated with
IG embarked on the development of a new generatibreynthetic
chemicals, starting spectacularly with the synthetioduction of nitro-
gen, by the Haber-Bosch proc&ssBy making possible the domestic
production both of explosives and fertilizer, thisade the German
chemical industry and above all BASF into a mainstd the German
war effort in World War 1. In the 1920s this path technological
development was pushed further by Carl Bosch, th& inspiration
behind the merger that reshaped the Interesseregschatft (1G)
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Farben in 1925 Indeed, Bosch's central objective in promoting the
merger seems to have been to attain sufficienedoabe able to finance
the progress of his immensely expensive synthathriologie$? By
September 1923 Bosch's research group had syrgbesiethane, and
in 1928, at its Leuna facility near Merseburg, he tcentral German
industrial belt, IG Farben embarked on the consisncof the world's
first facility for coal hydrogenation, the alchemicprocess through
which coal was transformed into petrol. This prognee followed a
clear scientific logic. But it was also motivategt that most modern of
fixations, the idea that one day the oil would mut. The 330 million
Reichsmark investment in Leuna's coal-based teolygolvould pay off
when the oil wells ran dry and fuel prices rocketed

It was this commitment to synthetic chemistry timadde 1G Farben
into by far the closest and most important indastgollaborator of
Hitler's regime. IG's technology offered Germang tthance of indepen-
dence from imported oil. Indeed, in the near futuB®sch's research
teams promised to go beyond hydrogenation to tfieieaft mass pro-
duction of synthetic rubber, thus adding the sec&gag ingredient of
motorized warfare. Conversely, it was IG Farbexgeasive investment
in these technologies that gave the otherwise nateamally minded
corporation a powerful incentive to collaborate hwititler and his
nationalist programme. Bosch's gamble on the immirexhaustion of
oil backfired spectacularly. The prospect of an ghibrtage fired a dra-
matic wave of prospecting success. By the late 492@er spectacular
development in Venezuela, California, Oklahoma #mel Permian Basin
in west Texas, the world market for crude was ghft To make
matters worse, in October 1930 wildcatters in ebskas found the
famous 'Black Giant'. Within months the world oilige had collapsed,
leaving IG Farben's investment at Leuna withoutneoaic rationale.
For Carl Bosch this was clearly a severe setbacik.I® could certainly
have retreated from hydrogenation. Losses of a Ffewmdred million
Reichsmarks would not have broken the company. Suoktreat would,
however, have run completely counter to Carl Basefsion of the firm,
which now depended on the willingness of the Gerrgamernment to
impose high taxes on imported &illt was this need for political assist-
ance that impelled IG to make contact with Hitleparty. The Nazis
were well-known advocates of national self-sufficig. But Hitler was
also a passionate motoring enthusiast and 1G fahaetdhis would
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make him an advocate of cheap, imported gasolinethé autumn of
1932, after the Nazis' spectacular success in tihe elections, two IG
men with connections in far-right circles were ditghed to Munich to
brief Hitler on the national importance of the dyttc fuel project.

In taking this action, IG was doing little more thaedging its bets.
Its chief priority was to secure the future of Lauand to continue its
research programme, not to launch Germany into rgeiscale pro-
gramme of fuel self-sufficiency. The man who didspuhardest in the
early days of Hitler's government for a large-scdigdrogenation
scheme, came not from chemistry but from coal. AO®f Vestag, the
giant steel and coal conglomerate, and as chathefsupervisory board
at RWE, the huge electricity generator, Albert Meeghad a vital
interest in expanding the market for coal and ingifoy new links to
the chemical industr¥/. Playing on Hitler's interest in self-sufficiency,
Voegler proposed a scheme to produce several mithms of synthetic
fuel. Given the political turmoil in 1933, it took few months. But on
10 August 1933 Voegler was able to inform Profed3orCarl Krauch,
the key technical man in IG's synthetics programthat Secretary of
State Erhard Milch at the Air Ministry was interedtin consulting with
IG about the future of Germany's fuel supplies. Tdays later, IG
Farben received reassurance from the Reich Ministfy Economic
Affairs that IG need have no concern about the ceroial future of
the Leuna plant:

We National Socialists have the intention of gelieraxpanding the German
raw material base ... from this position it is atteraof course that we desire an
increase in the production of petrol from Germaw maaterials. From a purely
economic point of view it would be wrong to produgetrol domestically at a

price of 19 Pfennigs, when the world market prise5i Pfennigs. But | have
declared to the importers, what guarantees cangyaei me for the maintenance
of world peace? For us National Socialists, apasinf economic criteria .. .

military reasons are decisive. | am therefore deit@ed to promote fuel pro-

duction from German raw materials by all means smgrovide the necessary
price and sales guarantéés.

By the end of the year, with the urgent encourageroé both the Air
Ministry and the army, the Reich Finance Ministrgdhfinalized the
terms of the so-called Benzinvertrag. The essentiélthe contract were
a commitment by IG to expand its facility at Leuna capacity of
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350,000 tons per annum, in exchange for a guardntethe Reich that
IG would make a profit of at least 5 per cent oa tapital invested. If
market prices were forced down by cheap importsn tthe Reich would
provide a subsidy to secure Leuna's profitabil@n the other hand,
any profits in excess of 5 per cent would be haralest to the Reich. The
Reich Finance Ministry was at first reluctant toyide this guarantee,
fearing that Leuna would never pay for itself. Bbhey need not have
worried. From 1936 onwards Leuna generated largéitpr the majority
of which flowed to the Reich. It was IG Farben tio¢ Reich that had
cause to regret the terms of the Benzinvertrag.

The chief concern of Hitler and the advocates airmament was
not the financial terms of the deal, but Leuna'adeguate scale of
production: 350,000 tons per annum was a tiny dmpards self-
sufficiency. In early 1934 Hitler began to exertrgmnal pressure for a
more substantial programme and once Hjalmar Schsmbk over at
the RWM in August 1934, in the midst of the disastr foreign
exchange crisis, he got his wish. On 21 Septemicbacht convened a
conference of the leading industrialists in the lcaad mineral olil
businesses in Berlin and informed them that Gerrsafoyeign exchange
situation required a very large expansion in domefstel productiort’
At the time, even with low world prices, imports pétrol and oil-related
products were costing Germany 200 million Reich&®grer annum. As
Leuna had already demonstrated, hydrogenation lamre extremely
expensive. Schacht estimated that between 250 @@dn8llion Reichs-
marks would be needed for the first stage of thpamgion. The state
could, of course, have provided the funds. But Bweich had other
pressing commitments. So Schacht made a directahppethe mining
interests. They 'had earned good profits and gaigetht advantage
from natural resources that actually belonged ® dhneral public. Now
they would be expected to make a contribution. #swidely known
that a number of brown coal-mining corporations Isadstantial liquid
means. Those companies that did not have the readly should take
up loans.' Perhaps not surprisingly, the indusst®lwere completely
taken aback. In their view, coal hydrogenation wasconomic and the
commitment of such large quantities of capital wiopftevent them from
taking advantage of other opportunities in the seuof the economic
recovery. But Schacht would not back down. Haviagefl to obtain
voluntary agreement, he had the Ministry draft @e for the Creation
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of Compulsory Economic Associations in the BrownafCdndustry
(Verordnung ueber die Errichtung wirtschaftlicherfliditgemein-
schaften in der Braunkohlenwirtschaft). Ten leadirmgal-mining
corporations were conscripted on 25 October 1934 faon the
Braunkohlenbenzin AG (Brabag). Each was instrudtedmake out a
cheque for at least 1 million Reichsmarks for immagd use. When
more coal companies were added in November, Schhotdtened both
unlimited fines and imprisonment of anyone refusihogcooperate. To
satisfy the demands of the military, three new Isgtit fuel plants
built under licence from IG Farben were to be bidgumto operation
by 1936.

To ensure that this schedule was met, Brabag wae taun not by its
reluctant owners, but by a hand-picked team of mersawho could be
counted on to bring the project in on time. Techhiexpertise was
provided by IG's Carl Kraucf!. The crash construction programme was
overseen by Heinrich Koppenberg, an engineer rnectuirom the Flick
conglomerate, who was proving himself at Junkersras of the driving
forces in the Luftwaffe's gigantic industrial exgam. The military
interest was represented by the retired generatedlfvon Vollard-
Bockelberg, the former head of army procurement andeteran of
secret rearmament. Day-to-day operations at Braberg to be overseen
by Fritz Kranefuss (1900-19457?). Kranefuss camenfeofamily of cigar
manufacturers in Herford, Westphalia, and after reefbspell in the
Imperial Navy and the Freikorps had undergone amabrcommercial
apprenticeship. However, his chief qualificationsrev his excellent pol-
itical contacts. He was a nephew of Wilhelm Kepplditler's personal
economic adviser, and had been a member of the \Naky since 1932.
He was a close collaborator of Heinrich Himmler amals employed on
the staff of Rudolf Hess, the deputy leader of thaaty. Kranefuss's
appointment to head Brabag was approved by Hiilasélf in a meeting
with Schacht and Keppler in early November 1934pper himself
presided as chairman of Brabag's supervisory boewdcalm the nerves
of the foreign investors who held shares in then@er coal industry,
Schacht delegated his trusted collaborator HelmWtbhlthat to the
Brabag board. The commercial terms of Brabag's atipes that were
finalized in the spring of 1936 were no less faadle to the Reich than
those agreed with IG Farben in 1933. The Reich ajiaed Brabag's
shareholders against operational losses. It alsaged them with a
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guarantee to cover the hundreds of millions of Raigarks that Brabag
was forced to borrow to finance its breakneck esman But the rate

of profit was fixed at 5 per cent and any amoungexeess of the agreed
rate was deducted for the benefit of the Reichpiactice, any profits

were ploughed back ruthlessly into further expamsiBy 1939 Brabag

had assets on its books valued at 3 50 million li@rks. The reluctant
investors never saw a dividend, but the Third Reias well on the way
to achieving an important margin of self-sufficign¢see Appendix,

Table A2).

\%

Like chemicals, the steel sector had also underginagnatic consoli-
dation in the 1920s. The result was the formatidnthe Vereinigte
Stahlwerke (Vst or Vestag for short), a corporagngthat matched IG
Farben for size and was second in the world staskings only to
mighty US Steel' Within the steel industry, however, the Vestag's
position was nowhere near as dominant as that oFdében in chemis-
try. The Vestag competed with Krupp, Flick, GHH,0Ktkner, Mannes-
mann, Hoesch and Roechling. Each had areas ofcplartitechnical
expertise; many of them had interests in engingeend other related
industries. But all of them made iron and steel.d Aimderlying this
oligopolistic structure in steel-making was the less tangled structure
of the coal sector, which was closely interwoverthwihat of steef?
The result was a scene of bewildering complexithjctv is still poorly
understood? Indeed, the difficulty of defining a single heaindustrial
position towards Hitler's regime was evident frone tvery first months
of the Third Reich.

Krupp, Fritz Thyssen and Albert Voegler were abbsdly involved in
events after 30 January 1933. But all three puitedifferent directions.
Gustav Krupp (1870-1950) was not only head of Gesisa fourth
largest corporation, he was head of the Reichswerbder deutschen
Industrie at the time of Hitler's seizure of powrwe are to believe the
most recent account of his activities, Krupp wasialty suspicious of
Hitler's regime and was above all concerned to govesthe autonomy
of the peak association of German busiféds. so doing he appears to
have been backed up by other members of the bgsiméguard, most
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notably Paul Reusch, the general manager of GHId, @arl Friedrich
von Siemeng® It seems that Krupp even contemplated the poggibil
of reviving the strategy pursued by German indugtrithe face of the
revolution in 1918. This involved an alliance withe German trade
union movement, as a way of asserting the autonenauthority of
private industry against the civil war threatenibgtween Nazis and
Communists. However, in the spring of 1933 thioodffvas even more
short-lived than it had been after World War |. THecision by the
Nazis to destroy the German trade union movemerd m@vocable
and Krupp, as chair of the Reich industrial asdmmia found him-
self outmanoeuvred by Fritz Thyssen (1873-1951)e Tieir to one of
the largest fortunes in the Ruhr, Thyssen was a bexyeficiary of the
merger that created the Vestag. Since the earlp<sl%® had been one
of the few genuinely enthusiastic backers of Hitiar big business
circles’® In this respect, however, Thyssen was to pursuguigotic
path. Thyssen's real inspiration was the corpdratiedel of industrial
organization pioneered by Fascist Italy. The ddiie feature of this
vision was that it included employers and workarsai single organiz-
ation, imposing social unity by government fiat. tN&urprisingly, this
was not the sort of thing that appealed to old wesds of reaction such
as Krupp and Reusch. And Thyssen's social romanticalso found
little favour with Kurt Schmitt at the Reich Minigtof Economic Affairs
and Schacht at the Reichsbank. Both Krupp and Emystherefore,
found themselves excluded from the new structuréndfistrial organiz-
ations set up by Schacht over the winter of 193#-5mplement the
New Plan.

At a corporate level, however, both Krupp and thestdg found ways
to arrange themselves more than comfortably with tlew regime.
Unsurprisingly, both of Germany's largest steemfir were founding
members of the Mefo. By early 1936 military busm@dready accounted
for 20 per cent of Krupp's sales, with orders flogviboth to the Gus-
stahlfabrik in Essen but also to Krupp's Grusonksadan Saxony, which
was responsible for armoured plate and complex Inea-assemblieS.
By far the most troublesome part of the Krupp empivas the ship-
building operation in Kiel, the Germaniawerft, whitvad been grossly
unprofitable throughout the 1920s. The Germaniaweds the home-
base of German U-boat construction in World Warnt at was only
kept alive in the expectation of one day receiviegy naval business.
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As we have seen, naval rearmament initially laghgetind that of both
the army and the Luftwaffe. But by the autumn o839Essen had at
least extracted a promise that the navy had aoiserinterest' (ernstes
Interesse) in the survival of the Germaniawerft.dAim August 1934
Krupp's patience was finally rewarded with the alarf orders for 6
small U-boats, followed within a few months by antract for 5
destroyers and the first series of U-Vlls, what wa®ecome the standard
U-boat of the German nav§.With Gruson also having received notifi-
cation of major orders for armoured plate, by thed eof 1934 all
branches of the Krupp business were at least witigint of profit.

Vestag, like Krupp, had absorbed heavy losses gutie Depression
and was keen for military business. But it had ex®re urgent reasons
than Krupp to reach an amicable modus vivendi wiita new regime.
As Hitler consolidated his power in 1933, the mpstssing concern for
the Vestag management was the smooth reprivativadio the shares
taken into Reich ownership in early 1932. Secondiftyssen in this
effort was Albert Voegler (1877-1945), the chair thie Vestag board
and a ubiquitous figure during the Machtergreifdhgvoegler had
started his career as a humble apprentice and ikad to prominence
as one of Hugo Stinnes's most able assistantsr Sti@nes's death in
April 1924, Voegler emerged as a dominant figurederman heavy
industry and one of the architects of Vestag. 183L8 was Voegler who
approached Hitler with a grand proposal for a newalbased fuel
industry. This was clearly intended as part of arengeneral reorganiz-
ation in the coal industry, which also included thatorious manoeuvre
through which Paul Silverberg, Germany's leadingigke industrialist,
was stripped of his control of the lignite produd@ineinbraun and sent
into exile in Switzerland In the spring of 1933, Voegler was rewarded
for his cooperation with an appointment to the svigery board of the
Reich's industrial holding, the VIAG, and when Szftawas looking
for an industrialist to sit on the banking inquiNypegler was an obvious
choice®* Not only were Vestag's shares returned smoothly private
ownership, Germany's largest steel firm also asdumeontrolling pos-
ition in Schacht's new organizational structure foe steel industry
The Business Groups for foundries and mining weogh theaded by
Vestag associates and Schacht approved Ernst Rwerisghead the
Business Group for the steel industry itself. Pgens(1871-1949), born
into a family of Ruhr industrialists, had been Vigeg deputy at Vestag
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since 1926 and was its leading cartel exjyegince 1930 he had headed
the German steel cartel and presided over the mabi@ouncil of
Ruhr heavy industry. Most distinctive, however, wasensgen's role in
negotiating the International Steel Cartel of 1926d his extremely
close connections to ARBED, the Luxembourg steahigiand its direc-
tor Alois Meyer. In 1935 Poensgen was the obviohsice to succeed
Albert Voegler as chief of Vestag, when Voegler edvupstairs' to the
supervisory board.

Whilst Voegler's diplomacy saw Vestag through tladitical turmoil
of the Machtergreifung, the task of securing a geu® slice of military
business was delegated to subsidiaries, most otdi# Bochumer
Verein headed by Walter Borbet (1881-1942) and Heaitsche Edel-
stahlwerke, a specialist high quality steel produgéose youthful chief
Walter Rohland (1898-1981) was clearly marked faghér things.
Borbet and Rohland represented successive gemeatib metallurgical
militarism on the Ruhr. Borbet was a nationalisttioé old schoof! He
was also a committed gun-maker, who harboured elotify envy of
Krupp for the priority it claimed in armaments mémiure. During
World War | Borbet had pioneered the introductioh low-cost gun
steels requiring a minimum of imported alloys, aimdthe 1920s he
made the Bochumer Verein into one of the centrestife development
of centrifugal casting, a revolutionary process vilich gun barrels,
rather than being bored out of solid steel ingatste spun out of molten
metal. Walter Rohland's commitment to the projectrearmament was
no less personal than that of Borfetn 1916 Rohland had joined the
guards engineering corps as a teenage volunteerhaddtaken part in
the latter stages of the Verdun battle. Walter Rl survived, but his
favourite brother Fritz was killed fighting alondsi him in May 1917.
Nor was 1918 the end of the war as far as Rohlaad woncerned.
Some of the most vivid passages in his memoirderdla the resistance
to the French occupation of the Ruhr in 1923. Wiktitler declared
Germany's open rearmament in 1935, though Rohladl fow risen
to a responsible position within Vestag, he immtsdyaseized the oppor-
tunity to resume his military career, joining th&ti Panzer regiment as
a captain of the reserve and taking an enthusigstit in manoeuvres.
The future CEO of Vestag thus had first-hand knolgée of the vehicles,
which were to earn him the nickname 'Panzer Rohland

Borbet for his part could barely contain his enthsi in 1933.
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Within months of the seizure of power, he was a&tyi\discussing Mefo
orders with both Erhard Milch of the Air Ministrynd General Blom-
berg. In 1934 he gained his first personal intemigith Hitler to discuss
rearmament issues and in 1935 he played host imhwBocnot only to
General Blomberg (Defence Minister), but also toeffmy (air force),
Admiral Rader (navy), General Fritsch (Commande€hief, army)
and Hitler himself. In 1934, on the suggestion loé tWehrmacht, the
Bochumer Verein acquired the bankrupt shell of tHANOMAG
engineering firm, specifically for the purpose atilkery production®
And Borbet was rewarded for his enthusiasm withteady stream of
armaments business: 30 million Reichsmarks' woffttorders in 1934
rising to 50 million a year later, almost matchikgupp. Borbet and the
Bochumer Verein may not have designed the Wehrrsachhnons. But
it was Borbet's success in developing the techna@fueentrifugal casting
that allowed the famous 8.8 centimetre anti-aitcrgin developed
jointly by Krupp and Rheinmetall to be put into leest mass-
production. Walter Rohland, for his part, made tbBeutsche Edel-
stahlwerke into the first choice for Panzer huNet only did the Krefeld
works provide top quality electrically smelted s$tae was also a world
leader in the difficult technique of welding armedr plate, the funda-
mental breakthrough in modern tank production.

The common denominator in the metallurgical caredrdoth Borbet
and Rohland was their preoccupation with the higality electrically
smelted steels without which rearmament would Haeen impossibl&’
If one examines only the figures for the productaincoal and raw steel
one might gain the surprising impression that Gerrhaavy industry
was a rather reluctant partner in rearmament (ggeeidix, Table A2).
The output of coal lagged well behind the growthoekrall industrial
output and the output of steel hardly increasedamtexuberant rate.
Nor would it be difficult to supply a rationale foinis sluggishness. Ever
since the early 1920s, the managers of the Ruhrbeae struggling to
cope with chronic over-capacity, the legacy of teweestment' during
World War | and the hyperinflation that follow&d.Faced with the
armaments boom oi the 1930s, they were not aboutepeat their
mistake. The aggregate figures, however, tell opart of the story.
Though fears about over-capacity may have held bmcfeneral ex-
pansion in heavy industrial output in certain keyas, most notably
specialist electrical smelting, there was no sufflict of interest be-
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tween the needs of rearmament and the profit-sge&inindustry. High-

quality electrically smelted steel was both vital tearmament and a
major business of the future. Whereas German outputegular steel

even at the height of production barely reached thed capacity of the
United States, in electrically smelted steel Gerymams level pegging by
1939%° with Borbet and Rohland leading the way, the Reidbutput

of specialist high-quality steel increased sevehfbetween 1929 and
1939.

\Y,

Unlike in chemicals and steel, where the regime dealing with large
and well-established producers, the most dramatidustrial inter-
vention of the Third Reich concerned an industryiclwvhin 1933 was a
sector of completely insignificant proportions. Trstory of aircraft
production in the Third Reich deserves to standhat centre of our
understanding of the regime's entire industrialtans™ In 1932 the
German aircraft industry employed 3,200 people had the capacity
to produce no more than a hundred aircraft per.ylezss than ten years
later, the regime had created a multi-billion Reidlark aircraft and
aero-engine industry. It employed at least a quasfea million people
and was capable of turning out every year more 3000 of the most
sophisticated combat aircraft in the world. Of #le industrial effects
of rearmament this was by far the most significdnt.the ranking of
Germany's top one hundred firms, the Flick groupsdhimag, Henschel
and Blohm & Voss were all directly involved in aiaét productiort
Similarly, the elevated position in the ranking ogied by Daimler-Benz
and BMW, best known for their cars and motorbikeas owed largely
to their rapidly expanding aero-engine sales. $istisub-components
for the Luftwaffe boom were provided by Siemens afHG, both
directly and through their jointly owned Telefunkesubsidiary. ITT-
Lorenz, Bosch and the Vereinigte Deutsche Metakwefcontrolled by
the Metallgesellschaft) were all major Luftwaffepgliers. Aluminium
and magnesium were supplied by the Vereinigte Ahiunmwerke
owned by the state-holding VIAG and by IG Farbeop Tquality steel
castings came from Rohland's Deutsche Edelstahbwarid Krupp. But
alongside the contribution of these diversifiedusigial corporations,

125



THE WAGES OF DESTRUCTION

the really striking feature of the list of top corptions in Germany in
the late 1930s is the presence of no less thansmécialized aircraft
producers, none of which, in 1933, would have rdnkgen in the top
500. By 1938 Junkers, even before it began its rdestatic period of
expansion, already ranked alongside Daimler-Bengasgnany's twelfth
largest private employer. Further down the listdieed Arado, Heinkel,
Dornier, Focke-Wulf and Bayerische Flugzeugwerkettds known as
Messerschmitt.

What was distinctive about the aircraft produceraswthat, unlike
ship-builders, gun- or tank-makers, the aircrafoducers had no sig-
nificant civilian productio’? The military aircraft they were producing
by the late 1930s had little or no value as comiakngroducts. There
was thus no alternative civilian employment for thest specialist manu-
facturing capacity that the Air Ministry had brotgmto existence.
Though all of the firms except Junkers were nonynal private owner-
ship, they were all creatures of the Reich Air Mdiny and its director,
Secretary of State Erhard Milch. Fundamentally,rafere, Germany's
largest new manufacturing sector was not merelie stantrolled. It was
a product of state initiative, state funding andtestdirection. It was
founded indeed on one of the most blatant actsoefaion applied to
any non-Jewish business in the history of the TiRedch. Early in the
morning of 17 October 1933 Dr Hugo Junkers was séetk at his
vacation home in Bayrischzell on charges of tred3odunkers was
Germany's leading aviation pioneer, a celebrateginerr who at his
plant at Dessau had constructed the world's fitdl-nfietal aircraft.
Junkers's factory, though modest in size, was bytHa largest aircraft
factory in Germany. It has sometimes been suggested Hugo
Junkers's expropriation was due to his intereshiernationalist politics
and pacifism. But Junkers was in fact a consergatiationalist, who
eagerly embraced the cause of rearmament. Hiscdiffi was simply
that he owned the largest aircraft plant in Germamg that Goering
and his Secretary of State Erhard Milch were datdchto have control
of it. In the 1920s Junkers had squabbled with @®rman military
about the future direction of aerial rearmamente Tiew holders of
power were not willing to argue. After twenty-fourours in police
detention, Junkers agreed to sign away his firnthéeo Reich. Managerial
control was placed in the hands of Heinrich Kopmegh(1880-1960),
a veteran of the Flick industrial conglomerate, wih@ Krauch in
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chemicals and Voegler and Borbet in steel, had nfd@dereputation in
the armaments effort of World War®l.He was backed up on the
Junkers supervisory board by Hellmuth Roehnertnstm take charge
of state-controlled Rheinmetall, Karl Rasche andilEmMeyer of the
state-controlled Dresdner Bank and the ubiquitouthéim Keppler. It
was clearly no coincidence that the same combinatib Keppler and
Koppenberg was also to play a key role in the distabent of the
Brabag synthetic fuel venture.

With Junkers as the core, Milch and the Air Minysorchestrated a
huge increase in the capacity for the productionaib€raft and aero-
engines. The new dispensation was spelled out eoGhrman aircraft
industry at a conference held in Berlin on zo Oetoth933, two days
after the Junkers expropriatidh.Greeting the aircraft industrialists in
solemn silence with arm raised in salute, Goerintnoanced the
Fuehrer's intention to re-establish Germany as anpawer within
the next twelve months. Every aircraft firm wouldvie to accept its
integration into the overall plan laid down by tHLM. The first
programme was built around the existing designgh wiunkers and
Dornier providing a makeshift bomber force, and deraand Heinkel
responsible for fighters, reconnaissance, groutaclatand trainers. The
new aircraft plants were to be 'trained up' by éstablished producers.
Under tight supervision from the Ministry, the irstiy underwent a
phenomenal expansion, from less than 4,000 workerdanuary 1933
to almost 54,000 two years later. At the same time Air Ministry
issued design contracts for an entire new generatib aircraft and
aero-engines. It was after 1935, in the second ehafs expansion,
that Junkers, Dornier and Heinkel established tlebmas as the lead
developers of bombers and Willy Messerschmitt's Bf#hed its domi-
nant position in fighter design and production. Tdteer aircraft manu-
facturers were grouped around these main developnfiems in
cooperative blocs, each assigned to a main plaait Was responsible
for organizing procurement, workforce training atiée supply of jigs
and fixtures required for the accurate productio assembly of air-
craft parts. By the spring of 1938 almost 120,0Gfbgle worked in
airframe manufacture and another 48,000 in aerdrengroduction,
with 70,000 more employed in aircraft equipment eeqhir.

Building this industrial base was obviously a hygedxpensive
undertaking and the RLM appears to have hopedtthatild mobilize
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significant amounts of private capital. The rushfiohs that entered the
industry in 1933 was certainly encouraging. Theiragp aircraft makers
included Flick's heavy industrial conglomerate, stghel, the locomo-
tive builders, and the shipyards of Blohm and Desealy. However, this
initial wave of enthusiasm did not lead to a seltained increase in
private investment. Though all the Luftwaffe firnagher than Junkers
remained in private hands, their expansion had d@ofibanced almost
entirely by the RLM. Given the general recoverytloed German economy
and the alternative investment opportunities tHiered, it simply was
not commercially justifiable to invest large quéies8 of money in an
overcrowded industry that was entirely dependentaanunpredictable
flow of government orders. In the mid-1930s, theMRRctually offered
to sell Junkers, the crown jewel of the aircraftiustry, to Vestag, the
steel giant, only for the accountants of the Staeist to reject the offer
as too risky. Siemens's decision to sell off itdiahengine business to
BMW was symptomati®® Given Siemens's lucrative position in elec-
tronic components and communications, it was hayppleave the risky
Luftwaffe business. In neither case did the refusalbecome further
entangled with the armaments boom have anythingotowith political
opposition. It simply reflected the precarious coencial logic of the
Luftwaffe sector. Every parameter of the business Wixed by the state
and could be altered by the Air Ministry at willngaging in this market
exposed a firm to enormous risks, unless the fiadioc expansion was
provided by the state itself. And this is what tA@ Ministry did,
through the mediation of the so-called Aerobank,ctvhacted as the
financier for the entire Luftwaffe sector.

The state also provided the other critical precomas for the Luft-
waffe expansion. On 10 June 1936 the Air Ministigned a second
major contract with IG Farben, this time to build pdant at Leuna
capable of turning out 200,000 tons of air fuel p@num. The highly
toxic tetraethyl lead additive required to boos¢ tluel's octane rating
was supplied courtesy of IG's patent-sharing ageséenwith Standard
Oil of New Jersey’ Standard transferred the technology to Leuna,
regardless of protests from the State DepartmentMashington. In
return, and with the full agreement of the Germatharities, Standard
received the secrets of IG's new synthetic rubkehrtology. Needless
to say, air fuel expansion was entirely at the espeof the Air Ministry.
The Reich also provided a second critical precdonfior the Luft-
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waffe's precipitate expansion, by underwriting agéwuncrease in the
production of aluminium, the aircraft industry's shandispensable raw
material. Like steel, aluminium production in Genmyadepended on
imports of bauxite ore. But unlike iron ore, baaxitould be obtained
in sufficient quantity from Hungary and Yugoslaviapuntries with
which the RWM had negotiated efficient bilaterahding agreements.
To process the ore, the state-owned Vereinigte Aliwwmwerke, part
of the VIAG group, poured 180 million Reichsmarkstoi a tenfold
expansion of smelting capacity.

The aircraft industry was the Third Reich's modglsoccessful state-
directed industrial expansion. However, even héeret was scope for
entrepreneurial initiative. At times, indeed, ther@an aircraft industry
was to become a byword for independent, competiéimd often coun-
terproductive entrepreneurship. Fundamentally tsismmed from the
extreme difficulty of controlling a highly complemanufacturing indus-
try which was subject to extreme technological utaiety. In 1930 the
majority of military aircraft were still wood andalfric biplanes. The
Luftwaffe only tested its first generation of fulihetal monoplanes
powered by high-performance piston engines in 193%ss than five
years later Ernst Heinkel launched the world'st forototype jet fighter,
opening the prospect that military aircraft migbbs be able to operate
within striking distance of the sound barrier orydwed. Each of these
transitions involved fundamental breakthroughs irerodynamics,
metallurgy, airframe and aero-engine design thatewextremely hard
to predict. Nor was designing the aircraft the optpblem. The aircraft
had to be manufactured efficiently and manufacturecdulk. And the
Air Ministry was not, of course, buying aircraft rfdheir own sake.
What it needed was weapons to fight a future wae, shape of which
was itself completely uncertain. Would the role thé air force be to
support the army and the navy, or would it serveaasindependent
strategic weapon? If so, what kind of bombers dicheed and how
would they be protected? How would Germany protigstlf against
enemy air threats? Who indeed were Germany's es@mie

No other area of rearmament, indeed no other afdaeoman indus-
try was afflicted by such profound technologicalcerainty. And it
was this feature of the Luftwaffe boom that madetth a playground
for entrepreneurial initiative, as rival aircraftarmufacturers competed
to offer the 'technical fix' that Goering needeg.1®36 Heinrich
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Koppenberg was rapidly turning Junkers into a mactuiing complex
capable of rivalling the very biggest firms in Gemmindustry. Henschel
was pioneering a variety of new metal-pressing nagres and the highly
complex jigs necessary for mass assembly. DaimézB BMW and
Junkers were all competing fiercely in engine depeient. With the
selection of Messerschmitt's (BfW) 109 fighter desin 1935-6 the Air
Ministry solved at least one of its techno-strateguzzles. Until the
early 1940s, the Messerschmitt 109 would ensuré te German air
force was equipped with a more than adequate fightecraft. The
Luftwaffe, however, was still struggling to resolfee most basic ques-
tion of modern air war: how to deliver bombs. Thbugleinkel did
begin development of a four-engined heavy bombetha mid-i93os,
the Air Ministry's main focus was on twin-enginecedium bombers of
which three designs were proposed in 1935 by Dorfid® 17), Heinkel
(He 111) and Junkers (Ju 86). To provide work foe hew factories
and to ensure that the newly trained air crews $@mudething to fly, all
three were pressed into immediate production. Bwiais clear that none
of them was really a weapon of strategic air waneyl lacked payload
and speed. Furthermore, without protection it waslear how they
could break through enemy fighter defences. Degpstesuccess, there-
fore, in building up production capacity, it waseat already in 1936
that the Luftwaffe needed to develop at least or@engeneration of
aircraft and engines before it could become a treffective fighting
force. It was the search for this technical fixttheas to keep the German
aircraft industry in restless motion throughout th®&30s and early
1940s. Both the future of the Luftwaffe as a fightiforce and billions
of marks of investment hung on the outcome.

Vi

What of the losers in the industrial politics o£tfh930s? Nobody would
ever describe the textile industry as a beneficiafyHitler's regime.
However, even here, through a bold exercise in dtréhl policy, the
Nazi regime gathered around itself a cluster oflabmrators with a
stake in its programme of self-sufficiency and nemment." This did
not involve the spectacular investments that charaed the Luftwaffe
or the synthetic fuel programme. But the synthf#itiees programme
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was to be of crucial significance for a very lapgget of German industry
and it was to be of vital importance in reshapihg tlothing supply to
the German population. On 20 June 1934 the RWM ewtot the two
main producers of synthetic fibres - IG Farben ahd Dutch-owned
Vereinigte Glanzstofffabriken (VGF) - informing time that: 'The cur-
rent state of the Reich's currency reserves ndatssia most extreme
reduction in the import of cotton and wool..." Mospecifically, of
course, this was required by Schacht's policy décsee uncoupling
from the United States, Germany's traditional sigppbf cotton. 'To
strengthen the domestic raw material base as quiakl possible, it is
the German rayon factories' peremptory duty noty dol exploit their
manufacturing capacity to the full, these must ate expanded with
haste." The Reich authorities wished to see a dayulh the production
of viscose-rayon and a huge increase in the pramucf so-called staple
fibres to at least 100,000 tons per anrdhiThe problem, as in the case
of oil, was that world prices for wool and cottorene dramatically
depressed. Certainly, as far as IG Farben was owetesynthetic fibres
were destined to remain a niche market. Any newaci@p created in
Germany would be entirely dependent on the stateitfoviability. In
the summer of 1934, however, political involvemémtthe issue went
to the very highest level. In August, Hitler perathy inspected samples
of fabric woven from IG Farben's Vistra staple &prand expressed
‘extreme satisfaction' at the quality. In Novemli®34, as part of the
reshuffle at the Reich Ministry of Economic Affairsontrol over the
synthetic textiles programme was handed to Hitlpessonal representa-
tive for economic policy, Wilhelm Keppler, who imurh delegated the
issue to Hans Kehrl (1900-19845.Kehrl, the owner of a small textile
plant in Cottbus, a party member since 1932 andw@tachaftsberater
(economic adviser) for the Kurmark Gau, had joinégppler's team in
early 1934. He had no sympathy for either IG Farbe’WGF and was
not to be stymied by their refusal. Keppler and iKebnsidered applying
outright coercion of the kind that had been usediresy Junkers or in
the construction of the Brabag oil corporation. ,Bag Keppler hastened
to reassure IG, direct coercion was never a sergi®n in relation to
Germany's largest corporation. Instead, Kehrl wathaized to out-
flank the incumbent producers. Exploiting his catgain the regional
party hierarchy, Kehrl set up four 'voluntary' simades, one for each
of the major textile-producing regions of Germasifesia, Saxony,
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Thuringia and the Rhineland. Each syndicate subedri4 million
Reichsmarks of capital towards the constructioraafew synthetic fibre
plant, each with a minimum capacity of 7,000 tores pnnum. There
can be no doubt that political pressure played raportant role in this
subscription drive. Many firms saw their participat as a way of
currying favour with the local Gauleitung. Anothénportant motive
was the hope of circumventing restrictions on inparnatural fibres,
by securing privileged access to the domesticallgdpced synthetics.
On the other hand, leading textile firms such aeriDi were genuinely
enthusiastic participants, viewing rayon and thev ngaple fibres as
long-term alternatives to the mature market for hamad cotton textiles.
Marketed under the brand name Flox, the new aififibres enjoyed
a considerable popularity in the 1930s. In any cdlse Reich did its
best to make the investment a low-risk gamble. Wride provisions of
the 'Law on guarantees for expansion of the rawern@s$ industry'
(Gesetz ueber die Uebernahme von Garantien zum aAuster Roh-
stoffwirtschaft), Keppler was empowered to providi necessary sub-
sidies to the new staple fibre plants. The Reidlaraed to guarantee a
syndicated loan under the auspices of the DresBa@k and provided
the necessary technical expertise in the form o teading experts,
poached from IG Farben's fibres division. The miogbortant of these
was Walther Schieber, a member of the Thuringiami ldarty, who was
installed as general manager of the Thuringianvasll AG. Faced with
a fait accompli, VGF, the weaker of the two incumise caved in and
agreed to join in the state-financed expansion narmogne. IG Farben for
its part maintained its independence and stuckigdimited expansion
programme for rayon, raising its production to noren than 30,000
tons annually. By 1936, Kehrl could boast of additii production of
45,000 tons of staple fibres in addition to ovet0B0 tons of synthetic
silk. By 1937, the market share of German produideets had doubled
to almost 40 per cent.

The example of VGF raises the more general questiomow foreign
owned companies fared in Hitler's Germany. Manysa#aonalist claims
have been made on this score in recent years au$e of realism is in
order. It is true that there was substantial faredirect investment in
Germany both in the 1920s and before 1914. Duringyl@VWar 1l the
Americans estimated that there were in the order$450 million
invested directly in businesses in Germdtstandard Oil's invest-
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merit of almost $65 million in the Deutsch-Ameriksche Petroleum
Gesellschaft, combined with its close ties to IGrbea, made it the
American industrial corporation with the greatestks in Hitler's
Germany. But it was closely followed by General btst (GM) which
had $54.8 million invested in Opel AG of RusselgheGermany's largest
car-maker. By comparison, Ford's stake valued dy &8.5 million
was relatively modest, as was the stake held by IBMts German
subsidiary Dehomalf*> More significant American interests, with invest-
ments of roughly $20 million each, included Woolths; the sewing-
machine manufacturer Singer, and ITT, whose Germaterests
included Conrad Lorenz, one of the Luftwaffe's masportant sup-
pliers of radio and electronic equipment. Nor wémericans the only
foreigners with a stake in German industry. Britishd Dutch multi-
nationals such as Anglo-Persian (BP) and Royal Dubell (Anglo-
Dutch) had major interests in German oil refiningd adistribution. The
British tyre firm Dunlop had a considerable investhin the German
rubber industry® ARBED, the quintessentially European heavy indus-
trial conglomerate, with its main base in Luxemlguhad significant
cross-border interests both in coal and the Fedteth Guilleaume cable
works. All of these industrial investments in vaisoways profited from
Hitler's economic recovery. The more they detachigeinselves from
their foreign parents and the more closely theylaborated with the
regime, the better they did. The regime for itstpaarticularly in its
early years, went out of its way to reassure regasives from Ford,
GM and ITT of their position in Germany. Wilhelm p@er advised
ITT to appoint the banker Baron von Schroeder, ohghe men who
had brokered Hitler's appointment to power in Januk933, to its
board!®® Ford had extremely pro-Nazi management at its tplan
Cologne. And Opel probably profited more than amygle car-maker
from Hitler's motorization boom.

At the same time as acknowledging this importam¢im involvement
in the Nazi boom, one cannot ignore the fact tihat ¢umulative total
of direct investment in Germany was dwarfed by biléons that were
in default to American and European banks and bbottlers. And
on the crucial question of repatriating the capttedy had invested or
the profits they earned, direct investors wereté@ano better than the
holders of Germany's other foreign debts. They wadtesubject to the
same exchange controls that made it possible toagige Reichsmarks
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for foreign currency only at punitive discounts. Anhe point, in a
desperate effort to liquidate its investment in F@rben, DuPont of the
United States offered to sell shares valued at $8Bmin 192.9 for less
than $300,006% Britain's ICI did finally manage to sell its sharin
IG Farben, but only after protracted negotiationl amly after accepting
a complicated swap involving shares in IG's Swificde. Not surpris-
ingly, once the initial panic was over, most of @any's trapped inves-
tors chose to stay put and to plough back the tsrtfiey earned. In this
sense they were subject to the same logic as stefé&serman business.
Even if they could not distribute profits in thedorary way, they could
at least achieve vigorous capital accumulation.

Vi

By the mid-1930s the result of this multitude ofgagations and
compromises was highly satisfactory to Hitler's imegy Rather than
obstructing political change as it had done in Gewys first revolution
in 1918-19, big business was an active partner anymkey facets of
Hitler's National Revolution. The initiative ceméy lay with the politi-
cal authorities. At times it came from Schacht, fReich Ministry of
Economic Affairs, or from the Reichsbank. At timés came from
Goering's Air Ministry, or other branches of thelitary. At times it
came from Wilhelm Keppler and his special staff fiaw materials
guestions. However, in virtually every context, evgettings in which
one might have expected some resistance, the risgpoétical represen-
tatives found active collaborators in German busneThe autarchy
programme, rearmament, even the mass of new regulauthorities
were all backed up and energized by managerial régpesupplied
courtesy of German industry. Hitler is famous favimg said that there
was no need to nationalize German businesses,eifptipulation itself
could be nationalized. Certainly in relation to @any's managerial
elite, one of the more important segments of tregiufation, the regime
found willing partners.
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5
Volksgemeinschaft on a Budget

If Hitler was ultimately motivated by an apocalyptvision of national
destruction, he also harboured a more conventieigbn of national
progress and affluenceAsked by a journalist to describe his ultimate
political objectives, Hitler stated simply: 'l haibhe ambition to make
the German people rich and Germany beautiful. Itwarnsee the living
standard of the individual raisédAnd Hitler clearly meant this to be
an embracing vision of national prosperity for #te Volksgenossen
(racial comrades). The Third Reich celebrated tlegn@an workers and
their contribution to the racial community like narevious political
regime. In this respect the official language ofzN&ermany set stan-
dards quite different from those of the Weimar R#joy let alone the
Wilhelmine monarchy. Hitler's dream was undoubtedipllectivist
at its core. But he derided the 'ideology of fritgaland ‘the cult of
primitivism' propagated by Bolsheviks. The Germaeoge deserved
better. They needed to be raised to a higher leiviife, more appropriate
to the vision of the racial Volksgemeinschaft (ghccommunity) as a
community of superior racial worth. In the wordstbé German Labour
Front, 'the political endgoal' of National Socialiswas to ensure that
'the Volk is to be given a style of life that capends to its abilities and
the level of its culture'. The fundamental problewas the enormous
gap between these high-flown aspirations and Gerneafity. By the
standards of the day, let alone by the standardtheflater twentieth
century, Germany in the 1920s and 1930s was noaffiment society.
And to avoid confusion, it is perhaps worth stmegsthat this was not
a short-term effect of the Great Depression. Thablem of international
economic inequality was deep-seated.
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In 1938, the prestigious Hamburg journal the Waetlisehaftliches
Archiv published an article by Colin Clark, a youdgstralian who
was making his reputation as one of the world'ssrfarst economic
statisticians. The title of Clark's piece was 'The Internatio@dmpari-
son of National Income' and its importance was t@&rk made the
first systematic effort to go beyond a simple ttatign of national
income estimates using current exchange ratespiesider the complex
question of purchasing power paritfe€lark's pioneering work estab-
lished a picture, which has been expanded upon raefided, but not
substantially modified in seventy years of subsetfuesearch. In terms
of per capita income, Clark estimated that Germanjpyed a standard
of living that was half that of the United Stateslaat least a third lower
than that prevailing in Britain. Drawing on work rio in the last thirty
years we can make these figures comparable not aeryss space but
also across time.In late-twentieth-century terms, German per capita
national income in 1935 came to roughly $4,500,campared to the
current per capita income of Germany of around 2D, In today's
league table of economic development, the ThirdciReivould rank
alongside South Africa, Iran and Tunisia. Of courdgs comparison is
strained because early twenty-first-century Irard &outh Africa can
import the high technology of more advanced sozsgetiwhether it be
nuclear reactors, computers or jet aircraft, omgthat were not avail-
able to Hitler's Germany. The comparison is theeefdlattering to
Germany's situation. But it is nevertheless su@ersh pointing to the
highly uneven nature of German economic developrimetie 1930s.

The gulf between Germany and the United States thasleast sur-
prising of Clark's findings. By the 1920s the st@md accoutrements
of twentieth-century mass consumption - the cae thfrigerator, the
radio - were already establishing themselves asnthven in the United
States, at a time when the enjoyment of these szonamodities was
limited to a restricted circle of the European uppeiddle classS. As
Hitler noted in his 'Second Book', this large difetial in the standard
of living could not be understood without referenie the abundance
of natural resources and to the vast scale of coasumarkets in the
United States. These conditions encouraged dramdtiances in manu-
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facturing technology, which enabled average Ameaesc#&o achieve a
material standard of living of which ordinary pespih Europe could
only dream. The origins of the 'American systentedaack at least to
the mid-nineteenth century and the early mass-mtomtu of rifles in
United States government arserfalBut as the new century dawned
the idea of mass manufacture was progressivelyndgtk to ever more
complex machines: from rifles to sewing machinespmf sewing
machines to bicycles and from bicycles to carsthin early 1920s it was
above all the Ford Model T that embodied the trihemg breakthrough
to a new era of industrial production. At his cactbries at Highland
Park and then on the River Rouge in Detroit, Hefroyd pioneered the
essential elements of what was soon to become knasvriFordism':
high-speed assembly driven by conveyor belts; the of new kinds of
high-volume production tools, most notably grindemsd automatic
lathes; the deployment, wherever possible, of shgeirpose machin-
ery, designed specifically to optimize productiofi jparticular stan-
dardized products; a ruthless effort to force dothe cost of raw
materials and components through vertical integmatifrom raw
materials to final assembly; the employment of dakgplumes of semi-
skilled and unskilled labour; and a shopfloor barga which extreme
effort levels were traded against astonishing wagé® end result was
a standardized product, mass-produced at remarkéidy cost. So
cheap were Ford's cars and so high were his rdtgsy that Ford's
workforce provided a major market for the cars thegre making, a
situation virtually unthinkable in Europe.

It would be naive, of course, to take the Ford mgthface value.
Henry Ford was nothing if not a propaganfigfuropean industry by
the early twentieth century was by no means igroddrthe techniques
of mass productiof.IG Farben, the Vereinigte Stahlwerke, Siemens and
AEG were vertically integrated corporations to Ffitheir American
counterparts that profited from the bulk productioh commodities
ranging from textile dyes to pharmaceuticals, shewttal and light
bulbs!® One step down from these corporate giants, theme iterally
hundreds of smaller mass-producers in Germany, ngalkiverything
from screws to gas lamps and harmonitahe ghastly slaughter of
World War | would have been impossible but for flaet that all the
combatants were capable of mass-producing the mafadsstruction on
an enormous scale. Perhaps most remarkably, by BétHn, France,
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Germany and Italy were outbidding each other in fireduction of
combat aircraft, surely the most spectacular mechhimvention of the
early twentieth centur{? Between 1914 and 1918 Germany alone turned
out 47,000 aircraft of all types, a record whichsvia no way inferior to
American production, which peaked in 1918 at 14,@0@raft. These
flying machines were fragile contraptions strungetiher from wood,
wire and impregnated canvas. But they were compbexhines by any
standard, and they were driven by aero-engines dhjt fifteen years
after the Wright brothers' first flight were alrgativenty to thirty times
more powerful than their puny 12-horsepower powlant None of this
would have been possible without dramatic advaneesetallurgy and
machining that were by no means the exclusive presef Detroit. At
the cutting edge of modern metalworking the Europedeld their
own. But what was undeniable was the huge Ameriadwantage in
mass-manufacturing. According to contemporary caipas, in the
mid-1930s America's productivity advantage overHtsopean rivals was
in excess of 2 : 1 in most branches of manufaagunividening to as much
as 4 : 1 or even 5:1 in the production of motorislels and radio$’

What is more surprising, from our early twenty{ficentury perspec-
tive, is Germany's marked inferiority relative taitBin. According to
Clark, Britain not only had a higher per capitaome than Germany;
he believed that despite the much smaller sizehefBritish population,
the British economy was still somewhat larger thhat of Germany.
This conclusion has been modified by more receltutations. We now
believe that the German economy in the 1930s waghtl§l larger.
However, the claim that per capita incomes in Gegmwere substan-
tially lower than in Britain has proved robust. Hdifference was clearly
not attributable to any qualitative difference Ire tproductivity of British
and German manufacturifgy.In virtually every industrial sector, Ger-
man and British firms were closely matched. Whaagded Germany
down was its large and highly inefficient agricu#t sector and the
substantial tail of small shops and workshops ia thaft and service
sectors. In the 1930s productivity per head in Gernagriculture was
only half that in German industry, at a time wheorenthan 9 million
people were still employed in farmiry.

Of course, ordinary Germans would not have beeruanted with
the latest statistical estimates. But Clark's #gumerely confirmed the
common sense of the time. In the 1890s and 1900%Wiine Germany
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had cheered itself with the belief that it was dipicatching up with
Britain.® Though this was clearly good news, it also carméth it an
acknowledgement of Germany's relative backwardnesshe aftermath
of World War |, hyperinflation and the impositiorf a punitive repar-
ations regime, it was merely common sense that @eylm economic
development had been thrown back by decades. Bowas this convic-
tion that statistical evidence to the contrary vgaeeted with howls of
anger and disbeliéf. It was widely believed that British workers enjdye
a higher standard of living than their German ceypdrts, a fact to
which many attributed the chronic underemploymeiBadtish industry
in the 1920s. The remarkable affluence of the &ritmiddle classes in
the inter-war period had no counterpart in Germalyded to this, the
impression of British economic power was multiplieg its Imperial
possessions. To Germans it seemed that Britaintla@dother colonial
powers, along with America, exercised a strangkkholer the raw
materials of the world® Though Germany, of course, had its own
corporate giants, it was the multinationals of iy of London, the
oil frms and rubber corporations that epitomizétk tuncanny global
influence of modern capitalism. Given Germany'sitms today as one
of the richest and most economically powerful caestin the world,
this deeply ingrained sense of inferiority is haod comprehend. But
without it, it is impossible to understand the sen$ beleaguered poverty
that afflicted German public debate throughout theer-war period.
And it is against this backdrop that we must vievtldds material
aspirations for the Volksgemeinschatft.

If we are to engage with the everyday lives of wady Germans,
we need to descend from the abstract heights ofpacative national
accounting. In the 1930s hourly wages for the nigjamf Germans were
counted not in Reichsmarks, let alone PPP-adjudtdidrs of 1990, but
in Pfennigs. Only the most highly paid workers sashskilled machinists
or typesetters earned more than one Reichsmarkhgar. At the other
end of the scale, the lowest-paid male workersawrsills and textile
factories were on hourly rates of 59 PfenrigsUnskilled women
workers in textiles or the food industries couldpest no more than
42-5 Pfennigs. In 1936, with the German economyultemployment,
14.5 million people, 62 per cent of all German taygrs, reported
annual incomes of less than 1,500 Reichsmarks,egponding to
weekly earnings of just over 30 Reichsmarks andlfigates of about
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60 Pfennigs® A further 21 per cent, or 5 million white-colland blue-

collar workers, reported annual incomes of betwdes00 and 2,400
Reichsmarks (weekly earnings of between 30 and ®@chRmarks).

Only 17 per cent of all taxpayers recorded incom&snore than 2,400
Reichsmarks, or 50 Reichsmarks per week. This iec@yramid was
sharply divided by class and gender. Male blueacolorkers on average
took home 1,761 Reichsmarks in 1936, whilst worlélass women
earned only 952 Reichsmarks. The average whiteicathale earned
3,000 Reichsmarks, almost twice the figure for famale counterpart.
Moving from the incomes of individuals to combinkdusehold incomes
is tricky. However, the figures quoted give somdigation of the poss-
ible range of variation. A blue-collar householdthwa man and woman
both in employment would be lucky to achieve a comth income of
much more than 2,700 Reichsmarks per annum. A vdoilar house-

hold, by contrast, could push its combined incorheva 4,000 Reichs-
marks, by combining an average male salary witheeosd income,
perhaps from an unmarried daughter.

The true significance of these modest figures besoapparent when
they are compared with the prices paid by Germausétaolds for basic
needs™ A 1 kilogram loaf of brown bread in the 1930s cB8%tPfennigs,
the equivalent of half an hour's work for many Ipaid German
workers. Potatoes were the staple diet of the Germwarking class.
Five kilos could be bought for only 50 Pfennigs.kflogram of bacon
cost half a day's work at 2 Reichsmarks and 14 ritfsn Butter was
extraordinarily expensive. In 1936 the price pdp lof butter stood at
3 Reichsmarks and 10 Pfennigs. A 250-gram lump wifeb cost more
than an hour's wage. The phrase 'crying over ggllt' takes on a new
significance when we appreciate that a litre of fhrecious fluid cost
23 Pfennigs. Eggs at 1.44 Reichsmarks per dozem \wardly cheap.
And even beer, retailing at 88 Pfennigs per litngs a considerable
drain on the working-class food budget. Not suipgly, the majority
of Germans lived on a modest and monotonous dietoreld and
jam, potatoes, cabbage and pork, washed down witerwand small
amounts of milk and beer. Hence the derogatory t#raut’, popular
both in France and Britain. Germans were also alvidkers of coffee
and coffee substitutes, consuming a total of alntodtilos per annum.
And they were steady smokers, consuming two citgggber head per
day. At only 3 Pfennigs apiece, cigarettes wenexarly even the poorest
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could afford. All in all, expenditure on food, dkinand tobacco
accounted in working-class households for betwegradd 50 per cent
of average household budgétsRent accounted for another 12 per cent,
implying average housing expenses for German wgrklass house-
holds of only 24 Reichsmarks per month. A furthepé&s cent went on
utility bills. That left a monthly total of only 6@Reichsmarks for a
household of four people for all other forms of emgiture, on clothing,
household equipment, transport, health care, inseraand social and
educational expenditure. A pair of men's shoes &vardst 10 Reichs-
marks. Having them resoled cost 4 Reichsmarks.d@hils shoes were
not to be had for much less than 6 Reichsmarksd#iy wage for most
workers. If the man of the house needed a new thist consumed
virtually the family's entire disposable income.

Clearly, in Hitler's Germany only a small minoriof the population
lived in circumstances which we today would deseris comfortablé®
And this was further confirmed by international quarative study. In
1929, the Ford Motor Company commissioned an inyason of the
wages that would be required in each of its fourtBeiropean locations
to enable its workers there to match the standértiving of those on
the lowest rung of the Dearborn wage séal@éhe inquiry was carried
out by the International Labour Office in Genevahwfinancial assist-
ance from the United States and yielded a startimpression of the
gap that divided America from Europe. Perhaps noprssingly, in a
comparison of the spacious Midwest with crowdedogaan cities the
gap was most stark in relation to housing. Evenwest paid workers
in Detroit took for granted an apartment of foudaa half rooms. This
caused the investigators in Frankfurt and Berlimsoembarrassment
since such spacious accommodation was 'not usoafiypied by work-
ing men'. Annual rent for a basic four-and-a-halhin apartment would
come to at least 1,020 Reichsmarks. If it were joiey with the facilities
taken for granted in the United States, such asra@m bathroom and
kitchen, indoor toilet and running water, the remight be as much as
1,380 Reichsmarks. That was roughly four times dnmeount that the
equivalent working-class family in Germany actuadigent on housing.
In total, to have matched the standard of living étroit in either
Frankfurt or Berlin in the early 1930s would hawuired an income
of between 5,380 and 6,055 Reichsmarks, sums tleaé Wweyond the
wildest dreams of the majority of the German worké&
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To anyone with a conventional training in moderroremmics, the
solution to Germany's problems is obvious. To esdéprelative poverty
what Germany needed was broad-based economic grovitlen by
technological change and the accumulation of bdtysigcal and human
capital. This would enable increased labour prdditigt better wages
and lower prices for high-quality goods, permittiaggeneral increase
in the standard of living. On the basis of Germsiigng-run growth
trend, to put it at its most mechanistic, Germangsw2.5-30 years
behind the United States. And there were certairdices inside and
outside the Third Reich that took this kind of agamh?® By the 1920s
the discourses of 'productivism' and 'rational@atiwere already well
established® German industry, once it had recovered from theession
and once labour markets began to tighten in the-I8&Ds, engaged
actively in rationalization and investment in neapital equipment. By
the early 1940s, as we shall see, German indus&ty lenefiting from
an investment boom like no other in its history.eTNazi regime also
paid concerted attention to its ‘human capital' prismements to the
system of industrial training had been discusséensively in the 1920s.
And from 1933 onwards apprenticeships and on-tbetjaining were
given massive state support. Amongst other req@rgsn an entirely
new workforce of skilled metalworkers had to beatee for the factories
serving the Luftwaffe. In line with its rhetoricedvalorization of German
labour, the Third Reich established the norm thare German youth
should aspire, at the very least, to the status s&mi-skilled workef’
And these were not mere words. In 1939 only 30,088le school
leavers entered the workforce as unskilled labsureaas compared
to 200,000 in 1934. For many working-class famjlitse 1930s and
1940s were a period of real social mobility, not the sense of an
ascent into the middle class, but within the blaBac skill hierarchy,
prompting one author to speak of the 'deprolet@#ion’ of the
German working clas¥.

But whilst the Third Reich did not reject produgdim and rationaliz-
ation, one cannot grasp the specificity of Naznkinig about economics
if one focuses on this aspect alone. Nor indeed ara understand the
broader intellectual milieu of the inter-war peridd cannot be stressed
too strongly, that in the early 1930s Germany labkeack on almost
twenty years in which economic decline and inségumassively out-
weighed the experience of prosperity and econodwarcement. Over
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the previous decade, international economic integrahad brought
crisis. Investment had led to bankruptcy. Hundredsthousands of
young people who had embarked optimistically onrapjceships and
university degrees found themselves stranded impleyment. In light
of this experience, one did not have to be a radight-wing ideologue
or paranoid anti-Semite to doubt the efficacy of fiberal doctrine of
progres$’ Germans had always worked hard. They had saved and
invested diligently. Their industrial technology svasecond to none,
certainly in Europe. Yet Germany was not a richrtou In light of this
experience, what reason was there to believe tlm&ny could soon
return to the path of steady progress that it hpdeared to be on in
the happy years before 1914? Nor did professioman@mists offer
much comfort’ There were those of course who held fast to therai
optimism of the nineteenth century. However, in t®30s they were
by no means the loudest voices. Those economis@emmany who did
think about issues of long-term economic growthd&zhto agree with
Rosa Luxemburg in arguing that the search for itréhlsexpansion
would lead to ever more fierce competition for etpmarkets, a rivalry
which provided both Stresemann and Hitler with thpirime expla-
nations for the disaster of World War'l.The advocates of the 'new
economics' in the 1930s were no more optimistic.nt@oy to the
post-war popularization of his work, the Keynestbh& 1930s was no
apostle of growth. Keynes's General Theory of 18B6wed ways in
which economies stuck in deflationary depressioosict be helped to
recover by government fiscal policy. It was not agic formula for
economic growth. Indeed, Keynes and many of hiditepacolytes in the
United States were sceptical about the possibditysustained long-run
economic expansiof.

This backdrop is essential if we are to understhlitter's refusal to
accept the liberal gospel of economic progress.n&euic growth could
not be taken for granted and Hitler was by no mehaasonly person to
say so. As we have seen, the doctrine of econoiféicak a field of
struggle was already fully formed in Mein Kampf ahiitler's 'Second
Book'. And this Darwinian outlook was only encouwrdgby the sub-
sequent Depression. Given the density of Germapygpulation and
Hitler's insistence on the inevitability of confliarising from export-led
growth, the conquest of new Lebensraum was ceytaine means of
raising Germany's per capita income level. Hiteuld hardly have been
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Figure 7. Forty-two years of German economic pregjgs seen from
1933 (national income per capita, 1913 = 100)

more emphatic or consistent in his advocacy of pluisition. As we have
seen, he made a point of reiterating this beliethi@ very first days of
his new government in 1933. An aggressive foreigiicp based on
military strength was the only real foundation afoBomic prosperity.
In the short term, however, there were specificitipal interventions
that could be made to remedy the damage done t&émean standard
of living by years of prejudice and neglect. Hitiend his acolytes were
firmly convinced that the development of the Gernséandard of living
had been held back since 1918 by an unholy allidocmed between
selfish bourgeois liberals and primitivist socie§ This conspiracy of
low expectations had benefited only the German dpmisie, whilst
robbing the majority of the German population o flall benefits of the
new technologies of mass-production. Ford had Imed entrepreneurial
vision to break with the past and to turn what lwede been a luxury
product into a popular commodity. In Germany, whats required to
break the deadlock was an act of decisive politigiéil The Third Reich
made it its mission to use the authority of theesta coordinate efforts
within industry to devise standardized and simpdifversions of key 146



VOLKSGEMEINSCHAFT ON A BUDGET

consumer commodities. These would then be produtethe lowest

possible price, enabling the German populationdoieve an immediate
breakthrough to a higher standard of living. Thathegp which was

generally attached to these products was Volk: Wdksempfaenger
(radio), Volkswohnung (apartments), Volkswagen, Ré&lehlschrank
(refrigerator), Volkstraktor (tractoff. This list contains only those
products that enjoyed the official backing of onmenwore agencies in the
Third Reich. Private producers, however, had lompreciated that
the term 'Volk' had good marketing potential, aryt too, joined

the bandwagon. Amongst the various products thegetb were Volks-

gramophone (people's gramophone), Volksmotorraedgreople's

motorbikes) and Volksnaehmaschinen (people's sewmaghines). In

fact, by 1933 the use of the term 'Volk' had becawenflationary that

the newly established German advertising councs feaced to ban the
unlicensed use of the term.

As we shall see, the majority of the Volksproduktet with failure.
And given the general lack of purchasing power ierr@any it is not
hard to see why. However, we should not be tooyhiastlismissing this
effort simply as an outgrowth of the irrationalio§ Hitler's regime” If
we are to do justice to the Third Reich we muskgeeunderstand it in
its own terms. We cannot hope to do so if we dtarh today's concep-
tion of economic progress as one of broad basedeaadtually limitless
expansion. Knowing what we do about Germany's emimalevelop-
ment after 1945, we can plausibly argue for thetinaity and irresist-
ible momentum of long-run economic growth. But wsétyould that have
been a plausible vision to Germans in 1933? Gitan decisive political
intervention was widely credited with bringing aboa spectacular
recovery in employment, why should it not have te@me dramatic
effect on consumption?

The first Volksprodukt announced by Hitler's regjntiee people's radio,
was both the most transparently politically motadhtand also by far
the most successful. As we have seen, Hitler masidiret radio address
as Chancellor on 1 February 1933 within days ofnkpower. At that
point, however, there were only 4.3 million licedsadio receivers in
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Germany for a population of 66 million. Only a quesr of German
households could hear the Fuehrer sp@alk. radio was to fulfil its
promise as a propaganda tool, this clearly had hange. The chief
obstacle to the wider diffusion of radios was thgiice. The cheapest
radios on the market in the early 1930s were praedver 100 Reichs-
marks, which in light of the income figures we hgust discussed was
clearly excessive. If radio was ever to reach tressmof the population,
something had to be done to design and produceeapeh receiver. In
May 1933 the Propaganda Ministry took the initiatily coming to an
agreement with a group of radio manufacturers tshpthrough the
large-scale production of a new standard rddithis was to be cheaper
than any radio previously on the market, but woble of sufficient
quality to enable listeners to receive regionalioastations as well as
high-powered national transmissions. To secure akehaniche, the
members of the radio cartel agreed to offer no aditgy products in
this price range. The set was proudly entitled getkpfaenger (VE) 301
after the date of Hitler's appointment as Chancg|89 January 1933).
It was priced at only 76 Reichsmarks. Clearly, floe average German
household purchasing a VE 301 was still a serimential commitment.
So to increase the attractiveness of the sets dewuof utility companies
offered part-payment deals whereby a customer caaljuire a set for
an initial payment of as little as 7.25 Reichsmarkdowed by eighteen
monthly instalments of 4.40 ReichsmarksGoebbels launched the VE
301 at the radio exhibition in Berlin in August B3Reportedly, the
entire initial consignment was sold by the end d first day. A huge
additional order was placed immediately, with mattean 650,000
Volksempfaenger being sold in the next twelve men#imd a further
852,000 in 1934-8° Radios became one of the genuine boom industries
of the 1930s, stimulating not only electronics prctibn, but also the
manufacture of Bakelite and wood cases. By 1935 rdwio industry
was showing all the symptoms of a speculative ribBlroduction had
outrun demand, inventories had risen to unhealduels and three of
the smaller producers, including Seibt, whose cliesigner had been
responsible for the Volksempfaenger, went into itigtion’® There-
after, with leadership from Telefunken, the dominproducer, progress
was more steady and by 1937 economies of scale wgrhk that the
price for the standard VE 301 could be reduced dolille as 59
Reichsmarks. By 1938, the penetration of radidkénbig cities of
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Germany had reached 70 per cent. In the country$idevever, radios
remained a luxury. And Germany's relative povertgswstill starkly
evident from the comparative statistics. In theosechalf of 1938 only
half of German families afforded themselves a radie compared to
68 per cent in Britain and 84 per cent in the Uhitates! A year later
a major breakthrough was achieved with the intrtidac of a new
entry-level model, the Deutscher KleinempfaengeKER priced at as
little as 35 Reichsmarks. Colloquially known as éBbels' gob' (‘Goeb-
bels Schnautze'), the DKE could claim credit forvihg brought radio
within the reach of virtually every German familfx. million were sold
in twelve months and business was buoyant evemgluhie war. In the
eight years between 1934 and 1942 radio penetrationGermany
almost doubled. On the other hand it would be naiveattribute this
simply to the Volksempfaenger programme. It did estape notice that
outside Germany, for the same price as the utditaivolksempfaenger
one could buy a far superior superhet. receiveAoferican manufac-
ture®® The Volksempfaenger, by contrast, was completelgompetitive
on world markets with only tiny numbers finding leug abroad. It is
entirely conceivable, therefore, that in a Germénaed from the corset
of Schacht's exchange controls and open to the biefiefits of inter-
national trade, the diffusion of radios might h&x@en even more rapid.
Nevertheless, the association of the Volksempfaengi¢gh the radio
boom made it the model for subsequent Volk products

For Hitler, there can be no doubt, the car wasdreat symbol of a
modern consumer lifestyf@ But in the early 1930s the car was still a
luxury reserved for a tiny minority of the Germaapplation®® In 1932
there were only 486,001 licensed cars in all of @ary. In Berlin, a
city of 4 million inhabitants, there were fewer th&1,000 cars. By
comparison, Berlin's streets today are crowded with million auto-
mobiles. If one imagines a modern city street with out of every 30
cars removed from the scene, one gets an impresdidrow exclusive
motor vehicles were in Nazi GermafiyPlaced in relation to the number
of households, there was one car for every 37 Hmide in 1933. This,
however, is misleading since it conveys the fatspression that cars in
1930s Germany were primarily objects of househatthsamption. In
fact, only a tiny minority of licensed vehicles weprimarily for personal
use. The overwhelming majority of cars in Hitle@grmany were owned
for business purposes.
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Even before the announcement of the VolkswagenleHinade no
secret of his desire to see car ownership multpliditler was the first
Chancellor of Germany to open the International ddshow in Berlin
and he made time for this appearance even durimdréimtic campaigning
of February 1933. The significance he attached atorization was made
clear by his declaration that 'If one formerly atfged to measure the
standard of living of a population by the numberkiddmetres of railway
line, in future one will apply the kilometres ofams suitable for motor
traffic’.*® As Hitler was fully aware, Germany in 1933 did me¢asure up
to this standard. In 1933 only 25 per cent of Gewylsamajor roads had
hardened surfaces suitable for high-volume motifitr To remedy this
deficit, the autobahn project was announced insthmer and by early
1934 responsibility for national road constructiand repair had been
consolidated in the hands of Fritz Todt. In Aprd3B, the regime also
announced the elimination of car tax on all newbgured vehicles.
Prior to 1933 these taxes were amongst the higine&urope and at
least ten times higher than those prevailing in @verage State in the
United Stated’ Not surprisingly, the result was a considerablegetin
car production and ownership. From a total of 4886,0n 1932 the
number of registered cars more than doubled tohrda271 million by
1938. As these figures suggest, however, the eigrans motorization
had clear limits. Germany in the late 1930s wal atsociety in which
car ownership was the preserve of a small minority.

Compared to average family incomes, cars were gingad expensive.
In 1938 a comprehensive study by the Institut fikenjunkturforschung
found that the minimum cost of purchasing a car awmdning it for
10,000 kilometres per year was 67.65 Reichsmarks rpenth?® A
working-class family of four on an income of 2,38&ichsmarks per
annum would have found that, after allowing for dpchousing and
utility bills, running a car consumed their enticdisposable income.
According to the Reich Statistical Office, the ambuhat such an
‘average' family actually spent on transport in thal-1930s was 27
Reichsmarks per annum, allowing for fares on pulit@ensport and
maintenance costs for bicycles. This was one-gtitiof the outlay
required for even the most inexpensive car. Thditli's study also
revealed the two principal obstacles to cheaperomiavel. The capital
cost of purchasing the vehicle accounted for 3B%oper cent of the
monthly cost. The price of petrol was the othermfactor.

150



VOLKSGEMEINSCHAFT ON A BUDGET

By the late 1930s the price of a litre of petroltire Third Reich stood
at 39 Pfennigs (roughly $1.70 in dollars of 1998).this price, a family
outing of 160 kilometres in a fuel-efficient carstan entire day's work
for the average German work&8rOnly a small fraction of this exorbitant
price, however, was due to the market price for @iroughout the
1930s, given the worldwide glut of oil, the pricé @ litre of petrol in
the Gulf of Mexico varied between 2 and 3 Pfennaysund 10 per cent
of the price charged to German motorists. Allowiiog shipping, petrol
could be had at Hamburg port for as little as 5Pf@nnigs per litre.
The costs of distribution and marketing added asmot8 Pfennigs. The
cost price for petrol, in other words, was probablpund 20 Pfennigs
per litre, the price paid by consumers in the UhitStates® What
determined the actual cost of petrol in the ThirgicR was politics. In
this respect the Third Reich was no different frthhe Weimar Republic
or most European societies today. And this mustbbme in mind in
any serious analysis of Nazi policy towards motatitm. Taxes and the
legal requirement to add domestically produced tadtodoubled the
price of petrol. If promoting motorization had be#re chief priority of
Hitler's regime, it could have cut the operatingtctor a small family
car by as much as 15 per cent, by forgoing thesestarhis, however,
was an impossibility. IG Farben had won its arguimeédf far greater
strategic importance to Hitler's regime than poputstorization were
the problems of the balance of payments and thateablproject of fuel
autarchy, which required that the price of petmlGermany be raised
to far in excess of world market levels. In the A93he cost of petrol
produced at IG Farben's Leuna plant was 15-17 Rfenper litre,
implying a price of at least 30 Pfennigs per lie the petrol pump.
A tax on imported fuel was therefore indispensatesustaining the
momentum of the synthetic fuel programme. But, as gressure on the
Reich's finances mounted in the course of the 193(is strategic
imperative was combined with the more obvious neefishe Reich
Finance Ministry. Taxes on imported oil were a #igant source of
revenue, bringing in 421 million Reichsmarks in &9& third of the
total customs revenue of the German state. AndpfdSecember 1936,
as pressure on the Reich's finances mounted, eweestically produced
fuel was subject to a tax of at least 4 Pfennigdipe.

It was the non-negotiability of fuel tax that fodcéhe advocates of
mass-motoarization in Hitler's regime to focus wétlen greater intensity
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on the cost of the car itself. The industry that tdeveloped to serve
Germany's cramped car market was far from the damirindustrial
force which the German motor vehicle industry wasbecome in the
later twentieth century A multitude of small, high-cost producers was
sustained by hefty tariffs levied on imported védsc Though Fordism
was widely discussed in management circles, thdl sia@ of Germany's
producers meant that most of them were able toemehfew if any
economies of scale. The major exception to thie muhs Opel, which
since 1929 had been wholly owned by General Mottnanically, it
was not Ford, but Ford's great rival that introducEordist mass-
production to German metalworkiig.And the substantial increase in
car ownership over which Hitler's regime presiddteral933 was in
large part driven by investment decisions taken ®W in Detroit.
Exploiting the efficiency of its state-of-the-artamufacturing plant in
Ruesselsheim, it was Opel that took the lead imothicing a new
generation of small family saloons, offering a goodmpromise of
performance, reliability and comfort. And it was €ghat took the lead
on costs, driving down the price of its P4 modethe headline-grabbing
figure of only 1,450 Reichsmarks from the factorgtey In 1936, cars
in the sub-1.5 litre class accounted for 70 pert ag@nthe new regis-
trations in Hitler's Germany, and, of the 150,0@0scsold in this class,
almost half were made by GM's German affiliate. Eapel, however,
1,450 Reichsmarks was the sticking point. And siatehis price cars
were unaffordable to more than a small minoritytleéd German popu-
lation, it was hard to see, in the mid-1930s, hbes German car industry
could soon break into a truly mass market. The detmpmotorization
of German society would have to wait for economiovgh to take its
course, allowing a gradual diffusion of ever-greapeirchasing power
to ever-wider groups in the community.

Hitler, however, was impatient. On 7 March 1934, the occasion
of the second International Motor Show of the ThReich in Berlin,
he seized the opportunity not only to announce rih&onal fuel pro-
gramme, but also to declare his intention of laimgha people's car.
What Hitler had specifically in mind was a familgleon of 30 horse-
power, capable of carrying four people in moderedenfort, priced at
the extraordinarily low figure of only 1,000 Reicharks. Not surpris-
ingly, the media reacted excitedly to this bold npmject. The motor
vehicle industry, however, was far less enthusia&iven the current
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state of manufacturing technology and the costagf materials, no one
could see how it would be possible to produce apqasdte vehicle for
less than 1,000 Reichsmarks. Nor was it clear hbev Reich would
afford the necessary petrol and rubber for massization, given its
chronic balance of payments problems. Nevertheiastight of the huge
excitement in the press, Daimler-Benz and Auto drfielt compelled at
least to open negotiations on the Volkswagen ptojébe two main
German-owned producers feared that otherwise thenee might resort
to compulsion, or even that a deal might be stnitk Detroit. Daimler-

Benz and Auto Union therefore agreed with the Awsdmmn of the

German Motor Car Industry to jointly fund a resdaream, headed
by Ferdinand Porsche, to explore the possibility noéeting Hitler's
demands.

Porsche was undoubtedly an inspired engineer ancerfjeyed an
excellent relationship with Hitler based on thefraed enthusiasm for
motor sport. But what particularly recommended Bloesto the car
industry was the fact that he appeared to agrele thiir basic attitude
towards the Volkswagen project. To expect to predac high-quality
family car for less than 1,200 Reichsmarks was kimprealistic. Indus-
try gambled that Porsche was the man to persuatlier l8f this inescap-
able economic limit. The car-makers, however, uesttmated both
Hitler's bloody-minded determination and the rutkleess of Porsche's
ambition. Rather than backing away from the Volkgem Hitler
renewed his commitment in his opening speech at Ittiernational
Motor Show in February 1935. Later in the year Plesbegan road-
testing the first Beetle prototype. Predictably,wheer, Porsche had
failed to solve the problem of cost. In confidehtirrespondence he
put the price tag for the VW at between 1,400 amtb@ Reichsmarks,
no cheaper, in other words, than Opel's latestriaffe Porsche, how-
ever, was not to be put off so easily. With worlogressing fast on the
prototypes and Opel adding pressure by announcingeva round of
price cuts for its entry-level models, he beganntague actively against
his employers in the motor vehicle industry. In Wy 1936 Porsche
invited Hitler to the first official trial run ofite VW Beetle, without even
notifying the Automobile Association. When the Asisdion responded
with a report that criticized Porsche's design asealed the fact that
it was currently priced at 1,600 Reichsmarks pert Ehtler vented his
fury not on Porsche but on the industry in a spdectelivered at

153



THE WAGES OF DESTRUCTION

the opening of the International Motor Show in kelry 1936. After

reiterating his belief that only technical geniusuld lead the way to
mass-mobilization, Hitler turned on the German dadustry. He

accused them of having unconsciously succumbedntelitist view of

the motor car as a costly luxury good. It was simpbt acceptable that
Germany, with half the population of America, shibiilave one-fiftieth

as many motor vehicles. No one should doubt therd®bation of the
National Socialist government to bring the VW pmjéo a successful
conclusior®® As Hitler had assured Porsche, if necessary the priject

would be pushed through by decree even againstesistance of the
industry. The price target would be met by imposangompulsory cut
in the price that Porsche paid for his steel anchatium.

In July 1936, the project began to slip definitivelut of the hands of
German industry. After a successful demonstrationttee Obersalzberg
on 11 July 1936 Hitler decided that Porsche's cas wo be built,
not in any of the existing car factories in Germamyt in a new
special-purpose plant. Hitler claimed that this Idobe constructed
for 80-90 million Reichsmarks. The factory was tavé a capacity of
300,000 cars per annum and deliveries were to begitime for the
International Motor Show in early 1938. Faced witte impossibility
of meeting the 1,000 Reichsmarks target on commieterms, it seems
that Germany's private car industry was on the whobntent to see
Porsche and his troublesome project transferreth¢ostate sector. As
a commercial project the VW was not viable. A fagtduilt through
the compulsory conscription of private businessingl Brabag lines,
would damage the entire industry. Far better to psblic funds, or
rather the funds of the German Labour Front (DAFhis suggestion
seems to have come from Franz Joseph Popp, thedowf BMW,
who also sat on the supervisory board at DaimlerzB&opp suggested
that the DAF should take on the Volkswagen as afargprofit project.
Non-profit status would qualify the factory for tasoncessions that
would help to cut the final price of the car. Mdmeportantly, from the
point of view of industry, it would allow the satd Volkswagens to be
limited exclusively to the blue-collar membership the DAF, thus
reserving the profitable middle-class car markettf@ private manufac-
turers. The leadership of the DAF jumped at thenchaAs Robert Ley,
the leader of the DAF, later put it, the party i83Z took over where
private industry on account of its 'short sightesnenalevolence, profi-
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teering and stupidity’ had ‘completely faildd'ln May 1937, with
payments to Porsche and his design team totalliBgniillion Reichs-
marks, the industry cut its losses and ended isocation with the
VW project. On 28 May 1937 Porsche and his assexidbunded
the Gesellschaft zur Vorbereitung des Deutschenks¥adgens mbH
(Gezuvor). A year later, construction began on &lm's factory at
Fallersleben in central Germany. In October 193®ng with Fritz
Todt and the aircraft designers Willy Messerschraitd Ernst Heinkel,
Porsche was awarded Hitler's alternative to theeNétrize, the German
National Prize.

The basic question, however, remained unsolved. Hwowld the
Volkswagen be produced at a price affordable to rtegority of Ger-
mans? The DAF claimed that the Volkswagen was mowea promoted
in conformity with Nazi ideology as a tool of sdcigolicy rather than
profit. However, it too lacked any coherent systéon financing the
project. From the outset it was clear that the tehpmiosts of building
the plant would never be paid off by the sale ofscpriced at 990
Reichsmarks per vehicle. The construction of thenplould therefore
have to be financed through other than commerciadms. The DAF,
which had inherited the substantial business ojpetof Germany's
trade unions, had assets in 1937 estimated to beuak as 500 million
Reichsmarks. It also commanded a huge annual flbveontributions
from its 20 million members. However, the demanfilanstructing the
VW plant were enormous. Rather than the 80-90 omillReichsmarks
originally mooted by Hitler, Porsche's planning namvisioned the
construction of the largest motor vehicle factonythe world. The first
phase, to reach a capacity of 450,000 cars permanmas costed at
2.00 million Reichsmarks. In its third and final gde the plant was to
reach an annual output of 1.5 million cars, enotmlout-produce even
Henry Ford's River Rouge facility. Investment omsthcale placed huge
demands on the DAF. The initial tranche of 50 milliReichsmarks to
start work on the factory could only be raised byira sale of office
buildings and other trade union assets seized dftay Day 1933.
Another 100 million were raised by over-committitige funds of the
DAF's house bank and the DAF's insurance socidte dars themselves
were to be paid for by the so-called 'VW savingesoh'. Rather than
providing its customers with loans to purchase rthears, the DAF
conscripted the savings of future Volkswagen owners
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To purchase a Volkswagen, customers were requiradakke a weekly
deposit of at least 5 Reichsmarks into a DAF actam which they
received no interest. Once the account balanceréached 750 Reichs-
marks, the customer was entitled to delivery of W.VThe DAF mean-
while achieved an interest saving of 130 Reichsmaper car. In
addition, purchasers of the VW were required toetalut a two-year
insurance contract priced at 200 Reichsmarks. TWé $avings contract
was non-transferable, except in case of death, witddrawal from
the contract normally meant the forfeit of the emtisum deposited.
Remarkably, 270,000 people signed up to these adstrby the end of
1939 and by the end of the war the number of VWesawhad risen to
340,000. In total, the DAF netted 275 million Reinftarks in deposits.
But not a single Volkswagen was ever delivered twvdian customer in
the Third Reich. After 1939, the entire output waserved for official
uses of various kinds. Most of Porsche's half-fiat factory was turned
over to military production. The 275 million Reicharks deposited by
the VW savers were lost in the post-war inflatigkfter a long legal
battle, VW's first customers received partial congaion only in the
1960s. But even if the war had not intervened, hbgreents up to
1939 made clear that the entire conception of pe®ple's car' was a
disastrous flop. To come even remotely close toiemahy the fabled
target of 990 Reichsmarks per car, the enormous pMht had to
produce vehicles at the rate of at least 450,000apaum. This, how-
ever, was more than twice the entire current outfuthe German car
industry and was vastly in excess of all the custemnder contract by
the end of 1939. Assuming a production of 'only0,2B0 vehicles per
annum - which was significantly more than the Gernmaarket could
bear - the average cost per car was in excess 0ff0 2Reichsmarks,
resulting in a loss of more than 1,000 Reichsmawscar at the official
price. Furthermore, even priced at 990 ReichsmérksVW was out of
reach of the vast majority of Germans. A surveythe 300,000 people
saving towards a VW in 1942 revealed that on awerdy/ savers had
an annual income of c. 4,000 Reichsmarks, plachgmt comfortably
in the top tier of the German income distributid@lue-collar workers,
the true target of Volksgemeinschaft rhetoric, acted for no more
than 5 per cent of VW's prospective customers.
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The Volksempfaenger and the Volkswagen were botkiralde con-

sumer goods and attractive symbols of modernityt tBay were strictly

items of discretionary expenditure. They impactedy omarginally on

the day-to-day material preoccupations of the wasjority of Germans.
These centred around food, clothing and housinge Tastrictions

imposed on the German textile and clothing industey have discussed
in previous chapters; suffice to say that clothimgs a key area of the
consumer's budget, which increased very substbntial price after

1933. The issue of food will be addressed in cotimeavith agriculture

in the next chapter. Housing, however, deservesciapeattention,

because it was a field of policy that went to tleeyvheart of the kind of
Volksgemeinschaft that National Socialism wantedcteate. And unlike
cars and radios, housing was an issue on whichGerynan government
had to take a stand. It was a field of consumptibat had become
progressively more and more politicized since tegimning of the cen-
tury and it was to prove utterly unamenable to king of quick fix.

The most common way of describing the housing sdnain Ger-
many in the inter-war period was one of 'housingrgtye’. Rival interest
groups competed to define this deficit, with estesavarying between
1 and 2 million apartments depending on the autifothe estimaté®
The concept of shortage, however, is a problematie. In a 'free’,
self-equilibrating market there are no shortages. excess of demand
over supply would tend to drive up the price, résglin a reduction in
effective demand and an increase in supply, elitingathe deficit. The
symptoms of shortage in the housing market of imter Germany
were, therefore, first and foremost a reflectiontloé 'distortions’ intro-
duced by the imposition of rent controls after &rel of World War P’
These controls had been necessary during the ionfty period to
prevent an epidemic of evictions and mass homedsssrn this respect
they were highly effective. Rent controls were mfethe key elements
of the Weimar welfare state. They were not, howgeweithout cost.
With rents fixed for the majority of the housingosk at levels which
in real terms were substantially below those ptangiin 1913, the
construction of new apartments became extremelyttractve to
private investors. The Weimar authorities attempeealleviate the
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situation through a large-scale programme of plplgubsidized con-
struction. This was funded by a tax levied on ownaf existing property
- the Hauszinssteuer - which was justified by thmdfall they had
received when their mortgages were wiped out by Hyeerinflation®®
This public funding undoubtedly made a consideratdatribution to
the housing stock. And the new estates often irmratpd a pleasing
version of modernist design. However, they werewlfy indirect benefit
to the mass of the population since, given prawgilconstruction costs,
the minimum monthly rent even allowing for subsidas 40 Reichs-
marks per month, greatly in excess of the sums thatking-class
families considered affordable. Meanwhile, a natime census con-
ducted at the height of Weimar's public construttidoom revealed
symptoms, if not of housing shortage, then of sexibiousing poverty.
In 1927, in the cities of Germany, as many as anesix apartments
accommodated lodgers and sub-tenants along witin grenary occu-
pants. And these lodgers included at least 377fa@tlies of three or
more people, who lived as sub-tenants in other |p&so@partments. In
addition, the statisticians estimated that thererewat least three-
quarters of a million apartments in Germany thatlifjed as over-
crowded. Hundreds of thousands of working-classilfasnwere forced
to share, two or more to a room. Many huddled mt@- or two-room
apartments with neither bathroom nor separate éitchContemporary
accounts describe families living in windy attiasdadamp cellars. When
mass unemployment threw thousands into homelessnaskeshift
squatter camps housing tens of thousands of pegpigng up on the
outskirts of Germany's major cities.

The Depression fatally undercut Weimar's systempoblicly sub-
sidized construction. As tax revenue plunged angkediture on welfare
increased, the flow of public funds towards new stnrction collapsed.
From a peak of 1.34 billion in 1928 the public ddigsto housing
fell to as little as 150 million Reichsmarks in P93vith devastating
consequences for the building tradedn Berlin, a city of more than
4 million people, construction was begun in the ki months of 1931
on only 2,606 new apartments. In this extreme 8dna the Reich
took the extraordinary step of announcing a subdiaty the self-built
settlements of the unemployed and their families tbe margins of
Germany's cities. Each settlement was to be prdvidgith enough land
for the families to secure a high degree of sefficancy in their food
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supply® The Reich would provide a subsidized loan of 2,%0ichs-
marks towards construction, the rest would comenfitie self-help of
the settlers themselves.

Hitler's accession to power permanently ended Wesmsystem of
direct subsidy for housing construction. In the rithReich, there were
more important uses for the revenue of the Haustaner than the
funding of social housing. The deflation had gomene way towards
bringing rents back into alignment with the rest whges and prices,
improving the profitability of privately owned hang. However, any
substantial degree of construction continued ty r@h one form or
another of subsidy. The largest single allocationhbusing in Hitler's
Germany came from the work creation programmes 9821and 1933
that provided a total of 667 million Reichsmarkssabsidize the repair
and conversion of existing apartments. In additids, million Reichs-
marks were provided as a subsidy towards the agtgin of private
homes. The results of this programme were subatafiit concentrated
mainly on the conversion of existing large apartteeinto smaller and
more lettable units. In general, the housing poli¢ythe Third Reich in
its early years consisted of shifting responsipilitack towards private
sources of funding. Whereas under the Weimar Réputil.4 per cent
of all housing finance had been provided by thelipuauthorities, by
1936 this had fallen to 8 per cent. The most dffechew mechanism
of housing policy devised by Hitler's regime was fReichsbuergschatt,
a public guarantee for mortgages raised by privatelords. Though
this required the Reich to provide no funds, thdlingness of the
Reich to guarantee lenders against default helpeceduce the cost of
borrowing®*

In so far as Hitler's regime had an ideological g policy, it
consisted in the early years in accelerating thestraction of the offici-
ally sponsored settlement programme, first launcied1931. Rather
than being seen as a refuge from the industriah@oy for unemployed
workers, ex-urban settlements were now trumpetedthas future of
German housing. The Nazi ideologue Gottfried Fedehp in 1934
briefly served as the chief commissioner for setdat (Reichskommissar
fuer das Siedlungswesen), envisioned a gigantigrarome of popu-
lation redistribution to span the period up to t#80s. Ten to fifteen
million Germans were to find new homes in small tewwith fetching
names such as Hitlerburg and Goerinffefhe reality, however, was
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completely at odds with this vision. Compared te thllions spent by
the Weimar Republic on its vision of social housitgjtler's regime
provided a total of only 180 million Reichsmarks gobsidize its settle-
ment programme. Even allowing the most modest sonthfe construc-
tion of the settlements, and assuming that thdesetthemselves would
provide the bulk of the labour, this was enoughbtold only 35,000
units. These settlement homesteads were surroubgedn ample plot
of land, but they were rudimentary even by conterapo standards in
the quality of life they offered to their inhabitan The materials used
in construction were of such poor quality that om& cases mortgage
lenders considered the buildings insufficiently ahle to provide the
necessary security. The settlements provided megletricity nor run-
ning water. No sewerage connections were providedalse it was
assumed that the settlers would want to use thastewater for manur-
ing their allotment§® Perhaps not surprisingly, the uptake was far from
enthusiastic. Though the ideology of settlementtiooed to be pro-
moted by party agencies, the Third Reich clearlgdeel a new housing
policy.

Facing a continuing problem of overcrowding in tbidies, in 1935
the Reich Labour Ministry launched an alternativision of National
Socialist housing in the form of so-called Volkswohger?* Stripped
of any conception of settlement or any wider arobitiof connecting
the German population to the soil, the Volkswohramgvere to provide
no-frills urban housing for the working class, buitcording to the first
projections for as little as 3,000-3,500 Reichsreatkot running water,
central heating and a proper bathroom were alldraet as excessively
expensive. Electricity was to be provided but ofdy lighting. Each
housing unit was to be subsidized by Reich loansaofmaximum of
1,300 Reichsmarks. Rent was to be set at a levathwttid not exceed
20 per cent of the incomes of those at the bottdnthe blue-collar
hierarchy, or between 25 and 28 Reichsmarks pertmidio achieve
this low cost, however, the Volkswohnungen wereb&no larger than
34 to 42 square metres. Though this was practicalvas far from
satisfying the propagandists of Volksgemeinschélfte Goebbels Minis-
try refused to accept that accommodation of suctpoar standard
deserved the epithet 'Volkswohnung' and the DAFsied that the
minimal dimensions for a working-class apartmenbuth be 50 to 70
square metres, sufficient to allow a family to lse@mmodated in three
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or four rooms? But, as experience showed, the Labour Ministry's
costings were in fact grossly over-optimistic. B939 the permissible
cost of construction even for small Volkswohnungead had to be
raised to 6,000 Reichsmarks, driving rents to 6@tenarks per month
and thus pricing even this basic accommodation afutthe popular
rental market. The very most that working-class ifi@es were willing

to pay was 35 Reichsmarks per month. Instead of38®000 per year
that the Labour Ministry had intended, construction only 117,000
Volkswohnungen was started between 1935 and 1939.

As in the case of the Volkswagen, what Hitler'simegy could not
resolve was the contradiction between its aspinatifor the German
standard of living and the actual purchasing powrthe population.
But as in the case of the Volkswagen this did mevent the D AF from
espousing a Utopian programme of future constroéfioBy the late
1930s, the official ideal of 'people's housing' veadarge family apart-
ment of at least 74 square metres, fully electifieith three bedrooms,
one each for parents, male and female childrerth&tsame time it was
estimated that an apartment built to the DAF spmatibn would cost
in the order of 14,000 Reichsmarks, 40 per centemewen than those
constructed by the Weimar Republic. The limitatiafsGerman family
budgets, however, demanded that these generousmnapts were to be
provided to the Volksgenossen at monthly rents of more than 30
Reichsmarks. In part, the costs would simply havebé borne by the
Reich. But, as in the case of the Volkswagen, th&F Dalso hoped
that mass-production might provide the answer. B88L the DAF's
rationalization experts estimated that only 5 pentcof the content of
a normal building was made up of mass-produced oomts; in the
case of the VW it was to be 100 per cent. Withcedfit bulk production,
the DAF hoped to be able to lower the cost for gemnerous Volks-
wohnungen to as little as 7,000 Reichsm&fkés in the case of the
VW, the seductive logic of scale economies combingtth uninhibited
state subsidy would make a reality of the NatioBatialist vision of an
affluent Volksgemeinschaft.
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Clearly, by the late 1930s, the realization of tNi&tional Socialist vision
was incomplete to say the least. Measured agdiest bwn ambitions,
the Volksprodukte failed. But it is not enough tmps there. We must
follow up this conclusion by asking what meaning tiegime may have
attached to these failures. And, as soon as we fhosequestion, it is
clear that the frustration experienced with the Rgprodukte called into
guestion none of the basic ideological tenets afiddal Socialism. This
was not because the achievement of a higher stmfaliving was a
secondary objective; it was not. As Hitler repebtesfressed, raising the
German people out of their state of relative povdd a standard of
living appropriate to their status as Aryans waseatral objective of his
politics. It was simply that the limitations of Gean purchasing power
came as no surprise to Hitler and other true betevWhilst Germans
were constrained to inhabit an inadequate Lebensrhadged around
by hostile powers, egged on in their antagonismatde Germany by
the global Jewish conspiracy, it was no surprisd thermans could not
afford cars. It was no surprise that German workiagilies struggled
to pay the rent for as little as 40 square metfeghadequate housing.
The Volksprodukt projects were harbingers of a riature. But it would
be the utmost naivety to think that they could bgmselves make it
real. As Hitler himself had put it in his 'Seconad®’, if the German
state could not secure sufficient Lebensraum fer @erman people, ‘all
social hopes' were 'utopian promises without ttestleeal valué? The
real instrument for the attainment of Americanatgbnsumer affluence
was the newly assembled Wehrmacht, the instrumbrgugh which
Germany would achieve American-style living space.

It is conventional in histories of the Third Reidb counterpose
rearmament to the ‘civilian' objectives of the megias though they were
mutually exclusive alternatives, a view often summed as a choice
between 'guns or butter'. And there is an undemidhlith in this. As
we have seen, from 1934 onwards Schacht's New pMiamitized the
import of industrial raw materials ultimately destd for rearmament
over the import of raw materials required for da#il consumption. At
the same time the Reich, to pay for rearmamenhosipd off taxes and
private savings to a total of almost 60 billion &emarks. Without
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this expenditure, household consumption and privatestment could
clearly have been substantially higher. As a sharenational income,
military spending by 1938 had climbed to zo pertcemough to pay
for even the most gigantic housing programme. A&t same time, how-
ever, the formula of 'guns or butter' is misleadiddg a strategic level,
guns were ultimately viewed as a means to obtainimgre butter,
quite literally through the conquest of Denmarkarere and the rich
agricultural territories of Eastern Europe. In tesnse, rearmament was
an investment in future prosperity. But though thigy accurately
summarize the thinking of Hitler, Goering and othén the German
political-military leadership, it implies a degred insight into the ulti-
mate purposes of rearmament that was surely noedHay the average
German in the 19308.This, however, begs the question of what rearma-
ment did mean to Germans in the 1930s. Is it reddiiit to see rearma-
ment simply as a drag on the standard of livingoae more obstacle
to the realization of dreams of mass-consumptiom?m@ht it in fact
be more appropriate to reverse this train of lagid to think of rearma-
ment as a particular form of collective mass-corsion?

Certainly this is the way that conventional ecororanalysis views
military expenditure, not as a form of productivevéstment, but as a
form of unproductive public consumption. At thisafytical level there
is no difference between the purchasing of tankd mnilitary aircraft
and expenditure on the construction of public bogd, arenas, or
gigantic vacation resorts on the Baltic. From armoneenic point of
view again, the reintroduction of conscription i35 amounted to an
enormous collective holiday for millions of youngem who were fed
and clothed at public expense whilst not engagegroductive labour.
It is hard to deny, furthermore, that there is arde of parallelism
between the various mass youth organizations of Naei party, the
organized collective activity of the military andhet organized mass
leisure activities of the KdF (Kraft durch Freud#). the experience of
young men, these organizations formed a succeshimugh which one
moved from the Hitler Youth via the Wehrmacht irtee ranks of the
DAF and its KdF. At a symbolic level, furthermorthe Wehrmacht
formed the centrepiece for many of the ritualizedss events of the
regime. From 1934, the 'Day of the Wehrmacht' wasbécome a
popular fixture at the Nuremberg party rallies,tfesng tens of thou-
sands of troops, thousands of horses and vehia&gling entire
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regiments of tanks and elaborately choreographedknimttles’ The

Wehrmacht also appeared to great acclaim at thes mafies of the
peasantry? On one occasion the Wehrmacht even dropped paisishu
on a gaping mass of country folk. Though the subjems not been
properly researched, there can be very little dahldt rearmament in
the 1930s was as much a popular spectacle as itawdsin on the
German standard of living, a form in other wordsspkctacular public
consumption.

Contemporaries were struck by the enthusiasm thaeted the
reintroduction of conscription in the spring of 593 And remarkable
evidence collected by labour historians demondratee passionate
identification that many German workers in the 193early felt with
the weapons they were producing. This was no daubpart due to
the high status attached to the skilled work inedlvin armaments
production’® But it also had something to do with the weapdmsmt-
selves. These were not ordinary commodities. Theyewassertions of
national strength, the common property of the Germation, to be
handled by the pick of German manhood. A tank mhmsaied during
the war brought this connection forcefully to theeation of its youthful
crew:

For every shell you fire, your father has paid R¥ichsmarks in taxes, your
mother has worked for a week in the factory ... Thger costs all told

800,000 Reichsmarks and 300,000 hours of labourtyTthousand people
had to give an entire week's wages, 6,000 peoplkeddor a week so that you
can have a Tiger. Men of the Tiger, they all wask you. Think what you

have in your hand$§}

Whatever the limitations on the supply of sophaic consumer
goods to civilian society, the Wehrmacht enrollespexially the male
population in the collective consumption of thel ffrbits of industrial
modernity’® Not that the Wehrmacht escaped the limitations thof
German economy. It was a precise reflection ofitiscemplete moderniz-
ation of German society. The majority of Hitlerslders marched into
battle on foot and relied on horses for a large pérheir transport. In
this sense the German army of the 1930s and 194Gs destined to
remain, as one military historian has put it, aolparmy'. But as
members of the Wehrmacht, young men were enrotieghi organization
that was undeniably a vehicle for industrial modzation. As in World
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War |, enrolment in the military provided many ygumen with their
first hands-on experience of trucks and motor Eargvhatever the
limitations of the Volksempfaenger, hundreds of lioils of Reichs-
marks were invested in the 1930s in the radio egeig and electronic
infrastructure of the Wehrmacht. And every Germaltisr was familiar

with the basic workings of the radio system. Mgstctacular of all was
the Luftwaffe. If the German army was in many respestill rooted in

the nineteenth century, the idea of a 'poor aicdbis a contradiction
in terms. By the late 1930s the Luftwaffe and issaxiated industries
had enrolled the labour power of hundreds of thodsaof men. Even
if only a few thousand were trained as aircrew, drads of thousands
more were engaged in the infrastructure necessargustain the fliers,
and for millions more the Luftwaffe provided a poiof imaginary

identification, making a reality of a decade-oldeamn of national air
power’® In this sense at least, the idea of an affluenikaemeinschaft
was more than mere rhetoric. If Germany could neattcim the United
States in terms of private consumption, in the nemmtif cars, radios or
refrigerators per household, it did at least b@astastly greater national
stock of combat aircraft and tanks.
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6

Saving the Peasants

To the naked eye, by far the most striking diffeeibbetween the econ-
omic situation of Germany, Britain and the Unitetht8s was the huge
command over raw materials and land provided by toatinental
expanse of North America and the vast reach of Bhndsh Empire.
Land hunger was one, if not the most important ilsgubehind the
European explosion into the world that had profdyndeshaped the
structure of global power since the seventeenttiucgh If the European
Renaissance and Enlightenment with their rationdéigacy of science
and technology were fundamental components of nmightion, so
was the insatiable European urge to overcome sgathrough the
conquest and settlement of vast 'empty' tractsaotl,| whether in Eur-
asia, the Americas or Australasia. The result bg tate nineteenth
century was a dramatic transformation in the distion of land and
population. Meanwhile, native populations in Nowmerica, much of
Latin America and Australasia were subject to moreless deliberate
genocide. Thirty million African slaves were shippacross the Atlantic
to work the rice paddies, sugar cane and cottomtagians. Forty
million European settlers went overseas in searffcla digher standard
of living. In the opposite direction flowed the comdities produced in
the new areas of conquest and settlement, a flawv dbcelerated to a
flood in the late nineteenth century as the costrafisportation plunged.
The result was a spectacular revolution in the glotystem of food
supply, which in turn rebounded on the huge peagmmuulations of
Europé?

It is this epic of globalization that we should bawn mind when we
turn to the analysis of National Socialism and artigular its agrarian
politics. Too often the preoccupation of Hitler ahd followers with
problems of Lebensraum, food and agriculture is seeprima facie
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evidence of their atavism and backwardness. Thiddcoot be more
wrong. The search for greater territory and natuesources was not
the outlandish obsession of racist ideologues. &Hesd been common
European preoccupations for at least the last twadted years. Of
course, the European process of expansion hadlyacgene to a halt
by 1914. But the important exception to this rulaswin Eurasia, with
the ongoing Russian effort to populate and devdlop vast territory
east of the Urals. And it was to the east thateritboked to direct the
expansive drive of the German people. The questiohow European
societies and their rural populations should redptm the new global
economy in food was not a marginal issue. It was ohthe fundamental
guestions facing European societies in the tweémtentury.

Though Britain was the great exception, everywhelse in Europe
large fractions of the population still continued be employed in
agriculture well into the second half of the twethi century In
Germany in the 1930s, the peasant life glorifiedNBzi agrarians was
not an archaic fantasy. Agrarian ideologues addckss massive social
reality. Though it is common to regard the Germaonemy in the
early twentieth century as a modern, dynamic, egtédge global com-
petitor, in fact until the 1950s a substantial mityo of the German
population continued to eke out a living from thal,sunder conditions,
in many cases, of extraordinary backwardie$e census of 1933
counted no less than 9.342 million people as warkin agriculture,
almost 29 per cent of the total workforce. And a&pfmom full-time
farmers, many millions of other Germans producedleast some of
their own food from small allotments or from honemred pigs and
chickens’ According to the census of 1933, 32.7 per centhef popu-
lation lived in rural communities of less than ZOhhabitants. If we
add to that the number living in small market towafsbetween 2,000
and 20,000, the share comes to 56.8 per cent. Amat these statistics
cannot convey is the sheer backwardness of mucBesfan rural life
even as late as the 1930s. In this respect, théogtaphic record is
a better guide. In the inter-war period, class pbaphs from rural
elementary schools routinely captured images of upon row of bare-
foot children, whose parents were too poor to dffehoes, at least for
the summer montHsimages of fieldwork show broken old people bent
double over primitive ploughs pulled by worn-outtisa’ Hay mowing,
reaping, threshing and the muddy ordeal of thetpaad beet harvest
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were all performed by hand. And whilst half the @an population
lived in immediate proximity to the countryside, myamore would

carry with them the recent memory of rural-urbangnation. Hitler

himself chose to begin Mein Kampf with an accouhthow his father,

'the son of a poor cottager', made his way to ttyefrom the mountain-
ous provinces of Lower Austria to Vienna, only ttire after a career
in the civil service to a farm 'near the marketagk of Lambach . ..
thus in the circuit of a long and industrious lifeturned to the origins
of his forefatherd. Nazi agrarianism, with its florid and racist rheto

of blood and soil and its high-flown ideas abouwd fhture of the German
peasant, was not an atavistic gloss on a moderansinal regime.

Nazism, both as an ideology and as a mass politiealement, was the
product of a society still in transition.

Similarly, Hitler's obsessive preoccupation withodowas rooted in
contemporary reality. Though famine had been bawisfiom Western
Europe in the second half of the nineteenth centuryarge part due to
Europe's ability to tap huge new sources of oversegply, World War
| had forced the question of food supply back otite agenda of
European politicS. The British and French blockade, though it faited
produce outright famine, did succeed in produciny epidemic of
chronic malnutrition in Germany and Austria thatswaidely blamed
for killing at least 600,000 peopt®.Depression and mass unemploy-
ment brought a return of serious deprivatibiind even in good times,
at the bottom of the social scale chronic malnotiitwas widespread
in Germany as it was in every other European spcietthe early
twentieth century. One way or another, virtualleswone alive in Ger-
many in the 1930s had an acute personal experiefiggrolonged and
insatiable hunger. Nor was mass starvation a didtareat confined to
Africa and Asia. On Germany's eastern borders & ahrly 1920s, the
turmoil of war, revolution and civil war in Russi&oland and the
Ukraine had precipitated an agricultural disastehich by 1923 had
claimed the lives of perhaps as many as 5 millieogte’?

In a sense one might say that the originality aadicalism of National
Socialism lay in its refusal to allow these basiestions of moderniz-
ation to be removed from the twentieth-century agenOf course, it
suited the satiated victors of World War | all teell to declare the issue
of Lebensraum closed. By comparison with denselgk@d Germany,
France had a vastly favourable ratio of populatmland as well as its
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own considerable Empire. Britain and the Unitedt&dtacontrolled the
agricultural heartlands of both halves of the Amani continent as well
as Australasia. With their complete domination bé tsea-lanes it was
hardly surprising that they were happy to see Garamgriculture declin-

ing and its urban population slipping into deper@enn imported food.
By refusing to accept this state of affairs as itadle, Nazi Germany
was not seeking to turn back the clock. It was §ympfusing to accept
that the distribution of land, resources and pdpmta which had

resulted from the Imperial wars of the eighteentid aineteenth cen-
turies, should be accepted as final. It was refusin accept that
Germany's place in the world was that of a mediimees workshop

economy, entirely dependent on imported food. Ths,Hitler saw it,

was a recipe for 'race death'. Faced with overciogvédind low wages
in the cities, urban families would do their bestréduce the birth rate.
The best and the brightest would emigrate to nevitdgées that offered

more scope for advancement. For lack of naturaduees, the German
economy would never be able to match the affluebeeshow in the

United States. And if Germany were ever to emergea &erious trade
competitor, it would be at the mercy of the Britisind the Jewish
propagandists of global liberalism, who would nefsitate to unleash a
second, ruinous world war, whilst crippling the @en home front by
means of blockade.

Agriculture, in fact, was a key issue for the enmtivationalist right wing.
And it was no coincidence that in the cabinet faimen 30 January
1933, the post of Agriculture Minister was initialassigned to Alfred
Hugenberg. Whilst Hugenberg dragged his feet overkwcreation, he
set to work diligently, reinforcing the protectishiwalls that insulated
German agriculture from the world mark&tTo consolidate the protec-
tion of the grain-growing interest he establishedcemtral purchasing
agency that would guarantee minimum prices to eddpcers. In June
1933 German farm debtors were effectively removennfthe ordinary

credit system, being provided with complete pratectagainst their
creditors. Imports were subject to quotas, as thecwatural lobby

had long demanded. It was Hugenberg's no-holdetapproach to
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agricultural protection that gave the internatiomammunity its first

taste of the open aggression that was to be expefrtten Hitler's

government. Compared to Hugenberg, even Hjalmarm&thappeared
a liberal. And worse was to come. When, followirtg tscandal at the
World Economic Conference, Hugenberg resigned fiamhis offices,

the Ministry for Food and Agriculture was given Richard Walther
Darre, the head of the Nazi party's agriculturajamization. The Agri-
culture Ministry thus became the only Ministry degl with economics
to be headed by a card-carrying Nazi. To back hpnatithe Ministry,

Darre chose Herbert Backe, a close collaborator partdy member of
long standing. Together, Darre and Backe were @peha programme
of agrarian policy that was to reshape a large mdirtthe German
economy.

Richard Walther Darre was born in 1895 to a Gerrsatiler family
in Argentina. He was, like Hitler, a man saved byl War 12 His
school career had ended disastrously without th&uAbthe passport
to middle-class respectability. The war providedrrBawith a second
chance. Through contacts made in the trenches e able to restart
his education, securing a place at the Agricult@allege in Halle, from
which he graduated in 1925 with a Master's thesispa breeding.
Over the following years, he combined this spestaknowledge of
animal genetics with a close reading of the classids of nineteenth-
century anti-Semitism to fashion a particularly rerte version of
agrarian racism. Two books later he had establistiedelf as a leading,
young ideologue of the right, with close links tmetnationalist coven
known as the Artamenén.Darre was introduced to Hitler in 1930,
through mutual friends in Thuringia, and joined tNezi party soon
afterwards, charged with the special task of bngdan agrarian organiz-
ation. Within the space of three years, Darre'scaljural organization
conquered the German countryside. The farmers'nagons, which
had always been dominated by the Junker interesse entirely sub-
verted. In the election of March 1933, the agrigdt constituencies
of northern and eastern Germany were amongst the régions of
Germany to give Hitler the absolute majority heved Apart from the
inherent importance of the issue, the significan€ghe peasantry as a
political constituency gave Darre, their undispuledder, considerable
political clout in the early years of the Nazi negi. In the sham elections
to the all-Nazi Reichstag of November 1933, Dappeared seventh
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in line on the electoral ticket after Hitler, Rufidless (Hitler's deputy),
Wilhelm Frick (Nazi Minister of the Interior), Gdeg, Goebbels
and Roehm (SA leader). The annual harvest festedtbrations, first
staged in October 1933 on the Bueckeberg in Lowaxofy, were
awesome displays of Darre's political power. Larglean the annual
party rallies in Nuremberg, they were unmissablenéy for the new
regime's political elite.

But Darre was not only a highly successful politiceganizer. He also
exercised a profound influence over Heinrich Himmded his SS organ-
ization. Himmler had been acquainted with Darregrexbefore 1930,
through the Artamenen. Himmler and Darre had bahnbto agricultu-
ral college and they shared a genuine interestr@émagology and the
mystical early history of the Germanic trib8slt was on Darre's insti-
gation that the SS began the process of transfgritself from a sworn
fraternal brotherhood into a self-perpetuating aespanding com-
munity of families of certified racial purity - aifpengemeinschaft (clan
community). It was Darre's SS-Sippenamt (clan effito which SS men
wishing to marry had to apply for permission. Tlter, the SS and the
leadership elite of the Nazi agrarian wing devetbps an interconnected
milieu. Darre expected all of his leading collaliora in the Agriculture
Ministry to join the SS. Backe, most notably, wadet to occupy a
senior rank in the SS and enjoyed close relatioite Wfimmler. There
was rivalry, of coursé’ In the late 1930s personal relations between
Darre and Himmler deteriorated badly. However, atmdration
between Himmler's SS and Herbert Backe as actiag lo¢ the Agricul-
ture Ministry was extremely close. Bearing in mithds intimate connec-
tion between the agrarians and the SS is crucialeifare to understand
how the twin problems of fostering the German petigaand managing
the national food supply were capable of generatiome of the most
extreme and murderous policies of the Third Reich.

For Walther Darre and for the majority of ultraipaglists what was
at stake was not simply the economic health of fiagmbut the long-
term future of the German race. Darre's particylasttreme version of
peasant ideology was rooted in a selective readfnirn-of-the-century
archaeology, linguistics and socio-biology. For iearthe historic
character of the Germanic tribes was defined byr thistory as rooted
peasant farmers. The great enemies of the Germpe#santry had
always been rootless nomadic elements and the daogerous of
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these were the Jews. The modern form of nomadiss tva rootless
population of the cities. The crisis afflicting tf@erman peasantry by
the early twentieth century was the result of loeign attack and erosion
by rootless Jewish influences. The process of uprpdad begun across
Europe in the sixteenth century. It had gathereck paver the following

centuries, taking on spectacular political form the aftermath of the
French Revolution. In the name of freedom, nindgteeentury liberals

had broken the fundamental bond that connected Geaman people
to the soil. They had uprooted millions of peasatd turned land itself
into a commodity, to be freely bought and soldwhls this capitalistic
expropriation that had set in motion the disastrpuscess of migration
and degeneration that had depleted the German rgsigg. Since uni-

fication in 1871, each national census had recoalénwer share of the
population employed in farming. For Darre, the daensequences of
this development were most starkly evident in thehbrate. Starting

from the 1870s, when fertility rates had been igahtin town and

country at 40 per thousand inhabitants, the bidke rin Germany's
cities had fallen sharply. By the 1920s births we@vn to no more
than 17 per thousand population. And since the W, countryside as
well had begun to follow this disastrous trend. B380 the birth rate in
the countryside was as low as 20 per thousandDiaore this confirmed
the most basic tenets of his theory. The Germag, faarn out of a deeply
rooted connection to the soil, was simply not cégali sustaining itself
in a society dominated by an urban culture propabdiy the Jewish
agents of commerce and free trade. Confined tocities, the German
race was doomed to extinction.

The archaeological and anthropological settingsjclwhDarre liked
to give to his musings, condemn them to appearutoeges as manifes-
tations of a bizarre atavism. But, rather than Kimg of Darre as a
backward-looking ideologue, it is more illuminating view him as an
agrarian fundamentalist, a man deeply criticalhef present but one who
aspired not to bringing about a wholesale regressm the backward
conditions before 1800, but towards a vision ofirtab of renaissanc¥.
The voelkisch thinkers of the inter-war period adossly marked them-
selves off both from nineteenth-century romanticism the one hand
and the fatalistic pessimism made popular by Speisglbest-selling
Decline of the West. No one who has actually triedread Darre's
books can escape the impression that their authsrcanvinced that
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the principles of Blut und Boden were firmly rootadthe latest results
of historical, anthropological and biological resga In its 'method-
ology' at least, Darre's racism was founded notblmd prejudice, but
on a supposedly systematic understanding of thenadfetranshistorical
characteristics of distinct races and cultdfegvhat gave Darre's think-
ing its particularly impractical, archaic feel whis inability to articulate
a clearer vision of how the 'eternal charactesstf the German race’,
defined by their archaeological and biological orég were related to the
historical process of modernization that had hadhsa transformative
impact on German society since the early nineteestftury. It was this
inability to provide a convincing historical naiket of modernization
that created the impression that Darre intendebriiog about a whole-
sale return to the past. But in fact this char@tierlacuna in his thought
had few if any practical implications for policy.abe's ahistorical or
transhistorical vision was only one strand in Nagrarianism. Where
Darre left off, his right-hand man, the trained agrmist and Secretary
of State in the Agriculture Ministry, Herbert Badkek over.

Backe (1896-1947) has often been characterized Iwings an
‘efficient’, 'apolitical' technocrat in the imagé Albert Speef® As such
he serves as a foil against which to compare Walb&rre. In fact,
Backe was no less a Nazi ideologue than Darre ortliat matter
Heinrich Himmler** Born in Batumi, Georgia, to a German businessman
and the daughter of a Wuerttemberg peasant farhdy had resettled
in Russia in the early nineteenth century, thev&dito the East' {Drang
nach Osten) was part of Backe's biography. Haviegnbunsettled first
by the revolution of 1905, Backe found himself 814 as an internee
in the Urals. Profoundly disillusioned, he escapedGermany in 1918,
where he struggled to complete his education amgpat his family in
extremely difficult circumstances. He joined the zNgarty in 1922,
with the membership number of 22766, and distirtgeds himself even
at this early stage by his fixation on the racestjpa. After a lull in the
1920s Backe reactivated his party membership inl1&3 was elected
to the Prussian parliament in 1932 with Darre'soar@gement. As we
shall see, in the 1940s Backe was to cooperate Withmler in the
execution of genocide on an epic scale. The dififeeebetween Darre
and Backe does not lie in their different degreesdeological commit-
ment, but in the way in which they conceived thetdric mission of
National Socialism. Backe bridged the gap betweends eternal
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truths and the historical reality of the early ttveth century, with a
conventional, stage view of histofy.Much like Hitler, Backe saw
National Socialism as having been assigned the obleovercoming
the contradictions of nineteenth-century capitali@nd achieving a
reconciliation between the German people and thenauy that
sustained them. For all its ills, Backe saw the emnitation of the
German economy and German society in the nineteeetiury as an
inevitable and necessary preliminary to the pok#s of the twentieth
century. As Hitler put it in February 1933, the n&eich would be built
not only on the eternal foundations of Germany'elkisch existence.
It would also make use of all the 'accomplishmeatsl traditions
developed in the course of recent histéty".

Backe was well versed in economic history and tiagting point for
his analysis was precisely the story of global@ativith which we began.
He was under no illusion that there was any pdigibdf returning to
the state of affairs before the advent of globaefitrade in the early
nineteenth century. But at the same time, the (@situry had also
demonstrated the pernicious consequences of pughagevolutionary
'‘Jewish' doctrine of free trade to its limits. Frieade was simply the
smokescreen behind which imperialist Britain, tloured vehicle of
Jewish parliamentarianism and liberalism, attempt@dmonopolize the
riches of the entire world. Self-sufficient peasgmbduction had been
displaced by the dramatic emergence of a globakebafirst for wool
and cotton raised on plantations in the Americarutisoand giant
ranches in Latin America, South Africa and Austalilhen after 1870,
with the advent of cheap long-distance transpbs, dtaples of European
agriculture - grain, meat and dairy produce - wareked into the global
division of labour. Across the world, diversifiegégsant production was
displaced by plantation monocultures. The new dlabarket in food
may have banished famine in the industrial metrep®ut, as Backe
pointed out, the monocultures of capitalist agtimed had spread food
insecurity to vast tracts of the globe. In recordstory there had never
been famines so severe or so frequent as in theesinth centur$’ The
agricultural crises of the 1920s and 1930s wereplsirnthe latest phase
in liberalism's disastrous campaign of conquest.

In Backe's vision, Darre's racial agrarianism meldeith a more
conventional critique of capitalism as a transfdiwga historical force.
Drawing on a populist anti-capitalist canon, betbeé both right and
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left, Nazi ideologists conjured up images of grdieing burned and
tipped into the sea, thousands of hectares of lgimy uncultivated,

whilst at the same time armies of unemployed Eumnopeand Americans
went hungry. Like Hitler, Backe saw the mission Mdtional Socialism

as being the supersession of the rotten rule otbthegeoisie. Far from
being impractical, Backe's ideology provided a grdmistorical rationale

for the extreme protectionism already implementsd the nationalist

agrarians. Far from being backward looking, Backasion assigned

to National Socialism the mission of achieving a@oriliation of the

unresolved contradictions of nineteenth-centuryeritism. It was not

National Socialism but the Victorian ideology ofettiree market that
was the outdated relic of a bygone &rdfter the economic disasters of
the early 1930s there was no good reason to cinguth a dangerous,
archaic doctrine. The future belonged to a new esysbf economic

organization capable of ensuring both the secuwftythe national food

supply and the maintenance of a healthy farming roanity as the

source of racial vitality.

As the Nazi leadership never tired of informing thepulation and the
wider world, the fundamental problem of German tmdi was the

shortage of land. Germany was far more densely |ptgul than France
and lacked the colonial outlets available to Bntakor readers today,
living as we do in post-agricultural societies,sthhetoric has a some-
what empty ring. It is hard to believe that by Leseaum Hitler really

meant mere land, rather than something more vausibth as industrial
raw materials. But in making such assumptions we iar danger of

ignoring the fact that 'land shortage' was in t®30s still one of the
chief afflictions of German society. When comparem the richer

Western European countries, let alone the fabuouskll-endowed

North American settlements, Germany was indeed -pooad. Com-

pared to Britain, Germany had more land to devoteadriculture, but

its rural population was disproportionately larg@ompared to France,
the German agricultural population was smaller éfative terms, but
France was far more favourably endowed with lanikdoufph comparing

itself in terms of per capita GDP to countries likétain and the United
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States, in terms of land per farmer Germany hadnfare in common
with backward 'peasant nations' such as IrelandgaBia or Romania.
Amongst the large Western European states only hab a higher ratio
of rural population to land endowment.

Table 4. Farm labour and land

Farming Arable land Arable ha Arable ha per

population 000 ha per farmer farmer,
000s Germany =
100
Canada 1,107 23,120 20.9 1009.5
United States 10,752 137,333 12.8 617.4
Denmark 561 2,663 4.7 229.4
Britain 1,413 5,32.9 3.8 182.3
Soviet Union 71,734 223,916 3.1 150.9
France 7,709 21,386 2.8 134.1
Irish Free State 678 1,484 2.2 105.8
Germany 9,388 19,422 2.1 100.0
Poland 10,269 i8,557 1.8 87.3
Italy 8,008 12.753 1.6 77.0
Romania 9,207 13,866 15 72.8
Bulgaria 2,464 3,711 15 72.8
British India 179,947 125,397 0.7 33.7

Source: SRA, Statistisches Jahrbuch fuer das DeuReich 1937 (Berlin,
1937), 3* and 41*

The shortage of land facing German peasant farmeas further
compounded by issues of distribution. In the afegtmof World War |
peasant uprisings across Eastern Europe were deelstby a dramatic
land reform movement that left most of the land,stnotably in the
Danubian plain, in the hands of peasant smallhefdeNo such dra-
matic redistribution was carried out in Germany.1933, 7,000 estates
of more than 500 hectares, just over 0.2 per cémtldarms, controlled
almost 25 per cent of German farmland. By contradtper cent of all
farms in Germany - 2.26 million in total - farmedly 19 per cent of
the land, in often widely dispersed holdings ofWmn 0.5 and 10
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hectares. In the middle were the substantial peafsams of between
10 and 100 hectares, accounting for 25 per cemtlldbrms and 43 per
cent of farmland. This stratified farm populatiotonsisting of a tiny
number of large estates, a solid body of viablespet farms and a
teeming mass of struggling marginal units, produaesimilarly differen-

tiated rural population. Between 2 and 20 hecta@esman farms were
overwhelmingly reliant on full-time family labouprovided by the farm
owners, both male and female, and their depend&amw 2 hectares,
part-timers predominated. Above 20 hectares, thekvibmrden became
too heavy for a single family. However, farms betwe20 and 100
hectares were legitimately regarded as peasantsfamnthat they em-
ployed mainly ‘farm servants' (Knechte) and maid#)o lived in,

remained unmarried and received a significant ivacof their compen-
sation in kind, rather than in the form of wagés#bove 100 hectares,
conventional wage labour dominated the agricultiablour force, with
an important sprinkling of supervisory personneimaistrators and
farm craftsmen.

For all but the most privileged members of the Ire@mmunity, farm
life was hard. On peasant farms in particular, isatvdepended on
extraordinarily long hours, in excess of twelve tuwsix days per week,
for both men and woméef. The work was dirty and often dangerous.
Housing was far behind the modest standards of &mylm cities and
rural communities lacked the amenities of the towhe rate of return
per unit of farm labour was depressingly low. Faramve 20 hectares
at least offered the prospect of a decent living tfee farmer and his
family.?° In some areas, with good soils and proximity tbam markets,
10 hectare farms were still viable. But any familgpendent on a unit
smaller than that, unless they were in an unusugtipd location or
possessed soil of exceptional quality, faced airitislyg grind of poverty
and overwork. The censuses provide at least a rayghbe to the
numbers in this situation. The critical thresholetvbeen full- and part-
time farming came at 2 hectar8sSeventy per cent or more of farms
below 2 hectares were part time. By contrast, ofnfabetween 2 and 5
hectares two-thirds were farmed full time by thewners. In total, the
German census of 1933 counted 1.1 million head$afsehold, with
3.9 million dependants, as full-time farmers of diotjs between 2 and
to hectares. Not all these families were entiredpehdent on their farms
alone. Of the 3.9 million dependants, 450,000 isted as having an
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independent occupation. Assuming these earners distébuted evenly

across the farm population, almost half of farmfagilies in the mar-

ginal group between 2 and 10 hectares will haveefied from a

significant source of additional income. But theft lat least 2.3 million

people entirely dependent on farms of between 2 &fdhectares,
2.6 million if we count those subsisting on everaBen plots. For these
families, land-hunger was a desperate and evesipgeseality. And if we

adopt a more expansive definition, the true dimmmsiof the problem
become even more evident. If we take 20 hectares asmtisfactory
standard, then no less than 88 per cent of the faypulation, cultivat-

ing 0.5 hectares or more, were land-poor - 12 omillpeople or 18 per
cent of the entire German population. For this hggeup, many of

whom were far from reconciled to abandoning the ntryside, the

shortage of space constantly invoked in nationglisipaganda had a
very concrete meaning.

Dividing up the great eastern estates of more th@d hectares into
numerous more modest homesteads was an obviousiorolto the
problems of overcrowding that afflicted above dfletsouthern and
south-western provinces. Since the late nineteestiitury land reform
had been advocated by a wide spectrum of Germanioopifrom
national liberals in the centre - including thensadl Max Weber - to
agrarian radicals on the far rigtitMass settlement of peasant farmers
on the latifundia of East Prussia, they hoped, doobnsolidate the
farming population of Germany. Intensive peasanttivation of the
eastern provinces would help to raise yields andtridmte to national
self-sufficiency. But most importantly, the creatiof a new class of
German peasants in the sparsely settled easterohesawould create
an ethnic bulwark against the influx of Polish maigts. In 1919 the
Weimar Republic explicitly endorsed this nationalisrand of social
reform. The new constitution placed agriculturahdaownership under
a social obligation. Nowhere in the Reich was thars of land held by
great estates to exceed 10 per cent. In provindesenathis balance was
not yet achieved, land purchase committees wergrgssively to buy
up large estates and transfer land into the hafdseasant settlers. In
practice, making land allotments suitable for peasettiement was an
extremely expensive business and the Junker imtevas hostile. The
Weimar Republic's grand programme of settlementetbee made only
modest practical progress. Between 1919 and 198388,000 hec-
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tares were transferred to new settlement, less fitarper cent of the
land held by estates of more than 100 hectares.itBuas not only the

influence of the Junkers that limited the impact sefttlement. Simple
arithmetic suggested that even a wholesale progerafmland reform

could not satisfy the ambition of the German agresj to bring about
a fundamental change in the balance between rumdl uban society.
If all the land held by farms over 500 hectared 933 had been compre-
hensively expropriated and used to create famityngaof 20 hectares,
the total number of new homesteads created wowe feen no more
than 500,000. This would have enabled the condaideof the most

precarious peasant population on holdings of beldwhectares. How-
ever, it would not have halted the long-term dexlof the agricultural

population. Indeed, even if the entire farmland @érmany had been
available for redistribution, it would have beenffisient to provide

each of Germany's 3 million farming families withh average of only
13 hectares. The conclusion was inescapable. Eveteruthe most
favourable assumptions, the territory of Germanys wat sufficient to

support an agricultural population substantiallygéa than that to
which Germany had been reduced by 1933, at stamdafrdiving that

were acceptable in relation to those prevailinthacities.

This conclusion was not lost on the Nazi ideologuesfact, it was
precisely their scepticism about settlement as raedy for Germany's
problems that set the Nazi agrarians apart. AseHiet out in chapter
4 of Mein Kampf, the idea of settlement in Germargastern territories
was a worthy objectivé® But to see it as a fundamental solution to
Germany's problems was a dangerous illusion. It @r@s more instance
of the liberal fallacy that Germany could prosplerotigh an ever more
intensive utilization of its national resources.lYDthrough the conquest
of new Lebensraum could Germany really prosper taddirection of
this settlement drive was obvious. The Third Reietuld start where
the Germanic tribes had left off'. .. six hundrezhris ago. We will stop
the eternal Germanic migration to the south andtvessl direct our
vision towards the land in the ed@8tAt the Nuremberg trials Darre
tried to present himself as a harmless advocatthefpeasantry’ But
there can in fact be no serious doubt that he aack® were from the
start fully complicit in Hitler's dreams of conque$acke's ill-fated
Ph.D. dissertation of 1926 bore the title The RassGrain Economy
as the Basis for the People and Economy of RuSdBait this was
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no ordinary study of Russian agriculture. Backéssis was in fact a
manifesto for racial imperialism. For Backe, anynstouctive develop-
ment in Russia could only occur through 'the irdiibn of foreign
ethnic elements of higher quality that will formethselves into an upper
class and do battle with the mass of the populatibhe reservoir
[for this infiltration] will be "The People withoutSpace" [The
Germans] .. % To their credit, Backe's examiners failed his ihetn
voelkisch circles, however, such racially inspireions of conquest
were commonplace. As the Nazi party prepared fowguoin the
euphoric summer of 1932, Darre elaborated in vgrgciic terms on
the future mission of the SS in a report deliveteda secret leadership
conference on the future eastern policy of the dliReich®’ As Hitler
had made clear both in Mein Kampf and his 'SecondkB there could
be no talk of incorporating the local population Edistern Europe. The
prelude to a massive programme of German settlenventd therefore
have to be a wholesale demographic 'rearrangenigrdse left in place
were to serve as slave labour on German settlensfgAdelhoefe). The
SS was to be the sword and shield of this settlevement. Himmler
and Darre's carefully nurtured clan community wofilid its ultimate
home as a solid racial wall, a close-knit belt eftler farms stretched
across the eastern marches of the Reich, behinghwtiie German
peasantry could carry out their mission of colotiima Needless to say,
such visions were not intended for public consumptiBut there is no
reason to doubt that they were taken seriously Hey Nlazi leadership.
As hard as it may be for us to credit, agrariaroliogy is crucial if we are
to understand, not the archaism of Hitler's regiimg, its extraordinary
militancy.

There can certainly be no doubt about the poputargy behind Darre's
peasant programme in the early years of the regidmel October 1933
half a million people made their way to the slopihdlside of the
Bueckeberg just outside Hameln (Hamelin) to attdrel first celebration
of the Reich harvest festival, a new national hafidin honour of
Germany's peasant?y. Hundreds of trains from every farming com-
munity in the North German plain converged throughbe day carry-
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ing peasant delegations by the thousand, many e tkitted out in

traditional garb. The majority of the audience camfieheir own accord,
tempted by the prospect of a day out and the chtmsee their Fuehrer
in the flesh. But zealous party bureaucrats didrthest to ensure that
the event was a success. According to one regico@idinator from the
Hanover area: 'Only the lame, feeble, lazy andefist should stay at
home, as well as those elements hostile to the.sfBhe gigantic mass
of people pouring out of the train stations arouddmelin marched
six abreast down gangways secured on either sideuriifiprmed SA,

Reichswehr and Labour Service men. Instructionanfrabove were
delivered by loudspeakers mounted on Reichsweherehson balloons
tethered at strategic points on the itinerary. @ae only imagine the
impression the gathering must have made on peagams the provin-

cial backwoods. The intention was clearly to ortfas an overwhelm-
ing spectacle of strength and authoritative palitidirection. In 1933
this was not helped by the chaos on the slopesi@Bueckeberg itself.
For hours the early arrivals waited on the hillsidatching the endless
columns snaking up from the valley, waiting for lelit His aeroplane
did not finally descend on Hamelin until the eadyening after a busy
day receiving dozens of peasant delegations in ctggital. As Hitler

marched triumphantly to the summit of the Bueckglibe crowd surged
madly around him. Photographs suggest that, urdikehe Nuremberg
rallies of later years, the peasants were alloveddt close enough to
Hitler to touch him. Dozens of children broke ontfront of his entour-
age clutching garlands of flowers. The last 600 rewetof Hitler's

approach to the speakers' platform took almost aur.hAll the while

the massed bands of the Reichswehr blared ouBtdehweiler Marsch’
interspersed by ecstatic 'Sieg Heils' from the crowlong with the

Fuehrerkult, agrarianism and cod religion, poputailitarism was a

vital ingredient in the Bueckeberg formula. In fajears elaborate mock
battles were to become one of the main attractidribe harvest festival,
but even in 1933 the soldiers were an essentiahaié of the spectacle.
When Hitler finally reached the platform, the towas set by a fivefold
fanfare followed by a 21-shot salute from a battefyfield howitzers.

Across the Weser valley, shrouded in mist, one cosge the 13th
Cavalry regiment at full gallop, forming up intosavastika revolving on
its axis.

Mass rallies on the Bueckeberg scale were notldee dor policy
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discussion. But they were key dates in the politteendar that dictated
the timetable for policy-making in Berlin. They pided the faithful
with a chance to celebrate the regime's achieveamant they also
served as a platform from which to give hints aghe future direction
that policy might take. The Bueckeberg on 1 Octob@83 served in
both capacities. By early October, Hitler had alsealecided to make
his most dramatic and public break with the intéomal community,
by leaving the League of Nations and abandoning ititernational
disarmament discussions in Basle. This was foreskad in his speech
in characteristically ominous liné$.Furthermore, in light of subsequent
events, the deliberate display of revived militanpwess at the Buecke-
berg took on a rather ominous meaning, even if Reéchswehr could
manage no more than a cavalry charge. The buzz gshdparre's
faithful, however, did not concern foreign policyhe peasants on the
Bueckeberg were feting the bumper harvest of 193%y were also
there to celebrate a government which, in the fashth, had enacted
two of the most far-reaching acts of agriculturaligy in modern his-
tory, measures on a par with the liberal reformghaf early nineteenth
century but with the opposite intent.

On 26 September 1933 Darre and Backe had subnmtitiettie sur-
prised cabinet a radical proposal to secure for ¢re landholding of
the German peasantry. The Draft Reichserbhofgeseshrined Darre's
Blut und Boden ideology in German ld%For the purpose of protecting
the peasantry as the 'Blood Source of the Germawpl®eg the law
proposed to create a new category of farm, the drlirereditary farm),
protected against debt, insulated from market foraad passed down
from generation to generation within racially pyreasant families. The
law applied to all farms that were sufficient irzesito provide a German
family with an adequate standard of living (an Atlkahrung, later
defined as a minimum of c. 7.5 hectares), but didexceed 125 hectares
in extent. All owners of such farms were requiredapply for entry in
an Erbhofrolle. The term 'peasant' (Bauer) was dfnth defined as an
honorary title, reserved for those registered oa fRole. Those not
entered in the Erbhofrolle were henceforth to bierred to merely as
‘farmers' (Landwirte). Entry in the Rolle protectdte Erbhof for ever
against the nightmare of repossession. By the saksm, it also imposed
constraints. Erbhoefe could not be sold. Nor cotiidy be used as
security against mortgages. Farms registered dwEfb were thus
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removed from the free disposal of their immediateners. Regardless
of existing arrangements between spouses, Erbhoefe to have a
single male owner, who was required to documentlihis of descent,
at least as far back as 1800, the same requireagefr civil servants.
'Peasants’ were to be of German or 'similar st¢8kammesgleich),
a provision that excluded Jews, or anyone of pad&wish descent.
Furthermore, Erbhof peasants were to be honourabl@ physically
capable, a catch-all provision which excluded thosarried to Jews,
but also the physically disabled or the infertila. practice, of course,
the number of Jews owning farmland, let alone p#tafams, was small
and the number of German peasants with Jewish @mmsewas also
unlikely to be very large. But the symbolic importe of enshrining
racial doctrine in property law was neverthelesasgterable. Far more
important for the average peasant was the fact that Erbhof law
removed his discretion in choosing his heirs. Tihe bf inheritance was
now fixed in law. The entire Hof was to be inhalitby a single male
heir (by Anerbenrecht), normally the oldest or ygest son, otherwise
the father or brothers of the deceased. As farasiple, women were
deprived of inheritance rights. Surviving widowsreventitled to nothing
more than maintenance. Other potential claimantsth® inheritance
were excluded altogether. Siblings who were notirtberit the farm
were entitled only to receive vocational trainingpeopriate to the social
position of the household. In case of hardship aterl life they were
entitled to claim the protection of the family farm

Coupled to this extraordinary intervention in theogerty rights of
German peasants was an equally drastic programmaelof reduction.
Backe and Darre proposed that the Erbhof farmessldhassume collec-
tive responsibility for each other's debts. The tslebf all Erbhoefe,
variously estimated at between 6 and 9 billion Remearks, were to be
transferred to the Rentenbank Kreditanstalt, aestpbnsored mortgage
bank. The Rentenbank would repay the original toesli at interest
ranging between 2 and 4 per cent depending on doerisy of the
original loan. For their part, all Erbhoefe, whethedebted or not,
would in future make an annual payment to the Rwvaek, assessed
at 1.5 per cent of the value of their farm (Einbweirt). For those
Erbhoefe that were not burdened with debt thisrbleeonstituted a sig-
nificant imposition. By way of compensation, themef those Erbhoefe
that were only lightly indebted would receive voard) which entitled
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their sons to privileged treatment in the settletranive in East Prussia.
Backe thereby hoped not only to create solidaritymgst the Erbhoefe
but also to couple debt reduction to an accelergteagramme of
settlement.

The Erbhof law was targeted at the solid middleugth of German
farming, approximately 1 million farms in total. Was not intended to
cover marginal peasant holdings, let alone the filots of the worker-
peasants. Nor, significantly, was it addressedht® ttaditional benefici-
aries of agricultural protectionism, the great &sta Darre was not
a popular figure amongst the Junkers. Whereas Hugggnand the
nationalists were loyal to the landowner interebg ‘agrarian bolshev-
ists' who were now in control of the Ministry weramoured to be
planning a massive programme of land reform to loitke stranglehold
of the aristocracy on the east. Of all the econom&asures taken by
Hitler's government in its first years, the ErbHaiv was the measure
marked most distinctively by specifically Nazi idegy. Agricultural
protectionism, debt default, bilateralism in foreigrade and rearma-
ment were all policies that united the competingtifms of the Nazi
party, Hjalmar Schacht, the nationalists and thditany. The Erbhof
law did not. It was a measure dictated first anderfwost by the specifi-
cally Nazi brand of agrarianism formulated by Daeed Backe. Fully
aware of his exposed position, Darre had taken tarebtain Hitler's
consent for the proposed law during a visit to @ieersalzberg in early
September 193%. In agriculture, as in other areas of policy, nojana
move was made without Hitler's approval. However,cabinet Darre
and Backe faced serious opposition. The PrussiaticBuMinistry was
indignant at the short notice at which such a 'stépextraordinary
and fundamental importance' ('Schritt von ungebegmindsaetzlicher
Bedeutung') was being brought before cabinet. Sittami Reich Minister
for Economic Affairs was concerned that the pratectoffered by the
Erbhof law would create a new breed of indolerites peasants' with
no interest in efficiency. Reichsbank president &bl denounced the
Erbhof proposal for undermining the entire basisagficultural mort-
gage credit.

Despite these heavyweight objections, Hitler's apar was decisive.
Once Hitler had declared the Erbhof principle aslt@gnable, the law
could not be stopped. At the same time, howeversuggested that the
main parties continue negotiation over the det#iisnplementation.
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The result over the following months was a runnbwajtle between the
Reichsbank, the RWM and the agrarians, which redult a significant
compromise. The proposed programme of collectiviet delief, the key
economic element in the Erbhof project, was shelvEtk: unburdened
Erbhoefe were preserved from the imposition of yema other farmers'
debts. And in his feud with Darre, Schacht wenther than this. Since
the Erbhoefe were unable to offer their land asusgc Schacht issued
instructions that they should be denied all fornfslang-term credit.
Schacht, of course, hoped that by so doing he wdéalde Darre into
retreat. However, Darre's position in the earlyrgeaf the regime was
too strong to succumb to such blackmail. Darre's: ddinistry saw to
it that hard-pressed Erbhof peasants were provieidhier with direct
grants, or with loans guaranteed by the Miniéfryn many cases the
Erbhof courts were persuaded to relax the highistrietive rules on
using Erbhof land as collateral. And the statistiestainly suggest that
this was enough to prevent any serious setbaclgricudtural investment
over the following year$’

A more serious problem, in fact, was to sell théhof law to the
peasants themselves. In the southern and westgionse where partible
inheritance was the rule, the new law was met Wwidnk hostility. But
even in the North German plain where Anerbenrecitt long prevailed,
the initial excitement about the Reichserbhofgessian turned to dis-
content. The general principle of undivided intaride of the family
farm was popular enough. But it had never previpusterridden the
right of the farmer, in the last instance, to decwmbver the distribution
of his property. Everywhere, it was normal to comp@mghe siblings
who did not inherit the family farm. Never had fars wives and
daughters, who often brought substantial assets @ntmarriage, been
treated so inequitably. And how was a farmer torycaut investment
and arrange his finances without access to mortgagdit? In early
1934, the Gestapo office in Hanover, an area dajelaand prosperous
peasant farms, reported widespread anger at therulew. If Darre and
his men were interested in large families, theyutthdhink again, since
the inheritance rules of the Erbhof law would expibre one- or two-
child family to the countryside. There was muchergment towards
the large farms that were ineligible for inclusionthe Erbhof rules. In
an area of Lower Saxony that might have been thoeghenable to
the Erbhof system, local officials reported simplylarge part of the
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peasantry does not believe that they will be ablévie with the Erbhof
law.** In practice, what defused the initial headsteanpedsant resist-
ance were a series of amendments to the inflexfiaimework of the
original law and a continuous process of hagglihgoagh the new
system of Erbhof courts. On the crucial issue ohewship, allowances
were made to permit joint ownership of Erbhoefeha first generation.
The courts were also lenient in their handling efuests to take up new
credits secured on property. Similarly, there whilbility over land
sales. In the south, one of the main bones of otinte was the definition
of the lower limit for inclusion in the Erbhof rollThis too was handled
flexibly. On one principle, however, the authostibeld firm. Whatever
concessions were made to the current generatidarofers, the applica-
tion of the law at the moment of inheritance watcstSole inheritance
by a single owner was rigorously enforced across Reich for all
Erbhoefe, regardless of local sensibilities.

Given these objections, it is not surprising peghdpat the Erbhof
rolls filled rather less quickly than had been hbjpe the heady days of
the first Reich harvest festival. The Erbhof lawd diot transform the
structure of land ownership in Germany. There w&neply not enough
farms of the appropriate size. Nevertheless, indize classes that fell
squarely within the Erbhof range, between 10 and héctares, the rate
of enrolment was high. The vast majority of medianmd large peasant
farms were subject to the new regulations. Andhosé regions where
such farms predominated, the Erbhof soon becamentme. In this
sense the law accomplished its goal. It consolidlategroup of farms
whose average size nationally was just less tharh&flares, a figure
that was soon to be defined as the ideal size ffaient family farming
in the new order of German agriculture.

v

The second fundamental step taken by Darre and eBatkhe autumn
of 1933 was the organization of the Reichsnaehist®NS)?* It is not
too much to say that the setting up of this orgation and its associated
system of price and production controls marked ¢mel of the free
market for agricultural produce in Germany. Agriavé and food pro-
duction, which until the mid-nineteenth century hedn overwhelm-
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ingly the most important part of the German econcamg which still
in the 1930s constituted a very significant elemehtational product,
were removed from the influence of market forces. Backe clearly
articulated even before 1933, the mechanism ofepsé@titing was the
key*® The RNS made use of prices to regulate productitigher prices
were used to encourage production. Lowering a pirceelative terms
served to divert production into other lines. Bhbe tprices themselves
were no longer freely determined by the balanceupfply and demand.
They were set centrally by the officers of the RNSrthermore, to
ensure that production developed as efficiently passible, the RNS
extended its control and supervision into everyldfiebarnyard and
milking shed in the country. By contrast with thebBof law which
singled out only a minority of farms, the RNS inedritself into every
nook and cranny of the food chdmnin every one of Germany's 55,000
villages, an Ortsbauernfuehrer was responsible degrseeing day-to-
day activities. The Ortsbauernfuehrer reported @0 HKreisbauern-
fuehrer who in turn reported to one of nineteen demtbauernfuehrer.
From the Reich down to the Kreis level, the orgation was split into
three functional divisions responsible for genei@d¢ology, farmyard
and market issues. The political authority for thiganization emanated
from Berlin, where Darre and Backe directed polibyt the spiritual
heart of the new regime was Lower Saxony, the leattof North
German peasant agriculture. Darre himself ownedrm fin the region.
The town of Goslar hosted both the annual meetiofgghe German
Bauernstand and the ideological department of tiNS.RThe Nordic
peasant association and the newly created intenatioffice for peas-
ant affairs were all located there. Goslar was dlse location for
the Peasant University (Bauernhochschule) and tgucwtural high
schools. The Bueckeberg, the emotional centre ofrd3a peasant
empire, was only a few miles away.

The RNS, like Robert Ley's German Labour Front, wasself-
supporting organization, operating in close coop@mawith the Reich
Ministry of Food and Agriculture. Funding for theNB was provided
by a levy on every farm in the country, to the twie2 Reichsmarks for
every 1,000 Reichsmarks of estate value (Einheityw&his gave the
RNS the means, by the late 1930s, to employ a pentastaff from
the Kreis level upwards of over 20,000 people andaanual budget
in excess of 100 million Reichsmarks. Not surpggmthis empire-
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building gave rise to a constant undercurrent o$calitent, both
amongst the peasantry for whom the intensive réignlaof the RNS
brought back memories of World War |, and from tnesiness lobby
who mistrusted the regulatory ambition of the RR$jalmar Schacht,
in particular, was unrelenting in his criticism. \Wever, when one bears
in mind the sheer size of agricultural production Germany in the
1930s, the RNS organization was hardly dispropoatie!® In any
given year, the value of the grain harvest alons egual to the annual
output of German heavy industry - coal mining, iramd steel. And yet
the difference in the organizational effort devotedthe two operations
was spectacular. The backwardness of much of Geragniculture
betokened a chronic lack of expert management amgkrgision, a
deficit which the RNS sought to put right with andé&ess stream of
lectures, educational material and courses as aglmore direct inter-
ventions into peasant farming practice.

From an economic point of view, one of the mostiigant inno-
vations of the RNS was that it extended not onlyth® farms but to all
associated industries. The RNS included in its teihie credit
cooperatives from which the farmers obtained futwdduy their annual
stock of seed grain, the cooperatives and merchantghom the farmers
delivered their produce. It also included the @asirimills and factories
that processed food for consumption in the citi€ke RNS did not
claim exclusive organizational control over the domdustry. It shared
control with Schacht's Business Groups and with rdlevant organiza-
tions of the craft industries. However, the RNSifluence was enor-
mous, since it controlled the prices that the pseees paid for their raw
materials. Taking agriculture and the food industogether, the RNS
was a truly formidable organization. Exercising moor less direct
control over more than 25 per cent of German GDOPwas, Darre
boasted, the largest single economic unit in thedyavith sales of more
than 30 billion Reichsmark8.As well as a total of 6 million independent
producers, it controlled more than 40 per cent ld total German
workforce. The RNS had an even more direct impactGerman house-
holds, since it controlled the prices at which timychased their food
and drink, which on average accounted for almosp&o0cent of family
budgets. Viewed as a unit, the RNS was the largjiagie building block
of the German economy and the ambitions harboungdDarre and
Backe in the early 1930s were very far-reachingeviry opportunity
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in 1933 and 1934 they pushed the model of the RBIS #gemplate of
economic organization. Whilst the structure of Sxtita new industrial
organization was undecided in 1934, Darre lobbiedhave the pro-
ducers of agricultural equipment, one of the largelements of the
German engineering industry, subordinated to theSRM 1933, after
the fall of Hugenberg, and again in 1934, after tkBchmitt resigned,
Darre was rumoured to be bidding to take over theidity of Economic
Affairs. During the foreign exchange crisis of 1938erdinand Fried,
one of the leading propagandists of autarchy, pbobll a blueprint for
an organization of the entire industrial econompngl RNS lines!
Instead of the loosely articulated system of carehd business groups
there would be a single coherent organization \pifkes and production
targets directly controlled by the central authesit Any such extension
of the RNS model, however, was blocked by the oiptiposof both
Schacht and industrial interest groups. In thismaras well, the events
of the summer and autumn of 1934 were decisive.tligy autumn, it
was Darre who found himself fighting a rearguardicsc against the
dominating influence of Schacht's system of exchaagd trade controls,
a struggle dictated by the fact that German agtcel no less than
German industry depended on imported inputs.

In 1933 the mood in farming had been buoyed noy bl the activism
of the new government, but by perfect weather anbumper harvest.
The RNS started life with the happy task of buyiny substantial grain
stocks at subsidized minimum prices. The result,May 1934, was a
large reserve of grain both for human and animasamption that was
to provide the RNS with an important cushion in éarly years. The
generous prices paid to farmers were passed omtlgir®®s consumers,
who were faced with a sharp increase in the codtviofg. After years
of falling prices, the official food-price index se between 1933 and
1934 from 113.3 to 118.3. At the end of 1933, npliices were raised
by the direct intervention of the RNS to 22 Pfesniger litre. These
may seem like small changes, but one can gauge digwiificance when
they are set against the modest budgets on whicst @erman house-
holds coped from week to week. Furthermore, théatioh was highly
unevenly distributed. One labour office in Hambuig early 1934
reported panic buying, as consumers were faced withO per cent
increase in food prices in a single month. As weehaeen, popular
unrest about the inflation in food prices was ohthe most worrying
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signs reported by the Gestapo in 1934. So severe tese anxieties
that they seem largely to have outweighed any mapda advantage
gained in the struggle against unemployment. Thiseeely negative
response to price increases during the economic patitical crisis of
1934 had a remarkably long-lasting impact on thitip® of agricultural
production in the Third Reich. Thereafter the RN&efd enormous
political pressure to refrain from any further grimcreases even if these
were needed to stimulate production.

To make matters worse, by the early summer of 108+s clear that
there would be no repetition of the record hanafsi1933. Grain yields
were sharply down. As a result, on 21 July 1934r®avas forced to
appear before his political rivals in the cabinetréquest a daily alloca-
tion of foreign exchange to the tune of 1.6 milli®eichsmarks for the
purchase of imports of food and feEdWithout these funds, Darre
feared that he would have to contemplate drastiora¢o curtail house-
hold consumption. Given the precarious state oflipubpinion, this
was a highly unattractive option. But in light dfet crisis in Germany's
balance of payments, no further increase in agdticall imports could
be contemplated. In the summer of 1934 Schachtallasating foreign
exchange on a daily basis for only the most essletiports and had
taken huge diplomatic risks in defaulting on a ¢angart of Germany's
foreign debt. As he had in his struggle with Schnfichacht used the
issue of foreign exchange allocation as a weapominag Darre. He
demanded that the RNS sell off the stocks of gmaicumulated the
previous year and accused Darre of having creatddloated bureau-
cratic monster® Darre responded by spreading the rumour that $thac
the leading non-Nazi member of the cabinet, wasfaot, an agent of
international freemasonry. But beneath the bitter rhetoric the dilemma
was real. Since the last decades of the nineteesmiury, the German
diet had become progressively richer in animal fatel protein. The
meat and milk came largely from German animals, théty in turn
depended on an abundant supply of imported, higiheggm high-protein
animal feeds. Since the 1920s, oilseeds such as soypeanuts had
become a vital underpinning of German dairy farmigth the help of
this highly proteinous and fatty diet it had beemsgible to push the
average milk yield of the cows in the German ddieyd to 2,200 litres
per year, with the best herds exceeding 4,000slirer year® Given the
relative price of milk and oilseed, this was pralfite from the point of
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view of farmers, but it imposed a serious burdenGesrmany's foreign
exchange balance. In 1928 and 1929 oilseed imparisat more than
850 million Reichsmarks per anndfDuring the recession the collapse
in world commaodity prices did much to reduce thib, tbut it remained
an outlay of foreign currency that the Reichsbamkia ill afford.

Following the disappointment of the 1934 harvestl dime desperate
foreign exchange crisis, the new challenge for ®amd Backe's organiz-
ation was to prove itself, not just as a systemingbme support for
the farmers, but as a vehicle for national selfisighcy. Borrowing a
catchphrase from Mussolini, the harvest festival 1934 had as its
slogan: 'The Battle for Production' ('‘Die Erzeugssahlacht’). Every-
thing had to be done to ensure a better harve$®8b. The entire RNS
organization was mobilized. More than 400,000 nmegsti were held
and millions of leaflets and booklets on productaféiciency were dis-
tributed in every village up and down the courifryA separate propa-
ganda budget was established by the RNS to fund ethermous
publicity drive. In the rhetoric of the RNS, populmilitarism increas-
ingly displaced the language of blood and soil. TEdhof peasants
were now declared the 'shock troops' in the bdtitegrain. The new
slogan of the RNS was: 'Erbhof peasants to thet!fr¢iDie Erbhof-
bauern vor die Front!®¥ The Battle for Production is commonly dis-
missed as littte more than a propaganda exefti®ut this does no
justice to the work of the RNS or to the constithey faced. Once
we allow for the reduction in imported inputs, fanmmoduction from
domestic sources went up by 28 per cent betweery E#l 1936°
Given the structure of German agriculture and dyetpatterns in
the 1930s, it is hardly surprising that the RNS ameachieved self-
sufficiency. Maintaining, let alone raising prodoct, with much re-
duced imports of energy and protein, without bedtde to substantially
raise prices paid to farmers, was a tall order. Wtha RNS was able
to achieve was not only a substantial increase dmestic food pro-
duction, but also a substantial improvement in ribgilience of German
agriculture in the face of shocks.

The key to the RNS's activities in the 1930s waes ittanagement of
the national grain stock on the one hand and arrdated effort to
reduce the import dependence of the animal foodnchBehind the
scenes, the RNS oversaw a significant shift in ninéritional basis of
pig and dairy farming§’ After 1933 the Reichsbank never allocated
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more than 260 million Reichsmarks to the importatf oilseeds, less
than half the level of the Weimar Republic. Thoufgied was much
cheaper in the 1930s, in volume terms the importitdake was cut
between 1932 and 1936 from 2.3 million tons to l#s@n 1.1 million
tons per annum. Imported carbohydrate feeds suchmaize, which
could be more easily substituted by domestic prtdoc were reduced
by an even larger margin. By 1936 German farm alsimare consum-
ing only half the imported protein and 30 per caftthe imported
carbohydrates that had been available in 1998-Bo cover the gap,
farmers were encouraged to substitute hay, turmipd the nutritious
by-products of sugar beet farming - sugar beetdgasnd heads. To
make this feed palatable for the dairy herd, theSRdushed through
the near universal adoption of fermentation sil@Gadrfutterbehaelter).
In the 1920s feed fermentation had been rare orm@erfarms. By
1939 the RNS had overseen the installation of mibian 8 million
cubic metres of capacity. Similarly, the RNS rectieel the feed bases
of the pig herd* The pig population, which was overwhelmingly the
main source of meat for human consumption, senged &ital buffer in
the food chain, with the swine herd fluctuating vign 23 and
25 million animals, depending on the price of piganand the avail-
ability and cost of feed. From the point of view tbe RNS, the funda-
mental consideration was the trade-off between gugiotatoes and
bread grain as animal feed, or directly for humamscmption. It was
normal, prior to the advent of the RNS, for anyveharpwards of
2 million tons of rye to enter the food chain askpmther than as bread
grain. After 1935, given the difficulty of ensuringe grain supply for
human consumption, this was no longer sustainable price of rye
was raised and Germany's pigs were fed overwhelyning potatoes
and other domestically produced feeds.

What the RNS could not do was to manipulate thetleza After the
spectacular harvest summer of 1933, the next fearsybrought dismal
yields. Between 1934 and 1937 the yields of whedt rige were consist-
ently disappointing. The potato harvest in 1935 wdisastrous. In
managing these setbacks the RNS's most importatumee was the
large grain reserve accumulated during the bumpewest of 1933.
Shortfalls in 1934 and 1935 were covered by runnilogvn the stock
accumulated in the first good year of the Third dReiThis, however,
was by its nature a short-term solution. By the s@mof 1936 the

192



SAVING THE PEASANTS

grain stock, which in early 1934 had stood at 3ibion tons, had been
drawn down to the dangerous level of less thanO0mDtons. This was
barely enough to ensure continuity to the new &rvAlready in the
summer of 1935 there had been talk of the needntmduce ration
cards for bread. For obvious reasons, this was déeim be politically
unacceptable. Instead, the RNS resorted to an iaeghmprogramme of
substitution through which bread flour was dilutwdh maize meal and
even potato starchi.In relation to meat and butter the regime was more
forceful. To dole out the scarce supply of butterdiscreet system of
rationing was introduced in the autumn of 1935tha form of customer
lists kept by the retail outlets. Similarly, the abhesupply could not be
completely insulated from the impact of the disasér potato failure in
1935. To ensure that there were sufficient potafoeshuman consump-
tion, the RNS culled the pig population and pushiugh a sharp
increase in the price of pork products. In Berlihe price of cooked
ham was raised by almost 30 per cent between 18841836. From
1936 onwards the RNS also supplemented the Germad balance
through imports. More than a million tons of graivere imported in
1936. In 1937 imports rose to in excess of 1.6 iomilltons. In 1936
there can be no doubt that this was a measuresbfrégort dictated by
the two years of poor harvests and the exhaustfostazks® But this
marked no fundamental turning point in the RNS'matsgy and it
certainly did not indicate a retreat from the Batfior Productiorf’
From 1937 onwards German production was more thdequate to
meet domestic demand. Imports were used, not tpostigurrent con-
sumption, but to rebuild national grain stocks, etthiby 1939 were
sufficient to cover the population's bread supplyan entire yea

It is easy to misunderstand the constant talk @fiscthat afflicted the
RNS. At no point was the German population threadewith real food
shortage$? The 'shortages' of meat and butter were due nat dollapse
in supply, but to a huge surge in demand, espgciadinm working-class
consumers. Newly re-employed Germans with moneytheir pockets
simply did not want to eat the austere vegetari@h jpublicly espoused
by the Nazi leadership with their Sunday lunchesvegetable stew.
Under normal market conditions, of course, the gapween supply and
demand would have been closed by rising priceshéfigrices would
have discouraged demand whilst at the same timmultting greater
productive effort on the part of German farmers attchcting a wave
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of imports from abroad. And the RNS certainly a@aptthis option
in relation to particularly scarce commodities. deneral, however, a
wholesale increase in food prices was ruled oufday of provoking the
kind of public outrage that had shown itself in 498 was this political
freezing of the price system that created the ajppea of shortages,
forcing the RNS to resort to more or less overtm®rof rationing. It
was not until 1938, with the appearance of realpBugproblems in
dairy farming, that the regime finally raised thecps paid to German
farmers for milk. But even then the increase was$ passed on to
consumers. The price increase thus helped to sttmybroduction but
did nothing to restrain demand.

And the RNS faced complaints not only about foodrstges. The
secret police who anxiously monitored the mood e peasantry also
found much evidence of dissatisfaction. There wassant grumbling
about low prices and administrative interfereffc@he farmers certainly
found themselves more constrained than ever beforpeacetime. In
the first two years of Nazi rule, 250 new regulatiowere issued for
agriculture: one every three ddysProbably the most onerous restric-
tions imposed by the RNS were those requiring fasnte deliver quotas
of milk to licensed RNS dairies. This was a crudiatrusion, because
the daily delivery of milk and butter to town walset most important
source of ready cash for most peasant farms. Thg &Nries paid cash,
of course, but farmers now had to accept a ceptidditermined price
and a delivery schedule not of their own choosikgr those farms
located within easy reach of urban markets this wasevere blow. In
the Hamelin area, it was estimated that farmerf§esed an annual loss
in revenue of as much as z,000 Reichsmarks per. fatiff fines had to
be levied to force compliance with the delivery s In September
1935, with hundreds of farms delivering suspicigusinall amounts of
milk to the local dairy, the Gestapo reported whaatounted to a 'milk
strike' in the Wesermuende area. At the same ttheckpoints on the
road to Bremen caught six farmers smuggling 88 deuof butter for
illicit sale in town??

Such examples are certainly picaresque. But theniglings of the
peasantry are rarely a good guide to the econorofcsagricultural
support. German peasants had long memories and llaculivated
sense of entittement. They harked back to the goldkeys of the early
twentieth century, when North American competiticad been manage-
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able with modest tariffs and minimal governmenteiférence. Those
days were long gone. When we bear in mind the tlmas situation of
world agriculture in the 1930s it is clear that @an farmers, in fact,
enjoyed a historically unprecedented level of ptiom and it is hardly
surprising that this came at a price. In returntfar exclusion of foreign
competition from home markets, peasant smallholdead to accept
comprehensive regulation and control. Farming inrn@ay, as in
Europe generally, from the 1930s onwards resemided and less a
market-driven industry and more and more a stramgarid of private
ownership and state planning. The true story id by the level of prices
paid to German farmers compared to those that Geriawaners would
have received if they had been exposed to the farte of foreign
competition. On this basis the record is completeigambiguous.
Though it is true that grain producers clearly gap a larger margin
of protection than dairy farmers, for all major égpof farm produce
the prices paid to German farmers under Nationatigiem were at
least twice those prevailing on world markets. Ofirse, under Schacht's
New Plan, German industry enjoyed blanket protaectis well. So the
really telling development after 1933 was the shamprovement in the
terms of trade between agriculture and industryriri@uthe Depression,
agricultural prices had fallen more than industgalces. After 1933,
the 'scissors' between industrial and agricultypetes shut abruptly.
Agricultural prices rose more rapidly than industrprices and, again,
this was out of line with developments in globalrkeds, where agricul-
ture continued to lag behind.

The promise Hitler made on the night of 30 Janua®33 was to
restore the economic fortunes of the German pegsavithin four years
and the RNS certainly made good on that pledgeoicg to figures
calculated by Germany's most authoritative econoregearch agency,
total farm income, of which animal products accednfor more than
60 per cent, rose by almost 14 per cent in 19334 hy another
11.5 per cent in 1934-5. At the same time the burdé taxes and
interest payments on agriculture fell significarfflywhen we allow for
the general deflation in prices, increases in monepmes on this scale
more than made up for the Depression. The situationld have been
even better if it had not been for the bad weatled poor harvest
in 1934.

In its inability to satisfy any of the major cortegncies in the Third
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Figure 8. Industrial and agricultural prices,
Germany and the world, 1929-1938 (1929=100)

Reich, the RNS became a victim of its own effortetxtend control to
every aspect of food production. The creation & BNS undoubtedly
gave the Nazi regime an unprecedented degree dfotamver a vital

part of the economy. But by the same token it piid a vast swathe
of everyday life. The organizational influence bEtRNS extended into
every home in the land. For the peasantry, thers vidually nothing,

except the weather, that could not with some redsorblamed on the
RNS and its intrusive regulation. Similarly, consrs found that their
everyday tasks of shopping for food and even oparag family meals
were now the subject of political intervention aptbpagandistic com-
ment’* In the final analysis, however, the difficultieaceéd by the RNS
were not attributable to Darre's ideological whimsy the lumbering

incompetence of his organization. The problemsnfacihe RNS were
effects of Germany's struggle to manage its ragidnemic recovery
and its massive programme of industrial restruoturin the face of a
binding balance of payments constraint. Since 193¢reases in indus-
trial prices and wages had been held back in amatt to prevent the
industrial boom spilling over into inflation andwather deterioration 196
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in German competitiveness. This in turn meant thaticultural prices
could not be substantially increased without hgrtiarban standards
of living. At the same time the shortage of foreigrchange dramatic-
ally impeded progress in protein and fat produgctiby restricting the
qguantity and quality of feed available for the aaimherd. All this

meant that a gap between the consumer aspiratibi@&eionany's urban
population and the productive capacities of Gernamiculture was

bound to make itself painfully felt. Straddling shgap were Darre and
the Reichsnaehrstand.

\Y,

By 1936 at the latest it was abundantly clear #nagn with the most
concerted management, it was simply impossibleGlermany within the
confines of its present territory to achieve anyghlike self-sufficiency,
certainly if the regime was determined to maintdia current standard
of living and the current structure of German agtioce. One might
speculate, of course, about the possibilities thaght have been opened
up if the Third Reich had been determined enougfotoe through the
kind of wrenching structural changes being imposgdStalin on the
Soviet Union. Not of course that collectivizatiorasvon the cards, not
at least until 1945 when the victorious Red Armwafly made real
the long-standing ambition of reorganizing the greastern estatés.
However, by the late 1930s there were German agnst® who were
beginning to contemplate the possibility of overamnGermany's agri-
cultural problems by carrying out a radical concatiin of all available
land on farms of an efficient size, enabling the Rkd carry out a
dramatic programme of rationalization and mechaiurd® But none
of this was practical politics in the 1930s. Instethe problems facing
Germany merely confirmed the belief on the parttef Nazi agrarians,
including Hitler, that the ultimate solution to G@any's problems lay
in conquest in the East. The calculations of RNSmgmists suggested
that to achieve full self-sufficiency with curretgchnology and at the
current standard of living, the Third Reich wouldeed to add
7-8 million empty hectares of farmland to the 34llion hectares
currently within its border§. It may seem far-fetched to suggest that it
was the difficulties of German agriculture thatwdrdhe progressive

197



THE WAGES OF DESTRUCTION

radicalization of Hitler's regime. But when Hitlelid attempt to give
concrete meaning to his concept of Lebensraum & wea agriculture
that he turned.

Documented statements of the full imperialist ammb#& of the Nazi
leadership after 1933 are rare, for obvious reastinblurted out pub-
licly by a senior figure in Hitler's regime, theyould have caused an
international furoré® But though they remained largely unspoken there
can be little doubt that the ultimate goal of eastexpansion provided
an important point of reference for all the senfigures in the Nazi
leadership. As we have mentioned, Darre invoked phriospect in the
autumn of 1932, months prior to the seizure of powdtler did so in
February 1933 in his first address to the Germalitami leadership and
again in early 1934 to the same audience. Early 986, in a speech
which has only recently come to light in the aresy Darre sketched
out a remarkably concrete vision of German conqtesin audience of
RNS officials’® The regional expert advisers that Darre addressse
important figures in the RNS. They were all partgmibers. However,
they certainly did not belong to the inner circfetlte Nazi leadership. All
the more significant was Darre's willingness to aretize the long-term
ambitions of the regime.

After expatiating at some length on the centratifythe category of
race to Nazi ideology and the difference in thispext between National
Socialism and ltalian Fascism, Darre came to the afi his remarks.
The future of the German Volk depended above allttan conquest of
new land for agrarian settlement. In complete apm¥ with Hitler,
Darre rejected any possibility of overseas colosiedtlement. The only
possible area for this expansion was towards tts. €80 much was
familiar to any conscientious reader of Mein Kamyfhat Darre said
next was rather more specific and rather moreligtgrt

The natural area for settlement by the German peigpthe territory to the east
of the Reich's boundaries up to the Urals, bordéareithe south by the Caucasus,
Caspian Sea, Black Sea and the watershed whictledithe Mediterranean basin
from the Baltic and the North Sea. We will settiéstspace, according to the law
that a superior people always has the right to gengnd to own the land of an
inferior people

Issues of morality were beside the point. The Gerialk had the right
to claim this enormous territory and to displagasthliving on it. On
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earth there was only one law, that the weak shgiNg way to the
strong. Darre conceded that some of his audienghtnfind these ideas
fantastic or exaggerated. But he invited them tasmer the fact that
the entire territory from the Rhine to the Uralsswim fact no larger
than Australia or Canada. The extent of this fut@erman Empire,
therefore, would match the territory of just oneitiBn Dominion. For
the Germans, as masters of all the most modermaémdiies of transpor-
tation, such dimensions were far from excessiveafly, Darre had no
medieval fantasy in mind, when he reminded his ench that

we Germans are leaders in the field of airships taedmost modern commercial
aircraft. We Germans build the most modern roadsthie world and have
high-speed, streamlined railcars running on oultragks, which vastly exceed
in speed any ordinary train.

He was fully aware, of course, that Germany did wmotrently have the
means to settle such a territory, but that waghepoint.

It is necessary first of all to have the goal iewiand to concern oneself with it.
A political goal like this has to be passed by wefdmouth from one German
farm to another, it must become the foundation edching in our peasant
schools. Then one day our people will follow thates$man, who seizes the
chance open to him, to open up for the People Witi®pace, the land in the
East.

And, Darre warned his audience, this was not a enatif the distant
future:

Europe has been released from the paralysis oP#aze of Versailles and is in
movement. Ten years will not pass before the palitlandscape of Europe will

again look quite different from today. By then tBerman people must be ready
to master the challenges posed to their race.
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1936: Four Years to War

In retrospect it seems obvious that the world beitmmescent into war,
not in 1939, but four years earlietn October 1935 Mussolini launched
his unprovoked attack on Abyssinia. By May 1936, penor Haile
Selassie was in exile and the Italians had instaflegenocidal regime
that was to claim the lives of hundreds of thousaafi Ethiopians. Two
months later, in July 1936, right-wing officers tahed their rebellion
against the newly elected Popular Front governnwdnSpain. Within
weeks, the country was engulfed in a bloody civélrwOn the other side
of the world, the uneasy balance was destabilizeds dMarch 1936 by
the overthrow of the liberal Japanese Prime Minisikada Keisuke
and his replacement by the pro-war Foreign Minidtiota Koki. By
the summer of 1937 open warfare had resumed inaCiNiazi Germany
left no one in doubt as to where it stood in thievgng polarization of
world politics. Hitler backed Mussolini in Africand exploited the
ensuing Anglo-French distraction to send Germappsointo the Rhine-
land, in a flagrant breach of the Treaty of Vetsail In the summer of
1936, Luftwaffe Ju 52 transports ferried Franco sl rebel troops to
the Spanish mainland from Morocco. A few monthseratthe Luft-
waffe's Condor Legion went into action over Madri@hortly after-
wards, in November 1936, Germany allied itself withpan, the chief
aggressor in Asia, in the anti-Comintern pact.

The threat of war was obvious, so obvious in faett the main global
insurance market - Lloyds of London - ceased tigdim war cover on
property by the end of 1936The question was whether war was
inevitable. The governments of both France andaBritwere desperate
to avoid a major conflict, not because they exmbdtelose, but because
they believed that only the flanking powers - thaiteld States, the
Soviet Union and Japan would benefit. To simplifgrdatically, their
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response to Germany consisted of three eleniefits. both France and
Britain the first priority was to ensure that theguld negotiate from a
position of defensive military strength. Both caisd, therefore, began
in 1936 to make serious efforts to respond to Gagrsarearmamerit.

The second key element was to undo some of the giarmdane by the
Great Depression in restoring a degree of econaoierence between
the three major Western powers - France, Britaith tie United States.
Since 1933 both Britain and the United States hguemenced recovery
from the recession, but they were still at loggad®e over America's
new agenda of trade liberalization. France forpigst languished in the
tightening corset of the gold standard. The thimt amost familiar

facet of appeasement, finally, was the effort tmstauct a package of
concessions sufficient to tie Hitler into a lastipgace settlement in
Europe. After his re-election in November 1936, &a@lt revived the
multi-sided American agenda that had founderednduthe turmoil of

1932-3, floating the idea of a second European gemanference to
discuss disarmament, trade and the reapportionroéntolonial pos-

sessions and the raw materials that went with thaine British, how-

ever, were cautious. Opinion in London was dividedto the reliance
that could be placed on the United States. Moreoiaptly, the British

were willing to discuss disarmament, Rooseveltfs paority, only from

a position of defensive strength. A general comfeeewould therefore
have to wait until Britain's air defences were wightly reinforced. In

the mean time, Chamberlain preferred a piecemeptoaph, offering

concessions on colonies, trade and credit in thee hihat this would
open the way to an agreement on peace and security.

The case for appeasement was powerfully reinfotmgdhe fact that
Hitler's regime, after weathering the storm of gwdition that followed
the Rhineland Aktion in March 1936, seemed to bterarg a phase of
comparative 'respectability’. In the summer of 198&krmany hosted
the athletes of the world at the Berlin Olympicec@mpanied by a mob
of international journalists. Goebbels bit his §s the German press
was instructed to give ample coverage to the triusnpf Jesse Owens
and other African American athletédn 1937, at the Paris world's fair,
the German pavilion was one of the star attractiohs its fifth year,
Hitler's regime could present itself as the modetatorship. Unemploy-
ment had fallen to negligible levels. The economaswooming. Life for
millions of German households was returning to sbing like normaf
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The savage wave of repression in 3933-4 had dome€jol. Inmate
numbers in Himmler's concentration camps dwindled tfew thousand.
For a time, even the regime's anti-Semitism wasdodown. When
compared to the warlike aggression of Fascist ltapfrica and Imperial
Japan in China, not to mention the well-publicizextesses of Stalin's
show trials, Hitler's government appeared posiivetasonable. There
were of course those who never wavered from thefotdat no peace
was possible so long as Hitler remained in poweut Bhey were a
minority. The majority in Britain and France, howevdistasteful they
may have found Hitler's regime, were clearly wilito make space in
Europe for an authoritarian Germany. An arrangenvetit the Western
powers was on offer after 1936 that would have @oBtle or no
challenge to the internal power structure of Hitleregime and that
would have allowed the Third Reich to be accommediawvithin a
reconstructed international framework of financd &made.

Furthermore, the majority of Germans would probahéve accepted
such an arrangement as a highly satisfactory owgctonthe 'National
Revolution' begun in 1933. All evidence of publipiion suggests that
whatever their resentment at the outcome of Worldr W the German
population was deeply afraid of a European war wawdld have wel-
comed a settlement on the basis of the status suaf 49365 Evidence
on attitudes within the business community is fiatstigly scant. How-
ever, by 1936 there can be no doubt that the belarficthe argument
had shifted away from an exclusive focus on doroestarkets, towards
a return to international trade. As the authon&tBerlin Institute for
Business Cycle Research pointed out in its repartefrly May 1936,
the principal problem facing the German economy \sasess to raw
materials." This depended on increasing exportsd Ay the spring of
1936, there were at least some grounds for optimismthis score.
The Institute counted the United States, GreataBritJapan, Sweden,
Argentina, Chile, Brazil, Norway, Austria and Belgi amongst the
important economies that were now in full recovednly the gold-bloc
states, led by France, remained in recession.

The opportunities for a major recovery in worlddgawere clearly
there. And, as we shall see, France attemptedk® ddvantage, under-
taking a dramatic turn around in economic policpnir the summer
of 1936. But Hitler and his collaborators in the r@@an leadership
systematically refused any rapprochement with tlestéfn powers.
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Anti-Communism was one of the constant themes itleff political

life, but in 1936 it reached a high pitch. Whereaere conventional
minds saw an opportunity in 1936 to reconnect wlith world economy,
Hitler and his entourage read the formation of Rampiérront govern-
ments in France and Spain as symptomatic of anrg@sn international
Communist activity. And given Hitler's ideologicalorld-view this had
wider implications. 'After a period of relative tbecal prudence' in
which Hitler, Goebbels and the rest had refrainedmf expounding
publicly on the wider ramifications of their antefitic cosmology, in
1936 'the basic themes of the Jewish world conspireeturned to the
fore!? Faced with this existential threat, Hitler was mo mood for

compromise. Backed by Goering and the army, Hideaded the efforts
of the British, French and Americans to lure hintoira negotiated
settlement, in which economic concessions wouldtlagded against a
moderation of Germany's rearmament. In privatemfrine summer of
1936 onwards Hitler was frank. Having consolidateid regime and
begun the process of rearmament, he now wanted &wrrprepared
for war. Hitler had not wavered from his centratad Though he had
yet to clarify the concrete steps, he was deterthioerealize his dream
of expanding the Lebensraum of the German peopéekitew that this
must lead to military conflict, certainly by therga1940s. He knew
that it involved huge risks and he was determinedmaximize Ger-
many's chances of success both through systemali@aryreconomic

preparation and through opportunistic diplomacy.

This story has of course been told innumerable gimpd the docu-
ments have been raked over by at least four geomesabf scholars.
However, the specific question that concerns uthig book still remains
remarkably unclear. Up to now we have not had & dnd coherent
account of the role played by economic factors iiilleHs drive to
war!® At the heart of any such discussion must be theadhc of the
armaments econonty.On the one hand, armaments were one aspect of
industrial and economic activity in which Hitler spilayed a lasting
and persistent interest. On the other, it was anilitspending that
increasingly dominated the behaviour of the Gerreaonomy. Of the
growth in total national output in Germany betwe£®35 and 1938
almost half (47 per cent) was accounted for diyebt} the increase in
the Reich's military spendifg.If we add investment, of which a very
large part was dictated either by the prioritieawfarchy or rearma-
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ment, the share rises to two-thirds (67 per cetjvate consumption,
by contrast, was responsible for only 25 per cdrthe growth over this
same period, even though in 1935 it had accounded’® per cent of
total economic activity. If we consider only tharpof economic activity
that was directly under the control of the stalbe, dominance of military
spending is even more dramatic. Of the goods amdcses purchased
by the Reich, the Wehrmacht accounted for 70 pet ¢@ 1935 and
80 per cent three years later. Not surprisinglerefore, discussion of
every aspect of economic policy was increasinglyniated by rearma-
ment. And it was through rearmament in turn thag fature of the
German economy was coupled to the ultimate questiow facing

Hitler's government, the question of peace or war.

Hjalmar Schacht was, as we have seen, one of theatahitects of the
new German Wehrmacht. And he was given due cretidnwthe full
array of German weaponry was put on public disgtatythe first time
at the Nuremberg rally of 1938But rearmament as it had been planned
by Schacht in the summer of 1933 was rearmamenhirwitimits:
35 billion Reichsmarks over eight years at an ayenate of 4.3 billion
Reichsmarks per annum. This was an amount calcufateprovide for
the two-stage rearmament plan of 1933: four yearsbuild a basic
defensive capacity, four more years to build aifigant offensive strike
force. In 1934, military spending came to 4.2 billiReichsmarks. In
1935, it rose to between 5 and 6 billion Reichsmaikroadly speaking,
however, it remained within Schacht's guidelindsisl tempting, there-
fore, to describe this period as one of 'modenaatmament’ But, as
we have seen, this would be misleading with redargolicy priorities
in 1934. And the overshoot in military spendingli®35 was more than
mere budgetary indiscipline. It was indicative opawerful dynamic of
acceleration. Increasingly, the Third Reich's remmant was propelled
by the pressures of an international arms race @wmany itself had
unleashed. As Germany rearmed, it stirred its piserenemies into
action of their own. In the spring of 1935 Franeadthened its period
of conscription to two years and the British goveemt announced a
major reconsideration of its defence poltéfrance further secured

2.07



THE WAGES OF DESTRUCTION

itself in May 1935 with a mutual assistance treatigh the Soviets,
which was reinforced by a similar agreement betwten Soviets and
the Czechs on Germany's eastern border. By 1936c&reBritain, the
United States and the Soviet Union were all raigimgr military spend-
ing. And rather than responding with moderatiore tBerman military
leadership reacted to each new threat by heigtdettie pace of the
build-up®® In December 1933, the army had envisioned a peeeet
strength of 21 divisions. By the end of 1934 thigswho longer enough.
In March 1935 Hitler announced to the world theatien of a German
peacetime army of no less than 36 divisions. Thisakation by itself
was enough to break Schacht's spending guidelBes.by the autumn
of 1935, General Ludwig Beck, the new chief of fstdfad convinced
himself that even if Germany retained its defengiesture, it needed a
force capable of responding aggressively to angathfacing its borders.
This required a revision of the two-phase schena Had underpinned
rearmament planning since 1931. It also requiredraanatic qualitative
improvement. The only weapon that seemed to offgy aehance of
success against Germany's heavily fortified neighbavas the tank. So,
in December 1935 Beck added 48 tank battalions h® projected
36 divisions, bringing forward by at least a yehe tcreation of an
offensive striking force that had originally beeltarqmed for the second
phase of rearmamefit.At the same time, the Luftwaffe began its latest
phase of multiplication, with an expansion schedule raise its strength
from 48 squadrons in August 1935 to over 200 byoBet 1938! In
March 1936, Hitler accelerated further by authowgzithe Luftwaffe to
begin the immediate introduction of the latest gatien of streamlined,
all-metal aircraft?

The economic consequences were dramatic. For 1886, armed
forces envisioned budgets well in excess of theuahfigure agreed by
Schacht in 193% The balance of payments implications were no less
serious. For 1936, the Wehrmacht demanded twicenash imported
metal and iron ores, rubber and oil as it had weckin 1935. Further-
more, rearmament on this scale had serious lomg-iemplications for
the structure of the German economy. Hundreds ofighnds of jobs
would become dependent on military business, wiiad an uncertain
future beyond the immediate period of rearmamerte Wehrmacht,
however, was no longer willing to exercise selfir@ist. On 18 November
1935, Defence Minister Blomberg instructed the bress of the armed
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forces to ignore all financial limitatiorfs.In 1934, as we have seen,
Schacht had outmanoeuvred his rival at the RWM,tKschmitt, by
promising the Wehrmacht anything it needed. Now wes presented
with the bill. In December 1935, when confrontedhwBlomberg's raw
material demands, Schacht's response was catdgorica

You expect from me that | should procure the nergsforeign exchange for
your needs. | must respond that under current tiondil can see no possibility
of doing so ... if the demand is now .. . for iraged rearmament, it is of course
far from my mind to modify the support | have givéar years to the greatest
possible rearmament, both before and after theuseiaf power. It is my duty,
however, to point out the economic limits that d¢oais any such policf®

The clash with the military came as such a shoclSd¢bacht that he
began to reconsider the entire basis of the pdiieyhad pursued since
1933. In November 1935, the British embassy in iBewas believed
to have reliable information that Schacht 'wouldzesea favourable
opportunity to devalue the Mark to sterling lev&lWhatever credence
one attaches to such rumours, it is certain thh8a believed himself
to be facing a renewed balance of payments crigisthe autumn of
1935, the Reichsbank predicted that in the comiegr y\Germany would
face a net foreign currency shortfall of at leaB0 4million Reichsmarks.
To cover this deficit the Reichsbank held resergésonly 88 million
Reichsmarks. By March 1936, after two years of ceduimports, Ger-
many's stocks of foreign raw materials were at apdmtely low ebb
and there was a real threat that industrial pradocivould be severely
interrupte?” As we have seen, the same was true for grain. Most
importantly, the steel industry, led by Ernst Pgems of the Vereinigte
Stahlwerke, was seriously alarmed about its dwngdlstocks of iron
ore and scrap metal. To conserve these reservesoaadoid a sudden
interruption to supply, the Ruhr advocated a gdnsl@avdown in steel
production. The industrialists held off from impleniing this emer-
gency measure only because the Reich Ministry afnBmic Affairs
feared that it would precipitate a nationwide pahithe military for their
part were more worried about rubber and oil. In@,9Germany's rubber
plants were operating with stocks of raw materidfisient to cover less
than two months of normal productidhEven more threatening was the
situation with regard to oil, where Germany remdiependent on deliv-
eries from Romania. Though Schacht had been insimtahin setting in
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motion the expanded synthetic fuel programme in4193% was now
accused of dragging his feet. And oil was not thly point of contention.
In early 1936, Schacht made an enemy of Wilhelm fdtap Hitler's

personal economic adviser, by vetoing a proposainfiKeppler's staff
to alleviate the constraints on the steel indublyyincreasing the extrac-
tion and smelting of low-grade German iron 8tén 1934 Keppler and
Schacht had been allies. Now they were bitterkydals.

As a direct result of the arms acceleration, atfdine had opened
within the leadership of the Third Reich. Schachdswat loggerheads
not only with Darre and the agrarians but also wile military and
Keppler and his staff. Only Hitler could resolvedigpute of this serious-
ness. But Hitler's attention was consumed in ed8i$6 by the imminent
remilitarization of the Rhineland - by far his be&d and most dangerous
foreign policy move to date. Only after this hadebebrought to a
triumphant conclusion on 7 March did he resolve glestion of econ-
omic priorities. On 4 April 1936 Hitler appointedeHnann Goering as
special commissioner for foreign exchange and raaterials®™ Goering
had previously played only a marginal role in eaoimpolicy. Amongst
the Nazi elite, however, he enjoyed the reputatibbeing a pro-business
conservative. Indeed, Schacht at first supporte@ri@g's appointment,
in the belief that he would shield the Reichsbamid aMinistry for
Economic Affairs against criticism from the Nazirpya But this was a
severe miscalculation. Goering was hugely ambitidds was ruthless.
And, more importantly, as head of the Luftwaffe tes absolutely
committed to the priority of rearmament. Moreovétitler's instruc-
tions to Goering were absolutely clear. His misswais not to strike a
balance between military and civilian needs. Theppse of his com-
mission was to ensure ‘continued military preparati

By the end of April 1936 Goering had assembleddvis; expert staff
and begun a series of meetings to discuss theefudtirSchacht's New
Plan®? The results were not encouraging. The New Plammxubsidies
were having some effect. However, their effectignéepended largely
on the state of demand abroad, over which Germad o control.
Meanwhile, the Wehrmacht's requirement for raw migte was increas-
ing month by month and, due to the recovery in th&rnational
economy, the price of imported raw materials haérriby at least 10 per
cent since 1935. Furthermore, by the early sumridro86 the talk was
no longer simply of rearmament. On 12 May 1936 @waeasked the
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committee on export questions to consider wherem@ay would get
its raw materials 'if we are at war tomorrow'. Othes occasions there
was ominous talk of an 'emergency' or the 'A sdehi&rFaced with this
possibility, the Wehrmacht launched into anotheun of expansion
planning. In June 1936, Secretary of State Milchtre Air Ministry
issued the order that the German air force shoedathr full strength by
the spring of 1937, rather than in 1938. The arfoy,its part, raised
its targeted peacetime strength from 36 divisioas48, including 3
Panzer divisions and 4 of motorized infantry. Ferthore, a new plan
was prepared in June 1936 which called for the ipiow by October
1940 of the infrastructure and equipment neededaffield army of 102
divisions and more than 3.6 million m&This was a force larger even
than that commanded by the Kaiser in 1914. The igapbns of this
extraordinary expansion programme were spelledirowdetail by Major
General Friedrich Fromm, head of the central adstiaiive office of
the German army (Allgemeines Heeresamt), in a mantwum which
marks a turning point in the history of the Thireiéh3 Not only did
it give the clearest statement of the kind of arthgt the Third Reich
was trying to construct. Fromm also described wstark clarity the
consequences of any such armaments programme for Glrman
economy.

The offensive force that Ludwig Beck had first esioned in December
1935 certainly had a sharp armoured>tigsromm budgeted for 3 full
Panzer divisions, each with more than 500 t&hkse also provided for
4 fully motorized infantry divisions and 3 so-calléght divisions, which
by the late 1930s were to be equipped with mora tB@0 armoured
fighting vehicles. In addition, the war army of B98vas to include 7
independent Panzer brigades, each capable of fgrthia nucleus of a
Panzer division. All of these units were to formrtpaf the standing
army, so that they would be ready for immediateoacht the outbreak
of war. The precise number of tanks envisioned legkBand Fromm is
not easy to estimate, given the fluctuating esthblient of these novel
formations, but the total number cannot have beess Ithan 5,000
vehicles. In 1936, however, the only tanks in sepeoduction in Ger-
many were the Mark | and Mark Il light tanks, bodfi which were
armed only with machine guns. For the offensiveppaes that Beck
had in mind they were clearly inadequate. The hamk of Germany's
armoured fighting force, as envisioned in 1936, teasonsist of 1,812
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medium tanks - Mark Ill and Mark IV models. Thesemwever, were
still in development in 1936 and were not expediedcnter production
untii 1938. Fromm did not expect Germany's actusdength in
battleworthy medium tanks in 1939 to exceed muchremthan 870
vehicles. This was clearly a considerable forcet Boe should not
imagine that the German army plan of 1936 was @efit to give the
Wehrmacht overwhelming advantage in the internatioarms race.
Scheduled production of French medium and heavkstasignificantly
outstripped that of Germany in the late 19%0s.

More impressive than the armoured strength of Fstlmew army
was its sheer size. Fromm's plan provided for 6faniny divisions
backed up by 21 second-string Landwehr divisionse Dest-equipped
infantry divisions, numbering 17,700 men, were foled with between
500 and 600 trucks, 390 cars and a similar numibenatorcycles. But
for the bulk of its transport the German army mklien horsed’ As
compared to a wartime complement of 120,000 truckajnly drafted
from private business, Fromm allowed for 630,700sks, one animal
for every four men in the active field army. In thgerage Wehrmacht
infantry division, cars and trucks were outnumbereyg carts and
wagons. A large part even of the heavy artillenswa be horse-drawi.
And it is also instructive to examine the distribut of expenditure
foreseen by Fromm's budget. Of the 35.6 billion cRemarks to be
spent between 1937 and 1941, less than 5 per dentpgrcent) was
earmarked for tanks and motor vehicles. By contrgshs, artillery and
ammunition were allocated 32 per cent of the budgetrtifications,
mainly on Germany's western borders, claimed ne fkan 8.7 per cent,
almost twice the amount to be spent on the motdrieeps. None of this
calls into question the qualitative leap markedthy army's planning of
1936. The German military was now embarked on thkeelarated
construction of a gigantic force, of which a siggaht element was
explicitly intended for mobile, offensive operat®orBut we must clearly
set aside any idea that the armaments effort of Tthed Reich was
carefully tailored towards the construction of atomzed 'Blitzkrieg'
juggernaut. In quantitative terms the German armggpansion
undoubtedly set new standards. But in qualitatieems, even in its
moments of most florid fantasy, the German army aieed rooted in
a society characterized by very uneven development.

Fromm's report left no doubt that constructing gnisrmous fighting
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force would stretch the German economy to its linStockpiling the

equipment for a wartime army of 102 divisions i tspace of only four
years would require a huge acceleration in militagending. Over
the next three years, the army alone would needpend 9 billion

Reichsmarks per annum, twice the figure agreedtlier entire Wehr-
macht in the summer of 1933. Setting aside the topresof whether

sufficient foreign exchange could be provided, thwplications for the

German economy and the Reich's finances were drali produce the
wartime equipment for a force of more than 4 millimen in the space
of only four years, large parts of German indusirguld have to be
retooled. New factories would need to be broughb iproduction in

the shortest possible time. And the question wdadee to be faced of
what was to be done with this capacity, once thgeta for the acceler-
ated build-up had been met. If the plants were donfaintained at war
readiness, the ordnance office would need to issgge follow-on orders
for equipment that went far beyond the peacetimedseof the armed
forces. If the Reich wished to escape these cadstsyould have to

undertake an extremely difficult process of coniergo civilian activ-

ity. It would be surprising if this could be accoisped without serious
unemployment. And even if it were successful, aveosion to civilian

production would leave Germany unready to actuedisupply its enor-
mous army in the case of war. As Fromm put it: i8p@fter completion

of the rearmament phase the Wehrmacht must be gathlamtherwise
there must be a reduction in demands or in thel lef/avar readiness.'
Before the army therefore embarked on this bredkregansion, the
political leadership needed to answer the questias there 'a firm
intention of employing the Wehrmacht at a dateaalyefixed'?

The question of war and peace was now unavoidakie. gigantic
machinery of mobilization could not be kept spimpimdefinitely. If
there was no intention to use the army at a preméied point, then
the whole rationale for rearmament at the pacegoeinvisioned in the
summer of 1936 had to be questioned. Given thee sthithe resources
required, means and ends could no longer be separ#far now had
to be contemplated not as an option, but as thezdbgonsequence of
the preparations being made.
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Not surprisingly, Fromm's top secret memorandum dat circulate
widely. But in the summer of 1936 it must have bebrious to anyone
closely involved in Berlin politics that the ThirReich had once more
reached a crossroads. As in 1934, the foreign exghasituation was
bad enough in its own right to force drastic acfibrifo stave off
immediate disaster, Goering ordered a draconiarusitn into private
property. Every dollar, franc or pound, every ourafe gold and all
Germany's remaining foreign assets were to be ptheadisposal of the
Reich. Significantly, the man Goering charged wigsponsibility for
setting up the special investigative service foreifgn currency assets
was Reinhard Heydrich of the $5Schacht opposed these measures,
fearing that signs of desperation would shake demite in the
Reichsmark. But over the next twelve months Goéingams bagged
473 million Reichsmarks in foreign currency, enoughsee Germany
through at least the next eighteen mofithAnd, in preparation for a
showdown, Goering began consolidating his positamgainst Schacht.
On 6 July, a day before Heydrich's appointment, riage called a
meeting with Keppler and Herbert Backe, of the Agiture Ministry.
On the agenda was the creation of a new organigatinder Goering's
control, charged with an all-out drive to make Gany ready for war
by expanding its domestic sources of food and raatenals. Goering
guaranteed both the necessary funds and the necqsditical protec-
tion against Schacht. He also announced that he duas to discuss
the entire matter with Hitler during the Fuehressmmer retreat in
Berchtesgadeff. At the same time, Goering commissioned one final
round of expert reports on the problem of the Gernilance of
payments. This time they were to address the gtebbo of Nazi
economic policy, the question of devaluation. Cotild pressure on the
balance of payments be alleviated by reducing ttehange rate of the
Reichsmark to a more competitive level?

Dr Trendelenburg, a veteran civil servant, who noecupied a key
position in the state industrial holding, VIAG, wasked to analyse the
devaluation from a technical point of viéiHis report was considered
so sensitive that the Reich printers produced atpun of only ten
copies. The copies were numbered, the formes efayphe Reichs-
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druckerei were destroyed and all the paperworkhef committee was
shredded. On the basis of the data compiled bydBlenburg, Goering
then commissioned Carl Goerdeler, the Oberbuergsteneof Leipzig
and former Reich price commissioner, to make a mgéressessment of
the policy options facing Germany. The resultingmmeandum was a
remarkably frank statement of the gravity of theicks facing Germany.

Goerdeler began by rejecting Schacht's existingeayof export pro-
motion. The New Plan had succeeded in offsettinghmof Germany's
competitive disadvantage in price terms. Howeveoer@eler did not
believe that Germany's trading partners would ldokgrate a system
that was tantamount to state-subsidized dumpingtedal of promoting
trade, Germany's efforts to increase its exportuldvaesult only in
hostility and aggressive countermeasures. Cleadeece of this was
provided by the further deterioration in Germangbkeady strained
commercial relations with the United StatésOn 11 June 1936 the
United States threatened Germany with the impaositid a punitive
tariff unless it discontinued the subsidy systenipldnatic efforts to
resolve the crisis were rebuffed by Secretary @fteSCordell Hull and
in early August Germany was forced to give way. daithe critical state
of Germany's currency reserves, Schacht could ffordaan all-out
trade war with America that might set an example @Ganada and the
rest of the British Empire to follod. A full-scale confrontation was
avoided, but at the expense of German exports ¢o Uhited States,
which now dwindled to complete insignificance. Aar fas Goerdeler
could see, the only way to avoid a steady detdi@mrain Germany's
international economic position was devaluationoagganied by a lib-
eralization of foreign exchange movements. Goerdeleknowledged
the risks involved, but also pointed out the enarsm@dvantages. By
bringing the German price level into line with that its competitors,
devaluation would render redundant the entire cusdree apparatus
of trade promotion. German firms would at last lideato compete on
level terms. Such an adjustment, however, couly bel successful if it
gained the acceptance of Germany's trading parthiethey responded
by allowing their own currencies to devalue or mposing trade restric-
tions, German exporters would gain no advantagevalDation, if it
was to bring its full benefits, would have to beca@opanied by a
diplomatic rapprochement with Britain and America.

In the summer of 1936, Leon Blum's Popular Fronegoment in
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Paris was pursuing precisely this optf8nwhilst Roosevelt and Hull
were taking Germany to the brink of a trade warsexret French
delegation was welcomed in Washington to discuspiat effort to
realign the world's currencies. As Spain descendgal civil war, both
the French and American governments seized on tinercy issue as
an opportunity to cement the solidarity of 'theethrgreat democracies'
and to secure the basis for a future of 'liberacgeand prosperity’. The
British, the third 'great democracy’, did not likee high-flown rhetoric
but the Treasury and Bank of England gave theil thalcking to the
French desire to go off gold, promising to abstliom any retaliatory
action. Nor was it a coincidence that Britain flgabntered into dis-
cussions of a possible trade agreement with théednBtates in June
1936. As the British Foreign Secretary, Anthony dput it, 'If peace
is the aim of diplomacy' then 'no greater tasks lefore us than to
retain the goodwill of the United Staté¥'.

There are clear parallels in the arguments beirigred at the same
time in Berlin. In his memorandum for Goering, Gieder emphatically
stressed the 'grandiose possibility' that a Germaarn to the world
economy would herald the beginning of a new eraimérnational
economic cooperatioll. The precondition for cooperation, however,
was an end to unilateralism. Germany would need silygport of the
British and French. It would need to bring its maity spending under
control. And Goerdeler went further than that. Helidved that con-
cessions would also have to be made on the 'Jegusstion, free-
masonry question, question of the rule of law, €huquestion" 'l can
well imagine that we will have to bring certainuss .. . into a greater
degree of alignment with the imponderable attitudésother peoples,
not in substance, but in the manner of dealing vifibm® One is
tempted to say that, given the mood prevailing wndon and Paris,
Goerdeler exaggerated the price that Germany wbakk had to pay
for an economic accord. Moderation of rearmamentagdy was a sine
gua non. But the idea that the British and Frenciulds have made the
anti-Jewish laws of 1935, or the treatment of theurChes, into a
sticking point seems far-fetched. Goerdeler wasying an agenda that
was as much domestic as international. What he adlafdr Germany
was a return to conservative respectability. Hartjesaw a realignment
with world opinion as a form of insurance againsy durther radicaliz-
ation of Hitler's regime. And this same logic cadriover into economic
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policy. One of the principal attractions of a pwliof devaluation and
exchange liberalization for Goerdeler was precigahbt it would have a
bracing effect on German public finances. To maintdie confidence
of the currency markets following a devaluation,r@any would need
to return to fiscal discipline. In the short ruhgteffects on the German
economy might be severe. Goerdeler calculated tthete might be as
many as 2 to 2.5 million unemployed. But, as a negteof Bruening's

deflation, Goerdeler did not shrink from such haigs. A liberal policy

demanded a long view. In due course, Germany's rexipolustries

would revive. And if Germany could lead the worldck to harmonious
commercial peace, the longer-term prospects wengldss. In any case,
Germany had little choice. In 1936 it could stdlké the initiative. But

from this point onwards, as Germany's situation abex ever more
strained, the 'enemy' would increasingly have tbegy to dictate terms.
The longer Germany hesitated, the worse would Ise bidrgaining

position.

Goerdeler's memorandum was a rare act of individi@mirage, as
was his decision, soon after 1936, to become airigafigure in the
conspiratorial opposition to Hitler's regirfe. For Goerdeler, there
was a straight path that led from 1936 to the dai®mb plot of July
1944 and to Ploetzensee jail, where he was execoted® February
1945. Very few members of Germany's establishmeatewwilling to
follow him down that hard road. But there can h#elidoubt that his
sentiments on economic policy were widely sharemnihent business
figures expressed their sympathy, including Voegelk the Vereinigte
Stahlwerke, Robert Bosch and Hermann Buecher of AEGhey shared
Goerdeler's contempt for the parvenu corruptiorthef Nazi party. And
they shared his anxiety that the recovery drivenebgr increasing state
spending was unsustainable. In 1934, as we have, stehacht and
Hitler had foreclosed any debate on devaluatiom] epnservatives like
Goerdeler had sided with hith. Now even men like Goerdeler and
Trendelenburg could see that devaluation was tie way for Germany
to return to something like economic normality. Adding to widely
disseminated rumours, business interests had ldbBehacht hard in
the spring of 1936 to abandon the system of exjamies in favour of
a currency adjustmefit. And it was more than coincidental that, across
the Rhine, French conservatives were undergoingtlgxéhe same con-
version at exactly the same moment. Faced witlptbgpect that Leon

217



THE WAGES OF DESTRUCTION

Blum's Popular Front government, which depended @ummunist
support, might complement its policy of domesticrkva@reation with
the imposition of exchange controls - Schacht'snfda since 1933 -
the French right wing abruptly abandoned its doggéthchment to
the gold standard. If the choice was between déwglihe franc in
cooperation with Britain and America, or followir@ermany into ‘econ-
omic fascism'’, the decision was eaSy.

In Hitler's Germany, however, there could be nohsuwpen dis-
cussiort’ Throughout the summer, various members of the HRbnk
board commissioned reports from their economicf staf the pros and
cons of devaluation and the implications for Germasf a French
departure from gold. Unlike in 1934, when even Rachsbank's confi-
dential memoranda had steered clear of any mergifomearmament,
the connection was now too obvious to be ignoregth&ps the most
comprehensive of these papers was compiled by tReiehsbank de-
partment heads under the title The German CurrencyCase of a
Devaluation of the Goldbloc® It was far from optimistic. The conse-
guences for Germany of a French devaluation woealthinly be serious.
But determining the appropriate response raisedidmental strategic
guestions. A successful devaluation, the Reichshafikials concurred
with Goerdeler, had to be flanked by fiscal cordstiion.

The choice of whether we should in this case maindar parity [with gold] will

in the first instance have to be judged in relatiorthe question of rearmament.
Maintaining the parity will make rearmament mordfidilt but not impossible.

Devaluation and rearmament, by contrast, are nlytwalclusive; one has to
choose one or the other. If not, devaluation wilfles into inflation, a second
definitive devaluation would follow and rearmamewbuld in any case be
brought to a haft®

Since the report was gloomy about the prospectsGemmany, whether
it chose to devalue or not, it is hard to avoid teaclusion that the real
preoccupation of the Reichsbank economists was tlessquestion of
devaluation than the extraordinary financial densaraf rearmament.
As we have seen, Schacht had raised this concezadsgl in December
1935. And his increasing criticism of excessive itaily spending was
backed up in early 1936 by a series of internalcR&bank reports
stressing the severity of Germany's fiscal and r@geimbalanc&’ By
the summer of 1936, however, Schacht was no Iahgepolitical
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force he had been in the first eighteen monthshef tegime. Hitler's
dictatorship was now too firmly established. Thesas no general
demarche by the Reichsbank leadership. Instead R#iehsbank clung
to the elaborate system of exchange and trade atentinat had been
built up since 1931 and colluded in the secrecyosurding the Trendel-
enburg and Goerdeler reports. There was no cohegmbsition to the
course being pushed by Goering and he made easy oh&aoerdeler.
In formal conversation, Goering dismissed Goerdel@arguments as
‘completely unusablé. In private, he was less complimentary. Goering's
personal copy of the Goerdeler memorandum is dotéd indignant
marginalia - 'Oho!, 'What cheek’, 'Nonsense'. @gerforwarded
Goerdeler's report to Berchtesgaden, where the rEuelvas himself
drafting a memorandum on German economic policyh whe following
comment: This may be quite important, my Fuehfer, your memor-
andum, since it reveals the complete confusion anmmprehension
of our bourgeois businessmen. Limitation of armammerdefeatism,
incomprehension of the foreign policy situationestfiate. His [Goer-
deler's] recommendations are adequate for a méydrnot for the state
leadership®®

In the end, everything hung on Hitler. And Hitldearly appreciated
the importance of the moment. He was not in thathabdrafting policy
statements and did so only at decisive momentshén History of his
regime. The memorandum of August-September 1938eisembered
above all as an economic policy statenfénindeed, it is universally
referred to as the 'Four Year Plan memorandum'yigirg Goering
with the warrant for his new economic programmet Blitler's state-
ment has as much to say about grand strategy andnants as it does
about economics. This was typical of Hitler's raimdplstyle. But given
the questions facing Germany in 1936, a wide-rangiasponse was
clearly called for. The argument was no longer abine balance of
payments. What was at stake was the future of kg Reich.

True to form, Hitler started his memo with a resmta¢ént of the
basic themes of Mein Kampf. The essence of politves ‘the historical
struggle of nations for life'. This had manifesiesklf in a succession of
major clashes: Christianity and the barbarian iiorgsthe rise of Islam,
the Reformation. The French Revolution marked tlegirming of the
modern era. Ever since, the world had been moviitl) ‘ever-increasing
speed towards a new conflict, the most extremetisolof which is
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Bolshevism; and the essence and goal of Bolsheigsthe elimination
of those strata of mankind which have hitherto fmesl the leadership
and their replacement by worldwide Jewry'. Compgamivas imposs-
ible: 'A victory of Bolshevism over Germany wouldadd not to a Ver-
sailles Treaty, but to the final destruction, indide the annihilation, of
the German people..." Given the apocalyptic natofe the threat,
rearmament could not be 'too large, nor its paee dwift'. 'However
well balanced the general pattern of a nations dfight to be, there
must at particular times be certain disturbanceshef balance at the
expense of other less vital tasks. If we do notcead in bringing
the German army as rapidly as possible to the ngremier army in
the world .. . then Germany will be lost!" Econonpiclicy was entirely
subordinate to this overriding priority: 'The natidoes not live for the
economy, for economic leaders, or for economic inarfcial theories;
on the contrary, it is finance and the economy,neauc leaders and
theories, which all owe unqualified service in tBisuggle for the self-
assertion of our nation.’

Germany's problems in this struggle for survivalrevall too familiar.
‘We are overpopulated and cannot feed ourselvesn flaur own
resources.' But after four years of governmentleHitvas tired of being
brought up against these age-old problems. He veas impatient for
action. 'There is ... no point in endless repetitiof the fact that we
lack foodstuffs and raw materials; what matterghe taking of those
measures that can bring about a final solution tfee future and a
temporary easing of conditions during the transitjweriod.' Hitler did
not expand on this ‘final solution', beyond reiteiga the euphemisms
of Mein Kampf: 'The final solution lies in extendirour living space...'
It was only in the final lines of the memorandunatthe returned to this
point. The bulk of the paper was taken up with lspglout the measures
necessary in the interim. Hitler rejected point nklaany idea that
Germany could save itself by raising exports. Gitka competition on
foreign markets there was little prospect of arnljiefdrom this side. He
wasted no words on the subject of devaluation.ehatt he insisted that
Germany's economic preparations should be apprdaecli the same
'tempo’, 'determination’ and 'ruthlessness' thas wapplied in military
affairs. Specifically, Germany needed to intengify efforts to replace
imported raw materials with domestic substitutedireé areas were
of immediate importance: petrol, rubber and iroe. @uestions of
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economic viability, technical feasibility ‘and othsuch excuses' had to
be set aside.

It is not a matter of discussing whether we aread any longer ... it is not
the job of . . . government to rack ... [its] biaver methods of production .. .
Either we possess today a private industry, in kwtdase its job is to rack its
brains about methods of production; or we beligvat tit is the government's
job to determine methods of production, and in tbase we have no further
need of private industry.

Agencies of the state had no business siding witlvaig management,
as Schacht had done a few months earlier in backireg Vestag against
Keppler over German iron ore.

The job of the Ministry of Economic Affairs is sifyto set the national economic
tasks; private industry has to fulfil them . .. Heéit German industry will grasp
the new economic tasks, or else it will show itdeléapable of surviving any
longer in this modern age in which a Soviet statesétting up a gigantic plan.
But in that case it will not be Germany that wilb ginder, but at most a few
industrialists.

Characteristically, Hitler's threats reached thelimax in the final
section of his memorandum dealing with businesssiemaof foreign
currency controls. Fully in tune with Goering andeydrich's requi-
sitioning drive, Hitler railed against those whoahted precious foreign
assets:

Behind this in some cases there lies concealeddht&mptible desire to possess,
for any eventuality, certain reserves abroad, whach thus withheld from the
grasp of the domestic economy. | regard this asldbetate sabotage ... of the
defence of the Reich, and | therefore considereitessary for the Reichstag to
pass the following two laws:

1. a law providing the death penalty for econoralcctage, and

2. a law making the whole of Jewry liable for adindage inflicted upon the

German economy by individual specimens of this comity of criminals .. .

Apart from these specific measures, Hitler called & 'multi-year
plan' to tackle the various challenges he had rdli The point here
was political. Only when the National Socialisttetdhad displayed the
kind of ruthless leadership that the situation dedeal would it be
possible to ask the German people to make thedisdcrifices that
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might well be needed. In particular, Hitler seerashaive had in mind
the dire predictions of the summer, which sugge#tedl an acute short-
age of foreign currency might necessitate the duotion of rationing
for clothing and animal fats. Such burdens couldly dve borne if the
German people knew that the party was providingn firadership.
Hitler's memorandum therefore concluded with a othbfmission for
the new economic plan:

I. The German army must be operational within fgeatrs.
Il. The German economy must be fit for war withbuf years.

Hitler thus answered the questions posed by Goardgeid Fromm in a
manner entirely consistent with the general pasittee had adopted
since the 1920s. Germany's ultimate salvation caolthe only through
conquest not trade. And the time-horizon for opgnthis campaign
was four years, fully in line with the army's expemm plan.

The significance of these instructions is indicabgdthe way in which
the 'Four Year Plan memorandum' was subsequerglyten. In Sep-
tember 1936, only Goering and the War Minister, rBb@rg, were given
the complete text. Albert Speer inherited a comynfrFritz Todt in 1942.
Hjalmar Schacht, against whom much of Hitler's argot was clearly
directed, never saw the full text. But when he gahd of Hitler's
intentions he panicked. Early in the afternoon oS@ptember, he tele-
phoned Colonel Thomas of the Wehrmacht's militavgr@mic office,
one of his closest allies in the military, beggihgn to intercede with
Blomberg. The synthetic technologies on which Hitdaced so much
faith were not yet ready. By announcing Germangtention to break
with the world market, Hitler was ‘tightening thepe around our own
neck’® Germany's trading partners would react angrilygatiag all
Schacht's efforts to raise exports. Indeed, Britamd other European
countries might be prodded into following the Ancen lead, closing
their markets to subsidized imports from Germanyt Bchacht's former
friends in the military had now deserted him. Blard refused to
intercede and Thomas undertook no initiative of &ien’® At a secret
meeting of the Prussian ministerial council on 4ptS8mber 1936,
Goering read out key passages from Hitler's menthrai® In the
stenographic notes of the minutes, his message nedsced to the
following prophetic lines: 'Starts from the assuimptthat clash with
Russia is unavoidable. What the Russians are afale,twe can do as
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well." In future, all economic measures were totéleen 'as if we were
in a state of imminent war!" Five days later theelkner's Four Year Plan
was announced to the cheering crowds at the anpadly rally at
Nuremberg, flanked by vicious anti-Semitic tiradesth by Goebbels
and Hitler®” This version, however, made no mention of war. The
purpose of the Four Year Plan was merely to sethegeGerman standard
of living and to provide employment for German wenk beyond the
end of the rearmament boom.

The weeks that followed were filled with considdealuncertainty.
Though Goering had publicly identified himself & tfigurehead of the
new 'multi-year plan’, he had no official mandatenf Hitler. Populist
elements in the party were incensed at the prommedaimed by
Goering, who was widely thought of as an establismnfigure®® Nor
had Schacht been completely outmanoeuvred. In Aatgust he had
been in Paris to hold discussions on improving €@aBerman economic
relations. He apparently raised the issue of calocdncessions and the
immediate problem of securing sufficient raw matsrito allow the
German industrial economy to continue functioningrmmally®® One
report even had him seeking a 'currency regulatieith the French,
that is, a coordinated devaluation of the Reich&ramd the franc. It
seems, in fact, that Schacht may have wanted th hlie Reichsmark
to the tripartite currency agreement that was fina@nnounced to the
world's press early on 26 September 1936. The Suidstch, Czechs
and lItalians all followed the French in devaluingeo the following
weeks. The ensuing struggle in Berlin was recolideitie diary of Joseph
Goebbels, which for 30 September has the followdrigf entry: 'Schacht
wanted to devalue . .' He was prevented only by phompt inter-
vention of Walter Funk, former business editor aimte 1933 Secretary
of State in Goebbels's Propaganda Ministry. HeamfgSchacht's in-
tention, Goebbels wrote: 'Funk went straight to Hfae ... he inter-
vened." Only by this timely intervention, Goebbdlsasted, had Funk
‘prevent[ed] a German inflatiof?.

The position Hitler had formulated in the Four Yealan memor-
andum was final. There would be no devaluation aadbacking away
from the priority of rearmament. On 18 October Gugrwas given
Hitler's formal authorization as general pleniptey for the Four
Year Plan. Over the following days he presentedrederc empowering
him to take responsibility for virtually every agp®f economic policy,
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including control of the business medtaSchacht remained both as
Minister for Economic Affairs and as president bk tReichsbank. But
insiders noted that Goering had dropped the gealifiom his official
titte as 'Prime Minister of Prussia’ and was novnownly referred to
simply as 'Prime Minister'. Goering was now estdtdid as the second
man in the Reich, not only as head of the Luftwadfed the entire
Prussian administration, but also as the new suprexh economic
policy. In any case, the substance of the decistaken in the autumn
of 1936 concerned not Goering's political positidsyt rearmament,
and this was driven home decisively in the weelgd fbllowed. In early
December, the Air Ministry set about preparing the introduction of
the full range of new combat aircraft, regardle$spmtests voiced by
Schacht and the Finance MinisffyOn 5 December Goering chaired a
meeting of the armed forces at which he announbatl in future, he
would be in charge of military finances. Raw matksriand labour, not
money, would dictate the pace of Germany's militepansiord® A
day later, General Fritsch as commander-in-chiethaf army formally
approved Fromm's monumental expansion plan as tmEs bfor all
further action” On 17 December 1936 at the Preussenhaus in Berlin
Goering addressed leading industrialists in paalyiv apocalyptic
tones”™ He reminded his audience of the devastating impscthe
blockade in World War | and of the enormous mohiiian of which
Germany had proved capable in that war. Whereasrdahe war men
had talked anxiously about spending a few billian defence, the war
had cost 160 billion Marks. Now businessmen aga&sitated to expand
their factories, for fear of being burdened withrpus capacity. This
was absurd. Goering assured his audience:

No end of the rearmament is in sight. The struggtéich we are approaching
demands a colossal measure of productive abilityThe only deciding point in
this case is victory or destruction. If we win, thbusiness will be sufficiently
compensated ... It is entirely immaterial whetherevery case new investment
can be amortized. We are now playing for the higtstakes ... All selfish
interests must be put aside. Our whole nation istalte. We live in a time when
the final battles are in sight. We are already loa threshold of mobilization and
are at war, only the guns are not yet firing.

A week later, on Christmas Day 1936, Goering detré®t the Luft-
walffe industries were to go onto a mobilizationtiog. Procurement
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was to be carried out without regard to the budgfethe Air Ministry.

Workers from across German industry, who had reckitraining in

aircraft production, were to take up the places-gzsigned to them in
case of waf®

Whilst the civilian economic administration stillemained largely
under Schacht's control, Goering created a newnizgtion to realize
the objectives of the Four Year PidnKey personnel were recruited
from the military, such as Colonel Fritz Loeb, ookthe architects of
the Luftwaffe expansion. There were also party ms&ugh as Herbert
Backe, who added responsibility for agriculturethe Four Year Plan
to his role at the Ministry of Agriculture, and Geiter Joseph Wagner,
who was to be responsible for price and wage ctmtthen there were
close personal associates of Goering such as B&hmann, a Prussian
career civil servant, who in the Four Year Plankta@sponsibility
for handling foreign exchange issues. Goering coalsb draw on a
considerable number of technicians, who had bediveain autarchy
programmes since 1934. Within Loeb's raw materigpadtment, Carl
Krauch, the leading IG Farben specialist for symthéuels, was made
responsible for research and development. Pauyétleind Hans Kehrl,
both committed party members, were coopted fromh®lih Keppler's
staff to take responsibility for metals and syntheéxtiles respectively.
These were men who had proved themselves in tisé yigars of the
regime and many of them were on close personalst&rmhough the
budget of the Four Year Plan did not compare wlth $pending being
contemplated by the army and the Luftwaffe, theegstment planned
by Goering's new organization was neverthelessnemgs. By the end
of 1937 the prospective investment budget for toerFYear Plan had
risen to close to 10 billion ReichsmarRsin total, the Plan was to
account for somewhere between 20 and 25 per ceatl afivestment in
the German economy between 1936 and 1940. The gmirpd this
spending was to halve Germany's import bill by tingathe capacity to
produce raw materials to the tune of 2.3 billionidRemarks, or roughly
5 per cent of total German industrial production.

The Four Year Plan was not starting from scratédhgaurse. Between
1934 and 1936 Hans Kehrl had already establishe@va industry for
staple fibres (Zellwolle) with an annual capacity4®,000 tons. Having
been incorporated unceremoniously into the FourrYelan, Kehrl set
himself the new target of reaching 160,000 tond ®40%° Carl Krauch,
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Table 5. Four Year Plan: proposed levels of spendin

Plan Il Plan Ill Plan IV
(January 1937) (May 1937) (December 1937)

million % million % million %

RM RM RM
Mineral oil 1,438 16.7 1,989 22.6 2,684 28.3
Buna 517 6 687 7.8 654 6.9
Other chemistry 2,351 27.3 1,100 12.5 778 8.2
Waterways 1,826 21.2 1,567 178 1,518 16
Nonferrous 353 4.1 317 3.6 351 3.7
metals
Iron and steel 232 2.7 449 5.1 360 3.8
Textiles 344 4 449 5.1 484 5.1
Food 267 3.1 643 7.3 1,518 16
Coal 43 0.5 194 2.2 199 2.1
Energy 947 11 1,171 13.3 721 7.6
Wood 86 1 26 0.3 66 0.7
Machines and 198 2.3 194 2.2 76 0.8
equipment
Leather 9 0.1 18 0.2 9 0.1
Housing 0 0 66 0.7

Total planned
investment 8,611 100 8,802 100 9,485 100

billion Reichs-
marks

Source: D. Petzina, Autarkiepolitik im Dritten Rei(Stuttgart, 1968), 83

for his part, had overseen expansion in syntheiit production that had
already reached 1.78 million tons by 1936. But, thu¢he simultaneous
increase in German fuel consumption, this coverely 84 per cent of
domestic requiremefit. Hitler now demanded that Germany should
achieve self-sufficiency in motor fuel within eigleth months. This
required a crash programme to add another 1 milbos of capacity. 226
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Within four years, Germany was to achieve indeprodefrom all oil
imports, with a domestic capacity of 5.4 millionng Achieving the
goal of fuel self-sufficiency consumed the lionlsae of all resources
invested in the Four Year Plan. But Krauch at leestld build on
technologies that had been in operation since #be 1920s. The one
area where a truly dramatic technological step wagisioned in 1936
was the synthetic production of rubfférin September 1936, when
Hitler made his address to the Nuremberg rally,one anywhere in the
world had the technology to produce high-qualitynthgtic rubber in
industrial quantities. In 1936, IG Farben's totabduction of Buna
came to no more than a few hundred tons, the ewpeatal production
facility at Schkopau, rated at only 2,500 tons aenum, was still under
construction, the German military had not yet apptb Buna as an
acceptable material for tyres, and the tyre manufacs had not yet
worked out how to process the material. Once thasintng list of
problems had been overcome, the initial target teasaise production
at Schkopau to 24,000 tons per annum, before einmgarkn the
construction of three more Buna plants within thatrfour years.

As we have seen, the burden of financing and mgldhe first genera-
tion of synthetic fuel plants had been spread actbs entire German
energy industry, by conscripting the coal mines.A&ben's truly indis-
pensable role was as a supplier of technology. Wit the announce-
ment of the Four Year Plan, the partnership betwigrand the Nazi
regime took on a new intensity. Carl Krauch's appoént as head
of research and development in the raw materiafceofof the Plan
cemented an involvement that dated back at leastl983-4. Soon
afterwards Krauch withdrew from his responsibifition IG's mana-
gerial board, taking a position instead on the stpery board, of
which he was made the chairman in 184@here exactly the balance
of power and interest lay in this relationship rémaa matter for
argument. In his role in the Four Year Plan, Krawtarly acted first
