
[image: image]


AMERICAN BIG BUSINESS
IN BRITAIN AND GERMANY

[image: image]


AMERICAN BIG BUSINESS
IN BRITAIN AND GERMANY

[image: image]

A Comparative History of Two
“Special Relationships” in the
20th Century

VOLKER R. BERGHAHN

PRINCETON UNIVERSITY PRESS

PRINCETON AND OXFORD


Copyright © 2014 by Princeton University Press

Published by Princeton University Press, 41 William Street,

Princeton, New Jersey 08540

In the United Kingdom: Princeton University Press, 6 Oxford
Street, Woodstock, Oxfordshire OX20 1TW

press.princeton.edu

Jacket art: Sascha Berghahn. Reprinted with permission of
Sascha Berghahn.

All Rights Reserved

Library of Congress Cataloging-in-Publication Data

Berghahn, Volker R. (Volker Rolf), 1938–

American big business in Britain and Germany : a comparative
history of two “special relationships” in the twentieth
century / Volker R. Berghahn.

pages cm

Includes index.

ISBN 978-0-691-16109-9 (cloth : alk. paper) 1. United
States—Foreign economic relations—Great Britain. 2. Great
Britain—Foreign economic relations—United States. 3. United
States—Foreign economic relations—Germany. 4. Germany—
Foreign economic relations—United States. 5. Corporations,
American—Great Britain—History—20th century. 6. Corporations,
American—Germany—History—20th century. 7. Big
business—United States—History—20th century. 8. United
States—Commerce—Europe—History—20th century.
9. Europe—Commerce—United States—History—20th
century. I. Title.

HF1456.5.E8B47 2014

338.8’89730410904—dc23

2013047538

British Library Cataloging-in-Publication Data is available

This book has been composed in Palatino

Printed on acid-free paper. ∞

Printed in the United States of America

10 9 8 7 6 5 4 3 2 1


For Marion, Sasch, Viv, and Mel

[image: image]


CONTENTS

[image: image]

Introduction

1. A Long Book in a Nutshell 1

2. Conceptualizing “Americanization” and the “American Century” 2

3. The Anglo-American “Special Relationship” 5

4. The German-American “Special Relationship” 8

5. Sources 11

6. Transatlantic History and Its Global Dimensions 12

7. The Trials and Tribulations of Venturing into a Foreign Economy 14

I        The North Atlantic Business Triangle and the Constellation of 1900–1901

1. International Relations Around 1900 22

2. Assessing the Old and the New Century 23

3. Political and Economic Relations in the Age of Late-Nineteenth-Century Imperialism 27

4. Frank Vanderlip’s and William Stead’s Views of Anglo-American Relations 30

5. American Perceptions of the Wilhelmine Industrial System 37

6. Trying to Understand the Peculiarities of the German Political System 45

7. The Cultural Difficulties of Operating in Foreign Markets 49

II      Cooperation, Peaceful Competition, and the Specter of War, 1902–1914

1. Introduction 57

2. American Foreign Direct Investments in Britain and Germany 58

3. Facing British and German Competition and Cooperation 63

4. Prince Heinrich’s Mission and German-American Relations in the New Century 70

5. American Big Business in Britain and Germany at Mid-Decade 73

6. The Threat of Deteriorating Political Relations 75

7. Comparing the Peculiarities of the American and German Industrial Systems 79

8. American Big Business and the Question of Political Participation 84

9. American and European Businessmen and the Specter of a Major War 88

III    From the Outbreak of War in July 1914 to the Genoa Conference, 1922

1. The Military-Political Origins of World War I 105

2. The International Business Community and the Outbreak of War in 1914 108

3. The Ambiguities of American Neutrality 113

4. The American Economy and the Moves to Enter the War 116

5. The American Entry into the War and the Dilemmas of Peacemaking 123

6. American Big Business and European Reconstruction 126

7. The Idea of an International Loan for European Reconstruction and Its Failure 131

8. The State of the American, British, and French Economies in the Early 1920s 134

9. American Big Business and the Postwar Crisis in Germany 137

10. American Big Business, Washington, and the Question of European Loans 139

11. The Origins of the Washington System in the Far East 142

12. Britain’s Rival Attempt to Spearhead a European Recovery Plan 144

IV     The North Atlantic Triangle: Economic Reconstruction and Collapse, 1923–1933

1. Introduction 160

2. German Reparations and the Harding Administration 161

3. American Big Business and the Crisis of 1923 165

4. Political Stabilization through the Locarno Pact 168

5. The American Business Community and the Dawes Plan 170

6. American Big Business and the British Economy 179

7. American Investments in Weimar Germany and Their Risks 187

8. The Problem of International Cartels, Trusts, and Cooperations 195

9. The Instabilities of Weimar Politics and American Business Optimism 201

10. Parker Gilbert’s Pessimism and American Business Gullibility 206

11. America’s Domestic Boom and the “Wild” Years of 1925–1929 211

12. The Great Slump and Its Consequences in International Politics 214

V      Nazi Germany, Appeasement, and Anglo-American Big Business, 1933–1941

1. Introduction 227

2. Hitler’s Ideology of Conquest and Ultimate War Aims 229

3. Hitler’s Foreign Policy in the 1930s 232

4. The Underestimation of Hitler and British Appeasement 236

5. American Foreign Policy in the 1930s 239

6. American Big Business and the Roosevelt Administration 243

7. Stimulating American Industrial Production 245

8. American Views of the Hitler Dictatorship 250

9. Hitler and German Industry 255

10. Doing Business in Nazi Germany 257

11. The U.S. Auto Industry and Mass Motorization 260

12. British and American Business and the Preservation of Peace 266

13. IBM in Germany 272

VI    British and German Business and Politics under the Pax Americana, 1941–1957

1. Hitler’s Quest for Victory in the East 286

2. Planning for Victory and Henry Luce’s “American Century” 288

3. Cartels and the “German Question” 293

4. The Role of American Big Business in Postwar Planning 299

5. The Start of the Cold War and Anglo-American Relations in Occupied Germany 301

6. The Politics of Decartelization 307

7. The Response of West German Industry to America’s Recasting Efforts 313

8. Britain and the Difficulties of Economic Reconstruction 317

9. The Origins of the European Coal and Steel Community 323

10. American Big Business and Otto A. Friedrich 326

11. Modernizing Phoenix A.G. and Erhard’s Anti-Cartel Bill 329

12. The Reluctant Modernization of British Industry 332

13. America and the Suez Crisis 339

Conclusions 355

Acknowledgments 365

Index 367


AMERICAN BIG BUSINESS
IN BRITAIN AND GERMANY

[image: image]


Introduction

[image: image]

1. A Long Book in a Nutshell

This book is an attempt to examine three interrelated problems that not only historians but also social scientists have been grappling with at the beginning of the twenty-first century. The first one is how to deal conceptually and empirically with the role of the United States as a major socioeconomic, political-military, and cultural power since its emergence on the international stage at around 1900, and hence with the meaning and significance of “Americanization” and the resistance and adaptation to its impact by nations that came under its spell.

Second, there is the notion of the “special relationship” that America is said to have had with Britain during the period covered by this study. Its existence or nonexistence has been analyzed in most accounts of diplomatic as well as economic relations between the two countries. Some of them have even included the term in the title.1 However and perhaps at first glance rather more puzzlingly, this book is also concerned with yet another “special relationship,” that is, the one with Germany and in particular with its business community during more or less exactly the same period. As both Britain’s and Germany’s “special relationship” with the United States had a major influence on European history and on international affairs more generally in the first half of the twentieth century, the third approach adopted in this book is to discuss the evolution of this transatlantic triangle in comparative perspective.

Finally, this is not business history in a strict sense concerned with case studies of individual firms. Rather this work constantly asks questions about the interaction between existing political and economic power structures within and between the United States, Britain, and Germany. In this context, it is also worth pointing out up front that this book contains a good deal of evidence that socioeconomic networks among corporations and their leaders established around 1900 or even before proved quite stable over many decades and notwithstanding considerable political upheavals. This means also that quite a few striking continuities in attitudes and practices emerge from the sources found within the broader time frame of sixty to seventy years adopted here, for example, with respect to industrial training or the stress on high-quality manufacturing in the German case, or the emphasis on teamwork in the American one, and, third, the persistence of Oxbridge-educated business and political elites in Britain. There are also continuities with respect to the growing interest in the “mind,” not just of one’s own workers and managers, but also that of foreign businessmen, socialized into their own national cultures. However, this does not mean that I take a static view of history. After all, there were plenty of ruptures between 1900 and 1957. In this respect, this book is, next to socioeconomic transformations, particularly interested in generational change.

2. Conceptualizing “Americanization”
and the “American Century”

In 1902, the influential British journalist William T. Stead published a book with the title The Americanisation of the World; it attracted a good deal of attention at the time and has been frequently cited since then, especially in the past three decades or so when the concept of “Americanization” came to be used more widely in the social and historical sciences.2 Some forty years after Stead’s volume, Henry Luce, the owner and publisher of Life, wrote an article in that magazine titled “The American Century”; like Stead’s title, this work has also generated plenty of public and scholarly discussion.3 It even looks as if the debate on these two concepts has been heating up in the current century, as the question is being raised by international relations experts and others if the “Americanization of the world” and the “American century,” if they ever existed, lasted for merely a “half-century.” Thomas McCormick even went so far as to postulate this when he titled his book America’s Half-Century: United States Foreign Policy in the Cold War and After, while Mary Nolan, highlighting the interaction between the two regions, has spoken most recently of a “Transatlantic Century.” Finally, there is David Ellwood’s recent book, The Shock of America. Europe and the Challenge of the Century. However, he defines his work as “a political history” and does not take an explicitly economic and big business approach. Furthermore, like Nolan, he undertakes a more wide-ranging comparison involving a whole range of European countries and thus goes beyond the North Atlantic triangle chosen here.4

The chapters that follow represent my attempt to wrestle with the viability of those two concepts, though they are not driven by the ambition to examine the Americanization of the world. Rather I am concerned with the European-American relationship in the twentieth century and in particular with the role of the United States as an industrial power in relation to Britain and Germany. However, this book is not a political-diplomatic or intellectual-cultural study of the triangle. Rather it approaches its themes primarily from an economic perspective, though not from that of quantitative economic history. The hard statistical “facts” of transatlantic relations, to be found in the relevant literature, form the foundation upon which the following analysis has been built. Some of them are woven into the text where they reinforce the qualitative arguments put forward in the central chapters, and in chapters IV to VI in particular, all of which revolve around problems of both comparative political economy and business culture.

In other words, the main text deals with tangible experiences that shaped patterns of action; with perceptions, mentalities and practices of economic and political elites that were also informed by positive and negative stereotypes and myths; and with international communication and the circulation of knowledge about another society among those elites and American businessmen in particular. In this sense it starts from the self-description of the European Journal of Political Economy whose articles are devoted to “theoretical and empirical research on economic phenomena within a scope that encompasses collective decision-making, political behavior, and the role of institutions,” but also aims to enlarge this scope to problems of sociocultural traditions, ingrained attitudes and perceptions of Self and the Other among economic and political elites. This approach is in turn put here into a comparative framework concerned also with mutual perceptions and a focus not merely on the coevolution of practices, but also cultural pioneering innovation and copying.5

As mentioned above, much recent research on the “Americanization of the world” and the “American century” has focused on how American economic, political, and cultural power and influence affected Europe and other parts of the globe. The shelves of libraries are filled with studies on how the United States was received and what positive and negative responses it generated among foreign recipients.6 The most important result that emerged from this scholarship is that the United States did not rumble into other countries like a steamroller that flattened all indigenous socioeconomic, political, and cultural traditions and practices. On the contrary, it is now generally accepted that, while there was enthusiasm for “America” on the part of some groups, there was rejection and resistance by others—until the more influential trends either asserted themselves or compromises were forged that combined or mediated previously divergent positions.

Support for, or resistance to, what was offered from across the Atlantic in the twentieth century has been observed and examined for various European, but also non-European societies, resulting in the more general conclusion that there occurred a blending in varying degrees between what had existed before and what was imported from the United States. In other words, there is by now an extensive literature that looks at interrelations and interactions with the United States from a European perspective. With exceptions, these studies have tended to move away from a dichotomous class model toward the study of elites within mass production and mass consumption societies.

It is only when we turn the telescope of historical investigation around and train it on the attitudes and practices of American big business elites toward Europe that considerable gaps in our knowledge come to light. At first glance, this may seem surprising. After all, if the United States was the original source of an “Americanization” process in an “American century,” it would have made sense to ask how these elites perceived the world and their European business partners and/or competitors as well as the political systems and societies within which they began to operate and how this in turn informed their attitudes and practices. The overall direction of this book is therefore “eastward” across the Atlantic, and businessmen (and it was almost exclusively men) are at the center in order to complement the existing literature on political-military and cultural “Americanization.” In this respect, the book is less interested in the question of the more long-term shifts in the patterns of transatlantic interactions before 1900. To be sure, there were times when the movement of people and influences was more from east to west. But after 1900 the currents were more, though not exclusively, in the opposite direction, when transfers of technology, but also of ideas and practices in the fields of industry, marketing, and finance, are being considered. To the best of my knowledge, this is attempted here for the first time and with respect to two European societies.

The dilemma I faced was how I could possibly get a handle on the veritable mountains of published and unpublished materials that I knew were available on “American big business in Britain and Germany.” One solution to this would have been to undertake a microscopic study that dealt with the topic for a very limited period of a few years, and would do so in depth by examining as many American enterprises operating in Europe as I could lay my hands on. The solution adopted here goes for a medium-range time frame of several decades. The hope is that, though knowing that I could not be comprehensive, I would nevertheless be able to uncover significant continuities as well as major structural and attitudinal shifts. It also seemed that this design would enable me to avoid a mere diachronic tunnel vision and allow me to connect the development of American business with synchronic events in politics in all three societies. To me this synchronicity was particularly important, as I was covering a period that experienced two world wars, the Great Depression of the 1930s, the rise of a Bolshevik and fascist dictatorships, and finally the Cold War and decolonization. The question was how all this affected American big business and its perceptions and practices with respect to the economies and politics of twentieth-century Europe, and those of Britain and Germany in particular.

3. The Anglo-American “Special
Relationship”

While this agenda amounts to an expansion of the scope of this book, the title and subtitle point to a restriction, that is, the question of “special relationships.” For over a hundred years this concept has been very durable in international politics and the popular imagination. It was part of the political vocabulary and of public debate in both the United States and Britain around 1900, when, unlike in the eighteenth and early nineteenth centuries, it had predominantly positive connotations. In fact, it was deemed to exist not only as a lofty goal of diplomacy, but also as something that had a solid foundation of trust and close cooperation in political affairs and commercial exchange between the two countries.7

The idea of a “special relationship” also seemed plausible at this time to many politicians, businesspeople, journalists, and academics because the distribution of power and influence between Britain and the United States was, at least on the surface, still fairly evenly balanced. On the one hand, there was Britain, the hegemonic power of the nineteenth century, whose military and economic influence, while weakening, was still impressive enough to make London a major center in international business and politics. On the other hand, there was the United States—a nation that had transformed itself in the final decades of the nineteenth century from a society of rural and small-town immigrants and farmers to one with big cities and giant corporations engaged in modern industrial production.8

By 1900 there was little doubt that this massive continent in the New World would be a major player in international politics and the world economy of the twentieth century. Recognizing the dramatic ascendancy of what was once a rebellious colony of the British Empire, the political and economic elites of Britain decided that it would be unwise, to try to block America’s advance and to confront it head-on in whatever international disputes might arise. It was much better to seek cooperation and to appease the Americans. After the turn of the century, the balance of industrial and financial power continued to shift further in favor of the United States. As will become clear in the next chapter, Stead’s Americanisation of the World was, its title notwithstanding, in fact about the Anglo-American relationship.9

However, it would be wrong to assume, at least for the period up to 1914, that Britain regularly ate humble pie when it came to relations with Washington. On the contrary, the two countries were also rivals and competitors, especially in the field of trade and commerce. World War I then mitigated these tensions and created strong affinities in the struggle against Austria-Hungary and, even more so, against Germany. But the world conflict also greatly weakened Britain’s political and economic clout around the world, while the United States together with Japan emerged as the actual winners. London’s dependency on America became even more marked. In this sense, the wartime “special relationship” may be said to have continued beyond 1918. But it weakened as Britain tried to reassert itself in the world of finance and industry, while American big business labored to push both sectors into the second rank.10 The collapse of the world economy in 1929 then constituted a severe blow to the economic prowess of both countries, though perhaps less to Britain than to America.

With the rise of fascism in Europe and of Nazi Germany in particular, the political and economic elites of Britain and the United States once more began to move more closely together, leading by 1940 to a reconstitution of the “special relationship” that was to prove vital to the survival of Britain in the face of Hitler’s wars of military aggression and expansionism.11 At the same time, World War II, even more than World War I, proved an enormous drain on Britain’s wealth, forcing London to continue the transformation and partial dismantling of the Empire, but also its partial maintenance. After all, it had been the main pillar of its erstwhile political and economic strength. No less distressing from a British perspective was the fact that the United States emerged from the war and the defeat of the Axis countries as the power that came to occupy the same hegemonic position in the West that Britain had once enjoyed in the nineteenth century. Worse, it would now use this power to undermine for good and more successfully than in the 1920s the foundations of the “special relationship” that Winston Churchill thought he had forged with Franklin D. Roosevelt in 1940–41.12

As will be shown later, British wartime negotiators in Washington were deeply angered by the often blunt ways in which the Americans pursued their peace aim of establishing a liberal-capitalist Open Door multilateral world trading system without protectionist imperial blocs. This meant that they were not only working for the obliteration of the autarkic empires that the Germans, Japanese, and Italians were erecting in the early 1940s. They also tried to undermine sterling as a major currency and pillar of the City’s influence that was now being challenged by nationalist independence movements in India and other parts of the once so powerful British Empire and Commonwealth. In this sense, the “Pax Anglo-Americana” that Ursula Lehmkuhl has written about was but a weak extension of the wartime “special relationship” that was meant to work mainly outside Europe and whose precariousness was revealed in the 1950s.13 These were rather more the years when the interests and strategies of London and Washington once again diverged, as evidenced not only in Washington’s encouragement of the integration of continental Western Europe but also at the time of the Suez Crisis of 1956. It was at this point that the Americans firmly told the British government to stop their military action, jointly staged with France and Israel, against Nasser’s Egypt. The age of old-fashioned European colonialism was, in the eyes of the Washington administration, definitely over.14

While little was left of the “special relationship” during the 1960s and 1970s, it revived after Ronald Reagan and Margaret Thatcher had come to power in the 1980s. But the imbalance of political and economic influence between the two countries had by then become so glaring that it was visible to all. Britain was militarily so weak that she would not have been able to reconquer the Falkland Islands from the Argentine invaders, had it not been for major logistical support from Washington. Meanwhile the British economy had experienced a further decline. The upswing of the 1950s that came with the larger postwar boom in the West could not be sustained. A further shift came when Thatcher copied “Reaganomics” and tried to build a “special relationship” with respect not to manufacturing industry, but to banking and finance. Anglo-American business relations came to be dominated by the nostrums of privatization and deregulation that the neoclassical macroeconomists at Chicago and elsewhere had meanwhile persuaded Washington and Wall Street to adopt.

Finally, there is the debate on “varieties of capitalism” to be considered. It began among political economists during the 1990s, when an “Anglo-Saxon” model of running a modern economy was juxtaposed with a “Rhenish” and also a “Scandinavian” model.15 But on closer inspection the former was in effect an American model that the Thatcherites practiced even more dogmatically than Reagan. After Thatcher’s successful destruction of the British manufacturing sector, there still remained something “special” about the Anglo-American relationship if one focuses on the cooperation between Wall Street and the City during the past twenty-five years. But looking at it in political terms, it collapsed at the time of Reagan’s invasion of Grenada and the disagreements over German reunification after the collapse of the Soviet Bloc in 1989 when Thatcher opposed the strategy of Reagan’s successor.16 After this, Washington adopted a unilateralist foreign policy, believing it no longer needed European partners to deal with the problems of the world.17 The “special relationship” became a pure myth when Tony Blair decided to throw Britain’s support behind president George W. Bush’s war in Iraq. The British prime minister may have believed that he had resuscitated the British-American “special relationship” in 2002. But from all that has become known about the ways the Bush administration treated him, the metaphor that Blair had become Bush’s “poodle” is more accurate.18 During Prime Minister David Cameron’s visit to Washington in April 2012 there were again invocations on the British side of the “special relationship” that no one in the United States and in the business community in particular took seriously.19

4. The German-American “Special
Relationship”

This book tries to live up to a basic methodological point that Jürgen Kocka and others have made, that is, that genuine comparison needs a tertium comparationis.20 This third element is provided here by reference to Germany. However, it is not an equally balanced triangular one, but an “asymmetrical comparison” that starts from its American center of gravity and its relations with Britain and Germany. The third Anglo-German angle emerges more indirectly from this asymmetry, but, it is hoped, emerges clearly enough; for this book not only is concerned with the American impact on two European societies and economies, but also tries to discover why the British industrial system in the end lost out against the German one as well.

So, what about the German-American relationship in the twentieth century? In 1980, Hans W. Gatzke published a book titled Germany and the United States. A “Special Relationship”?21 While the question mark and the quotation marks are significant, the concept itself is evidently taken from the above-mentioned British-American debate. On closer inspection, it becomes clear that Gatzke is ultimately more concerned with interpreting the peculiarities of modern German history rather than offering a finely balanced German-American comparison. As he puts it,22 “To blame what happened between 1930 or 1933 and 1945 on an unfortunate combination of uncontrollable circumstances which were taken advantage of by an unscrupulous maniac, would absolve the majority of contemporary Germans from guilt for the Nazi nightmare. But this would also be a gross oversimplification, as untenable as the opposite thesis, that the Third Reich was but the culmination of German history since Bismarck, or Frederick the Great, or Luther.… Yet anyone familiar with Germany’s past knows that certain trends in the nineteenth century, although not leading directly to Nazism, were akin and pointed the way to it.”

Accordingly, Gatzke’s book—notwithstanding its title—is best seen as a contribution to the long debate on the German “special path” (Sonderweg), a notion that has preoccupied American and European historians of Germany ever since 1945, if not since 1933. In terms of the meaning of “special relationship” adopted in this study, it is better to quote from Edwin O. Reischauer’s foreword to Gatzke’s volume:23

Germany is without doubt one of the most important countries in the world and its relations with the United States are of particular relevance. The German people constitute the largest ethnic group in Europe west of the Russians. By the early twentieth century they had provided the United States with about a quarter of its population. The two great World Wars that focused around Germany drew the United States deeply into international affairs and threatened to bring down the whole edifice of Western civilization. Twice our bitter enemies, the Germans have at other times had relations of cordiality with the United States. Today [in 1980] West Germany alone ranks fourth in productive power in the world and is among the two or three staunchest and most important allies the United States has.

He added, “The story of modern Germany and its relations with the United States thus is a complex one. Germany has swung wildly between great successes and terrible failures. The relations between the two countries have gone through the same sort of rapid and violent fluctuations. Neither modern German history nor German-American relations are easy to analyze or describe in clear coherent fashion.” While Reischauer’s verdict poses a daunting challenge to any historian, it highlights not only the complexities that this book has to grapple with, but also the ups and downs and ambivalences in this second “special relationship” that will be subjected to an asymmetrical comparison in subsequent chapters.

As far as I can see, this kind of study has not been attempted before with respect to the three business worlds. In this sense, it goes beyond a more traditional investigation into British-German-American relations that is based primarily on diplomatic and other official government documents. My handicap is that my approach has not been particularly popular in history departments in North America and Europe in recent decades. Sociocultural topics and a history “from the bottom up” had greater appeal, at the center of which were often relatively small and less organized groups, individuals and people, such as women and minorities, that had remained “invisible” in previous decades.

These genres of historical writing have undeniably enriched the discipline in terms of both its research agendas and its capacity to offer more appealing teaching material than business history. But what fell by the wayside in the process was work with an economic focus. It is not that economic historians vanished; they are to be found in economics departments, and in many cases this move was made quite some time ago when diplomatic and political historians showed little interest in economic questions. Nor did it help that, within economics departments, economic historians increasingly came under the pressure to adopt quantitative methods that had begun to sweep the board in economics. In short, history and economic history had been going their separate ways.

In an attempt to overcome this rift, some “mainstream” history departments have again been trying to build bridges to economic and business historians in economics departments and business schools, partly stimulated perhaps by the rediscovery that macroeconomic problems are shaping our lives more profoundly than historians of memory or identity have realized. This book represents an attempt to contribute to this bridge-building effort.24 This also applies to the secondary literature where greater reliance on what has been written across the aisle would aid cross-fertilization. Still, as has been mentioned above, the book is qualitative rather than quantitative in its approach. The shifts in the balance of German-American “special relations” ran countercyclically to the shifts in Anglo-American business relations. While the latter saw an overall decline from around 1900 onward, they experienced an uplift during the two world wars.25 The opposite trend can be observed with respect to German-American business relations. They grew stronger between 1900 and 1912, but deteriorated from 1913 until the early 1920s. There was another stabilizing upswing in the mid-twenties,26 before the relationship went downhill again after the Nazi seizure of power, demonstrating at the same time how difficult it is to study international big business relations without taking account of surrounding political environments, in this case relations between Berlin and Washington that ended up in another clash of arms.27

And yet this second deep estrangement was not the end of the road for German-American business relations. Big business came back after 1945, forging a relationship that was even stronger than that of the mid-twenties. The other point about these ups and downs in American businessmen’s “special relationship” with industrial Germany is that they were not merely guided by a coolly calculated interest in the bottom line. Just as the protagonists of the Anglo-American “special relationship” stressed deep-rooted affinities that, whatever their differences, were supposedly holding the two nations together, parallel feelings existed with the German business community, notwithstanding the repeated difficulties that had intervened between them in the first half of the twentieth century.

It is my contention that the second reversal in the American-British-German triangle became most tangible in 1956–57. For it was during the Suez Crisis that the United States told Britain quite categorically that if London did not stop the invasion of Egypt, Washington, while not intervening militarily, would ruin the British currency and economy. The age of old-style colonialism and protective tariff blocs, which both before and after 1945 had repeatedly clashed with the American conception of the Open Door, was over. The British should accept that they were no longer a first-rank power. No less significant, 1956–57 was also the moment when Washington and its business community could look back with satisfaction on the reconstituted relationship with West Germany. The reconstruction, but also the recasting of the economy had been achieved. The Law for Securing Competition had been ratified. Industry had been wrenched out of its long-standing anticompetitive cartel tradition and a larger European market had been created within which a parliamentary-democratic Federal Republic could deploy its industries as a dynamo of an American-style, Western European civilian mass production and mass consumption capitalism.

5. Sources

For a study that aims to cover several decades of Anglo-American-German business relations and politics, it has not been possible to scour hundreds of company archives for evidence of the changing quality in the relationships of the many enterprises that did business in Europe. Where the quality of published research is very good, I am relying on secondary sources and the archival material quoted in them. In addition, I have used newspapers and magazines. These sources contain many references that provide not merely statistical evidence but also statements and speeches by American businesspeople and politicians. Even before 1914, it was the practice of American newspapermen to look up the passenger lists of the big ocean liners that arrived in New York from Europe virtually every day. They waited by the quayside to ask returning businessmen to give them impressions of the European countries they had visited. The rich private papers of a few bankers and industrialists represent a third and very illuminating source. Their correspondences and diary notes will be used to open windows to the worlds of industry, finance, and politics in which they operated both at home and abroad. Given their positions in commerce and finance, they often had access to information that was more private and often different from what American diplomats were able to gather in Berlin or London. While some of these businessmen operated in relatively small companies, this book is not about the role of family firms that have attracted more research again in recent years. Rather it is the big American corporations whose policies and attitudes are at the center. It is only at the end that the question of the relative dynamism and innovative drive of smaller firms will briefly be taken up.

In this connection, the question will have to be raised whether those sources were more reliable or how far they, too, fell victim to misinformation and propaganda that government agencies circulated. There is also the problem of how far they may have suffered from “cognitive dissonance” (Leon Festinger), that is, saw only what they wanted to see or what fitted into their long-held preconceptions and prejudices. Through their business connections and often also family contacts, they may have acquired a greater familiarity with the foreign society that they visited than ordinary travelers. But the question remains how far this enabled them, especially in times of crisis, to look behind the public facade of words and images that they heard and saw. And because these crises were time and again about politics rather than economics, this study is not merely about commerce and industry, but in many ways also about political developments that interfered with economic relations just as the latter influenced the former. The German-American “special relationship” is on the whole less well researched than the Anglo-American one, partly because German business historians have for a long time concentrated on domestic developments and have been reluctant to include the question of an “Americanization” of German industry in their work. Still, on the whole I have tried to keep a balance.

6. Transatlantic History and Its
Global Dimensions

It is against the background of these considerations that this section of the Introduction begins with a study, published in German in 2000, that is not an economic history in the strict sense. It is nevertheless of interest here because it advances an important transnational argument that reaches beyond the Anglo-German-American comparison. Ute Mehnert’s Deutschland, Amerika und die “Gelbe Gefahr” is—as she puts it—a “diplomatic history” at whose core is the debate relating to the catchword of the “Yellow Peril” at the turn of the twentieth century.28 Her main interest is in the “question of the origins of the global international system of states that provided an expanded sphere of action to the foreign policies of the European great powers and the U.S.” Against Paul Kennedy,29 who placed America “at the periphery of a European-centric international system,” Mehnert wants to highlight “the growing importance of the U.S. in the world economy and its increasing political engagement in areas beyond the Western Hemisphere.”30 In other words, she puts at the center of her analysis the United States as an Atlantic as well as a Pacific power. Furthermore, she is critical of Reiner Pommerin’s Kaiser und Amerika.31 He argued with respect to German policy toward the United States after 1905–6 that the kaiser and his advisors had been aiming to reduce conflict potentials and concentrated on Europe instead of continuing to pursue German Weltpolitik they had promulgated in the late 1890s. This is why Pommerin believed that Berlin had failed to appreciate the significance of the two new players on the international stage before 1914, that is, the United States and Japan.

This interpretation, Mehnert continues, shifted “German-American relations to an isolated plain and reduced expansionist clashes of interest to sham conflicts that were primarily due to misunderstandings and political miscalculations.”32 However, if one includes the presence of the “Japanese Danger” as a factor in German and American policy making, the analysis is moved in “another direction.” Indeed, “the integration of the [‘Yellow Peril’] catchword into the foreign policy conceptions and decision-making processes of both powers” explains that the United States and Germany “continually oriented their political calculations toward a global international system.” This, Mehnert concluded, means that both powers had a “clear awareness of the interaction between the power constellations in the Atlantic and the Pacific space”—an important aspect of chapter III, where the attempt will be made to connect the history of the transpacific “Washington System” of 1922 to early post-1918 developments in European-American relations.

While Mehnert’s study thus adds the indispensable transpacific angle, along came Magnus Brechtgen in 2006 with a major book on what he called the crucial Scharnierzeit (hinge period) of 1885–1907 in world politics in order to raise the question of whether there was nevertheless a center of gravity in this grand planetary panorama.33 Although he was primarily interested in “personality networks and international politics,” he located this center of gravity in the British-German-American economic triangle. In comparison to the capacities of France, Russia, and other European states to project their economic and political might abroad were markedly weaker than those of the triad. His analysis enabled Brechtgen to break away from the Eurocentrism that had still informed Kennedy’s work, to expand it to the Atlantic region and to take up a position between Kennedy and Mehnert’s globalism. No less important, he shows on the basis of the statistical material that he put together that the United States had become the strongest economic player in the British-German-American triangle. Indeed, as Sebastian Conrad has argued when writing on “regimes of territorialisation and the globalization of the national,” this was not the age of the decline, but rather of the “globalization of the nation state” and in particular of those states that by virtue of their military and economic capabilities occupied the top spots in the international hierarchy.34

Pre-1914-era readers are asked to refer to the array of pertinent tables in Brechtgen and Conrad. They form the foundation of the argument in this study that a triad of the United States, Britain, and Germany had constituted itself by 1900. By 1913 the total industrial potential of these three countries amounted to 60.4 percent of the world total, with Britain being the weakening power and America and Germany moving into the first and second ranks.35 Small wonder that American businessmen increasingly turned their attention toward Central Europe as a competitor and partner. Moreover, the merger movement and the creation of huge corporations had continued in both countries. However, there emerged an important difference: in the wake of the passage of the Sherman Act in 1890, the United States was pushed in the direction of oligopolistic competition;36; German industrialists, by contrast, reinforced their system of protectionist cartels and syndicates that they had begun to build during the Great Depression in the 1870s and 1880s.37 Apart from these structural differences that became a topic of discussion in the United States for the first time before 1914 and will be dealt with in chapters II and III, there were other factors that American industrialists and bankers had to consider when they contemplated cooperation or investments in the German monarchy.

7. The Trials and Tribulations of
Venturing into a Foreign Economy

It is safe to assume that American investments in Europe were market seeking and strategic asset seeking rather than resource seeking and that as capitalist entrepreneurs they always had to pay attention to the bottom line as they calculated the opportunities and pitfalls of expanding their business into a foreign market. In an attempt to systematize international economic behavior, John Dunning has spoken of entrepreneurial calculations relating to ownership advantages, locational advantages, and internalization advantages.38 Such calculations were also on the mind of American travelers who sailed to Britain and Germany before 1914 to explore foreign direct investments (FDI), defined not merely as the establishment of production facilities in another country, but also as investments in local agencies, sales offices, partnerships, and participations. Inevitably, they also studied domestic politics.

However, since before 1914 American businessmen rarely went to Germany or Britain to build their own factories, Kenichi Ohmae’s phase model seems to offer the most convincing approach to understanding the steps that foreign investors took. Once a decision had been taken to enter a foreign market, most companies would initially rely on native representatives who are familiar with both the product and with local market conditions. The layout would be small in the expectation that turnover would be modest. The next step would be to assess, after initial successes, whether the opening of a company-owned sales office would be more cost-effective than a foreign agent. The investments required for this step were also likely to be low, even if they included warehousing and services. The next and usually most expensive phase would be to move further functions abroad, including research and development (R&D) and ultimately production. At this stage, local legal, tax, and social security systems as well as labor relations would assume a prominent place in the overall calculation. Obviously, having to close down an agency or a sales office that proved uneconomical or politically compromising was much less costly than having to shut down a factory.39

It is clear that for each and every phase a variety of local factors had to be considered and a business judgment had to be made. Like every investment in the domestic economy, FDI also carried risks that were mostly even higher than those in the home market. Advantages had to be carefully weighed against transaction costs and the costs of failure. Given the ups and downs that the world economy had seen in the nineteenth century, American businessmen looking at Britain or Germany before 1914, while hoping for larger sales, wanted to avoid losses. But it was not just a matter of calculating economic risk. Christopher Kobrak and Per Hansen have recently again raised the question of political risk and taken the emergence of dictatorships in the 1930s as their testing ground.40 In chapter V, we shall have to discuss how American big business was faced with major dilemmas after Hitler had come to power in Germany in January 1933 and embarked upon a massive rearmament program with increasing controls and regimentation of what was in principle still a capitalist economy, and one in which companies such as Ford and General Motors had made major investments.

Yet, the problem of political risk posed itself not merely in the face of the Nazi dictatorship in the 1930s, but already before 1914. The Hohenzollern monarchy under Wilhelm II was not, to be sure, a brutal and murderous totalitarian regime; but it was nonetheless authoritarian and centralized in its decision-making structure, especially in the field of foreign policy. Under the Reich Constitution, the emperor was not only the commander-in-chief in wartime; it was his constitutional right to decide single-handedly whether to go to war or to keep the peace. He was also in charge of foreign policy making in times of peace. The national parliament, the Reichstag, had but limited powers in this field and—no less significant—over the military budget in particular. Wilhelm II had surrounded himself with political and, above all, military advisors who jealously guarded not only the monarchy’s constitutional rights, but also their own influence and privileges. Other elite groups, and German businessmen in particular, had little informal input, never mind an official voice.

In light of these realities, American businessmen also had to calculate a measure of political risk when they entered the German market even before 1914. The central point to be made here is therefore that FDI involved a number of factors that could not be calculated precisely. The situation required qualitative judgments and a good or an uneasy feeling about the contacts that American businesspeople began to establish in Germany to explore a foreign market or to negotiate with a prospective agent, manager of a proposed sales office, or even a director of a factory who had been tapped to run it. A sense of trust and an at least rudimentary familiarity with the other society and its business culture, societal traditions, and elite as well as popular attitudes were vital. This applied in principle also to Britain, which, although it had a parliamentary system, still relied upon a relatively small elite to run its foreign policy. At the same time, political risk was smaller there, partly because from the late 1890s the country was anxious to promote an Anglo-American rapprochement and partly because Germany’s increasingly erratic and aggressive political behavior around the globe led Washington to interact more closely with London.

All this meant that there were affinities that gave the potential investor a feeling of comfort. Family ties or long-standing friendships, the value of none of which could be quantified, had to be included in the decision-making process. It is also important to remember that information was much less complete and more imperfect than it is today, even if transparency continues to be a major problem to this day. One final point has to be made in the context of American FDI assessment and decision making. As John Dunning and Sarianna Lundan have reiterated in the second and very detailed edition of Multinational Enterprises and the Global Economy, such enterprises undertook FDI for “extremely varied” reasons so that “no satisfactory general answer” can be given.41 Moreover, in comparison to the often very sophisticated methods by which today’s big corporations evaluate FDI opportunities, FDI before 1914 was much more haphazard and ad hoc. In this respect business decision making was perhaps comparable to diplomatic maneuvering before 1914. As will be seen in chapter III, there was little systematic research and no drawing up of “scenarios.” Often it was just hunches that were based on trust and mistrust of the partner or competitor.

We began, by reference to the “Americanization” debate, with setting out the larger framework of international relations in which subsequent chapters will be configured. American elites disposed of a general foundation that could help them in their assessment of opportunities and risks as they reached out to their counterparts in Britain and Germany. As capitalists familiar with their firms’ balance sheets, there was no doubt a certain amount of cool calculation with respect to the advantages and disadvantages of FDI and to whether to export via an agency or a sales office or whether to build an internalized production facility abroad. They were, however, also aware of the limits of such assessments and appreciated the uncertainties inherent in a locality that they were looking at. They knew about the economic future of Britain and Germany only in broadest outline and were generally aware of the risks of all operations abroad, including political risks relating to Britain’s and Germany’s domestic developments.

There were times when they underestimated these risks and got burnt; or they were too pessimistic about the future and left opportunities unexploited. In terms of what I have called the “special relationship” with Britain and Germany, the Germans—to put it mildly—would give American political and business elites plenty of issues to worry about. The United States fought that country in two world wars and had to deal successively with an autocratic monarchy, a volatile Weimar Republic, a Nazi dictatorship, and finally an initially devastated post-1949 Federal Republic. Yet, with Germany time and again developing a more dynamic industrial economy, their relations with Britain improved only when the ones with Germany were bad or very bad. Overall, the Anglo-American “special relationship,” except in wartime, was on a downward slope during the decades covered by this book. Meanwhile, the relationship with Germany recovered after World War I and, after another slump and world war in the 1930s and 1940s, became very strong in the 1950s. This may seem ironic or paradoxical, but it presents a basic line of investigation through which the relevant empirical material will be examined in subsequent chapters.

Notes to the Introduction

1. See, e.g., Wm. Roger Louis and Hedley Bull, eds., The “Special Relationship.” Anglo-American Relations since 1945 (Oxford, 1986); C. J. Bartlett, “Special Relationship”: A Political History of Anglo-American Relations since 1945 (London, 1992); John Dickie, “Special” No More. Anglo-American Relations: Rhetoric and Reality (London, 1994); Alan P. Dobson, The Politics of the Anglo-American Economic Special Relationship, 1940–1987 (New York, 1988); Iestyn Adams, Brothers across the Ocean: British Foreign Policy and the Origins of the Anglo-American “Special Relationship,” 1900–1915 (London, 2005).

2. W[illiam] T. Stead, The Americanisation of the World (London, 1902). The original English or American spelling of titles and quotes in this book has been retained. On the subsequent scholarly debate, see, e.g., Harm G. Schröter, Americanization of the European Economy (Dordrecht, 2005); Volker R. Berghahn, “The Debate on ‘Americanization’ among Economic and Cultural Historians,” Cold War History 10, no. 1 (February 2010): 107–30, with a discussion of changing conceptualizations and a bibliography of relevant books and articles.

3. Henry Luce, “The American Century,” Life, 17 February 1941, 61–65. For background, see Alan Brinkley, The Publisher. Henry Luce and the American Century (New York, 2010); Alfred Eckes and Thomas Zeller, Globalization and the American Century (Cambridge, 2003); Peter J. Taylor and David Slater, eds., The American Century. Consensus and Coercion in the Projection of American Power (Oxford, 1999).

4. Thomas J. McCormick, America’s Half-Century: United States Foreign Policy in the Cold War and After (Baltimore, 1989); Mary Nolan, The Transatlantic Century: Europe and the United States, 1890–2010 (New York, 2012); David W. Ellwood, The Shock of America. Europe and the Challenge of the Century (Oxford, 2012). On the globalization perspective, see Kevin O’Rourke, Globalization and History. The Evolution of the Nineteenth-Century Atlantic Economy (Cambridge, MA, 1999); Jürgen Osterhammel and Niels P. Petersson, Globalization. A Short History (Princeton, 2005).

5. See, e.g., Jörn Leonhard, Bellizismus und Nation. Kriegsdeutung und Nations-bestimmung in Europa und den Vereinigten Staaten, 1750–1914 (Munich, 2008), 13–14; Cushing Strout, The American Image of the Old World (New York, 1963); Ragnhild Fiebig-von Hase and Ursula Lehmkuhl, eds., Enemy Images in American History (Oxford, 1997), with a range of relevant articles. See also Robert Jervis, Perception and Misperception in International Politics (Princeton, 1976), and Knud Krakau, “Einführende Überlegungen zur Entstehung und Wirkung von Bildern, die sich Nationen von sich und anderen machen,” in Willi P. Adams and Knud Krakau, eds., Deutschland und Amerika. Perzeption und historische Realität (Berlin, 1985), 9–15. On the concept of coevolution, see, e.g., Richard R. Nelson, Technology, Institutions, and Economic Growth (Cambridge, MA, 2005). Simon N. Hellmich, Bielefeld, is completing a study using this approach with respect to the coevolution of production regimes, technologies, and labor market institutions in the United States between 1897 and 1933.

6. See Schröter, Americanization of the European Economy (note 2), with a discussion of disciplinary approaches. See also, e.g., Alexander Stephan, ed., Americanization and Anti-Americanism (New York, 2005); Jan C. Behrends and Arpad von Klimo, eds., Antiamerikanismus im 20. Jahrhundert. Studien zu Ostund Westeuropa (Bonn, 2005); Marie-Laure Djelic, Exporting the American Model: The Transformation of European Business (Oxford, 1998); Paul Hollander, Understanding Anti-Americanism. Its Origins and Impact at Home and Abroad (Chicago, 2004); Matthias Kipping and Ove Bjarnar, eds., The Americanisation of European Business (London, 1998); Rob Kroes, ed., If You’ve Seen One, You’ve Seen the Mall: European and American Mass Culture (Urbana, IL, 1996); Jean F. Revel, Anti-Americanism (San Francisco, 2003); Jonathan Zeitlin and Gary Herrigel, eds., Americanization and Its Limits (Oxford, 2000).

7. See, e.g., Bradford Perkins, The Great Rapprochement (New York, 1968); Lionel M. Gelber, The Rise of Anglo-American Friendship (Hamden, CT, 1966); Charles S. Campbell, Jr., Anglo-American Understanding, 1898–1903 (Baltimore, 1957); Richard H. Heindel, The American Impact on Great Britain 1898–1914. A Study of the United States in World History (New York, 1968).

8. Patrick O’Brien and Armand Cleese, eds., Two Hegemonies. Britain, 1846–1914, and the United States, 1941–2001 (Aldershot, 2002), with several contributions on British economic decline and America’s rise; Laurence James, The Rise and Fall of the British Empire (London, 1994); Piers Brendon, The Decline and Fall of the British Empire, 1781–1997 (New York, 2008); Max Beloff, Imperial Sunset (London, 1969); Egbert Klautke, Unbegrenzte Möglichkeiten (Stuttgart, 2003); Ernest R. May, Imperial Democracy. The Emergence of America as a Great Power (New York, 1961); Derek H. Aldcroft, ed., The Development of British Industry and Foreign Competition, 1875–1914 (Toronto, 1968); Sidney Pollard, Britain’s Prime and Britain’s Decline. The British Economy, 1870–1914 (New York, 1989); Pollard, The Development of the British Economy, 1914–1950 (London, 1952); Frank Ninkovich, Global Dawn. The Cultural Foundations of American Internationalism, 1865–1890 (Cambridge, MA, 2009); Michael Hunt, The American Ascendancy (Chapel Hill, NC, 2007).

9. See also the contemporaneous analyses by John Dos Passos, The Anglo-Saxon Century and the Unification of the English-Speaking People (New York, 1903), and Brooks Adams, America’s Economic Supremacy (New York, 1900). Adams’s book is a collection of essays, published between 1898 and 1900 in journals such as Forum and McClure’s Magazine. As reflected in some of the essay titles (“England’s Decadence in the West Indies”; “The Decay of England”), he is very critical of Britain, arguing that “the most important and absorbing phenomenon of our time is the condition of Britain” (vi). He continued that if she cannot maintain her energy, her supremacy would “pass from her, either toward the east or west.” To him all indications pointed westward toward the United States achieving supremacy (192).

10. See chapter III.

11. Best enshrined in the Atlantic Charter of 1941. See, e.g., Douglas Brinkley and David R. Facey-Crowther, eds., The Atlantic Charter (New York, 1994); Theodore A. Wilson, The First Summit. Roosevelt and Churchill at Placentia Bay (Lawrence, KS, 1991).

12. See chapter V.

13. See Ursula Lehmkuhl, Pax Anglo-Americana. Machtstrukturelle Grundlagen anglo-amerikanischer Asien- und Fernostpolitik (Munich, 1999).

14. See chapter VI.

15. Michel Albert, Capitalism Against Capitalism (London, 1999); Peter A. Hall and David Soskice, eds., Varieties of Capitalism (Oxford, 2001); Volker R. Berghahn and Sigurt Vitols, eds., Gibt es einen deutschen Kapitalismus? (Frankfurt, 2006).

16. See, e.g., Mary Sarotte, 1989: The Struggle to Create a Post-Cold War Europe (Princeton, 2009).

17. See, e.g., Francis Fukuyama, End of History and the Last Man (New York, 1993).

18. See, e.g., Glen Ruffle, “America Still Britain’s Best Buddy,” European Journal, March 2011, 2, and the contrarian view by Alex Massie, “What Special Relationship?,” Foreign Policy, 25 May 2011.

19. Kathleen Burk, Old World, New World (New York, 2008), 659, came up with the following overall verdict: “Fundamentally when the occasion demanded it, there re-emerged the early twentieth-century assumption that, different from each other they were in their cultures, interests and ability to project power, they were, nevertheless, more alike than any other two powers on the globe. And the instinctive feeling persists: there is a true love-hate Anglo-American special relationship.” See also A. E. Campbell, Great Britain and the United States, 1895–1903 (London, 1960); Patrick Cohrs, Unfinished Peace after World War I (Cambridge, 2006); Niklas H. Rossbach, Heath, Nixon and the Rebirth of the Special Relationship. Britain, the U.S. and the EEC, 1969–1974 (New York, 2010); Richard Aldous, Reagan and Thatcher. The Difficult Relationship (New York, 2012).

20. See Jürgen Kocka and Heinz-Gerhard Haupt, Comparative and Transnational History (New York, 2009). See also Franco Amatori and Andrea Colli, Business History: Complexities and Comparisons (New York, 2011).

21. Hans W. Gatzke, Germany and the United States. A “Special Relationship”? (Cambridge, MA, 1980).

22. Gatzke’s words on the dust jacket of his book.

23. Ibid., vii.

24. See, e.g., Volker R. Berghahn, “A Plea for a Rapprochement between History and Economic History,” Bulletin of the German Historical Institute Washington, no. 40 (Spring 2007): 1–8.

25. See chapter III. See also Detlef Junker, The Manichaean Trap. American Perceptions of the German Empire, 1871–1945 (Washington, DC, 1995).

26. See chapter IV.

27. See chapter V.

28. Ute Mehnert, Deutschland, Amerika und die “Gelbe Gefahr” (Stuttgart, 1995).

29. Paul M. Kennedy, The Rise and Fall of the Great Powers (New York, 1987).

30. Mehnert, Deutschland (note 28), 12.

31. Reiner Pommerin, Kaiser und Amerika (Cologne, 1986).

32. Mehnert, Deutschland (note 28), 16.

33. Magnus Brechtgen, Scharnierzeit, 1895–1907. Persönlichkeitsnetze und Internationale Politik in den Deutsch-British-Amerikanischen Beziehungen vor dem Ersten Weltkrieg (Mainz, 2006).

34. Sebastian Conrad, Globalisation and the Nation in Imperial Germany (Cambridge, 2010), esp. 380.

35. Brechtgen, Scharnierzeit, 1895–1907 (note 33), 47. See also Stephen N. Broadberry, “How Did the United States and Germany Overtake Britain? A Sectoral Analysis of Comparative Productivity Levels, 1870–1990,” Journal of Economic History 58, no. 2 (June 1998): 375–407; Broadberry, “Economic Growth and the United States since 1870. A Quantitative Economic Analysis Incorporating Institutional Factors,” in David Coates, ed., Varieties of Capitalism—Varieties of Approaches (Houndmills, 2005), 85–105.

36. See Robert Himmelberg, ed., The Rise of Big Business and the Beginnings of Antitrust and Railroad Regulation, 1870–1900 (New York, 1994), and Himmelberg, The Monopoly Issue and Antitrust, 1900–1915 (New York, 1994), both with a large number of relevant articles that had been published elsewhere over the years; Theodore P. Kovaleff, ed., The Antitrust Impulse, vol. 1 (Armonk, NY, 1994); R. B. Heflebower, “Monopoly and Competition in the United States of America,” in Edward H. Chamberlin, ed., Monopoly and Competition and Their Regulation (New York, 1954), 110–39.

37. See Volker Hentschel, Wirtschaft und Wirtschaftspolitik im wilhelminischen Deutschland (Stuttgart, 1978).

38. See John Dunning, Multinational Enterprises and the Global Economy (Wokingham, 1993); Geoffrey Jones, ed., Transnational Corporations. A Historical Perspective (New York, 1993).

39. For a fuller discussion of Dunning and Oehmae, see Antje Hagen, Deutsche Direktinvestitionen in Grossbritannien, 1871–1918 (Stuttgart, 1997), 32ff.

40. See Christopher Kobrak and Per Hansen, eds., European Business, Dictatorship and Political Risk, 1920–1945 (New York, 2004).

41. John Dunning and Sarianna M. Lundan, Multinational Enterprises and the Global Economy, 2nd ed. (Cheltenham, 2008), 8, 295.


I

[image: image]

The North Atlantic Business
Triangle and the Constellation
of 1900–1901

1. International Relations Around 1900

Against the background of the analytical framework within which the American-British-German business and political relationship will be seen in this book, the year 1900 offers a good starting point, and for three reasons. To begin with, this was the year when both the Europeans and the Americans were looking back on the nineteenth century that had just ended and ahead to the twentieth. Germany and the United States did so in an overall mood of optimism, believing that, generally speaking, their future would be as bright as the previous decades had been. Britain by contrast was less certain.

Second, it was a phase in international politics when American relations with both Britain and Germany had come under strain while those between Britain and Germany were negatively affected by differences of opinion over the Boer War and the growing suspicion in London that Emperor Wilhelm II was preparing to challenge the Royal Navy when he decided to expand his battle fleet.1 Finally, tensions had arisen between all three powers over the higher protective tariffs that the United States as well as Germany had introduced or were on the verge of imposing.2 Meanwhile Britain continued to adhere to its traditional Free Trade policies, although this, too, had come under pressure both from parts of British industry and from Conservative Party protectionists rallying around Joseph Chamberlain. Finally, there were the problems created by U.S. president Theodore Roosevelt’s imperial ambitions and his conduct of the Spanish-American War as well as the Anglo-American and German-American conflicts over Venezuela.3

2. Assessing the Old and the
New Century

Starting with the question of moods at New Year 1900, what did the newspapers in the three countries have to say at the very end of December 1899 or in the first days of the new century?4 As was to be expected, there were joyous public and private celebrations. At midnight, the church bells were ringing. In the port cities ships blew their horns. Many citizens attended religious services or watched the midnight fireworks. While it is important to bear in mind the continuing huge differentials in wealth and income, middle-class families who had become wealthy or well-to-do during the past century, looked back on it with a sense of gratitude and pride. Those who had remained stuck in the poverty trap of working-class life may not have been quite so cheerful. Still, many of them, too, were full of hope that the new century would bring improvements to their material position, more social justice, and greater participation in politics and cultural life.

On the whole, the German press reflected this optimistic mood. Reviews looked back as far as the early years of the nineteenth century with its defeats and humiliations by Napoleon and juxtaposed them to Germany’s rise to great power status after the victory over France in 1870 and the unification of the country a year later. Next to such political successes, the liberal Frankfurter Zeitung, in its edition of 30 December 1899, also celebrated the century’s achievements in science and technology.5 What had marked the past century was not so much the noise of the great battles of the Napoleonic Wars but the “thundering of the railroad train that was rushing through a tunnel cut through the massive granite of a snowy mountain, the whistling of steam engines, the singing sounds of the breeze along telegraph wires, and the strange noise with which an electric streetcar, attached to an overhead cable, comes along.” On the following day, the same paper carried a full-page leader article that focused on the political gains.6 At the top was mentioned “the founding of a huge German Reich in the heart of Europe” that had contributed to the promotion of world peace. Despite “the frequent wars of recent years … the idea of peace had made great strides.” Wars, the paper believed, were “special cases,” and wars between the great powers were now “almost unthinkable because the inputs are too high in comparison to the gains that can be expected.” Germany was exhorted to use its “growing power always in a spirit of justice for the benefit of all humankind so that the word of the medieval poet may come true,” that is, that “the world may be healed through the German spirit.”

There is also an illuminating poll that the Berliner Illustrirte Zeitung published under the heading of “Balance-Sheet of the Century.”7 The paper had undertaken a survey to identify the most important people of the past century. Among the statesmen, Otto von Bismarck assumed first place. Among the military leaders, Napoleon I came out slightly ahead of Helmuth von Moltke the Elder, who had defeated France in 1870. Among women, the feminist Bertha von Suttner and the writer George Sand took the second and third ranks behind Queen Louise of Prussia. Thomas Edison was judged to be the greatest inventor, and the railroads emerged as a major innovation for the benefit of all.

The “social question” was also a recurrent theme covered in other German newspapers. Whatever progress had been made in the transition from an agricultural society to an industrial-urban one, further social reforms were deemed necessary in the new century. The Frankfurter Zeitung argued that “the better the conditions of the total working populations of Germany, and the more informed and enlightened they were and the more freely they were able to move, the more insistently Germany will be able to appear on the world market and in world politics.”8

However, it was precisely such self-confident comments in the middle-class press that filled the conservative papers with unease. Thus the Neue Preussische Kreuz-Zeitung of 31 December 1899 began its review with an attack against the parliamentary movements of the pre-1848 period and the liberal revolutions that followed.9 They pointed to the Prussian Constitutional Conflict of the 1860s that had barely been won by Bismarck. Even after the founding of the German Empire in 1871 major efforts still had to be made to consolidate the Bismarckian state at home and abroad. However great these successes had been, in the eyes of the Kreuz-Zeitung editors the “giant edifice of the new Reich” was now being persistently beleaguered from all sides by forces that were driven by a “burning hatred.” The article added, “Though driven by divergent motives” international movements were aiming to “destroy this edifice.” Worse, “the party [i.e., the Social Democrat Party, SPD] that openly professes to favor general revolution” had become the largest party thanks to universal manhood suffrage. It had allegedly become so powerful that “no-one except the Conservatives is around anymore to counter it.” The paper still believed that there was much good to be expected from the future. However, if party disunity and the lack of a reliable nationalism could not be overcome, “the course of our political and economic development would over time again be retarded.”

At the other end of the political spectrum, the Social Democrat Vorwärts also had some critical things to say, though it ultimately came to an optimistic conclusion.10 The labor movement’s cause had made “great progress.” At the same time it was undeniable that the economic and social contrasts were getting sharper. Resistance against “capitalism” was rising, but in turn this “capitalism was resorting to ever more brutal means to overcome this resistance.” Next to domestic politics, the Left targeted Germany’s foreign and colonial policies that it dubbed “the last chimera of declining capitalism.” The Social Democrats would never support such policies, the more so since the government demanded further financial sacrifices from the general population for the expansion of a navy that would always remain inferior to that of Britain and France.

While capitalism was the main target of the labor movement, on the Right the Alldeutsche Blätter articulated quite radical political demands of a different sort.11 They believed that Germany faced a momentous decision in the new century. The question was “if we want to sink back to the level of a power that is at most second rank, or do we want to become [a nation] for which Providence has endowed the German people with the richest gifts,” that is, to be an “Edelvolk, a Herrenvolk chosen to become the bearers of culture for all of mankind.”

Turning to the British press at the turn of the century, the liberal Manchester Guardian of 1 January 1900 asked what label might be put on the nineteenth century with its famous men such as Darwin and Helmholtz, Browning and Tolstoy, Gladstone and Bismarck.12 The writer came up with the dualism of “science and democracy,” but then added that the optimism of the French Revolutionary period about democracy had evaporated and that Germany’s predominance in the sciences was more likely to set the sciences back rather than to open up new possibilities.

In the pages of the conservative London Times little optimism could be found in its edition of 30 December 1899, in which the state of international politics was analyzed.13 One reason for this was that the British Empire was still mired in a war in South Africa. Accordingly, news about the Boer War continued to make the headlines in its issue of 1 January 1900.14 There followed reports on the situation in other parts of the world, among which Anglo-German relations were given extra space. In any case, Britain was thought to have reached a “turning point” that confronted the country with two “important tasks.” Whether the nation would live up to these tasks would largely define its future as a great power and a dominant people. The first task was to end the war in South Africa as soon as possible. After this, a thorough stock taking would have to be initiated. As far as Britain’s economic situation was concerned, the paper had no more than a few positive things to say about some parts of the Empire. Other papers similarly reflected this sense of decline that some of them wanted to reverse with the help of a national efficiency campaign that the Fabian Society and other organizations were rooting for. But this campaign was probably also inspired by the American rationalization and Scientific Management movement, to be discussed later.

If we now turn to the United States, the Chicago Daily Tribune felt some sympathy for the British in their gloomy mood and concluded that, with “pessimism” being the “prevailing note,” the British “are the severest critics of their own shortcomings” and look at themselves “with stark naked candor.”15 In examining the German situation, the New York Times carried a longer analysis on 1 January 1900 that it had commissioned from James C. Monaghan, the United States consul in Chemnitz in industrial Saxony. He focused on the prosperity of the Hohenzollern monarchy and the opportunities it offered to American business.16 He gave a long list of American products that he believed would do particularly well in Germany and whose successes and failures will be examined in greater detail in chapter II.

A general mood of confidence in the future also pervaded other American papers. The Washington Post took the view that “he, who 100 years ago” had offered an “optimistic horoscope” would have been ridiculed.17 Now the only real danger was that the country might overstretch itself and begin to suffer from exhaustion. Nevertheless, there was an important mission to be fulfilled in the new century that was to be geared not merely to economic success but also to the need to upgrade morality. After all, “all our progress in the way of luxury and knowledge and purely personal refinement has not been attended by a corresponding elevation and purification of our morals, our humanity, and our altruism.” If this could be achieved, “the housing of the poor is likely to be still further improved, partly by greater municipal purity and partly by virtue of the new political doctrine.” At the same time, “the health of the people will be improved by still greater advances in the sciences of medicine and surgery.” No less important, “the commercial morality will improve by the popular control which will come with the development of people’s law, as well as by the recognition of the everlasting truth that honesty is always the best policy.” Finally, “the political state of man will improve by the still further recognition of the falseness of all forms of arrogated authority, and by the recognition of man’s natural right to rule himself.” The author ended with the belief that “the century of humanity will witness great progress in the attitude of the people towards international affairs.”

3. Political and Economic Relations in
the Age of Late-Nineteenth-Century
Imperialism

Against the backdrop of these press comments and of the experience of the nineteenth century that they tried to capture, positive visions of the future tended to predominate; but the papers also contained evidence of the conflicts that were smoldering within the societies of Britain, Germany, and the United States. Although the basic domestic and foreign issues were similar in all three, it appears that these conflicts were particularly virulent in Wilhelmine Germany. As they increased toward 1914, they had by 1910–11 become a source of concern within the American business community, while around 1900 the focus was more on the conflicts that were brewing closer to home. Here the crisis in the Caribbean is of interest because it took both Britain and Germany into what the Americans, under the Monroe Doctrine, considered very much their sphere of influence and “backyard.”18 From 1895, Venezuela had become one of the points where London had been trying to gain a foothold. Anglo-American tensions reached a climax in 1899, which then cleared the path for a settlement when London realized that it was not worth their while to upset Washington in that part of the world. The Germans, rather less sensitive and farsighted, took until 1902 to come to the same conclusion, following their attempt to obtain a base in Venezuela.19 They failed to appreciate that America’s Monroe Doctrine was not just a general claim by Washington to a sphere of influence in Latin America. It was also that the U.S. administration had become more determined than ever to assert its claims after their victory in the Spanish-American war in 1898 that had pushed the Spaniards out of the region.

It had also been irritating to the two European powers that in the late 1890s the United States had begun to pursue an expansionist policy across the Pacific into Asia. Again by 1898, the Philippines, Guam, Hawaii, and a number of other Pacific islands had come under American rule. Farther to the south, in Samoa, it was the Germans who had begun, from the mid-1880s, to expand and to clash with British and American interests. The resulting disputes were finally resolved in 1899 when the Samoan Islands were divided between Washington and Berlin, with Britain being compensated with other Pacific territories.20 There is no need to go into the details of these international conflicts in this age when all three powers were quite blatantly imperialist. The point is that these disputes were largely settled around the turn of the century, with the German-American crisis over Venezuela finally ending by 1903.

Although the imperialist and naval rivalries between the three powers in the Caribbean and the Pacific are not to be underestimated in their influence upon the general climate of transatlantic relations, it seems that, in taking the American perspective, the conflicts over tariffs had a more profound impact on mutual perceptions and attitudes among industrialists and bankers. In the 1880s the Republicans had raised again the issue of higher tariffs to protect “infant industries” in the United States. The free-trading Democrats had responded by ratifying the Mills Bill that contained a number of modest reductions. While there were many factors other than tariffs that subsequently contributed to defeating the Democrats at the polls, the new Republican majority in Congress “took care of the industrial contributions to the campaign” by increasing tariffs to new heights.21

Worse from the point of view of Britain and Germany, “by raising already high duties even higher, the new tariff not only protected domestic industries, but made it virtually impossible for foreigners to compete.” Accordingly, the Europeans began to complain quite bitterly, including the British whose government had continued its low-tariff policy despite waves of protectionist pressure back home. In 1880, Parliament had passed the Merchandise Marks Act requiring imported goods to reveal their country of origin. It was the beginning of the “Made in Germany” stamp on imports from Germany that, ironically, later became of mark of high quality. In other words, legislation that was intended to promote the purchase of domestic products had the opposite effect on the British consumer, who now demanded German goods.

Later there were various “Buy British” campaigns as well as the new Patent Law of 1907 that complicated the sale of foreign goods. Still, the important point is that Britain in principle never abandoned its long-standing Free Trade tradition, and foreign products continued to flow into the country even when they vitally threatened some domestic industries. In the early years of the twentieth century, Joseph Chamberlain had become the leader of a tariff reform movement within the Conservative Party. He proposed a general raising of tariff walls, but then to knock holes into them to let cheap agricultural produce into the country. The hope was that this would keep the price of basic items of food consumption low for the benefit of the laboring classes. But in the 1906 national elections the Conservative platform was resoundingly defeated. Coming to power were the Liberals, who had promised to impose, instead of tariffs, higher taxes on the wealthy with which to finance social reforms and welfare benefits for the “masses.”22

The tariff solution that Chamberlain offered to Britain was the opposite of what the German government, also under pressure to raise protective tariffs, introduced in the Reichstag in 1901–2. There the pressure came not from industry but from the powerful large-scale estate owners who wanted to reverse the low tariff policies introduced in 1893–94 at the insistence of German industry that was looking for favorable trade treaties with other nations for its exports. Since the Prussian agrarians in particular had never stopped complaining about their being bankrupted by imports of cheap grain from the Russian Ukraine and the American Midwest, Reich Chancellor Bernhard von Bülow, in an effort to support Germany’s “ailing” agriculture, had proposed higher agricultural tariffs.23 Industrial tariffs were to remain low in an effort to obtain advantageous trade agreements with other nations that were coming up for renewal.

After hard-fought political battles, Bülow finally got his way: agricultural tariffs went up, though not as high as the agrarians had demanded. While the relatively low industrial tariffs pleased German exporters, the negative consequence of higher agricultural tariffs was that the price for bread and other basic items of mass consumption increased. The German lower classes were promptly hit by higher prices for food and the “small pleasures of the working man,” that is, beer and tobacco. Embittered by these policies, they voted in even larger numbers for the Social Democrats in the 1903 national elections, that is, for the party that the Kreuz-Zeitung, but also other right-wing voices, had identified as constituting a most dangerous force for the continued stability of the conservative Prusso-German monarchy.24

Looking at the world situation through the eyes of the American business community, which, through mergers and the general growth of the U.S. economy, had become more and more powerful, the situation around the turn of the century therefore looked quite favorable. The nineteenth century had generally been an era of progress and increased prosperity. While there was still plenty of room for an expansion of the domestic market, entrepreneurs were confident that they were also ready to compete abroad. This confidence was reinforced by the sense that they had at their disposal new and very competitive forms of rationalized production and also of the marketing of their products.

Germany, which had undergone a similarly rapid process of industrialization and urbanization as America, also seemed to offer good prospects for American exports. Consequently, many of them began to book a cabin on one of those many fast ocean liners that plowed the North Atlantic back and forth between Southampton, Le Havre, and Bremerhaven. By comparison to those prospects, the risks arising from disputes over colonial claims and possessions and over higher tariffs looked relatively small.

4. Frank Vanderlip’s and William Stead’s
Views of Anglo-American Relations

Whereas these observations of the European-American constellation in the early years of the twentieth century have been mined from contemporary newspapers and the secondary literature, we also have for this period a particularly rich archival source that allows a close glimpse at American businessmen’s perceptions of the European-American economic and political relationship. These documents are to be found in the papers of Frank Vanderlip, who, having grown up in Illinois, after a career as financial editor of the Chicago Tribune and at the Treasury Department in Washington, had joined the National City Bank of New York (NCB) in 1901 and rose to a position of great influence on Wall Street and in the world international banking more generally.25 Vanderlip’s papers proved invaluable throughout this study of British-German-American business and political relations.

Soon after assuming his post at the NCB, he undertook an extensive tour of Europe to inform himself about the economic situation and the business climate across the Atlantic. His notes and those of his assistant whom he took with him are as detailed as they are jumbled. They cover conversations and impressions gained in Russia, Sweden, Italy, Austria-Hungary, Germany, and Britain. While the material on the first four countries is interesting in its own right, it can be ignored here because none of these nations were, at least at this early point, a major focus of American attention. Most of the observations pertain to Britain and Germany, the two powers that are also at the center of this study.

To start off with the British case, Vanderlip’s verdict emerges firmly and clearly: time and again, the theme of relative decline comes up. Thus he highlights the conservatism of British entrepreneurs. They are, he notes, slow to write off machinery and hence reluctant to replace it with more modern equipment from across the Atlantic. Citing the example of the rejection of an American-made hoisting machine, he concludes that the British would not accept it, even if it hoisted faster.26 He added, “Here we find the celebrated British prejudice with a vengeance.” Later he commented that Britain “is woefully deficient in technical schools,” except in training facilities of the textile industry, one of the oldest developments of the First Industrial Revolution that were still being deemed “equal to any in the world.”27

Moving from poorly educated British workers to their living conditions, Vanderlip discusses alcoholism and class divisions. He observed,28 “I cannot help thinking that England must learn a lesson from Germany and the United States, and in her search for a remedy for her labor troubles must do more to establish schools for technical education.” He believed that employers live in fear of trade unions and concluded that the country “cannot compete with Germany and the United States unless her trade unions change their policy and endeavor to make English workmen, both skilled and unskilled, the best and fastest in the world.” Thus, “if we search for the real cause of England’s decay, I think we shall not blame the laborer so much as we do the so-called upper classes. The real responsibility for the selfish ignorance of the working men, in my opinion, lies with those people who have insisted that the poorer classes do not need an education. We find in England as well as in Russia men who think that popular education is ‘a dangerous thing’ ” and that more than a basic education would turn workers into socialists. To Vanderlip, British workers were products of this kind of environment who had no confidence in their employers. In short, the treatment of workers was better under American superintendents and managers. In the end and coming back to his initial point, the American banker conceded that, even if British manufacturers were slower in taking up improvements, there was nevertheless also visible change in that country.

It is against the background of such observations that the publication of the above-mentioned book of 1902 by Stead, the influential British journalist, becomes plausible.29 Because of its title, this study has frequently been cited to mark the moment when the “Americanisation of the World,” or at least of Western Europe, did indeed set in. But the study was only one of several that, significantly enough, appeared around this time on the subject of the rise of the United States. Although the concept of “Americanization” is useful for making sense of the European-American relationship after the turn of the century and is therefore also deployed in this study of the “special relationships” with industrial Britain and industrial Germany, the core of Stead’s argument is in fact about something else. It amounted to a plea to form a reunion between Britain and the United States. It confirmed the sense of weakness felt by the hegemonic power of the nineteenth century that was now falling behind. It also buttresses the earlier point that rather than resisting the rise of American economic and political power, the British wanted cooperation with the Americans in a modern “Americanized” version of the union that had existed up to the late eighteenth century, but had then fallen apart in the rebellion of the New England colonies against their British masters. It is an example of a book of which more than the title should be read.

Stead introduces his vision of the “special relationship” with a fanfare:30 “The advent of the United States of America as the greatest of world-Powers is the greatest political, social, and commercial phenomenon of our times. For some years past we have all been more or less dimly conscious of its significance. It is only when we look at the manifold manifestations of the exuberant energy of the United States and the world-wide influence which they are exerting upon the world in general and the British empire in particular, that we realise how comparatively insignificant are all other events of our time.” Arguing that what he had to say was “of transcendent importance” to his countrymen, he continued, “… we are confronted by the necessity of taking one of those momentous decisions which decide the destiny of our country.” For “we have an opportunity—probably the last which is to be offered to us—of retaining our place as the first of world-Powers. If we neglect it, we shall descend slowly but irresistibly to the position of Holland and of Belgium.”

However, if “we substitute for the insular patriotism of our nation the broader patriotism of the race, and frankly throw in our lot with the Americans to appreciate the great ideal of Race Union, we shall enter upon a new era of power and prosperity the like of which the race has never realized since the world began.” Ultimately, this would mean that “we must reconcile ourselves as best we can to accept a secondary position in a world in which we have hitherto played a leading role.” But in doing so, “we shall continue on a wider scale to carry out the providential mission which has been entrusted to the English-speaking Race, whose United States will be able to secure the peace of the World.”

Accordingly, the first part of Stead’s book is devoted to the English-speaking world. He admitted that the slogan of the “Americanisation of the World” generates “some resentment in Great Britain,” especially among those who believe that this world “is to be Anglicized.” But such feelings, Stead asserted, are groundless. After all, when the Americans try to refashion the world in their image, they were doing so “substantially [in] the image of ourselves.” Americans have “sprung from our loins” and were hence part of the “family.” Stead then proceeded to the constitutional question of how the Empire might be approximated “to the Republic or the Republic to the Empire.”31 What would be the balance between the two? Ultimately and again given the common heritage, he did not find any major obstacles to producing a viable constitutional solution.

Having examined in the next section “the Americanisation of Ireland” and other parts of the Empire, the author proceeded to the question of the Americanization of Continental Europe.32 He found that there is considerable enthusiasm for it. But it is a different matter, he argued, “with the sovereigns and nobles who represent feudalism and the old world monarchical and aristocratic ideas which have at their European centre the Courts of Berlin and Vienna.” On the other hand, Belgium, Holland, and Scandinavia, “while monarchical in form, are republican in essence.” In his view, the Russian monarchy presented a particularly serious obstacle. Nevertheless, “the centre of resistance to American principles in Europe lies in Berlin,” with Wilhelm II in the lead:33 “There is something pathetic in the heroic pose of the German Emperor resisting the American flood. It is Canute over again, but the Kaiser has not planted himself on the shore, passively to wait [for] the rising tide in order to rebuke the flattery of his courtiers; he takes his stand where land and water meet and, with drawn sword, defies the advancing tide.”

And yet “he himself is driven to Americanise, even when he is resisting Americanisation.” The reason for this is to be found in the socioeconomic reality of the Kaiserreich: “There are no more Americanised cities in Europe than Hamburg and Berlin.” For “they are American in the rapidity of their growth, American in their nervous energy, American in their quick appropriation of the facilities for rapid transport.” Pinpointing affinities, he continued that “Americans find themselves much more at home, notwithstanding the differences of language, in the feverish concentrated energy of the life of Hamburg and of Berlin than in the more staid and conservative cities of Liverpool and London. The German manufacturer, the German shipbuilder, the German engineer, are quick to seize and use the latest American machines.”

While these were very shrewd observations that will be confirmed by the evidence to be presented in subsequent chapters of this book, Stead also considered the effects of German emigration to the United States:34 “German-Americans, like the Irish-Americans, are passionately patriotic, with a dual patriotism. They are intensely Republican; the hyphenated American, as he is called, has shown a readiness to shed his blood and sacrifice himself in the service of his adopted country equal to that of any native born of the States.” The dilemma of the German Americans, however, was that the kaiser wanted them to identify Germany and Wilhelm II, even though they “have escaped beyond the glamour of his personality.” And yet, he continued his “desperate but unavailing war.” For “in resisting the Americanisation of Germany, his first aim has naturally been to prevent the Americanisation of the Germans who leave Germany.” In his effort “to arrest this process of the thorough Americanisation, appropriation, and from his point of view the absolute effacement of German citizens, the Emperor has sought to deflect the tide of German emigration to German colonies which he has acquired and which he has subsidised regardless of expense in various parts of the world.”

With the focus on his analysis still on the kaiser and his ambitions in ways that had a good deal of truth to them and will have to be examined more critically and in greater detail in this study in chapter II, Stead had finally reached the crucial point of his argument that was designed to buttress his quest for a British-American reunion. For a Briton, worried about the future of his country, this was also the link to the anti-British elements of the kaiser’s Weltpolitik, proclaimed with much posturing just before the turn of the century: “The dependence of Germany for her daily bread on shipments from over-seas contributed greatly to strengthen the Kaiser’s decision to double the German navy.” Stead also saw this decision against the background of “the three-fold defeat of British arms in South Africa” that “had severely shaken our prestige.” From all that is known about the expansion of the German navy, Stead was no doubt correct that it was “aimed against Great Britain.” As will be seen later, such views on Wilhelmine Weltpolitik pinpointed quite uncannily key elements of the kaiser’s global strategy, whose navy was in the first instance being built against Britain but also contained a long-term anti-American calculation. No less important, chapter V will reveal rings of this vision of twentieth-century power politics in Hitler’s struggle for world domination with the United States.

Suspicions of a German design that was ultimately anti-American finally came to the surface in July 1901, when, as Stead wrote, “M[onsieur] Pierre de Ségur was entertained by the Kaiser, along with other French tourists, on board [his yacht] Hohenzollern” during his annual Norwegian cruise.35 It was only several months later, in November 1901, that the Frenchman published his interview, creating a sensation in the United States and causing deep embarrassment to the German Foreign Office. The German ambassador to Washington put out an official denial that “all talk that his Majesty … desires to bring the European nations together in a challenge of America’s progress in the commercial world is without foundation.” On the contrary, the ambassador added, “My sovereign has the most frank admiration for America’s progress and the most cordial and friendly feelings for the United States.” But the damage had been done and the seeds of the kaiser’s hypocrisy had been sown. What, asked the New York Herald, would the reaction of the German press have been if U.S. president Theodore Roosevelt, himself no soft-spoken advocate of American imperialism, had dropped a remark in front of a group of French tourists that he favored a general boycott of German imports because he rejected certain forms of German business behavior.

If Stead was therefore rightly suspicious about the larger foreign policy vision of Wilhelm II against both Britain and America, by 1902 the British political and naval elites had come to share them. After the turn of the century, it became less and less of a secret that naval minister Alfred von Tirpitz was preparing the German navy to become a lever of German Weltpolitik at the power-political negotiating table. However, should this lever not work and the Royal Navy try to confront the Tirpitzian navy in a do-or-die battle in the North Sea, the latter was to be strong enough to inflict a devastating defeat on British naval power.36 For this battle the Imperial Navy was by 1902–3 systematically being expanded. At the same time and no less preposterously, the admiralty in Berlin was also drawing up operations plans for a war against the U.S. Navy. In other words, Wilhelm II was fanning resentments against both the old hegemonic power, Britain, that he believed stood in the way of his own colonial ambitions, as well as against American claims to supremacy that were being articulated with considerable noise in Latin America and the Far East by Roosevelt. Both aims contained a vital commercial and industrial element that large sections of the German business community in their dynamism shared in their mood of early-twentieth-century self-confidence. However, by the end of the decade, with German foreign policy suffering repeated setbacks due to British-American increasing efforts at containment, German businessmen, like their British and American counterparts and partners, became increasingly nervous about Wilhelmine Weltpolitik leading to a catastrophic world war, as it eventually did in July 1914. This triangular constellation and the perceptions of German power politics therefore also help explain why Stead’s primary concern was to highlight the political and economic tensions between Germany and America, on the one hand, and to extol the reunion of the English-speaking world.37

Meanwhile in Berlin, Stead reported, the German Industrial Union had also raised its voice through its secretary general: “He declared that the time had come for some Bismarck to rise up and assemble the nations of Europe and throttle the American peril.” As a liberal Free Trader and Liberal reformer that he evidently was, he then pointed to the domestic consequences of a quest for self-sufficiency: “Although the Governments of the Old World may compel their subjects to pay higher prices for goods which the Americans, if left unhindered, would supply more cheaply, they will thereby increase discontent and dissatisfaction which will facilitate the Americanisation of Europe. For the higher the tariff, the dearer will be food. Dear food means misery in the home. Misery in the home means discontent in the electorate, means the increase of the motive force which will seek steadily to revolutionise the Old World governments on what may be more or less accurately described as American principles.”

And so, after a further diversion into the situation of the Ottoman Empire, a discussion of the Monroe Doctrine, and the potentialities of developing Latin America in a joint British-American venture, Stead returned to his initial appeal. Having summarized once more the reasons for the commercial and industrial success of the United States, among them being the American tradition of democratic education and lavish spending on the over six hundred universities and colleges that existed in America, the choice for Britain was clear on political and cultural grounds. There were also the “incentives to increased productive power” that could be appropriated by Britain.

Here, though, Stead came back once more to a handicap that was, in his view, very unfortunate:38 “The difficulty about machinery [that] arises largely from the English prejudice in favour of good solid machines which, if once built, will last for a long time.” By contrast, “the American deliberately puts in flimsy machinery which will wear out, as he calculates that by the time he has got all the work out of his machine that it will stand, new improvements will have been invented which necessitate in any case the purchase of new machinery.” In other words, British business conservatism and reluctance to invest in new technology contributed in Stead’s view to why British industry not only was falling behind the innovative American businessmen but, implicitly also behind the energetic Germans. Furthermore, there was the difference between British and American workers and their attitudes: “The American workman who suggests an improvement in the machinery he is working, is encouraged and rewarded,” whereas “in England he is too often told to mind his own business.”

The conclusion that Stead drew from all this was the same that he had set out at the beginning of his book. Britons faced two alternatives:39 “If they decide to merge the existence of the British Empire in the United States of the English-speaking World, they may continue for all time to be an integral part of the greatest of all World-Powers, supreme on sea and unassailable on land, permanently delivered from all fear of hostile attack and capable of wielding irresistible influence in all parts of this planet.” The other choice was “the acceptance of our supersession by the United States as the centre of gravity in the English-speaking world, the loss, one by one, of our great colonies and our ultimate reduction to the status of an English-speaking Belgium.” For Stead the choice was, of course, clear: “Unification of the race by the only means which are still available.” With “unification under the Union Jack having become an impossibility by our own mistakes, why should we not seek unification under the Stars and Stripes?”

It was from this platform that he finally mapped out the “steps towards Reunion,” the details of which can be skipped here. However, there is Stead’s telling quotation from an editorial in New York’s Evening Journal:40 “The nations of Europe, and especially the English, wonder at the success of the American people. If any Englishman wants to know why the American race can beat the English race in the struggle for industrial precedence, let him stand at the Delaware-Lackawanna station in Hoboken from seven until nine in the morning as the suburban trains come in” to witness how “the American succeeds because he is under high pressure always, because he is determined to make speed, even at the risk of bursting the boiler and wrecking the machine.”

It should have become sufficiently clear why, following American perceptions of British business practices that are to be found in Vanderlip’s travel logs of his trips to Europe in 1901 and also the Americanisation of the World written by a Briton who, aware of his country’s decline, advocated an Anglo-American reunion deserve close scrutiny in order for us to grasp the larger international constellation of 1900–1901. Stead also spent considerable time examining the views of the German emperor and his Anglophobia as well as his anti-Americanism that even in this early period could no longer be kept completely under wraps (as Tirpitz had been hoping to when he designed his naval challenge). He and Wilhelm II expected that its scope would not become immediately obvious to Germany’s presumptive rivals in the twentieth century. The role of Kaiser in this picture will come up again in the next chapter. For the moment the question is whether and how far Stead’s critical assessment of German policy was shared by the American business community. For this we return, as a first step, to the material to be found in the Vanderlip Papers before broadening our analysis to the evolution of the actual economic relations between the two countries—relations that have to be seen in comparison to the British commercial position within the Atlantic region.

5. American Perceptions of the
Wilhelmine Industrial System

If the American press had shown much optimism about the country’s future at the turn of the century, the self-confidence of Vanderlip, the Wall Street banker, and the socioeconomic milieu in which he moved was no less telling. Thus his notes of his 1901 European travels contain the following sentence:41 “It is no doubt a comfortable reflection for Americans to assume themselves that, although the Germans may copy machinery and their methods, American genius will always keep this country far in advance of her competitors.” He then added the caveat that it was of course “a mistake to suppose that all industries advance at the same rate [since] improvement is active now in one industry and now in another.”

Later on he made a similar argument, but added a comparison with respect to education:42 “The natural endowments of the American business man are far greater than that [sic] of his German competitor and, if to these natural endowments can be super-added a training similar to that which is received in the great business schools of Germany, the American business man can remain indefinitely in the lead.” As will be seen, it was not just Vanderlip who was thinking about education, commercial as well as technical. At one point Vanderlip referred to the Charlottenburg Polytechnic Institute in Berlin and similar institutions in Dresden, Munich, and other cities: “The young men who emerge from the German schools are eagerly siezed [sic] by the great manufacturing houses.” Fortunately, MIT, Worchester Polytechnic, the Lowell Institute, and the Case School of Applied Science had been established in the United States, to which the banker added the following differentiation: “Foreign critics admit that American mechanical engineers are far in advance of any that Europe can produce. In chemical engineering, however, we have done little or nothing, and here the Germans have almost monopolized the field.” But there were also the institutes of management education, such as the Wharton School at the University of Pennsylvania. Founded some twenty-two years earlier, it “has given the courses outlined in the field of general instruction of the German Business School during that entire period.” The universities of Illinois, Wisconsin, and California had also made “considerable progress in the same direction.”

There was, as Vanderlip noted (perhaps also thinking of his above-mentioned criticism of the Oxbridge system), some resistance “from advocates of old classical studies” whose quest was “to turn out cultured gentlemen rather than efficient industrial agents.”43 But the American business community should not feel irritated by this and was doing what it can “to further the cause of higher commercial education.” After all, the world of industry and commerce was too complex “to be understood by men who are trained in the old-fashioned school of business apprenticeship.” A thorough professional training was needed.

Proceeding to a discussion of the blue-collar workforce, Vanderlip had some critical words about a democratic education.44 America, the banker urged, should build up “a great system of primary education, such as that through which the German working man is passed.” Moreover, primary schools should be linked to a system of intermediate technical education to produce highly skilled workers. It was of course true that American industry had created a more composite pattern of labor consisting of many “different races” and including “all grades of intelligence and skill.” This is where the United States had benefitted from European immigration, and with demand for labor continuing, there was, in Vanderlip’s view, no reason to fear those immigrants. Surely, “the history of emigration is a record of industrial progress” in Europe, too. Thus, “the industrial awakening of Germany during the last quarter century shows clearly the effect of domestic prosperity upon emigration.” If German emigration had been declining, it was not least because German workers had been finding opportunities back home.

Comparing the German worker with his British colleague, he was “in many respects superior to the English.”45 Universal military service and three years in the armed forces had made him “more temperate,” physically and morally improved, clean and with regular work habits. He had also received a thorough elementary education and was less questioning of his foremen. With evident approval, Vanderlip pointed to the German insurance system and sanitary conditions. Indeed, many things were done for the German worker by the state that were left to the individual to provide for in the United States. On the other hand, the Wall Street banker found that upward mobility in Germany was low. Comparing the efficiency of workmanship and production standards, he thought that it was difficult to make comparisons between Germany and the United States, though he was confident that American products were competitive enough. Nevertheless, “it does become the United States, until that inferiority has been wiped out, [not] to boast very much of what they can accomplish in the markets of the world.”

Offering a number of specific examples, Vanderlip mentioned printing and engraving as an area of American inferiority, adding that “most of our chemicals apparatus comes from Germany and nearly all of our fine chemicals.”46 Practically all of America’s “analine dyes are imported.” The story was similar with respect to cotton goods, earth-enware, shoes, paper, and artists’ supplies, all of which were cheaper but also inferior to those produced in (Continental) Europe. Although many Americans believed that the country was the world’s leader in iron and steelmaking, it was sad for Vanderlip to have to say that “in many particulars our iron and steel production is much less advanced” than that of its competitors. In “crude iron and steel,” it was true, American superiority was tangible due to the availability of cheap raw materials from inside the country and labor-saving devices as well as the effect of higher wages. The Europeans had even more to learn from the United States in the area of finished iron and steel, machine tools, agricultural implements, cash registers, and typewriters. On the other hand, in “no branch of iron and steel production, outside of machine tools, do we exceed the Germans” who were also very good “in everything in the use of metal.”

Accordingly, Vanderlip urged his colleagues to visit the “great Krupp establishment at Essen, which is, by the way, the greatest of its kind in the world.”47 There the visitor would be “at once impressed with what appears to be a superfluity of men” who, “with possibly one exception,” produce the best crucible steel in the world.” Because the American equivalent was not of the same Krupp standard, “the Krupp people are able to do business in this country in spite of the [high] tariff.” As will also emerge in chapter II, for many of these articles the United States simply had to have “this steel and no tariff can keep it out.” As far as engines were concerned, it was true that “the master patents on the steam engines are mainly English” but in “the improvement and development of these master patents the Germans have done quite as much as we have.” Indeed, “in the case of engines, broadly speaking, all that is known in the United States came from Europe.” This also applied to the American turbines to be displayed at the St. Louis Exhibition that were based on British patents. Similarly, all American knowledge “of the utilization of blast furnaces and gases came from Germany and France, and it has only been a year since the matter of super-heating and re-heating steam, by which the efficiency of the steam engine is greatly increased and which has long been practiced abroad has been seriously taken up in the United States.”

These, Vanderlip concluded, “are the facts and I leave it to my readers to judge the truth of the opinions which were expressed by” the Germans he had met on his trip.48 He admitted that as a result of his conversations, his “enthusiasm over the achievements of the United States in the world’s markets was greatly tempered and qualified.” After his visit, he had begun “to see that foreigners have some justification for the irritation which they so frequently express over what they term the ‘bumptiousness’ of the Americans.” They were just paying too “little attention to the foreign market.” So, for American business, operating behind high tariff walls, to praise its excellence was “little less than offensive” to European ears.

Continuing in a self-critical vein, he also commented on the use of the American flag by enterprises overseas.49 To be sure, “some American houses abroad, whose goods, by the way, are above reproach, such as [those of] the Westinghouse Company and the Frazer and Chalmers Company, machine manufacturing, and Babcock & Wilson, [the] boiler makers, make no such mistake.” But there were others who proudly and naively waived their American patriotism straight into the faces of their foreign competitors and customers. Vanderlip then gave another illustration of how “Americans are not able to utilize in a foreign market the advantages which they actually have” by reference to “the introduction of machine tools into Germany.”50 These exports had “secured a place because of their excellence.” This, he observed, “goes without saying in Germany.” But to make the Germans aware that “these high-grade American machines” were a must-have “was due largely to two resident Germans, Schuckert and S[c]hütte.”

Vanderlip then added a story to the Schütte case that nicely illustrates the cautious ways in which American FDI unfolded around the turn of the century. It is also a good case in point relating to the conceptual work of Dunning and Ohmae discussed in the Introduction. Schütte, the American banker had learned on his trip to Germany, had taken up the introduction of American machine tools “as a result of visiting the World’s Fair at Chicago in 1893.”51 He returned so impressed “with the excellence of our output” that from 1894 onward he “undertook to represent American machine houses” helping them to make “a great deal of money in this business.” What Schütte, probably quite rightly, stressed in his conversation with Vanderlip was a cultural point, that is, that his firm was “ ‘able to push American machine tools through our knowledge of German conditions and through our knowledge of the country.’ ”

Of course, it was never wise for American firms entering foreign markets to sell shoddy products. But Vanderlip also learned from Schütte another basic point, namely “that American exporters, even when they have superior articles to sell, display very little intelligence in getting a market.” The American banker agreed that there was much room for improvement. Rather than stressing “cheapness and rapid execution,” excellence and thoroughness of workmanship should be highlighted, certainly when it came to Germany where the notion of Qualitätsarbeit had meanwhile come to be seen as being an asset.52 In fact, as far as the manufacture of motor cars was concerned, this was thought to be an Achilles’ heel of American workmanship. Thus in 1903, the journal Der Motorwagen, referring to Daimler-Benz’s attitude toward quality production, printed the following comparison between German and American practices: “Here [we do things] meticulously and thoroughly; over there [in America it is] skimping and rushing.” And very telling also the related verdict concerning European-American differences with respect to mass production and social stratification: “Over here we are still a long way from the American situation where every Mr. Jones owns a car. With us the automobile is for the most part a vehicle for the better-off classes.”53

In line with such sociocultural differences and in light of the popularity of American machine tools that had also been in evidence at the Paris World Exposition in 1900, Vanderlip had furthermore come across one particularly serious disadvantage stemming from the export of superior American machine tools:54 At the Union Electrical Works in Berlin “I found a shop which will rank with the best in the United States.” There was “every appliance for economical production and most of the machines are of American make.” Similarly, the Niles Tool Works also had “a branch in Germany filled up with American machinery and directed by American superintendents and foremen,” though this personnel policy was, Vanderlip noted, an exception. More alarming to him was that, while the “export of machinery and tools to Germany and to a less[er] extent to England and Switzerland” was large, they were also used to copy these imports in an effort to make themselves “independent of us.”

Accordingly, Vanderlip had found out from European observers that “the European manufacturers everywhere are studying American methods and are adopting them as rapidly” as their economies were expanding.55 America was said to have “done the pioneer work in developing the use of labor-saving machinery.” In this sense, the Europeans were reaping “the fruits of our labors.” The banker was “inclined to agree with these European observers” and felt confirmed by his visits to the Union Electrical Works and other establishments in Berlin where a remarkable shift had occurred. As one of his German interlocutors told him, “ten years ago, I should have found … in such shops as they existed English tools for the most part.” However, as he looked around the shop, “I saw only German tools, enormous lathes, slotters, boring machines, traveling cranes, and all the paraphernalia that go to make up a manufacturing plant.” He continued, “German shops are being rapidly equipped with the most approved labor-saving devices,” and this also applied to “the arrangement of the plant.”

It was clear that the Germans had taken many ideas home from their visits to the United States, especially following the Paris Exposition where the American pavilion had attracted many visitors and where the interest in American steel-cutting machinery was particularly strong.56 Taylorism and shop-floor organization had by this time and in addition to technology also attracted considerable attention. But it is also significant in terms of larger argument pursued in this book that Britain was falling behind. As Vanderlip reported,57 “English manufacturers are slower” in taking up improvements. Still, even there “a great change” was in evidence, as they, too, were looking toward the United States.

The cultural difficulties the Americans had with FDI implementation notwithstanding, American corporations, as the next chapter will confirm in more detail, did establish branches in Europe, and companies such as Niles Tools, Westinghouse, and others fitted them “exclusively on American lines.”58 Vanderlip learned that “more than one hundred of these branch houses have been established within the last few years.” No less important, “they cannot fail to exercise the most profound influence on improving European machinery.” The Germans were particularly keen “to seize upon anything of value in our methods of factory management.”59 At the Union Electrical Works in Berlin, “for example, great emphasis is put upon the system of control; foremen are scattered about on raised platforms and the supervision is constant and energetic.”

The story of “one of the managing directors of this company” was probably not untypical about what was going on. He had, as Vanderlip learned, been “in Paris in 1900” where he “met Mr. Francis E. Drake, director of machinery and electricity for the Commissioner General of the Paris Exhibition.” Drake hailed from New England and had “a great faculty for industrial organization.”60 Vanderlip’s German interlocutor was so impressed with Drake that he invited “him to come to Berlin and look after his shop” and to make suggestions “regarding shop methods, system of time keeping and reporting of costs.” In other words, what the American visitor was observing in Berlin was the copying not only of American technology, but also of factory rationalization—a key point to be borne in mind also in later chapters all the way to the post-1945 period, indeed whenever questions of technology transfer came up, with the exception of “intellectual reparations” from Germany to the United States, especially after the two world wars.

Finally, there is a detailed summary of another conversation that the American banker had with “a typical German, a man of probably less than fifty years; and, though German in appearance, he has American characteristics and a thorough appreciation of American methods of doing business.”61 To Vanderlip he “exemplified this most strongly in the conduct of his business, surrounding himself with American superintendents, filling his shops with American tools and adopting at every opportunity American business methods.” It was therefore not surprising that this man “showed great friendliness toward America” and indicated at the same time “that by aid of this friendliness to America he was able to be a more useful and patriotic son of the [German] Fatherland,” for he was improving his methods and making his factories better able to compete in the markets “of the world.” In the course of their wide-ranging conversation the two also “broached the subject of industrial combinations.” Evidently thinking of mergers but also of cartels and syndicates, his host had developed a concept “which certainly is as comprehensive as any which has been produced from the brain of an American industrial promoter.”

In any case, Vanderlip’s interlocutor believed “that the propitious moment had arrived for a world combination of electrical interests.” He thought that German companies “could be brought into the line” while assuming that British companies “could be absorbed.” He then suggested that “if the two leading American companies could be brought together,” a giant combination could be effected. Its advantage would be “in addition to all those benefits which come with a combination of interests of any single industrial line, such as economization of management,” a set of further special economies in the electrical field “which he considered by far the most attractive industrial field in which to work a worldwide combination.” In addition economies in R&D would also “result in many new discoveries.” He also mentioned how this would resolve patent protection problems—a thorny issue to be discussed in chapter II.62

Apparently in an attempt to interest the American banking community in this project, the German businessman pointed out that the European electrical industry was waiting for American FDI and capital. He also thought that a number of products could also be developed “by specialization” within this combination “at very low cost,” while they would be expensive if they had to be made in small quantities. All these were no doubt alluring vistas in a particularly dynamic branch of manufacturing industry, and this was apparently also why Vanderlip recorded this meeting so extensively. In justifying his long account, he added that “to my mind it illustrates better than any other incident that has come under my observation the quality of the German business man’s mind.” He believed “that he is in no respect inferior to his American competitor.” On the contrary, “to begin with, he is better educated.” Moreover, he “is likely to know two languages besides his own” and “will usually speak English and French with facility,” often in addition to “one or two others.”

There could be no doubt that these Germans were well informed about global business, commercial geography, foreign tariffs, and “methods of doing business.” They also had enjoyed an excellent training in finance, economics, and frequently also jurisprudence. No less noteworthy to Vanderlip was that “in the matter of training business men, the Germans are far ahead of us.” They appreciated “that business is a science, that the laws of business are definite and exact [and that] the methods of business can be reduced to a definite form.” These Germans also realize the need for “an accurate knowledge of the facts of the business world.” They also appreciated that “the principles which govern the conduct of business” were “of the very greatest pecuniary value.” Returning to an earlier cultural point, Vanderlip also noted that “since the German business man must carry on extensive operations in foreign countries, a knowledge of the language of those countries is an indispensable part of his equipment.”

Reinforcing his earlier observations about the educational system, he reported that a thorough training was being given at “institutions which are known as Handel’s Realschule [sic] and Handel’s Hochschule [sic].”63 Ordinary clerks would have gone to the equivalent of the American high school, whereas the curricula at higher business schools provided a good theoretical training, also in the sense of transmitting a facility to handle commercial facts, thereby facilitating a faster entry into the practical world of business. It was obvious to Vanderlip that an educated manager would be far ahead of his less educated competitor. He would have an independent mind and an exact, inquiring, and searching spirit that was also required of the German scientist, as Vanderlip’s research into the curricula and interdisciplinary teaching had revealed. It was against this backdrop that he also made the above-mentioned comparisons with American business school education. His final verdict, “It has been commonly supposed in the United States that the innate conservatism of the European manufacturer would prevent him [from] adopting American methods and machinery until they had already been discarded by [the] Americans.” This attitude might be true of many Britons; but “the best German business man with whom I had the opportunity to become acquainted is little if any inferior to the business man of the United States.” Again, these observations should be compared to the American traveler’s verdict on the British situation so that once again it is the comparison by a contemporary observer that offers fresh insights.

6. Trying to Understand the Peculiarities
of the German Political System

Moving from German economic relations to politics, Vanderlip, like Stead, first took up the question of the role of the kaiser before broaching larger constitutional issues. Despite the anti-American and anti-British statements that Wilhelm II had been making around the turn of the century of which Vanderlip seems to have been aware, he did not paint the monarch as a reactionary. Apparently, his German interlocutors had talked more about the monarch’s role in domestic politics at this time when the agricultural tariff debate was gathering steam. Accordingly, the American banker wrote that “the German Emperor has aroused the wrath of the Prussian squirearchy by the marked attention and the special favors which he has given to the leading business men and bankers of the German Empire.”64 With Wilhelm II having come out with rambling and undiplomatic statements about business and about relations with the two Anglo-Saxon powers, it made sense for Vanderlip to immerse himself in politics during his trip.

He confirmed that “in Europe … outside of Great Britain, the government has very much more potent influence than in the United States, operating in all directions in which it is active in this country and extending its influence into many fields with which influence the United States is not concerned.” The drawback of this was that “every country of Europe, with the possible exception of Great Britain, is in a continual state of political excitement over questions which sometimes threaten the very foundations of government and bring almost to a standstill the activities of trade and commerce.” To Vanderlip, Austria-Hungary was a good example of this political instability.

With reference to Germany, he mentioned the disputes over tariffs.65 Thus, the lowering of tariffs in 1893 had stimulated higher industrial exports and imports but had caused extreme difficulty to a continuation of a liberal commercial policy “owing to the attitude of the agrarians.”66 Being close to the court, the latter had an influence on the Reich government that was “out of proportion to their numbers.” The progress that industry and commerce had been making was “distasteful to the landlord,” and they were indeed being left behind by the former. As Vanderlip wrote, the agrarians had also opposed the building of railroads and canals on which cheaper foreign grain could be transported to the urban centers further inland.67

Moreover, the electoral system was skewed in favor of the rural and provincial parts so that the cities did not have a fair parliamentary representation in the federal states where restrictive class- and tax-based voting systems continued to be in force.68 Other handicaps existed at the Reich level with its universal manhood electoral system. There a vote in a city counted for less, as many electoral districts had not been adjusted to the rising numbers of people who, during the period of rapid industrialization and urbanization, had moved from the countryside into the cities in droves. While the restrictive suffrage systems in the federal states undermined the working-class vote, it had, after the lapse of Bismarck’s Anti-Socialist Laws in 1890, regained its weight. The SPD was the main beneficiary.69 Thus, in the Reichstag elections of 1903, the SPD had added short of one million additional votes compared to 1898 and had gained a total of eighty-one seats, up from fifty-six in 1898. Small wonder that it was not just the agrarian Kreuz-Zeitung that had warned of an escalating threat from the Left. Employers were similarly growing fearful of a party that attracted larger and larger numbers of industrial workers and contained reformist elements as well as more radical voices wedded to orthodox Marxist views of modern industrial societies, with the latter talking about an impending socialist revolution.

Having undertaken a further analysis of the German Empire’s internal problems that resulted from both the peculiarities of its monarchical government and its party system, Vanderlip concluded very perceptively:70 “The present melancholy situation has a significance which is not merely transitory, but which is of decisive importance to the future of Germany as a world power.” With Bülow having yielded, at least partially, to the agrarians by increasing agricultural tariffs, Germany had been led “into a situation which is fraught with serious menace to her prosperity.” The SPD was dead opposed to the resultant price increases of foodstuffs that hit its working-class constituencies most. Vanderlip’s verdict “that the passage of this [tariff] bill seemed to mark the final surrender of the German people to the Prussian Squires” was perhaps what he had heard from some pessimistic businessmen on his visits to Berlin and other places. No doubt there were the negative consequences of rising food prices due to higher agricultural tariffs. At the same time his conclusion also reflected quite well what American businessmen thought about the political power structure of the German monarchy:71 The passage of the tariff was “in truth a singular spectacle which is here represented in the entire German people abjectly surrendering to a class of decadent landholders, the extent of whose extortionate demands is measured only by their stupid rapacity.”

Examining further the structure of Wilhelmine government, Vanderlip focused on its other authoritarian features, arguing, rather generally, though not incorrectly, that the Reichstag had only nominal authority. However, his claim that there was “no freedom of the press” and that other freedoms were also restricted was less accurate.72 He also mentioned the restrictive three-class voting system in Prussia, the largest state in Germany, and continued,73 “The ruling classes believe that the lower classes are unfitted for government, that the direction of public business belongs by right to the upper classes and that they are determined to repress not only agitation but even discussion.” Vanderlip acknowledged the existence of trade unions, among which the Social Democrat ones had some 680,000 members around 1900, followed by the Hirsch-Duncker “yellow” unions with 92,000 and the Catholic unions with 77,000 members.74 The latter two had gained some recognition from the employers, but there was no general legislation permitting unionization and collective bargaining, as Vanderlip seems to have thought. However, he added, this time correctly, this “privilege is often nullified by the action of the authority” that tended to intervene whenever there were strikes and these certainly happened in growing numbers up to 1914.75 Although he noted that some statements of the SPD were hostile to business, in discussing its aims Vanderlip, again not quite accurately, recorded as their main aim “that the German nation should be transformed into a liberal constitutional monarchy, with a responsible government and a free people.”76

Vanderlip’s account of his German tour ended with a report on a conversation he had had in Hamburg with a businessman involved in the export business who complained about America’s high tariffs.77 He believed that this conversation illustrated “in a striking way the influence which the economic policy of the United States may exert upon the counter-politics of European nations.” While the Hamburgian was hoping for reciprocity, Vanderlip, with his better understanding of American politics, could not but end his notes by saying that this argument, however plausible, had no chance of being accepted by the majority of Congress in Washington.

There are a number of other papers documenting Vanderlip’s conversations of 1901, this time with prominent bankers and apparently recorded by an assistant.78 Having first contacted Arthur Gwinner of Deutsche Bank, who was in poor health and could not receive him, and then spoken, apparently only briefly, with Franz von Mendelssohn, he saw Franz Urbig of the Disconto-Gesellschaft. This conversation revolved partly around “the organization of the steel trust and similar combinations” that he “regarded with great concern” and “filled foreign manufacturers with fear,” because “such combinations were quite impossible in Europe.”79 The “tremendous scale, on which they could operate, it was feared, meant cheaper and cheaper production.” But there was always also the question of Britain’s industrial and financial muscle in the background, and so the two bankers, with an eye on the City, talked about the weakening of sterling and their impression “that England is now rapidly losing her position of prominence in the Exchange market.”

The next in line was Urbig’s colleague “Director Schoeller,” who wanted to know “whether or not I intended to make any arrangement here in Berlin for the purchase of a bank in the interest of the National City.”80 Asking him to elaborate, Vanderlip was told that a direct purchase would be difficult, except for smaller banks. Also since German banks had close links with industry, acquisition might be thought undesirable for that reason. After learning that both the Bleichroeder and Mendelssohn banks were definitely not for sale, a third option—Schoeller remarked—would be to establish an institution from scratch. But this would raise the question of who would run it, since first-class personnel was scarce. On the question of acquiring British banks, Schoeller believed, that this would be easier than an acquisition in Germany. But there was a rub:81 “If you bought an established [British] bank and retained men of high position and standing as Directors, you would find that those men would not be subservient to your wishes in the management of the institution.” Schoeller’s experience with British boards had been “that you cannot control them if they are composed of men of independent means and established positions. You would find them too influenced by politics.” If, on the other hand, Vanderlip would replace a British board by “mere figure-heads, you at once lose the confidence of the [British] business community, and your opinion will be seriously hampered.”

Whether this was a genuinely confidential advice on Britain or just a scare tactic, these arguments gave Schoeller the opportunity to suggest a closer relationship between Disconto-Gesellschaft and NCB.82 He expressed a readiness to come to the United States for further discussions on this idea, but then added a mild complaint about cooperation between the two institutions until now: “We have at times taken large risks and the final statement of accounts” had merely shown an “extremely small profit.” NCB had certainly driven “a very sharp trade in the exchange market.” It was not that Schoeller was looking “for anything like the old times when we used to make one per cent.” But despite considerable risk-taking on Disconto’s part, they were not pleased by the low closing profit. By contrast, the sale of a German loan worth 80 million marks such as the one a “year ago was the sort of business we would like to do.” There was, Schoeller thought, no reason to believe that this could not be done again.

The German banker then came to the crucial point: Vanderlip, he said, could not “hope to get a fair share in an undertaking here for so long as you are ostensibly connected with a half-dozen institutions and really connected to none.” By contrast, NCB would get its fair share in a participation, “if you formed a close relation[ship] with a single institution and let that relation[ship] be practically exclusive both ways.” Promising his own absolute confidence, integrity, and fair play, Schoeller was apparently hoping that Vanderlip would take the bait.

7. The Cultural Difficulties of Operating
in Foreign Markets

Vanderlip’s account ended with a report on a conversation that he had had with a Mr. Magee of the Union Electricitäts-Gesellschaft on German-American trade relations and the cultural problem of operating in a foreign market.83 Magee, though “a thorough American in his ideas,” had lived in Germany long enough to be very familiar with the local milieu and promptly complained, as Vanderlip had also heard from other sources, that Americans did not know how to secure a market share in another country. American manufacturers were receiving “inquiries perhaps from German importers.” But the answers they got were “almost in the nature of a repulse.” Thus the Americans would send back “a circular—printed in English—with a statement of their terms—cash—and practically no tangible information regarding the capacity or shipping weight of the article.” Consequently, “they fail to secure trade.” And “if they were to give their measurements in terms the Germans understand—the metric system—with payment terms somewhat more flexible than a flat-footed demand for cash and show samples, they could undoubtedly build up their trade that would be valuable.”

So, according to Magee, American businessmen still had a lot to learn. Nor was it enough to send over a representative who would see the American consul or ambassador, but would otherwise be clueless about how to go about establishing a business. Magee also pointed out that Americans also had no knowledge of German speak and tended to be unfamiliar with the local geography. He warned that the situation would improve only when “we realize the necessity for personal contact with the countries which we wish to reach.”

The final section of the record of Vanderlip’s talk with Magee was devoted to German science. The latter had nothing but praise for German abilities in the field, especially as far as “their habit of stimulating and encouraging independent investigation” was concerned. This is where, he believed, the Germans were ahead of the Americans. Of course, the latter had achieved a number of “brilliant breakthroughs.” In most cases, however, “the great discoveries of the world have come, as a rule, as a result of patient effort and study,” and this is what the Germans were good at. Americans, on the other hand, were, in Magee’s view, “more superficial” and often had no time to look at a problem from all sides, probing it “deeply like the Germans.” Referring to imports of American machine tools, he observed that when the country realized that it had to enter international competition, it abandoned ambitions to manufacture machinery at home and just bought American technology.

When Vanderlip asked Magee how Germany “saw the great prosperity of America and her tremendous strides in the way of commercial development,” he was told “that this was not viewed with great alarm in Germany.”84 Only when it came to iron and steel was there “a little” uneasiness because it would no doubt inflict some injury on German steel companies, especially “on account of the formation of the steel trust,” which, if it exported its products to Germany, would hurt some German steel firms “that are not now on any too firm a basis.”

Having analyzed Stead’s book and Vanderlip’s extensive notes, what did this chapter try to achieve? It was designed to set the stage for the triangular relationship among the United States, Britain, and Germany. The examination of contemporary newspapers around New Year 1900 gave a first impression of the sociopolitical and economic climate in the three countries and of how they looked back on the nineteenth century and forward into the new one. Although it is true that Stead and Vanderlip are but two sources, they are nevertheless very significant not merely in their rich detail. They also provided first answers to the questions that are underlying this book and that were set out in the Introduction relating to the encounter of three divergent business and political cultures and the complexities of transatlantic trade and FDI decision making. The impressions that Vanderlip brought back to the United States from Britain and Germany were in many ways also those that other travelers were gathering in Europe. They represented information, but also stereotypes and incomplete knowledge that they had picked up beforehand in the American business community or from the press. Many of them were corrected during their travels.

As we have noted above and will see again in later chapters, misperceptions tended to be more glaring when it came to the dynamics of politics in another nation than to grasp how a foreign economy ticked. Still, while the details of the constitutional arrangements may have been more difficult to see through, by 1914 American businessmen had learned how the German monarchical system differed from that of the American republic and also that of Britain and how this affected mutual relations.

The preceding analysis of Stead’s book not only tried to correct the assumption that this book was about the “Americanisation of the World,” whose myths and realities we shall have to trace in subsequent chapters. On closer inspection, this book was in effect a plea for forging a “special relationship” between the United States and Britain that would secure not only American hegemony but that of the English-speaking peoples. In Stead’s vision of the new century, the Germans and especially Wilhelm II appeared as the spoilsports who were assumed to be pursuing anti-American alliance plans that, on closer inspection, were aimed at the future positions of both Britain and the United States within the international system.

If the Vanderlip Papers are any guide, many German businessmen did not share the kaiser’s and Tirpitz’s resentments and preposterous ambitions. They may have been quietly fearful of American economic power, as reflected in some of Vanderlip’s notes. Occasionally, the hostile views of the kaiser and right-wing politicians were echoed by German university professors. Thus, Ekkehard Wenger and Leonard Knoll were reported in the British Financial Times to be urging to “launch a de-Americanisation process without delay” before the country “becomes more deeply embroiled” in the United States.85 They saw America as a “country of crisis, unsound economic activity and pathological overcompensation of fair-weather captains.” German entrepreneurs and bankers by contrast were by and large keen to connect and do business with the Americans, just as the British remained their very good customers. All sides were unhappy with policies that hampered contact, such as tariffs or diplomatic blunders. American businessmen also came to believe that the economic power of Britain was weakening, while that of Germany, like that of the United States, was rising. Both countries were thought to have dynamic industries that could learn from each other and with which closer economic ties seemed logical and desirable.

The next chapter will look in more detail at German-American business relations up to 1914, when, in American eyes, these were not yet particularly “special.” This issue only appeared on the horizon in a negative sense when political factors, that is, international diplomacy and the arms race, began to affect commercial affairs. This is why international politics and the problem of political risk will always have to be borne in mind as we move toward World War I. It was at that point that the British-American relationship became more what Stead had hoped for, that is, “special” in a positive sense, while the relationship between Germany and America moved into a peculiarly negative “special” mode.
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Cooperation, Peaceful
Competition, and the Specter
of War, 1902–1914

1. Introduction

The previous chapter examined British-American and German-American economic and political relations at the turn of the century on the basis of William Stead’s appeal to reunite the English-speaking world. It also dealt with the information and impressions that Frank Vanderlip, a well-known and perceptive Wall Street banker, had gathered on his trips to Britain and Germany in 1901. The aim of this chapter is to trace how American business relations with the two major industrial powers of Europe developed up to 1914. As will be seen, the economic ties with Britain had been weakening for several years, but then saw a restrengthening as the political threat of a major war loomed larger and larger on the horizon. The Anglo-American relationship became close and in this sense “special” at the outbreak of hostilities between Britain and Germany in August 1914. Meanwhile German-American economic relations, which, despite many political difficulties, had been intensifying after the turn of the century, became antagonistic in the summer of 1914, even if it took until April 1917 for Washington formally to enter the world conflict on the Allied side against Berlin and Vienna.

Like Vanderlip, other American businessmen on their trips to Europe not only talked about FDI in Britain and Germany, but also practiced it. The first part of this chapter will look at a variety of companies and their activities and experiences in both Britain and Germany, with the latter emerging as the main partner but also as a competitor. The second half will then highlight issues that arose not so much at the local and commercial levels, but increasingly at the level of international politics, thus raising the problem of how much risk the American business community trading with Europe was prepared to accept.

At the Paris World Exposition, American machines and machine tools had attracted a lot of attention, and, as Fritz Blaich has shown, this did indeed become a branch of industry in which the United States were particularly successful abroad. Included in this category was not just heavy industrial and agricultural equipment, but also such manufactured products as sewing machines and typewriters.1 Although the Prussian landowners were claiming to be in dire straits, agriculture was in fact still expanding. A growing German population had to be fed and farmers were looking for labor-saving machinery, as exploited land laborers migrated to urban centers in search of better-paying jobs in industry.2 American firms had been thriving back home thanks to the opening of the agricultural Midwest. They had also led the way in building complex mechanical implements. Consequently, fresh export opportunities to Britain as well as Germany offered themselves. In the first six months of 1900 alone Germany “imported some 21,700 tons of agricultural machinery of which 16.200 came from the United States.”3

2. American Foreign Direct Investments
in Britain and Germany

International Harvester (IH) exported its sophisticated and versatile products after its position back home had been strengthened by the great merger movement in the final decades of the nineteenth century. Promoted by J.P. Morgan Bank, the Deering and McCormick families, after years of fierce competition, finally came together in August 1902 to form IH, with capital of $120 million.4 Looking at the photos of IH binders, reapers, corn harvesters, and other farm machinery, it is not surprising that IH’s products were greatly in demand in North America and Europe and that the company became very active in marketing its products overseas. More and more agencies were founded, followed by the building of factories, first in Canada. By 1905 a plant had opened at Norrköping in Sweden. A few years later and next to Britain and France, production began in Neuss on the Rhine. In 1908 IH had added tractors to its product range and “in the next few years, the ‘Titan’ and ‘Mogul’ [tractor] trademarks became household words across America and in the far corners of the world.” In short, the Americans not only were technologically more advanced and had a wide choice of popular products but also were quite daring with respect to their investments. Recognizing the potential for business, they were no longer content with agencies or sales offices, but also began to manufacture their models abroad.

Next to IH, Singer Sewing Machines of New York became another company that was very successful in Europe.5 Having become one of the largest sewing machine manufacturers in the world, it had made its debut in Germany as early as 1861 when the Hamburgian merchant Gustav Wieler took its products on commission. From 1865 Singer built up its own sales organization. Demand for the new household machines increased competition from a number of firms that, interestingly enough, tried to promote themselves as protagonists of American technological refinement and reliability, such as the “Hamburg-Amerikanische Nähmaschinen-Fabrik.” Keen to expand overseas, Singer also learned early on about the vagaries of selling patents internationally. Thus a French company refused to pay the agreed royalties and also took on the sale of machines by Singer’s competitors. The Americans were unable to obtain accurate sales figures from this company. These troubles with agents help explain why by 1885 the corporation built factories in Glasgow and soon also others in Germany and Austria.

In the first half year of 1900, Germany imported some 906 tons of sewing machines, some 786 tons of which were American. This success “was intimately connected with the firm’s dynamic and successful investment in overseas marketing,” including a system of hire-purchase. But there was also plenty of German competition.6 By 1912, there were some two dozen companies, some of which had moved into specialized niches, for example, in the field of industrial sewing machines. Pfaff was particularly adept at holding its own against the American giant and at adopting American methods of rationalized production. While Singer came to see Germany as its main market, its competitors soon occupied the second rank in sewing machines on the world market, exporting between 60 and 70 percent of their products. However, being at the top also meant incurring hostility from domestic producers, with their lobbies charging that Singer was threatening some fifty thousand German jobs.

One company that decided to compete with the Americans was Dürkopp AG, which advertised its machines as “Singer Machines”—a method apparently permissible under German law. It specialized, in, inter alia, machines to sew buttonholes. But this company also diversified into another lucrative industry: bicycles.7 This boom started in the mid-1880s, but began to decline again between 1898 and 1902, when motorcycles and automobiles came along that required more complex machinery and organization. This was the hour of Adam Opel at Rüsselsheim near Frankfurt, which was bought by General Motors in the 1920s.8

With the rise of the white-collar employee and “white-blouse” professions began the story of office equipment and appliances, such as typewriters, data processors, and cash registers. Government as well as private bureaucracies increasingly converted their operations from scribes to office machines. The success of the Union Typewriter Company (UTC) and International Business Machines (IBM) must be seen in this context.9 National Cash Register Company (NCR) of Ohio had achieved a virtual monopoly position in the United States by 1912. This was yet another firm that relied not merely on ingenious technology but also on aggressive marketing, convinced that successful salesmen were not born but trained. After a good start in Britain, NCR turned to Germany in the late 1890s. Its Berlin headquarters became the hub for its European sales and service network. By 1903 NCR also had factories that assembled cash registers from imported parts. Significantly enough, the company was also sensitive to local feelings in ways that Vanderlip had suggested in his report by assuming names in indigenous languages. Thus, in 1908 NCR in Germany became Nationale Registrier-Kassen GmbH (NRK). Overall, it is not difficult to see why modern American equipment attracted European buyers.10 The Americans stimulated technological innovation as well as fierce competition.

While Singer was prepared to take the risky plunge into manufacturing overseas quite early, other American companies waited longer. Among them was Merganthaler Linotype, which, like NCR, viewed FDI in Germany as particularly promising.11 They made their move in 1909 and established Merganthaler Setzmaschinen G.m.b.H., set up as an agency controlled from the United States and affiliated with German or British firms. Apparently it ran into many difficulties. When the Kayser glove-making company went to Saxony, it encountered stiff opposition from local entrepreneurs. Nor did business go well for the Button Company. American importers of shoe-manufacturing machines and machine-made shoes also had a difficult time when traditional shoemakers resisted the shift into mass production. Undeterred, the United Shoe Machinery Co. of Boston established a subsidiary in Frankfurt as early as October 1900 and a new factory three years later. As Richard Heindel put it, American machine-made shoes were in demand because of their “lightness, elegance, finish, and quarter and half sizes.”12 The New York Times (NYT) added on 5 January 1902 with reference to Germany, “An American three-dollar shoe would find an unlimited market here” and also “cheap jewelry” as well as other articles for mass consumption. Tobacco had become one of the inexpensive “pleasures of the little man” at a time when cigarette manufacture also underwent a process of mechanization, after cigar making had relied primarily on hand-rolled brands. When the Duke family of North Carolina ventured into the British market to set up British-American Tobacco (BAT), the local tobacco industry formed the International Tobacco Company (ITC) in 1902. Subsequently, BAT tried to corner the German market by investing in the Jazmatzi cigarette company, again against local opposition.13

Cigarettes were but one manifestation of an expanding market in consumer goods. While basic items of food consumption were still primarily sold through small retailers, by the turn of the century the department store had also appeared on the scene, often growing out of an initially much smaller venture. In Germany Wertheim and Tietz were among the pioneers. The American Woolworth Corp. saw opportunities in large-scale retailing of inexpensive consumer goods and opened its stores in Britain and Germany.14 After a trip to Europe in 1913, F. W. Woolworth proudly announced that the number of his “Thri’-Penny” and “Six Penny” stores had doubled in Britain from just a year ago.

Demand for sophisticated machinery shot up both in the United States and in Europe once a safe elevator technology had been developed. Before this, buildings in cities like New York had no more than five floors for reasons of safety and physical maneuverability. Now these “walk-ups” could be complemented by higher and more lucrative office and residential buildings. Otis became one of the leading companies in this field “with factories in Britain, Germany, France and Canada by 1914.”15 In heavy textile machinery, the Germans continued to rely on British firms and their older patented technologies. But probably because technological innovation in Britain had begun to stall, fresh opportunities arose for American companies. Barber & Coleman of Rockford, Illinois, founded a subsidiary in Munich in May 1908 for its specialized weaving machine products, with Germany’s cotton weavers being its main customers in Europe.

Finally, heavy machine tools for the iron and steel, stone, and wood industries have to be considered.16 American firms had a reputation of being particularly modern. Imitators were therefore keen to advertise the modernity of their products by reference to the United States. Here, too, British firms had been losing their dominant position to the Americans, whom the Germans now used as their model. Still, it took them some time to make the transition from factories that manufactured all sorts of machinery adapted to the American system of standardized volume production and to develop American-style machines in which worn-out or broken parts could be easily and quickly replaced. What also contributed to the early transition to this system in the United States was its relative lack of skilled workers, while Europe retained workers who had been trained as experienced craftsmen working in small workshops.

American principles and practices of work organization were closely studied by entrepreneurs when they began to visit machine tool firms in the industrial centers of the United States.17 By 1914, the Ludwig Loewe Company in Berlin whose founder had shrewdly put into practice what he had seen across the Atlantic had become the “biggest machine tool factory in Europe that produced according to the American system.”18 Others, such as the R.J. Reinecker Company of Chemnitz in Saxony, had moved from mere imitation to technological innovation of its own. The firm also placed much emphasis on sales and marketing, and its service department could guarantee swift repairs in case one of its machines had broken down. Their reliance on highly skilled labor also allowed the Germans to stress quality and reliability, as they became keen competitors with American firms on the world market.19

Sooner or later American machine tool companies faced the question of whether to confine themselves to sales offices or to found a new indigenous company with primarily local money. The Niles Werkzeugmaschinenfabrik of Berlin is an example to the latter type of engagement, with less than one-tenth of its shares coming from the Niles Tools parent in Hamilton, Ohio.20 The rest of the capital was put up by four German banks as well as Ludwig Loewe and Allgemeine Electricitäts-Gesellschaft (AEG). More than that, Niles Tools did not contribute actual capital but blueprints and patents from its Hamilton headquarters. For many years, the German company did not do well. It was only in 1912 that it registered a small profit for the first time. The dividend a year later was a mere 4 percent. The Gavin Machine Company of New York, having found its export business to be profitable in the 1890s, took up actual production in Germany. It had a capital stock of 2.5 million marks, most of which was raised in the country with the help of Berliner Bank, while some 700,000 marks came from the American parent.

Developments in the machine tool business reflected a growing interest of American big business in Britain and Germany, but machinery exports were probably outdone by the ambitions of the American and German steel industries. Vanderlip had already observed this during his trip to Germany and had also commented on the anxieties that the big American steelmakers had triggered, as British, German and American producers began to eye each other suspiciously.21 The great merger movement in the United States at the end of the nineteenth century had led to the formation of giants such as U.S. Steel.22 Given the large capital layouts that steelmaking required, exports through local specialized agencies or their own sales offices became the general pattern. Still, the emergence of trusts across the Atlantic greatly concerned British and German heavy industry. This became one of major sources of talk about an “American danger” and an “American invasion.”23 The topic was in turn picked up by politicians, journalists, and academics. In 1902 Vanderlip published an essay titled “The American Commercial Invasion of Europe.”24 Similar words began to be used at this time with reference to the overwhelming power of the Standard Oil Company. The campaign against it peaked in the years before 1914.

3. Facing British and German
Competition and Cooperation

The only German steelmaker that felt confident enough to challenge U.S. Steel and to venture into the American market was Krupp of Essen, with its specialized steels. As the WSJ put it in July 1903:25 “[I]n deciding to inaugurate at this time a vigorous competition for American business in bridge and structural building of all sorts in which iron and steel enter into construction will be followed with interest.” The paper added, “The first contest of importance in which the Krupp Company will be in open competition with the American Bridge Co. of the United States Steel Corporation will be in the bids for a new Manhattan bridge across the East river.” But it was felt that Krupp’s competition “ought not to prove especially hurtful, as the advantages the home companies enjoy are great.… The entrance of the Krupp Company as a competitor may result in close bidding, but the chances are that a relatively insignificant percentage of contracts only will go to the foreign firm.” And indeed, it was difficult to outdo the Americans. By 1911, U.S. Steel alone had some 218,000 employees and exported 13 percent of its production. As early as 1900, the United States was well ahead in total steel production, with 10.3 million metric tons per annum, followed by Germany with 6.4 and Britain with 4.9. By 1914 American production had reached 23.8 million, as against Germany’s 13.1 and Britain’s 7.9.

This was also the time when American and German steel companies stepped up their competition in Britain, where indigenous steelmaking was falling behind. The estimates for 1903 were that the country would import some 1.3 million tons of foreign steel, “of which Germany will furnish not less than 900,000 tons.”26 There was also the complaint that German steel exporters were given preferential freight rates when shipping their products via the Reich’s state-owned railroad system.27 But this did not deter the Americans from planning to undersell the Germans, to be achieved not only through the advantages that American steelmakers had over Germany thanks to their access to cheap raw materials back home, but also through their lower freight rates. The newly negotiated rates on steel rails and steel products intended for export would, it was hoped, enable U.S. Steel to secure more business from England in competition with Germany.28

It is not clear how successful the “invasion” by Krupp was in the longer term. One motive for the challenge seems to have been that Krupp’s special steels were very much in demand, so that even the high American import tariffs did not pose a major obstacle.29 There was always also another calculation of the Europeans, that is, to learn more about American technology and factory organization. In August 1902 the Germans had sent a group of experts to study U.S. Steel.30 By 1904 there was talk of cooperation, though apparently it never materialized. One reason for this may have been that by 1905 the naval arms race was accelerating with the decision, first by Britain, but imitated by Wilhelm II and soon by all navies, to build dreadnought-class battle ships with heavier armor and bigger guns.31 With the hardening of steel improving all the time, companies became more and more secretive about their R&D. Moreover, increased armament orders at home diminished the incentive to export steel.

It was a different matter with automobiles. Both in Britain and Germany car and truck manufacture was very fragmented and geared to the production of quite limited numbers in small workshops, often made to order and to greatly varying specifications.32 The end product tended to be a luxury car whose superior workmanship contrasted with the poorer quality of the much cheaper American-made automobiles. The dismissive and arrogant though very telling comment in one of the 1903 issues of Der Motorwagen has already been quoted.33 This criticism was exacerbated by the other comment from the same source that strikingly encapsulated an important difference between the societies of the more democratically organized New World and Old Europe that was more rigidly stratified by socioeconomic class and status. It is a contrast that should be remembered as constituting the basso continuo of this book, until the impact of economic and cultural “Americanization” along Fordist lines became very tangible in the 1950s.

Given the great fortunes that were being accumulated in the United States by 1900, European carmakers did have opportunities for exporting their expensive custom-made vehicles. At the same time, American exports to Western Europe saw sizeable increases by 1912–13, as motorization got under way. These developments made the observations and comparisons by Adam Opel, “one of Germany’s most prominent motor-car manufacturers,” all the more significant when he remarked after his return from a trip to the United States in December 1909 that “Europeans have no conception of the magnitude of automobile traffic in New York which is rapidly driving horses to oblivion.”34 But his “chief impression of Industrial America” was that “mighty” as the country was, “she was no longer ahead of Germany.” This was in marked contrast to what he had felt after his return from a trip in 1893, when he had “realized how hopelessly behind Germany was.” As he added self-confidently after his 1909 visit, “During the intervening sixteen years … we have caught up all along the line. Things are no longer done in America on any bigger scale than here. Our industrial business systems are on the same high level.” There may be, he concluded, more cars “in New York and other great cities,” but he “found America poorly provided with the good roads and magnificent highways which make the [German] Fatherland the motorists’ paradise.”

Closely related to the rise, first of bicycles and then of motorbikes and automobiles was the tire industry. Paul Erker has analyzed in a pioneering study of the history of American, British, and German rubber corporations how US Rubber, B.F. Goodrich, and other firms expanded into powerful trusts that began to explore European markets for their exports. By 1908, Goodrich had founded its own B.F. Goodrich & Co. AG in Frankfurt. In 1913 it had some twenty-one sales offices and seventy-six dealerships outside the United States. With motorization in France ahead of Germany, the company opened a factory at Colombes near Paris in 1910 with a capacity of two hundred tires per day. The idea was to supply the British and German markets from the French base. Between 1913 and 1916, the value of American tire exports grew fivefold. Still, the power of the major European manufacturers was not to be underestimated. Competition was fierce, with Britain and its major manufacturer, Dunlop, losing ground. As early as 1900, the trade journal Gummi-Zeitung had written,35 “The most important competitor with which Germany will have to reckon in the future is, without any doubt, America, especially since the British [rubber] industry cannot keep up anymore.”

Like Krupp and Adam Opel, German rubber firms, and the Continental Gummi AG of Hanover in particular, had enough confidence to attempt forays into the American market.36 In 1903, it opened a subsidiary in New York, and Willy Tischbein of its management board sailed to the United States in an effort to persuade American carmakers to equip their new vehicles with Continental tires. The firm also concluded a license agreement with the Reverse Rubber Company for production of its tires, supported by German technical personnel and bearing its brand name. With the American tariff at 45 percent, it was a method to achieve an at least partial reduction of the advantages that domestic producers enjoyed against their foreign competitors. Continental’s strategy seems to have borne fruit until 1907–8. Thereafter opportunities declined due to the concentrated economic power that American corporations had by then acquired. Doing business in America also became unprofitable due to the continued imposition of high American tariffs. Revere Rubber was therefore given the right to manufacture tires with Continental’s name for another eight years. But well before that date US Rubber had bought up Revere. Ultimately, Continental suffered the same fate as the British pioneer Dunlop before it: tires bearing the brand name remained on the market. The original company had disappeared.

If Opel, as quoted above, had been bragging a bit too much about the size of the German automobile market, there was one branch of industry, that is, electrical engineering, in which the Germans could rightly compare themselves to the Americans. The other industry was chemicals and pharmaceuticals, in which, as Vanderlip had conceded in chapter I, they had taken the lead.

Thus both Siemens and AEG had undergone a rapid expansion in the second half of the nineteenth century for which they had raised millions of marks in new capital and signed cooperation agreements with complementary enterprises. AEG, founded by Emil Rathenau originally as “German Edison” and headquartered in Berlin, tried to gain control of Schuckert in Nuremberg with the help of a group of Berlin banks.37 Schuckert successfully resisted and as a specialist in low-tension electrical equipment became Siemens & Schuckert in 1903, with Siemens’s high-tension branch trading as Siemens & Halske. AEG combined with the Union Elektricitäts-Gesellschaft, which owned a number of Thomson-Houston patents for Germany and neighboring countries. The technical manager at Union was Mr. Magee, whom, as has been mentioned in chapter I, Frank Vanderlip had met on his trip to Berlin.38 As the NYT reported in December 1902, the management of AEG and Union was “identical, though the companies [remained] nominally … separate.”39 During the 1901–2 recession, AEG had made “various efforts … to organize a combination after the method practiced in America.” It formed an alliance with the Swiss firm of Brown, Boveri & Cie. and signed a patents exchange agreement with General Electric (GE) in 1903. Meanwhile Siemens had come to occupy the second place in Britain behind Westinghouse.

Given this expansion, Germany became a major importer of American copper.40 Confident that the German electrical industry had “a big future,” the two German companies not only were each other’s main rivals but also competed vigorously with GE that had also seen a great increase of its business.41 Its orders in the first quarter of 1903 had risen by 16.4 percent over the end of the previous year. In subsequent years Siemens and AEG achieved a size that was about the same as GE’s and Westinghouse’s in the United States, leading the German economic historian Harm Schröter to conclude that in electrical engineering competition was even stiffer than in chemicals.42

As to the latter, American corporations, such as Dow and DuPont, were in fact struggling to keep up with the Germans both in the development of new products and the marketing of these around the world. This also applied to Britain, where before 1914 there existed four big corporations: Brunner, Mond & Co., United Alkali, Crossfields & Lever Bros., and Nobel. Germany had meanwhile seen the rise of such key corporations as Badische Anilin und Soda-Fabriken (BASF), Bayer, Agfa, Hoechst, Casella, and Kalle, all of them occupying a special niche in this branch of industry. There is no space here to deal with the history of all six of them.43 BASF may serve as a good illustration of the interactions that developed with Britain and the United States in a rapidly expanding international market. This company, based at Mannheim-Ludwigshafen on the Rhine in southwestern Germany, had first emerged as a leader in the coal-tar dye industry. It soon added Alizarin dyes and was to become an early model of “science-based” manufacturing. By the late nineteenth century, BASF had branch factories in several European countries and, “conscious of its own considerable strength,” had embarked upon a “course of intense competition” with American and British firms while seeking cooperation with Bayer and Agfa in Germany.44 The “Little I.G.” (Interessengemeinschaft) was formed in 1905 to become the mighty I.G. Farben in the 1920s.

One of its most important scientific breakthroughs came shortly before World War I with the development of the process of nitrogen fixation from the air. The great interest that this discovery generated became apparent at the New York International Congress of Applied Chemistry in September 1912 when BASF’s “August Bernthsen spoke to an overflowing lecture hall (1,300 people were in attendance) on the technologies of fixing atmospheric nitrogen.”45 The hope was that this invention would solve “one of the world’s critical problems, the growing demand for nitrate fertilizers.” It should be added that the process proved no less vital to Germany during World War I for the manufacture of explosives after the importation of Chilean guano had been stopped by the British naval blockade. Without this prewar development, Germany would have been unable to produce grenades and other explosives to continue the war.46

As to the pre-1914 period, it is not difficult to see that BASF’s laboratories, just as those of Bayer and other chemical firms, secured Germany a very strong position vis-à-vis their American and British competitors and encouraged them not merely to have agencies but also to build factories abroad. As Schröter put it,47 “Before the First World War, not only the European but the world market for organic chemicals was in German hands.” However, foreign companies, he continued, were on the Germans’ heels “to make themselves independent of German chemical supplies.” In the United States in particular competition forced several firms “to establish branch factories in order to retain their business.” While circumventing the high American tariffs was probably another reason for adopting this particular FDI strategy, BASF also found that “those making aniline colors” had “less to fear, as it will take some time before Americans learn the secrets of their manufacture.”48

If the American firms examined so far were involved with Britain and Germany as exporters of industrial equipment and consumer goods, there is one last area of commercial activity that should not be ignored in an analysis of the Atlantic trade triangle: shipping. This was another area in which competition among the three countries was stiff, if only because it was a very lucrative business that also carried plenty of national prestige with it. While virtually all American exports made their way across to Europe in freighters, it was also almost daily that one of the huge ocean liners docked in New York or left the city as the main U.S. transatlantic gateway. Given that it took about a week to reach Europe, travelers usually left for several weeks, sometimes even for several months, with businessmen regularly among them.

They had a choice among American, British, French, and German liners, all of which tried to outbid each other with regard to speed, service, and luxury, now that the traffic in impoverished migrants from Europe who were looking for a better life in North America was declining. Older steamers that had taken poor immigrants to the United States were refitted and huge ultrafast liners came off the shipyards. The British 46,000 BRT Titanic immediately springs to mind.49 But the Germans were never far behind when they launched the 52,000 BRT Europa and the even more luxurious Imperator. On the German side, there was the HAPAG (Hamburg-Amerika-Paketfahrt-Actien-Gesellschaft), which, from 1886 onward, blossomed under Albert Ballin. Its main competitor at home was Norddeutscher Lloyd (NGL) of Bremen, which by 1900 was ordering new steamships and “raising its ocean fleet to ninety-three vessels, the largest number under the control of any one company in the world.”50 Cunard was arguably the most important British shipper. The company was part of an elaborate network of commercial firms and banks that in 1911 employed over 130,000 people in London alone. On the other side of the Atlantic, the International Mercantile Marine Company (IMMC), founded in the United States in 1901 with strong financial backing by J.P. Morgan, eventually combined with smaller companies such as the White Star and Red Star Lines as well as Atlantic Transport.

Given this array of the great shipping companies, it is not surprising that attempts were made to cooperate and divide up the market. Apparently with the aim of strengthening IMMC, Morgan approached the two German companies to constitute a “community of interests.”51 The idea was to regulate the number of journeys, with Mondays and the winter being periods of low passenger demand. There was also the question of which European ports were to be serviced, again in order to reduce competition. While Ballin was interested in an agreement without harm to the Morgan group, it was no secret that the German-American combination was really aimed at Cunard and British shipping. HAPAG, NGL, and IMMC eventually formed a cartel. But Cunard quickly proved to be a “very dangerous and energetic competitor” that unleashed a “war” in regard to passenger rates. When the first Annual Report of IMMC came out in 1904, the advantages of the combination were not at all clear and the question was how long it would continue to hang together. It finally failed by 1905, but the two German companies remained optimistic about their own prospects and now cooperated among themselves. By 1914, Ballin’s empire employed some 25,500 people in all parts of the world and paid high dividends to its shareholders.52

However, from 1908 onward there was the threat of the skyrocketing building costs of those luxury liners, also because the Anglo-German naval arms race kept escalating with the construction of bigger and bigger battleships. There was growing nervousness about a major war, and Ballin could be found among those businessmen on both sides of the Atlantic who became increasingly cautious about making huge investments, the more so—as will be seen later in this chapter—since credit became also more expensive and tight, especially in Germany.53

Although many liners that sailed from New York to Europe stopped at Southampton in Britain, the hope of the German companies was that their American passengers would go on to Bremerhaven and then spend time in Germany. Consequently, it was not just American businessmen whom they tried to woo but also wealthy tourists who wanted to see Berlin, the Rhine Valley, or southern Germany. With the world economy experiencing repeated recessions, there were times of worry that the tourists would stay away. But when they came, hotels did their best to meet their every wish and expectation and there was much transnational learning and adaptation in this industry.54 Interior design was changed to satisfy American tastes, including those of well-educated, wealthy, and young American ladies who arrived at the reception desk without a male chaperone and at first caused confusion and embarrassment until hotels got used to welcoming them as guests rather than suspecting them of being high-class prostitutes. Many of the more expensive international hotels upgraded their amenities to American standards, while retaining an atmosphere of “refined” European living.

Most American business travelers and tourists took home with them a favorable impression of London and Berlin during their visits. But in this age of quite intense patriotism and nationalism, they also left with certain images and stereotypes of the European host countries that they had previously encountered or read about in books, magazines, and newspapers back home. Although American businessmen also had other and perhaps more reliable sources of information about the countries they visited, members of the New York business community also got their news from the local press, and the NYT and the WSJ in particular, both of which reported regularly on German and British affairs. Furthermore they had many opportunities to swap impressions with their colleagues at luncheons, receptions, and dinners that were an indispensable part of their professional lives. Finally, the many family ties provided channels of information spanning the Atlantic.

4. Prince Heinrich’s Mission and
German-American Relations in the
New Century

One of the widely reported occasions to mix with those who had contacts with Germany was the visit of Prince Heinrich of Prussia, the brother of Wilhelm II. His mission was to improve German-American relations, which had been disturbed by the tariff debates in the Reichstag with their strong expressions of anti-American feelings, especially on the part of the agrarian Conservatives. There were also the tensions over Venezuela and the suspicions that the plans and speeches of the kaiser had aroused about his ambitious Weltpolitik.55 Finally, there were the publications by Stead and others that pleaded for a closer Anglo-American “union.” The NYT repeatedly reported on the kaiser’s “friendly talk” that was clearly related to his and his advisors’ quest to demonstrate Germany’s peaceful intentions.56 The idea was to avoid international tensions while the covert naval building program was passing through the “danger zone” that—Tirpitz feared—might lead to an attempt by the Royal Navy to destroy the German fleet in a surprise attack before his building plan had been completed.57

Ragnhild Fiebig-von Hase has examined the peculiar relationship between Wilhelm II and Theodore Roosevelt as well as the visit by Prince Heinrich.58 She does not diminish the significance of the kind of personal diplomacy that the kaiser initiated in the “belief that he could manipulate the [U.S.] President by personal favours and by honouring him with medals and gifts.” But she also shows that Roosevelt remained suspicious of the monarch’s motives and of his “jumpiness,” as he called it. He considered him “unstable [and] crazy for notoriety—not to be trusted. Not a man to rely on at all—with a saving sense of the danger of war and a strong inclination to bully up to the verge of war.” Although he also knew how to flatter Wilhelm II, he had no sympathy with “certain Americans who seem to be wholly unable to withstand contact with royalty” and who “have been profoundly affected by meeting the German Emperor and having him courteous to them.” When the two men met in Berlin in May 1910 after Roosevelt had left office, he was disappointed.59 But with regard to his view of Wilhelm II as a man who would shrink from unleashing a war, he was misled just as other visitors were. In 1914, Wilhelm II was one of the key persons to push Europe and the world over the brink.

It is against this background of the kaiser’s hypocrisy that the visit of his brother Prince Heinrich to the United States has to be seen. The trip created some anxiety in the German Foreign Office, which feared that Heinrich would be as prone to diplomatic gaffes as Wilhelm II. Reich Chancellor Bülow therefore advised Heinrich to “keep your eyes open and your mouth shut.”60 It is doubtful that the visit was a great success in Roosevelt’s eyes. But in New York, he was wined and dined by the German business community and those who had business interests in Germany. The NYT gave a good deal of space to these encounters, also in Boston, and published the dinner menus and guest lists among which many very prominent names could be found. At Harvard, the prince was given an honorary law doctorate. But there was some embarrassment not about the smaller gifts that he carried with him, but about where to put up a big one in the shape of a statue of Frederick II (the Great) of Prussia. Wilhelm II, overjoyed by the friendly reception of Heinrich, sent it to Washington a few months later, oblivious that Americans were proud republicans. After lengthy negotiations the monarch finally found a home in November 1904 in a rather inconspicuous place: the grounds of the Army War College at the Washington Barracks Reservation.

The prince’s visit was hardly over when rumors started in the American press about the anti-American and anti-British naval aims that Alfred Mahan, the influential American strategic thinker, and others were by then also writing about. What they did not fully appreciate when speculating about German aims was that the discussions of a European combination were not confined to court circles in Berlin.61 They also appeared in the German press, and on 17 August 1902, the NYT published a report on the views of an influential economist, Professor August Sartorius von Waltershausen, headlined by the paper “Proposed Alliance to Fight American Trade.”62 In it the author called for a customs union between Germany and Austria-Hungary and economic cooperation in Europe. The article also quoted remarks by the late king of Saxony to the effect that the “Americans will certainly make us trouble. Now we are suffering under their tariff and finally they will crush our industry.”

We have already encountered not merely American self-confidence after the turn of the century, but also the anxieties that their assertiveness produced in Europe.63 The point is that in this unsettled and unsettling situation, the kaiser came to play an ambivalent role.64 On the one hand, he continued to be prone to make spontaneous undiplomatic remarks that raised suspicions abroad about his foreign policy objectives. The ways in which he intervened in the debates on the building of “his” battle fleet caused acute embarrassment in the Reich Navy Office and the Foreign Ministry. German diplomats in particular were often very unhappy about the unruly and tactless monarch and set up an elaborate system of preventing his utterances from becoming public. On the other hand and maybe precisely to counteract these negative images, Wilhelm’s civilian advisors persuaded him to make remarks in which he posed as a man of peace and peaceful trade. Accordingly, the kaiser was also wheeled out on other occasions to calm foreign nerves about Germany being an unpredictable player in international affairs.65 As will be seen below, another maneuver of this kind was started in the wake of the 1905 Moroccan Crisis and the tensions that it had generated.

But whatever anxieties arose around 1900 in Germany and Britain relating to American economic power, there were many counterforces that did not share the pessimistic views of Sartorius and others. They were keen to expand existing relationships and trade. One manifestation of this was moves in January 1903 to found an American Chamber of Commerce in Berlin.66 It was also a recognition of the growing need for information on Germany that the NYT introduced a special column titled “German Money and Trade.” Another new journal devoted to German-American affairs was the Columbian, on which the NYT reported the following:67 “To establish a commercial embassy in Berlin for the purposes of championing American interests in Germany, Joseph Bruckner, managing editor of The Illinois Staats Zeitung [sic], today resigned and within a month will sail for the German capital. In connection with the commercial embassy he will publish, in both English and German languages, a weekly paper” with this title. The publication “will try to create a demand for American goods. Mr. Bruckner’s scheme is indorsed by many leading businessmen in this country.” In

Germany books and articles were also published at this time that cast commercial relations in a positive light.

For the next several years, economic relations and mutual business perceptions saw further improvement and a growing involvement of American companies in the German and British economies and rising shares in the global production of goods. By 1913 these shares, in terms of world production, had grown to 35.8 percent for the United States and to 15.7 percent for Germany, while the share of Britain had fallen back from 19.5 percent in 1900 to 14.0 percent in the year before World War I.68 Although American interest in exports to Europe remained underdeveloped because of a still expanding home market, it was clear that Germany had become a major economic partner, with Britain losing its earlier pride of place.

5. American Big Business in Britain and
Germany at Mid-Decade

A long letter to Frank Vanderlip on 1 October 1903 offers good insight into how the American-German-British business relationship was being assessed by a friend and colleague after a trip to Europe where he had spent close to nine months and visited all major iron- and steelmakers in Germany, Britain, Switzerland, and Belgium as well as a few in France, Italy, and Sweden. Godfrey Carden began by reporting that in the previous year order books of the “machinery houses” had been so full that going to the World’s Fair in St. Louis had little attraction for them.69 But now the same companies “are keenly interested in exhibition space in the hope of increased trade.”

In Britain he had encountered some talk about the need for protection, with only a few companies not favoring it, such as the Swan Hunter shipyards, with Cunard as its customer, and Fowlers Ltd., a manufacturer of agricultural equipment and tractor engines. He concluded, “The United Kingdom is demanding protection against American goods and German goods, but more particularly against American goods.” Carden also noted that “England today is woefully deficient in technical schools” and had “nothing to compare with the great Charlottenburg Polytechnic Institute” in Berlin as well as those in Hanover, Chemnitz, and Switzerland’s Zürich, “which is practically a German school.” As far as the British market was concerned, “we are technically abreast of the Germans in many lines, but not in all.” If there was a lack of orders, it was because of American “ignorance.” There was also “chauvinism and an absolute disregard for the advice of those in a position to know.” The traveler then listed a number of other shortcomings, such as displays of the American flag. There was, he felt, simply a “lack of appreciation of the susceptibilities of the people.” Results could only be expected if “we … know something about the people with whom we are dealing.” Thus, Westinghouse should be known as “ ‘British Westinghouse.’ ” As long as American business remained insensitive, “England needs no protective tariff against us; her prejudice alone will suffice.”

Turning to his experiences in Germany, he had visited over 350 machine tool factories, mainly in the Rhineland. There he had found the most modern workshop sanitary appliances he had seen anywhere in the world. He added that there may be a number of American companies that are equal, “but, as a whole, the Germans have paid more attention to a permanent layout of their plants than we have, and it is in keeping with their traditional national character.”

He continued that ten years ago German factories would have had mostly British tools. Now they were all German, with a few exceptions in older workshops. Carden also saw a small number of American machine tools as “a silent tribute to the excellence of our output.” If American tools had been acquired, he continued, it was due to two Germans, one of whom had been at the Chicago World’s Fair in 1893 and both of whom then took up representing American firms. They now had branches in Berlin, Stockholm, and other places and had done well. But however proud Carden may have been of American machinery and tools, “after inspecting the German plants” he had “returned in a much meeker spirit.” More significantly, this sense did not just apply to this industry: “There is very little in which we excel the Germans. They are our great competitors and in reaching out for the world’s trade, it is the German[s] we must expect to encounter at every step.”

Discussing electrical engineering, “the Germans are pretty nearly equals,” while Swiss firms such as Oerlikon and Brown Boveri & Cie “are just a little in advance of us.” When it came to “chemistry and kindred products,” though, “the Germans lead the world.” Apparently, he felt that this was to some extent due to work habits. “In Germany the directors are generally at their office at half past eight, and they too are away for about two hours, say from 1 to 3 [p.m.] Their rule is to continue at their desks until 7 or 7.30,” with dinner at 8 p.m. Workers normally started at 6.30 a.m., with a thirty-minute break at 11, one hour at 1 p.m., and thirty minutes at 4 p.m. At Krupp strikes were unknown and employees received 5 percent on their deposits. Some 20 percent of the workforce had been with the company “for more than fifteen years. Think of it!” By contrast, the British had been talking freely about their labor problems, of which they had plenty.

Finally, in Berlin he had met the managing director “of the great agricultural firm [of] Eckert that … was more than able to hold its own against American agricultural implements owing to the fact that they did not hesitate to take orders and made machines according to local ideas and notions, instead of offering standard implements which latter was the practice of American representatives.” Carden’s letter concluded with observations on German politics and the position of “un-reconciled” minorities such as the Poles.

Comparing this document both to the activities of American firms in Britain and Germany and to the fears that American industrial prowess generated in both countries, Carden’s report confirms what has been said earlier on about the ambivalent feelings that all three business communities harbored about each other. Whereas the British tended to be admired for their past achievements, the Germans looked more interesting as potential partners as well as competitors and were given considerable credit for what they were doing.

The attractions that this created were also reflected in the interest that Americans and Germans took in their respective systems of education and industrial and commercial training. Especially after the Paris World Exposition of 1900, a growing number of British and German businessmen had been traveling to the industrial centers of the United States in Pennsylvania, Ohio, Illinois, and Michigan to inspect installations and technologies as well as factory organization.70 They learned about Scientific Management, and some of them even succeeded in getting an interview with Frederick Taylor, the apostle of rationalized production. Conversely, American businessmen and academics went to Germany to study its systems of education. It is well known how German ideas about graduate education in universities and Technische Hochschulen were transferred to Johns Hopkins University and other institutions of higher learning.71 But there was also the secondary and postsecondary training sector. Vanderlip had gathered information about Fachschulen and Fachhochschulen during his visit in 1901. In 1902 and 1903 the NYT published several articles on German education and training of skilled workers and commercial clerks.

6. The Threat of Deteriorating
Political Relations

However, while politics had interfered only intermittently with the building of more stable and amicable relations, the years 1904 and 1905 witnessed the first in a sequence of diplomatic developments that, ever so slowly, began to undermine the efforts of the American business community to establish peaceful trade relations with their two major European partners.72 Increasingly suspicious of the relentless buildup of the German navy with its focus on battleships, which were evidently to be deployed against the Royal Navy in a climate of growing Anglophobia among nationalist groups in Germany, London began to abandon its traditional policy of disengagement from politics on the European Continent and to sign the Entente Cordiale with France in 1904. While this was by no means a strong alliance, it nevertheless had a disquieting effect on German foreign policy makers. After all, France had concluded a formal alliance with Russia in 1894. As the Entente Cordiale became more cordial due to Germany’s assertive Weltpolitik, the Prusso-German general staff began to worry that the country might find itself in a war on two fronts, with Austria-Hungary, a multiethnic empire, as its only reliable ally that was itself in a precarious state, as it struggled with a growing Slavic nationalism on the Balkans.

These German concerns about the country’s changing political position in Europe became a key consideration in Berlin’s response to the Entente Cordiale. Wilhelm II decided to challenge Paris over its possessions and claims in northwestern Africa to include Morocco in its sphere of influence.73 And so, he went on a cruise to the south, in the course of which he briefly landed in Tangiers, announcing grandly that Germany was prepared to protect Moroccan independence. When Paris protested against the visit, Berlin called for an international conference. The Germans expected that France would find itself isolated at this conference and be forced into a humiliating retreat. Indirectly, the German demand for a conference was also set up to test the cohesion of the Entente Cordiale and, if possible, to drive a wedge between Britain and France. As it turned out London backed Paris, and the conference that finally took place at Algeciras in January 1906 virtually turned the tables on Germany. In the end, only Austria-Hungary supported Berlin’s objectives, with Italy and Russia joining the Franco-British camp. Washington also became involved in the negotiations.74 While Roosevelt did his best to pose as the disinterested mediator, it was clear that he had little sympathy for what everyone perceived to be Germany’s aggressive purposes and discreetly sided with the French. When it was all over, he, being an accomplished politician, congratulated the Germans on their masterful diplomacy, reaffirmed his feelings of friendship, and advocated closer links between the two countries.

The fallout from the First Moroccan Crisis was considerable. It created further unease about the aims of Germany also in the United States. From the outside, the country now appeared not only as a bustling industrial power at the heart of Europe, but also as an increasingly unpredictable one. Worse, it was led by a seemingly erratic monarch who, under the constitution, was in charge of German foreign policy making and had the constitutional right, without having to ask the national assembly or any other institution, whether the country should go to war or stay at peace. The fears that this generated were now added to British suspicions of the kaiser’s naval plans. This, in turn, produced an arms race when the Royal Navy built the Dreadnought, a much more powerful battleship that made most of the older fleet obsolete.75 No less important, by joining the race in dreadnoughts, Tirpitz, the kaiser’s naval minister, turned what was hitherto a more covert buildup into an open competition that the Royal Navy was determined to win.

It was not that Germany could not have kept up with the annual building tempo that London adopted in 1907–8 for lack of shipbuilding technology and capacity. Rather it became increasingly difficult for the Imperial government to raise the funds for this much more expensive navy than what Tirpitz had originally budgeted to reassure the members of the Federal Council, the representation of the various states of Germany, the deputies in the Reichstag, and the tax-paying public.76 In the late 1890s, the Reich Navy Office had made supposedly careful financial calculations that would enable the kaiser to expand the navy from the steadily growing tax revenues that the treasury had been expecting to collect from a manifestly very prosperous country. But this calculation had merely been based on the construction of an additional number of battleships. It had not included any figures for much bigger and hence costlier dreadnoughts. This question was now raised for the government and the politicians who would have to vote to pay for these unexpected cost overruns and in turn unleashed huge conflicts between different social classes and political parties over who was to shoulder the additional tax burdens.

The problem found a relatively simple solution in Britain, where the Liberals had been returned to power in the 1906 elections with the promise that they would keep the country powerful internationally and at the same time introduce welfare benefits and social insurance for the average Briton. Lord Haldane, a member of the Liberal Cabinet in London, put this as follows on 8 August 1908:77 “We should boldly take our stand on the facts and proclaim a policy of taking, mainly by direct taxation, such a toll from the increase and growth of this wealth as will enable us to provide for the increasing cost of social reform, national defense, and a margin in aid of the sinking fund.” He added, “The more boldly such a proposition is put, the more attractive, I think, it will prove. It will commend itself to many timid people as a bul-wark against the nationalization of wealth.” Germany’s conservatives adopted exactly the opposite strategy by increasing indirect taxes and blocking attempts to raise higher direct taxes.

Unlike in Britain where, thanks also to the electoral system, the government always had a clear majority to get its legislation passed, the German political system was too fragmented and complex to facilitate a tax policy as proposed by Haldane. With the monarch at the top, the executive looked very centralized, and it most certainly was, according to the Reich Constitution, in matters of war and peace. But in domestic politics, and taxation in particular, no legislation could reach the statute book, unless it had the approval of both the Federal Council and the Reichstag.78 Especially the “ailing” agrarian Conservatives resisted higher taxes on wealth, inheritance, and property. This increased social and political tensions at home when the burdens were being shifted to higher indirect taxes on consumption and hence onto the shoulders of the majority of the working population. In fact, for reasons to be examined toward the end of this chapter, this led by 1913–14 to a financial crisis. This crisis in turn made the political and military decision makers around the monarch all the more prone to cut the Gordian double knot of Germany’s international isolation and the impasse in domestic politics by launching a war before it was, in the eyes of the key political and military decision makers, “too late,” with enormous repercussions for Europe and the rest of the world.

Albert Ballin, the Hamburgian shipping magnate, had access to the kaiser. He was, like his American and British counterparts, also a man who had a vital and personal business interest in peaceful trade, good relations with the two Anglo-Saxon powers, and the avoidance of a major war. When hearing about the stepped-up naval arms race and its diplomatic and fiscal implications, he warned Bülow in July 1908 against continuing on the path of challenging British naval power. As he put it simply, but very farsightedly,79 “We just cannot afford a race in dreadnoughts against the much wealthier British.”

I have spent some time discussing the political-diplomatic and military-strategic developments of the years 1904–8, not only to draw attention to the close and ever-present link between economy and politics as a factor that must always be borne in mind when analyzing international business communities. It was also to explain why—as in 1901–2—the kaiser was again moved into the limelight to profess Germany’s entirely peaceful intentions. He did this first by receiving a number of prominent businessmen.80 Thus, he talked to Thomas Edison, who on his return to New York stated that he thought Wilhelm II was a promoter of peace and had a good sense of the importance of business. To be sure, Edison’s optimism was rooted, as he explained, in the conviction that wars between great powers were relics of the past—a pious hope that (as will be seen in a moment) was more widely held in American business circles.

Second, Wilhelm II gave a number of interviews—always a risky business for him, if we recall his conversation with Pierre de Ségur in 1901.81 While the audiences that he granted seem to have had some effect on American perceptions of Germany, his newspaper interviews tended to undermine them when they were published. Still, overall it was in effect the broader drift of international politics in the years before 1914 that had a negative impact not only on British foreign policy making, but also on German-American relations, as a consequence of which Washington moved closer to the British side. It was in these years that American businessmen also became more aware of the structural differences between their own economic and political system and the German one.

7. Comparing the Peculiarities
of the American and German
Industrial Systems

One of these differences related to what might best be called the economic-constitutional order with respect to the organization and institutional arrangements of industry and finance within the capitalist marketplace. As to the American side, the introduction in 1890 of the Sherman (“Antitrust”) Act became a crucial turning point.82 It banned and even criminalized the creation of monopoly positions by one enterprise as well as cartels (anticompetitive horizontal agreements between independent firms on prices, production quotas, etc.) and syndicates (anticompetitive agreements to combine sales in a single organization). Obliging American business to compete, Sherman did not prevent a further concentration of American industry and the emergence of powerful trusts. But it also pushed business in the direction of oligopolistic competition that left enough space and niches for smaller enterprises as well.

The origins of this piece of congressional legislation reveal much about the American political economy and the dynamic relationship between big business and Washington in the late nineteenth century. By the 1880s, economic power in America was becoming increasingly concentrated and some entrepreneurs were accumulating huge fortunes. No less important, some of them were found to be colluding by forming “pools,” that is, “horizontal combinations of competitors joining forces to create large, regionally dominant systems that, today, would be called cartels.”83 Among sections of the population (and hence among voters) there arose a growing suspicion that entrepreneurial power was being abused to the detriment of the “sovereign people,” just as Americans had continued to be wary of concentrations of political power after the removal of the autocratic King George II during the war of independence. Significantly, by the 1880s an “Anti-Monopoly Party” had constituted itself and competed in the 1884 presidential elections. In 1888, U.S. president Grover Cleveland felt obliged in his Message to Congress to warn that pools and monopolies were becoming the “master[s]” of the people. The Republican and Democratic Parties quickly joined the bandwagon of populist pressure from below.

By the late 1880s, the Republican Party platform proclaimed its opposition to “monopolies” and tried to win over voters by promising legislation to “prevent the execution of all schemes to oppress the people.”84 Not to be left behind in this popularity contest, the Democrats began to assert that “the interests of the people” were being “betrayed” by economic and commercial conglomerates “which, while enriching the few that combine, rob the body of our citizens.” By 1890 and with the courts taking up similarly hostile positions, a stream of petitions, submitted to Congress, finally moved Senator John Sherman of Ohio to draft a bill that became the famous Sherman Antitrust Act. After some thirteen federal states had already introduced antitrust regulations before 1890, the House of Representatives approved the bill by a vote of 242 to none, with 85 abstentions.85 The Senate concurred, with only one nay vote. The significance of this ban on cartels and monopolies for the subsequent development of American capitalism can hardly be overestimated, also in comparison to developments in Europe, and especially in Germany and Britain.

The Sherman Act was “unfriendly” to virtually all types of monopoly. Since in an era of rising living standards voters were also consumers, the aim was to protect them “from unreasonable price increases.” It was the beginning of the shift from a mass production capitalism to a mass consumption capitalism that first emerged in the United States, while taking much longer to strike roots in Germany and also in Britain. The rise of this particular capitalism and its market organization represent an American-European story that also forms an important thread running through this book from the pre-1914 period through two world wars all the way to the 1950s.86

While the Sherman Act slowly established itself in the United States, the economic constitution and market organization of German industry developed in the opposite direction toward the formation of cartels and syndicates. The origins of this tradition go back to the so-called Great Depression that, though perceived as such by the business community, economic historians today regard as a period of retarded growth.87 Still, the experience of harder times in Germany led to a rise in protectionism. Responding to pressure of agricultural and industrial lobbies, Reich Chancellor Otto von Bismarck in 1879 surrounded the domestic market with higher tariff walls that he successively raised in the 1880s, shielding both industry and agriculture from the harsh winds of foreign competition. Meanwhile, in a further move toward protectionism, individual firms began to conclude horizontal agreements among themselves to fix prices and coordinate output. Next to these cartels, they also founded joint sales syndicates.

Initially cartels were deemed to be “children of an emergency situation.”88 It was assumed that they would disappear once the depression was over and the mechanisms of the market and of market competition again provided the basic elements of business activity and forward planning. Yet, even though the world economy experienced another upswing from 1895 onward, Germany’s cartels persisted and even multiplied. Some branches were particularly successful at coordinating their production and marketing. The drawback of the system was that cartels had to adapt their prices to the least efficient members, and these, protected by the agreement, had no strong incentive to modernize and increase their productivity with the aim of enabling the entire cartel to lower its prices. In the final analysis, the producer orientation of this system worked to the advantage of the manufacturer and to the detriment of the consumer, who did not experience the benefits of price competition and the prospect of lower prices in the open marketplace. The trend was toward the abolition of economic competition, just as political competition was hampered by the monarchical constitution and the restrictive voting systems practiced by the federal states. Thus, Prussia had a three-class voting system that its agrarian conservatives defended tooth and nail because it guaranteed—very unfairly—that a third of the seats in the Diet went to a small upper-class minority.89

While there was repeated pressure to introduce anti-cartel legislation, neither the Reich government nor the major political parties were interested in ratifying a law similar to the Sherman Act. In the end, the judiciary took up the problem of economic competition. In contrast to the United States, where the courts upheld and the Justice Department enforced the Sherman Act, the Reich Court rendered an opinion that declared cartel agreements to be permissible and binding under private law.90 In other words, it sanctioned discriminatory cartel practices against nonmembers. The threat of litigation also facilitated bringing nonconformist members to heel. Hans Pohl and other scholars have rightly argued that the opinion that the Reich Court handed down confirmed the restrictive practices of the previous decades and moved German industry toward a market organization that differed markedly from that of the United States.91

Examining the evolution of the organization of German industry before 1914, Volker Hentschel concluded that cartels solidified into an “ideology.”92 The system became deeply ingrained in the behavior of many German businessmen. Their attitudes were buttressed by a majority of the country’s economists and jurists who also thought that a protectionist producer capitalism was preferable to one that promoted price competition for the benefit of the consumer. Businessmen who believed that in matters of competition Germany should move in the same direction as America remained in a minority. The struggle between the two camps in Germany continued in the 1920s and was won by the “cartelists” in the 1930s, until the Americans came along after 1945 and pushed—as will be seen in chapter VI—West German industry into Sherman-style oligopolistic competition and a consumer-oriented competitive market economy.

These differences in the organization of German and American industry had become sufficiently marked by 1910, if not before, to catch the eye of the American business community.93 Partly because the Justice Department took the enforcement of the Sherman Act seriously, leading, for example, to a lawsuit against the giant Standard Oil Company, the proliferation of German cartels became a topic of interest in the United States. After all, cartels were also directed against foreign competitors, who could be excluded from a German cartel with its superior pricing and marketing power.

In this connection it is instructive what the Vanderlip Papers contain on the subject of American antitrust. In a correspondence with Dr. Ferdinand Baumgarten in the summer of 1904, the banker pointed to a shift in the use of the term “trust,” arguing that “in its original form it hardly exists in America any longer.”94 The term was now being used “rather loosely … to include any great industrial organization, but perhaps more particularly such an organization as is built up of [the] corporate merger of a number of smaller corporations.” Of course, such mergers were now bound by the Sherman Act that had banned cartels and also mergers that resulted in a monopoly position by one firm. Where the principles of (oligopolistic) competition were being preserved, Vanderlip expressed the belief “that the trust system is to be considered progressive from a political point of view, and that it works out toward better economic results.” He added that “on the whole I am inclined to think that the trust movement lowers prices.” Since “the shrewdest managers of trusts in America believe that the only sound principle upon which these great organizations can stand is the demonstrative ability” to sell more cheaply.

However, in the following year, if not before, there arose, as in the 1880s, a “clamor against combinations and … the danger that there may be most ill advised legislation in some of the states.”95 There appeared, Vanderlip continued, “to be an energetic attitude in Chicago to prosecute the beef people under the Sherman Act.” But soon it was not the big slaughterhouses and meatpacking corporations of Chicago that attracted the attention of the politicians and lawyers. This time it was the question of Standard Oil’s monopoly position. By 1910, the pressure to move against this corporation had become so strong that U.S. president Taft (during a conversation that he had with Vanderlip) expressed his determination to enforce antitrust laws. He added that it depended on the size of a company, and if it became too big, it could “be stopped under the Sherman Act Anti-Trust Law and ought to be stopped for the welfare of the country.”96 Taft was “perfectly confident that the Supreme Court decisions in the tobacco and Standard Oil cases will be substantially in favor of the Government.” Subsequently, the two cases were winding their way through the courts and therefore not only unleashed a debate about a breakup of Standard Oil, but also drew attention to European developments and the German cartel system in particular.

Articles on the subject appeared in the New York press. On 16 August 1912, the NYT carried an item on “German and American Ways with Trusts” that began with the following words:97 “We published yesterday, in our London cable dispatches, the report of the British Consul General in Düsseldorf stating in general terms that Germany regards its trusts [i.e., cartels] as aids to prosperity and not as enemies of the people.” In the view of German entrepreneurs the making of high profits was being favored because it aided capital formation, whereas “here [in the United States] the idea is that profits are theft, the capitalists are wealthy malefactors who ought to expiate their crimes in jail, and that profits ought to be forbidden or, better yet, divided.” However blunt these words were, the article as a whole discussed the still unsettled state of American antitrust and highlighted some of the advantages that the German system provided to producers. At the same time, it stressed that the process had not yet reached its final stage: “Our counsels on this subject are still too hectic. The electorate still tends to listen too much to appeals to Passion and prejudice, and refuse to listen to the facts.” Certainly “the abuses of the trust system have been reduced in a manner little appreciated and assisted not at all by the loudest shouters into the ear of the people.” A few weeks later, on 15 September 1912, “economic expert” Dr. Samuel P. Orth explained in the same paper “How They Handle the Trust Problem in Germany.”98 Having examined, inter alia, the German “Steel Syndicate,” the author felt in the end that he had “said enough to show that the attitude of the [Reich] government is one of solicitude for the investor. Its point of view is that of industry, not of consumption.”

With awareness of very different approaches to competition and implicitly also to international economic and political affairs between the United States and Germany growing, earlier affinities that the American business community had felt with their German counterparts began to weaken. Conversely, attitudes toward Britain became friendlier, also because the country did not take the distinctly German path into proliferating cartelization. This was partly due to the antiprotectionist Free Trade policies that, as has been mentioned, the country upheld even as its industrial prowess declined. The Liberals, who had come to power in 1906, were firmly wedded to Free Trade. The protectionism of Joseph Chamberlain and the Conservatives was soundly defeated. Faced with growing American and German competition, there was a tendency in some industries to resort to self-protection by forming domestic cartels. It was a tradition that continued through the interwar period, and it was only after 1945 that Britain, like Germany, moved toward a market organization similar to that of the United States. But cartelization in Britain was never as thoroughgoing as in Germany, where the system became ubiquitous in the 1930s, though British protectionism against foreign companies increased throughout the Empire and Commonwealth as a structure that granted preferential tariffs to those inside the club.

8. American Big Business and the
Question of Political Participation

The rapprochement between the United States and Britain also occurred in matters of constitutional politics, while the rifts in German-American and Anglo-German relations owing to their divergent political orders widened. At the most basic level there was the difference between a Republic with a (by no means flawless) democratic system, on the one side, and a Hohenzollern semi-autocratic monarchy, on the other, with Britain’s constitutional monarchy somewhere in between. As in the case of the origins of the Sherman Act, it is worthwhile to look at the roots of this American democratic republicanism and compare it to what historians have more generally defined as “Prusso-German constitutionalism.”

The United States was among the first countries to allow mass participation in politics through the ballot box. During the early period of the American polity, following its successful war of secession from England, ownership of property was the key qualification for obtaining the vote that was furthermore restricted to white men. But as Chilton Williamson has put it, between the late 1780s and the first half of the nineteenth century a gradual shift took place from “property to democracy” so that by the 1860s most federal states had “universal white manhood suffrage or its rough equivalent.”99 The age of property taxes and deference to the status quo was coming to an end. Popular politics had come to stay. As Sean Wilentz added, recent historiography has described this political development “in terms of a market revolution.”100

Indeed, as Alexis de Tocqueville had observed long ago, the first modification of voting qualifications was bound to have something like a snowball effect: each extension increased the strength of democratic participation and with it came further demands to be even more inclusive. Moreover, it became very difficult to abolish the right to vote once it had been introduced. In this sense, it was only logical that with the end of slavery the passage of the Fourteenth and Fifteenth Amendments gave the right to vote, at least in theory, to all adult black males. The concomitant emergence of political parties promoted the development of a representative system based on competition in the political marketplace. Because parties fought to win elections, they worked hard to mobilize the white population by campaigning for the reduction or elimination of existing property requirements. By the 1830s, all this had led to a situation in which (white) Americans had become “very enthusiastic about voting.” Turnout was on average around 75 percent.101 After the Civil War and up to the turn of the century it rose to 82 percent and more in the North. To be sure, the gains that African Americans had made in the 1870s were gradually lost when racist restrictions were introduced against black men, especially in the South, and intimidation and electoral fraud were rampant. So, no attempt is being made here to minimize the glaring injustices of segregation. Still, the basic principle of suffrage had established itself, even if it took well into the twentieth century for a universal system covering all adults, male and female, to become something of a reality. It is against this background that the struggle over the Sherman Act and over the securing of competition in the economic marketplace, that has been discussed above, must be seen.

Meanwhile the German constitution underwent a significantly different development that became an issue of considerable concern also to the American and British business communities in the years before 1914. Although various of Germany’s federal states retained electoral systems in which the right to vote was restricted and based on property or income qualifications, Bismarck, then the minister president of Prussia and from 1871 chancellor of the newly founded Reich, introduced the universal manhood suffrage in one fell swoop, first in the North German Confederation of 1867 and then in the Reich as a whole in 1871.102 This occurred in the context of the formation of political parties that, at election time and soon all year round, would compete for the favor of male voters from different strata of society.

Theodore Hamerow, in a still very important article, has examined the calculations that led the founder of the German Empire to grant what was perceived at the time as a revolutionary concession to the “masses.”103 In Bismarck’s eyes, the middle-class Liberals were his main opponents who, in the Prussian Constitutional Conflict of 1862–66, had been rooting for representative government and a shift in the power structure away from the monarch toward the Diet. By introducing the universal manhood suffrage in a society that was then still predominantly agrarian, Bismarck hoped to mobilize the mass of peasant voters as a conservative monarchist counterweight to those liberal middle-class politicians who appreciated that the agrarian sector was unlikely to support them in their quest for participation in politics. With a few exceptions, this commercial and professional bourgeoisie was therefore not interested in a universal suffrage; in their majority they wanted to parliamentarize the Prusso(-German) political system and retain a restrictive suffrage that weakened the powers of the monarch and that of the “masses.” In the vision of the Liberals, the autocratic Prussian monarchy was to be transformed into a constitutional one with a restrictive voting system that favored the middle classes.104 To many of them, the British constitutional monarchy was the model where Parliament was the power center.105

The Liberals failed in this quest in 1870–71. Bismarck succeeded in ending the political crisis of the previous years and in blocking a power shift from the crown to the Diet and later to the Reichstag. This outcome had far-reaching consequences for the subsequent constitutional development of the country. The containment of the Liberals in the 1860s enabled the chancellor in 1871, in the wake of his military victory over France, to shape a Reich Constitution that preserved the powers of the kaiser and the federal princes. The monarch was not subject to the will of the people. He continued to appoint and dismiss “His” chancellor and “state secretaries,” as the heads of ministerial departments were called. The emperor was also the supreme commander of the armed forces and in charge of the nation’s defense and foreign policy.106

As Germany underwent a rapid demographic and economic change in the following decades, the question of a stronger political participation in the country’s power structure was bound to come up. After the turn of the century, if not before, parliamentarization became a key issue of political transformation and pressure for reform. But Imperial Germany did not find itself on a trajectory of parliamentary-constitutional government. The only major party that now demanded it persistently was the reformist wing of the Social Democrats. Meanwhile the other parties either were increasingly reluctant to pursue parliamentarization or had become too weak to be able to marshal a larger supporting bloc of votes in the Reichstag for it. With international and domestic conflicts escalating before 1914, the majority in the national parliament became more interested in stabilizing the existing constitutional order than in parliamentarizing it and thereby opening it up to the participation of the Social Democrats, who were gaining more and more votes under the Reich’s system of universal manhood suffrage, but continued to be excluded from decision making. As we have seen, Germany was suffering major foreign policy setbacks from 1904 onward and an arms race for which Wilhelm II and his advisors, holding vast constitutional powers in the military and foreign policy-making field, were ultimately responsible. Domestic politics also began to deteriorate, as the monarchy and the agrarian Conservatives time and again impeded reform and a more equitable distribution of tax burdens.

Instead, the country saw the formation of increasingly solid blocs of right-wing and center-right party coalitions. Germany became a nation of political cartels (comparable to the economic cartels that have been discussed above), that is, horizontal alliances concluded to curb the competition of the Social Democrats at the polls.107 By 1912, the latter party had become the largest in the Reichstag, whose demands for fundamental constitutional and social reforms deeply worried both its competitors and an increasingly reactionary government. A rallying (Sammlung) of the antisocialist forces became the watchword, even if it proved difficult to forge durable alliances between them. As the country approached 1914, German domestic politics faced increasing gridlock. The added influence of right-wing nationalist extraparliamentary associations, such as the Navy League, the Army League, and the Pan-Germans, exacerbated a growing dogmatism at a time of general tensions both at home and abroad. By 1914, the political system was faced with an urgent need of constitutional reform, but such a reform would by then have been tantamount to a constitutional revolution, and neither the crown nor the nonsocialist parties were prepared to contemplate it. Instead they stubbornly asserted that all was well politically, even though it clearly no longer was.

The progressive political polarization inside Germany was promoted by an ever more radical nationalism and attempts to divert internal tensions to the outside through an assertive foreign policy, also as a means of rallying the right-wing parties against the “unpatriotic” Social Democrats. It is this aggressiveness that was increasingly registered by Germany’s neighbors as “militarism,” defined as both the growing dominance of the military considerations in the shaping of foreign policy and as a gradual percolation of military values and attitudes of hierarchy and obedience into a society led by an autocratic monarch. In July 1911 WSJ still differentiated between American perceptions of a German political system that was “militarist-feudalist,” on the one hand, and a German society that was one “of education, enlightenment or progress.”108 This kind of criticism, to be sure, could also be heard on the Social Democrat Left where it gave rise to fears of a great cataclysm to come. August Bebel, the leader of the SPD, came to be haunted by this scenario when he wrote in 1910:109 “To reform Prussia is impossible; it will remain the State of the [agrarian] Junker it is at present, or go to pieces altogether.… I am convinced we are on the eve of the most dreadful war Europe has ever seen. Things cannot go on as at present; the burden of military expenditure is crushing people and the Kaiser and his government are fully alive to the fact. Everything works for a great crisis in Germany.”

As political-constitutional questions moved more into the foreground of Anglo-American-German relations from the mid-decade onward, the affinities with Britain’s parliamentary monarchy also grew stronger. True, Westminster was not a republic and the Cabinet was constituted by the majority party in Parliament rather than by a president who had been elected by a popular vote. While the British constitutional system therefore continued display monarchical and aristocratic elements, it lacked the unrepresentative centralization of political and military powers of the Prusso-German system of government. As American businessmen became more aware of these differences and their implications for the distribution of political power in London and Berlin, it is not surprising that they would veer toward the former during the last years before 1914, when politics and nationalist saber rattling increasingly disturbed peaceful commercial exchange.110

9. American and European Businessmen
and the Specter of a Major War

It is against this larger international backdrop that a book by Norman Angell, a British businessman, must be seen. His analysis, The Great Illusion. A Study of the Relation of Military Power in Nations to Their Economic and Social Advantage, originally published under the title Europe’s Optical Illusion in 1909, became a best seller a year later in the English-speaking world and was translated into other European languages.111 It was a very wide-ranging analysis, but its basic point was simple, that is, that the statesmen and peoples of Europe would be living under an illusion if they thought that territorial conquest would pay off in the new century. Given the interdependence of industry, finance, and commerce, a nation, even if militarily victorious, would find its economic life after a major war no less badly damaged than its defeated opponent. In other words, according to Angell, militarism and territorial expansionism no longer offered any benefits.

This was not how Germany’s nationalists and the military leadership saw the international picture. One piece of evidence of this, dating from 1911, is the unleashing of the Second Moroccan Crisis.112 The renewed confrontation with France was deliberately prepared in the German Foreign Office as another attempt to weaken the Entente Cordiale that had meanwhile been expanded to the Triple Entente in 1907 among France, Britain, and Russia. This trilateral accord was perceived in Berlin as an encirclement of the two Central European monarchies and led the German Foreign Office to attempt to break the Franco-British link by reviving the earlier dispute over Morocco. The plan was to gain a diplomatic success against France that would have the added advantage of strengthening the monarchy and the right-wing parties in the upcoming national elections of 1912.

However, this strategy, once implemented, quickly turned into a humiliating double defeat. As in 1905, Britain threw its weight behind France, this time even more strongly when David Lloyd George made a fiery speech at London’s Mansion House. After this Berlin decided to beat the retreat, but then found that the policy had also backfired at home. In the March 1912 national elections, the Social Democrats became the largest party in the Reichstag, making the cobbling together of antisocialist coalitions even more difficult. Pressured by the nationalist associations, the Reich government now responded by introducing an armaments bill in 1912 that expanded the army and tacitly admitted that Tirpitz’s naval race against Britain had, for all practical purposes, been lost. The erstwhile arms race at sea now continued on land, with France and Russia reacting by enlarging their land forces in turn.113

The Germans promptly followed suit again by introducing another bill in 1913. While there were enough right-wing votes in the Reichstag to get both bills passed because they were propagandized as a defense of the fatherland, the question of how to pay for them led to a huge political wrangle among the parties. Reich Chancellor Theobald von Bethmann Hollweg realized that there would be an even greater rebellion at the polls if the military increases were paid for by once again by raising indirect taxes that would hit the working classes. Apart from a variety of higher duties and smaller tax levies, his budget proposal therefore also contained a one-off “defense contribution” that was in effect a direct tax on wealth.114 The bill was fiercely resisted by the Right, also because, if approved, it could be used as a precedent for the levying of higher Reich income taxes in the future. Appreciating this potential, the SPD voted for this one-off direct tax, while the frantic agrarians and their allies inside and outside the government warned of this being the first step toward a “confiscatory tax” system as a prelude to an even more radical democratic revolution and the end of the status quo.

The American and British business communities watched all these developments with alarm.115 They did not have to read Norman Angell’s book to realize that this arms race escalating into a major war would be extremely disruptive to international trade and inflict severe losses on all participant nations. In light of the kaiser’s aggressive Anglophobia and anti-American prejudice, distrust mounted. It had become very hard to believe that Wilhelm II was a man of peace. Those few Americans who had been hoodwinked earlier on by his charm and had praised his internationalism now regretted their gullibility.

It was no less nerve-racking to German commerce and banking. They were in constant touch with one another, and many even had family ties. They knew how to read the statistics of the Reich Finance Ministry, and it was no secret to them that the German Empire was suffering from financial overstretch. Short of money to fund their armaments programs and embryonic social security schemes as well as the capital needs of industry, commerce, and agriculture, both public and private sectors were in search of credit on the international markets.116 As tensions mounted, they found that the French were less and less willing to support any of the capital needs of German industry and agriculture. When they approached the American banking community, it proved similarly reluctant to provide loans.117 Money became even tighter on both sides of the Atlantic when the world economy seemed to be dipping into another recession in 1913–14. This meant that Germany increased its public as well as private debt loads further. The repayment of loans was put on the shoulders of the next generation, and fiscal policy became ever more irresponsible. In short, the paralysis of the political system was beginning to spill over into the economy.

Some of this is neatly reflected in Vanderlip’s correspondence. For 1906–7 there are a number of letters that discuss collaborations and joint projects with the Europeans. As late as October 1911, he regretted that his bank had not participated in the placing of Prussian Treasury Notes on the American market and pleaded for closer cooperation:118 “That we should not have relations in Berlin which would have kept us informed of the situation and enabled us to have done this business is to me a great disappointment. It is exactly the sort of thing that we ought to be doing.” Indeed, “we could readily have taken the whole issue and replaced it in an hour.”

But then, as he wrote in November, “independent information I have from Berlin … is … very pessimistic.”119 Yet, Vanderlip could not believe “that the obligation of the Prussian Government, maturing within the next nine months, is not perfectly good.” On the contrary, he was “entirely confident that the market here will take 100,000,000 on a 4 per cent basis.” Nevertheless, he now had “a feeling that the European conditions are so complicated that we cannot count with confidence on continued low money after the first of the year.” The American banker added that Melville Stone was “extremely pessimistic with regard to the German-English-French situation and holding the belief that the Russo-Japanese alliance with regard to Chinese affairs may also become a disturbing factor.” All this made him “feel like running very strong indeed.” It was no doubt reassuring that in February 1912, NCB had “about eight million of loans in London on call and an equal amount [was] just maturing in Berlin.” Also, the bond accounts contained mostly “short-term stuff.” Long-term commitments were no longer deemed to be safe.

By March 1912, Vanderlip hoped that there would be another upturn, if the political situation both at home and in Europe cleared up.120 And yet, there were many “pitfalls in the way.” Certainly, “all Europe would find its cash reserves pitifully inadequate in the event of the breaking of a storm.” He thought that “few Americans have begun to grasp that awful significance to the whole world of a general European war.” Even his own imagination would be “quite inadequate to picture what it would mean.”

Some of Vanderlip’s colleagues seem to have shared Angell’s view that war between the great powers would be so ruinous that no rational person would want to start one. But gloom and pessimism was now also spreading in New York. As Vanderlip put it to Robert Benson in London,121 “We are beginning to learn here how extremely close to the edge of the precipice you all came a few months ago.” He was hoping that “something better” could be worked out, “although I must admit that I fail to see how the military and naval expenses can go on unlimitedly without a crash of some sort, military, political or financial, inevitably ensuing. Our own political problems are pigmies compared to those of Europe, though they are serious enough.” The trouble was that “there are a thousand sticks of dynamite in the way … and while we may avoid explosions—and I begin to have some feeling that we will—it is idle to feel any great amount of security about the outlook.”

Always on the lookout for positive signs, Vanderlip wrote in the middle of February 1912 (rather naively, considering the power structure of the Kaiserreich) that the “socialistic victories in Germany have undoubtedly given the war spirit there a back-set.”122 A month later, he received a very pessimistic assessment from Lord Revelstoke at the Baring Bank in Britain about what a war would mean for business.123 His response was: “We are only beginning to understand what a happy state we used to be in when we knew nothing of foreign politics and when business concerned itself very little with domestic policy questions unless they happened to touch the money standard or the tariff. We have certainly gotten out of that Arcadian situation so far as domestic politics are concerned, but the changes in European politics [still] have very little concern for the average [American] business man.”

When Vanderlip learned a few days later that German banks were “again in the market for money at a high rate,” that is, at about 6 percent “from the larger banks there for a 30-day mark loan,” he took “some pains to learn what the German situation is.”124 He could get no better judgment than “that these high rates are the result of the Reichstag … insisting upon the commercial banks carrying large reserves.” To him this looked more like a conservative policy on the part of the Reichstag than an alarming sign of an impending war. Nevertheless, he wanted to err on the side of caution and make no more than “very moderate loans to Germany” and otherwise not do “much in that direction.”

By the summer 1912, Vanderlip was in touch with his colleague Jacob Schiff of Kuhn, Loeb & Co. in an effort “to get a fairly clear idea of the amount of foreign credits we have in the shape of loans or otherwise, especially to Germany.”125 Schiff had strong family and business ties with Germany. On the positive side, German banks, he continued, probably in light of what had learned from his colleague, “have liquidated large amounts of their holdings of industrial stocks,” while “America’s international position has been greatly improved as a result of the large amount of aid we gave to German banks last winter and spring.” He had also heard “frequent comments of a favorable nature in London in this connection.” At the same time, he felt some apprehension about the Viennese banks, “while in France financial circles have apparently not recovered yet from the shock they had a year ago in regard to the prospect of war” during the Moroccan Crisis. Consequently, “there was much hoarding at that time and apparently the funds locked up then have not entirely found their way back into active channels, for there is no disposition to go into new enterprises or absorb foreign securities.”

This nervousness did not diminish over the next year. On 29 November 1912, Vanderlip wrote to Stillman that if war came, “I suppose nothing is all right anywhere in a financial way.”126 Two months later, he noted that “there is something of a chill all through the banking situation in the West and the banks are drawing in on their credits and taking extra precautions as to their reserves.”127 He was not completely alarmist, but certainly felt that “the elements for expansion are not here.” On 8 March 1913, he confessed that he had “rarely felt so pessimistic about the outlook,” even if NCB was doing well. He could discover nothing comforting in the European situation:128 “The growth of the warlike spirit, the increased expenditures in large military bases, all point to an inevitable calamity some day and whether that day is next spring, or some other time, it must surely come.” The United States and Britain were in a similar position with respect to industrial activity, “and the strain on bank credits,” Vanderlip believed, was “very severe.”129

That month he received another letter from Poniatowski in Paris and found his “discussion of the European situation … highly enlightening.”130 Although there had been “considerable anxiety as to future developments in Europe” in the United States, “the note of optimism which you sound marks, I hope, the inception of better conditions.” He also thought Poniatowski’s “explanation of the increasing armaments in Germany and the attitude of France … very encouraging.” And yet Vanderlip could not see much “to justify any marked feeling of relief at the present time.” Thus “the drawing of gold” had been “disquieting” to him. Meanwhile American domestic business was still “very large” and so were its needs for credit.

He then drew Poniatowski’s attention to the fact that “Germany’s reserves [were] showing an alarming condition and its splendid banking and currency systems [were] hardly adequate to meet the strain.” Despite some criticisms he had about French “hoarding of gold,” in the end he did not “really feel that we are going to have any serious trouble, but I do believe that it is necessary to keep a watchful eye on the financial barometer.” With the future being so uncertain, Vanderlip’s own political and economic barometer also continued to go up and down. In May 1913 he thought that, apart from the development of the economy back home that was showing signs of weakness in the steel and railroad sectors, only “the prospect of a settlement of the European war difficulties and a better condition there” offered some hope.131

By June, the banker was reporting to Stillman on the extreme pessimism of Wall Street. This pessimism was not as great in the rest of the country, though there was also a “strongly conservative attitude” developing there.132 To no small degree this pessimism was “due to the European situation.” He felt “that the situation in Germany may become very critical.”133 As a result of the Balkan wars, losses there would be “extremely large” and “apparently no one will help Germany’s financing of Austria.” He expected further pressure on the German market and understood “that Berlin merchants in good credit have been paying eight per cent for some time.” While in August 1913, the U.S. money market had “continued to grow easier,” Poniatowski had reported that the French were very pessimistic about the future political outlook.134 After the Second Balkan War in the fall of 1913 had posed another threat to international peace, the situation became somewhat calmer in early 1914.

And yet Vanderlip thought “that the outlook is as full of difficulties as it was three months ago, except of course that we have got these very easy money conditions the world over.”135 They would, he continued, enable NCB “to do the immediate financing that is necessary.” But at the end of March 1914, and despite the bank “making lots of money,” the “general business conditions” were in his view still “on the whole dull.”136 In May his intuition was again somewhat more optimistic, and in the following month he learned that U.S. Steel was doing foreign business to the tune of $100 million per year. To be sure, contemporaries did not know the future, and this obviously explains the constant vacillations of businessmen at this time. But their uneasiness at the evolution of political events is palpable enough, and while the focus of this last section has been on American, British, and French businessmen’s sentiments, the mood in the German community was also growing more and more apprehensive, as will be seen when the July Crisis of 1914 is discussed at the beginning of the next chapter.

At the end of June 1914, Archduke Ferdinand, the heir to the Habsburg throne, and his wife were assassinated by Serbian nationalists at Sarajevo, setting in motion a chain of events that ended in World War I four weeks later.137 While the details of the decision-making processes in Berlin, Vienna, and St. Petersburg continue to be researched and debated among historians, it is clear that a decisive push came from Berlin. In the end, the kaiser and his advisors were concerned not to preserve peace, but to make certain that the German population thought that their country went to war because of alleged Russian aggression. Hence the German ultimatum to withdraw the Russian mobilization order of 31 July 1914, and when this did not happen, Wilhelm II reacted on the following day by signing the German order.
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From the Outbreak of War
in July 1914 to the Genoa
Conference, 1922

1. The Military-Political Origins
of World War I

Decades of research into the immediate origins of World War I have resulted in the generally accepted view that a small group of political and military decision makers in Berlin and Vienna deliberately escalated into a major war the smaller regional conflicts in the Balkans that had been going on for many years. In July 1914 they became a threat to the rest of the world, following the assassinations of the heir to the Austro-Hungarian throne, Archduke Ferdinand, and his wife by Serb nationalists at Sarajevo.

While there is still some debate on the role of Tsarist Russia in this picture, it seems fairly certain that, except for the two emperors and their advisors in Berlin and Vienna, no other men (and they were all men) were directly responsible for the ultimate mismanagement of the crisis. Not involved in this process were the ordinary men in the belligerent countries who, from the first days of August onward, were sent to the front, where a staggering nine million of them died up to 1918. Worse, the decision makers in Berlin and Vienna, knowing that the “masses” were unlikely to support a war of aggression, hoodwinked their populations into believing that they were being mobilized for the defense of their fatherland. As Admiral Karl Alexander von Müller, the chief of the Naval Cabinet and an insider at the court in Berlin, put it so cynically in his diary on 1 August 1914, “Brilliant mood. The government has succeeded very well in making us appear as the attacked.”1

From all that is known, businessmen did not participate in the decision making either. On the contrary, they were desperately hoping that peace would prevail. We saw this in the previous chapter with respect to the British and American worries about a major war. But this was also true of many German businessmen. Albert Ballin, who had a personal relationship with Wilhelm II, is a good case in point. As will emerge in a moment, he, although powerless when it came to having a direct input into decision making in Berlin, tried his best but was ignored.

Meanwhile Germany’s recruits went to the front, just as the recruits of the other nations of Europe did, believing that—as we now know correctly—they had in fact been attacked by the Central Powers. Grossly underestimating the dynamics of modern warfare among industrialized great powers in the twentieth century, they all thought that it would be a short war and that they would be home again by Christmas 1914. Their slaughter in the trenches of the Western Front or in the war of movement in the east between Russia and the two Central European monarchies was to last over four years and cost a minimum of twenty million lives.

As to the motives of the military and political advisors around Wilhelm II and Franz Joseph II, the emperor of the Habsburg Empire, there continues to be a division of views among academic historians. On the one hand, there are those who argue that the decision makers in Berlin in particular wanted to use the Sarajevo murders for the unleashing of an all-out war against France and Russia, while they hoped that Britain would stay out of the conflict.2 Other historians have insisted that in early July the German and Austro-Hungarian leaderships merely opted for a “punishment” of Serbia by Vienna, after which they planned to call an international conference that would curb Serbian ambitions on the Balkans and restabilize the Habsburg Empire.3 However, this local-war strategy that, as Bethmann Hollweg acknowledged at the start of July, was very risky, finally collapsed when on 25 July Russia appeared on the scene as the protector of Serbia, indicating that it would not permit a humiliation of its Slavic client state. By this time the German military, which had spent the previous weeks on vacation, had returned to Berlin to learn about the shipwreck of Bethmann’s localization strategy and insisted that there was no alternative to waging a war against France and Russia.

It is also important that they expected to win this war quickly under a plan that Helmuth von Moltke, the chief of the general staff in Berlin, had refined on the basis of an idea developed by his predecessor Alfred von Schlieffen:4 Moltke wanted to invade France and Belgium first and, expecting a swift victory in the west, then send his troops eastward to defeat the Russians, whose mobilization would not be completed until after the German conquest of Paris. In a way, this was the German generals’ solution to the problem of war between industrial nations in the twentieth century: while Norman Angell and the business community believed war to be unthinkable because of the catastrophic consequences for all countries involved, Moltke thought that a major conflict was still winnable, provided it started in 1914 and was conducted as a lightning war that lasted no more than a few weeks.5

As to the possibility that Britain might enter the conflict on the Franco-Russian side, the German generals did not take it seriously. The British Cabinet was expected to remain neutral, and should it decide to intervene, it would take time to raise an army and to prepare it for battle since the country did not have the draft.6 In other words, the war in the west would by then have been won by the Germans, just as the campaign in the east was assumed to end with a subsequent early victory over Russia.

Whatever their differences about how to interpret the beginning of the crisis in early July 1914, most historians are agreed that Moltke’s strategic gamble contained a strong dose of preventive war calculations. Apart from viewing developments inside Germany and the rise of the Social Democrats with alarm, he and his colleagues assumed that, following the loss of the naval arms race against Britain in 1911–12, the country would also find itself in a militarily inferior position once the French and Russian rearmament programs had been completed by 1915–16. There is a very telling statement that foreign secretary Gottlieb von Jagow recorded after a meeting with Moltke in March 1914:7 “The prospects for the future weighed heavily upon him. Russia would have finished arming in 2 to 3 years. The military superiority of our enemies’ military power would be so great then that he did not know how he could deal with it. Now we would still be more or less a match for it. In his view there was no alternative but to fight a preventive war so as to beat the enemy while we could still emerge fairly well from the struggle. The Chief of the General Staff therefore put it to me that our policy should be geared to bringing about an early war.”

This argument was apparently also adopted by the kaiser at this time. On 21 June Max Warburg, the banker, met Wilhelm II at a banquet in Hamburg, at which he found the latter in a very agitated state about Russia’s armaments and railroad building in the western parts of the Tsarist Empire. He then rambled on about war breaking out by 1916 and that in light of Russian and French military superiority at that point, it would be better for Germany to start a war soon rather than to wait until it was too late. Gloomy thoughts about the future of the Habsburg Empire also circulated throughout 1914 in Vienna, where Moltke’s opposite number, Franz Conrad von Hötzendorf, was among the advocates of a strike before the military balance had shifted against the Central Powers.

2. The International Business
Community and the Outbreak
of War in 1914

Countless historians of politics and diplomacy have meticulously analyzed the moves that the European governments, and those in Berlin and Vienna in particular, made during the last weeks, days, and hours of peace. A fair amount is by now also known about popular responses to the threat and eventual outbreak of World War I. Much less has been written on the business communities of Europe and those of Britain, the United States, and Germany in particular. Unlike the monarchs of Austria-Hungary and Germany they had no constitutional powers to declare war and hence had no direct part in Berlin’s and Vienna’s decision to unleash a major war. The question therefore is this: what role did these communities play in the summer of 1914? This question is best approached from three different angles: (1) What were the basic attitudes toward a great power conflict at this point? (2) What were the reactions of the markets and the general public, once the possibility of war appeared on the horizon and then became a reality in August 1914? (3) What actions, if any, did businessmen take to try to prevent a catastrophe?

As to the first issue, a good deal of evidence has already been presented in chapter II to show that businessmen in Europe and the United States feared a clash of arms among the great powers in the years before 1914. They accurately predicted the enormous disruptions that it would bring to the world economy and trade between the major industrial nations and had been warning of this since 1909–10, if not long before. Warburg made this point again in a different way when—as mentioned above—he saw Wilhelm II on 21 June 1914. Trying to counter the latter’s hawkish mood, he remarked that Germany “was growing stronger with every year of peace, [while] our enemies are getting weaker. Waiting could only be to the country’s advantage.”8 In making this point, he was evidently thinking of the country’s economic success and considered an informal commercial penetration of its neighbors preferable to formal conquest and military occupation.9

Warnings about the disruptive consequences of war appeared in the press and in personal statements by other businessmen in July 1914.10 On 28 July, the day of the Austro-Hungarian attack in Serbia, the WSJ wrote,11 “The whole world is engaged in business as never before. Industrial Germany in thirty years has far outrun military Germany.… Throughout the civilized world, villages have become mill centers; towns have become cities; empires have succeeded states, and the Empire in the modern world is commercial and not martial.” On 1 August, J.P. Morgan raised his influential voice by warning,12 “Alarming as the news is from Europe, I am still hoping that there will not be a general war. While the gravity of the present situation can hardly be exaggerated, there is still the opportunity for a sobering second-thought of the people of Europe to prevail over their first impulses. If the delicate situation can be held in abeyance for a few days, I should expect a rising tide of protest from the people who are to pay for war with their blood and their property.” He continued, “It is idle to say that America will not be hurt by a general European war. The wholesale waste of capital involved in such a catastrophe would result in a distribution of the losses the world over, but the loss here would be infinitesimal compared with the losses to the countries immediately involved.”

Frank Vanderlip of NCB, too, believed that something unprecedented might happen if there was war. After all, “the world is so much more closely related financially than it ever was before and the commitments of every character are on so much larger [a] scale that the light of past experience is of very little use.”13 He felt that the crisis might be “cleared up in a few days” or “it might break into a flame that might involve all the large powers and then there would be financial chaos.” Indeed, the stock markets around the world had begun to react to the looming crisis at the end of July. On 1 August, the WSJ reported that “with the exception of the Chicago Board of Trade, every exchange in America and practically everyone in Europe” had closed on the previous day.14 As early as 27 July the Russian national bank had suspended its gold convertibility.

Meanwhile in London, the Bank of England had increased its bank rate first from 3 to 4 percent and on 31 July to 8 percent, a day later even to 10 percent. The immediate effect was a run on banks by savers and the closing of the stock markets. Bond prices and consols had also begun to fall. As Prime Minister Herbert H. Asquith recorded in his diary,15 “The City … is in a terrible state of depression and paralysis.… The prospect is very black.” On 27 July Lord Rothschild had noted in London that everyone in the City talked about nothing else “but the European situation and the consequences that might arise if serious steps were not taken to prevent a European conflagration.”16 After the Austro-Hungarian invasion of Serbia, he added on 30 July,17 “Clumsy as Austria may have been, it would be ultra-criminal if millions of lives were sacrificed in order to sanctify the theory of murder, a brutal murder which the Servians [sic] have committed.”

Panic also occurred in France. The Paris branch of the Rothschilds advised the sale of large quantities of consols. By 28 July, German banks began “to withdraw deposits and [to] round up positions.”18 Deposit banks holdings shrank by some 20 percent and by early August the Reichsbank’s discount rate had gone up to 6 percent. Attempts to prevent disaster must also be seen against the background of popular demonstrations in major German cities warning Austria-Hungary against attacking Serbia. Jean Jaurès, the leader of the French socialists, called for an emergency congress of the Second International to be held in Brussels to mobilize the working-class movements of Europe against the impending slaughter of its members and the rest of Europe’s young men.19 But it was too late to organize this kind of resistance, and on 31 July Jaurès was assassinated by a nationalist fanatic.

As to the third issue of whether businessmen proactively tried to stop the slide into war, there is the verdict by historian Alfred Vagts.20 Writing in the 1930s, he charged the German business community with too much deference, if not even cowardice, for not having used their good connections to Wilhelm II more decisively to avert what they, just as their colleagues in Britain, France, and America, acknowledged would be a catastrophe. As Vagts put it rather sarcastically, “there were the elites of politicians and bureaucrats, against whose noble work capital was, in its majority interest, too cowardly to stand up.”

There is also Ballin’s retrospective self-reproach for not having intervened more forcefully with the kaiser. He added that he had lacked the courage to do so and, not knowing of Moltke’s role, later refused to meet Jagow, accusing him that he “must carry the terrible responsibility for the stage-management of this war which is costing Germany generations of splendid people and is throwing it back 100 years.”21 In December 1915 he told the Reich chancellor that he “rejected all [of] Bethmann’s protestations and excuses [about the unleashing of the war] as fairy tales that he should be ashamed to tell.”22 He added, “I have spent my entire life building up something which has been of immense value to the German Reich, and then you come along with a couple of others and destroy it all.” He considered this conflict the most stupid war “that world history has ever seen,” and when Germany was defeated in 1918 and with his shipping empire in tatters, he, after several attempts to end the war and advocating the abdication of Wilhelm II, became so depressed that he committed suicide on 9 November.23

Yet, Vagts’s criticism and Ballin’s self-reproach seem to go too far. Bankers in particular did try to get the decision makers to think twice about the wisdom of their plans. On 31 July, Rothschild endeavored to persuade the London Times to tone down its defiant language against Germany and contacted his cousins in Paris as well as Paul Schwabach in Berlin. The former were supposed to influence French president Raymond Poincaré to ask the Tsarist government to hold back as “the calamity [of a war] would be greater than anything ever seen or known before.”24 He was of course also thinking of the large investments and loans that the French had put into Russia, their alliance partner since the mid-1890s.

Ballin went even further when, encouraged by Jagow, he sailed to Britain, believing that he was on a mission to prevent war altogether.25 But the German Foreign Ministry, totally in the dark about Britain’s attitude, was apparently more interested in finding out, if she would stay out of the conflict. While in London, Ballin met with Foreign Secretary Sir Edward Grey, as well as with Lord Morley, Lord Haldane, and Winston Churchill. He came away with the impression—later disputed by the British and also erroneous, as events were to demonstrate—that Britain would stay out. It is possible that Ballin was so anxious to stop the outbreak of war that he believed in the success of his larger quest and did not realize that he was being used by Jagow for Berlin’s much narrower calculations of keeping Britain neutral, while Moltke launched his attack against Belgium, Luxemburg, and France in the west.

The more fundamental reason for the failure of the business community to stop the conflict at the end of July was that it was aristocrats, not businessmen, who held the political power in matters of foreign policy and above all the right to declare war. They were said to live in different universes, as not even the arms manufacturers, such as Skoda, wanted a major war.26 And this also applied to the power structure in Berlin, buttressed as it was by the exclusive privilege of the monarch, enshrined in the Reich Constitution, to decide on whether to wage war or stay at peace.

What all this added up to was that, just as the demonstrations by workers in different German cities, organized to warn Austria-Hungary against an invasion of Serbia, or Jaurès’s attempt to rally the Second International proved futile, businessmen maneuvered similarly helplessly in the face of the powers held by the German and Austro-Hungarian military and their supreme commanders, Wilhelm II and Franz Joseph I. Not surprisingly, Vanderlip was among those who expected catastrophe. Writing to his wife on 30 July he was “still hopeful that the result will not be a general conflagration.”27 Nevertheless, he judged to situation to be “undoubtedly very critical.” In another letter to her of 4 August, the day when Britain entered the war and the Wilson administration decided to remain neutral, Vanderlip added,28 “In the quiet of the country, so far away from the actual stress of the moment, you cannot possibly have any conception of what has happened to the world. Civilization has broken down, and there is the most absolute derangement of our affairs.”

Consequently, he was now on duty by day and by night, although he also felt that “we have things as well in hand as they can be in a cyclone which is still raging.” This, he thought, was due “largely to the fact that the country is by no means awake to the extent of the calamity. We are having to think along lines and about things that men, who are now alive, never thought before.” It struck him “as if it would take some Jules Verne plot of a changed law of nature, or some equally impossible premise and then figure out what consequences would flow from that.” However, this time it was not Verne’s “fiction; it is very real and substantial.” A week later, he told Lucy Evan Chew,29 “It is of course very hard to predict with any degree of certainty what the outcome of affairs in Europe will be, but it looks to me as though Paris would have far from the artistic atmosphere for a long time to come.”

Meanwhile, on 3 August, WSJ had ventured a firmer prediction that focused on the consequences that the kaiser’s decision had for Germany:30 “Already the German mercantile marine is tying itself up in neutral ports, while the thrifty British vessels are doing the business. It is said that the German naval officers were daily raising their glasses to ‘the Day’ [of the great battle at sea with Britain]. It is by no means improbable that Germany, with everything to lose and little enough to gain, will in a short time be praying desperately for the night.” Indeed, Ballin’s HAPAG was the first victim of Wilhelm’s decision to wage a major war. Some 50 percent of his employees were called up. Another four thousand who were employed at the HAPAG offices around the world were interned as enemy aliens. There were also the huge material losses. The ships that happened to be in German ports became what Lamar Cecil termed a “moth ball fleet … permanently [stationed] on the Elbe” river.31

Others that happened to be in British or French ports around the world were immediately sequestered; those in the ports of neutral countries, and of the United States in particular, sought refuge from capture by the Royal Navy until, following the American entry into the war in April 1917, they were used to transport Allied soldiers to the Western Front. North German Lloyd’s ships suffered the same fate. Just before the outbreak of war two HAPAG and two NGL liners with some 4,100 passengers onboard were sailing in the Atlantic and were apparently caught by the British blockade. Meanwhile an embargo had been imposed on a dozen HAPAG steamers with a total tonnage of 155,000, while the tonnage of the nine NGL steamers held in American ports amounted to 123,000.

There is also the curious story of the Kronprinzessin Cecelia that illustrates the confusion that broke out with the imposition of the British blockade.32 In late July, she was on her voyage to Europe. Among her cargo were $10 million in gold bars for Britain and France. Portsmouth and Cherbourg were to be her first stops before she was to sail on to Germany. The skipper was then told to go straight to Hamburg for fear that she might be seized in Portsmouth. The Germans also wanted to get hold of the gold. But when there was no further news from her, it was assumed that she had been captured with her precious cargo by the Royal Navy—until the vessel turned up unexpectedly in Bar Harbor, Maine, on 4 August. Passengers reported that they were taken on a rather scary escape at full speed in dense fog from the waters west of the Scilly Islands back to the United States. Having continued her journey in American waters from Bar Harbor to New York, the gold was handed over to the Guarantee Trust against the promise that it would be returned to the original shippers. This seems to have happened after the requisite documents were found in Kronprinzessin Cecelia’s mail bags. Vanderlip was one of the bankers who felt greatly relieved by this outcome. The NCB share of the gold amounted to one-fifth, that is, some $2 million. They gave a further boost to its reserves that had already gone up by 25 percent thanks to the inflow of monies from abroad.

If German shipping was very badly hit, hundreds of commercial and manufacturing firms involved in international trade lost their overseas investments and the goods that were in transit to Germany or had been waiting to be exported to destinations overseas. Inbound goods were seized by the Royal Navy and its tight blockade in the North Sea. Imports to Germany were held up in the ports of neutrals. In 1913 Germany had foreign investments to the tune of 230 million pounds sterling, over 50 percent of which was outside Europe. In short, if the outbreak of war constituted an unprecedented challenge to British, American, and French finance and industry, the impact on the German economy was nothing less than catastrophic. The WSJ reported on 8 August that Britain had severed the cables that ran from New York to Germany via the Azores.33 As Vanderlip confirmed in a letter to his wife of 11 August, the country had by then been “wholly cut off from any sort of communication.”34

3. The Ambiguities of
American Neutrality

With a general war looming, J.P. Morgan had been confident on 1 August “that the whole American people will co-operate to restore normal conditions throughout this country at the earliest possible moment.”35 And indeed, once the first shock had been overcome, the situation in the United States began to stabilize. As Vanderlip wrote to his wife on 11 August, things were certainly going well at NCB “although down in my heart are some apprehensions of the very gravest character.”36 He thought it “possible that we will pull through everything without any more serious trouble than we have had.” After all, he and his colleagues had “been very fore-handed and intelligent in managing the whole situation.” Meanwhile “the country happily is keeping asleep so that everyone is keeping his head.” Nevertheless, as he wrote in another letter of 21 August to William Sloan at Colorado College, some markets remained closed, at least “for the present,” and there was little trading in securities.37

Thenceforth the problems facing the United States were not so much economic as they were political, and this in turn was related to the ethnic makeup of American society. The Wilson administration was realistic enough to expect the population to wake up to the enormity of the conflict across the Atlantic sooner or later. But the president also knew that, while there was an outburst of anti-German feeling over the treatment of Belgium and a basic Anglophilia among the East Coast elites, many of whose families had emigrated from Britain, over 20 percent of the population hailed from the German-speaking lands and were, initially at least, pro-German. In light of Britain’s troubles in Ireland, Irish Americans were also hostile to the Allies, and overall it is important to emphasize that pro-British sentiments did not imply a strong popular demand to intervene on the side of the Allies.

To avoid internal cultural-political divisions, but also for economic reasons, Washington tried hard to maintain strict neutrality between the two warring blocs. The economic consideration was that the country was in a very advantageous position to supply the belligerents with agricultural produce, raw materials, and industrial goods. These exports had to be financed and, while many prewar contacts had existed with the German banking community, they had now been disrupted. Meanwhile the links with the Allies and with the London City in particular had grown closer even before the war began. Increasingly, the British-American relationship became “special” in a positive way while that with Germany went downhill.

However, this Anglo-American closeness was being undermined by the actions of the Royal Navy. Under international law, trade between neutrals was to continue. Anxious to block all supplies to Germany, including those that had initially been destined for neutral Dutch ports, Britain began to search all American vessels for contraband and to seize those goods that were deemed to have Germany as their final destination. Thus, Standard Oil of New Jersey found on 3 August 1914 that, as oil would be regarded as contraband, the company would be “unable to ship any oil whatever for the time being, as it is liable to seizure no matter what flag the vessel carrying the oil” was flying.38 Worse, the carrying of contraband, the attempt to run a blockade, or the rendering of any “unneutral service” also made “neutral merchant ships liable to confiscation.” The 1909 London Naval Conference had attempted to constitute a prize court that would adjudicate disputes. But Britain had refused to accept an international solution so that “the nation making the capture of a neutral merchant ship” was free to handle cases in its own national prize court. Consequently, and much to the irritation of the Americans, Britain interpreted the prize law very narrowly. Protests led to some temporary wavering on the part of London. Still, the practice of searching American ships continued, casting a shadow over Anglo-American relations.39

In the meantime, the Germans had discovered that their high seas fleet of battleships with which Tirpitz had been planning since the turn of the century to out-build the Royal Navy and, if necessary, to defeat it in a major battle in the North Sea, was not strong enough to seek an all-or-nothing confrontation. The kaiser now embarked upon a massive submarine building program. These U-boats soon began to hunt and sink British vessels in the Atlantic on their way to deliver war-essential supplies to British ports. Again, there were specific procedures under international law to be observed. A ship stopped by a German submarine had to be ordered to evacuate its crew to the lifeboats before it was torpedoed and sunk. Since submarines could accommodate only a few evacuees, the lifeboats were left to fend for themselves on the high seas.

The first British response to this tactic was to arm merchant ships with light guns against which a surfaced submarine had insufficient armor. Consequently, the Germans began to torpedo British vessels without warning from a submerged position. It did not take long for this practice also to be used against ocean liners with even greater loss of life, including citizens from neutral countries and from the United States in particular. The resulting diplomatic tensions between Washington and Berlin reached a first climax in the summer of 1915 when the ocean liner Lusitania was torpedoed. Some 1,200 passengers lost their lives, among them 124 Americans. Soon thereafter the passengers of the Arabia suffered the same fate.40

While the Imperial Navy insisted that submarine warfare was a foolproof strategy for starving and defeating Britain, Theobald von Bethmann-Hollweg, fearful of an American entry into the war, succeeded in imposing restraints on submarine warfare. The Germans also tried to break the blockade by building large submarines to be deployed not to attack merchant shipping in the Atlantic, but to get valuable contraband cargo from the United States to Germany. Although this enterprise never got beyond its embryonic stage, there is nevertheless the intriguing case of the submarine Deutschland that in July 1916 suddenly surfaced in the mouth of the Delaware River, causing a public sensation and much diplomatic activity.41 German motives for this mission remained obscure since the skipper and other Germans refused to reveal what kinds of goods the submarine had come to load. But it may be that the Reich government also wanted to test American neutrality during this period of slightly improved relations.

All this came to an end when Bethmann lost his internal battle in Berlin against the military in February 1917. With an extremely bloody war continuing on land without a German victory in sight, the admirals once more gained the upper hand over the civilian government in Berlin, claiming that with a resumption of unrestricted submarine warfare the Imperial Navy could sink enough tonnage per month over several months to bring the British to their knees. After this it did not take long for further losses of American lives to occur. Moreover, the infamous Zimmermann Telegram, intercepted by the British and passed on to Washington, revealed that Berlin was trying to forge an alliance with Mexico with the aim of encouraging that country to start a war for the reconquest of Texas, Arizona, and New Mexico.42 Wilson, who had only a few months earlier made major efforts to get negotiations for a “peace without victory” started among the European combatants, angrily abandoned these initiatives and on 6 April 1917 got Congress to support a declaration of war on Germany.

These developments affected not only American popular attitudes toward Britain and Germany, but also the policies of industry, commerce, and finance. This was the period when British-American relations, the tensions over the seizure of contraband notwithstanding, became closer and closer, culminating in the American entry into the war on the Allied side. It was also the phase when German-American relations got progressively worse.

4. The American Economy and the
Moves To Enter the War

Upon entering the war, the United States became a very close ally of Britain. What London needed most was more food, raw materials, and credit. Although the country’s manufacturing industries had declined in comparison to those of Germany and America for several decades, there was enough capacity and know-how in the Midlands and the English North as well as in Scotland to churn out military hardware, now in ever greater demand to supply what had become a war of attrition in northern France.43 With men desperately needed in the trenches, women took their place to produce shells and guns and other vital equipment. The United States shipped the raw materials. No less important, Britain, with its predominantly urban populations, needed cereals that British agriculture could not supply in sufficient quantities, even though many fields and meadows that had lain fallow or been used for meat, wool, und dairy production were now being plowed up for grain growing. America offered foodstuffs as well as farm implements, horses, and fertilizers.

Against unlimited German submarine warfare, now in full force, the two allies refined the convoy system. The more extensive laying of antisubmarine mine barriers also made the German effort ever more dangerous. Germany’s naval strategists had calculated that a loss of 600,000 BRT per month would bring the British to sue for peace.44 By June 1917, this target had been surpassed with the loss of 352 Allied ships and a total of 669,218 BRT. Yet, the country refused to collapse, indicating that this particular path to a German victory was reaching a cul-de-sac. Instead of hunger spreading in the British Isles, mass starvation came to Germany due to the Allied blockade and German agriculture’s inability to produce more food, except for a growing black market.

American deliveries to the Allies had to be financed. Before 1917, Washington’s neutrality had prevented the granting of government credits. The Allies had to rely on the American private sector, which remained cautious as long as Washington was unprepared to underwrite such credits. There was also resistance among those connected with the German-American business community. For other bankers whose sympathies lay with Britain, it was clear from the start that Britain and France had to be given credits. With the panic and turmoil of August 1914 subsiding, Wall Street had entered into negotiations with London and Paris. As early as 6 August, the WSJ wrote that “there is every reason to foresee, beyond a short period of suspense, a great boom in business in this country, created through no effort of our own.”45

Once again, the notes and letters of Vanderlip provide a window to how the European situation was perceived in American business circles and to the practices that they adopted. In September 1914, he was convinced that American exports could be built up over time, even if “we can hardly hope that it will be equal to the losses that are already upon us as a result of the destruction of some of the great European markets.”46 During the same month, International Harvester, which had made major investments in Europe, announced that it would not be paying out dividends because of “the tie-up in its foreign credits.” The situation was very different back home. From Chicago to the West and Northwest there was “some considerable semblance of prosperity owing to the high prices for grain and the great crop” of that year. The American economy, Vanderlip added, will “save the world financially,” just as it was “the only thing that will save Europe from utter ruin.”

One of the consequences of America’s favorable position was that large sums of money were “flowing toward New York,” while much of industry was running on overtime.47 And yet, all this did not cause Vanderlip, the ever cautious banker, to have “foolish ideas about New York becoming the financial center of the world.” As long as the United States remained a debtor nation as it had been before the war, “we are a long ways short of that.” However, he had no doubt that “with the complete disorganization of the world’s exchanges, we are going to play a very important part” in the larger picture. It was also reassuring to him that NCB had “a position in this field of great prominence”—until after the war when the United States had become a creditor nation and Wall Street and many big corporations began to aim at being number one in the world.

The shift became visible as early as 1915. If the United States had been running a trade deficit before 1914, the balance of trade was now turning into a surplus. Up to October 1913 American exports to Germany amounted to $48 million, as against imports from that country to the tune of $15 million. The ratios with respect to Britain in October 1913 were $71 million in exports as against $20 million in imports from there. By October 1914 trade with Germany had declined very steeply as a result of the war and British blockade, whereas exports to Britain had increased by $1 million over the previous October. According to Vanderlip, this also had the effect that “we will be able … to absorb our own securities held abroad and thus decrease our indebtedness here.”48

And yet worries about the future and how it might affect the American economy never disappeared. When Lloyd George announced that in 1915 the Allies would be spending $10 billion on top of what the war had already been costing up to the end of 1914, Vanderlip felt “that we are getting into figures that are astronomical rather than financial.”49 It was difficult for him “to attempt to grasp what the ultimate significance of such a creation of obligations is going to mean to the world.” He added that it was “idle for any human mind to try to predict just what all this is going to mean economically.” The only counsel he had in those circumstances was to adhere to an “extreme conservatism.” A week later, he wrote that “the tragedy” in Europe was “so great that it must, of course, be profoundly depressing, and there is no chance to forget it.”50

So, notwithstanding the tensions over contraband seizures by the Royal Navy, the American business community began to move more closely toward their British counterparts. In December 1914 there had still been some impatience because the latter expected, not explicit American neutrality, but strict partisanship. By April 1915 Vanderlip’s pro-British sympathies were palpable:51 “The English people have handled the situation masterfully,” though he wondered “if anybody could really handle it.” He continued, “The prevailing sentiment in this country is, of course [!], all pro-allies, and nobody has any doubt of the final outcome” and “a marked success for the armies or for the English navies would be productive of about as much real satisfaction in this country as in England.” In the meantime, “the horror of the war” was also growing in the United States, with everybody feeling “a deep grief in the situation and a sense of uncertainty.… We hope that soon there will be a brighter hue to the general outlook and prospects for peace.”

Only a few weeks later came the shock of the sinking of the Lusitania that inevitably stoked anti-German feelings. Yet Vanderlip was not the only one in the American business community who was still “determined to keep out of the war.”52 Indeed, it seemed “hardly probable that anything within reason can be done which will arouse us into a war fever.” In this respect Wilson’s policies, he added, “really represent the country, for there is utmost aversion in everyone’s mind to our becoming a belligerent either in Europe, the Orient, or Mexico.” At the same time, he reassured Sir Felix Schuster in London on 1 June 1915:53 “The United States will be found firmly and courageously on the side of civilization, no matter what such a stand may involve us in.” And so Vanderlip and other businessmen vacillated between gloom and hope for a bright future, especially for their own country. On 11 June 1915, he mentioned the “feeling of relief” around the country at Wilson’s moderate reaction to the Lusitania crisis because “no one wants war.”54 Any earlier blue-eyed notions about the war had disappeared, for “when it becomes a contest of machine shops and chemical laboratories, whatever romance there might have been in it, fades away,” even among young men. Indeed, “we are today much further from the probability of becoming involved than we have been in a long time before.” Of course, “some untoward action [may] change all this at any time.”

Two weeks later, Vanderlip was more jubilant:55 “What a wonderful opportunity America really has to take a great place in world finance with this ability to expand credits!” The Americans may be an insular people, and there were certainly plenty of opportunities to develop the domestic market. Nevertheless, “the next great commercial period in America … is likely to be a period of expanding foreign relationships.” If there was any problem, it was cultural, that is, a lack of training, temperament, and initiative.

With international trade no longer being what it was before 1914, the field of finance and foreign exchange became a major focus of activity, and here—although Vanderlip was “personally very pessimistic about the outlook for long-term bonds”—there emerged a trend toward not only expansion but also concentration.56 Given the high degree of frag-mentation of the American banking system, NCB and other big institutions began to realize that business as well as government were bound to become more centralized and coordinated. This trend was making rapid strides in all spheres of life from 1915 onward under the exigencies of war in Europe and the conflict’s slow “totalization.”57 Government, business, and trade unions moved more closely together, leading everywhere to the creation of war boards. The further hope was of course that this cooperation and coordination would increase efficiencies and yield productivity gains in industry.

All this meant with respect to banking that, with the American economy doing so well, the private-sector loan business remained as alluring as it was risky. To be sure, Latin America and Scandinavia were less problematical in this respect. Russia, by contrast, was a different matter, where International Harvester still saw business opportunities in 1915. But Russia had never been deemed a safe business proposition, and in light of the lengthening of the war, American business soon began to retreat from the crumbling Tsarist Empire. At the same time there were the strained finances of Britain and France. For the moment, Britain had shouldered the main burden “of supplying credit to pay for the huge purchases being made” in the United States, which in turn created “extremely serious” fresh problems.58 Vanderlip became so worried about all these pressures that he even began to wonder about the viability of capitalist system as a whole. He added that “here in America, of course, we are having no touch of that, but in a way our commercialism is hardened and men calculate the duration of the war in figuring out possible profits and gamble in war stocks with great recklessness.”

To the New York banker this was one reason why “there is the strongest disposition to keep America out of the struggle” in “recognition of our utter unpreparedness” and with it “a growing disposition to rectify this in some measure.”59 And yet, he doubted that this would lead to a more fundamental “regeneration of the spirit” or to get in some other way “an adequate compensation which we must ultimately pay for this destruction of life and wealth that half the world is engaged in.” He confessed that he was “depressed over the situation in world affairs.” To him it seemed “like waking up and finding that a horrible nightmare turns out to be a terrible reality.” One aspect of this was that the intensifying interaction with Britain and France was still vexed by problems.

As he put it in a very long letter to Prince Poniatowski, his long-time correspondent in Paris, while it was right “that England did the wisest possible thing in arranging for her purchases to be made through a single channel on this side” and that it was proper for France at first to approach the same source in its discussions of “financial ways and means,” “this house [i.e., J.P. Morgan] felt that this primary approach placed it in a leading position for future discussions.”60 Having admitted, also in later remarks, to some typical Wall Street rivalries and Morgan’s position within the system, he also agreed that there was not “the greatest cooperation on the part of our unorganized financial resources.” In fact Vanderlip expressed disappointment in not “obtaining on this side the financial cooperation to which any consideration of historic friendship and personal interest ought to have led.” By way of explanation, he referred to the large debts that the United States still had abroad from earlier years. The country had made “strenuous efforts to pay our foreign debtors what we owed them” so that it would have been “unwise” to do more for one of the belligerents. Moreover, talks that were held at the time with the Department of State in Washington, which was anxious to preserve strict official neutrality, had merely resulted “in some utterances unfavorable to this country engaging in any large loan to belligerents.” Fortunately, after the “helter-skelter” start of British and French purchases in the United States and a loan largely negotiated by Morgan, centralized purchasing had brought some order and stability. Due to Morgan’s dominance there had been further tensions over the fact that one institution, that is, Morgan, “was making very great profits.” In short, early disorganization had been followed by reluctant cooperation.

Last, but by no means least, there was the problem of the larger number of German Americans, among whom there was “a small minority of opinion favorable to the German cause,” even if “speaking broadly, there is practically but one sentiment outside of those who by racial ties are naturally committed to Germany, and that sentiment is wholly with the Allies.” Although the sinking of the Arabic by a German submarine that had meanwhile occurred had “not yet [been] digested,” it could well be that pro-Allied sympathies became “crystallized into a positive alliance.” But, as Vanderlip concluded, the country as a whole still “does not want war” and was “woefully unprepared for it.”

The continuing general reluctance of the population also explains the lack of investments in foreign securities, which in turn was also related to the developing military situation on the Western Front and in Russia. There was also the fact that some corporations, such as Union Pacific, were, under their charters, not allowed to hold foreign securities. Finally, it had to be considered that “in the boards of many institutions there may be one at least among the directors who is of German origin and strenuously objects to his institution giving financial aid to the enemies of the Fatherland.” In the end, though, Vanderlip, in his letter to Poniatowski, felt compelled to return to his more general pessimism about “the consequences that may flow from this unprecedented struggle.” Occasionally, it is true, there were references to the recovery of the United States from the destruction of the Civil War. But whatever the differences, Vanderlip expressed his faith in the ultimate redemption of the obligations that Britain and France had entered into, even if the burdens were great.

In the end, he asked his correspondent in Paris what he thought should be done. The Allies needed a minimum of $500 million between now and 1 January 1916. Should they meet that new obligation by shipping gold that the United States did not need? “Indeed, it would be a dangerous thing for us to have it.” Gold would merely add to the strong reserves that banks held already, stimulating “sooner or later” further inflation. Hence other ways of repayment had to be found. A certain amount of British securities might still be placed in the United States, but the country had no appetite for taking more French or Russian government bonds, and confidence even in Britain’s national efficiency had been shaken.

While all these dilemmas arose from the ever more astronomical costs of the war on the Allied side, the German-American relationship continued to deteriorate. As we have seen, Bethmann-Hollweg succeeded in pouring oil on the rough seas after the Lusitania and Arabic disasters. In 1916, there was another incident involving the Sussex. While Wilson was looking for ways of bringing about negotiations for an armistice and eventual “peace without victory,” Washington also stepped up its military preparedness, perhaps also because, beyond all Anglophilia among the business community, there was disappointment not only with German but also with British policy making. As Vanderlip put it in August 1915, “the decadence of England’s national virility, of which we have heard so much in the last few years and seen evidences of in her political and labor troubles” had “really come to the surface very prominently during the past year.”61 Of course “out of this war, if the Allies win, there may come a new national spirit, but England today is certainly facing the greatest crisis in her history and one which might easily take away some of her imperial prestige.”

For a long time the populations in the Midwest in particular remained opposed to a direct American involvement in the war. However, by early 1917 this mood had begun to change, and not just because of the German resumption of unrestricted submarine warfare in February. At that time at the latest even the more pro-German businessmen had given up their neutralism in despair. In the case of Jacob Schiff of Kuhn, Loeb & Co., it was the outbreak of the Russian February Revolution that had pushed him to abandon his opposition, with his bank announcing that they were now “prepared to enter Allied financing if they are wanted.”62 Meanwhile the Anglophile Vanderlip felt that NCB was in good shape “to meet any strain that will come as a result of war, if we are to have war.” This was so despite the fact that by then “we are loaning twice the French amount through Morgan to the English interests.”63 Of course, as a precaution Vanderlip had segregated “the collateral which is American securities with a very ample margin of foreign securities.”64

5. The American Entry into the War and
the Dilemmas of Peacemaking

The prospect that the United States would abandon their neutrality also shifted the burdens of war finance that had hitherto fallen on the private sector. By the end of March 1917, there arose the “possibility of a very large Government bond issue,” if the country did “what it seems to me we ought to do—[i.e.,] give a great credit to the allies or certainly to France.”65 When, on 6 April, America found itself at war with Germany, it was clear that expenditures would rise even more steeply than people had ever imagined. Now Washington took the lead in initiating bond issues, seized German vessels anchored in American ports, and intervened much more directly in the domestic economy. Following European precedent, war boards were set up. Given that the country had no compulsory military service, mobilizing and preparing American men for combat on the Western Front proved difficult. Without a standing army, it took almost a year before American troops arrived in northern France. But they landed just in time to support the French and British in their effort to repulse the German offensive of March 1918.

This was the kaiser’s last major push to achieve victory in the west only a few weeks after signing the Treaty of Brest-Litovsk, which, following the Bolshevik Revolution of November 1917, had secured an end to the war in the east.66 By July, the American contingent had increased to close to two million, and this force made a major contribution to stopping the German offensive. With the tide now reversing and the German army collapsing, Wilhelm II was told by General Erich Ludendorff and his other military advisors that the war had been lost. It was time to negotiate an armistice with the Western Allies, which was finally signed on 11 November 1918. The United States had lost around 113,000 men. Some 220,000 had been wounded.

In light of America’s great military-industrial potential, which merely had to be mobilized to tip the scales, Wilson sent a set of peace proposals to Congress on 8 January 1918, divided into Fourteen Points.67 Some of these referred to territorial claims and demands for autonomy and self-determination, especially in East-Central Europe. But the most revolutionary clauses postulated an end to traditional secret diplomacy, a reduction of armaments, freedom of the seas, and a general association of nations “for the purpose of affording mutual guarantees of political independence and territorial integrity to great and small states alike.”

If it was one of Wilson’s peace aims to “make the world safe for democracy” and to usher in a new era of international relations, his program ran into trouble for the first time during the armistice negotiations with Germany. Anxious to avoid serious conflicts with Britain and France, he had already withdrawn the idea to secure the “freedom of the seas” that the British government was opposed to. The French then succeeded in upending the American negotiating position on reparations: the defeated countries and Germany in particular would now be expected to pay for the damage they had caused. By the time the peace conference opened in Paris in the spring of 1919, several cracks had appeared in the wartime alliance.68 At a most fundamental level it had become clear that neither Britain nor France was genuinely interested in creating the kind of new diplomacy that Wilsonian idealism represented. At one end of the spectrum were the Bolsheviks, who were not represented at the conference table and who were promoting a radical revolutionary vision of a new world order based on Marxism-Leninism. At the other end stood Wilson’s Western Allies who wanted to continue a diplomacy that was based on national interest and traditional power politics. The French position, strongly supported by the population, was also guided by its understandable desire to gain security against its neighbor to the east against whom they had fought two major wars in 1870 and 1914. British public opinion, already in a high state of agitation and bitterness over the huge losses in human lives and wealth and worried about the cohesion of its Empire, had been whipped up further by Lloyd George’s jingoistic campaign during the national elections in the fall of 1918.69

If the “special relationship” between the British and Americans had been strengthened during the war, it was now beginning to fray, first at the Paris Peace Conference. In 1920–21 there were attempts at cooperation, which came under strain again at the time of the Genoa Conference in 1922, to be examined later in this chapter. Ultimately, Wilson’s wartime Allies’ resistance to his peace aims at Paris became so disconcerting to him that he dug in his heels. But the conference majority, led by Britain and France, ultimately got its way, and their victory became enshrined in a number of peace treaties signed by the vanquished in various Parisian suburbs. The most important among them, also in terms of the future development of international economic and political relations, was the treaty signed by Germany at Versailles in June 1919. It contained not only some quite painful territorial losses, a demilitarization of the Rhineland, a drastic reduction of the country’s armed forces to one hundred thousand men, and reparations clauses that soon became the object of very sharp contention, but also the Covenant of the League of Nations, the first large international organization in history. Wilson had viewed this organization as a guarantor of the new diplomacy that he had been pushing for during and immediately after the war.

The Covenant was an incomplete work. Its clauses put to rest the Wilsonian principle of self-determination. In contradiction to this principle, East-Central Europe saw the emergence of states that comprised several nationalities and ethnic groups. The consideration of the peacemakers here was to create larger entities, such as Yugoslavia, Czechoslovakia, and Poland, that were strong enough to act as a cordon sanitaire against the Bolshevik “bacillus” to the east, while at the same time facilitating the containment of a militarily weakened but demographically and economically still strong Germany, now situated between France and a belt of Eastern European states with which Paris subsequently concluded separate alliance agreements. Meanwhile, the peoples in the European colonial empires, who, partly in response to Wilson’s proclamations, had founded national unification movements of their own, were denied self-determination, and many of them had to wait until after World War II before achieving independence, often after bloody wars of liberation against European colonialism. Finally, the territories that had been under the rule of the now collapsed Ottoman Empire as well as Germany’s former colonies were put under a Mandates system.70 Its inhabitants were told that they would continue to be administered by foreign powers, mainly France and Britain, until they were deemed to be ready for independence. The nationalist ferment that this delay created in Asia and Africa finally exploded after World War II, leading to the creation of a welter of new nation-states.

However, this is not the place to discuss the problems of the Paris Peace Conference in more than broadest outline. The point is that when Wilson returned to the United States and these results, which bore the hallmark of the old international order, were put to the U.S. Senate for approval, its members were split into three factions: supporters of the president and his bid to obtain ratification, the “irreconcilables” who totally opposed the Versailles Treaty and the League of Nations, and the “reservationists” who were prepared for the United States to join the new international organization, but only if certain conditions were fulfilled and a number of amendments inserted. In order to swing the balance in favor of passage, the president began to tour the country to appeal directly to the people and thus to exert pressure on the senators. It was on this tour that he suffered a breakdown on 2 October 1919, followed by a stroke. On 19 March 1920 the Senate rejected America’s accession to the League of Nations.71

No less disastrous for the future of Europe and European-American relations was that the peace with Germany was also not accepted, since the Covenant had, rather incongruously, been made part of the Versailles Treaty. It was only eighteen months later that the United States signed a separate peace with Germany (and also with Austria and Hungary, the two truncated remnants of the Austro-Hungarian Empire). By this time the popular mood in the United States had also turned more firmly against any further political and economic commitments to Europe. The “isolationist impulse” among parts of the American population proved stronger than the country’s desire to reach out into the postwar world, as advocated by an assortment of East Coast industrial and commercial elites engaged in international trade.72 In these circumstances the Europeans were largely left to sort out on their own the truly staggering socioeconomic and political legacies of World War I.

6. American Big Business and
European Reconstruction

This is therefore the point at which to look more closely at the relationships that American big business developed with Britain and Germany after World War I. The best way to move into the larger question of American businessmen’s perceptions and policies toward these two economies and toward Europe more generally is to begin with Frank Vanderlip. Time and again, he had raised his influential voice on the topics of the day in letters to friends, colleagues, and men involved in the Wilson administration. He had also firmly committed himself to the organization of the war effort. He was put in charge of the government’s “war savings certificate program” and actively contributed to the war effort in many other ways.73

But in early 1919, he decided to leave the NCB at age fifty-five. At the time, there was a good deal of press speculation as to why he had taken this step. There were rumors that he had fallen out with James Stillman, who had expressed a desire to take over the NCB presidency.74 Retrospectively, Vanderlip wrote to W. S. Cassell in 1933 that, as the “relinquishing of the presidency was what I wished,” he had signaled his intention to the board, provided that “my stock in the bank (I was the second largest stock-holder at the time) was taken at a price that was satisfactory to me.” Although “some members of the Board rather vigorously objected,” a settlement was eventually reached between the Rockefellers, Stillman, and Vanderlip that was satisfactory to the three parties. It seems therefore more likely that he was simply exhausted from the stresses and strains that his many jobs and activities had imposed upon him. He wanted to be free of daily chores in order to be able to read and travel and to use his great knowledge and experience to write articles and books that would influence American elite opinion.

He, who had always had wider intellectual interests, had become wealthy enough to live a more contemplative life. To be able to step back and to take a more long-term view of the future may also have been related to the fact that from the start of the war he had always seen the destructive effects of a conflict that had become ever more total, devouring millions of human lives and huge material resources all around the globe. He never doubted that the American economic and political system was strong and resilient enough to withstand the shock and secure victory against Germany and its allies.75 When it was all over, he hoped for the inauguration of a successful reconstruction program, provided that it was launched without delay. At the same time, he found it impossible to join the optimists in the business community who expected a quick and almost automatic general recovery under the leadership of the greatly strengthened United States with its highly productive industries and powerful banks.

After his resignation from NCB, Vanderlip spent the spring of 1919 in Western Europe. His analyses of the situation there are to be found, in the first instance, in a number of letters that he wrote to friends and politicians after his return. Their tone is quite different from the optimism that many American companies exuded in the summer of 1919. Writing to W. B. Wilson, the U.S. secretary of labor, on 20 May 1919, he was quite firm that “a return to prewar conditions at an early stage” was “impossible.”76 He had found industry and agriculture in Europe “completely disorganized.” Production costs would remain high “for some time to come which will affect world prices.” He realized how important exports had become in peacetime for an industrial system that had been greatly expanded for military production and now, that the conflict was over and conversion to civilian production took place, had to find new markets. Accordingly and as early as November 1918, he submitted a plan to improve the efficiency and quality of American production to William Redfield, the secretary of commerce in the Wilson administration.77 It was to be “the basis of a movement which would be of great value to our industries and to our people” and “one of the incidental results would be a great stride in foreign trade.” Recommending a certification system for American goods, he wrote, “We know, as we get into the scientific management business, how essential it is, in buying large quantities of material, to have some authoritative knowledge of what it is we are buying.” While he encouraged the government to set an example, he also felt that “many large business organizations now [similarly] see the wisdom of having a real scientific knowledge of the quality and character of the things they buy.”

The problem was that this efficiency drive to increase foreign trade was of limited use if the trading partners were distressingly weak. As he wrote on 7 July 1919 after his trip to Europe,78 “Just now, with a fresh view of the suffering of Europe in my mind, I feel that the world is really in a very seriously troubled state.” A “serious disorganization” was part of “the economic breakdown in Europe.” Anglophile that he was, he had spent some part of his trip to Europe in Britain and now reported to Frank Trumbull, a British friend in Ashdown Forest, that he very much appreciated the “difficulties of the English situation” and the pressures of American competition that had vexed British industry long before 1914:79 “We are sending ship-plates to England” and have “recently successfully bid on rails for the Glasgow tramways.” In New England he was told that “they are now making cotton goods actually [at a] lower [price there] than they are at Lancaster,” one of the traditional centers of the British textile industry. Worse, they were “opening up a large market in the Far East.” In a letter to H. S. Pritchett in California of 16 July 1919, he confessed that he was glad to be relieved of his NCB job.80 But not only the Russian but also the Western European situation had made him pessimistic: “The march of events in Europe seems to me to pretty well dovetail with the conclusion which I had in mind when I returned.”

Pessimism was also more generally the thread running through a book that he wrote during his return sea journey on the basis of a diary that he had kept while traveling in Europe.81 Published soon after, it garnered considerable public attention and led to invitations to give lectures about his experiences in Europe. It must be seen as a key document relating to banking and big business at this time. Vanderlip began with a description of economic conditions in northern France with its battlefields before he went on: “In picturing the devastating effect of the war on European industry, however, one must not confine the view to the Hindenburg line.” Important industries were also destroyed in Poland. Some four hundred thousand had starved there in the fighting between the Russian and German armies. Now “that great territory, the size of Kansas, is barren and without means of sustaining life. The industry of Warsaw was systematically sacked, as was that of most cities on the eastern front.” Romania, once a major exporter of grain, would, as its prime minister had told him, “be able to raise this year only a sufficient amount of food for her own population.” Finally, “Serbia was utterly despoiled.” He concluded, “If it were possible to show the exact percentage of the industrial life of Europe which has been sacrificed with shell, bomb, and incendiary torch, it would be seen that the destruction, vast as it is, bears no overwhelming relation to the whole.”

Why, Vanderlip then asked, will it be so difficult to revive European industry? He suggested to leave aside the industries of the devastated regions in northern France and to take “an unharmed industrial plant in any place located in the interior of any one of several countries.” He enumerated a few of these difficulties and then “let any American manufacturer try to imagine [that] his plant [was] faced with such a series of difficulties.” He ventured to speculate that this manufacturer, too, would have found them insurmountable. To begin with, there was the breakdown of the system of domestic transportation, compounded by the problem of a lack of raw materials, most of which had to be imported. Next there was the question of finding customers who were able to pay for finished goods. In Scandinavia or Spain they would probably have the means to settle their debt, but not in many other nations, especially those in Eastern Europe. The latter were all scrambling to obtain credit. All in all, there was a great need for goods, “but the difficulties surrounding their production and marketing are so great that up to the present time there is a condition of idleness” that was unprecedented. And so Vanderlip had come home convinced that “there can be no secure peace until the way is found to supply … credits to all industrial centers.”

After further analysis of the transportation problems, Vanderlip devoted a whole chapter to the British predicament. He reminded his readers, perhaps a bit too diplomatically, that “at no time prior to the war did she cease to make progress, although Germany and the United States in later years progressed on so much more rapid a scale that England’s premier position was being endangered.” He thought that the impression of the country “that is in the mind of the average American manufacturer who is looking forward to international competition” is that British industries had “greatly benefited by the war,” as was true of the American ones. There was also the belief “that the war would result in a great revival in British industry.” It was these notions upon which Vanderlip then poured a lot of cold water. Apart from poor housing conditions, average wages were lower “than the point at which physical efficiency of labor could be maintained.” There had been little economic change from before 1914 at home. As far as international trade before the war was concerned, “the great customer of England was the continent of Europe.” Indeed, that market had been “essential” for earning “the margin that she requires for her food imports from other countries.”

However, Britain’s European markets had experienced “an almost inconceivable disorganization.” So, unless the economies of Continental Europe were brought back to life, Britain would not be able to regain those markets. Worse than that, “our own position in international industrial markets will be in large measure influenced by England’s ability to continue successfully to compete in those markets.” The general European disarray and paralysis had now resulted in “a rapidly growing army of unemployed which was increasing directly as the demobilization of the army proceeded.” These workers had to be found jobs. Only then was there some hope that, if realized, would carry “the future of England’s industry … beyond anything ever dreamed of.”

In another chapter on the perilous state of France Vanderlip praised it for never having “stopped to count the price in courage and manhood that she must pay to defend herself from the Hun.” Maybe it was this disdain for the Germans that he did not inspect and discuss the state of the German economy. Although its industry moved to the center of the stage again a few years later, conditions were as desperate as those of Britain. To give just a few indices, by the middle of 1918 the provision of foodstuffs, if measured against one hundred points in 1913, had reached twelve index points for meat, five for fish, thirteen for eggs, and seven for vegetables. In 1920 coal production compared with 1913 stood at two-thirds, iron at one-third, and steel at 50 percent. The consumer price index had quadrupled since 1914 and the cost of living in 1920 had risen more than eightfold.

It is against this background that Vanderlip unfolded a plan that he thought could still save the situation: truly massive American credit. In fact, “the role that American banks can play in the credit situation in Europe is of vast importance and, if they will hold firmly to the line of sound commercial banking it is a role which they can play with security and profit.” However, this strategy, he continued, had to be accompanied by an American-style liberal capitalism that was based on “comfort and liberty,” and not just for a small dominant minority, but for all. After all, America was, in his view, “the greatest of democracies, pledged to the sovereign rule of majorities,” while the country “should beware of the power of minorities.” Accordingly, what had struck him “as most significant” in the state of Britain was “the changed and liberalized attitude of employers.” Vanderlip felt he had encountered this attitude among businessmen whom he had interviewed and whom he now quoted at length. The country, his interlocutors had reportedly said, would be efficient if it had a forty-eight-hour week and security against unemployment for its workforce as well as greater worker control. Here the “final step is to give labor a real interest in the profits in the business.” This would be “the lowest price at which the capitalistic regime can buy itself off from the danger of revolution,” that is, the threat of Bolshevism that was constantly on the mind of not only Vanderlip but also most other American businessmen in this period.

Even though the news that the banker brought back from his European trip was gloomy, he did not throw up his arms in despair. On the contrary, he not only was convinced that this was the great opportunity for American banking to help Europe to get back on its feet, but also asked the question, “Is New York to become the financial center of the world?” That, he added, was “a question which first arose in the minds of boasting ignorance [before the war]; but today it has become a question that is entitled to be asked in seriousness, examined with care, and answered in the light of new conditions.” This led him to a discussion of the advantages that the London City still had over the Americans. So, even if Wall Street could not yet replace London, he was convinced that the former would most certainly become “the depository of a great part of the international bank balances coming from every quarter of the world,” not least because the United States had now moved from its prewar status as a debtor nation to being a creditor country. Furthermore, “we are the greatest producers of food and raw materials and minerals in the world” so that “for years to come our commodity trade balance seems likely to run several hundred million a year in our favor.”

7. The Idea of an International Loan
for European Reconstruction
and Its Failure

In Vanderlip’s eyes, the United States therefore had a great opportunity to develop a plan for the reconstruction of Europe. Certainly, the country could not simply stand apart “from the rest of the international system.” Consequently, he now proposed an “international loan to Europe.” No time was to be lost, also in light of the ever-present Bolshevik threat: “Unless there is speedy action in the direction of restarting paralyzed industry, there may follow a quick march of events toward revolutionary outbreaks in any country where idleness is continued and is followed by hunger and want.” Given the size of the international loan that would be required, it was in his view necessary to mobilize the entire financial sector. Waiting for government participation would take too long, as all legislation had to pass through U.S. Congress. Having discussed the question of loan security and other principles, Vanderlip made his appeal for the kind of huge loan that he was thinking of, “to be participated in by the United States of America, the Netherlands, the Scandinavian countries, Switzerland, Japan, those South American countries which are important exporters to Europe, and Great Britain, although the latter to perhaps a limited amount, if British interests so desired.”

This “peace loan” was to be supervised by an International Loan Commission, headquartered “in the Peace Palace at The Hague.” The commission “would determine from the facts regarding the industrial situation in each of the possible borrowing countries, the proportionate allocation of parts of the total loan to each borrowing nation.” At a later date, the commission would also decide, “in conjunction with representatives from the borrowing nations, the definite amounts of machinery, raw material, rolling stock, etc., which should be furnished.” The borrowers would “pledge a first lien upon its customs revenue to meet the interest and amortization service of that portion of the international loan allocated to that particular nation.” This, so Vanderlip ended his book, would be the first step toward “furnishing the minimum necessary to restart industry in all European nations concurrently.” To make certain that he would be heard in Washington, he wrote a memorandum [titled “1919 in Genoa, Report No. 4”] that he submitted to Colonel Edward House, Wilson’s advisor at the Paris Peace Conference, proposing “that Europe must issue Receivers’ certificates, that is to say that new loans should rank in front of all other indebtedness.”82 He repeated his idea of “a great international loan, the proceeds of which should be so administered as to best serve the reconstruction of industry” and then added, “The Conference of leading London financiers” later resolved “that they would be willing to join America substantially in making such a loan.”

There can be little doubt that this was a very farsighted plan that might, in some ways, be compared with the Marshall Plan after 1945, when the United States, having learned the bitter lessons of interwar politics and economics and having won another world war that it did not want, promoted the reconstruction of Western Europe, again in the face of a widely perceived threat of Bolshevism. This story will be presented in chapter VI where the differences with the post-1918 situation will also have to be discussed.83 This later development, too, will be analyzed in terms of the central theme of this book, first against the background of the current chapter, then for the period 1922–33 in chapter IV, ending with the Great Slump of 1929 and the rise of Nazi Germany, and finally for the years of World War II and the post-1945 decades.

It seems that Vanderlip was not alone with his plan. As early as April 1919, WSJ had carried an article announcing that “U.S. bankers prepare to finance Europe.” By September the paper estimated that Europe needed some $5 billion as credits. Fearing a collapse of trade, John McHugh, the chair of the Commerce and Marine Division of the American Bankers Association, proposed in early 1920 to convert some $4 billion held by American investors in short-term bills of exchange into long-term investments to “open up again the flow of our [American] goods [to Europe] where they have ceased to flow.” He also tried to give this program an institutional foundation with the help of an “Edge corporation organized as a debenture bank” whose debentures would attract savings from depositors “in banks outside the main centers (New York, Chicago, Cleveland, Detroit, and San Francisco).”

There are also the ideas of former Secretary of Commerce Redfield, now president of the American Manufacturers Export Association, who took an even more long-term view than McHugh. As he put it, the problem of American manufacturers did not lie “in our lack of competing power.” Rather it was that, without branch banking of its own, all American “drafts went through banks owned by our competing countries.” The challenge was therefore for American business to show “vision and courage to do a very simple thing … [i.e., to] put American money into American-owned and American-run and American-controlled industries around the globe.”84

Such statements show the frustrations that many American bankers and manufacturers felt that so much of international business was not transacted through New York, Chicago, or California, but through foreign banks and the City in particular. This was to be changed. New York was to become the center of global finance, so that Britain, which had already been squeezed out of its prime place in manufacturing, would also be relegated to playing second fiddle in the world of finance. It was a strategy without which the subsequent treatment of Britain in the 1920s and beyond World War II and that country’s resistance to it cannot be understood. Redfield’s vision should also be seen against the backdrop of the passage of the 1918 Webb-Pomerene Act, which mitigated the strict antitrust rules of the Sherman Act. American firms were now permitted to cooperate in international trade without fear of being prosecuted by the Department of Justice.85

While Vanderlip’s book had a positive reception at the time, the aim of the rest of this chapter is to hold his proposals against the realities that existed first during 1919 and then to look at developments that turned the dire situation that he had encountered during his trip into a general European socioeconomic collapse. This was followed by outbreaks of political violence and attempts in 1923 at emulating the example of Benito Mussolini’s Fascist seizure of power in the previous year, that is, to overthrow, especially in Germany, the constitutional order that had been built, very precariously, in 1918–19. Once again the United States, Britain, and Germany played a key role in these developments. It took the virtual collapse of the German economy and a major crisis in the French one to find a way out, this time successfully and with the active help of American bankers and industry.

8. The State of the American, British,
and French Economies in the
Early 1920s

A good starting point would seem to be to look at the state of the American economy at the end of the war. By becoming a major supplier of food and military hardware to Britain and France and, from April 1917, also to its own war effort, American industry experienced a great expansion of its capacities. One indicator of this was the additional factory space that had been created. In 1915 it had amounted to some 64 million square feet; by 1918 it was 181 million. Between 1914 and 1919 the number of employees in the car industry alone rose by 162 percent from approximately 127,000 to about 343,000. Electricity generation increased threefold and iron production doubled to 37.5 million tons by 1920, far outpacing Britain’s at 8.2 million and Germany’s at 6.4 million tons.

The U.S. merchant fleet now occupied second place behind Britain’s, with a tonnage that had quadrupled since 1914 to 9.77 million. In 1918, the tonnage of merchant vessels built in American shipyards was twice the British one. Since freight rates had risen over sevenfold during the war, shipping companies kept placing large orders with the shipbuilding industry. These additional capacities were crucial to the ultimate winning of the war, but they were bound to pose a problem for the period after 1918. There was, it is true, some pent-up domestic demand due to the wartime emergency. But partly because the American involvement in World War I was relatively brief, living standards did not decline markedly and there had been no rationing as in Britain or food shortages and mass starvation as in Germany. Of course, in no way should it be forgotten that the American statistics reflected national averages and that poverty levels in the United States remained high among the lower classes and some ethnic groups, especially among African Americans in the still segregationist South and the slums of cities such as New York.86 In this respect, the global figures of large-scale studies never tell the full story. But the literature on the more detailed picture of living conditions in various parts of the country is readily available.

As was to be expected, American industry first tried to satisfy domestic demand, which turned out to be a flash in the pan, and “postwar restocking” and export initiatives soon also ran into trouble. Domestic iron production slumped by 50 percent to 16.5 million tons by 1921, that of copper even by 80 percent; automobile output shrank by 50 percent. Soon both industrial workers and farmers were being hit hard by a slump, as wholesale prices kept rising from 100 index points in 1915 to 228 by 1920 before sinking back to 150 points in 1921. The early optimism about domestic demand now evaporated very quickly. On 15 January 1919, Forbes gave as total war damage the figure of $13.2 billion, which, the journal hoped, meant “heavy purchases of U.S. materials” by Europe.87 The article was full of statistics about European needs and lists of what those countries would therefore want to buy from the United States. The huge losses in British shipping would, it was said, be replaced. The hopes and fears that these developments generated in American manufacturing circles must be seen together with the information on domestic and international conditions that circulated among the financial community.

Although it is difficult to know how much direct exchange there was between the bankers and the big manufacturing corporations about the situation, both were in touch with the politicians and bureaucrats in Washington and certainly both wanted something to be done long before oversupply at home put the economy into reverse gear. Creating an export outlet for surpluses required credits that would stimulate demand for American goods in Europe, much of whose own wealth had been destroyed by the war. What were the prospects of this? Judging from the available statistics, they looked good at first. In 1919, American exports reached $5.2 billion and generated a surplus of $4 billion. But, calculated in current dollars, this figure had dropped to $2.1 billion by 1921. In 1922, the surplus was a mere $700,000, reflecting a declining demand in Europe. It was exacerbated by insufficient credit that only the United States could furnish. Yet, its banks were merely prepared to give short-term loans and—a further complaint of industry—all too frequently to American agriculture, whose food exports to starving Europe were much in demand and certain to be paid for without long delays.

Thus in 1920, the United States exported grain to the value of $57.7 million, rising to $104.7 million in 1921; meat and meat product exports rose from $46.0 million in 1919 to $56.4 million a year later, before dropping to $49.0 million in 1921. The value of cotton exports quadrupled from 1919 to 1920 to $110.6 million and stayed at this level in 1921. But other industries that had expanded during the war were deeply worried about their future and were looking for export opportunities to Europe to complement declining domestic demand. How did things look in Europe?

Starting with Britain, the postwar boom there that lasted for a little over a year from the spring of 1919 was in effect due to an inflationary boost.88 By March 1920 wholesale prices had increased by 200 percent in comparison to July 1914. Iron and steel production illustrates the severity of the subsequent slump particularly well, the more so since it was made worse by a decline in orders from manufacturing industry and a three-month strike by the miners in the spring of 1921. By July of that year all steelmaking had come to a standstill, so that by the end of the year steel production was 40 percent below its peak in 1917. Iron production was even lower at 25 percent of its 1913 peak. The downturn in coal production in comparison to 1913 was over 50 percent. Shipbuilding that, like the United States, witnessed an upswing after 1918 had dropped to some 38 percent from its peak in the fourth quarter of 1920.

The psychological impact of all this on the population was made worse by the British government’s wartime promise to reintegrate returning soldiers into their former jobs. There was also the hope of job creation through investments and imports by its American ally. With the levels of poverty high, Whitehall focused on the expansion of welfare programs to provide not only for disabled veterans but also for war widows and orphans. To make things worse, the labor reintegration program was much less successful than expected. By June 1921, the British unemployment rate reached 23.1 percent so that some 2.1 million Britons and their families had to rely on welfare benefits.89 The annual average for the year was 15.3 percent, to which must be added some one million in part-time work. Clearly, government and Parliament had to do something about these conditions. The 1920 National Insurance Act brought some 12 million Britons into this particular system of welfare. Another wartime promise to provide better housing at affordable rents had been created by the 1919 Housing Act. None of these measures were able to stem a rising tide of protests and demonstrations that reached a first peak on Armistice Day in 1922.

Badly battered by these developments, British businessmen, headed by the Federation of British Industries (FBI), responded with attempts to rationalize production, streamline management, and put pressure on the workforce to work longer and harder and to accept lower wages. While the government and the Labour Party were in basic agreement with FBI strategy, tensions arose over the level of dividends and over whether the reduction of high prices should come before wage reductions. In short, it was not in a condition to pay for American imports, and the plight of Britain was therefore another reason why the early postwar boom in the United States was running out of steam.

In France, economic problems arose not so much in the south of the country, where agriculture was still dominant, but in the industrial North.90 If factories had not been leveled by the fighting, the Germans had flooded the mines and wrecked the iron works on their retreat in 1918. During the war female industrial labor had increased quite tangibly. Thus the Renault car factories employed a mere 4 percent of women in 1914. By 1918 the percentage was 31.6. However, in order to create jobs for returning soldiers, women were urged to devote themselves to their families and to have children. As a result the number of births did in fact rise from 313,000 in 1913 to 403,500 in 1919—a welcome increase in light of the high wartime losses of men and the traditional French fear of being demographically far behind Germany, their dangerous eastern neighbor. All these measures did not prevent massive protests. Lorraine’s miners went on strike as early as 1919, followed by the metal workers, railroad workers, and white-collar employees in 1920, and on 1 May of that year the Confédération Générale du Travail (CGT) called for a general strike. As elsewhere in Europe, there was pressure on the government in Paris to look after the victims of the war. French casualties had been twice as high as Britain’s (1.34 million as against 700,000). So, it was not only the disabled veterans who were clamoring for support, but also widows and orphans.

9. American Big Business and the
Postwar Crisis in Germany

A few German key figures on the collapse of production, the undersupply of basic foodstuffs, and inflation in 1918–19 were given a moment ago. Economic deprivation was exacerbated by the chaos resulting from the November Revolution and the civil war that followed in 1919 between leftist radicals in the industrial centers of the country and the Free Corps units. The latter had been raised to stop attempts by German Bolsheviks, inspired by the Leninist revolution in Russia, to seize power.91 As far as the reestablishment of economic relations with the United States was concerned, there was a good deal of perfectly understandable hatred of the Germans who were blamed for having unleashed the war and for causing the death of millions.

Playing on popular feelings, anti-German articles continued to appear in the American business press. Thus, on 3 June 1919 WSJ published a piece about the Versailles Treaty that warned,92 “So long as the well-known qualities of arrogance, impertinence, bad faith and hypocrisy go to make up the German mind, it is impossible to argue with the German.” Referring to the question of responsibility for the outbreak of the war, the paper added, “Germany cannot say she did not know that going to war meant risking all she had.” But even if the Allies took “all she has in public and private” property, “the damage inflicted by Germany would not be made good.”

Inevitably perhaps, there was also hostility toward German firms, most expressly with regard to the chemical industry that reveals much about pre-1914 German-American rivalries, discussed in chapter II. On 28 December 1918, Forbes announced somewhat triumphantly,93 “Germany thought she had us eating out of her hands” in the field of chemicals, and this may have been true before the war. But now “our chemists have produced as good dyestuffs as Germany was ever able to make, and moreover we have not only equaled the skills of the Huns in producing pigments for the coloring of cotton, woolens, and silk fabrics, but we have in some instances excelled them.” Consequently, the “nation is now independent of German supplies of dyes and potash.” The article concluded, “For our entire chemical industry, the war has undoubtedly been a blessing in disguise. We have long been possessed of the materials and the technical brains for the work, but before the war we lacked the plants and the incentives to bestir ourselves to bring our production of chemicals up to its proper place in relation to the world’s output.” If true, this was certainly a striking reversal of fortunes in the chemical industries. And yet, behind this so blatantly articulated animosity, cooperation quietly resumed in this branch of industry as in others.94

Many American companies—anxious to revive prewar markets in Europe—took a pragmatic approach. Even before Washington relaxed the restrictions of the Trading with the Enemy Act in the summer of 1919, American firms had made contact with their German counterparts. As early as October 1919 the Berlin government signed an agreement with Standard Oil—before 1914 an unwelcome trust with a tendency to dominate—to deliver oil and gasoline. American farmers tried to sell their surplus production to starving Germans. In June 1920 the HAPAG shipping firm made an agreement with the American Ship and Commerce Company (which was part of the Harriman empire) to cooperate. Two months later, North German Lloyd followed suit by signing a contract with the U.S. Mail Steamship Company. While this helped to restore disrupted transatlantic shipping links, the resumption of contact between Walther Rathenau’s AEG and General Electric, on the one hand, and between Siemens and Westinghouse, on the other, was no less significant. Other companies, most of which had invested in and traded with Germany before 1914, also put out feelers, among them International Harvester, Otis, Singer, NCR, and the Guggenheim copper empire. The chemicals trusts also began to talk to each other with a view to reestablishing prewar cooperation and the sharing of patents that had been officially confiscated during the war.

All these efforts at exploiting the superior post-1918 international position of the United States were moderately successful in the very early postwar period. This was also a time when American banks were prepared to extend credit lines to agriculture and industry. They, too, harbored a good deal of optimism when they considered what had been destroyed by the war and—objectively correct—now ought to be replaced. But as Vanderlip had suggested in his book, much larger sums of money were required to finance these exports and European reconstruction. It was not just Vanderlip’s reports on economic conditions in Europe but also their own observations that caused American big business to wonder whether they would ever get paid for their deliveries and whether the upheaval that the war had created in all spheres of life was so profound that Britain and Germany were not at all to be seen as the promising foreign market that the Americans were so eagerly looking for. Given these uncertainties in both the domestic and foreign markets, the recession finally hit the United States with full force in 1921.

10. American Big Business, Washington,
and the Question of European Loans

Sensing the beginnings of this recession, America’s financial institutions were reluctant to commit themselves without guarantees from the administration in Washington. They looked at the loans that had already been given during the war—before 1917 mainly by the private sector, and after the American entry into the war by the federal government. Even at that time there had been some question as to whether the British and the French would be able to repay those wartime loans and whether government loans had priority over private ones. After 1918 it was clearly even riskier to extend credit for postwar reconstruction, all the more so since the U.S. government refused to guarantee private loans and, given the political mood in the country, was even less inclined to commit any further official funds to Britain and France, let alone Germany. Due to the war, the gross domestic debt of the federal government had increased to $25.3 billion, over $10 billion of which had gone as loans to the Allies. Banks were prepared to grant short-term domestic loans and to some small extent also to Western Europe. But what was needed was a long-term commitment to reconstruction from both the private and public sectors. Vanderlip’s American-led international loan project required billions, not a few millions.

Before dealing with the further development of an already badly tangled situation, it is useful to return to Vanderlip’s large correspondence with American business community. He was among the first whose mood had lapsed into pessimism. It is doubtful that he ever hoped that his grand European rescue plan with the Scandinavians and Swiss was more than a dream. If nothing else, achieving coordination with the banks in several countries was probably unrealistic in those years. If any one national economy could fulfill the role he had assigned in his plan, it was the American one. But only a few months after advancing his proposal, he wrote to the owner of the Robert Benson Company in London on 22 September 1919,95 “There seems to have been nothing done in any adequate way in the direction of financing the needs of Europe.” One reason for this was that Washington “has not been disposed to forward any comprehensive movement while awaiting the Ratification of the Peace Treaty, and the bankers have been so busy with important affairs flowing over their desks that they have not seemed to feel the necessity for coordinated action for mobilizing [the] credit that I believe is desirable.” The United States, to be sure, might well experience a shock when the export drive of 1919 ran into trouble. Worse, Vanderlip could not see “how Europe can continue to pay for [American] exports on the scale that she has been paying unless new credit can be granted.” Consequently he expected Europe to pass through an “extremely serious period” in “the next few months.”

This meant, as he wrote to Ellery Sedgwick in Boston on 3 January 1920, that no loans to Europe would be forthcoming:96 “In view of the great expansion of credit” that had already taken place, he doubted “whether we will be able to make loans” that Europe needed “if people are to be put back to work in time to save Europe from a financial breakdown.” Certainly past European expenditures, large imports, and small exports had made a breakdown a serious possibility, and “what effect that would have on our own affairs seems to me but faintly comprehended.”

Two months later, Vanderlip, writing to George Burnham in Philadelphia, put his finger on the main problem:97 “The great difficulty in granting” credit to Europe “at the present time lies in the political instability of these governments.” Not yet quite expecting an American recession, he continued that American manufacturers had large domestic markets and were hence reluctant to sell goods abroad when payment was so uncertain. This, Vanderlip admitted, opened up a “vicious circuit” that “in truth we have [already] been travelling.” America’s banks would not “give credit because there will be risk as long as there is industrial paralysis” in Europe. Conversely, “there will be industrial paralysis until credits can be obtained with which to pay for food and raw materials.” Referring back to his book, he wrote, “The plan I proposed last May would have been large enough to have broken into that circuit.” However, by March 1920 it had become “impossible to do anything on a large scale to make funds available between now and the next harvest.” If the Europeans can tighten their belts till then, “some such plan might be helpful.” But “our inertia will be in part to blame,” should privations lead “to revolution in the meantime.” Vanderlip could not have put the dilemmas of the moment more succinctly.

In a letter to Senator Maggiorino Ferraris, dated 19 March 1920, Vanderlip harkened back to what he had urged a year ago:98 “Had we last May recognized the economic forces at work in Europe and mobilized credit in a comprehensive effort to start European industries, I think we could have accomplished a great deal.” To be sure, some additional credit that had been given had resulted in an export surplus of $4 billion over imports. But he then enumerated once more the dangers of the situation: many European industries were still without food and raw materials, and bank credits had expanded “to a dangerous point of inflation.” There were high taxes and, while the wealthy held back with their investments, not much capital was coming from small investors either. In short, American businessmen did not “dare … make fresh loans for fear that the governments are unstable” while the latter “cannot be stable when people are cold, idle, and hungry.”

Vanderlip had reserved his worst fears for Central Europe, where revolutionary movements might lead “to the extension of the Bolshevik area.” Indeed, only a week earlier he had written to Charles A. Stone, evidently with reference to the Right-radical anti-Republican Kapp Putsch in Berlin in March 1920, that, while the news of it was not “in the least surprising,” it was nevertheless “the sort of thing that makes any serious consideration of immediate business enterprise of any kind, in Central Europe at least, out of the question.”99 Vanderlip’s wavering between hope and pessimism continued into 1921. On 18 September, sitting in his room in the Grand Hotel in Florence, he described conditions between Europe and the United States to his colleague Dr. Norman Barnesby of the Bank of Commerce.100 Those in America, he thought, were “so superior to those existing anywhere here that it makes one cheerful in comparison.” Yet he was “by no means altogether pessimistic about European affairs.” There may be “some financial smashes of governments, but Europe is [also] getting down to work.” He believed that the region was “going to pull out of this awful mess.” But a week later, he wrote to H. E. Benedict in New York: “I am extremely pessimistic about the financial conditions of several of the countries, particularly Austria and Germany, though industrial conditions” were looking up. This made him less pessimistic “overall” than he had been “two years ago.” On 30 September 1921 he wrote in another letter to Benedict that the German mark was in the crisis that he had anticipated:101 “I see nothing that can save it.” In short, Vanderlip was at sea and so were his colleagues.

By the autumn of 1921 it had become increasingly clear to the big business community that the reconstruction of the European economies was foundering on a set of interrelated problems stemming from the terrible costs and sociopolitical legacies of World War I. The French were concerned not only about getting reparations payments from Germany but also about their military security against their eastern neighbor. Meanwhile, the German economy was going downhill even before an exact figure of Allied reparations demands had been agreed upon by all sides. The amount was expected to be sizeable also because the Americans were not prepared to cancel the wartime loans that they had given to Britain and France. As Stephen Schuker has shown, all attempts in Congress to reduce or even cancel those debts ran into strong opposition because the American taxpayer would have had to foot the bill.102 This in turn made the American banking community increasingly unwilling to provide fresh credit on the scale that Vanderlip had outlined in his book. It might have been different if Washington had guaranteed long-term credits that were needed, but such guarantees were impossible to obtain as long as the popular mood was opposed to an official reengagement in Europe. Although the banks were in principle free to give credit, they were not prepared to take the full risk. Congress had to agree to be part of a deal, underwritten by American tax dollars, and that was impossible to achieve, at least as far as aid for Europe was concerned.

11. The Origins of the Washington
System in the Far East

By 1921, American big business, facing a recession and looking for exports to sell its surplus production, was lobbying the administration to do something, and this time attention turned not to Europe but to the Far East and hence to transpacific relations that dated back to the pre-1914 period. Here it was to some extent a concern about the rise of Japan as an industrial power that had kept out of the war and was now also looking for markets in its immediate neighborhood on the Asian mainland. By focusing on Asia, there was also the realization that the United States did not face in the Far East the same hopelessly intractable problems as in Europe, with reparations, war loans, economic exhaustion, unstable territorial border agreements, and high popular emotions on all sides. Might it be easier in the Far East to put together a set of agreements between the great powers that guaranteed territorial integrity, security, a reduction of armaments, and expanded trade that a troubled American industry was desperately looking for in 1921 and that American public opinion was not reluctant (as with respect to Europe) to support?

These were the calculations behind a diplomatic initiative, developed by the U.S. administration, that led to a major international conference, held in Washington from 12 November 1921 to 6 February 1922.103 After weeks of negotiations no fewer than three treaties were signed by the invitees that became collectively known as the “Washington System.” Reminding the world that the United States was not just an Atlantic power but also a Pacific one, it may be said to have represented the postwar Pax Americana in Asia after the Pax Americana and the reconstruction plan that Vanderlip and others had in mind for Europe had run into trouble and now had to wait until 1923–24. Without going into the details of the negotiations in Washington during the winter of 1921–22, they ended in three international treaties:

1. A Four-Power Pact among the United States, Britain, France, and Japan that represented in a way an extension and enlargement of the British-Japanese accord of 1902, guaranteeing the territorial status quo in the Far East.

2. A Five-Power Pact among the United States, Britain, Japan, France, and Italy that limited the number of battleships deployed in the Pacific to ratios of 5 (United States) to 5 (Britain) to 3 (Japan) to 1.75 (France) to 1.75 (Italy). The important point was that Japan accepted these ratios, although it was clear that they were also designed to contain Japanese naval power and as such created resentments that were to become virulent in the 1930s.

3. A Nine-Power agreement, signed on 6 February 1922, among the United States, Britain, France, Italy, China, the Netherlands, Belgium, Portugal, and Japan, securing equal commercial treatment for China, which also promised to establish a stable government. Put differently, this treaty introduced a principle that Wilson had been pushing for at the Paris Peace Conference, that is, the Open Door, that the other signatories—all of them, except for China, colonial powers—were otherwise anxious to maintain their possessions with their protectionist trade barriers.

Given that the myth and lure of the “unlimited China market” had been propagated before and that American industry was clamoring for unencumbered access to foreign markets, it was clear that big business welcomed not only the security arrangements but particularly also the opportunities for exports that the Washington System was expected to offer. But without this being loudly trumpeted, the Open Door in Asia was also directed against the Closed Door of preferential tariffs that the British, Dutch, Portuguese, Belgian, Italian, and French Empires had maintained and, indeed, promoted.

12. Britain’s Rival Attempt to Spearhead
a European Recovery Plan

It appears that these moves in the Far East and the American unwillingness or inability to forge a European Washington System in 1919–22, in turn stimulated the British government to try to take a lead in Europe where the Americans feared to tread. It will be remembered that Britain under Lloyd George’s leadership had been among those powers at Paris that had opposed Wilson’s ideas on self-determination, peace, and postwar prosperity. As Wilson had observed at the time “the British have appointed a lot of committees … to maintain Britain supreme commercially all over the world.” London and the other colonial powers hence thought it essential to preserve their empires with their protectionist tariffs. Thanks to the Paris Peace, they had even enlarged their possessions through the Mandates system under the League of Nations. This is where fresh cracks had appeared in the “special relationship” that the two Anglo-Saxon powers had forged during the war and that London was now hoping to perpetuate by inviting the United States to join a rescue operation of its own. But Washington remained suspicious of British motives, and after weeks of talks “considered Lloyd George’s grand scheme for European reconstruction [to be] premature at best.”104

A further reason for growing tensions between the “Lion and the Eagle” (Carl Parrini) had been that Britain, seeing itself as one of the victors, was not prepared to play a secondary role in the international financial system behind the United States. The City seems to have been aware of the ambitions of Wall Street that Redfield had articulated in 1920. According to assistant secretary of state Norman Davies, the British had been afraid ever since the Paris Peace Conference that they had lost their prewar position in finance.105 Hence the quest to return to the gold standard that the country had so humiliatingly had to abandon in 1918. Although exhausted by the war, Britain continued to see both its financial and its manufacturing systems to be strong enough to put forward its own solutions to the postwar crisis. If the Americans could not bring themselves to help in the reconstruction of Europe, the Empire and Commonwealth would seize an initiative. For London such an effort included the reconstruction of Bolshevik Russia that Washington, more fiercely anticommunist than the more pragmatic Britons, was even less prepared to contemplate than the reconstruction of Germany or Western Europe.

Finally—and a factor never to be underestimated in politics—there was the personality of Prime Minister David Lloyd George, a man of great self-confidence, if not even arrogance, who believed that he could pull off a major success for his country that would reshape Europe. In the spring of 1919, he had tried to draw the Wilson administration into a joint venture by arguing that “in the financial sphere, the problem of restoring Europe is almost certainly too great for private enterprise alone.”106 Consequently, he saw “only two possible courses, [i.e.,] direct assistance and various forms of guaranteed finance.”107 He asked Wilson to guarantee American private bank loans to lift Europe out of its troubles. In a plan that John Maynard Keynes had drafted, these loans would be issued as long-term bonds linked to future German reparations payments. The U.S. president refused to be drawn into this bargain. As he wrote to Lloyd George, “it would not be possible for me to secure from the Congress of the United States authority to place a Federal guarantee upon bonds of European origin.”108 He added, “Our Treasury also holds the view (and in this again I concur) that to the very limit of what is practicable such credits as it may be wise to grant should be extended through the medium of the usual private channels rather than through the several governments.”

It was a position that his Republican successor upheld in subsequent years. Worse, by the end of 1921, the attitude of the U.S. administration had hardened. What Lloyd George had presented as a mere economic conference had, in Secretary of State Hughes’s view, “a wider political purpose.” U.S. Secretary of Commerce Herbert Hoover even went so far as to suspect that the proposed Genoa Conference and the preconference at Cannes aimed at reasserting Britain’s position “as the hub of a revived world economy and to lure Germany and Russia into the British orbit.”109 No American official—certainly not Hughes—would have been prepared to join such a plan. It was irritating enough to Washington that the United Kingdom continued to rely on its Empire as a preferential trading bloc.

With his appeal for a partnership rebuffed in the fall of 1921, Lloyd George went ahead without the Americans in his aim to reintegrate both Germany and Russia into a treaty structure of Western Europe that, with the City as the hub, would facilitate commercial cooperation and uplift the economies of the entire region. Once the door to greater trust and prosperity had been opened, Lloyd George hoped that the other thorny problems of the time, including the Franco-German conflict, could also be tackled. In this sense, the plan, just like the Washington System and the Consortium in the Far East, also contained a security element—the idea to reduce armaments in Europe not merely as a confidence-building measure, but also to contain the still enormous costs of the postwar military establishments and thereby to relieve national budgets when reductions of welfare expenditures were impossible for reasons of electoral politics.

In this complex web, Britain was thus not just interested in better relations with Russia that Lloyd George thought would benefit British industry and finance, he was probably also spurred by the fact that on 25 August 1921, Berlin and Washington—until then still in a state of war because of the American failure to ratify the Versailles Treaty—had signed a separate peace.110 While, as has been mentioned, contacts between German and American firms and German-American trade had been resumed as early as 1919, the treaty certainly made future trade relations easier that, in light of the size and importance of the German industrial economy, everyone knew was crucial to any future American reconstruction effort in Europe. The treaty was strengthened in the fall 1923 by a trade agreement with a most-favored-nation clause—a topic to be examined in detail in the next chapter in connection with the reparations issue.

With two million Britons unemployed and also the Irish problem on his hands, Lloyd George found a partner for his plan in Aristide Briand, the French prime minister, who, unlike his much more nationalist successor Raymond Poincaré, also preferred conciliation to confrontation. A first sign that the British prime minister had overrated his ability to bring his plan to a successful conclusion emerged at a preliminary meeting at Cannes in January 1922 at which German and Russian participation as well as a Franco-British alliance were discussed.111 Unhappy about the impact that the German presence might have on the reparations payments that Berlin had been told in October 1921 it would have to pay, deputies of the French Chamber rebelled and Briand was called back from Cannes to Paris where he was forced to resign on 12 January. Poincaré stepped into his shoes. Lloyd George was undeterred, and invitations went out to the governments of Europe, including the Germans and the Bolsheviks, to convene at Genoa in April 1922. With a major objective being to rebuild economic relations with Russia and to try to stabilize the European economic and political situation without American leadership, the Cannes meeting had agreed on a number of principles on which the negotiations with the Bolsheviks were to be based.

While the details of these principles need not be enumerated here, it is important that the Genoa initiative was based on a British commitment of the kind that Washington had declined to make to its own bankers: A few months earlier, the British Parliament under Lloyd George’s leadership had passed the Exports Credits Act that gave official guarantees to British foreign trade. It was now hoped that at Genoa it would be possible to establish an International Corporation charged with stimulating trade with Russia that would similarly be underwritten by the other participating governments.112 Washington, as reluctant as ever, merely sent observers.

Once the conference had started on the basis of the Cannes principles, another major setback to the negotiations with the Russia occurred: the Germans and Russians signed, right in the middle, a separate agreement at Rapallo that, apart from an expansion of trade, resumed diplomatic relations.113 Although an accord between the two outsiders to the Paris Treaty System of 1919 had been on the cards since 1920–21,114 it put a huge damper on the Genoa Conference’s more optimistic beginnings. There was still the question of whether, if nothing else, a nonaggression pact might come out of weeks of formal and informal meetings, modeled after the earlier Pacific treaty that had laid down specific naval ratios. But eventually, facing a French refusal to shrink its land forces even after the reduction of the German army to one hundred thousand men in the Versailles Treaty, Lloyd George became disheartened that his vision of a British-led stabilization and reconstruction of Europe could be realized.

This is not to say that it should not have been tried. Yet it showed that Britain, whatever its global ambitions, just did not have the power and influence to pull it off. Its demise (and that of Lloyd George) had the unfortunate consequence that it reinforced the tensions with France over how to deal with the enormous problem of German reparations. This had become so hopelessly entangled that the knot needed to be cut by one mighty stroke that could be delivered only by the Americans with their superior financial power.

If this is the larger picture that we can glean retrospectively from the relevant sources and the secondary literature on the Genoa Conference and its context, it is fortunate that, apart from the delegation of American observers, we also have the notes and impressions of an experienced American businessman who went to Genoa in the spring 1922 and subsequently gathered his own information on the state of the various European national economies: Frank Vanderlip.

Having arrived in Genoa and keeping his ear to the ground, Vanderlip reported on 17 April that there existed two viewpoints at the end of the first week.115 According to the first one, there was no hope of finding a “quick formula for the economic reconstruction of Europe.” The second view was that it was “a real achievement to bring together the highest representatives of thirty-four nations and … to hold them together in a fairly amiable state of mind.” Overall, Vanderlip felt that there would be many more conferences “before Europe’s economic reconstruction is accomplished.” Still, he was also impressed by the “great many bankers and captains of industry” who had also come and who were fully aware of the “growing seriousness of the general European situation.” Consequently, “the need for the Conference is beyond all question.”

He added that on opening day Lloyd George had “put the greatest emphasis on the pressing need to reestablish economic relations with Russia.”116 The trouble was that that country was not at the “center of the European problem,” and “its rehabilitation would in any case” take many years. Nor would the opening of the Russian market do more than “create a plan to sell goods on credit,” and it would take a long time before there would be “a surplus of production” to enable Russia to participate in a mutual exchange for the general welfare of Europe. To Vanderlip, Germany’s problems were the really “pressing [and] menacing” ones and among those reparations were at the top of the list: “With reparations demands unaltered, Germany faces inevitably financial collapse.” This in turn would have political and social consequences of “vital importance” that were “likely to be contagious.”

Furthermore there was France’s financial situation, with an unbalanced budget and an extensive floating of obligations. The amount of “short-term treasury notes” stood at [$?]80 billion.117 These debts, he observed, were sustained “by the hope that reparations expenditures would be recoverable from indemnities.” But should Germany experience “a financial collapse, the French financial position will fall as a sickening weight on the French people.” This is why French politicians had to retain “the financial confidence of their constituents” and “why they present[ed] a front as hard as steel against any discussions of reparations” at Genoa. Worse, this predicament was “what may drive France to extreme military measures, hoping to collect [from Germany] by force what she has been unable to collect by treaty.” At the same time, there was the German situation whose greatest danger lay “in its contagious possibilities.” If France’s confidence were shaken, “it may incite France to measures of force” against Germany. Indeed, as Vanderlip feared himself, the possibility of a French occupation of the Ruhr region was already looming on the horizon. And so, the “storm center of the European situation” was on the Rhine and “not on the Volga.”

In his Report “No. 2,” Vanderlip agreed that “this conference was not the place for American participation,” since it was “not economic,” but political.118 However, in his view this did not mean “that we should not participate in a future one.” In this respect, “Wall Street could learn a lesson from Washington” which is “one of reserve, and of conserving ammunition for a time when its use will be much more effective than at present.” This applied especially “in the matter of fresh European credits until the situation has further ripened.” When the time for financial commitments by the United States had come, “financial statesmanship” would be deployed.

For yet another time, Vanderlip came back to the problem of broad reparations demands that “would financially ruin Germany” resulting “in social and political upheavals there which would create fresh dangers of the first importance to Europe.”119 But he had also been hearing views that “the blindness of the French view with regard to the ultimate significance of the French attitude to indemnities” was “believed to be paralleled by the blindness of the American view in demanding full satisfaction of the debts due by European countries.” Turning to the British role in the Franco-German conflict, the American banker felt that London would use economic pressure to prevent a French invasion of the Ruhr area and that some other road had to be found to provide France with further funds to enable her to keep her financial equilibrium and the confidence of the French investor.120

One scheme that Vanderlip seems to have heard of relating to Genoa was a loan by banks in Britain and France to the tune of £108 million over three years; another one was to fix reparations at £100 million per year for forty-two years. The idea behind the loan was that “a breathing spell [was] being given to Germany before payments began at this rate.”121 What is so interesting about all these notes and the reason why they have been quoted here is that they contained all the various elements that were later cast into American-led reparations plans and implemented in 1924.122 The tragedy was that this became possible only after the French had invaded the Ruhr in January 1923 and wrecked both the German economy and their own in precisely the way that Vanderlip had feared in the spring of 1922. This is why his notes from Genoa, some of which were published in the United States, are so invaluable for an understanding also of American policy that will be examined in the next chapter.

While all these ideas were being formulated at Genoa, “the political turmoil arising out of the German-Russian Treaty” began to upset the deliberations of the Financial Section of the conference.123 Some people thought that a “real Entente” had been forged “between those two great countries” and “persons holding that belief picture the development of a vast Teutonic-Slavic coalition and see the division between eastern and western Europe moving from the Vistula to the Rhine.”124 It would mean a crumbling of Poland and the absorption of Austria and Hungary by this coalition. For Vanderlip, it was also intriguing to learn that “American interests now working with German interests in the shipping business have extended their participation to a German-Russian shipping undertaking.” Perhaps the worst consequence was that the Rapallo Treaty had “made all discussion of a breathing spell for Germany impossible for the moment.”125 There had been some chance of this before the Treaty. Now it was gone.

Though critical of German behavior, Vanderlip also heard plenty of criticism of the American banks from European bankers. However, he also thought that, if they were in the American position, they, too, would “for the time being withhold loans and discourage the transfer of funds to make investments” in Europe.126 He continued, “They would reserve their financial strength and then use it freely when the opportunity offered [itself] to use it more effectively for Europe’s [re]habilitation and more certainly for American prestige.” When this “proper time” had come and “when the right action has been taken here [in Europe] and a united front presented, we should contribute most liberally from our redundant stock of gold.” For the moment, though, Vanderlip doubted “the wisdom of involving the resources of the Federal Reserve Bank in the enterprise.”

His conversations with “the most eminent Financiers of Germany who are in attendance here,” seem to have confirmed him in his caution.127 They had told him “that if Germany does not have relief, this will ensure the most serious economic consequences within [a time frame of between] 90 days and six months, and that is without reference to whether France should invade the Ruhr or not.” The German bankers foresaw the “danger of a revolutionary development as a result of rising prices that will follow [the] continued depreciation of the Mark, and they regard such depreciation as inevitable unless relief is offered.” The great disadvantage of the whole conference was, of course, that the agenda prohibited discussion of intergovernmental debts and reparations. Consequently Vanderlip’s interlocutors felt that “they are permitted only to discuss external symptoms, but are prevented from dealing with the real disease.”

On 21 April 1922, Vanderlip produced his sixth assessment with discussions of the “English Project for an International Corporation” to which the British delegation attached “great importance.”128 This corporation was to be set up “under English law” and to be run by “a British Chairman and Secretariat.” The other countries were then to create National Corporations “under their domestic laws.” Belgium, Holland, Norway, and Sweden, he learned, had indicated their support, while “France is hesitating, Germany is expected to cooperate and, it is hoped, America will” as well. The calculation behind this was apparently openly spoken about. It was based on the belief “that financial power will for the next ten years be the most potent influence in making European governments behave themselves.” Consequently, the “scheme really takes on a strong political flavor as well as promising an important instrument for the economic development of backward eastern European countries—perhaps Russia in particular.”

Overall, the corporation was to take on only “large matters” that, for reasons of their volatility, private enterprises would not touch.129 Its proponents, Vanderlip continued, had “exceedingly clear ideas of its potential importance as a powerful instrument to influence the conduct of eastern European government[s].” They were deemed to be more potent than “military sanction.” He also noted that the Russian reply to the schemes and demands that were put to them was “surprisingly moderate and promising”—no doubt helped by that fact that Lenin had meanwhile promulgated his New Economic Policy. After the rigidities of war communism during the civil war, he had created a freer market for domestic and foreign entrepreneurs.

Vanderlip then came back to the plight of the Germans.130 They had argued that their situation was hopeless unless there was a moratorium on reparations payments in gold, and temporary help to buy food. They felt that Britain understood the emergency, “that America, except for very few, is profoundly ignorant, and that France’s vision is obscured by a Chamber of Deputies that has learned nothing since the armistice.” Ultimately, the Germans with whom the American banker had been talking had said “that the moral force of America is the only thing that can bring order out of chaos.” The stress was thereby on “our moral force,” and there was “distinctly” no suggestion that American dollars be invested “at the present time.” They had added “that America could perform the greatest of world services if we could make it clear that we insisted upon Europe setting its political house in order before we give financial aid.” Still, the Germans did not merely exhort and blame others at Genoa. They acknowledged “that they have injured their situation with the nations of western Europe by the German-Russian treaty incident.” They regretted “the injury, but not the action.”

After further notes about the complexities of Anglo-French relations and about American caution, Vanderlip summarized the discussions on a nonaggression pact with Russia as an antidote the British fears of Bolshevism.131 Lloyd George had proclaimed that Genoa would be a failure without such a pact.132 But the French kept opposing it, arguing that it should not apply to the enforcement of the Paris peace treaties. There was also the point that France wanted protection against future German aggression for which a British guarantee was needed. Beyond this, everything revolved in the end around money. For Russia a “great cash credit is sine qua non of any rapprochement with Western Europe.”133 But the Europeans were “utterly unprepared to pledge any such credit,” and Vanderlip could therefore only turn to his colleagues back home telling them that “directly in front of American financiers is opening the opportunity profoundly to influence the European situation for good. The world needs at the moment statesmanship on the part of American bankers. If they will shape their course on lines of both sound finance and sound statesmanship, Americans make an important contribution to the salvation of Europe.”134

Until the end of his stay in Genoa, Vanderlip continued to hammer home the points that he had been making in previous weeks: the crisis of the German economy, the threat of a French invasion of the Ruhr industrial region, the inability of France to see that “she cannot milk the cow and cut her throat at the same time,” Russo-German cooperation and the menace of Bolshevism, and the American financial capacity to help but its political reluctance to make a move.135 In the end, he thought that the conference had failed because Lloyd George had not prepared it sufficiently. And ultimately there was also “a defect of moral fiber of the British Premier: He undertook to deal with the situation in a spirit of compromise where compromise was impossible.”136 He had been too much of an “opportunist” who had no more than a “superficial” understanding of the facts and a feeble grip on principles. This was no doubt a harsh verdict on the British prime minister, but it tallies fairly well with the conclusion that Carole Fink reached at the end of her important monograph.

However, there was also the problem of the “selfish nationalism” of France that was shaped “by domestic political necessities” rather than by a “broadminded sincere desire to reconstruct Europe.”137 Vanderlip also had a few proposals for what might be done with Russia, but ended up by admitting that it was difficult to predict the future. Since Lloyd George’s nonaggression pact had also been scuttled—“effectively torpedoed by Benes,” the Czech president—he saw a 75 to 80 percent chance of fresh European hostilities breaking out during the current year. If one thinks of the Ruhr occupation that began in January 1923, he was not far off the mark. Nor was he in his analyses of the European situation and the suggestions he had made to get out of the hole into which the region had fallen as a result of a catastrophic world war. It is to the slow realization of many of these suggestions insofar as they involved the United States that we must turn in the next chapter. It will look at the (ephemeral) successes of American policies toward Europe and toward Germany and Britain in particular in the mid-1920s, up to the Great Depression. During the first phase, the German-American business relationship became “special” again in a positive sense in that big business made Weimar Germany its main base in Europe.

By contrast, U.S. relations with Britain were vexed by various political problems, also relating to London’s trying to uphold its position as a great power with a large colonial empire. As to British-American business relations, many links continued from World War I and even from before 1914. But, as Genoa had shown, the country’s commercial and industrial clout had further weakened after the war. On the Russian question, Washington’s resistance had won the day against Lloyd George’s design, while at the same time “the State and Commerce Departments combined had … opened the door to the possibility of commerce in Russia and the Near East on American terms.”138 Nor had the British prime minister succeeded in activating the promises that the more modern potential of German industry seemed to offer, also for a more general stabilization of Europe as a whole. Again it was only the Americans who had the capacity to do that.
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The North Atlantic Triangle

ECONOMIC RECONSTRUCTION
AND COLLAPSE, 1923–1933

1. Introduction

The years covered by this chapter began with a further deepening of the postwar crisis, culminating in the occupation of the Ruhr industrial region by French and Belgian troops. The Germans resorted to passive resistance to the occupiers’ efforts to extract reparations by force, followed by the collapse of the German economy, with hyperinflation reaching astronomical figures in the autumn of 1923. Due to the radical German reaction, the French economy also suffered quite badly. The heavy industries of Lorraine were hit hard, and the franc had to be devalued. The years that followed the 1923 crisis ended with another and even more severe economic breakdown in the autumn of 1929, with consequences to be analyzed in chapter V.

The following pages deal with a distinct period of the years in between. This period saw an engagement of the United States in Europe that had not been possible in the immediate postwar years, generating a few years of relative stability and prosperity in which American manufacturing companies and banks played a major role. It was the phase in which the United States succeeded in deploying its superior industrial and financial power in an attempt to uplift the economies of Europe. During those five years it was not only American ideas and practices of rationalized mass production that came to Europe through massive FDI; rather Europe, again for the first time, got a taste of mass consumption, even if it was still quite limited in terms of affordable consumer durables. Instead material consumption was complemented and partially compensated by the offerings of modern mass entertainment, particularly film, some 70 percent of which were imports from the dream factories of Hollywood. However, before the role of American big business in the mid-twenties can be examined we have to pick up the thread from the previous chapter and discuss the ramifications of the 1922–23 wreckage.

2. German Reparations and the
Harding Administration

The question of German reparations payments proved to be a very hard nut to crack, occupying and frustrating the efforts of politicians and businessmen alike who tried to find a way toward economic stabilization and political reconciliation. Scholars have scoured the archives and written countless articles and books in search of answers. There was the vigorous exchange of views between David Felix and Sally Marks in the 1970s that essentially continued the earlier debate between John Maynard Keynes and Etienne Mantoux.1 They, as well as many others who later joined in the discussion, argued about whether Germany was economically capable of making the payments that had been imposed in May 1921, but refused to pay for political reasons; or whether the country had indeed been so weakened economically by war and civil war between 1914 and 1920 that, even with the best intentions, it could not have fulfilled Allied demands and was therefore constantly forced to delay or to ask for a moratorium.2

Meanwhile the administration in Washington continued studiously to avoid entanglements with crisis-ridden Europe, while London, in trying to achieve some forward movement via Lloyd George’s reconstruction plan presented at the Genoa Conference, proved too weak to facilitate a solution of the reparations issue. France now became the key power. Aristide Briand might have been willing to contemplate bilateral Franco-German negotiations, but Raymond Poincaré, who replaced him in the winter of 1921–22, was a much more uncompromising protagonist of French national interest. He disliked Lloyd George’s plan and pursued an “ever more wooden” policy.3 When the Germans signed the Rapallo accord, he felt confirmed in his view that the Germans did not want to pay and should therefore be forced to. One reason for his government insisting on a strict fulfillment of reparations was, of course, that it was under enormous popular pressure to extract indemnities so that Paris could support the livelihoods of all those many French families who had suffered from the mass slaughter in the trenches. Les Boches, who were held responsible for the misery of war widows, orphans, and veterans, were to be made to pay. Massive investments were also required to rebuild the industries of northern France. Finally, there were the obligations that Paris had entered into when it took up loans from Britain and the United States to prosecute an increasingly costly war.

The British might have been prepared to enter into negotiations about the monies that France owed them. But they, too, just like France, had taken loans from America, and it was Washington that proved totally inflexible when the question, not of a cancellation of debts, but of their reduction and rescheduling was raised. Thus in August 1922 the British government had stated that it would not demand more from its debtors than what it had to pay to the Americans. But Washington again refused to make any concessions. There were, it is true, a number of people in the Wilson administration who had been thinking of forgiving the $10 billion that had been lent. There was also the New York World, for which Vanderlip had written his articles, that criticized the Harding administration’s rigidity and indeed “obsession” with the debt question.4 But Secretary of Commerce Herbert Hoover, who had Harding’s ear, would hear nothing of it. And he had the support of such papers as the Washington Post that France and Britain were merely trying to place the burdens of the war on the backs of the American tax payer.5 Aware of the financial power of the United States, he also wanted economic diplomacy to replace the tired power politics of Old Europe—a view shared by Secretary of State Charles Hughes.6

With Washington continuing to sit on its hands, the conflict between France and Germany escalated into a power-political and ultimately military struggle. But given the far-reaching disarmament of the latter by the Versailles Treaty, Berlin had no chance of mounting an effective military resistance against an invasion of the Ruhr when, after the failure of the Genoa Conference, rumors of such an invasion began to circulate. It was not merely that the French wanted to get hold of Ruhr coal, but also that they were toying with, or preparing for, the separation of the Rhineland from Germany and the creation of a buffer state.7 There were various desperate attempts to avert an escalation that Poincaré correctly thought he could rebuff. When Germany again defaulted on a reparations payment due at the end of December 1922, France and Belgium marched into the Ruhr area. This move unleashed a passive resistance of the local population and of the miners in particular. It might be argued that there have been other conflicts in modern history where things had to hit rock bottom before the antagonists, having added up the great and futile costs of the clash, stopped in order to make a fresh start.8

As things went from bad to worse in the summer of 1923, the American government was stirred out of its wait-and-see posture. After their election victory, the Republicans had moved into the White House in early 1921 and Charles Hughes had taken charge of the State Department. He was a sophisticated man with wide-raging experience in the public and private sectors and with many excellent qualifications to fill the job. He had also surrounded himself with thoughtful advisors, one of whom was Norman Davis, a survivor from the Wilson administration. It was Davis who on 12 March 1921 had sent Hughes a personal letter with the following assessment:9

Through the highly industrial developments of Europe prior to the war, Germany has become the axis, and the rehabilitation of Europe and its continued prosperity is most dependent on that of Germany. Unless Germany is at work and prosperous, France cannot be so, and the prosperity of the entire world depends upon the capacity of industrial Europe to produce and purchase. Into this enters the element of credit, and credit will not be forthcoming as long as there is no stability and confidence, and until the German reparation is settled constructively on the basis which will inspire confidence, the credits necessary for the reestablishment of normal conditions will not be forthcoming.

In some ways Davis’s appeal was similar to a letter that advisor Jan C. Smuts had written to Lloyd George as early as 26 March 1919 from which it is also worth quoting at some length because it provides the even broader context in which the position of industrial Germany must be seen:10 “I am seriously afraid that the peace to which we are working is an impossible peace, conceived on the wrong basis; that it will not be accepted by Germany, and, even if accepted, that it will prove utterly unstable, and only serve to promote the anarchy which is rapidly overtaking Europe.” To Smuts two points were “quite clear and elementary: 1. We cannot destroy Germany without destroying Europe; 2. We cannot save Europe without the co-operation of Germany.… The fact is, the Germans are, and will continue to be, the dominant factor on the Continent of Europe, and no permanent peace is possible which is not based on that fact. The statesmen of the Vienna Congress were wiser in their generation; they looked upon France as necessary to Europe.” His fear was “that the Paris [Peace] Conference may prove one of the historic failures of the world; that statesmen connected with it will return to their countries [as] broken, discredited men, and that the Bolshevists will reap where they have sown.”

There is finally the statement of Ellis Dresel who had been a key member of the American delegation to the Paris Peace Conference and who, traveling in Germany in 1920, had, like Vanderlip before him, gained firsthand experience of the disastrous material and financial conditions of the country and thus worried about the increasingly unstable political system of Weimar. Being a member of the Republican Party, he became the chargé d’affaires in Berlin who officially signed, in August 1921, the separate German-American peace. As he wrote in January 1921, “I am dead against a ‘forget and forgive’ policy, but we are obviously soon coming to the point where we shall be distanced by England and other nations in our approach to Germany.”11 He added that “the surest guarantee against another war of revenge” would be to establish “close economic relations with Germany.”

But just as Smuts’s warning of 1919 went unheeded, Dresel’s and Davis’s advice was not taken onboard in 1921 either. Nor was that of Keynes who, in a paper and also a book, had argued against the imposition of punitive reparations on Germany that he believed were counterproductive.12 In short, the leaders of the two Anglo-Saxon powers knew of the risks of leaving the reparations issue to the French and remaining inflexible on the question of Allied debts. And just as Lloyd George had tied his hands before the Paris Peace Conference in the 1918 election campaign with his anti-German sloganeering, the Harding administration remained passive for the reasons that Wilson had given to the British prime minister and that were mentioned in the previous chapter.13 Harding and Hughes felt they could not offer any overt support or provide public guarantees for loans that American banks might have been prepared to float for European reconstruction. To offer such help without any guarantees seemed too risky to the banks.

No one seems to have been unhappier about this development than the American manufacturing industry. As has been seen, they had reconnected with their prewar commercial partners, including German companies. Facing a downturn in the domestic economy after the initial postwar boom, they were keen to export their products. They also apprehended that the Europeans needed credit to pay for goods imported from across the Atlantic. Some of them had begun to rely on their own financial resources, but they also appreciated that Germany, however important to any reconstruction effort, was a particularly unreliable partner, all the more so, when hyperinflation set in and the mark became the object of currency speculation.14 Solid American corporations feared that the credit lines extended by them for their exports might never be honored.

In this volatile economic climate American business had welcomed the signing in August 1921 of a separate peace treaty with Germany after the Versailles Treaty had foundered in the U.S. Senate. This, it was felt, would place the United States on a par with the other former Allies. It was also beneficial to American interests, “especially regarding the legal status of sequestered German property.”15 Even greater was the interest of American industry in the conclusion of a commercial treaty that the administration had said would be facilitated by the peace accord. While the foundations for this treaty were being laid in 1922, Hughes was under increasing pressure to prepare an American response to the increasingly likely French occupation of the Ruhr. Thus Thomas Lamont, the chief executive of the powerful Morgan Bank, had, on 2 October 1922, criticized Americans for being timid and fearful of entanglements and called for sacrifices that would be light in comparison to those that Britain and France had made in the war. In light of such pressures, the plan came to be circulated in Washington, and on 29 December, the secretary of state made a speech at Yale University. He may have hoped that it would prevent an occupation, but also provide a road map to what Washington was prepared to do to help tackle the reparations question. He offered the constitution of a committee of experts to make an objective assessment of Germany’s capacity to pay. He then added, “I do not wish to see a prostrate Germany. There can be no economic recuperations in Europe unless Germany recuperates. There will be no permanent peace unless economic satisfaction is enjoyed. There must be hope and industry must have promise of reward, if there is to be prosperity.”16

A few weeks later, on 13 January 1923, the French invasion of the Ruhr “prostrated” Germany. Hughes response was, perhaps remarked more helplessly than cynically, that France and Germany apparently needed to experience a “bit of chaos” before they would come to their senses and be prepared to accept a committee of experts.17 By the summer of 1923, with the German economy collapsing, there was the threat that the Weimar Republic might be overthrown by the nationalist Right and the officer corps.18 In desperation, the civilian Berlin government not only accepted the Hughes Plan, but also offered guarantees of regular payments of annuities if a more permanent solution to the reparations problem could be negotiated with the Allies, leading not only to a stabilization of the economic situation but also to a withdrawal of France and Belgium from the Ruhr region.

3. American Big Business and the Crisis
of 1923

The evolution of the political situation and the impact the economic collapse had on the daily lives and health of ordinary Germans has been examined in a number of studies. Klaus Schwabe has called it a “turning point in international relations.”19 Its details need not be summarized here, except to say that it was very hard, especially for blue-collar workers and their families, and for pensioners and other middle-class people who were relying on their savings and now found them wiped out by hyperinflation.20 The news of all this slowly traveled also across the Atlantic. The response that it generated in American business circles is reflected in Vanderlip’s correspondence of 1923. Thus he wrote to Albert von Bary in Berlin on 2 January that “there is really a very large sympathy here for the situation in which Germany now finds herself and a growing belief that the French attitude is not helpful to the restoration of Europe.” But he also noted that at the same time “there is a feeling that a good many of the German industrialists have not been especially patriotic or high-minded.” He concluded that “as a whole, we have very mixed opinions as to what our attitude ought to be, but it seems to me [that] there can be no room for two opinions about feeding a hungry child.”21

A few months later Vanderlip wrote to another acquaintance that conditions in Germany since the “Ruhr Invasion are, of course, very much worse than they were a year ago. The enormous issue of German marks, the incredible increase of German debt and the natural growth of German hatred of France under the circumstances makes the outlook in Germany a bleak one for the present.”22 To him the reconstruction of Europe had become “a spiritual question and in some way there must be brought about a greater feeling of brotherhood and good will before there can be any sound foundation for reconstruction.”

Writing to Professor Gustav Cassel in Sweden, he added on 27 April 1923 that “there is danger in the pressure on Germany resulting in disorder that will amount almost to revolution.”23 He thought that the French financial situation would also “become increasingly worse” and that Paris would eventually be forced into a devaluation of the franc. On the other hand, American “productive capacity was never greater, even during the height of the war.” A “fair measure” of this was, in Vanderlip’s view, that just under a million freight cars had been loaded. Last month was the greatest “peak ever reached.” Yet, remembering the disorder of 1920–22, people were still afraid and made “little or no use of the potential good of the Federal Reserve System.” The United States held about half the gold stock in the world. So, while he felt no optimism about the outlook for the countries of the European Continent, “our period of prosperity here is resting on firm ground, and it is likely to continue for some time.” In a letter to Countess Treuberg in Heidelberg, written from California on 14 April, he noted with approval that there was a growing interest in events in Europe even on the West Coast and that there were “indications here of a reopening of the question of America joining the League of Nations.”24 Consequently, there was “a steadily growing sentiment in this country in favor of participation of the United States in European Councils.” At the same time he urged Countess Treuberg “to make no mistake” that the “basis of this feeling was economic.”

As such sentiments were spreading across the American continent, it is not surprising that the first step taken was to sign, on 19 October 1922, a commercial treaty with Germany. The administration had finally made a general decision to move from a conditional most-favored-nation trade policy toward an unconditional one.25 Significantly, Germany was supposed to become the first partner in this new scheme. Another factor in the acceleration of the process was worries about the private contacts that, it was rumored, the Ruhr industrialists were trying to establish with their French counterparts in Lorraine.26 Since Washington had insisted on the Open Door, whether in the 1922 Far Eastern treaties or in Europe, this idea looked like a protectionist arrangement to the detriment of American exports. With Poincaré’s occupation failing, industrialists in Lorraine and the Ruhr were, like a growing number of politicians, beginning to look for more constructive relations between the two countries. Finally, with Germany in chaos and its currency in free fall, the British government, following the United States, also changed its posture. When Paris once again rejected a German offer to negotiate a reparations agreement, London also became completely disillusioned with Poincaré and was ready openly to confront him.27

One manifestation of this was a fresh initiative on British war debts to the United States. Even though the British government was still prepared to develop a joint Anglo-French approach, by the autumn it resumed its attempts to at least settle its own obligations. The result was an agreement between Treasury Secretary Andrew Mellon and Prime Minister Stanley Baldwin that fixed the debt to the United States at $4.3 billion plus $300 million in interest to be repaid over a period of sixty-two years. Believing that Britain had no choice but to sign, it left a good deal of bitterness toward Washington in America’s closest wartime ally.28 Putting all these initiatives together, it becomes clear that by the autumn of 1923 the United States had moved very close to implementing the Hughes Plan of the previous year. The Germans had already signaled their consent to a committee of experts and had furnished American politicians and businessmen with material that Senator William Borah and others in Washington incorporated in their increasingly anti-French speeches. There was also the impact of the book by H. G. Moulton and G. E. McGuire, published, with covert German assistance, by the Institute of Economics, titled Germany’s Capacity to Pay, which illustrated just how dire the country’s situation supposedly was.29 It was now merely for Poincaré to come, cap in hand, to the Americans and agree to setting up the committee of American experts that would pave the way for an end to France’s Ruhr occupation and the beginning of orderly payments, adjusted to Germany’s projected financial capacity.30 On 14 January 1924, the experts began their deliberations, chaired by Owen D. Young, chairman of GE and Radio City of America (RCA) as well as a nonexecutive director of the Federal Reserve Bank of New York.31

4. Political Stabilization through the
Locarno Pact

The research that traces the adoption of the Dawes Plan in the summer of 1924 and its ratification by Germany that same autumn is rich and comprehensive and therefore needs to be only footnoted here.32 Instead and before discussing the economic developments that followed in the wake of the Dawes reparations settlement and the role of American big business in this period, it seems helpful to look at the plan’s impact on European politics. The general point to be made here is that it facilitated a stabilization of domestic affairs as well as a diplomatic rapprochement between nations that had been locked in bitter conflict in the early 1920s, especially France and Germany. This rapprochement was spearheaded by Aristide Briand and Gustav Stresemann.

Stresemann had meanwhile undergone a major ideological transformation.33 In World War I he had been a National Liberal who supported the territorial annexations of the Reich government. After 1918, when he was deemed to be too right-wing and politically compromised to be one of the leaders of the pro-Republican Deutsche Demokratische Partei (DDP), he had formed the anti-Republican Deutsche Volkspartei (DVP). But Stresemann, who had studied economics and had been an executive of industrial associations in Saxony, began to move toward the political center, as he witnessed how Germany kept falling into the abyss. He was among those who, instead of further resistance to France, wanted to revive the economy. He knew that a fresh start could not be achieved without the help of American diplomacy and big business. After a brief spell as Reich chancellor in the fall 1923 at the height of the crisis, he joined a reconstructionist cabinet as foreign minister in November 1923—a position that he occupied until his death in October 1929. This long tenure enabled Stresemann to initiate and complete a number of political projects that gave collateral support to the reconstruction of the German economy.

The most important among these was the negotiation and ratification of the Locarno Treaty in December 1925.34 With Briand having become his counterpart in Paris and French and Belgian troops withdrawing from the Ruhr, negotiating a treaty that recognized the territorial status quo in the west was viewed as an indispensable contribution to the political but also to the economic stabilization in Western Europe. Locarno meant that Germany promised to stop challenging militarily the territorial acquisitions that France and Belgium had made under the Treaty of Versailles. In return, Germany was protected under a treaty that blocked another Ruhr occupation. Locarno also provided an opening for a withdrawal of the Inter-Allied Military Control Commission (IMCC) that had been monitoring German compliance with the disarmament clauses of the Versailles Treaty.

The good “Spirit of Locarno” also facilitated talks that Briand and Stresemann held at Thoiry to the west of Paris in September 1926, designed as a “quid pro quo transaction that once again followed the principle [of] ‘economic concessions from Germany versus political concessions from France.’ ”35 The political aim was to accelerate the French retreat from the Rhineland and to hand the Saar region back to Germany. The Belgians were to agree to a return of the Eupen-Malmedy area. The wider hope was that agreements on these issues would lead to a more general reduction of armaments that Washington had been pushing for even before 1924 as a confidence-building measure and a way of freeing scarce resources in Europe for industrial reconstruction, Allied debt services to the United States, as well as steady German reparations payments.

Arguably the most momentous consequence of Locarno was the French decision to abandon their forward strategy of 1922–23 that had been aimed at consolidating the country’s hold over the western parts of Germany and even to promote the creation of a separate state in the Rhineland in the hope of weakening Germany over more of the long term economically as well as militarily. The strategy to secure a Pax Gallica by keeping its Eastern neighbor in the “chains of Versailles,” as German nationalists called it, and to establish French hegemony in Europe in the face of Washington’s unwillingness to create a Pax Americana was finally abandoned in 1925. There is no more telling evidence of France’s new defensive strategy than the decision to build the Maginot Line of fortifications along the eastern border in Alsace-Lorraine.36

With Paris’s worries about German industrial and demographic superiority continuing (as reflected in the metaphor of the “chains” that a restrengthened Germany might one day cast off), Briand was also tried to rope in the Americans by proposing a Franco-American security pact. But Washington was still determined to avoid all European political entanglements. What emerged was an international treaty signed in 1928 also by Germany outlawing wars of aggression. It bore the names of Briand and the then U.S. secretary of state Frank H. Kellogg. This treaty did not prevent the wars of aggression of the 1930s and became significant only at the postwar trials of major war criminals in Germany, Japan, and Italy, one of whose indictments was that they had resorted to blatant military aggression.37

The “Spirit of Locarno” helped to clear the way for Germany to be invited to join the League of Nations and to assume a seat on its council in recognition of its status as a great power next to its former enemies. The room for maneuver that Stresemann had been gaining diplomatically in 1925–26 also made it possible for him to formalize relations with the Soviet Union. The treaty with the Bolsheviks of April 1926 opened the door not only to closer relations between the Red Army and the Reichswehr, but also between Soviet state enterprises and ministries, on the one hand, and German industry, on the other.38 Some very illuminating work is now available on the links that firms, such as AEG, Siemens, and Krupp, established with the Soviets and the problems they encountered in doing business with a state-controlled economy.39 Their experiences must be seen within the context of the political risks that private firms took when dealing with dictatorships—an aspect of international business that will be discussed in greater detail in the next chapter with regard to American industry and the Nazi regime. What is significant here is that both Germany and Britain knew after the failure of Lloyd George’s consortium plans at Genoa in 1922 that they had no choice but to rely on the United States, if they wanted to revive their battered economies.

5. The American Business Community
and the Dawes Plan

Returning therefore to the Dawes Plan, that was first published in April 1924 and was to replace the 1921 London Reparations Schedule, it is striking how far American manufacturing industry and banks were prepared to commit resources to Western Europe, once the Dawes Plan had been officially accepted by France and Germany.40 There were, it is true, some intriguing differences between the Wall Street bankers and the big industrial corporations. While the bankers “believed they were making a contribution to easing European entry into a general community of interest,” they were cautious about taking on the City and merely argued “that ultimately the vast productive power of the United States” would convert a British-controlled international banking system into an instrument largely serving the needs of United States international commerce. This implied that the “immediate foreign market interests of the manufacturers should be subordinated to the long-run interests of the community,” which in turn looked to the managers of industry “suspiciously similar to the immediate short-run interests of the bankers.”41

With the economic depression of 1921 still haunting industry, the reason for this dissatisfaction among manufacturers emerges from the report of the Sixth National Foreign Trade Convention that concluded,42 “Foreign trade is an absolute economic necessity. Without it our industries would wither and dwindle, and we should be unable to comply with the fundamental condition of prosperity—steady occupation for our workers in all lines. American productive capacity, both agricultural and industrial, is now so great that in order to maintain remunerative occupation we must have steady access to foreign markets for the sale of part of our products, and at the same time we must have constant and large supplies from foreign sources of numerous kinds of raw materials.” Apart from reiterating the need of highly productive American industry to export, it was also a covert criticism of Britain with its imperial preference system and the difficulties that London was causing for American industry to gain better access to primary products such as rubber. It was a grievance that was not forgotten and that reemerged in World War II, when the Americans insisted on the Open Door, while Britain tried to preserve its Empire and Commonwealth as a preferential tariff zone at the same time as the Hitler, Mussolini, and the Japanese were brutally erecting their autarkic empires in Europe, North Africa, and Asia.

In the end, with Wall Street keen on short-term profits and industry interested in long-term investments, the two sides arrived at something like a compromise, mediated by the Commerce and State Departments. But, as will be seen below, it was a precarious compromise in that it proved difficult to devise a foreign investment program that tangibly modernized European industry. Nor was it easy to find “a secure basis for the operation of the German economy and its ability to fulfill its reparations obligations” agreed under the Dawes Plan—the key to a hitherto elusive “economic peace” as a precondition to political stabilization.43 For the moment, Dawes and his colleagues were therefore very happy to have created a framework that provided for an orderly payment of staggered and rising reparations, calculated in terms of the expected growth of the German economy once its recovery had begun with the aid of American bank loans and direct investments by the big manufacturing corporations. The expectation was also that Germany’s economy would be strong enough to service those loans on top of reparations payments to the Allies.

Frank Vanderlip, writing to L. S. Rowe at the American Academy of Political and Social Sciences in Philadelphia on 16 January 1924, had still sounded a note of caution: “Europe hope[s] that America ultimately will become an important investor in European securities.”44 He then reminded his correspondent that “in the first six months of 1922 we did invest one hundred million dollars per month,” adding that “an essential for sound investment is sound basic information.” He felt that “we do not have that [even] about so simple a thing as what one might term the balance sheet of different European nations.” He therefore insisted that the Europeans should be compelled to disclose in full and authoritatively “what they owe in detail,” directly and indirectly. Vanderlip also wanted to know what their earning assets were and what direct and indirect incomes and expenditures they had.

However, just a month later WSJ reported,45 “Full of optimism over the success of the Experts’ Committee No. 1 in Berlin, Dawes, its chairman, has its sub-committee preparing final details of a plan for securing reparations from Germany and rehabilitating German finances.” The Germans, Dawes elaborated, “gave us everything we asked for and treated us with the greatest cordiality in a spirit of cooperation.” When the full Committee of Experts submitted its report in April 1924, the State Department, though not officially involved in these negotiations, “let it be known that the report … was ‘highly pleasing’ from an American point of view.” The American diplomats continued, “ ‘We earnestly hope that this excellent piece of work will mean the solution of this serious problem of reparations.’ ” One “high department official” hastened to add that of course “ ‘we cannot express governmental approval of it.’ ” As before, the administration was prepared only to channel trade rather than to become directly involved.

Perhaps in partial response to this, first Wall Street reactions were more subdued. According to the WSJ article, bankers proclaimed that they had been able to peruse the report only “hastily.” They also thought that the report was “rather complex and indefinite and, in a measure, disappointing because it fails to tell just those things about Germany and reparations that bankers have been most desirous of knowing.” Furthermore they questioned if the report offered “a proper basis at this time for consideration of foreign loans.” After all, the document still had to be “submitted first to the [Allied] Reparations Commission and then to the various governments, by which time many of the recommendations may be abandoned, while others may be changed.” While J.P. Morgan, the most important player on Wall Street, had just raised a loan of $100 million to help Paris deal with the economic fallout from the Ruhr adventure, another banker who remained nameless conceded that at least this was “the first plan capable of practical operation … and unless its application is blocked by political dissension among the Allies, it should furnish bases for both commercial and financial reconstruction in Europe, and for a steady expansion of business in the United States.”

It was perhaps typical that the ever cautious J.P. Morgan also warned against overoptimism. As he wrote to E. C. Grenfell in July 1924,46 “We must, however, be very sure not to let our desire to help the politicians to straighten out the tangled affairs of Europe lead us away from fundamentals.” And these fundamentals were that it was the bankers’ duty “that any issue which [the Morgan bank] sponsored rested on so strong a foundation that ‘the small, private investors in the USA’ would not be led astray.” Yet, so great was the appetite for the Dawes loan bonds that, once offered, they were oversubscribed within fifteen minutes and subsequent American lending went through the roof.47

If ratification of the Dawes Plan by Germany and France was obviously considered crucial, Britain’s role was also mentioned as very important. As WSJ wrote, providing a brief glimpse of attitudes in previous years, “the report is regarded here as a complete vindication of the French stand on reparations since the war, and a repudiation of the British viewpoint that the burden should be lightened if world commerce and stability in Germany is to be restored.”48 Such sentences that reflected the traditional American hard line toward Allied debts hint at the tensions between London and New York that will have to be discussed in more detail in a moment as part of a closer look at the state of the Anglo-American “special relationship” in the mid-1920s and the ambitions that Wall Street continued to pursue to dismantle the influence of the City.

Two weeks after these early responses, when more information on the Dawes Plan had become available, WSJ wrote that the committee’s recommendations spoke of “only a modest loan of $200,000,000,” with a “large participation from Americans.” The possible total of international financing was pegged at “over $8,000,000,000, though it is probable that half that amount may be subscribed by German capitalists.” Another $7 billion might be needed later. The paper also gave details on how any loans to Germany would be secured by mortgages on “German railways and industries, while the new railway company which is to take over the German lines is to sell preference shares and give ordinary shares to the government which itself will probably sell them in part or whole sooner or later.”

Since the plan was not merely about these huge foreign loans to Germany but also about reparations payments that would increase annually, the Allies were said to be “at liberty to float loans on the basis of the German revenues under their control and up to a certain limit earmarked for Reparation purposes.” The paper felt that “the external loan and the probable appeals on the basis of German railways and industries are worth considering.” It added reassuringly that in the view of the committee “it has secured safety for the foreign investor, given a stable German currency.” The experts were also “firmly convinced that Germany is a sound economic proposition from the start. All they stipulate is that the proceeds of the loan should be used to finance internal payments to the Allies in the form of reparations in kind or military outlays on German territory.”

Given the prioritization of reparations over private loans, WSJ mentioned further elements by which investors were to be reassured that the risks were acceptable. Loans to specific German industries would be guaranteed by the Reich government and “in case of default recourse can be had to receipts from the controlled German revenues.” And finally, “like the railway mortgage bonds,” they would be “tax-free”—a covert way for the Washington administration to put some public money into European reconstruction without alarming the traditional opponents to any entanglements. The larger intentions of the Mellon tax reforms were—to quote Gilbert Ziebura—a typical ploy of the Republicans “designed to reduce taxes in such a way that the lion’s share of the benefit accrued to high-income earners.”49

However, giving up a source of internal revenue was the extent to which the U.S. government became involved in the Dawes enterprise. As before, all else depended on the expectation that the general situation would look sufficiently stable for the private sector to come to Europe without official guarantees. Both Germany and France were anxious to remove the 1923 wreck of reparations. There was also the agreement with the British over Allied debts to the United States that would soon be followed by negotiations between Washington and Paris to get the French debt problem out of the way as well. Taking all these developments together, it suddenly looked worthwhile for Americans making loans, buying bonds, and restarting FDI in Europe. True to the administration’s position of nudging the private sector without direct commitment on Washington’s part, the U.S. secretary of commerce did his best to whet American investors’ appetites. After all, unless there was international trade, “not a single automobile would run, not a dynamo would turn, not a telephone, telegraph or radio would operate.” Trading goods and raw materials was simply “the life blood of modern civilization.”50

By May 1924 the first optimistic reports on the European and German economies appeared in the American financial press. It had always been assumed that German industry was not only the biggest in Europe, but also had the greatest potential for development. On 10 May 1924, B. C. Forbes wrote in his magazine under the heading “Will Europe and Washington Give Business a Spring Tonic?”51 that he was “very hopeful that the Dawes report will lead to a full agreement between Germany and the Allies.” He continued that not only the Germans were serious: “France, too, gives every indication of being anxious to end the acute uncertainty,” even if understandably France “insists upon clear-cut provisions for compelling Germany to live up to the agreement after it is signed.”

On 21 June 1924, Julius Klein, the director of the U.S. Bureau of Foreign and Domestic Commerce, also put Germany at the center of the stabilization effort.52 Referring to trade with Britain, he noted an increase from some $29 million to $41 million between April 1923 and April 1924 and believed that the “present depression in the coal trade” was “largely seasonal.” British textiles were the other major producer with respect to which he noted an element of continued rivalry. Washington, confident of its strength on the international market, advocated the Open Door, whereas Britain tried to strengthen its Empire as a protectionist trading bloc. Accordingly, Klein commented on “the steady shift of the raw cotton imports from American sources to India and other producing areas in the Empire.” No doubt to the irritation of American big business, he saw “further evidence of this determination to relieve itself of too great dependence upon uncertain American supply” by looking toward improving trade relations with Brazil.

From the vantage point of American big business Britain’s shift, however irritating, related to textiles that were not part of the dynamic industries of the Second Industrial Revolution, such as electrical engineering, machines, and chemicals where Germany had much more to offer. Accordingly, the American Committee of the International Chamber of Commerce at its annual meeting in Cleveland had passed a resolution on 6 May welcoming the reparations plan and lending its support to its implementation.53 Optimism was strong enough to ignore that factory orders from Germany were still volatile and “money and credit … scant.”54 German manufacturers, while “getting large orders for goods at home,” were “all seek[ing] credit, but on short-time because they expect good returns from trade and better credit terms in the near future”—no doubt an irony in light of later problems when short-term loans were being used for long-term investment projects. For the moment, German industry’s strategy made sense, considering that interest rates were “between 12 percent and 16 percent.” Rates did indeed go down, but now German manufacturers began to look for long-term loans when they decided that the fulfillment of current orders had to be complemented by a modernization of their factories that required such loans and American FDI. According to WSJ, “several commercial loans are being negotiated” with the Americans. The trouble was that many of them continued to be short-term rather than long-term loans. In other words, the Germans signed up for a system that was less than sound. They did so in the hope that monies would continue to flow from across the Atlantic. This, as will be seen, turned out to be a very dangerous assumption in 1928–29.

For the moment, no one was prepared to contemplate another downturn, and so WSJ reported on 6 August 1924 that “American financial aid to Germany will not end with the floatation in this country of $100,000,000 of the $200,000,000 external obligation to be offered under the Dawes plan. At the conclusion of that financing, say bankers, large industrial financing undertakings unquestionably will come to the United States.”55 The paper continued that future requirements were already being considered: “Prominent New York Banking institutions with strong German connections are said to be quietly sounding out German industrialists’ private needs,” should the Dawes Plan go through. Dow, Jones & Co. had learned “that already important international bankers have made tentative proposals to German industrialists, which financing will probably materialize some time after the launching and disposition of the $200,000,000.” Even bankers who were more skeptical for the moment thought “that with the acceptance of the Dawes plan, safe and lucrative financial operations, such as loans and credits, can be carried on with big German business interests.”

In another article, of 30 August, WSJ focused on Julius C. Meyer, the managing director of the Hamburg-America Line after his return to New York on the United American liner Resolute:56 The Dawes Plan, the journal quoted him, “ ‘will affect every phase of business in Germany, including shipping. [It] will revive business in Germany.’ ” People needed “ ‘money with which to carry on business.’ ” He therefore expected “ ‘all important industrial concerns of Germany to look to America for capital to carry out their work.’ ” No less important, “ ‘the German loan will tend to restore confidence throughout Europe.’ ”

Less than a week later, the U.S. ambassador to Berlin and a glass manufacturer from Corning, New York, Alanson B. Houghton, sailed into New York aboard the George Washington, “enthusiastic over the German Reichstag’s prompt acceptance of the Dawes plan and confidence [recte: confident] that Germany will” implement its terms.57 To make certain that the Reich government would ratify the plan despite considerable right-wing opposition, Houghton added that Hughes had paid a visit to Berlin “to acquaint the administration with his own views of probable developments at Berlin,” following “the victory won by Chancellor [Wilhelm] Marx and Foreign Minister Stresemann on the Dawes report” over the nationalists. The secretary of state had apparently left Germany feeling satisfied that the Germans realized “that any other road would lead straight to chaos and irretrievable disaster for them, coupled with the loss of whatever remnant of the world’s respect they had left.”

Houghton went on that the $200 million loan “in which we are so heavily to participate is probably the best guaranteed loan in financial history,” not least “because virtually the entire resources of the German nation are pledged as collateral.” Of course, American capital had “an even wider interest in the adoption of the Dawes report and what will be its beneficent aftermath.” Germany would become “a practically unlimited field of opportunity” for American investment. The country was “starved of capital requisite for her development in almost every conceivable direction,” and interest rates offered would be “highly attractive to the foreign investor.” Indeed, in many ways, Houghton waxed, “Germany resembles one of our great western states before eastern capital came into them and hewed, as it were, out of the primeval soil a vast industrial enterprise.” He ended by hoping that British capital might join in this supposedly heroic effort of American capital’s “pacific penetration of Germany.” In light of what happened in the next couple of years, Werner Link correctly concluded that Weimar Germany became a “penetrated political system,” and this also applied to Britain, with the relationship between the two and the United States now more distinctly asymmetrical than ever before.58

More restrained than Houghton but in typical State Department fashion, Hughes, too, continued to make encouraging noises, suitably complemented by apocalyptic ones, when, on 19 September 1924, knowing of the J.P. Morgan’s traditional caution, he wrote to Dwight Morrow, a partner at the “House of Morgan,” that the plan had opened “an avenue to economic recovery abroad.”59 Its failure would be a disaster because “we should have, in my judgment, not only chaotic conditions abroad, but [also] a feeling of deep despair.” This in turn meant that American business “would not wholly [!] escape the reactions of such widespread economic distress.”

When the plan was finally all signed and sealed, the New York business community organized a dinner at the Waldorf-Astoria in honor of Owen Young and the other members of the Dawes Committee.60 On this occasion and in a spirit of gentlemanly generosity, the “Harding-Coolidge administration was given full credit for [the] creation and adoption of the Dawes plan.” As Young then put it in his speech with considerable pride, “ ‘The plan would not have been adopted without America.’ ” He mentioned that the “original suggestion of the experts committee came from our Secretary of State.” The Commerce Department “ ‘furnished the largest amount of helpful information.’ ” Young also praised the U.S. ambassadors in Berlin and London. Even the U.S. president had taken an interest “ ‘in the choice of an American citizen to sit on the reparation[s] commission for the purpose of administering the plan.’ ” The banks had given their support through the extension of credits to Germany, while Dawes was credited with having “ ‘sold’ ” the plan to Europe and the United States.

Young finally warned against overoptimism and an overextension of credit: “ ‘A steady, firm, conservative policy is better for Europe and for us because after all we must remember that the ravages of ten years of economic and social demoralization cannot be repaired overnight. The surest rehabilitation of Germany will be a slow and steady and healthful growth. There should be no encouragement for her to react from the great depression into an unhealthy boom.’ ” He also reminded his audience that the restoration of Germany must be seen as part of a larger reconstruction of Europe. He found warm words for the British and especially also for the French who had been very helpful during the London Conference at which the Allies agreed to the plan. He hoped that the disagreements that the whole effort had produced in Washington would now yield to a spirit of cooperation and support of the American people as a whole: “ ‘We may debate political participation in the affairs of the world, but we must participate in its business, and business, like science, knows no political boundaries and in its dictionary there is no such word as isolation.’ ” He ended with the hope “ ‘that business may be carried on internationally without sentiment, but with wisdom and courage’ ” and he prayed “ ‘that the spirit behind that business may be a worthy expression of the character of our people and worthy in the sight of God.’ ”

Apart from WSJ, Forbes joined the effort to generate broad support in the business community. Under the heading “German Revival Will Be Boon to America,” it published an interview with John Hays Hammond after his five-month trip to Europe.61 The magazine introduced him with the following comment: “In this interview he records his observations so clearly and concisely—with a notable lack of the mental fog that afflicts so many who have gone across to size up things—that they may be regarded as an important contribution of America’s understanding of European conditions as they are today.” Referring to his visit to Germany, he remarked, “ ‘The Germans whom I met, with hardly an exception, admitted that the Dawes plan would render a greater service to the economic regeneration of Europe and peace of the near future than any service America could have performed had she been a member of the League of Nations.’ ” But, he added, “ ‘the German Captains of Industry are hopeful that Germany will soon secure a position in the sun in her competition for foreign markets.’ ” After all, “ ‘the Germans are past masters in the peaceful penetration of foreign markets.’ ” Certainly, “ ‘Germany, at the time of my visit late in September, was expectant and ready. Her industrial plants and equipment are in excellent condition. She expended large sums in expanding and equipping her industrial plants since the Armistice.’ ” Hammond felt that increased German competition had already been noted in the United States. But, given American superiority, it was not perceived as a serious threat. At the same time he raised questions with regard to Britain that sounded familiar. Because it had remained “ ‘satisfied with profits as brokers,’ ” the country had “ ‘allowed Germany in the past to secure’ ” competitive advantages. Consequently, Britain, “ ‘unless she radically changes her policy, will suffer more than any other nation when Germany gets on her feet financially, industrially, and commercially.’ ”

6. American Big Business and the
British Economy

An article by Julius Klein, the director of the U.S. Bureau of Foreign and Domestic Commerce, seemed to confirm this assessment.62 There had been, he wrote, a marked decline in British exports to the United States and a rise in imports. He pointed to the continued weight of coal mining and textiles and that there had been a shift from a reliance on American cotton producers to those of the Empire and Commonwealth. If the importance of the textile industries in the British economy reflected an older difficulty of developing the new industries of the Second Industrial Revolution, the structural weaknesses of the country’s industrial system emerged quite clearly also from the decline in coal production. The 1926 General Strike was followed by renewed labor troubles in the industry. Coal exports saw a disastrous drop by 60 percent.

Although the output of the electrical engineering, machine tool, and chemical industries had risen from 6.5 percent of total industrial production to 12.5 percent, this rise proved insufficient to overcome traditional weaknesses, to reduce the weight of the financial sector, and markedly to increase employment. To take the chemical industry, it, like coal and textiles, continued to focus “for the most part on older and simpler operations in inorganic chemistry” instead of developing dyestuffs and drugs. As a result it was by 1924 becoming “uncomfortably apparent” that chemicals were “in serious danger of being hopelessly outclassed, in scale and scope,” by the Germans and Americans.63 The picture was arguably even worse with respect the steel industry: “Not only were British furnaces small, but as the figures of stagnating labour productivity” indicated “they were also ill-provided with modern ancillary equipment.” This left steel in “a condition of chronic depression and wild uncertainty about its true state and prospects.”64 Meanwhile, as will be seen in a moment, the German steel industry underwent a massive rationalization program, modeled on the big American trusts, though with ambivalent results. Finally, British mechanical engineering had also little to show for. Even if the overall state concealed “a considerable variety of experience, both between and within trades,” there were many inefficiencies that the higher productivity of some of the more modern sectors could not equalize.65

This being the state of Britain’s industries, old and new, a further growth in exports to parts of the world other than the sterling bloc with its preferential tariffs could hardly be expected. Indeed, between 1921 and 1930 exports stagnated overall. One reason was that textiles and coal as staple products “were relatively uncompetitive in world markets because of high unit costs of production arising from the technical inefficiency of the industries concerned and also because of lack of competitiveness on non-price counts.”66 Nor was the picture prettier at the level of prices. The brief explosion of wages immediately after the end of the war had increased the price differentials between the United States and Britain from 8 percent to 23 percent, and probably even more with respect to Germany.67 Then hit the 1921 slump. Wages fell and unemployment rose sharply so that in February 1923 the percentage of unemployed trade union members was almost 15 percent. By August 1924 it had declined to 7.2 percent only to rise again to 8.6 percent a month later. With 1.5 million still out of work in 1924, the year saw a series of strikes, including buses and trains. By the summer of 1925 the share of unemployed union members reached 12.3 percent.

Not surprisingly, the demonstrations that Britain had seen in the early 1920s, for example, on Armistice Day 1922, escalated, leading to further protests, especially by the well-organized miners, and finally to a fully fledged general strike in the spring 1926.68 This strike officially lasted for twelve days, but when it was called off on 12 May, bitterness was still so great that it went on spontaneously for another day. The miners continued their industrial action for another six months, until they also gave up having gained virtually nothing. Subsequently, the government not only tried to prevent a repetition of the damage that the general strike had caused to the economy and among foreign investors by passing the restrictive Trade Disputes Act, but, on a more positive note, attempted to stimulate the economy. Still, neither the Labour Cabinet under Ramsay Macdonald nor the Conservatives under Stanley Baldwin were able to bring about a more lasting turnaround.

To be sure, it was not just the anger and frustration of the working population, its proclivity to go on strike and disrupt production that accounted for the stagnation. If in his interview with Forbes Hammond had identified the smug lack of dynamism of “British capital” as a serious drawback to an economic revival,69 Keynes was even harsher when, in November 1926, he raised the question of the “suitability and adaptability of our Business Men to the modern age of mingled progress and retrogression.”70 The explanation he gave was that too many of the current generation of businessmen had gained their executive positions through their fathers and grandfathers rather than by rising on their “own legs.”

In fairness, though, another factor must be added that the British-American historian Jay Winter has called the “Lost Generation” syndrome. As he shows, all too many of those who had volunteered to fight in 1914 and were wiped out in the trenches had been the young university students especially at Oxford and Cambridge. They were now sorely missing, as they were to be the next generation to move into positions of responsibility in the economy and politics. Neither Germany, with its universal service army in which the losses were highest among the working class, nor the United States, which had entered the war late and took until the spring of 1918 to send larger contingents to the Western Front, faced the generational problem of older and less adaptable managers in the way Britain did.71 Nevertheless, the verdict of the British historian Corelli Barnett will have to stand the “the war rendered British businessmen more self-satisfied rather than less, because, [by] forgetting that foreign machines had alone made the colossal output of munitions possible, they took victory as being proof that British industry was superior to German.”72 While the problem of managerial inertia and conservatism had existed before 1914, the war had indeed brought little change. Nor did it help the recovery of the British economy that the spending power of the average consumer also barely increased.

In these circumstances the arguments that Patrick Cohrs, Michael Hogan, and Kathleen Burk have advanced in their books with regard to Anglo-American relations look plausible on the surface. Burk was struck by the amity and cooperation between the two nations, as reflected in the public and private archives that she found. To her, relations between the two banking systems were “symbiotic.”73 In Cohrs’s view the mid-1920s saw a close relationship between Britain and America and even the conclusion of a “Pax Anglo-Americana” that he interpreted as a transitional phase from the Pax Britannica of the nineteenth century to the Pax Americana of the post-1945 period.74 He also purported to show that “the reorientation of American policy under Hughes and the new mode of Anglo-American co-operation fostered by MacDonald paved the way for what was indeed the first ‘real’ peace settlement after 1918: the London reparations settlement of 1924.”75 Hogan wrote (as is also reflected in the title of his study) “that instead of the wide great-power community envisioned by Colonel House in 1916, an informal Anglo-American economic entente had emerged by mid-decade.”76 However, like Cohrs, he then goes on to mention a number of factors that do not quite fit this interpretation.

One of these that has already been mentioned both in the context of the Paris Peace Conference and the meeting at Genoa was the British determination to keep the Empire and Commonwealth together as a trading bloc. Thus British FDI underwent a marked shift, with some 50 per cent now going to the Commonwealth. In the view of B. C. Forbes, “Britain is adhering more earnestly than ever before to ‘trading within the Empire.’ ”77 This policy, he continued, “is stimulated by her natural desire to cut down the industrial lead attained by the United States during and since the World War.” It was of course a policy that had irritated the U.S. administration from Wilson to Coolidge as well as the American business community who, confident in their newly won economic strength, pushed for the Open Door, whether in the Far East or in other parts of the world. Parrini, it is true, claimed that “the British imperial preference system did not in most cases forbid American investment.” But he then added, “It gave to competing British investors a significant advantage.”78

Beyond manufacturing industry, there was also the tension between the City and Wall Street. The American banking industry had resented for a long time that so much lucrative international commissioning business had been flowing through London—before 1900 still the undisputed financial center of the world with large “invisible earnings.” This was to be changed after World War I, when New York’s bankers were quite unabashed about their ambition to replace their British competitors. Paul Warburg was particularly blunt about this when he wrote to Owen D. Young on 21 March 1924,79 “The opportunity that the present emergency in Europe offers is unique, and I don’t believe it will ever be again within as easy a grasp of the United States as it is today. It is the question of whether the Dollar shall permanently retain a dominant position or whether we are willing to surrender financial mastery to the Pound Sterling for good and all!” He added, “England realizes that, and that is why the Bank of England is willing to go to a considerable length in granting facilities.” And indeed, “Britain’s political and financial elites never lost sight of their underlying aim: to re-establish the status quo ante bellum as far as possible, with The City still seeking to regain pre-eminence from Wall Street.”80 In light of these realities, it is a bit is difficult to discern a symbiosis or anything like a continuation of the wartime “special relationship” between the two World War I allies in the 1920s. If B.J.C. McKercher is correct, Britain’s politicians and diplomats harbored a “deep and latent mistrust” of the Americans.81 Nor in light of Warburg’s remark to Young, had suspicious City bankers changed their mind about Wall Street’s hegemonic ambitions.

It did not help the British position that some policies relating to the erosion of Britain’s financial hegemony were self-inflicted. The British Conservatives and their allies in the City had always regretted that the country, badly battered by the total war effort, had been forced to abandon the gold standard in 1918. An early return to this standard and to the convertibility of sterling had therefore constantly been at the back of the Conservatives’ minds. When the issue reappeared in 1924 in connection with the expected general stabilization of the economies of Europe following the implementation of the Dawes Plan, Benjamin Strong, the governor of the New York Federal Reserve Bank, encouraged, for not entirely altruistic reasons, his colleague Montague Norman of the Bank of England to pursue the reintroduction of the gold standard. As the former put it to Norman on 3 June 1924, returning to the gold standard as soon as possible would be “for the ultimate benefit” of British trade and “facilitate paying her debt to us.”82

However, from the start there had been serious questioning of whether any advantages would in fact accrue to the British economy from a return to gold. Keynes, for example, was convinced and said so very loudly that it would reinforce the country’s dependence on the United States. In an article in Forbes of 15 January 1927, Merryle Stanley Rukeyser also referred to “the critics of the British Treasury [who] asserted that a return to gold would entail a recognition of the economic supremacy of the United States.”83 These critics were no doubt correct, and it seems that this is why Norman was being nudged by Strong. And behind him stood the American banking community whose members had repeatedly articulated their ambition to replace the City as the financial center of the world.

Yet there was not merely the transatlantic rivalry between New York and London. On closer inspection, the return to the gold standard was also a major issue of contestation between the City, on the one hand, and British manufacturing industry, on the other. Again the question was whose interests the Conservatives in Parliament and the Cabinets of the mid-twenties put first. The war was not even over when the idea began to circulate that the best way to revive a civilian economy was to have a sound currency by returning to the gold standard.84 Norman and his supporters in the City were convinced that this was the only path to a stable international system of payments and a renewed flourishing of world trade. If the Bank of England introduced a moderate increase of its rate and thereby also gently fueled inflation, sterling’s position would be strengthened. British industry, by contrast, feared that dearer money and rising inflation would negatively affect its competitiveness, increase wage pressures, and reduce its capacity to hire more workers.

The back and forth between the two sectors continued until 1925 after Winston Churchill had become chancellor of the Exchequer and found himself between three stools. He shared the suspicions of Lord Beaverbrook and the right-wing press that Wall Street was trying to steal the City’s clothes and undermine the Empire and Common-wealth as a preferential tariff zone centered on sterling.85 Nevertheless, the pressure of Norman and the bankers on him was strong enough for him to opt for a return of the gold standard in April 1925 at the risk of higher unemployment and the other negative consequences for British industry that its spokesmen had warned about. Prime Minister Baldwin argued that the standard was a “safeguard against [the] subversion of [the] existing order.”86 The move pleased the City. As had been warned, the strength of the pound handicapped British industry and especially the branches of the Second Industrial Revolution to compete with the Americans and Germans. The Federation of British Industries (FBI) and also Sir Alfred Mond, the chemical industrialist, protested but to no avail. As one paper put it, industry had been “crucified on a cross of gold” or, to invoke the title of Barry Eichengreen’s study, had been put in “Golden Fetters.”87 But it was not the first nor the last time that Britain’s productive economy was disadvantaged for the sake of the banks and their much vaunted “invisible earnings.”88 In light of this outcome of the power struggle between manufacturing industry and the City, with Wall Street always hovering in the background, it is not too farfetched also to see a connection between this decision and the industrial unrest that reached its first culmination point in 1926. But even after the end of the General Strike, the British economy shuffled from crisis to crisis until the Depression produced further hardship from 1929 onward.

Churchill later reproached himself for having allowed himself to be pushed into his decision by Norman and his advisers, calling it the “biggest blunder of [my] life.”89 But the damage had been done and the decision could not be reversed until the country went off the gold standard again in September 1931. The point to be borne in mind is what it meant for the dynamics of the North Atlantic Triangle that is at the center of this book. While the Baldwin Cabinet and the City had their eyes firmly fixed on the United States as a rival in pursuit of its antiprotectionist strategy and opposition to the Empire, Germany’s maneuvers to regain its former position in the international markets also appeared in London’s visor. The suspicion was that with the Americans favoring industrial Germany, they would make her “an even greater commercial rival than she had been before the war.”90 The City also worried about “the establishment of German-American commercial links that by-passed London and reduced its entrepot role.” As Walter Leaf, the chairman of the Westminster Bank, put it in June 1925, there was the possibility that a “depreciated pound would be squeezed out of world finance between the two great gold currencies, the dollar and the mark.”91

British anxieties of 1925 must also be seen against the background of a proposal that the Anglophile Hjalmar Horace Schacht, the president of the Reichsbank, had put to his colleague Norman as early as January 1924.92 He offered the creation in Germany of a sterling-based “gold discount bank” that would oblige the new bank as well as the Reichsbank “to deal solely with and through the Bank of England in Great Britain,” provided that Norman participated in the funding of this institute to the tune of five million pounds sterling. Arguing that this step could provide German industry with much-needed credits, subsequent negotiations yielded, in addition to the undertaking from the Bank of England, a promise from a consortium of British private banks of another five million. Although Owen Young as Dawes’s deputy in the Committee of Experts was more annoyed with Poincaré’s procrastination on the Ruhr and Rhineland questions than with Norman and Schacht, it was no secret that the proposal was an attempt by Schacht who feared the Reichsbank’s dependence on Wall Street to create a joint Anglo-German front. It was a futile move and the “Americanization” of the British financial system and the Weimar economy continued.

Given these developments, the disputes over the supply of rubber that arose between the American Rubber Association and British growers may seem unimportant.93 But they, too, are indicative of the fact that the Pax Anglo-Americana, if it ever existed in this period, was not as harmonious as some scholars have postulated. As has been mentioned above, ultimately the World War I Allies envisioned two different economic world orders. The British elites thought in terms of the Imperial preferential tariff zones which the City dominated, backed by gold and a strong sterling. Free Trade now meant open markets within the Empire and Commonwealth for British industry, with other trading nations having to overcome the tariff walls around it. Wall Street and the big manufacturing corporations aimed at a global economy with open markets and open access to raw materials that was run by American money. It was these realities of Anglo-American relations in the postwar period that led Hogan to conclude that the erstwhile “informal understanding had broken down” by the middle of 1925.94 Even if affinities continued to exist between the British and American business communities that dated back to the war years, after the ratification of the Dawes Plan American banks and manufacturing industries were increasingly looking toward Germany for their investments and exports.

The statistical material on the relatively poor performance of British industry, the number of strikes and unemployed therefore should be viewed together with less tangible sociocultural research on the country’s economic and political predicament. There is, to begin with, the fragmentation of manufacturing with its many family firms “rubbing shoulders with bankers and financiers at board meetings,” whose members saw the world “essentially in terms of their particular sector of industry.”95 World War I had not strengthened the organization of British industry. The FBI remained weak if compared with the powerful German industrial lobbies. As Eyre Crowe at the Foreign Office observed rather disdainfully in April 1916, the Association of British Chambers of Commerce, with its fifty thousand members in the 1920s, was “really nothing more than a very incompetent debating society.”96 In these circumstances, it was difficult to establish a cooperative relationship with the unions and to gain an effective voice in the City and among its supporters in the Conservative Party in Parliament, many of whose members were educated in the same public schools and Oxbridge colleges.

Understandably, there was resentment “at the American dismissal of Britain as inefficient, unstable and hovering on the brink of revolution.”97 But the trouble was that this view was shared by Norman who believed that “if British manufacturers were unable to hold their place in foreign markets, it was chiefly because they were un-enterprising and too ‘individualistic’ to rationalize their operations.”98 It was a view shared not only in the City but also by Arthur Balfour, later lord president of the council, when chairing the Committee on Industry and Trade. He noted in his final Committee Report, published in 1928, that “American trade has increased to a considerable extent” in many markets and seemed to have done so “at the expense of British trade.”99 He therefore urged the British business community to become more efficient through “large-scale production, elimination of waste, standardisation, and simplification of practice,” in short through “ ‘rationalisation.’ ”

It is telling of the reservations that British businessmen and members of the House of Lords harbored about this concept that Balfour, as the chair of an industry and trade committee that had been asked to investigate Britain’s industrial problems, put the term in quotation marks. At the same time, they were “envious of the Americans’ peaceful labour relations and boundless optimism about business prospects.”100 The Rothermere press tried to drive this point home when insisting that “America has shown” how rationalization and mass production can be achieved “without ‘sweating’ the worker.”101 These attitudes may explain why in the power struggle between the City and manufacturing industry over the return to the gold standard the former and its allies in the Baldwin Cabinet and the Bank of England opted for what they thought was the stronger of the two main pillars of the industrial Britain. It was a preference that not even the resurgence of British manufacturing in World War II succeeded in changing in the long-term after 1945.

7. American Investments in Weimar
Germany and Their Risks

Compared to the British reaction to the larger issue of the American economic pressure upon Europe in the 1920s, the Germans were indeed more responsive when it came to modernizing their factories with American help, now that the 1922 trade agreement was fully operative and loans were flowing into the country. Werner Link, in totting up American long-term and short-term loans between 1924 and 1930, arrived at a total of 137 to the tune of $1.3 billion with annual amounts reaching close to $250 million in 1926 and 1928. Short-term American loans amounted to some $94 million. Carl-Ludwig Holtfrerich, in his very meticulous account of American capital exports, has put together a set of data in which he compared the years 1919–23 with 1924–29.102 These figures have to be held against a total of $9 billion that had been invested worldwide up to February 1930, with world trade between 1925 and 1929 rising by 21 percent.

Apart from the bankers and investors, American firms also returned to Germany to revive pre-1914 and early postwar commercial links or to forge new ones. American FDI went into agencies and production facilities. According to Commerce Department figures, 1,150 American firms sold their products in Germany through permanent representations, and some 79 reopened or built factories. The branches were much the same as before 1914, that is, electrical engineering, chemicals, automobiles, steel and iron products, shoes and leather, and so were the companies. The total value of capital they invested amounted to close to $139 million, with the car industry, to be discussed in detail at the beginning of the next chapter, taking up the largest chunk. As Karl Heinrich Pohl put it in his study of the Weimar economy and foreign policy, “the question of reparations had been transformed from a weapon of French foreign policy into an international business—with preference given to the U.S.… A far-reaching identity of interests had been established between the two countries.”103 He added that the more German indebtedness grew, “the greater would be the interest of American capital in the well-being of the German debtors also in the future.” America’s dynamic optimism spread into virtually all branches of industry.

However, with the benefit of hindsight, it would be very misleading to say that all was well with the expansion and modernization of German industry, even if the indigenous business culture was different from that of Britain and tended to draw positive American comments rather than criticism. Just as in Britain, the problems arose from the structural and attitudinal conditions with which the German economic system, marked by a number of peculiarities, continued to wrestle. There was first of all the issue of the channeling of American loans. Its dimensions and broader implications have become clearer after William McNeil and other historians began to evaluate the files of Parker Gilbert, the Wall Street banker and official Reparations Agent in Germany.104 He was supposed to supervise the implementation of the Dawes Plan.

As Young had stressed in his speech at the Waldorf-Astoria dinner in the middle of December 1924 when the ratification of the settlement was being celebrated, there were no solutions that would work overnight.105 The Committee of Experts had also always known that they would not be able to produce more than a transitional arrangement for the payment of reparations. Although the Dawes Plan worked for the time being, sooner or later it would have to be revised for both Germany and the recipients of payments to have something more durable in hand. Moreover, the Committee of Experts almost expected that the Germans would be the first to push for a revision, as the payments gradually increased from year to year. This revision was in fact initiated in 1928 and resulted in the Young Plan that was finally adopted in August 1929. Essentially, it amounted to a rescheduling of the debt and provided for a more extended payment period of some fifty years.

Apart from the Reich government, Gilbert himself began to raise the issue of an eventual revision soon after assuming his duties as Reparations Agent in Berlin. But his activities inevitably also involved him in a close monitoring of the German economy. He was particularly anxious that American loans went into the modernization of industry. It did not take him long to discover, though, that many bonds offered to investors on the American market were not from private companies to be used to make production more efficient. Instead they originated from German cities that wanted to strengthen their infrastructure. Of course, as long as American loans were used to improve roads, ports, or public utilities, they could be deemed modernizing investments. But many city fathers who tried to attract American money were also politicians who thought of the next election and were keen to remain popular with their voters.106 Gilbert therefore observed with dismay how, say, city of Cologne bonds were used by its mayor, Konrad Adenauer, to build recreational facilities or the impressive “Green Belt” (Grüngürtel), a park that hugs the inner city of Cologne to this day. There was no effective way to stop the flow of money into such issues, not least because they looked safer to an investor sitting in the American Midwest than those floated by manufacturing firms whose economic soundness it was difficult to gauge from afar.

Another area of potential trouble was that the gains from the revival of the German economy were quite unevenly distributed. By 1925–26, urban centers such as Berlin, Hamburg, Frankfurt, Stuttgart, or Munich experienced a good deal of prosperity. It was enjoyed primarily by those commercial and educated middle classes who had not lost their savings in the hyperinflation of 1923 and whose well-paid jobs left them with quite a lot of spending power in their budgets. While agriculture was ailing after the war and people continued to move to the urban centers in search of better jobs, the white-collar and white-blouse professions expanded. These were the socioeconomic groups that could pay for consumer goods and leisure activities that in turn stimulated the supply of cultural offerings. They ranged from “high” culture, such as concerts of classical music, opera, theater, and art exhibitions, to “popular” culture and entertainment, such as dance halls, fairs, or movies. Most films were directly imported from Hollywood, but there were also adaptations to other American imports. Moreover, there arose an intriguing competitive tension between the American market-based approach films made to entertain and the more experimental and “darker” German movies that, though they benefitted from a protectionist Filmkontingenzgesetz, were no money-spinners. In 1925, Coca-Cola built a bottling plant in Essen and marketed its fizzy drink in competition to German Brause and beer. Overall, the mid-1920s was an enormously creative period for cultural experiments at all levels in theater, music, visual arts, architecture, and dance.107

While living standards rose for some groups, others were left behind, not only in agriculture but also among blue-collar workers. Since unemployment remained high, rising from a relative low of 682,000 (3.4 percent) during the first boom year of 1925 to 2 million in 1926 (10 percent), then hovering around 1.3 million (6.1 percent) in 1927 and 1928 before rising to 1.9 million (8.5 percent) in 1929, several million family members barely participated in the new prosperity. This also applied to those whose hours were cut.108 Those who kept a full-time job were seeing both their wages but also their leisure time reduced. The eight-hour workday—one of the few genuine economic achievements for industrial workers in the 1918 Revolution, but a thorn for the employers—had been scrapped again during the crisis of 1923. Trade union membership had been high during the early 1920s at between 8 and 9 million in 1922–23. It dropped to 5.3 million in 1924 and stayed at around 4.7 million between 1925 and 1928, rising again to 5.5 million in 1929 and 1930. In short, just as Zara Steiner has concluded for Britain that the “golden twenties” were not so golden, the German economic historian F.-W. Henning came to similar conclusions with respect to the Weimar Republic.109 Nor did agriculture fare better.110 So, before we extol the achievements of “Weimar culture” too much, there was a dark side to the glitter and successes of the 1920s: continued working-class deprivation and distress.

Partly in an effort to avoid further losses of members, the union leaderships became interested in American industry where workers were rumored to have high wages, a car, and a house. In her Visions of Modernity Mary Nolan has examined how it was that German industrialists traveled to the Unites States, as they had done before 1914, to visit modern factories in Michigan, Ohio, or Pennsylvania.111 They were joined by trade unionists interested in American labor relations and in how far American work practices, factory organization, and management might be transferable to Germany. They often came back feeling that their country still had a long way to go to achieve blue-collar lifestyles that they had seen in Detroit or Pittsburgh. Although few, if any, of these trade unionists ever went to see the poverty in the American South, in the sticks of northern Maine, or in the slums of Chicago, Harlem, and Los Angeles, they sensed that the lives of their American colleagues also had a marked downside that included little social security and protection against employer arbitrariness. It was only the New Deal that changed these conditions of insecurity in the 1930s.

This meant that those trade unionists who had taken a closer look came back to Europe feeling that their system of social security but also the labor practices in the new industries were in fact more progressive than America’s. But they also knew that back home conditions could be quite varied, too, depending on whether the employer was the head of a small family firm with traditionally more rigidly paternalistic traditions, a large steel firm or coal mine run by a management with strong antiunion sentiments and practices, or a company like Bosch or AEG whose executives inclined toward cooperation and compromise with their workforce rather than responding to a strike with a lockout and by calling the police.112

The state of labor relations back home was to no small degree also driven by larger discourses about “Americanization,” the “rationalization” of production, and standardization that had resumed among unions and employers after 1923. One of these revolved around the treatment of work forces and a metamorphosis that pre-1914 Taylorism had undergone. As will be remembered, Taylor’s approach to work organization had been harsh. He saw industrial workers as unskilled humans who merely had to be taught repetitive tasks in return for higher wages and bonuses. It was, as Charles Maier has demonstrated, an engineering view of modern industrial labor.113 But by the early 1920s, if not before, the discovery of the “human soul” by psychology and psychiatry had spilled over into the industrial world. After 1918, many managers were no longer just supervisors who issued rulings from the top. They had become more sensitive to the immaterial aspects of labor and had come to see the “factory as a society,” involved in a common productive enterprise. By the 1920s, Scientific Management had “extended the original approaches of Taylorism into all areas of labour productivity, technological efficiency, and even corporate organization,” but in a less disciplinarian guise. If the tempo of production was stepped up, the fast pace—true to the arch-capitalist slogan that “time is money”—also became the hallmark of people’s lives outside the workplace.114

In Germany, the interest in ideas about how to organize and run a modern corporation became suffused with concepts of more centralized planning and economic forecasting not just within a multilevel firm but also between industry and government. Against the background of the experience of the war, American business had pushed hard for a full restoration of a liberal-capitalist economy that kept the state out and relied exclusively on the forces of the market to generate growth and prosperity. In Britain and Germany, where the organization for total war had unfolded between 1915 and 1918 and had therefore also struck deeper roots, it was not just socialists and communists who talked about the permanent involvement of the state in the economy. While the workers and their leaders who adhered to Marxism in its various guises hoped to transform the capitalist economy into a socialist one, some more moderate trade unionists were not merely prepared to collaborate with reform-minded employers of the “Siemens camp” on collective bargaining rights and containment of conflict through the institutionalization of conflict but also on the larger definitions relating to the changing relationship between “capital and labor” as well as between industry and the government. Discussions on the rationalization and standardization of work to increase productivity constituted an integral part of these debates, some of which became intertwined with discourses on managers as technocratically minded “engineers of the soul.”115

Finally, these developments must be related to Ford’s ideas that were not merely about rationalized production and assembly line work at an attractive rate of $5 per day. They were also about how to motivate workers by appealing to their desire to own and consume. His recipe was to pass a larger portion of the gains achieved through rationalization on to the workers as consumers and to lower prices in the expectation that, with more money in their pockets, they would spend it not merely to cover their daily needs in food and housing, but also to buy consumer durables. It is this side of Fordism that employers and unionists also witnessed on their visits to the United States or assembled from the newspaper articles, company brochures, and books that were being published in large numbers in Germany as the economy recovered in the mid-1920s with the help of American loans and FDI.

However, the picture becomes more complex when the responses of different industrial branches and their lobbies are considered. The electrical engineering industry had, not surprisingly, a strong interest in the designing, production, and marketing of consumer durables, such as vacuum cleaners, electric tea kettles, fridges, radios, telephones, or washing machines that were also pleasing to the eye and practical. AEG, Siemens, and Bosch were at the forefront of these movements. A growing number of department stores were keen to display and sell such products in their glittering “palaces of consumption,” with the more modest chain stores not far behind. Together with the automobile industry these branches were the leaders of the Fordist revolution that was also reflected in the ever faster pace of both factory production and life outside the workplace.116 To be sure, there was ample criticism of other aspects of Americanism, such as the alleged tendency toward uniformity. Frank Lippert has even argued that the ubiquitous German cartelization movement, first discussed in chapter III and to be examined again in chapters V and VI, must be seen as an “attempt to mitigate the negative consequences of rationalization at the firm level by higher-level planning and to transfer them, inter alia, through price increases, to the demand side.”117

It should be clear by now that the response of the Germans—be they workers, trade union leaders, editors of factory newsletters, or cultural critics and academic economists—was quite polyphone and that this was no less true of the men who were in charge of corporations and their lobbies. The power and influence of the latter was particularly strong in Germany and was concentrated in the peak associations whose presidents and officers often spoke for an entire branch. However, there has been a scholarly debate about their actual power and unity. While rejecting the Marxist-Leninist-Stalinist notion of a single bloc of a “monopoly-capitalist” ruling class that not only determined economic policy making, but was also responsible for bringing Hitler to power, a larger number of historians have asserted that there existed a split between a liberal-capitalist and a conservative-nationalist camp. The former was embodied in the policies of export-orientated and socially reformist-minded companies such as Siemens, Bosch, and chemicals companies that gained the upper hand in the mid-1920s also in the peak association, the powerful Reichsverband der Industrie (RDI). But, as Bernd Weisbrod has shown, this did not mean that the conservative bosses of coal and steel, especially in the Ruhr region, had been successfully sidelined. Rather they retained a “veto” position that was strong enough to put a brake on reformist initiatives.118

The very bitter Ruhreisenstreit of 1928 that badly undermined worker-management relations is a good case in point. On this occasion, the managers of iron, coal and steel, especially in the Ruhr region, reacted very harshly to their labor dispute with the metal workers’ union and unceremoniously locked their work forces out. The problems that came to the surface in such disputes concerning the positions of employers on domestic and foreign issues were glaring enough for Peter Hayes to disagree with the two-camp hypothesis and to insist that industry was even more fractured than earlier scholarship had assumed.119 Sensibly enough, he wanted to get away from “an ahistorical schematization that elides differences in the national and international contexts at different periods” and “blinds us to important changes.” He added, “We [also] need to recognize the distorting effect of the extraordinary phenomenon of the Ruhr.” It was “more compact, more coordinated by a common ‘culture’ and entrepreneurial ‘mentality’ and by sociological as well as economic ties than most other aggregations of commercial energy.” But, though “for a time absolutely pivotal to most of German industrial production, the Ruhr was neither imitable nor imitated by other industrial constellations, either regional or sectoral.” This meant that “we must stop chasing the chimera of an industrial two-party system.”

Even if Hayes’s interpretation of “industrial factionalism” is accepted, he, too, stresses the power of the Ruhr heavy industries. Their weight grew markedly with the onset of the Depression when the consensus-building efforts between the unions and the “Siemens camp” began to fray and class conflict resumed in the face of mass unemployment and escalating austerity programs by the government of Reich Chancellor Heinrich Brüning. As Paul Reusch, of Gutehoffnungshütte steel trust and then president of the Ruhr iron and steel association (aka Langnamverein because of its long title), put it in June 1928,120 “It will have to be examined if, due to the development of conditions, entrepreneurs will be forced to leave the defensive position adopted since the end of the war.”

Accordingly, Weisbrod came to the conclusion that it was “erroneous to suppose that the protagonists of heavy industry were [ever] ready to depart on that ‘experiment in modernity’ which has been described as the ‘societal corporatist solution,’ if it implied recognition of organized labour as an equal in their domain.”121 By 1930, the Ruhr was no longer merely using its veto powers but actively tried to shape industrial and economic policy making as successive Reich governments became increasingly paralyzed. When Hitler came to power in January 1933, they began to collaborate with an antidemocratic regime that immediately persecuted and then banned the unions and the Social Democratic Party and destroyed the Weimar Republic. Hitler also lost no time to promise industry large public expenditure programs. Since they involved government orders for a rearmament of the Reichswehr, they amounted to a “military Keynesianism” that gave a big boost to heavy industry.122 There were, it is true, also major power struggles within the RDI with its more diverse central committee membership and leadership. In other words, the bridges that had been built to the unions in the 1920s were not burned completely and talks continued to find ways of jointly tackling the economic and political crisis of the early 1930s. Ultimately, the conservative coal and steel bosses of the Ruhr region won the day and decided in 1933 to support the policies of the Nazi government.

The foregoing discussion of attitudes toward rationalization, mass production, mass marketing, and mass consumption that had its parallels in Britain is very relevant to this chapter’s themes of American big business attitudes toward loans, FDI, and the economic reconstruction of Europe in light of what visitors and also readers of the WSJ learned and, no less important, what they missed. They were informed about the broad impact that American money had on the German economy, and, at least between 1924 and 1928, they felt assured that the recovery would enable the country not only to pay its reparations agreed under the Dawes Plan but also honor its loan and interest payment obligations. American corporations that made new investments were similarly optimistic that these would pay off. What they also welcomed was that the German firms that belonged to the “Siemens camp” were not merely interested in American ideas and practices of production, management, and marketing, but also in reconnecting with prewar partners. While Anglo-American and German-American relations in the automobile industry will be discussed in detail in the next chapter for the 1920s as well as 1930s, the cooperations that AEG, Siemens, or Bosch developed provide good cases of how Fordism was studied, taken up, critically tested, and integrated into those practices and traditions of a company’s culture that seemed to mesh well with Fordist concepts.

But many visitors from the United States missed almost completely what was going on in the field of labor relations and the tensions between divergent branches of industry. At least one of the visitors left with the quite erroneous impression that there was no unemployment to speak of. After the 1923 crisis, the Ruhr industries rarely commanded the interest of American bankers and corporate leaders. And yet, coal and steel were not only groups influencing the domestic balance of economic power, but also the processes of rationalization and “Americanization.” Put in a nutshell, the Ruhr steel industry with its vertical links to mining (Verbundwirtschaft) rationalized its production, but with anti-American objectives in mind. They took U.S. Steel as their model by bringing about a massive merger of major corporations that would give the new entity a virtual monopoly position in its branch.

8. The Problem of International Cartels,
Trusts, and Cooperations

As early as 1905, August Thyssen, one of the promoters of concentration, had argued that “the age of syndicates is really over; we must now move towards trusts.”123 Since Germany did not have a Sherman Act that gave the Justice Department, in the name of preserving competition, the powers to break up firms that had acquired a dominant position in the marketplace, there was no threat to the construction of a German United Steel, the Vereinigte Stahlwerke AG (VSt), in 1926. This time it was Fritz Thyssen, who, in writing to Albert Vögler in July 1927, looked back on the creation of VSt as follows:124 “Our model is the splendid example of America [where] the wealth in natural resources [and] a large market have promoted the development of mass production. On the basis of this favorable foundation American scientists have done outstanding things.” By contrast, Germany “first had to create artificially through our actions the foundations of concentrated mass production.” Alfred Reckendrees has investigated this founding process in considerable detail and seen it as part of the “Americanization” of German heavy industry.125 It is worth comparing this merger movement with what has been said about the British steel industry and also to look across to the German chemical industry and its development of the I.G. Farben conglomerate. Clearly, by the mid-1920s the “special relationship” with Britain was no more than a shadow of what it had been during World War I. By then a “special relationship” had been restored between American big business and their German counterparts both as partners in FDI and joint ventures and as competitors.

Trying to buttress their position in the international economy against the American corporations, but not having the advantage of a very large internal market, it is not surprising that VSt began to see its neighbors, especially French heavy industry in Lorraine, as potential partners in an international cartel. After all, VSt boss Vögler had insisted as early as December 1925 that “mass production is inseparably linked to mass sales.”126 It therefore did not take long for the International Raw Steel Community (IRG), as it came to be called, to be designed as a European bloc.127 This was patently anathema to the Open Door policies that Washington had established in Asia and in opposition to the British Empire as a closed trading area. Consequently, the United States was also intent on introducing the Open Door in Continental Europe. But there was an escape from the impression of American politicians and businessmen that the Europeans were “ganging up” against them that probably prevented a more direct confrontation.128 Under the Webb-Pomerene Act of 1918, it was possible for the American companies “to join together for exports without fear of anti-trust prosecution” and thus also to participate in international collaborations.129

Perhaps to clarify a complex situation, Forbes published a long article by Arthur S. Grey in September 1928 under the title “Germany—the World’s Business Partner.” In it the former U.S. trade commissioner in Berlin between 1921 and 1924 first analyzed the party-political situation in Berlin. He then gave a description of the organization of that country’s industry with clarifications of what were “vertical trusts,” “horizontal trusts,” “cartels,” and “communities of interest.”130 Also going back to the information that had circulated in the United States about German cartels and monopolies, American big business had at least some understanding of the structures of German capitalism.

Given VSt’s size and clout, it is not surprising that IRG came to be dominated by the Ruhr trusts. The trouble was that it was soon racked by disagreements between the Germans and the other members, the more so when it turned out that the profits from cooperations were below those of returns from a firm’s own ventures.131 Reckendrees has added that there was also the problem that in many respects German heavy industry, like its British counterpart, remained steeped in mentalities that dated back to the pre-1914 period so that—as will be seen in chapter VI—a genuine reorientation did not occur until after 1945 when the Americans insisted on a fresh start and the abolition of the cartel structures in all of Europe via Germany. And so IRG collapsed in May 1929. It was only in 1933 that a successor, the International Raw Steel Export Community, was set up.

Given that the conditions of American hegemony were not yet those of the post-1945 period, cooperation with European competitors was preferable to exporting American corporations whenever such arrangements seemed “more profitable than uncompromising competition that depressed prices.”132 The founding of the American Steel Export Association was designed to counter the trend toward intra-European cartelization but also to prepare a transatlantic understanding about production and distribution at the global level. Accordingly, the American Steel Export Association signed an agreement with IRG in 1928 to coordinate deliveries of steel pipes to the oil industry around the world. At the same time, U.S. Steel assured Ernst Poensgen of VSt and the IRG vice president that the American steelmakers would desist from lobbying the U.S. government to reintroduce the tariffs that had been lifted in 1927. But such cooperations that also occurred in the fields of rail and copper manufacturing were, inevitably perhaps, badly undermined by the Great Depression.

Beyond these often precarious arrangements, American-style steel production offered monopolists such as VSt yet another bonus: it was under no or little pressure to pass its rationalization gains on to the consumers. Moreover, putting up large steel mills with cutting edge technology, it was also able to reduce its work force, unloading the unemployed onto the Reich budget. The fact that the Ruhr was opposed to unions and the SPD was therefore not merely a reflection of nineteenth-century patriarchal mentalities, but also of bitterness on the part of labor to the threat of redundancy and the technocratic mindset of many Ruhr managers. The above-mentioned Ruhreisenstreit of 1928 was thus in part also a confrontation that had its origins in the peculiarities of the rationalization movement in this particular industry. Vögler’s mass production was not complemented by mass demand. It soon became clear that overcapacities had been created that the consumer goods industries of the 1920s were still too weak to relieve, and this weakness was exacerbated when the Slump produced a collapse of consumer demand. In other words, steel rationalization produced a downward spiral until Hitler came along with his massive “military Keynesianism”133 of placing public orders that once again uplifted heavy industry and created jobs in the Ruhr.

The above-mentioned article in Forbes on horizontal German cartels also pointed to “communities of interest” (Interessengemeinschaften) as “a peculiarly German formula” that “in the German sense, is a rather generic” and hard-to-define term.134 An example would be that “two firms, making a similar line of products, may find that one is better equipped for manufacturing the heavier units, while the other finds itself better adapted to making the finer units or parts.” This community of interest “formula” was adopted by a number of major chemical corporations at about the same time as VSt was created. The I.G. Farben, as it came to be known, included the Farbwerke Hoechst, the Bayer Farbenfabriken, AGFA, the Badische Anilin- und Soda-Fabrik (BASF), Leopold Casella, Kalle & Co., and the Riedel de Häen Chemische Fabrik.135 Among the companies that remained independent were Schering A.G., Rudolph Koepp chemische Fabrik, C.F. Boehringer & Sons, and Chemische Fabrik von Heyden.136 On the British side, concentration continued primarily through Imperial Chemical Industries (ICI), Lever Brothers, and Burroughs Wellcome.

But all these efforts to concentrate German and British industry must be seen, just as in steel, against the power and influence of the large American chemical firms such as Du Pont de Nemours, Monsanto, Dow Chemicals, Union Carbide, Minnesota Mining and Manufacturing, and Procter & Gamble. Again the self-confident Americans furthered international competition, but were also prepared to enter into agreements. In 1927, I.G. Farben signed a treaty with Standard Oil of New Jersey. The American IG Chemical Corporation was a joint venture among Standard Oil of New Jersey, Ford, and I.G. Farben.137

Meanwhile Du Pont developed its cooperations through its subsidiary, Du Pont Rayon Co. In Germany, the Köln-Rottweil Company became one of its partners that was in turn a subsidiary of the ubiquitous I.G. Farben. But relations were difficult, largely, it seems, because “Du Pont wanted German technology, yet it did not want to be in any way junior to the Germans.” It was ready to cooperate, but “only on its own terms,” and it is was “fiercely competitive.”138 In December 1929, Du Pont jointly with Kokswerke und Chemische Fabriken A.G. took over “the Oskar Mosebach A.G., with the newly founded Duco Lackfabrik A.G., in which Du Pont has about a 50 per cent interest.”139 In the field of pharmaceuticals, there is the story of Merck & Co., which, after the sale of its American properties to George Merck, cooperated as separate entities—a relationship that apparently worked well and was continued when George W. Merck took over from his father in 1925.140

The Americans made similar agreements with a number of French companies. In Britain they took a 49 percent stake in Nobel Chemical Finishes Ltd., with “the controlling interest being held by Imperial Chemical Industries Ltd.” Nobel Britain in turn signed an agreement with Germany’s Nobel Dynamit A.G. But as first mentioned in chapter II, overall the British had made the strategic mistake of “concentrating for decades on inorganic chemicals and natural dyes for supplying the large home demand of textile, steel, glass, and soap industries for different acids, intermediates, and other raw materials.” Here Brunner, Mond & Co. and United Alkali were “among the world’s largest” in soda production. Crossfield and Lever Brothers had specialized in soap. While they may still have had competitive advantages in these fields, they failed to move decisively into organic chemistry. Lacking the know-how, British chemicals continued to depend on imports and thus were part of the continuing decline of the country’s industries.141

There is no space here to examine the new transatlantic links in optics, film, gramophone, and other new industries. The expansion of Hollywood into Britain and Germany has been analyzed in a number of studies that show how movies became an industry that lured millions of people into the cinemas every week and how some 70 percent of the films shown were Hollywood products. The economic but also the cultural impact that the screening of the products of the Californian dream factory had on its British and German viewers can hardly be overestimated.142 Movies were therefore part of the “Americanization” process that had intrigued men like William Stead before 1914 and that scholars, intellectuals, journalists, and the educated and commercial bourgeoisie debated extensively during the interwar period.

This discussion of the restoration of prewar German-American business connections would be incomplete without a look at the electrical engineering industry. Powerful even before 1914, GE’s financial and technological clout had greatly increased during the war. Led by Owen D. Young, International GE’s (IGE) ambitions knew few bounds. In a speech to his executives on 26 July 1922, he tried to inspire them with the words: “You have all the world as your field, undeveloped.”143 Advertising was to be used to create “new demands,” and, in pursuing its goals, the corporation was not reluctant to work closely with Washington as early as the fall of 1920. By this time IGE president Gerald Swope and other managers had refreshed their prewar links with AEG and Walther Rathenau to discuss the dividing up of foreign markets and patent sharing. As far as Britain was concerned, there was the nuisance of “London’s command of the world cable network,”144 so that the secrecy of American diplomatic and commercial information was never secure. To counter this situation, the Americans turned to radio communication, leading to the rise of the Radio Corporation of America (RCA), whose “expansion fit with GE’s sophisticated plan for global expansion.”145 Rather than establishing its own production facilities in Europe, GE, by the late 1920s, began to take a closer interest in AEG. In August 1929 “it was confirmed that 14 million marks of common AEG stock” were to be issued to International GE. This enabled the trust to put no fewer than “five directors on the AEG governing board.” Young became a member of the supervisory council. Also, “a closer working agreement was signed between the two companies, providing the German company [with] U.S. technology and patents.”146 Talks also took place between AEG and IGE about Osram, the light bulb manufacturer.

By 1930 IGE had invested $111.6 million, up from $24 million in 1927. By that time, the corporation had “participated in a significant reorganization of the English electrical manufacturing industry.”147 In early 1928 it acquired a share majority of Metropolitan Vickers Electrical Company from its parent Vickers Ltd. While the penetration of the British market continued, IGE apparently used some $11 million to buy Siemens debentures in the hope of gaining an influential position in that company. It was negotiated with the help of Dillon, Read & Co. through which many American loans and investments were being channeled during this period.148 This time, however, the strategy of gaining a major influence in German electrical engineering failed, even if it was still deemed “a historical economic event of the first order and an important step toward a future world electric trust.”149 As Vossische Zeitung, the influential Berlin daily, put it,150 “The American electrical industry has conquered the world, and only a few of the remaining opposing bastions have been able to withstand the onslaught.” The reasons for this strong interest, especially in AEG and Siemens, emerge from the rise in turnover that the electrical engineering industry achieved from 1928 to 1930. In the case of the big Siemens empire it increased from 735 million marks in 1928 to 820 million in 1929, before it was halved to 410 million in 1932 under the impact of the Great Slump. AEG’s performance was not quite as impressive, reaching 510 million marks in 1928, including majority participations, and 580 million in 1929. By 1932, turnover had fallen back to 220 million.

For the year ended 30 September 1925, the journal listed gross earnings for GE (Germany) of $8,523,306, a considerable increase over the $5,451,891 of the previous year. Net income after taxes and depreciation for 1925 was $1,900,759, as compared to $1,719,142 for 1924.151 It seems therefore that both foreign and indigenous electrical engineering was doing quite well in mid-twenties Germany.

Finally, there is a report by Thomas J. Watson, the president of International Business Machines Corporation (IBM), who returned from “an extended business trip” to Europe in the autumn of 1924.152 He found that there was “more confidence and more hopefulness” all over Europe and that conditions were improving. He thought that in Germany “factories, highways and railroad equipment” were in good shape and was impressed “by the prospect of Germany making a good showing as soon as the Dawes-Young agreement” had been implemented. IBM’s German factory that “commenced operations about a month ago … is turning out excellent work.” At Stuttgart, IBM was “making scales and parts of Hollerith Tabulating machines” and was now “preparing to turn out time recording equipment.” Overall, he was expecting “a substantial growth in the company’s business abroad,” while back home IBM’s sales for September 1924 “were the largest of any month in the company’s history, surpassing August which was also a record month.” It seems that Watson did not visit Britain, but if the above-mentioned assessment for mechanical engineering there is any guide, the picture certainly looked rosier for Germany.

And yet this prosperity remained precarious, just as politics achieved no more than a semblance of stability. Moreover, in light of the concentration and cartelization efforts in steel and chemicals, American corporations always also worried that the Europeans might erect higher tariff barriers, since neither the “Siemens camp” nor the chemical industry were completely averse to moderate protection.153

9. The Instabilities of Weimar Politics
and American Business Optimism

While the foregoing analysis of the economic aspects of the American-European relationship is indispensable to an understanding of big business’s engagement with Britain and Germany, it should never be forgotten that the Weimar Republic also had to grapple with the political fallout from the postwar crisis and the hyperinflation of 1923. The Reich Constitution had introduced a proportional system of representation, rather than a majority vote as in Britain and the United States. This gave even very small parties a chance to gain a few seats in the Reichstag. In view of the fragmentation of Weimar politics, this meant that all Reich cabinets had to be cobbled together from a coalition of parties. This in turn led to unstable governments that were repeatedly toppled when one coalition partner decided to withdraw its ministers. On occasion it was also necessary to form minority cabinets that had to rely on the ad hoc support of parties outside the government. Invariably they demanded concessions relating to their specific agendas and interests.154

From his lair in Berlin, Gilbert soon worried not only about reparations payments and about the flow of American investments, but also observed employment statistics, labor relations and the volatility of parliamentary government. He was alarmed when Paul von Hindenburg was elected Reich president in 1925. This was the old field marshal of World War I who, together with Erich Ludendorff, had become the virtual dictator of the wartime monarchy and who, though he knew that Germany had been militarily defeated, refused to refute the poisonous legend of the stab in the back, that is, that the country had allegedly been brought down in 1918 by socialists, communists, Jews, and other “traitors.” There was indeed something odd about this election of a man who in his heart of hearts was still a monarchist. He was surrounded by advisors who in 1926 and again in the early 1930s were talking about how to transform a parliamentary-democratic republic into an authoritarian presidential regime of unelected “experts.”155 Small wonder that, next to Gilbert, Wall Street became rather alarmed first by the nomination of Hindenburg and then by his actual election.156 To calm the atmosphere, the German ambassador Adolf Georg Otto “Ago” von Maltzan decided to invite a group of Wall Street bankers for a breakfast meeting.157 Those who accepted, among them apparently some who were pro-French, gave Maltzan a cool reception at first. But when the Q&A session that followed his introduction ended, he received a round of applause. Paul Warburg subsequently told the ambassador that the mood had changed again.

While Gilbert must have been pleased with the diplomatic stabilization of the mid-1920s and especially the passage of the Locarno Pact and other international arrangements, he also had to bear in mind the interests of those American institutions and individuals who were committing their resources to German reconstruction without official guarantees from Washington. These investors and companies were attracted because Germany, as has been seen earlier in this chapter, was advertised as the European country with the greatest potential for growth and lucrative returns. Unlike British industry, its enterprises were assumed to be modern. Its system of education and training, comparatively speaking, was still deemed as excellent as it had been before 1914, and its service sectors as dynamic. In 1925–26 WSJ repeatedly treated its readers to articles that reassured them that all was well, especially in contrast to Britain whose industries were run by Oxbridge classics graduates with little understanding of a modern factory whose operations were said to be frequently disrupted by strikes of an allegedly “communist” labor movement.

The main concern with regard to Germany was whether the American monies were channeled into “productive” ventures. Gilbert monitored this closely and urged the State Department to warn the banks to make certain that nonindustrial investments were sound. In line with this consideration, Reichsbank president Schacht “wanted to curtail borrowing by German states and municipalities,” arguing that “foreign borrowing by local governments would not stimulate the kind of productive economic growth that would make payback of the mounting indebtedness possible.”158

In the middle of August 1925, A. L. Humphrey, the president of Westinghouse Air Brake Co. and Union Switch and Signal Co., talked to WSJ after returning from a two-month tour of Britain, France, Belgium, Italy, and Germany. In Britain, the company had concluded an agreement with its former subsidiary, Metropolitan-Vickers, that ran until 1929 and could then be renewed on a yearly basis. In Germany Westinghouse had signed a contract with Siemens-Schuckert in October 1924, valid for ten years—presumably a sign of greater confidence in the Germans. It gave Central Europe to Siemens as its exclusive territory, with Siemens promising not to compete in North America.159 It is against this background of cooperation and optimism that Humphrey noted an “ ‘abrupt recovery’ ” with respect to Germany that he felt was “ ‘due primarily to the stabilizing of currencies, balancing of budgets and proved workability of the Dawes plan.’ ”160 Railroad modernization, Humphrey believed, was “imitating American working methods, particularly as regards the substitution of machinery for man power” in Britain, Germany, and the countries of the Continent. Although orders for new equipment had of late been slow, Humphrey was “encouraged by the outlook for new business.” He thought it was merely a matter of time “before all railroad equipment manufacturers will be running at capacity.”

The journal also had good news for all businessmen on the occasion of the first anniversary of the Dawes Plan. Economists, it reported, had “generally conceded” that the program had been a success, even if “this first year can by no means be regarded as a test.”161 German gold mark payments had been duly received. More than that, in a review of the past year’s operation, the New York Trust Co. had found that “ ‘besides making possible a stabilization of German currency and restoring order into German industry’ ” the receipt of “ ‘1,000,000,000 marks is by no means all that has been accomplished’ ” since September 1924. After listing a number of delays and snafus, the journal mentioned “the control of German revenue” as one of the plan’s achievements.

In December 1925 Gilbert confirmed the earlier optimistic assessments during a visit to New York.162 He was quoted as saying that the Dawes Plan was “ ‘functioning smoothly.’ ” Germany now had a stable currency and a balanced budget. There was in fact “ ‘a considerable surplus even in the face of mounting expenditures.’ ” He added that “ ‘from the viewpoint of German reconstruction, the plan marked a turning point in the recovery from disorder and disorganization of the inflation.’ ” German industry, it was true, was still in need of capital and there were various “ ‘problems of reorganization.’ ” But they were inevitable and “ ‘necessary phases of the recovery itself.’ ”

Six months later, on 9 August 1926, WSJ wrote that “private enterprises are now borrowing much more than German governments and municipalities.” Indeed, in 1925 the German federal states and cities had borrowed to the tune of 422 million marks, with another 391 million having gone to public works. Meanwhile private enterprises had received 693 million. During the first six months of 1926, the total for states and cities was 141 million marks, with 263 million for public works. Corporate loans were 488 million for the same period. The paper concluded, “Reckoning average interest on the 3,800,000,000 marks [in] loans at 8 per cent, Germany would have 324,000,000 marks to pay. This does not seem an excessive burden when compared with German national income which is now put at around 60,000,000,000 marks.”

On 26 October 1926, Henry M. Robertson, president of the First National Bank of Los Angeles and a former member of the Dawes Commission, while not doubting Germany’s “ ‘ability to pay’ ” reparations, pointed to apprehensions expressed by German nationalist politicians who “ ‘desire to make the matter a popular issue.’ ”163 On the other hand, “ ‘the present attitude of Germany’s business community does not afford any ground for doubt concerning the country’s’ ” ability to fulfill its obligations. The opposition, Robertson added, was “ ‘part of a campaign carried on by the Nationalists against the foreign policy of the Social Democrats and other middle groups.’ ”

Reporting from Washington on 19 January 1927, WSJ referred to the gradually increasing reparations payments that were lying ahead for Germany.164 There had been criticisms “aimed at the growing volume of German securities sold in the American market.” These critics asserted that “sufficient attention had not been given to the fact that reparations are a first charge on German resources,” that is, “that foreign loans are junior to reparations.” There was also the “argument that during the standard years of reparations payments transfer problems might complicate the payment of charges on foreign loans because of the greatly increased use of exchange for reparations commitments.” But “experts inquiring into the situation two years hence” had reached the conclusion “that barring a serious economic crisis Germany should be able to carry the burden of maximum reparations commitments and carry annual payments on loans floated in the United States with ease.” The strength of the German budget was “the test of that country’s ability to meet its obligations.” The article continued by listing the increased reparations payments, whereas “German loans floated in this country since the beginning of 1924 at about 600,000,000, including the 120,000,000 gold loan of 1921” with an average estimated yield of 7 percent and an amortization of 4 percent would mean an “annual charge of German loans obtained in the United States” of “only $60,000,000.” Given also the reduction of military expenditure, “the relatively small amounts due to American investors as interest payments should present no difficulty.”

In September 1927, J. S. Bache, a heavyweight on Wall Street, came back from a trip to the European Continent feeling that conditions were “ ‘very favorable, particularly in Italy and Germany.’ ”165 He claimed, quite inaccurately for a year when the rate was at 6.2 percent, that “ ‘there is no unemployment at present’ ” and “ ‘industry everywhere shows signs of progress.’ ” Referring to the Dawes Plan, the banker said that “ ‘it will be a mighty task for Germany to meet the heavy gold payments due in the next few years’ ” and it would be “ ‘a difficult question to answer’ ” where the gold would come from in light of the fact that Gilbert “ ‘is not going to permit the gold that is sustaining the mark to leave Germany and since all the gold is right here in America.’ ” On 20 August, the Journal of Commerce was quoted as saying that reparations were marginal since the main issue was Germany’s position as a trading nation.166

Leon Fraser, the general counsel for the Dawes Plan, who sailed into New York on the same day as Bache, immediately disclaimed “any cause for alarm over the future” of the plan.167 Germany, he explained, was “ ‘enjoying greater prosperity today than at any [time] since the war and her industries in particular appear to be prospering on a sound foundation.’ ” Germany’s payments since the start of the Dawes Plan had been “ ‘$1,000,000 a day,’ ” rising to $1,150,000 per day from “ ‘next week.’ ” This would not raise any problems right now, but the largest payments would fall due in two years’ time and this would put the plan “ ‘to its severest test.’ ” Still, he saw no need to revise the reparations payments that the country had met until now “ ‘without difficulty.’ ” Of course, there continued to be “ ‘extravagance in government expenditures.’ ” Fraser ended with the remark that “ ‘sentiment throughout Germany toward America is very cordial, although there is a general desire for some early action on alien property legislation in Washington.’ ”

In the middle of December, John Moody of “Moody’s Investors Service” chipped in after returning from “an exhaustive study [tour] of financial and business conditions” including interviews with “a large number of Germany’s important bankers and business leaders.”168 Germany, he explained was of course “ ‘depleted of capital’ ” and therefore had to import large amounts “ ‘before she can hope to build her production to the point where her annual export balances will fully offset her foreign debt and reparations payments.’ ” Some “ ‘alarmists,’ ” Moody continued, were pointing “ ‘to the fact that thus far she has not succeeded in building up any export balances whatever and on the strength of this fact are predicting that there will be a transfer crisis next year.’ ” However, the rating specialist assured investors, “ ‘there is nothing in this,’ ” also because Gilbert had means at his disposal to prevent any difficulties. Moreover, Germany had good intentions and “ ‘anyone who has looked carefully into the matter will realize how important the German regards the building up and maintenance of Germany’s credit with the outside world.’ ” Understandably, “ ‘the Germans wish to see reparations terms modified as soon as possible, but her responsible leaders all realize that the building of confidence and credit is infinitely more important to her than any reparations revision at this time.’ ” In conclusion, Moody took “ ‘a distinctly constructive view of Germany as a field for investment of American capital for genuinely constructive purposes and with the exercise of proper discrimination.’ ”

A few days later, another key figure, Ferdinand Eberstadt of Dillon Read & Co., spoke about his experiences.169 He averred that the country had now borrowed a large amount of money from the United States and was seeking to place additional loans. So far these funds had “ ‘been devoted to productive purposes and further loans appear to be necessary and desirable so long as the proceeds are used for purposes which enable the borrower to earn a margin above the requirements for service of the loan.’ ” As to reparations having priority over private investments, he felt that there was “ ‘no good reason’ ” for maintaining this principle. If nothing else there was “ ‘general recognition of the moral obligation due to those who have made loans through which the German economy has been rehabilitated, and thus additional power afforded to the German government to provide reparations payments.’ ” Having touched upon these neuralgic points of the American engagement in Germany, in the end Eberstadt circumnavigated them by proclaiming the Dawes Plan to have been a success, also because it had enabled Germany’s “ ‘participation in the movement toward combination and rationalism in European industry’ ”—an aspect of the larger picture that has been discussed at some length above.

One final article from WSJ of January 1928 shall be mentioned here because it quoted no lesser figure than Paul M. Warburg as agreeing with Gilbert “that the time has arrived to limit Germany’s obligations,” that is, to revise the Dawes Plan after all.170 The sober comments and reassurances of the readers of WSJ that appeared throughout 1927 are likely to have left investors and firms that were thinking of entering the German market in some confusion.

10. Parker Gilbert’s Pessimism and
American Business Gullibility

It was obvious that the information these investors were receiving was imperfect and in part even misleading. But they did not have access to the reports that Gilbert kept sending to his superiors in the United States. It has already been mentioned that the Reparations Agent in Berlin had been quite concerned about economic and political developments in Germany, about where American investments were going, and whether the Germans would be able to make rising reparations payments and service those sizeable loans. Overall, he hoped to postpone the revision of the Dawes Plan that the German government was urging him to initiate without delay. The fear was that the German economy was being overburdened by both these foreign obligations and the promise to maintain a social welfare system for those who were still heavily dependent upon this safety net.

In the 1970s the German economic historian Knut Borchardt argued with respect to the economic policies of Reich Chancellor Heinrich Brüning in the early 1930s that his government was faced with a serious overburdening of the economy that dated back to the late 1920s. He therefore had no choice but to adopt a brutal austerity regime.171 Looking at the relevant statistics and the policies of Brüning’s predecessors who were grappling with a similar though still less serious overburdening of the economy with both foreign and domestic financial obligations, the American “alarmists” were not as wrong as their more optimistic respondents in WSJ suggested. There was a crisis in the making.

The sword that was hanging over the servicing of German reparations and loans, precarious as it was from the start, seems to have been on the mind of Arthur J. Grey, who had been the American trade commissioner in Berlin between 1921 and 1924. Writing on 1 September 1928, he started his analysis by reiterating that “Germany has held the center of the political and economic arena for the last two decades with a persistency yet to be equaled by any nation. She has awakened among the nations of the world a cycle of reactions ranging from admiration and respect to fear and hatred; then turning back to admiration.”172 But now a point had been reached where the “immediate problem” was that the “Reparations Committee is required by the Dawes plan to transfer the marks into respective currencies of the creditor nations without disturbing international exchange.” Grey felt that the way forward was not panicky retreat into protectionism. Although clearly uneasy about the tension between German reparations obligations and the servicing of American loans, he returned to extolling the Open Door that would solve the international economy’s woes under American leadership.

On 7 November 1927, Gilbert finally went public with his own serious qualms about Germany’s capacity to meet her obligations in a memorandum to the Reich government whose full text he gave to WSJ for publication.173 In it he criticized the “increasing fiscal outlays” as posing an “economic menace” that “seriously jeopardized [the] Dawes Plan.” One of his points was the apparent overburdening of the Reich budget with unemployment relief and other social welfare costs. He charged that “the German public authorities are developing and executing constantly enlarging programs of expenditures and of borrowing with but little regard for the financial consequences of their actions.” These expenditures undermined public finances: “If present tendencies are allowed to continue unchecked, the consequence is almost certain to be serious economic reaction and depression and a severe shock to German credit at home and abroad.” Gilbert’s suggested remedies consisted “primarily in reversing the present tendencies toward over-spending and over-borrowing and applying instead a regime of strict economy and of ordered public finance.” The Reich government, he added, had the powers to do this and “if they will act promptly and effectively,” they could still “prevent a crisis.”

Gilbert then retraced the legislative steps that the country had taken to inflate public budgets and the speeches Reich ministers had made to justify their policies. He also quoted the figures involved and mentioned that the Reich government had, from 1 April 1927, taken on “practically the entire responsibility for advancing, when necessary, the supplementary funds for the purposes of unemployment relief beyond those furnished by employers and employe[e]s, though up to that time the States and communes had been obliged to furnish five-ninth of these supplements.” Gilbert did not think this to be a “ ‘provident arrangement for the Reich.’ ” In fact the federal states and communes were now “ ‘drawing larger payments from the Reich than ever before, and will get the principal benefits from any income, corporation and turnover taxes in excess of the amount to fulfill the guarantee already given.’ ” There was also more and more confusion about who had responsibility for taxation and public expenditure. Worse, despite increased transfers to the federal states and communes, the latter were now pressing the Reich for more “ ‘to meet their constantly increasing expenditures’ ” while the Reich had also put forward new proposals that would add further burdens to the states and communes. And on top of it all there were the proposed increases of public service salaries that were being mooted at 10 percent.

What emerges from this report is how far the German government by now had the Americans over a barrel. The loans were becoming a bottomless pit. As reparations payments rose, more American money was needed to make certain that foreign debts were being covered in a Reich budget that was increasingly under pressure to fulfill rising domestic claims all the way down to the communal level. But it should be added that the Reich government did not resort to these measures out of spite for the Allies and out of opposition to reparations, even though the nationalist parties exploited this issue with relish in their fundamental hatred of the Reich government and the Weimar Republic as a political system. Unemployment was indeed rising and politicians, having to cope with a democratic voting system and a welter of small parties, among which was one that merely tried to represent those “damaged by hyperinflation” (Inflationsgeschädigte), were anxious to maintain or increase their popularity.

The cabinets that had been formed between 1924 and 1928 had been made up of bourgeois coalitions that excluded the Social Democrats. The latter, being internationalist and in favor of reconciliation, had been welcome to vote for Stresemann’s foreign policy initiatives when the right-wing middle-class parties in the Reichstag were rejecting them. But when it came to issues that were close to the SPD’s blue-collar members, such as working hours or social security benefits, the bourgeois coalition governments had ignored them. The conservatives in industry, especially in the Ruhr, regularly also blocked demands put forward by the Social Democrat trade unions. This changed when after the May 1928 Reichstag elections the Social Democrats gained over twenty seats and, as the largest party, were asked to form the government. The new Hermann Müller cabinet still supported Stresemann’s pro-Western policies. But it also began to try to correct some of the defeats that the SPD had suffered on the domestic and economic front while they had been kept out of power by the middle-class coalitions between 1924 and 1928.174

It is not clear how far the visitors to Germany whose reports have been quoted above understood these complexities of Germany’s domestic and foreign situation and especially the Reich’s fiscal policies until the more knowledgeable Gilbert set them out in his report, subsequently published in WSJ. The paper’s readers would no doubt have begun to wonder how secure their investments still were. Indeed, it seems that behind the scenes the banking community was quite shaken, and it may well be that the above-mentioned reassuring words that prominent men found in interviews and articles in the American press were not based merely on their own continued optimism and gullibility, but were rooted in their inside knowledge, also designed to calm investors’ nerves. Now that Gilbert had himself issued a warning people began to appreciate fully that reparations payments had priority over private investments.

No less alarming, American private funds were not necessarily going into “productive” industrial modernization, but into communal swimming pools and green belts. It was a confusing picture with contradictory information coming from a faraway country. Seeing this with the benefit of hindsight seems to have led Joan Wilson to conclude that “the discrepancies that did exist between business thought and action in foreign policy between 1920 and 1933 revealed the confused and often inadequate attempts on the part of businessmen to cope with altered postwar conditions that they did not fully understand, without abnegating their traditional prewar values.” Ziebura similarly felt that, while Gilbert and Hoover were increasingly nervous, they were uncertain about what to do.175

Nor did Vanderlip develop a better grasp of the situation when he visited Europe in February 1928. Writing to Edwin Harden in New York from Paris on 24 February 1928, he believed that “affairs are undoubtedly improving.”176 Having made some positive comments on the French situation, he referred to Elmar Roberts of AP, whom he had known for thirty years and who had told him over lunch that he felt “confident that there is nothing to cause apprehension in the general outlook in Europe” and “that practically all countries are improving economically.” While there were “still many financial problems and the recovery is not likely to be rapid,” he saw no grounds to be worried.

When, still in Paris a week later, Vanderlip dined with Judge Woodward, the general counsel of GE, he found him “pretty thoroughly familiar with business conditions throughout Europe” and gave him “a fairly cheerful outlook.”177 It was no more than “quite an optimistic” view of the future, but Woodward thought that “conditions are improving and he sees nothing that is likely to cause serious difficulty.” In particular, the judge “was more optimistic about the German financial situation than I would have supposed.” He believed “that it is possible for Germany to continue payments under the Dawes Plan unless the Germans decide that it is better not to.” He also confirmed “what has been my opinion for a good while, [meaning] that German industrial practices are not sufficiently advanced to make serious competition with the United States.” A few years back, Woodward had still assumed that Germany’s comeback would create “the very sharpest competition with our producers.” But he had now concluded that was “not in the books; that we are more efficient in our manufacturing methods and distribution and have little to fear.”

Another of Vanderlip’s letters from Paris is dated 27 March 1928 and addressed to H. E. Benedict.178 Talking over lunch to “P.R.” [?], who had just completed a trip around Europe, the latter had reinforced Vanderlip’s “earlier impressions that the situation is generally showing much improvement.” He believed that if Europe “gets by the next few months without any financial difficulties developing, the Continent is in for a period of ‘Victorian prosperity.’ ” Apparently speaking of the boom in the United States, Vanderlip’s interlocutor “professed to feel that the market had gone quite wild and that sooner or later there would be a crash.” One reason for this assessment was “that last year’s earning would show a decline of twelve and one half percent and that so far this year” earnings were much the same as in 1927. It is difficult to understand this optimism when Gilbert had signaled serious problems several months earlier, except that it seems best to see it against the background of the boom back home in the United States.

11. America’s Domestic Boom and the
“Wild” Years of 1925–1929

In assessing the economic situation in the United States, Vanderlip’s message had been distinctly uplifting, when he wrote to a Japanese colleague on 18 January 1927,179 “We have enjoyed, during the last few years, an era of great prosperity. The present year promises a somewhat reduced industrial volume as compared with 1926, but the outlook is for a year of high activity. Funds are plentiful and there seems [to be] a pretty clear tendency toward lower rates.” The situation of American banks looked to Vanderlip “particularly strong and favorable to continued plentifulness of credit and aid to industry.” Fifteen months later, Vanderlip still had not changed his mind and, in another letter to Benedict, thought that “few people have yet dreamed the dream that will match the reality of America’s future.”180 He was not forecasting “what the ticker tape will read in a month or a year, but rather in a generation or epoch.” His point was “that the wildest Los Angeles boomer is a pessimist.” Benedict would “live long enough to see an accumulation of wealth which would stagger a John Law to dream.”

Vanderlip’s reference to the period of plenty that the United States experienced in those years until it was followed by collapse in 1929 can be traced in the national statistics for those years. There are also many studies of the “roaring twenties.” But the book that still describes this era and its culture best in no more than a little over two hundred pages continues to be John K. Galbraith’s The Great Crash 1929.181 To begin with, there are his illuminating statistics. Thus, the Federal Reserve index of American industrial production that had declined to 67 points in 1921 and had still been precarious in 1923 had nearly doubled to 110 in July 1928 and added another 16 points during the following twelve months. In June 1925 production of cars and trucks reached 396,000, the largest figure for any June so far. But the news on these industrial figures and on increasing business volumes was not the only information investors relied on. There was also the real estate boom, especially in Florida, with its attractive opportunities for wealthy buyers and retirees from the North to spend the winter in a mild and sunny climate. Accordingly, in 1925 some $1.6 trillion was cleared, as land and house prices went through the roof.

Meanwhile an even bigger bubble was inflating in the stock market. In December 1924, the New York Times, which listed the average share prices of the twenty-five most important industrial corporations, had reached 134 points, and 181 points a year later.182 To be sure, there were ups and downs in the market that should have reminded investors that they were putting their money into companies that involved risk. But the trend continued upward and credit, as Vanderlip had written, was plentiful. There was also the possibility of putting your money into an investment firm, such as the Goldman Sachs Trading Corporation, which maintained diversified portfolios of their own and attracted investors with the allegedly diminished risk that their diversification offered. The crucial point was, though, that many Americans took their money out of their savings accounts with local banks in the highly decentralized American banking system and consulted with their local bank manager, who advised them to put it into this or that allegedly flourishing manufacturing corporation, real estate company, or even an enterprise in Europe whose published balance sheet looked good.

If foreign investments in manufacturing industry seemed too risky, speculators would turn to municipal bonds, which were assumed to be safer than the private sector. The lure was invariably that the returns would be higher than the interest on an ordinary savings account. Many Americans who were dreaming in this period of boundless optimism of becoming rich were even encouraged by their local banker to take out a loan. This money would then be put into the stock market not merely to obtain high dividends, but also with a view to selling the shares at some higher point, to repay the bank loan and to pocket the rest.

It is not difficult to see what this speculative risk taking would sooner or later lead to. First, share prices were pushed up to levels that bore no relation to the current value of a company or its future potential. Galbraith shows this very impressively by reference to those companies that were leaders in modern production methods and innovation. To give a few examples, in 1928 Du Pont chemicals went up from 310 to 525 points, Wright Aeronautics from 69 to 289, and the RCA from 85 to 525 points.183 Things became even crazier in 1929, when established corporations such as U.S. Steel, Westinghouse, and General Electric became the target of speculation, in some cases also doubling their stock market quotations. By 1928 some 18 million out of 120 million Americans owned stocks and hence had joined the stampede. The fall-out was much larger once the reversal came.

Although the performance of American industry after the 1921 slump was impressive and living standards were rising, structural imbalances continued to exist. They were partly the result of the system of taxation. With the Republicans in power, Andrew Mellon at the helm of the Treasury Department devised tax laws that blatantly favored the wealthy strata, resulting in overaccumulation.184 The disposable incomes of the top 1 percent of the population increased from 13.1 percent to 19.1 percent. Meanwhile wages, whose rise was so vital for the mass production of civilian consumer goods to fuel consumption, did not keep up with the gains in productivity. No less than 22 percent of America’s families had to make do with less than $1,000 per year, while another 44 percent had $1,500 to spend. The picture was even bleaker in agriculture, where the income level of some seven million farming families was below that of urban dwellers. Many of them had very high debts, and some 90 percent of the nation was excluded from the blessings of the “roaring twenties.”185 Nevertheless, an estimated eighteen million stockholders participated in the deceptive bonanza.

For the moment, these problems were largely ignored. The press was full of hype about the economic boom. What was brushed aside was, for example, the indebtedness of the lower strata, who should have been more cautious with their budgets. But it was now increasing dramatically. In the early 1920s, individual indebtedness stood at $1.4 billion. It had risen to $29 billion by 1929. Even more alarming, in the climate of mid-1920s optimism, middle-class people who had some savings were encouraged to take out a loan to join the stock market speculation. Many more also took great risks of a different kind. This supposedly being the American age of modern mass production of goods for the average consumer, they took out loans to pay for a car or other consumer durables, often acquired on a hire-purchase basis, which made this kind of family expenditure alluring but also very vulnerable to an economic downturn.

In looking at these statistics, Galbraith and other scholars have been interested not only in the quantities, but also in the qualitative impact of this boom. As he put it so aptly,186 “The striking thing about the stock market speculation of 1929 was not the massiveness of the participation. Rather it was the way it became central to the culture.” Accordingly, to quote Joan Wilson once more,187 “Business leaders felt little necessity, at least until 1929, to temper their public statements on foreign policy to any significant degree.” There are remarkable cultural continuities extending forward to the 1990s and the bubble that finally burst in 2008, but also back to the pre-1914 period. Thus the British Banker’s Magazine wrote as early as 1906, perceptively but probably not without a slight dose of envy at the success of the industrial power across the Atlantic, that “the Americans of today are a nation of champion earners, champion spenders, and champion speculators.”188 The article added that this was leading to wild fluctuations in the financial system as well as to “violent extremes of wealth and poverty.”

There was one early warning sign in February 1929, when the Federal Reserve Bank became very nervous about the “easy money” that fueled speculation. There were calls demanding a curbing of speculative investments and inside the Federal Reserve system discussions began about an increase in the bank rate. The rumors about this promptly led to a decline in the stock market. But, fearful of a panic, it seems that the administration quickly blocked the plan. The markets calmed down again, and the NYT index showed further gains. To offer a few more figures from the index at the height of the stock market bonanza in the summer of 1929: In June the index gained 52 points and added another 25 points in July and 33 points in August. From 31 May to 31 August the increase was thus from 339 to 449. A number of industrial shares proved once more particularly popular:189 “During the three summer months Westinghouse went from 151 to 286.” General Electric “was up from 268 to 391 and Steel from 165 to 258.” Investment trusts also attracted ample funds and in some cases doubled their paper value. The first break came in September when industrial production began to decline. On Wednesday, 23 October, the NYT index dropped from 415 to 384, and, while still showing some volatility, continued its steep descent into the Depression over the next few days.190 In 1929, the peak value of all stocks was $87 billion. By November of that year it had shrunken to $56 billion. When the bottom was reached in 1933 the total value hovered around $18 billion.

12. The Great Slump
and Its Consequences
in International Politics

These figures should provide sufficient evidence for what happened on Black Friday and thereafter. The panic that began in October 1929 forced innumerable investors, who had overreached themselves financially, into bankruptcy.191 But their bankers were also hard hit when, sitting on ever larger numbers of bad loans, their savers, made nervous by rumors, started a run on their accounts. The early birds still succeeded in withdrawing their money. The rest found the counters closed. With more and more banks in liquidation, credit also dried up for local businesses. Production declined and unemployment rose. In 1929 the annual index of industrial production reached its height (in comparison to 1913 = 100 points) in the United States at 180.8 in Germany 117.3 and in Britain, still trailing behind, 100.3. Two years later it had shrunken to 121.6 (United States), 85.1 (Germany), and 82.4 (Britain). In short, the financial crisis become a massive crisis of the economy at large.

A similar chain reaction set in with regard to foreign loans. Many of them were short-term, but had been used by firms and municipalities, especially in Germany, for long-term development projects in the expectation that fresh loans would be available once an earlier one had to be repaid. With American money now drying up, borrowers had to profess that they could no longer repay the loans that were being called in. Many investors were therefore also driven into bankruptcy because their certificates had become worthless paper. In 1935, there were still some six hundred thousand Americans with sufficient staying power to avoid bankruptcy holding defaulted bonds. Beyond the American market, there was also the fallout in the domestic markets of Britain and Germany, the largest debtor nation. As the crisis escalated it was not just the private sector that unleashed mass unemployment. The public sector, faced with declining tax revenues and higher social security expenditures, also began to declare redundancies. In short, it was austerity everywhere.

Turning more specifically to the reactions of the big American corporations and Wall Street, it would be wrong to assume that they experienced the crisis as a continuous steep decline and therefore also lost their nerve. More than once between 1929 and 1932 it looked as if the depression was bottoming out. In the autumn of 1930, Ford saw fresh opportunities for increased production in Britain and Germany.192 At the same time, IBM reported that its 1930 profits had been the highest on record, while Bosch Germany and Bosch America reinforced their cooperation.193 Nor did GM beat a retreat, predicting in November 1929 that its investment in Opel Cars would lead to the production of fifty thousand cars per annum and, as shown above, proceeded with its full acquisition of the Rüsselsheim plant.194 The following two years would reveal that such plans were all too optimistic with respect to Britain and even more so to Germany until Hitler came to power.

Meanwhile American bankers watched the unfolding of the British crisis with ambivalence. The growing weakness of the pound did not provide significant boost to British industrial exports. When, after repeated sterling crises and the undiminished opposition of British industry to the gold standard, this weakness forced London in the autumn of 1931 to abandon this panacea of the City and the Bank of England, American gold reserves grew and the dollar became the lead currency. The drawback was that these developments moved Britain in the direction of higher Imperial and Commonwealth tariffs, finally agreed at Ottawa in November 1932.195 They undermined Wall Street’s capability of challenging the City and the Empire and the latter saw an opportunity to shift the balance again in Britain’s favor. Economic nationalism and protectionism were now spreading fast, including in the United States when Congress passed the Smooth-Hawley tariffs in June 1930. With no end to the international crisis in sight, there were efforts to increase cooperation between the Bank of England, with an increasingly pessimistic Norman at its head, and the Federal Reserve. At one point George Harrison, the governor of the New York Federal Reserve Bank, apparently even tried to persuade Wall Street to provide a large loan to the United Kingdom.196

However, as in previous years, the German situation caused the American banking community more serious headaches. In the Reichstag elections in September 1930 the Nazis had increased their votes from 810,000 (1928) to 6.3 million and the number of seats from 12 to 107, resulting in further heavy withdrawals of money from Germany. In November 1930, when German unemployment stood at close to 4 million, Schacht had warned in a speech in Chicago that German reparations payments that had just been rescheduled by the Young Plan might be in doubt if higher tariffs hampered Germany’s capacity to earn through exports.197 He also raised the other thorny question of American private loans, all of which, he boldly asserted, were safe. It did not take long for this to prove a false claim. A month later, H. C. Maclean of the International Chamber of Commerce expressed his confidence that Germany would weather this crisis.198 Instead the crisis escalated so that the Reich government began to push for a moratorium on reparations that U.S. president Hoover in the end had no choice but to announce.199 With the moratorium expiring, the final stage in the reparations nightmare was reached at Lausanne in the autumn of 1932 with the cessation of reparations.200 Inevitably, this raised the question as to whether Allied war debt payments to the United States should also be suspended.

After Lausanne the next question was whether Germany would be able to meet its repayment obligations of private debts. Once more, some Wall Street bankers exuded optimism at the end of 1931. Thomas Lamont of J.P. Morgan Chase then began to put the problem into the larger context of the need to preserve peace and stability.201 A month later, he discussed the situation of short-term credits and long-terms bonds, concluding that the good faith of the Germans was not in doubt. Otto Kahn of Kuhn Loeb &Co. sounded a similarly optimistic note a few days later.202 Finally, in December 1932 James Speyer, another banker with strong connections to Germany, came back from a trip stressing the importance of the country’s obligations to American bond-holders.203 But long before that time, more articles had begun to appear on the rising strength of the Nazi movement, ventilating the possibility that Hitler might come to power.204 A few weeks later, he was indeed nominated Reich chancellor by Hindenburg, opening up an entirely new chapter of Anglo-German-American relations. According to Ziebura, the special partnership of the Weimar Republic with the United States came to an end and the two countries soon became bitter enemies.205

If the mid-1920s saw an attempt at the “economization” of politics, in the 1930s Europe’s national economies, and the German one in particular, were being repoliticized, with the Americans, fearing another power-political conflict, maneuvering to effect a “re-economization” of international relations.206 Even more important is another factor. It seems that the reconstruction effort of the mid-1920s failed not only because American money came to Europe too late and only after the failure of the audacious plans of 1920–21 to float a major loan had further exacerbated the postwar crisis. This means that the years 1924–29 were too short to let American loans and FDI do what they were intended to achieve. But there was also another weakness: to be effective, American support should have been accompanied by a recasting of the organization of German industry and banking. As we have seen, Germany but also the rest of Western Europe had structures of cartelization and protectionism that were dysfunctional in an Open Door liberal-capitalist and multilateral transatlantic trading system. This was one of the great lessons that were learned from the mid-1920s: material reconstruction had to be accompanied by a recasting of the European protectionist ways of organizing industry and that of Germany in particular. The next two chapters therefore will have to include an analysis of the ways in which this was done by the United States and its big business community during the 1940s.
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Nazi Germany, Appeasement,
and Anglo-American Big
Business, 1933–1941

1. Introduction

In terms of the overall argument of this book, this chapter, covering the years up to the official American entry into World War II on the side of Britain and the Soviet Union against Germany, Italy, and Japan, presents a most dramatic moment in world history. It was during the years 1933–41 that strategies were developed by those six countries and then turned into actual policies that determined the shape of the relations of American big business with Britain and Germany during the subsequent wartime and postwar periods. And this decade was also decisive for the organization of both the world economy and world politics for the following fifty years until the collapse of the Soviet Bloc in 1989–90.

This larger context explains the structuring of this chapter. It begins with an analysis of the visions of the future world and the strategies and policies that Adolf Hitler as the driving force in this picture had designed for Germany and began to implement as soon as he came to power in 1933. These strategies will be related, albeit briefly, to those of the two other dictatorial and expansionist powers, Italy and Japan. From 1936–37 onward these three countries came together in a coalition that aimed at world domination and that between 1939 and 1941 slowly drew the British Empire, the Soviet Union, and the United States into a total war. It was after five years of war with enormous sacrifices that the Axis powers were finally defeated in 1945.

This means that following an examination of Hitler’s quest for territorial expansion and his rapid rearmament program, the second subsection will look at relations in the German-British-American triangle before the behavior of American big business in this force field will be treated. Here the focus will be on a number of major American corporations and their maneuvers that represent a spectrum of responses to the increased political risk they faced in the international system. These responses were due not only to the world economic crisis but also to the extraordinary dynamic of the Nazi dictatorship that neither the Western countries nor Stalin knew how to handle.

Faced with this dictatorship, many American companies that had come back to Germany after World War I and had invested in the Weimar economy cut their losses as the political and economic climate in the Third Reich became more and more inclement. But there were a number of firms that present intriguing case studies of the behavior of larger enterprises when forced to operate within an increasingly controlling political and economic regime that is heading unswervingly toward a major war of conquest. Some of these companies, such as Woolworth and Coca-Cola, belonged to the civilian mass consumption sector and raise questions about the basic character of the Nazi dictatorship. Others, such as General Motors, Ford, and IBM, while also involved in supplying civilian markets, were as manufacturers increasingly drawn into Hitler’s industrial preparations for war.

All these case studies will also facilitate an examination, in chapter VI, of the socioeconomic models and structures of the United States, Germany, and Britain that American big business, learning from the interwar experience, hoped to implant into the economies of Europe after a victorious war, this time with the support of Washington. It was the German and American concepts of international relations that, together with Japanese ideas of the Greater East Asia Co-prosperity Sphere and Mussolini’s ambitions in North Africa, clashed between 1941 and 1945. After 1945, when Stalin’s alliance with the West fell apart, yet another global clash occurred between the American and Soviet models of how to organize a modern industrial society. Although the United States and the Soviet Union came close to World War III on more than one occasion, they succeeded in avoiding another descent into the abyss of total war, in no small degree thanks to the fact that their policies, unlike Hitler’s, remained sufficiently rational and ultimately desirous of détente rather than a further escalation into an all-out military conflict.

2. Hitler’s Ideology of Conquest and
Ultimate War Aims

It seems best to begin the study of international relations between 1933 and 1941 with a consideration of three basic points:

1. The appearance on the scene of the Hitler dictatorship infused the unfolding of events in the 1930s with an unprecedented and extremely radical dynamic, accelerated further by the decisions of the Italian and Japanese governments, that is, the three powers that were responsible for the outbreak of World War II and the forging of the Anglo-American-Soviet counteralliance in 1941.

2. It would be misleading to view the Hitler dictatorship as being driven exclusively by one individual, when it came to German domestic affairs. Here, as Hans Mommsen and others have shown, the regime practiced a bureaucratic Social Darwinism, with ministerial and party officials engaging in cutthroat power struggles.1 In terms of the theme of this book, it left American companies that had come to Germany before 1933 in a huge quandary about whether to get out or to play along—the theme of the second half of this chapter. However, in the design and decision-making processes in the field of Nazi foreign policy and the push toward war, Hitler was unquestionably the key figure. By 1937–39 he had the final say in questions of war and peace. It was he who unleashed the war in 1939, invaded the Soviet Union in June 1941, and declared war on the United States in December of that year.

3. There were a number of points in Hitler’s Weltanschauung on which he had a dogmatic fixation. But this did not mean that within this basic ideological framework there existed no space for tactical maneuvering and cool Machiavellian calculation as long as it did not lead him away from his strategic objectives. If Hitler’s crucial role in Nazi foreign policy making is by now widely accepted in the community of scholars, what were the axioms of his view of history in general, of the more specific world situation of the 1920s and 1930s, and, third, of the New Order that he was determined to build?

Apart from the many speeches and statements that he made in public or in his entourage from the mid-1920s onward, his book Mein Kampf, first published in 1925, and the manuscript of his “Second Book” (which he wrote in the later 1920s but never published) contain all the basic components of an ideology that, though contradictory, implausible, and irrational, if its many thought fragments are considered separately, nevertheless had an inner logic to it, provided one accepts the premises and takes them en bloc.2 These premises were that Social Darwinist power politics, a biological racism, and the missionary will of a strong leader were the perennial forces of world history. Human-made socioeconomic and cultural factors, while not irrelevant, were definitely secondary. Applying these concepts to the German predicament after World War I, the first political task was therefore to find a solution to the “food question,” which had become so acute during the Allied blockade in 1916–18, and to deal with the problem of Germany’s population and its allegedly inadequate “living space.” Alternatives, such as population control or urban-industrial concentration, were briefly discussed by Hitler but rejected on racist grounds. The acquisition of “living space” was seen by him as the only escape from the threat of biological extinction. Violent struggle and self-assertion alone would lead to the ultimate triumph of the “Germanic race.”

For the Germans, Hitler continued, this “living space” was in the first instance to be found to the east on the Eurasian continent, at a later stage to be complemented by colonies in other parts of the globe. Given that these eastern regions were inhabited by Slavic and other non-German “races,” territorial conquest and displacement by military force was seen by Hitler as the only viable means to secure this space for the Germans. Conquest in the east also meant that the indigenous populations would be ruthlessly decimated to make room for German settlers. Those who survived the onslaught would, after their defeat and, most importantly, that of the Soviet Union, live as helots under direct German rule, laboring for the dominant Germans. This was to be a formal empire, not an informal one that German businessmen had been envisioning before and after 1914.

It was the task of Germany’s existing industrial infrastructure to provide the modern military equipment for the acquisition of this “living space” by the country’s armed forces. After victory they and Himmler’s police units would guard the townships and farmsteads. Once this Nazi New Order had been established, industry was to shift its main focus from military production toward the provision of mass-produced civilian goods for a racist mass consumption society for which the United States furnished the productionist model, though Hitler disdained America’s sociopolitical and cultural organization. Politically, the Nazi New Order would be autocratically organized, built on mass acclamation by a majority of the Volksgenossen. They would be soaked in Nazi propaganda. Their material dreams and needs would be satisfied and paid for through the exploitation of the occupied countries.3 Whoever resisted the New Order or was deemed not to belong to the “Germanic race” would be killed or worked and starved to death.

However nightmarish this vision of the future was, its implementation was not bereft of at least some coolly calculated elements. Hitler was not so irrational as not to formulate some lessons that Germany had to learn from its earlier history in order to be successful at the imperial mission that lay ahead. His writings contain an assessment of the pre-1918 power constellation and a criticism of the “mistakes” he believed his Wilhelmine predecessors had made when they launched their Weltpolitik. Dividing the world into sea powers and continental states, Hitler chided the kaiser and his advisors for having been overambitious and for initiating an exorbitant naval rearmament program before the country’s living space position on the European Continent had been secured with the help of Germany’s land forces by defeating France and Russia.4 As a result of this miscalculation the Kaiserreich had found itself at war with both its Continental enemies as well as the British Empire in 1914 and with the United States from 1917. These enemies had brought the monarchy to its knees—a disastrous defeat that Hitler said had been accelerated by the “treason” of Germany’s Social Democrats and Jews, who were said to have stabbed the army in the back. Just as many other right-wing Germans, Hitler never accepted this defeat and was therefore firmly wedded to undoing the peace settlement of 1919.

In “learning” from the kaiser’s mistakes, he concluded that the second attempt to establish the country as a world power would have to be taken in two steps. The first one would involve the conquest of “living space” on the Eurasian Continent while keeping the “sea powers” neutral by reassuring them that their position was not being challenged. Only after the territories in the east had been secured by military force, did Hitler envisage, as a second step, a confrontation with Britain and ultimately with the United States in a struggle for world domination. Since this vision also implied a struggle between societies that were democratically organized and geared toward civilianism and peaceful commercial exchange, on the one hand, and states constituted along militaristic lines, it was clear that the attempt to build a Nazi New Order was not just about economic and political structures, but rather about fundamental principles of how to run a modern society. In short, World War II was in this sense a gigantic struggle between the racist Nazi New Order and a constitutional Anglo-American one. The Soviet system represented a third alternative that, in conjunction with the Anglo-American effort in the Atlantic, in the Pacific against Japan, and in North Africa against Fascist Italy, defeated Hitler in the east.

This very compressed analysis has, it is hoped, laid bare sufficiently clearly the contours of the Nazi New Order, as reflected in Hitler’s writings (and also his speeches) to highlight two basic points essential to an understanding of international developments after 1933. First, when Hitler seized power he quickly gained dictatorial control of a country that was large and economically as well as militarily strong enough to enable him to tackle the historic mission that he had assigned to himself and to those Germans who were prepared to follow him into the realization of his racist utopia. However, in line with the “lessons” he had learned from the past, he proceeded at first only with implementing the continental stage of his “program,” while reassuring the “sea powers” and Britain in particular that he was not a Wilhelminian.5 He showed this initial restraint in his foreign policy also because he calculated, again quite coolly, that he needed several years to consolidate his dictatorship at home and to expand his land forces before he could begin to conquer “living space” in the east. Let me pursue Hitler’s actual foreign policies after 1933 in more detail before turning to the reactions to them by Germany’s political and economic elites, on the one hand, and by Britain and America, on the other.

3. Hitler’s Foreign Policy in the 1930s

At the beginning of his regime, Hitler adopted two domestic policies that were very visible to both ordinary Germans and to foreign governments.6 In the spring of 1933, he destroyed the trade union movement and the political parties of the Left. He also purged the civil service and higher education by dismissing those who had been identified as politically unreliable because of their service under the Weimar Republic or because they were Jewish or both. It was a time when Germany’s prisons filled up with brutalized victims. This policy was billed as a restoration of law and order after years of alleged corruption during the Weimar Republic and the ravages of the Great Depression. It was also the phase of the first carefully organized anti-Semitic outrages with the boycott and maltreatment of Jewish shop owners and others in April 1933. By the summer of 1933 the other parties that had still garnered seats in the Reichstag elections of March 1933 had all been dissolved.

On 30 June 1934, Hitler turned against his critics within the Nazi movement in a further step to gain unchallenged control of both the government and the by then very large Nazi movement.7 On that night, Ernst Röhm and the Storm Troopers (SA) leadership, who had been talking about a “Second Revolution” against Hitler’s conservative partners in the Cabinet as well as in the Reichswehr officer corps, were unceremoniously murdered. The SA was politically emasculated. Heinrich Himmler, the leader of the SS (Schutzstaffel), originally created as Hitler’s body guard contingent, was expanded and by 1936 had been put in charge of both the party’s intelligence service and the entire state police apparatus. Finally, in order to buttress his popularity not only with “law and order” measures and rigged plebiscites but also through “constructive” initiatives, he announced a work creation program funded by public investments in road and autobahn construction and other infrastructural improvements.

These initiatives lent themselves well to the efforts of Joseph Goebbels, the propaganda minister, even though they did not create more than a few hundred thousand jobs. The more important reduction of mass unemployment occurred in the industrial sector of the economy after Hitler had announced an expansion of the armed forces to an approving assembly of the top officer corps on February 1933. Although, as Adam Tooze has shown, the blueprints for the highway building program were prepared before 1933, the impetus behind the Nazi program was different from that of the civilian Weimar Republic:8 Hitler’s autobahns were built with military-strategic considerations and the projected overthrow of the territorial status quo in Europe in mind.

The plans for an expansion of the Reichswehr were also based on an anti-Versailles territorial revisionism among the nationalist officer corps. His speech to the Reichswehr’s top brass about his rearmament program was not hot air. In line with his own long-term plans, it was put into practice, with the additional advantage that the ordering of military equipment began to fill the depleted order books of industry. Before 1933, its captains, whether in charge of the steel works and coal mines of the Ruhr region or of the chemical, machine manufacturing, and electrical engineering corporations, had had many reservations about the Nazis. But now there was the prospect of renewed production. The specific attitudes and policies this triggered both among domestic industries and among American firms operating in Germany will be examined later in this chapter.

With Germany having few natural resources of its own, the rearmament boom that began straightaway in the spring of 1933 required the importation of large amounts of raw materials. It was first thought that these could be paid for from the foreign exchange earnings of increased exports. However, with production for the domestic market, and for the armed forces in particular, being given priority, the country’s exports soon proved too small to generate the foreign exchange to pay for much-needed raw materials. By 1934, a crisis point had been reached that was so serious that Hjalmar Schacht, the president of the Reichsbank and a key economic planner, devised the so-called New Plan. It was made up of three components:9 First, it imposed quantitative limits on imports in accordance with an “economic urgency scale.” Second, it abandoned the multilateral trade policies of the Weimar period as enshrined in the German-American commercial treaty of 1922 with its most-favored-nation clause and introduced bilateral trade agreements. Finally, to promote German exports but to save foreign exchange, it moved to a system of barter, export subsidies, and preferential allocations of raw materials to companies that brought in export orders. Mineral-rich countries such as Brazil and Sweden were henceforth courted to subscribe to Nazi bilateralism. At the same time the nations of Southeastern Europe were nudged and increasingly cajoled to barter their agricultural produce and oil for whatever manufactured goods were left in German industry (now primarily engaged in armaments production) to be sent to them.

Due to the rapid expansion of the Wehrmacht, the New Plan of 1934 proved to be no more than a band-aid. It became clear that a much stricter system of resource allocation had to be introduced that gave absolute priority to industries charged with fulfilling the targets set by Hitler to ready the armed forces for a war of territorial conquest in the east. Tight controls were also needed after the introduction of universal conscription in March 1935. This was another program that the generals had covertly prepared during the Weimar years and that, to their delight, Hitler now implemented. The need to issue uniforms and other equipment put a further strain on the provision of raw materials, including cotton that had hitherto been imported for civilian purposes in relatively small quantities from the United States against payment in hard dollars. And so a successor to the New Plan was drawn up to overcome the latest and ever more dangerous bottlenecks. It came in the shape of the Four-Year Plan of 1936 that put the preparation for an early war of expansion into the hands of Hermann Göring.10 Even more important, the document that detailed the next coordinated phase of war preparation had a secret appendix in which Hitler ordered that the Wehrmacht be ready for war in four years’ time and that industry be put into high gear to secure military readiness.

It is in this context that a speech by Hitler becomes significant in showing that he was beginning to look beyond a conquest of the Eurasian continent and the building of a closed self-sufficient empire whose food and raw material needs could be satisfied from within this bloc and that could be largely detached from the rest of the world economy. Mindful of his idea of expansion in two stages and still hoping for a deal with Britain, he had sent Joachim von Ribbentrop, his trusted foreign policy advisor, to London as German ambassador in October 1936 in hopes that he would be able to negotiate an alliance.11 Following the signing of the Anglo-German naval agreement of 18 June 1935, which was supposed to reassure Britain that he was not a reincarnation of the kaiser, Hitler believed that London could be lured into a formal agreement on the basis that he would not touch British Imperial interests in return for being given a “free hand” with his plans of conquest in the east.

By November 1937, it had become clear that an alliance with Britain could be had only on terms that were unacceptable to Hitler, that is, that there would be no revision of the territorial status quo in Europe and an eastward expansion that used force instead of negotiation and compromise. Worse, a few weeks earlier U.S. president Franklin D. Roosevelt had made a speech warning that Germany, but also Japan and Italy, had to reckon with American opposition to their expansionist ambitions in Europe, North Africa, and Asia.12 It was in response to this changing power constellation that Hitler made a speech before the leadership of the Wehrmacht and key Nazi figures on 7 November. According to the notes by one of his adjutants, Col. Friedrich Hossbach, Hitler now envisioned a compression of his earlier “time-table.”13 In light of Britain’s refusal to cut a deal on his terms and of the growing hostility of the American administration, he now expected a war with the “sea powers” by 1943–45. This meant that the Continental phase of his expansionism had to be completed by that date, with a shift from the army toward naval and air force rearmament to begin without delay in 1938. In line with this reassessment of the evolving strategic situation, Germany’s preparations for aggression on the Continent now proceeded apace. Austria was incorporated in March 1938. The Czech Sudetenland came next in October of that year, followed by the destruction of the whole of the Czechoslovak Republic in March 1939.

Still looking east, the invasion and swift defeat of Poland began on 1 September 1939.14 Hitler, as the decisive instigator of this military operation, had been assuming that Britain and France would again stay away. He believed that with the government of Neville Chamberlain still in power, France in continuous domestic turmoil, and both London and Paris stunned by his pact with Stalin of 22 August 1939, the two major Western powers would not respond militarily. He was wrong, but since neither Britain nor France took offensive actions on the Western Front, Hitler continued to hope that it was possible to negotiate a truce, enabling him to concentrate on completing the acquisition of “living space” in the east, to be gained by throwing the Nazi-Soviet pact to the winds and defeating Stalin in another lightning war. This would have given Germany the territorial base to be exploited for food, raw materials, and forced labor. It also was large enough to face, together with Japan and Italy, the “sea powers” in a global struggle for world domination. A war of looting in the east would also enable him to recoup the enormous investments that had been made in the Wehrmacht and to pay for the huge public debts that had accumulated in the 1930s. By exploiting the national economies of the occupied countries the regime aimed to rebalance its budget and to provide civilian consumer goods, including—as will be seen—the Volkswagen that he had held out to the German population before 1939. It was a path that Hitler had to take in light of the fact that the German economy had for several years been geared to war and had become completely unhinged in order to fulfill the rearmament objectives of the Four-Year Plan and its secret appendix.

Why Hitler failed to complete the Continental phase of his “program” and continued to find himself in a dreaded two-front war, escalating into a world war with the American entry in 1940–41, is to be examined in a moment. The immediate task is to discuss British and American reactions to Germany’s preparations for war up to 1939–40. Here it has to be remembered first of all that following the Nazi seizure of power in January 1933 Hitler stopped speaking about his long-term territorial ambitions and posed as a law-and-order politician who would maintain peace with Germany’s neighbors. There were, of course, alternative voices in the German government and the Nazi Party, some of which will be discussed in connection with Anglo-German and German-American diplomatic moves in this period. Still, the key point remains that Hitler, even in the face of an embryonic and ineffectual resistance movement, was firmly in driver’s seat. It was he who insisted on the invasion of Poland in September 1939, which objectively represented a point of no return in his all-or-nothing strategy of conquest.

4. The Underestimation of Hitler and
British Appeasement

The first group to fall for the ruse of Hitler as an “ordinary” politician were the conservative elites inside Germany and their supporters among the bourgeoisie.15 These elites had engineered Hitler’s nomination as Reich chancellor. They knew from their pre-1933 contacts and experiences with him that he and his cronies were totally untrustworthy. Moreover, the Nazis were very radical men who had resorted to lies and crimes to get their way. And yet the conservatives thought that, once he was given government responsibility, Hitler would moderate his radicalism. If he didn’t, the advisors of the old field marshal and Reich president Paul von Hindenburg and the non-Nazi members of the Reich cabinet thought they could contain the Reich chancellor and his minority group of ministers. Should this containment not work, the conservative-nationalist “watchdogs” would engineer the dismissal of the Nazis from the cabinet under the powers that Hindenburg held via Article 48 of the Weimar Constitution.

It took just a few weeks and months for these conservative elites to discover that they had hopelessly underestimated the dynamism and cunning of Hitler and his associates. By the summer 1933, Germany had become a one-party dictatorship. After the political emasculation of the SA in the Night of the Long Knives in June 1934 the country had grown into an ever more terroristic police state charged by Hitler with preparing the first stage in the execution of the Nazis’ “historic” mission, the creation of a racist Germanic New Order in the east. The generals were initially enthusiastic about Hitler’s rearmament program. But by 1938–39 they and also the business elites were getting cold feet about the headlong rush toward war.16 Some of them felt that the Wehrmacht was insufficiently prepared for such a war; others had more fundamental moral doubts that led a few of them to contemplate the violent removal of Hitler. Yet, in the end, they, too, went along with Hitler’s decision to attack Poland.

If Germany’s elites believed in 1933 that Hitler was an “ordinary” politician who could be tamed and hence underestimated the radicalism of his politics, it is not surprising that foreigners who had much less inside information fell into the same trap. In an attempt to make the interactions between Nazi Germany and Britain and America more transparent, British government reactions and policies will be discussed first. A subsequent section will then deal with American strategizing about what to do with Hitler in the 1930s and why it proved so difficult for London and Washington, even under the new circumstances of the 1930s, to overcome their post-1918 disagreements. A final section will then discuss the increasingly closer cooperation between the two powers from 1939 to 1941. It is only after this analysis that the ground will have been cleared to delve into how American big business operated within this complex and confusing force field.

There is a huge volume of literature on British diplomacy and foreign trade policy in the 1930s and the meaning of British-style Appeasement.17 After many scholars had been very critical of Appeasement, the pendulum later swung more not toward a position, to be sure, of sympathy and apology, but toward a more sophisticated analysis and understanding of the constraints that the British government was working under, as it reacted to a seemingly irrational Nazi regime with its gigantic rearmament program and manifest preparation of war. There was a very healthy distrust in London of the German dictatorship. But there were also illusions based on the assumption that Hitler was an “ordinary statesman” with whom sensible deals could be struck that preserved the paramount principles of peace and international trade.

Because of the geographic proximity of Germany, British government attitudes were particularly concerned with the issue of peace and security. This explains why London was more interested in political negotiations rather than trade that Washington put upfront in its dealings with Nazi Germany. It was also clear that, given the world depression, neither Prime Minister Stanley Baldwin nor Neville Chamberlain, his successor from 1937, had much economic weight to throw into the scales. The aim was therefore to achieve a comprehensive settlement of all issues on the understanding that Germany would not resort to violent territorial conquest. Britain was in principle prepared to let Hitler move into East-Central Europe provided the gains came after peaceful negotiations, did not radically surpass the country’s pre-1914 borders, and would lead to a reversal of the dangerous rearmament program. Under these conditions London thought Germany’s political and economic reintegration into the European community of nations and the traditional commercial exchange among them could be achieved.

However, Britain’s responses to Hitler’s rise were not merely influenced by the international constellation. Baldwin and Chamberlain also had to reckon with the country’s publics that, remembering the ravages of World War I, were in a broad sense quite strongly pacifist. Larger sections were moreover in favor of continued social reform. These conditions of a democratic society based on universal suffrage pushed Baldwin and Chamberlain in the direction of trying to strike a deal with Hitler on the above-mentioned terms.18 There were also fiscal constraints that blocked higher military expenditure above the stepped-up efforts that had already been set in motion from 1935 onward, especially in the area of aircraft production, as news about Germany’s rearmament and suspicions about Hitler’s larger ambitions mounted.

It is against this background that the agreement has to be seen that Chamberlain struck with Hitler in Munich in September 1938.19 The prime minister genuinely thought (though, as it turned out, quite erroneously) that the “peaceful,” negotiated absorption of the Czech Sudetenland into Germany had not only prevented a major war, but also had satiated Hitler’s territorial appetite. Of course, six months later Hitler, still in dogmatic pursuit of “living space” in the east, had occupied the whole of Czechoslovakia and had given orders to prepare the conquest of Poland in the autumn of 1939. After this, both the British government and the public were ready to stop Hitler’s expansionism and to enter into a war against Nazi Germany. On 31 March 1939 London issued a guarantee in favor of Polish independence. There is no space here to do more than sketch this larger development. Just as inside the Nazi regime, there were also major debates and disputes in the British government and public about variations and alternatives to Chamberlain’s course of negotiating with Hitler. But given the existing balance of power, the voices of the Anti-Appeasers and of the Commonwealth counted for even less than the criticism coming from within the British government. As long as Hitler single-mindedly pursued his aggressive policies, the Anti-Appeasers were ultimately no wiser than the Appeasers.

5. American Foreign Policy in the 1930s

If there were thus many factors of domestic politics and economy as well as of foreign policy at work in London in developing its approach to the Nazi menace, the American administration forged an anti-Nazi strategy that has been labeled by some as “economic appeasement.”20 However, just as in the British case, there have also been misunderstandings about the meaning of this label. Again it is not possible here to examine the many different proposals that were put forward by key figures in the State Department, politicians and journalists, or top civil servants in other Washington ministries. At the risk of simplifying another complex story of Western reactions to Nazi dynamism and aggressiveness, the changing positions of three men shall be examined: Roosevelt, his secretary of state Cordell Hull, and his treasury secretary Henry Morgenthau.

Hull was brought into the Roosevelt administration not only because as a former senator from Tennessee he had many connections with politicians on Capitol Hill, but also because he represented the idea of multilateral trade in its most undiluted form.21 He accepted the top diplomatic job determined that the U.S. government would abandon its own protectionist reaction to the Great Depression and lead the way toward the re-creation of an Open Door world trading system. This was a position not only that Hull deeply believed in, but also that had practical advantages when it came to reacting to Nazi Germany’s descent into bilateralism, barter, exchange controls, and quest for self-sufficiency. Multilateralism could be used as both a stick and a carrot in Hull’s attempt to get Germany to stop on its dangerous path.

The underlying concept was not so much to seek, like Chamberlain, a comprehensive settlement that would stabilize the political situation in Europe; rather Hull and some of his advisors, often against the opposition of others in the Roosevelt administration, were prepared to threaten the imposition of economic sanctions in the hope of putting the skids under the Nazi regime’s rearmament policies. If, on the other hand, these reckless policies were rescinded and the economy reoriented toward the production of civilian goods so that it could be included in Hull’s vision of a revived international trade, Germany could become part of a larger State Department effort to create this multilateral global trading system. Unlike Chamberlain, who did not think that a weakened Britain had much economic leverage and was therefore focused more on a territorial-political agreement with Hitler, the State Department felt muscular enough to believe that its economic approach might do the trick. Hull was encouraged in this belief because of the many rumors about disagreements in Berlin between “moderates” and “radicals,” with the former advocating the abandonment of the massive rearmament program that by the late 1930s was unhinging everything. Accordingly and to the dismay of the Nazi “moderates,” he refused to renew the MFN Trade Treaty that had expired in 1934. The mounting tensions are also reflected in American exports to Germany that in 1927 and 1928 had amounted to no less than 1.9 billion marks per annum, but between 1935 and 1938 vacillated around 250 million per annum. Except for 1937, American imports from Germany were below 200 million marks per annum during the same period, another dramatic reduction from the 1.7 billion in 1927 and 1928.22

The promulgation of the Four-Year Plan indicated that the “moderates,” if they ever existed as a more powerful faction, were losing the internal battle. But this merely encouraged some strategists around Hull to insist on an even stronger reliance on the “stick” of trade sanctions to force Germany into bankruptcy and thus a change of course. One of the fields where this policy was particularly noticeable was in Washington’s attempts to disrupt the bilateralism that Germany, in search of raw materials, pursued in Latin America. To be sure, the appearance of a competitor in that part of the world was also to be fought as a matter of principle, being a violation of the time-honored Monroe Doctrine. But when German efforts in Brazil, for example, blatantly undermined American multilateralism in the Hemisphere and on top of it strengthened anti-American authoritarian regimes, the State Department moved toward a more anti-German policy.23

Theoretically this anti-Germanism could have encouraged close cooperation with British attempts to stop Hitler from resorting to war. But London remained suspicious of American objectives, believing—not without reason—that Hull’s multilateralism and Open Door rhetoric was also, albeit more indirectly, aimed at the Empire and Common-wealth and the City, with Wall Street waiting in the wings. Under the impact of the Depression, the Empire had been transformed into an economic bloc with even stronger preferential tariffs favoring British finance and industry. By 1938, it looked as if these Anglo-American tensions were being overcome in the face of the growing threat posed by Germany, Japan, and Italy through a trade agreement as a step toward closer cooperation.24 But first it took quite long and difficult negotiations to sign this agreement that was also meant to be a warning to Germany’s barter politics; worse, even after its conclusion, suspicions continued over the role of Canada as a member of the Commonwealth, on the one hand, and as America’s neighbor and trading partner, on the other. There is the telling remark by Sir Ronald Lindsay, the British ambassador to Washington, who vented his frustration by calling the Americans “dreadful people to deal with.” They “cannot make firm promises and so they jolly you along with fair prospects and when we are committed, they let you down. Taking a short view, it is hard to remember a bargain with them that has really been satisfactory to us in itself.” Part of the problem was, of course, that American diplomats constantly had to look over their shoulders and take isolationist opinion into account. This had been a problem in the early 1920s, and it continued to be one not only in the 1930s but also in the early war years.

Chamberlain may have hoped that closer trade cooperation would lead the Americans to modify their official policy of “noninvolvement” in the political problems of Europe that the British prime minister was wrestling with both before and after Munich. But even though some of Hull’s advisors were pushing for a firmer political commitment that they hoped would act as an even stronger deterrent to Hitler than the economic stick, it was Roosevelt, the other key figure in Washington in the Anglo-American-German triangle, who blocked such a commitment.

There can be no question that the U.S. president was anything but a friend of the Nazi dictatorship. Although he had quite positive childhood memories of his visits to Germany, the brutal policies of repression and anti-Semitism that were reported in the American press outraged him. As Hitler continued his rearmament and forged ahead with his Four-Year Plan, Roosevelt decided that it was time to express his opposition more explicitly. He was also worried by the aggressiveness of Japan and Italy in China and North Africa. This is the background to the president’s Quarantine Speech of October 1937 in which he outlined a policy of containment of the fascist and militarist menace. The fact that this statement probably contributed to Hitler’s decision to make his “Hossbach Speech” a few weeks later reflects the deterioration in German-American relations. Clearly, Hitler had now come to realize that he had to hurry up with his conquests in the east, as the two “sea powers” began openly to oppose him. So, if Britain was not prepared to go along with his plans in the east, he would pursue them without and ultimately even against the Western powers. Logically, this meant that he had to prepare for a war in the west in the 1940s by expanding the navy and the air force. This shift in the Nazi rearmament program promptly occurred from 1938 onward.25

However, even if Chamberlain had been hoping that rising German-American tensions would result in closer cooperation, Roosevelt, apart from his speech making, continued his policy of noninvolvement that dismayed his secretary of state. In 1933 Hull had been surprised when the president announced that domestic reconstruction and stabilization through protectionism rather than multilateral trade was his first priority. Given the economic state of the country, he probably had no other choice. And also in subsequent years, Roosevelt had time and again been guided by the country’s internal problems and by electoral politics when his reelection was at stake in 1936 and 1940. He worried about the continued isolationist stance of larger sections of the American population, especially in the Midwest and their representatives in Congress. There was also the concern over how to sustain the recovery when in 1937 the economy dipped into a recession.

By this time, if not before, another member of Roosevelt’s Cabinet, Henry Morgenthau, had emerged as an influential voice in the debates on the strategy the United States should pursue to counter the growing threat to peace and stability emanating from Germany, Italy, and Japan.26 Hull continued to use the softer levers of economic pressure without escalating them to a point that would make negotiations with the two fascist powers and with Tokyo impossible. Morgenthau, by contrast, nudged by a number of loyal advisors and also by the persistent demands Bernard Baruch, the influential banker, had become increasingly convinced that America had to confront aggressors. He also wanted to support those European powers that were prepared to resist them and to lay the industrial and military foundations inside the country, should participation in a major war become inevitable, as he believed sooner or later it would. In this combative mood, he tried to counter not only Hull’s more cautious line of “economic appeasement” but also the War Department that, in his view, was moving far too slowly in beefing up the country’s defenses.

Morgenthau’s advocacy of more determined (re)action can be followed at two interrelated levels:27 First are his efforts to release the administration from the constraints that the isolationists in Congress had imposed through the Neutrality Act of 1933 and its revised version of 1937. The second level concerned his attempts to persuade American big business to obtain and fulfill expeditiously orders from the U.S. government, Britain, and France for military equipment and to expand its production capacities. His aim was for Washington to be able to respond to a growing demand for arms from Europe as well as from the American armed forces that, he was convinced, was bound to come. In a way, this was an American lesson learned from World War I when it took the country a full year to mobilize after the declaration of war in April 1917.

The Neutrality Act, after further revisions in 1939, improved the administration’s position toward allies when the earlier strict weapons embargo against belligerents was at last modified. Arms could now be sold by American manufacturers, provided the buyer paid in cash and carried the goods on its own ships, and provided also that no American credits were given to finance these purchases. With fascist expansionism in Central Europe and in Africa as well as Japanese imperialism in Asia continuing, deliveries of all goods to the aggressors could be stopped, while aid to France and Britain was stepped up. After the fall of France in June 1940, Britain’s “cash-and-carry” capacities became hopelessly overstretched, and a desperate Winston Churchill, who had replaced Chamberlain as prime minister, appealed to Roosevelt for American loans to enable Britain, now the last bastion in Europe against the Wehrmacht, to order vital military equipment.28 Again it was Morgenthau who was at the forefront of crafting the Lend-Lease Agreement which, after many delays due to objections and demands for amendments from Congress and the State and War Departments, was finally ratified in March 1941. All the while, the Treasury Secretary was also involved in the organization of aid to China and Dutch Southeast Asia against Japanese expansionism. He argued with Hull over the State Department’s traditionally more nuanced approach, as the diplomats were anxious not to provoke Tokyo into a declaration of war against the United States, if vital American exports of oil, oil products, and manganese were stopped.

6. American Big Business and the
Roosevelt Administration

The confusing politics prior to the promulgation of the 1939 Neutrality Act and the no less complex debates surrounding Lend-Lease have been sketched here because they are important to an understanding of the role of American big business relating to attempts to develop a consensus about the vital questions of peace and stability at home and abroad and also to when the time had come to give up hoping that Hitler, Mussolini, and the Japanese leaders were reasonable men with whom war-avoiding deals could be struck.

There was first of all the initial split in the business community over how to assess Roosevelt’s New Deal. Here it was above all the American Chamber of Commerce (ACC) with its many owners of small and medium-sized firms from all over the country, but also some big corporations that vigorously resisted the president’s efforts to overcome the Depression. After a brief honeymoon in the spring of 1933 and even a willingness of accept Roosevelt’s job creation programs, relations quickly went downhill. The National Recovery Act, with its provisions that guaranteed workers’ rights, was totally unacceptable to most employers. When the president signed the Securities Exchange Act of 1934 into law, it was not just the banks that were up in arms over this attempt to regulate the financial markets. Nor did the business community see the benefits of the Glass-Steagall Act, which put a firewall between investment banks and ordinary commercial and savings institutions. The hoariest stories circulated about the United States sliding down the road toward socialism and regimentation by Washington.

Although there were periods of greater realism when the leadership tried to move the ACC toward the center, some of the opposition lasted beyond Roosevelt’s two election victories into World War II. Still, the number of his often archconservative foes among the business community began to dwindle after the 1934 congressional elections had shown that the voters were in favor of reforms and then reelected Roosevelt two years later. It was Henry Harriman, the ACC’s moderate president, who now, if not before, began to seek a rapprochement with the government.

The National Association of Manufacturers, which had similarly found it difficult to reconcile itself to the election of a Democratic administration, also became more flexible. And then there were a number of prominent businessmen who had never abandoned the positive stance that they had taken up toward Roosevelt in 1933. They had accepted an invitation to a meeting that Secretary of Commerce Daniel Roper had called to form a Business Advisory and Planning Council, later to be renamed Business Advisory Council (BAC), in an effort to harmonize government-business relations. Among the attendees were, apart from Harriman, such major figures as Gerard Swope (General Electric, GE) Walter Teagle (Standard Oil), Alexander Legge (International Harvester), and Alfred Sloan (GM). After the BAC’s founding in June 1933, Myron Taylor (U.S. Steel), Walter Gifford (AT&T), and Robert Wood (Sears, Roebuck & Co.) also joined.

BAC’s relationship with Roosevelt experienced a few ups and downs, but it did support the administration in its quest to introduce social security. It also came to accept that some comprehensive planning and coordination was necessary in a complex industrial economy and that some deficit spending might act as a welcome stimulus to employment and to overcome the Depression. Other prominent figures who were to play an important role in World War II were Beardsley Ruml (Laura Spelman Rockefeller Foundation, later Macy’s), Paul Hoffman (Studebaker), Charles Wilson (GE), and Henry Luce (Time-Life). Overall, Roosevelt succeeded in assembling a political coalition that was made up partly of workers and southern Democrats but partly also of capital-intensive industries and banks that were internationally orientated.29

As Germany, Italy, and Japan were careening down the tracks toward another world war that would sooner or later also drag in the United States, the foundations were laid for a Hullian vision of a Pax Americana. Within this broader framework, many American corporations that had invested in Germany developed a peculiar schizophrenia. While continuing their business in Germany and supplying, directly or indirectly, Hitler’s nascent war machine (as will be seen in a moment by reference to a number of American companies), key leaders abandoned their earlier reservations about the Roosevelt administration and began to see the benefits not only of its strategy of stimulating the domestic economy, but also of confronting Germany, Italy, and Japan without making the United States a belligerent. They appreciated that this strategy would kill several birds with one stone. It was designed (1) to meet whatever greater demand for civilian goods there was after 1938, (2) to be able to respond to British and French needs for military equipment, and (3) to replenish the gaps that had arisen in the arsenals of the War Department as well as to stockpile reserves.

There had been, it is true, indications in 1936 that private domestic investment and industrial production were picking up. But 1937 had seen an unexpected decline that accelerated in 1938. Thus in April 1938, the steel mills—a key indicator—were operating at a mere 32 percent of their capacity. Car sales in March of that year were 47 percent below what they had been a year earlier, and in January some 7.8 million Americans were registered as unemployed and if those who were no longer registered are added, the figure was closer to 10.8 million. In these circumstances, Roosevelt decided to try to stimulate the economy. If parts of industry responded positively to this effort, there was an additional bonus for the U.S. president: for the upcoming 1940 elections it was important that the unemployment figures that were still so distressingly high would come down.

7. Stimulating American Industrial
Production

As Roosevelt was looking for ways of lifting the American economy out of another depression,, he had an influential ally in his cabinet who, unlike the more cautious Hull, had already tried to nudge him toward taking a harder line against Hitler, Mussolini, and the Japanese leadership: Henry Morgenthau. Accordingly, he began to support Roosevelt in his plan to focus, as a first step, on an expansion of aircraft production. As Morgenthau recorded in his diary in November 1938 soon after Roosevelt’s Quarantine Speech, the president was apparently “leaning more and more towards giving private manufacturers the first chance.”30 He guessed that this idea had in part been conceived because Roosevelt had “become convinced that in England particularly the Government has been unable to manufacture planes in their own plants.” This was, of course, a reference to the earlier British decision to concentrate its preparations for a possible war on the air force.

But the domestic economic situation in Britain had prevented Chamberlain from spending more on the military. If only—so the calculation—the United States could add to its five-thousand-plane air force a capacity expansion to ten thousand per annum, the selling or lending of a larger number to Britain and France became a viable proposition. There was also the calculation that, if these plans had been known to Hitler and Mussolini, it might have deterred them from their aggressive policies that, thanks to the Munich Agreement of September 1938, had barely avoided a descent into war. While, with Hitler already thinking of tearing up Chamberlain’s “peace for our time” agreement, deterrence was no more than a pious hope, the proposed expansion did surpass the air power that Germany and Italy had been building. Supporting Roosevelt’s antifascism, Morgenthau was also convinced that this stimulus to the American defense industry would lead to extra shifts and the hiring of more workers.

It is against this backdrop that the hitherto reluctant War Department was prepared to order, for example, Boeing’s four-engine bomber. No less important, the French, also short of military aircraft, were prepared to advance the cash needed for Boeing and other corporations to expand their factories. To be sure, all this had to be done gingerly in light of isolationist feeling in the country and in Congress. It was therefore very awkward when one of Douglas’s testing planes crashed and it was found that a Frenchman had been onboard. The opposition promptly cried foul and accused the administration of violating the Neutrality Act. Consequently, however urgently France and Britain pleaded to let them buy more planes, Congress had not even approved the additional funds needed for increased military production. At this point it was significant that a man as influential in American industry as Edward R. Stettinius, Jr., the president of U.S. Steel and an advocate of closer government-industry cooperation, remarked that French orders and cash could have an “almost revolutionary” effect on the aircraft industry and would lay “the groundwork for the great expansion” to come, while Roosevelt, with the 1940 elections in mind, talked of renewed prosperity at home.31

Six months later, Roosevelt abandoned holding back on approving British and French requests for munitions deliveries because of isolationist opposition in Congress. As war in Europe looked to him increasingly likely by the summer of 1939, he chose Stettinius to chair a newly constituted War Resources Board, on which Walter Gifford (American Telephone & Telegraph Company, AT&T) and William Knudsen (GM) also agreed to serve. Once the Neutrality Act had been revised, British and French orders for American military equipment were pouring in. With Hitler’s attack on Poland in September 1939 and the British and French declaration of war on Germany a few days later, Roosevelt was more firmly convinced than ever that, while keeping out of the military conflict, production must be expanded to thirty thousand aircraft per annum and that this expansion could be achieved with the help of Allied purchasing.

The trouble was that American industry was still woefully underprepared for this boost. Some companies, whose leaders continued to be critical of Roosevelt and his New Deal in particular, were reluctant to respond positively to these initiatives. Earlier suspicions that the administration wanted to increase state controls were fanned by antitrust investigations that the Justice Department had begun under Thurman Arnold and that will be analyzed in greater detail in chapter VI. There were also firms that, with civilian consumption slowly picking up, had quite full order books to supply the large domestic market. For example, the output of American and Canadian automobile plants was estimated in September 1939 to be over twenty-five thousand vehicles per week. At the same time it seems that those who were willing to follow the administration in its quest to boost industrial production found it difficult to recruit and train the additional workers. For too long their recruitment and training of workers had been neglected. Skilled workers had been unceremoniously dismissed instead of keeping them on part-time in the expectation that the economy would improve. Morgenthau also discovered that there were a mere three corporations that were ready to manufacture engines of one thousand horsepower and that their monthly output capacity was at most two thousand. There was also the case of the GM-owned Allison Motors, which could not immediately switch to engine production that met War Department specifications, and when Edsel Ford, Henry’s son, was approached, he saw similar problems. On top of it he had to persuade his stubbornly antiwar father to abandon his opposition to military production. At the same time, Pratt & Whitney was working around the clock in three shifts.

A further important step not only to increase production but also to create the bureaucratic structures for an economy that slowly became geared to aiding Britain and France and preparing for war occurred under the impression of the Nazi onslaught on France and the evacuation of the British Expeditionary Force from the beaches at Dunkirk. On 28 June 1940 Roosevelt created the National Defense Advisory Commission, which led to the rise of Knudsen, the GM president. He became the director of the Office of War Production Management, which included coordination of the crucial machine tool industry.

With Britain having become the sole opponent after Hitler’s conquests in Western and Northern Europe by the summer of 1940, Winston Churchill presented a long wish list of desperately needed weapons for the continuation of the war.32 On it was a request for a loan of American destroyers for convoy protection. But Roosevelt was in the middle of his reelection campaign in a political climate where isolationist feeling was still strong. So, he felt constrained to offer no more than fifteen old warships. In return, Britain would lease a number of bases to the Americans in Newfoundland and the British West Indies. He replied that, however much he would like to make a deal, Britain had to wait for more until after the November elections.

By this time the crisis in the Atlantic had become even more acute, as some fifty German submarines were torpedoing British ships at a calamitous rate and the country did not have enough destroyers to provide convoy protection. Under the “cash-and-carry” policy, ships on the transatlantic route could not be American-owned, even if some of them had already been registered under a different flag to circumvent this rule. With Roosevelt’s election victory secured, preparations began to replace “cash-and-carry” with the Lend-Lease Agreement that was finally passed by Congress in March 1941. Meanwhile and after some delays, the destroyer-for-bases agreement had also been put in place, and Roosevelt also approved that repairs on the HMS Malaga could be made in a U.S. shipyard. Perhaps the most significant move to supply Britain with food and weapons and to stimulate the American economy had come in the autumn of 1939 when the British delegation in Washington ordered sixty tramp steamers. By November the total price of $96 million had been agreed, with some $9 million earmarked for the building of new shipyards. By January Washington had added its own accelerated shipbuilding program that until 1945 produced some 72,100 naval and 4,900 merchant ships.

Henry J. Kaiser, a dynamic entrepreneur who had come to value the benefits of the New Deal connections between government and industry when he established the Six Companies consortium that built the Hoover Dam, was among the first to seize these business opportunities.33 Although he was an outsider to the shipbuilding industry, he from 1940 onward built pretty much from scratch and partly with public funds no fewer than five huge shipyards in Richmond (California) as well as farther north in Portland and Vancouver. This is where the “Liberty” class freighters were built that soon proved to be vital first for shipping supplies across the Atlantic and after the American entry into the war in December 1941 also American troops to be stationed in Britain. By this time the American security zone, that is, the limit of the American neutrality patrols, which since the beginning of the war had stretched from Halifax, via Bermuda to just north of Antigua and then into the mid-Atlantic west of Dakar, had been expanded to the seas west of the Portuguese Azores and ultimately the waters east of Iceland. This step now gave antisubmarine protection by U.S. Navy destroyers up to this mid-Atlantic line and was still deemed to be within the rules of the Neutrality Act. After Pearl Harbor the patriotic popular mobilization for the war against Japan and Germany gave all these measures, whether under Lend-Lease or other agreements, a further boost to a massive production program, now funded by both private investments and government bonds.

A number of other smaller steps were undertaken during the winter 1940 and 41 and spring 1941: Despite continuing opposition from the isolationists in Congress and from the America First Committee, with Charles Lindbergh still asserting that peace with Hitler could be achieved, the manufacturing and legal infrastructure for supplying Britain was being built. It also helped that the U.S. Army and Navy now wanted to place orders themselves, for which some $880 million had been allocated. With the Lend-Lease Bill before Congress, the constraints of the 1939 Neutrality Act were being relaxed further. In the autumn of 1940, Nazi bombing of London and other British cities and the Battle of Britain had given rise to fears of an imminent Nazi invasion of the United Kingdom. It was another reason for Churchill, banking on the increasingly close “special relationship” that he had forged with Roosevelt, to appeal to the U.S. president, whereupon the latter had promised Lend-Lease, that is, the end of ruinous “cash-and-carry.”34

Although Roosevelt had won the elections and was now prepared to push Democrats and Republicans harder, he still tried to avoid upsetting his critics too much.35 Accordingly, Knudsen, the industrialist in charge of expanding production, decided that only one-third of the $880 million would be immediately available to the armed forces. Nevertheless, the larger point to emerge from all this is that American industry did not “spend itself” out of the depression; nor did Roosevelt solve the unemployment problem until the United States finally entered the war. In fact, there was an earlier phase when, partly thanks to pressure from Morgenthau, the financial and organizational foundations for the mobilization of industry were put in place and production was increased, securing not only the supply of Britain. No less important, from the summer of 1941 onward, that is, well before Hitler’s declaration of war on America in December of that year, the Soviet Union, which had been attacked by Germany in June, was included in American deliveries. As a result of these developments, it may be said that the Nazis had objectively lost the war in the autumn of 1941, both because the Wehrmacht had become logistically overstretched in the wide expanses of Russia and the Ukraine and because American supplies, next to the heroic effort of the ordinary Red Army soldier, helped prevent the collapse of the Soviet Union.36

In trying to draw a balance sheet on these developments from the perspective of American big business, it is not surprising that it was not easy for it to find a common approach not only to Roosevelt’s New Deal but also to the administration’s foreign and armaments policy. Even those entrepreneurs who were favorably disposed toward the administration’s domestic policies and agreed to serve on its preparatory committees and boards were not in favor of expanding the war in Europe to a world war by the United States joining the anti-Axis coalition as an actual belligerent. They all feared the destructiveness of a global world war. This is why sections of the business community continued to speak up for pursuing a policy of noninvolvement, with some openly favoring an appeasement of the dictators. It may be that even those who took a harder line thought of July 1914 and believed that, perhaps, big business had not intervened forcefully enough then to preserve peace. This may explain why some of them—as can be seen from hindsight—all too naively thought that by talking to Hitler, Mussolini, or the Japanese they could still stop a catastrophe, even after the fighting was in full swing in Europe and the Far East. It is to the peace missions that took place in 1939–40 that we shall have to turn after discussing the policies and practices of a number of key corporations in the 1930s.

8. American Views of the
Hitler Dictatorship

With the Nazi seizure of power, American corporations that had established a base in Germany during the Weimar years were, like the diplomats, trying hard to come to grips with the basic character of the new regime.37 Just as among Germany’s conservative elites, there was little appreciation of the radicalism of Hitler and his entourage. To many American businessmen the regime looked at first like a continuation of the presidential regime of President Hindenburg. They noted that conservative nationalists and a Reichswehr general looked firmly entrenched in key cabinet posts. The argument that Hitler had been successfully boxed in seemed as plausible to foreign observers as it was to non-Nazi right-wing Germans. This perception was reinforced by Hitler’s early assurances, given, for example, in interviews with correspondents of the American Hearst press, that he was a man of peace in international affairs.

Reports in the WSJ and the NYT during the early days reflect this initial credulity.38 Thus, on 31 January WSJ headlined its account of the events in Berlin at the very end of January 1933 with the words “Hitler Granted Chancellorship. Hindenburg Puts Conservatives in New Chancellor’s Cabinet, Checking Extremists.” The NYT announced on the same day “Hitler Made Chancellor of Germany, But Coalition Cabinet Limits Power.” A more detailed news item in the same paper said reassuringly that “Hitler Puts Aside Aim to Be Dictator” and, referring to economics minister Alfred Hugenberg and Reichswehr minister Lieutenant General Werner von Blomberg, added that “Contrasts Mark Hitler’s Cabinet.” A day later, WSJ, unsurprisingly concerned about the reception of Hitler by the stock market, wrote that “Berlin Views Hitler Calmly. Rise in Stocks Reflects Confidence He Will Not Disrupt Nation’s Affairs.” On 4 February, Vice Chancellor Franz von Papen, a conservative Catholic, denied that the cabinet was moving toward a restoration of the monarchy and declared that the “Hitler Government Will Make No Marked Changes in Foreign Policy.” This seemed to confirm a WSJ item of 31 January that “Hitler News Fails to Stir Wall Street.” The paper continued that “financial markets on the whole took the news calmly.” German bonds “listed on the New York Stock Exchange reacted from a fraction to” a little under six percentage points, “but there was no great selling pressure.”

In Britain the press took a more cautious line, with the London Times commenting that “the President has taken a great risk” and that the further development of Germany’s “great political adventure” would be closely watched.39 This applied in particular to German policies in the field of armaments. The NYT editorial of 31 January was similarly more cautious, arguing that “Germany has entered upon a perilous political adventure” and that the world would see if Hitler could be “tamed.”40 This may have been in part a response to a report by Associated Press of 30 January. It referred to “a proclamation that the present Cabinet is not truly representative of Hitlerism” and that the Nazi leader, after praising Hindenburg, was determined to “carry on the fight within the government as tenaciously as we fought outside.”

Four days later Hitler began to use stronger language. Before a group of handpicked journalists he asked that the “press of the world” should not pass a “premature judgment” on him and his government. According to United Press, he complained that he had been presented as someone who delivered “bloodthirsty firebrand speeches.”41 But in fact “all the world has been surprised by my moderation.” He denied having made inflammatory speeches. His speeches “even 10 or 15 years ago testify to that.” At the same time he was “a tenacious person” with “strong nerves.” But the manifesto he had issued to the Germans should not be taken as an “election campaign speech.” If he had “wanted to do that, I could have said that unemployment would cease on March 15 and that agriculture would be back on its feet by May 1.” He had refused to make such promises because he was “more honest than my political opponents.” With an eye to the international community and referring to his frontline service in World War I, he then said, “No one who, like myself, knows war as we do—what immense squandering of effort and consumption of strength it involves.” No one wanted “peace and tranquility more than Germany does and I do.” However, “like all other nations we insist on equality and our adequate place in the world, just as any American would insist for his own country.” All he wanted is to be given was a chance to implement a four-year program of domestic change. He was asking for a mere four years “after which the nation can pass judgment and even crucify me.” The report then listed the main points Hitler had made in a radio address, among which were the “curbing of Communism,” the “conquering of unemployment” within four years, and “arms equality, preferably through reductions by heavily armed nations.”

To stress his determination to “fight against Communism,” the WSJ printed a United Press item that the police had “raided Communist headquarters throughout Prussia in their search for documents to prove that the Communist party activities are illegal.”42 The report also mentioned that, if Hitler were unable to gain a majority in the next Reichstag elections either alone or in conjunction with Hugenberg’s Nationalist Conservative Party, “he may obtain the majority by outlawing the Communists and abolishing their 100 Reichstag seats.” In light of what happened at the end of February after the Reichstag building had gone up in flames (whether started by a young communist Dutchman or by the Nazis themselves), this was no doubt a prescient analysis of one of the measures by which Hitler proceeded to turn Germany into a one-party dictatorship within the next six months.43

American businessmen across the Atlantic gathered this and other information about events in Nazi Germany primarily through the national and regional dailies as well as weeklies and monthlies, such as Business Week, Barron’s, Forbes, or Fortune. In 1994, Frank Biess undertook a careful analysis of these magazines and found overall that they reflected the difficulties that the United States had with understanding what was actually going on the Germany.44 In April and again in June 1933 Business Week focused on the conservatives in the Hitler cabinet and on the “moderate” economics minister Hjalmar Schacht. Starting from the alleged “complete absence of planned economy ideas” in the Nazi program, the April issue assigned to Schacht the “dominant role” in the formulation of “governmental and financial economic policy.”45 On 27 March Barron’s went so far as to compare the new Germany to the Hohenzollern monarchy. There were, it is true, some radical outbursts, but the expectation was still that the Third Reich would, like the Second Reich, take the shape of an autocratic regime that respected private property and would not interfere with business.46 It was another gross underestimation of the Nazis.

Accordingly, the anti-Semitic outrages were interpreted by Business Week as a “strange interlude” before things would settle down again. Later both magazines but also Fortune turned to comparisons between Italian Fascism and National Socialism and pointed to the productionism and greater efficiency that John Diggins has analyzed in his 1972 study.47 Discussing Hitler’s recovery program in its 26 April issue, Business Week called Nazi economic policies “Germany’s New Deal.” Meanwhile on 1 April Forbes had raised the question of whether “many industries need[ed] dictators.”48 Although these and similar publications were widely read in the business community, it is of course difficult to know how far they influenced opinions. There was no lack of information, as they also had access to news and analyses in the publications of trade associations and research institutes. A few of them also benefitted from occasional briefings and informal conversations they had with ministerial officials in Washington or with German businessmen. But it is only with the benefit of hindsight that it becomes clear how widespread misperceptions were of the regime’s basic character and how much wishful thinking also played a role.

Even the information that American consuls provided was often less than reliable, as they now dealt with a regime that imposed ever stricter censorship and spread ever noisier propaganda, and that also became ever more secretive and deceptive about its actual plans, especially in the field of foreign and armaments policy.49 The more the regime tightened its grip on the political system, the more suspect published German sources and official statistics became. The massive rearmament program that began straightaway in 1933 was especially difficult to gauge. Official figures on industrial production, on exports, imports, and employment, on deficit-spending, or on inflation were more and more cynically rigged.

In these circumstances, the business press and business community with a direct interest in German developments came to focus on larger questions in an effort to gauge what made an economy tick that was becoming increasingly centralized and dictatorial.50 American businessmen with Jewish connections understandably reacted extremely negatively to the Nazis unfolding anti-Semitic policies. For some these policies alone were sufficient to break off all connections and to demand official protests by the State Department. Another and arguably larger business group was more concerned to comprehend the evolving political economy of Germany. They were struck by some of the modern features of both German and Italian fascism and its seemingly technocratic decisionism. After all and notwithstanding the agrarian utopianism of some Nazi leaders, flow production and rationalized factory organization appeared to be spreading.51 In light of the propaganda campaigns that extolled Hitler’s public works program, comparisons were made with Roosevelt’s initiatives to put Americans back to work and to refloat the economy.

Those businessmen who were hostile to the president’s proto-Keynesianism warned that this policy would twist the structures and principles of American capitalism in a fascist or, worse, a Bolshevik direction.52 Others saw greater government intervention and regulation as a way out of the Depression and a salvation of capitalism and democracy. They pointed to the differences between Roosevelt and Hitler. Over time, early comparisons between the New Deal and fascist economic policies receded into the background.53 National Socialism came to be studied as a unique phenomenon that was headed toward wars of conquest. By 1936, the National Industrial Conference Board, a research and information outfit of American business, explicitly drew attention to the links between the Nazi regime’s restrictive trade policies and its political dogmas of antiliberalism, anti-Semitism, antisocialism, and territorial expansionism. The business press also began to comment on the impression that Nazi economics made on the German population and commented on the empty promises that were being made to the ordinary consumers. The latter had gotten their jobs back. But with rising inflation resulting from the concentration on the production of military hardware and an ever more noticeable scarcity of durable civilian goods as well as the spreading of economic and political controls, Business Week, for example, now wrote sarcastically about the bread that German workers were given “without butter,” as Hitler was “spending [the] last pfennigs for guns.”54

Meanwhile large sections of the American public and their representatives in Congress persisted in their isolationism, restraining the Roosevelt administration from communicating with the business community on international affairs. Worried about Hitler’s foreign and economic policies, the State Department began to counsel American firms operating in Germany to get out. But even after Roosevelt’s Quarantine Speech of October 1937, his actual policy of noninvolvement left those still manufacturing and trading in Germany confused. The ambiguity of official American foreign policy and the differences of opinion about Germany within Washington produced a parallel ambiguity and uncertainty among American corporations with investments in Central Europe. Gabriel Kolko rightly called attention to this gap, but he was uncertain how far the business press can be used to fathom business attitudes and decision making.55

9. Hitler and German Industry

The approach taken here has been to analyze both the press and specific corporate practices in an attempt to avoid a generalized conclusion that American firms in Germany in the 1930s were all fascist collaborators. Even those who were initially more favorably disposed toward Hitler or misjudged his radicalism had (with a few exceptions, such as Henry Ford) by 1936 begun to reevaluate the situation. By then many of them had heard of the regime’s brutalities at home and its preparations for foreign war.56 Those who had decided to not cut their losses experienced in their daily operations that they lived under an increasingly state-controlled economy that limited their freedom of action to make decisions on the basis of what they had learned to be in the best interest of their particular enterprise and its bottom line. And having witnessed Nazi repression, Roosevelt’s New Deal and the politics of the Democratic administration began to look more and more benign.

Economic historians of the Third Reich have argued among themselves how to assess the behavior of German companies during the 1930s. This debate is quite helpful to understanding the behavior of American firms that continued to manufacture and trade. These were on the whole companies that, rather than merely having agencies, had invested millions of dollars in factories and a sales infrastructure. Their political risk was, to be sure, not as great as that of indigenous corporations, such as Bosch, I.G. Farben, or VSt. Still, they, too, faced a problem.

Some early postwar Anglo-American scholarship reflects the black Allied picture of German managers as war criminals. Other scholars viewed them as victims of a totalitarian dictatorship who had no choice but to collaborate.57 Resistance would have led to their firms’ expropriation by the regime and would have been self-destructive. In the 1960s and 1970s the pendulum swung back again when, in the wake of neo-Marxist analyses of contemporary industrial societies, fascism was seen as an outgrowth of “monopoly capitalism.” The criticism that this perspective encountered in turn during the 1980s is exemplified by Peter Hayes’s book on I.G. Farben. Insofar as his work contained any a priori judgments, it was his conviction “that the organizing framework for good and evil in the modern age is not capitalism or socialism, but industrialization and its corollaries of bureaucratism and professionalism.”58

With the rise of more complex interpretations of how the Third Reich supposedly ticked, views on German business began to change again. Christoph Buchheim and a group of business historians around him at Mannheim University argued that big business, rather than operating under an all-pervasive totalitarian dictatorship, had more room for maneuver, and that any collaboration was much more voluntary than extracted.59 As this debate unfolded, Hayes raised his voice against what he thought was an approach “that presents economics in virtual isolation from politics … and the fluctuating relationship between business and the state as largely static.” Ultimately, it was “Nazi economic policies [that] structured opportunities and thus corporate executives’ choices. Did businessmen retain free will? Of course they did. Was their autonomy intact? I think not.”

If it is thus a matter of both agency and structure, two further differentiations have to be introduced that relate to the findings of Henry Turner concerning the financing of Nazism before 1933.60 Here the accepted view now seems to be that it was smaller and more local companies that, together with the sacrifices of ordinary party members, funded the Nazi movement and its propaganda campaigns. With more studies on family enterprises and middle-sized firms coming out, it has become clearer that collaboration was less widespread among the big corporations.61 To be sure, Turner’s findings did not let big business off the hook, considering their increasing opposition to the Weimar Republic, especially among the archconservative managers of the Ruhr enterprises; it was this opposition that helped to undermine the parliamentary system and promoted a sharp polarization that no democratic political system can survive for any length of time. After Hitler had come to power, it also made a difference whether one produced and retailed civilian goods or stuff that Hitler viewed as essential to his rapid rearmament program and to his ultimate aim of waging an expansionist war for “living space.” Not surprisingly, the Ruhr heavy industries were therefore more prone to make their peace with the regime than the members of the former “Siemens camp,” even though they, too, were ultimately drawn into the rearmament effort.

Finally, there is also a generational factor to be considered. By 1936 an older generation of executives and owners of big enterprises had become increasingly unhappy about the regime and the direction in which its economic policies were moving, even if they were not under pressure, like their Jewish colleagues, to leave the management. They decided to bow out, to be replaced by a younger generation who were keen to make their mark. These—as Lutz Count Schwerin von Krosigk later put it—were the men “whose dynamism degenerated into brutality and who could not be impressed by anything.”62 Yet even they were split into two camps: those who wanted to take Germany out of the world economy altogether and those who approved of the acquisition of a large empire in Europe but also wanted to keep their companies engaged internationally.

10. Doing Business in Nazi Germany

If this was the political-economic milieu in which American corporations were submerged in Nazi Germany in the 1930s, while also observing the opaque foreign policy of the Roosevelt administration, it is not surprising that they should join their German counterparts in calculating the “political risk”—a topic that Christopher Kobrak and Per Hansen have recently taken up again in their anthology.63 They stressed that political risk “is really political uncertainty” and that contemporary actors obviously did not know in 1933 that the world would be engulfed in a world war less than a decade later. Since the situation did not look all that gloomy at the start of the Third Reich and there were plenty of views that things, even if they did not get better, would at least not get worse, many American companies decided to soldier on.

Among the producers and retailers of civilian products, Woolworth’s presents a good case in point. The company—so famous for its offerings of cheap mass-produced textiles, household goods, and others things of daily use—had come to Britain and Germany before 1914 and after the disruptions caused by World War I had consolidated its German subsidiary during the optimistic Weimar years. By 1927 seven stores had opened their doors, a large distribution center had been built very strategically at Sonneberg in Thuringia, and the company was thriving.64 In 1933 the radical anti-Semites in the Nazi movement erroneously suspected the company of being a Jewish enterprise and blocked the entrances to its stores during the boycotts in the spring of that year. When the company protested, the regime relented. The decision now read like this:65 “Although it is forbidden to open any new one-priced stores in Germany until April 1934,” permission was given “by the Prussian ministry to F.W. Woolworth Co. GmbH, an affiliate of the American Woolworth, to complete installation of four new stores.” These stores brought the total in Germany to a respectable eighty-two, with sales around 50 million marks per annum. Officially this was “largely” in response to the company’s complaint that the chain would have suffered “heavy losses in case the decree was too strictly carried out.”

This special permission must be seen in the context of another important peculiarity of the Nazi regime. While the production of military goods had priority, this was also a dictatorship that tried to secure its popularity and hence its stability not merely by propaganda, but also by appeasing ordinary Germans through the provision of material goods and promises of an even higher living standard once “living space” had been won. But consumer durables remained in short supply, even when after the end of unemployment people again had more money in their pockets. The steel, chemical and electrical engineering, and machine tool industries were busy working primarily for the Wehrmacht. Nevertheless, the regime was anxious to put at least day-to-day necessities into the shops and to avoid shortages that would lead to popular grumbling.66

This is where besides Woolworth’s and other mass retailers the entertainment industry came in. If Hollywood movies had dominated the silver screen in the Weimar Republic, they continued to be shown in German theaters. This was part of a calculated cultural policy that Joseph Goebbels, himself a film buff, had developed. He wanted the mass of the German population to enjoy movies also as a means of distracting them from their daily grind and from the abolition of all vestiges of an open society. Accordingly, Nazi propaganda was put across to the ordinary cinemagoers not in the main feature film.67 Here the audiences were treated to soothing soap operas with an apolitical happy ending. Hollywood movies were perfect for this and hence were imported in large numbers as before 1933. The newsreels that were screened before the main program served as the moment of Nazi propaganda, skillfully put together by Goebbels’s propagandists. There were a number of popular German film stars, but their Hollywood counterparts were no less well known to German moviegoers.

While Nazi racist attitudes and censorship soon banned American jazz that had had many aficionados before 1933, the soft swooning tunes of swing music continued to be played in the dance halls, clubs, and bars of the big cities, often by indigenous bands.68 Benny Goodman’s swing was forbidden, which did not mean that his music and also traditional New Orleans jazz or even more frequently a “Germanized” swing was not played privately. During the war swing was also in demand among the troops, and on at least one occasion a party functionary who wanted to stop a concert was booed off the stage.

The regime also promoted healthy living and offered vacation travel organized by the “Strength Through Joy” association, while other parts of the German Labor Front encouraged sports and other activities.69 In the same vein, the Coca-Cola Company was also allowed and even encouraged to market its fizzy drink after 1933. As Mark Pendergast put it in his study,70 “While the soft drink came to symbolize American freedom” back in the United States, “the same Coca-Cola logo rested comfortably next to the swastika.” As sales almost doubled in the 1930s, a further seven bottling plants were added to the six that had existed since the mid-1920s, including the first one in Essen in the heart of the working-class Ruhr region. By 1939 there were no fewer than fifty Coca-Cola bottling plants, selling millions of bottles. Germans spent over 100 million marks to refresh themselves. Customers of all social groups and ages were enticed to buy the uplifting drink on large bill boards and other media, depicting “Germanized” happy people, indulging in this enjoyable beverage—“ice cold.”71 The 1936 Olympic Games in Berlin and the Schaffendes Volk Exhibition at Düsseldorf in 1937 gave the company opportunities for huge marketing campaigns that German competitors like “Afri-Cola” found difficult to match. As Walter Oppenhoff, one of its managers, remarked, “political issues played no appreciable role” for the company.

The development of an inexpensive Volksempfänger radio, again promoted by Goebbels, must also be viewed in the context of the provision of inexpensive consumer goods and mass entertainment. Amateur photography provides another telling example. Film rolls and cheap cameras were very popular and widely available, as photos were taken for the family album at birthdays and weddings, on vacation travel, and at local festivals. Agfa Photo, a subsidiary of I.G. Farben chemicals, had a strong position in this particular market, but the American Kodak trust was also allowed to operate. During World War II the Wehrmacht propaganda units became a major consumer, taking dramatic pictures of advancing German troops. They were incorporated into Goebbels’s newsreels, displaying the alleged invincibility of the German army, navy, and air force. But in the early stages of the war enough film was still available for amateur photography, and photos were eagerly exchanged between soldiers at the front and their families back home. This is how in the 1990s the Wehrmacht Photo Exhibition came about that displayed depictions of executions and other atrocities that ordinary soldiers and officers had taken in the Nazi-occupied territories. Thus a consumer good that the regime had used to distract and to garner support was turned into one that documented its boundless criminality.72

Finally, there is the most ambitious plan to create an Aryan society of materially satisfied Volksgenossen: the Volkswagen.73 The story of this automobile will be examined in a moment in the context of GM’s position in the Third Reich. The point to be made here is that this project is a good example of delayed gratification in the regime’s effort to develop an ethnically “pure” mass consumption society. The Volkswagen was to be an “automobile for all,” but only after a victorious war in the east and after more autobahns had been built next to wide-track superfast trains, some of which would service the Ukraine all the way to the Crimea.74 Volkswagen owners would travel along these highways for a vacation on the Black Sea coasts—to be sure, also after the “Jewish problem” had been “solved” and while the Slavic populations in those regions, kept in appalling living conditions, were being exploited as slave laborers for the Greater German Reich.

In anticipation of this future, Germans could sign up for a savings plan that, once they had accumulated enough points, would enable them to take delivery of a Volkswagen. This is why Hitler insisted that this car should cost around 1,000 marks. After lengthy negotiations, the well-financed “Strength through Joy” organization stepped in to build a large factory complex northeast of Brunswick in Fallersleben/Wolfsburg. Since the Nazis did not win the war, the savings were lost, except for a token that account holders were given by the Volkswagen Works after 1945. During that war, Ferdinand Porsche’s air-cooled, rear-mounted, boxer-engine “ugly duckling” (whose basic concept was in fact developed before 1933 by Joseph Ganz, an engineer and motor journalist, who was forced to leave because of his Jewish background) was transformed into the Kübelwagen, the Wehrmacht’s equivalent of the American Jeep.75

11. The U.S. Auto Industry and
Mass Motorization

For Hitler and his entourage, mass motorization was a serious post-war project whose foundations were laid before 1939. Accordingly, they looked toward the American motor industry, which produced 4.8 million passenger cars in 1928, compared with Britain’s 212,000 and Germany’s 90,000. In a broader perspective Hitler’s interest has to be seen as part of the rationalization movement that began in the United States with Taylorism and Scientific Management and then swept into Europe after World War I.76 Whether to adopt American factory organization and management methods came to be debated in countless books and articles in the contemporary media in Britain, Germany, and France in the 1920s. The scholarly evaluation of this literature has preoccupied historians and social scientists to this day. In comparative perspective, this issue is of interest to the larger themes of this book because British industry was slow to introduce continuous production and assembly lines. In this case, though, the Germans were not much further ahead so that a committee set up in 1925 for the promotion of what came to be called Fliessarbeit found no more than some two dozen practical examples.77 In the end it was Opel Cars that led the way in Germany, even if at a length of two kilometers it reached only a fraction of Ford’s and GM’s lines in Michigan.

The same widespread interest also applied to the other side of this coin, that is, the Fordist idea of mass production enabling companies to pass a larger portion of the gains of rationalization on to the consumer. Prices could be lowered and more people would be able to afford even more expensive consumer durables without bigger wage packets. The related topic of consumption therefore also has generated a considerable amount of more recent scholarship, as interest in the qualitative and cultural aspects of modern industrial societies increased.

Returning to Hitler’s attitudes on these subjects, he was disdainful of America as a “racially” mixed, democratic society in which a minority of Jewish capitalists allegedly pulled the strings, misleading society into greed and decadence. At the same time, he had a good deal of respect for American technology and greatly admired Henry Ford as an innovator, charismatic genius, and anti-Semite.78 Although Ford had publicly distanced himself from his earlier anti-Semitic publications in the late 1920s, he still felt many affinities with National Socialism. Hitler’s affection was so great that he awarded Ford a special medal for foreigners, the Grand Cross of the German Eagle, in recognition of his achievements. Conversely, Ford remained so proud of this honor that, unlike IBM’s Thomas Watson, Sr., he refused to return it at the beginning of World War II when the United States and Germany had become deadly enemies. It paid off in that Hitler continued to hold a protective hand over Ford’s industrial properties in Germany.

The story of Ford’s rise in the United States before 1914 and of his setbacks in the late 1920s when he procrastinated for too long to scrap his old best seller, the Model T, that had by then fallen technologically behind its competitors, and to develop the new Model A, has been told many times. The circumspection with which Henry Ford originally went into the British and German markets is a good example of the step-by-step method (discussed in chapters II and IV) with which American firms ventured into Europe. He began with the creation of a dealership network, and by 1925 some eighty-five dealers were under contract with him. The next step came in January 1926 when he built an assembly plant in Berlin-Plötzensee. As WSJ reported, this plant was scheduled to start production on 15 April on two acres of floor space and with a waterfront of 1,000 feet in the Westhafen quarter that, through an elaborate system of canals, was connected to the seaports of Hamburg and Bremerhaven in northwestern Germany.79 The plan was to build some seven hundred cars per month. The retooling during the changeover to the Model A led to a temporary shutdown of this plant. The break was used at the same time to reorganize Ford’s European operations. As far as Britain was concerned, Detroit pursued a similar strategy to good effect. As Hugh Jenkins, the managing director of Ford Motors Co., reported in early 1927, the outlook for Britain was good with sales of Fords as well as tractors increasing. And in the middle of November 1928, the parent company announced that it had invested the princely sum of $35 million in the British company “to acquire all [of] Ford’s European subsidiaries.”80 The plant to be built at Dagenham in the east of London was to have a capacity of two hundred thousand cars per annum.

Another peculiarity of Ford Germany was that I.G. Farben, the chemical trust, took a 35 percent stake, with 60 percent being held by the British arm and the remaining 5 percent by a number of suppliers and dealers.81 The development of new models became a joint venture between Detroit and Dagenham, though the names of individual models were adapted to the country in which they were marketed. Thus the small car that had been developed, partly in response to GM’s Opel Laubfrosch, was offered in Germany as the Köln, to which other regional names were later added, such as the Rheinland, the Eifel, and the Taunus, which came out of the main factory outside Cologne, completed in 1929–30. Sabine Saphörster has written a most interesting article on the decision to locate this plant outside Cologne rather than in Neuss, south of Düsseldorf. It is a story of modern local government lobbying to attract a major manufacturer to a city, in this case Cologne, where Konrad Adenauer was the mayor.82

However much Henry Ford was admired for his achievements, once the Nazis had come to power it was not his factories in Cologne or Brandenburg that were chosen to develop Hitler’s pet project, the Volkswagen. While Ford did well under the new regime, it was GM that at first made the running. One reason for this was that Ford’s great competitor had in the late 1920s and under the leadership of Alfred Sloan shifted to a multimodel policy that gave buyers a wider choice in terms of makes, color schemes, and power trains.83 It all evolved when these concepts had first been exported to Britain, where GM took a major stake in an existing company, Vauxhall Cars—a strategy different from Ford’s practice of building its own factories abroad. The original acquisition target had been the more established Austin Ltd., after the Americans had begun to penetrate the British car-making industry with their machine tools. Morris Motors had first bought “a large number of American specialized machines” for their engine plant in Coventry, just as “British industry [had more] generally imported large quantities of American stamping and pressing machinery and lathes.”

In the expansionist investment climate of the mid-1920s, it was but a small step to start car production in Britain and also to move into the promising market of Germany. But GM’s strategy was different from Ford’s in that it took a major stake in or ultimately purchased a European carmaker. Thus, in August 1925 Austin Motors, which Herbert Austin had successfully reorganized after a financial crisis in 1922–23 and turned into “the most modern automobile company in England,” was to be “amalgamated” with GM at a cost of £1.5 million, reduced to “£1,000,000 or less than $5,000,000, as the balance will be later used by the Austin Company to acquire the assets of the present General Motors Ltd. in England.”84 In the end, the deal, much to GM’s regret, was not, as Sloan put it, “consummated.” A few months later, on 16 November 1925, GM’s negotiations with the much smaller Vauxhall Motors Ltd. at Luton were completed with the proviso that the management would remain the same and that there would also be no change in the firm’s operations. If Vauxhall was acquired with an eye to export opportunities to the British Empire in mind, Germany was deemed to be a good location for exports to neighboring countries on the European Continent.

Over the next few years, GM’s FDI policies were still crystallizing, with Germany being the next target. Here Rüsselsheim near Frankfurt became the main location, when GM first decided to take a stake and later to purchase Opel Cars, the first producer in Germany of the small Laubfrosch. Since Opel subsequently advanced to the largest carmaker in Germany, the price of some $33 million looked like a good bargain that GM forked out in 1931. But by that time the board in Detroit found itself in the middle of the Great Depression that hit Germany particularly hard. In 1933 it was also faced with the new Nazi government, led by a man who began to build a ruthless dictatorship at home and a militarized, centrally controlled economy. With little appreciation of Hitler’s more far-reaching foreign ambitions and keen to be asked to develop an inexpensive automobile that the regime was hoping to offer to loyal Volksgenossen, Opel presented the Kadett, priced at 1,400 marks.

In the meantime and after hearing about Hitler’s ambitions to motorize the Germans, Ferdinand Porsche, an energetic engineer from Austria, began to work on a design of a Volkswagen with a 1,000-cubic-centimeter air-cooled rear-mounted boxer engine. For complex reasons that also had something to do with Hitler’s nationalism and determination to gain greater control of the economy, the Volkswagen plan was not placed with GM at Rüsselsheim. Instead the regime decided to build from scratch a huge state-owned complex in Lower Saxony. In the autumn of 1936 Porsche traveled to Detroit to study American mass production methods before, after many delays and conflicts with the Nazi bureaucracy and the national car manufacturers association, his vision of an inexpensive car reached the point where the first exemplars could be built.85

Although GM had been excluded, by the late 1930s it had become Germany’s largest car manufacturer of small and midsized automobiles and trucks, outpacing its rival, the Ford Works, and seeing better business prospects abroad than back home. It tried its hand at marketing a larger model, the Admiral, but otherwise left the production of very expensive models with eight or even twelve cylinder engines that Hitler loved to ride in at rallies or annual party celebrations to Daimler and other indigenous firms.86 However, while doing well as a capitalist enterprise, over time Opel’s political situation became more difficult. To begin with, there was the larger problem that elements in the Nazi movement and its leadership had been harboring anti-American resentments even before 1933. With the consolidation of the regime, these elements were growing increasingly hostile to the presence of competing foreign enterprises inside Germany. There were also those ideologues who wanted to enlarge the country’s “living space” in order to create a self-sufficient territorial bloc that was to be taken out of the world economy altogether. This Closed Space Economy (Grossraumwirtschaft) was pretty much the exact opposite of the above-mentioned Open Door that Secretary of State Cordell Hull envisioned and that GM embodied.

As the Nazi dictatorship stepped up its preparations for an expansionist war, the GM leadership in Detroit came under increasing pressure to produce Opel cars not merely for the private and commercial vehicles market, but also to accept orders from the Wehrmacht.87 The military was particularly interested in GM’s light truck, the Opel Blitz. Meanwhile, back in the United States, Roosevelt became increasingly convinced that the country would one day find itself in a war against Germany, and the question was inevitably whether American corporations in Germany should be persuaded to refuse “working for the [future] enemy,” even at the risk of Nazi reprisals and under the ultimate threat of being expropriated without compensation.88

There was yet another dilemma that the GM leadership in Detroit had to grapple with. On the one hand, Germany was fast becoming a tightly organized dictatorship in which Hitler was the key decision maker in military and foreign affairs. On the other hand, and as has been mentioned above, he was quite disinterested in the day-to-day handling of domestic politics. Wedded ideologically to the principles of Social Darwinism, Hitler’s inattention led to the rise of all sorts of “Little Führer” at the lower levels of the party and state bureaucracy who battled their rivals next door. The struggle for survival that Hitler wanted to direct toward the outside world thus also turned upon the regime itself, resulting in a highly volatile system, placing all managers of capitalist enterprises, who had to keep their shareholders happy, in a very difficult predicament. Opel Cars is a good case in point of what many other American firms went through by the late 1930s, if not before. Located in the state of Hesse, Jakob Sprenger, the Gauleiter, developed a growing appetite for the Rüsselsheim complex. This appetite manifested itself initially in Sprenger’s attempts to oust inconvenient Opel managers, especially those who were Americans, and to replace them with men loyal to him. Insisting on their right to make decisions for the good of the company and not for the whims of Nazi functionaries who had no knowledge of how to run a modern factory, Opel Cars began to increase the number of loyal German managers who nevertheless had amicable relations with, and the confidence of, Sprenger.

With the Nazi regime tightening its grip on the country as a whole, Sprenger’s meddling also got worse, whereupon Detroit tried to find allies within the Nazi bureaucratic hierarchy. The hope was that they would act as a counterweight to Sprenger and protect the company. These allies were subsequently found in Berlin where heavies like Hermann Göring and the generals in charge of Wehrmacht procurement were alerted to Opel’s problems. Once the chief of the Four-Year Plan and the military had been wheeled out, Sprenger beat the retreat. But the drawback of this search for protectors was, of course, that Opel Cars came under even greater pressure than before to yield to the Wehrmacht. Its generals knew that the moment of Hitler’s war of expansion was fast approaching and insisted ever more urgently that the orders that its officers kept placing be fulfilled as soon as possible.

Meanwhile, as has been analyzed above, the attitude of the Roosevelt administration toward the Nazis was becoming more and more hostile and confrontationist, even if both in the country and in Congress the mood was still quite firmly opposed to an American entry into a war in Europe or in the Pacific.89 As a publicly quoted joint stock company, GM, just like Roosevelt, had to take account of this larger political milieu. No less vexing, there were voices that accused the corporation of supporting, via Opel Cars, the war preparations of the Nazi regime. This criticism did not come merely from the American-Jewish community and its organizations, but also from other groups and politicians in Congress, especially after the anti-Semitic pogroms in Germany in November 1938. The leadership at the GM headquarters responded to the Nazi pressures on Opel Cars and the deteriorating German-American relationship with further maneuverings. Car sales had been going up in the American market, as the civilian economy saw some improvement after the 1937 recession. Yet, this was not the only reason why the management board was anxious not to jeopardize these gains merely because of the clouds of war appearing on the horizon. Opel Cars was also doing well, thanks in part to a stream of orders for light trucks from the Wehrmacht. A war between Germany and the United States would lead not only to a loss of income (even when German currency regulations prevented a repatriation of profits), but also to expropriation under Nazi decrees on enemy property.

In this atmosphere Knudsen came to the conclusion that the corporation had to talk to key figures in the Third Reich, such as Göring, not only to sideline Sprenger, but also to ward off attempts by BMW (Bayerische Motoren-Werke), whose leadership advocated the expropriation of the Rüsselsheim factories under the pretext that the industry had to be concentrated.90 With the expansion of the Luftwaffe, aircraft engines were more urgently needed than passenger cars, and a German-owned Opel, run by BMW or Göring’s ministry, could be ordered to give priority to airplane engine production. Finding themselves between a rock and a hard place, GM managers were, not surprisingly, most interested in helping to prevent German-American tensions escalating into war, while Knudsen simultaneously agreed to be recruited into Roosevelt’s and Morgenthau’s efforts to boost production in the United States, in particular of military planes that Britain had also made the focus of its underfunded rearmament program since 1935.

12. British and American Business and
the Preservation of Peace

The question that several industrialists therefore asked themselves was what could be done concretely to prevent the spread of war or, once the war in Europe had in fact started in 1939, how an armistice might be arranged. Just as Norman Angell had argued before 1914 that a major war would be disastrous for all sides because of its incalculably high human and material costs, Americans and also the British held similar convictions in the late 1930s. It is in this context that attempts at peace preservation have to be seen. They originated in Britain in the summer of 1938 when the Federation of British Industries (FBI) drew the attention of the Department of Overseas Trade and the Board of Trade to a fall in British exports due to price-cutting practices by competitors.91 In an effort to deal with this problem with respect to one of these, that is, Germany, that had been aggressively buttressing its trade positions in Central Europe and Latin America, the FBI had already put out feelers to the Reichsgruppe Industrie. The Board of Trade replied that the conclusion of new cartel agreements with European competitors might offer a way forward. Flanked by the Anglo-German diplomatic agreement that had been reached at Munich over the Sudeten question in September 1938, the talks could claim a first success on 28 January 1939 when, following British calls for a Coal Cartel, an Anglo-German Coal Agreement was signed.

Both sides now hoped that the foundations for a broader industrial accord had been laid. Encouraged by Chamberlain who, after Munich, was hoping for a more comprehensive settlement of all issues, the FBI and the Reichsgruppe concluded the so-called Düsseldorf Agreement in March 1939. The twelve-point final statement referred to the need for both countries to have “a substantial and profitable export” trade with fair returns that would promote prosperity.92 It would be desirable to reach agreements that “eliminate destructive competition,” but that “prices must be fixed at such a level as not to diminish the buying power of the customers.” With this in mind, concrete steps should be taken “to increase world consumption of the products in which German and British industry are interested.” Agreements on prices were merely one step, though “a most important one, towards a more ordered system of world trade.” Individual branches should therefore make more specific agreements for which some contacts had already been established. In a clear reference to the United States, the two associations added that agreements between Britain and Germany “may be nullified by competition from the industry of some other country that refuses to become a party to the agreement.” In this case “it may be necessary for the organization to obtain the help of their governments” that they would then be prepared to seek.

Not surprisingly, the news of such Anglo-German accords did little to relieve the tensions and suspicions between Washington and London that had arisen during the negotiations for the Anglo-American Trade treaty and that had continued at the time of the Munich Agreement. In July 1939 there followed the brief attempt by the commodity broker E. W. Tennant to see if Ribbentrop might agree to stop “further out-bursts by Germany in Europe.”93 But with Hitler already thinking of the invasion of Poland, this initiative went nowhere. There may have been more promise in a meeting with Göring that, mediated by the managing director of the Swedish Elektrolux Corporation, Birger Dahlerus, a group of top-level British industrialists and insurance executives had in early August 1939.94 But Göring was stringing his interlocutors along in line with the Nazi government’s plan: instead of preventing a war, he, following Hitler’s overall strategy, merely wanted to make certain that Britain (and France) stayed out of the campaign against Poland, to which the finishing touches were being made at this time. With Chamberlain still in power, Hitler—in pursuit of the first stage of his expansionist “program,” that is, the conquest of “living space” in the east—was anxious to avoid a two-front war against France and Britain in the west. To secure this was apparently also the mission of Göring’s assistant Hellmuth Wohlthat, while members of the British government tried to win him over by pointing to the benefits of a “common foreign trade policy for the two great European powers.” It was a futile exercise. On 1 September, the Wehrmacht attacked Poland.

Still keen to avoid a war in the west, Hitler tried to conclude a truce with Britain and France. But the differences between the two sides were now even greater than they had been before the outbreak of hostilities: he wanted the Western Allies to recognize his conquest of Poland in return for a promise not to touch British and French imperial interests overseas; London and Paris insisted on a retreat from Poland and a guarantee that Germany would abrogate the use of force in its forays into Eastern Europe.

With British and German industry now also locked in a military conflict, American businessmen appeared on the scene. The first in line was James D. Mooney, the man on the GM board in charge of Overseas Operations.95 In this position he had a deep interest in the wellbeing of Opel Cars under the Nazis. During the discussions on the Volkswagen project, he had had a personal interview with Hitler in May 1934 and had also been dragged into the subsequent endless quarrels with Gauleiter Sprenger and others. After the beginning of the war in Europe he had paid another visit to Rüsselsheim in October 1939 to participate in negotiations, urged upon Opel by the Wehrmacht. The generals were now pressing the Americans to produce engines and other components for the Junkers Airplane Works that was assembling the Ju 88 fighter-bomber.

While GM was very reluctant to make such a deal, Mooney received a call from Opel’s general counsel in Berlin who told him about hints that the Reich government was interested in talking to an unofficial American emissary. Apparently Hitler wanted to find out whether the administration in Washington might be prepared to act as a mediator in efforts to end the war—an inquiry that tallies with what we now know about the Reich governments attempts to engineer, after the defeat of Poland, a peace in the west. Mooney was no doubt a suitable target for these efforts. While not a Nazi sympathizer, he nevertheless felt that Germany had been given a raw deal after World War I. He had remained silent when Hitler began to conquer in Eastern Europe and apparently continued to believe that even after the destruction of Poland an arrangement could be forged with Germany, provided that Britain and France offered concessions. He was also convinced that the root cause of international tensions was economic and that Soviet communism posed a major threat.

After further news from a number of other intermediaries, Mooney went to Berlin on 18 October 1939 to have dinner with Wohlthat who in turn had already made an appointment for him with Göring on the following day. Mooney believed to have been given a unique chance to end the war. His next stop was therefore Paris, where he reported on his conversations in Berlin to William C. Bullitt, the American ambassador to France. But instead of gaining an ally, Mooney soon found that, his polished frankness notwithstanding, Bullitt was in fact warning his colleagues in the State Department who agreed that the Nazis were taking a naïve GM manager for a ride.

This did not deter Mooney from traveling to London to contact Sir Robert Vansittard, the undersecretary at the Foreign Office. He believed in Mooney’s integrity and in turn reported the news about Göring to Foreign Secretary Lord Edward Halifax. The reply that the GM man memorized to take back to Berlin was not particularly encouraging. And yet Mooney was so firmly convinced of his mission that he began to see himself as a catalyst to get Germans and Britons to explore peace negotiations. When Mooney arrived in Berlin, Wohlthat who had promised to arrange another meeting with Göring was not in town. Mooney now went to Rome and after waiting for three weeks for news from Berlin finally met Wohlthat in Madrid. In this meeting the latter had nothing positive to say about Mooney’s report on his London contacts. At this point the American returned to the United States. Knowing Roosevelt in person, he managed to get an appointment with the president, who merely talked sternly about how Germany must abolish its economic restrictions and return to multilateral trade. Mooney refused to give up even after this rebuff. It is possible that the Sumner Welles Mission raised his spirits again.

From all that is known, there is no direct connection between Mooney’s reports to Roosevelt and the president’s and Hull’s decision to send Welles, the deputy secretary in the State Department, on a roundtrip to Europe in March 1940. However, it seems that the mission was in part triggered by the fears circulating in the American business community more generally that the United States might enter the war. William Langer and Everett Gleason argued in their 1952 book, The Challenge to Isolation, that Welles’s trip to Europe showed “more clearly than any of its antecedents the illusion prevalent in this country in the final weeks of the phony war,” though it had the merit “to shatter this illusion in high Washington circles.”96 Stanley Hilton by contrast took the view that the mission was “a shrewd realistic maneuver by the White House designed to bolster the position of the Allies by weakening the Rome-Berlin Axis and delaying the expected spring clash in order to give England and France additional time to secure war materiel in the United States.” Hence, Hilton continued, there was a “continuity of policy and objectives between the repeal of the arms embargo and the Welles Mission.”97 If Hilton is correct, it may be that Roosevelt had something more in mind, that is, to reassure the American business community that, while everything was being done to avoid a direct involvement of the United States in the war in Europe, the need to supply Britain with military hardware in its struggle against Hitler provided an opportunity to shift the American economy into higher gear.

There is an odd sequel to Mooney’s failed mission that shows him again as a man who found it very difficult to take no for an answer. On his next trip to Europe he learned of Welles’s mission and desperately tried to get a meeting with the deputy secretary of state. He failed when Welles was on a visit to Rome; he then tried to reach him in Berlin. Again the several messages he left requesting an appointment were ignored. Finally, he literally gate-crashed a reception, organized by the American Embassy after Welles’s meeting with Hitler. But the embassy staff kept Mooney away from the guest of honor so that in the end there was no more than a very brief exchange of a few pleasantries.

Still undeterred and mentioning his conversation with Roosevelt to his German contacts in Berlin, he succeeded in getting an appointment with Hitler. He used the opportunity to repeat his hopes that peace could be restored and cited Roosevelt’s remarks during his interview that the president was looking for a liberalization of international trade. In his response, Hitler went into a long spiel about his purely defensive aims in Europe and demanded that the Allies give up their plan to destroy Germany. The only reason why he had occupied Czechoslovakia and Poland was to end Western domination in Eastern Europe and the persecution of the German minority in Poland.

What Hitler was therefore promoting was a solution that he and his political advisors were pursuing in the spring of 1940 and that Franz Halder, the chief of the Army General Staff, recorded in his diary on 21 May 1940 as follows:98 “We seek contact with Britain on the basis of a division of the world.” As late as 19 June Ribbentrop confirmed this position in a conversation with Count Galeazzo Ciano, his Italian counterpart:99 “The ‘Führer’ does not desire the destruction of the British empire. He asks that England renounce some of her possessions and recognize the fait accompli [on the European Continent]. On these conditions Hitler would be prepared to come to an agreement.” This meant that Mooney was still chasing a chimera.

However, instead of abandoning his quest to be a peacemaker, the GM manager typed a very long report summarizing all his impressions and through an intermediary succeeded in cabling it to the White House. Hoping for a positive response from Roosevelt, he waited for further instructions, not knowing that Welles had meanwhile made his own report on his talk with Hitler. It held out no prospect of peace.100 When Mooney finally heard from the president about these latest developments, he was told that there was no interest in his role as a mediator. After offering his services in yet another letter, he finally published his conviction that the United States could use its great power to force the two sides to the negotiating table. When Roosevelt saw an advance copy of this article that appeared in the Saturday Evening Post he was, not surprisingly, decidedly unhappy about it and made one last attempt to persuade the GM man to give up.101 But this conversation had to be cancelled because of more urgent commitments that Roosevelt had on his calendar for that day. Nor did the publication of the article on 3 August 1940 give Mooney much joy. He was accused of being in the Lindbergh camp and of being a Nazi sympathizer. In July 1940 he had already informed one of his German contacts that his efforts had come to naught, though he stuck to his guns that an arrangement was still possible.

Even at this late stage this optimistic view was shared by Henry Ford, another American businessman who offered himself as a mediator in 1939–40. He did so for reasons of economic self-interest, but also because he was anxious to keep international peace. He had had few qualms about selling his cars and commercial vehicles not only to the Wehrmacht but also to Himmler’s police and SS. It has been estimated that one-third of army trucks were delivered by Ford Germany. The company, responding to Nazi pressures, advertised its cars as “German made” because their local content was said to have risen to 75 percent. There is a 1938 photo of Henry Ford receiving the Grand Cross of the German Eagle, but he was surprised when he was strongly criticized back home for accepting this medal. On the occasion of Hitler’s birthday in April 1939, Henry Ford sent 35,000 marks as a special gift. When pressured by the Reich government, he appointed a purely German management board and on the occasion of Hitler’s next birthday the magazine of his German subsidiaries published an ode to the “Führer,” with Hitler’s portrait on the front cover.102

As war loomed ever larger, it became more and more difficult to discern what drove Ford before the American entry into World War II. His attitude to the Third Reich was no doubt influenced by a strong dose of self-interest. But there were also the sympathies that he continued to feel for Hitler’s dictatorship. As to his anti-Semitism of the early 1920s, he had, rather opportunistically, dissociated himself from it in 1927, when his company had run into difficulties and he did not want to antagonize the American-Jewish community as potential customers. In private, though, he evidently continued to harbor his prejudice. In the late 1930s he railed at the “Jew bankers” and their support of France and Britain. He approved of Frank Buchanan’s Moral Rearmament movement and the “America Firsters” and, like Mooney, thought that peace was still possible.103

13. IBM in Germany

The third major American entrepreneur who similarly veered between self-interest and criticism of Roosevelt’s policies and, up to the American entry into the war, advocated preserving the peace at any cost was Thomas Watson, Sr., the president of IBM.104 While his post-1941 policies will be examined in the next chapter together with those of Ford and GM, he too provides a good example of what it meant to accept the political risk of staying in Nazi Germany. Watson had started his business career before 1914 with NCR until he left this firm to become, at the end of 1924, the chief executive officer of IBM a few months after leaving the Computing-Tabulating-Recording Co. (CTR). The latter had been the brainchild of Herman Hollerith, an ingenious inventor of tabulating machines on which CTR and then IBM held many patents.

These machines became an ever greater success, as private enterprises and government bureaucracies all over the world looked for an alternative to the increasingly voluminous but inefficient collection of statistics. IBM provided the ever more sophisticated mechanical tools to rationalize and systematize the keeping of a vast array of records. By the 1930s, the U.S. government had become IBM’s largest customer. Germany had also bought Watson’s machines, and the arrival of the Nazi regime threw him, IBM’s consummate salesman of his company’s labor-saving products, into the dilemma that all foreign companies faced after 1933: should he stop selling his machines or continue to market and service them, as he had done during the Weimar years? Watson’s dilemma was exacerbated by the type of product he was selling. It was not cars and trucks like Ford’s and GM’s nor merchandise like Woolworth’s, or refreshing drinks, like Coca-Cola’s.

Like the heads of other corporations, he was easy prey if he thought at the beginning of the Third Reich that Hitler’s radicalism would subside.105 But even before American car manufacturers began to realize that they were supplying Hitler’s preparations for war, Watson’s tabulating and recording machines were being used by the police state that Himmler had perfected by 1936, when he became Reichsführer SS and chief of the German Police.106 Germany had long required its citizens to be officially registered, and these inventories came handy when the Nazis began to identify their political enemies and minorities, such as Jews, homosexuals, and other “undesirable elements.” These persecutions began straightaway in 1933 until they reached massive proportions by the late 1930s and during World War II. The continued operations of IBM in the Third Reich led to even more serious accusations against Watson’s empire than were being leveled against the car manufacturers and other corporations during and after the war. Scholars have therefore argued that just as the moral compass of many indigenous businessmen who produced the tools for Hitler’s wars and the murder of millions of people had failed them, Watson’s had similarly broken down.

There is something of a tragic dimension to Watson’s activities in Germany. He was not, like Henry Ford, an entrepreneur with fascist sympathies. Like Mooney, he believed that world peace could be secured through commercial contacts among nations. Toward this end, he worked hard, when elected president of the International Chamber of Commerce, against rising fears and hatreds. He supported Roosevelt and believed that a defeat of American democracy would lead to revolution. He sided with Hull in the search for reciprocal trade and the avoidance of war, believing that a major conflict would be catastrophic and that the “essence of civilization” was the “spirit of conciliation.” He thought that Hitler could be turned away from his aggressive policies and, knowing that the Nazi leader appreciated the great value of Hollerith’s inventions, tried to meet with him. Realizing that he was being duped and rejecting Nazi anti-Semitism, he, unlike Henry Ford, decided to return the German Eagle medal that he, too, had been awarded by Hitler. The “Führer” was furious.

In light of Watson’s contributions to the American war effort after 1941, it is difficult to gauge the fairness of Edwin Black’s verdict who wrote that “IBM NY always understood—from the outset in 1933—that it was courting and doing business with the upper echelon of the Nazi Party. The company leveraged its Nazi Party connections to continuously enhance its business relationship with Hitler’s Reich, in Germany, and throughout Nazi-dominated Europe.”107 Even more damning, “IBM subsidiaries trained Nazi officers and their surrogates throughout Europe, set up branch offices and local dealerships throughout Nazi Europe staffed by a revolving door of IBM employees, and scoured paper mills to produce as many as 1.5 billion punch cards a year in Germany alone. Moreover, the fragile machines were serviced on site about once per month, even when that site was in or near a concentration camp.” Finally, “When U.S. law made … direct contact illegal, IBM’s Swiss office became the nexus, providing the New York office continuous information and credible deniability.” So, perhaps Watson represents the case of an American investor who should have gotten out when it became clear beyond reasonable doubt what IBM’s technology was being used for in the late 1930s and early 1940s.

As has already been discussed with reference to Du Pont, American corporations that had come to Germany without establishing production facilities or having a large sales force, but had relied on cooperations with I.G. Farben on the basis of patent and licensing agreements, also found it difficult to detach themselves from Germany while the American entry into the war was still in the balance and contacts with their partners were not illegal under U.S. law. And even after Pearl Harbor and Hitler’s declaration of war on the United States in December 1941, contacts and transactions did not stop completely. The next chapter will therefore have to take a closer look at the behavior and activities of American big business between 1941 and 1945, before their role in the postwar reconstruction in both Britain and the western zones of occupation (which became the Federal Republic of Germany in 1949) is considered.
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British and German Business
and Politics under the Pax
Americana, 1941–1957

1. Hitler’s Quest for Victory in the East

Before examining the third round in the German-American-British business relationship from 1941 to 1957, it is important to stress how right Roosevelt, Morgenthau, and other key members of the U.S. administration were in suspecting that Hitler was everything but an “ordinary politician” with whom deals could be struck. Together with Italy and Japan, he had begun to launch the first stage of his violent conquest of “living space,” at first against Poland in September 1939 and from 22 June 1941 against the Soviet Union. After consolidating his European victories, including those he had won in 1940 in Western and Northern Europe, and after the confidently expected swift defeat of Stalin, he, in line with his speech of November 1937, would have been in a good position to contemplate the second stage of his “program,” that is, a campaign against the Anglo-Saxon world for global domination that, in conjunction with the other two Axis powers, he also hoped to win.

He came very close to victory in the Soviet Union. However, by November it became clear that he had failed to occupy Moscow—in his twisted worldview the citadel of the “Jewish-Bolshevik” arch enemy. After fierce Red Army resistance and a very harsh winter costing the Germans some 900,000 casualties, Hitler bypassed Moscow and moved southeast in the following spring into the Ukraine and the Caucasus. He was stopped at Stalingrad in the winter of 1942–43 and thenceforth gradually pushed back farther and farther to the west. With the American entry into the war in December 1941, it was all but certain that Hitler would lose the war, though it is noteworthy that this defeat came primarily in the east in 1942–43 and not in June 1944 with the Anglo-American invasion of Normandy.

For understandable reasons historians are not particularly fond of counterfactuals. But in light of developments on the Soviet front it is quite helpful to ask what would have happened if Hitler’s expectation of victory in 1941 had come true. The usefulness of this counterfactual is reinforced by the point that, in anticipation of success outside Moscow, he had begun to put the next phase in place. Operation plans against Afghanistan and for the occupation of the Azores were being drawn up at this time.1 While the Japanese were advancing in Southeast Asia, India, the “crown jewel” of the British Empire, was the prize to be taken after the occupation of Afghanistan. Assuming possession of the Indian Ocean, a Nazi Colonial Ministry, officially established in 1940, started to train administrators for service in Africa. Meanwhile Mussolini, already in possession of Libya, had set his sights on British Egypt and the Suez Canal.

Hitler also formulated ideas about how he wanted to organize his empire internally. Nazi occupation policies in Poland in 1939 and now in the Soviet Union in 1941 were harbingers of what was to come. In his Table Talks, recorded by a stenographer when he and his cronies sat together in the evening at his headquarters, he talked about how he expected to treat the conquered territories.2 His plans to resettle Germans in the east and to exploit the Slavic populations as slave laborers were, however horrific, concrete enough to be taken seriously. Even more sinister in terms of what the Nazi New Order was going to be like was that the systematic murder of Europe’s Jews and other “subhuman” minorities had begun, first in Poland and from the summer of 1941 onward in the Soviet Union. It was the “Holocaust in the villages” with mass shootings of men, women, and children that began before the extermination camps went into operation. Finally, as during the occupation of Western and Northern Europe in 1940, German corporate managers and other experts roamed the rear areas to tackle the economic integration of the new territories.3

When the news of what was happening in Eastern Europe reached London and Washington, Roosevelt felt confirmed in his earlier, increasingly pessimistic assessment of Axis aims that ultimately also threatened the Americas. Those businessmen who—as has been seen in chapter V—thought as late as 1941 that it was possible to preserve or restore peace and to lure Germany (and Japan and Italy) away from their conquests and the building of autarkic blocs back into the world economy had been proven terribly wrong. Now the U.S. president felt vindicated that from 1937 onward, he had laid the industrial foundations for a world war that would eventually turn the country into a belligerent. This time America was better prepared than in 1917 to participate in a world conflict that the Japanese and Hitler had forced upon a population that had believed for all too long that they were secure on a continent with the Atlantic on the one side and the Pacific on the other. They continued to believe that they could leave the fighting in the Far East to the Chinese and other East Asian nations, then exposed to Japanese expansionism, just as the war in Europe would be fought by the British. After Pearl Harbor and Hitler’s declaration of war on the United States, Roosevelt was confident that an Allied victory could be expected sooner or later. The question was therefore bound to arise what the country would do with that victory.

2. Planning for Victory and Henry Luce’s
“American Century”

In February 1941—well before the official American entry into World War II—the prominent American businessman Henry Luce had published an article in one of his magazines, titled “The American Century.”4 It was not a piece that set out particularly specific peace aims. But it postulated in essence that, if the twentieth century had not been an American one in its first half, the United States should at least make every effort to realize this idea in its second half. Luce’s piece fired the imagination of those who read and began to refer to it. Once the attempts to establish a Pax Germanica, a Pax Nipponica, and a Pax Romana had been thwarted, the United States would—rather belatedly and after two world wars—be in a position to shape a peace for the rest of the twentieth century that was based on American principles of sociopolitical and economic organization. Roosevelt had articulated this postwar vision in one of his fireside chats on 29 December 1940 when he spoke of “two worlds that stand opposed to each other” and proclaimed the United States to be the “great arsenal of democracy” politically, but in line with Hull’s universalist concept of world order, also economically. A few weeks later, the American president discussed the Four Freedoms in his State of the Union address, that is, freedom of religion and of “speech and expression” as well as freedom from want and fear.5

The next step occurred—still before the American entry into the war, but as a confirmation of the support that Roosevelt was by then giving to Britain—in August 1941, when he met with Churchill onboard warships in Placentia Bay off the coast of Newfoundland. Although it is not entirely clear who first drafted the Atlantic Charter, its postulates could not have delineated more sharply to two worlds that the Axis powers, on the one hand, and the Anglo-American allies, on the other, were trying to create. For the latter it was a world without aggrandizement by force and without territorial changes not agreed upon by the people concerned. It was also a world in which citizens could freely choose their preferred government after the restoration of sovereign rights and self-government for those “who had been forcibly deprived of it.”6 The charter also laid down equal access to trade and raw materials “needed for economic prosperity,” though “with due respect for … existing obligations.” There was to be “fullest cooperation between all nations in the economic field with the object of securing for all improved labor standards, economic advancement and social security” as well as a life “in freedom from want and fear,” enabling “all men to traverse the high seas and oceans without hindrance” and finally “abandonment of the use of force” and disarmament of nations that “threaten, or may threaten, aggression outside of their frontiers.”

The meeting was not entirely harmonious and the main disagreement revolved (significantly enough also in light of later British-American quarrels) around the question of imperial possessions. Roosevelt felt that extracting raw materials from formal colonies without promoting their socioeconomic advancement was an outdated method that could no longer secure peace and stability. He added that he could not believe “that we can fight fascist slavery and at the same time not work to free people all over the world from backward colonial policy.” Churchill was not pleased to hear this so that, for the sake of Allied harmony, in the end the clause relating to equal access to raw materials and trade became qualified by a vague reference that existing obligations should be respected.

If the Placentia Bay meeting alone made certain that the debate on the future of the British Empire and Commonwealth would not stop between Britain and the United States, Secretary of State Cordell Hull’s favorite idea of establishing an Open Door multilateral world trading system merely exacerbated this difference of opinion. He had long been opposed to the closed, autarkic blocs that Germany, Japan, and Italy were erecting in the territories they had been conquering. And within those blocs, cartels and monopolies that were said to be dominating the Nazi economy were also anathema to Hull. After the war, liberal-capitalist market competition was to prevail, complemented by New Deal notions of social security. The trouble was that the British Empire and Commonwealth, while not sealed off from the rest of the world, had, at the Ottawa Conference in August 1932, increased preferential tariffs. This had in turn led to a massive redirection of British exports and re-exports to these protected regions. In Washington these preferences were deemed to be impediments to Free Trade once the war was over. Roosevelt was also unhappy that only two freedoms (from want and fear) had been mentioned at Placentia Bay, when his administration was envisioning two more, that is, freedom of religion and of information. In a speech before Congress on 21 August he reinserted the latter two. By 1942 articles appeared in such popular magazines as Life warning Britain not to have any illusions that the United States was fighting this war to keep the Empire together.

If the contours of Washington’s peace aims were slowly emerging during 1941, the American entry into World War II triggered a flurry of activity in all ministries and agencies that were in one way or another involved in foreign policy making. In anticipation of victory, post-hostility committees and planning groups were formed from among the American experts on Europe. There were almost too many of them who were keen to make a contribution to an extensive debate that now set in. Many of these did not immediately focus on Germany and Italy. The bigger question was rather about what to do with Europe at large and how to rebuild it within the framework of the Pax Americana. At the same time the question of how to organize the world economy also raised the problem of what the inner-American structures of industry and finance should look like to facilitate effective international leadership via Washington and its business community.

As will be remembered from chapter V, sections of this business community, including powerful members of the banking world, had opposed the New Deal policies of the first Roosevelt administration. There was not merely the rejection of the social security system and the enhanced role of government. Manufacturing industry after all had always insisted on both its autonomy and on reductions of taxes. For the banking community the promulgation of the Glass-Steagall Act of 1933 that had built a firewall between investment banking and commercial and savings banks, to impede a repetition of the rampant speculation of 1927 to 1929, had been particularly objectionable. After his landslide victory in 1936 Roosevelt was more determined than before to strengthen compliance with the various rules on market organization that had been put on the statute book since the Sherman Act of 1890. While the decision to enforce “antitrust” was to some extent perhaps also intended as a punishment of corporations that had tried to undermine Roosevelt’s presidency, the most important consideration was that, in slowly coming out of the Depression, industry itself needed to be made more efficient. The hope was that, by creating more jobs and offering cheaper consumer goods, the ordinary American’s purchasing power would increase. The president also wanted industry to be capable of dealing with the eventuality of a major war and to be ready to compete in the future multilateral trading system that Hull was envisioning.

To some extent, these pressures on industry and banking had been helped by the isolationists in Congress through the constitution of a committee in 1935, chaired by Gerald P. Nye, the senator from North Dakota. Investigating business practices in World War I, it promptly found that many companies had been engaged in massive war profiteering. It was even alleged that corporate greed had been a prime reason why the country had been pushed into that earlier war. Nye and his supporters wanted to make certain that, as the international situation again pointed to war, this would not happen again. If the committee’s findings put American big business into the limelight, Nye also gave the Roosevelt administration a reason to do something about the concentration of economic power. Accordingly, the prominent Yale Law School professor Thurman Arnold, who had written a number of influential books and articles, was put in charge of the Anti-trust Division of the Justice Department in early 1938.7 The threat that he and his fellow academics had identified was not bigness, but the attempts by industry to form monopolies.

Apart from his best-known book The Folklore of Capitalism, The Bottlenecks of Business still provides many insights into how one might think about organizing the political economy of the United States.8 Arnold began by reassuring his readers that he was not concerned with bigness as such, but rather with the Sherman Act and its subsequent revisions. “Anti-trust,” Arnold continued, was not meant to destroy the efficiencies of mass production and mass consumption. His book did not propose to make radical changes to the country’s economic structure. It was merely committed to maintaining the distribution of goods through free enterprise. This meant that “if Henry Ford has a more efficient method of transportation, he should be allowed to furnish it to the consumer, even though it destroys a lot of little automobile companies.” Ultimately, the success of the system “depends upon the ability of the consumers … to use the instruments of government which they have at hand to get the maximum distribution of goods in a free market.” Accordingly, the consumer could expect protection against price-fixing and inefficient, noncompetitive methods of distribution. If, Arnold added, many older studies on “anti-trust” had highlighted the “evil of bigness,” size “in itself was not an evil, but it does give power to those who control it.” That power must be constantly watched by an “adequate enforcement organization.” Later on Arnold argued that, while the Anti-trust Division itself had a deterrent effect on big business to shy away from anticompetitive behavior, it had to look proactively for violations by individual companies.

If these were the well-worn arguments of the supporters of “anti-trust,” what has often been overlooked is how Arnold linked what he called American “economic democracy” (secured by “antitrust”) to the country’s political democracy and, third, how he compared it to the Nazi political economy. To him economic and political democracy were complementary. Just as competition in the political marketplace was a basic principle of the American Constitution, so was competition in the economic marketplace. Where political democracy was on the wane, it would have a negative effect on “economic democracy.” Conversely, a failure to secure competition in the economic marketplace would undermine political democracy.

These principles were also intended to draw a sharp contrast between the political- and economic-constitutional principles of the United States, on the one hand, and those of Europe and of Germany, on the other. After all, “there is nothing about European models that appeals to us.” In fact what Arnold saw happening was the destruction of “domestic markets by private combinations, cartels and trade associations” in Germany in the 1930s. At the same time the Nazis had also abolished the political marketplace. Democracy had been replaced by a one-party dictatorship. Arnold concluded his book by asserting that just as the American political constitution was firmly rooted in the country, “the Sherman Act has become so woven into our habits of thought that it is today our economic common law.”

Convinced that American big business had become inefficient, but also that the dictatorial systems in Europe and the Far East constituted a dangerous threat to America’s political constitution, Arnold added many more lawyers to his Anti-trust Division. They became apostles of efficiency and the scourge of corporations suspected of being engaged in anticompetitive practices. Accordingly, the division by 1940 had initiated some 215 investigations and had filed over 3,400 complaints. Initially still satisfied with consent decrees by individual firms to stop their practices, Arnold soon began to start prosecutions industry-wide. Not surprisingly, this kind of activism became an enormous irritant to the business community as well as to the unions that were also caught Arnold’s his antimonopoly dragnet. After the American entry into the war pressure mounted to get rid of him.9 On 20 March 1942, Roosevelt ordered an end to all antitrust suits. Arnold resigned and was rewarded with a judgeship on the First Circuit Court of Appeals. Wendell Berge, his successor, had to operate under quite different conditions and became, significantly enough, involved in the investigations of German cartels and anticompetitive practices in Europe.

By this time all parts of the administration were engaged in postwar planning. Between 1942 and 1944 much of this preparatory work concentrated on the New Order in its broadest terms and the problem of monopoly and preferential tariffs abroad. Suspected foreign monopolies were recorded and classified. To begin with, there were the commercial policies adopted by the Axis powers together with those huge autarkic imperialist blocs that they so manifestly had begun to build with the help of corporations that had been producing the weapons for wars of aggression. But there was also the question of what to do with the British Empire and Commonwealth as a preferential tariff zone and the sterling bloc that had been in the cross-hairs of Wall Street since the end of World War I. As Sumner Welles put it in May 1943,10 “Our victory must bring in its train the liberation of all peoples. Discrimination between peoples because of their race, creed or color must be abolished. The age of imperialism is ended.” The contrast with Churchill’s ideas about the Empire and Commonwealth could not be starker.

A further complication arose when the proposals of Washington’s ministerial bureaucracy, including the Office of Strategic Services (OSS) as America’s foreign intelligence arm, were augmented by those generated by a number of private associations, above all the Council on Foreign Relations (CFR) and the Committee for Economic Development (CED).11 The CFR in particular, was divided into various subgroups often with academic experts. Some of them wrote papers on ways of eliminating all discriminations from international commerce. Others pondered the integration of Europe and made a number of proposals for putting the coal and steel industries under one umbrella that anticipated the later creation of the European Coal and Steel Community of 1951. While many of the CFR subcommittee reports were useful in clarifying an array of issues, it soon also became obvious that a sharper focus was needed, the more so since Britain had meanwhile also built up a committee structure and the two sides began to have joint meetings. In these latter contacts it quickly became clear that it was unwise to debate the future of the British Empire in terms of the points that Roosevelt had made at the Placentia Bay meeting. In fact the British committee members now insisted that this topic be excluded from their meetings.

3. Cartels and the “German Question”

There was another difficult issue, that is, how to deal with international cartels, cooperations, patent exchanges, and licenses in which American corporations had participated before the war.12 There were suspicions that some of these agreements had not been cancelled when trading with the German enemy became treasonous in 1941. Especially the chemical industry, with its innumerable patent and license accords between I.G. Farben, Du Pont, Dow Chemicals, and others, proved very difficult to disentangle in the middle of the war, with Britain’s ICI often also wrapped up in the packages and firms claiming that these were legally binding private contracts so that German patents could not simply be expropriated. There were also rumors that corporations with direct investments in Germany, such as GM and Ford, continued their links via Switzerland and ran other covert operations. Given that Roosevelt was dependent on the cooperation of the business community for winning the war and had asked a number of their top executives to serve on various postwar planning committees and boards, the Justice Department was told to put all probes on ice.13 Those lawyers who were determined to prosecute wrongdoers demurred, but continued to gather and publish information in the expectation of an early Allied victory. The assumption was that once Germany had been defeated, the German side of the story of international cartels, patent agreements, and FDI could be reconstructed from captured German files. It was thought to be easier to get to the truth of this chapter of German-American business relations at that later point.

In the meantime the Teheran Conference of Roosevelt, Churchill, and Stalin at the end of November 1943 had revealed that, while it was difficult to agree on measures regarding the reconstruction of Germany, there was a general consensus among the Big Three on the Allies’ “negative” aims: The defeated country was to be demilitarized, de-Nazified, and decartellized. With the scope of American planning for the New Economic Order having been reduced to these issues and the influence of the CFR and other private associations having been pushed back in the interest of the executive branch regaining tighter control, discussions in Washington, though organizationally simplified, became increasingly polarized. To some extent this seems to have been due to the fact that news about the horrors of the Nazi Holocaust had become more concrete.14 As a result, the positions of government agencies on what to do with Germany also became more divided. On the one side were those who wanted to treat the Germans harshly. They clustered around the Justice and Commerce Departments, and Henry Morgenthau’s Treasury Department; most prominently on the other side stood the War and State Departments. Supported—as will be seen later in this chapter—by the business community, they wanted to reconstruct the country and to reintegrate it as soon as possible into the community of nations and the projected international trading system. In this they were joined somewhat later by OSS.

A vigorous debate now ensued on whether and how far to deindustrialize defeated Germany. Partly because the Nazi regime painted a wildly exaggerated picture of Allied plans to unleash a horrific revenge on the German population, it has taken historical research some time to come to a more sober assessment of the proposals for a harsh treatment of Germany. These came to be encapsulated in the so-called Morgenthau Plan. As Bernd Greiner and others have shown, Germany was not to be converted into an agricultural society with all of its industries razed to the ground.15 What the “Morgenthauians” were aiming at was to hit the war-making industrial capacities and hence the industries of the Ruhr region hard. They also envisaged a longer period when German living standards would remain below those of their European neighbors. The opposition to this plan was particularly strong among many American businessmen. These protagonists of a much milder treatment of the Germans pointed, on the one hand, to the dangers of a political radicalization of destitute populations. They harbored fears that people might turn to communism. There was also the problem that a starving population that could not feed itself would remain dependent on food imports and other aid that would burden the American tax payer. Furthermore, GIs, all of whom were straining to go home, would be required to stay to uphold law and order in occupied Germany. Yet another consideration on the minds of decision makers was the memory of the post-1918 period when the United States, instead of using its resources for European reconstruction, had withheld its support, at least until 1924–25. As a result, precious time had been lost and the recovery had been too weak to secure a more long-term upswing. Instead the Great Depression came that was now being viewed by many as the prelude to World War II.

However, this larger collective learning from the past that post-1945 historical research has retrieved from different archives should not lead to an underestimation of the drama that played out between the Americans and the British at the Quebec Conference in October 1944 where the Morgenthau Plan was presented.16 This drama unfolded against the background of British resistance to American pressures not to try to preserve the Empire and Commonwealth as an economic bloc with preferential tariffs. Churchill had angrily opposed this suggestion at Placentia Bay as early as August 1941. But given its fixation on the Open Door, this did not prevent the State Department, backed by the business community, from raising it long before the end of the war. The lever that Washington used quite determinedly was the Lend-Lease Agreement. While Roosevelt’s attitude was to postpone all questions of the New Economic Order until after victory, Cordell Hull’s State Department wanted to nail down detailed Lend-Lease repayment provisions that the British were bound to be unhappy with. On top of this, Welles made another attempt to obtain a commitment from London by using the so-called “Wheat Talks” as a point of pressure, that is, the provision of grain to feed the British population. In these circumstances the interpretation of Article 7 of the Lend-Lease accord became a serious stumbling bloc. Although Churchill was in principle prepared to contemplate a liberalization of postwar trade, his cabinet colleagues refused to budge on Imperial preferences and opposed the wording of Arti cle 7 because it would curtail Britain’s economic relations with the Empire and Commonwealth.17

When the State Department signaled that it would agree to quite generous repayment terms for Lend-Lease, the Treasury Department under Henry Morgenthau appeared on the scene to cause difficulties with respect to the reserves that Britain would be allowed to keep. It also refused to accept a separate account for the gold that London had stored in South Africa. As all these negotiations continued, Congress, since the November 1942 elections again dominated by the Republicans, decided to investigate Lend-Lease. Furthermore, the Foreign Economic Administration presented the British with a detailed list of what had already been lent and leased. When American soldiers arrived in Britain in larger numbers in preparation of an eventual invasion of Hitler’s Fortress Europe, the question became of how to deal with the dollars that the GIs were spending in the United Kingdom. Given these issues that the Americans were raising relentlessly, Keynes, one of the chief negotiators on the British side, and his colleagues became increasingly suspicious that their American counterparts had only one concern, that is, how to secure a dominant position for the United States in the postwar world. They had tried to replace Britain as the center of finance and industry before 1929, and now they were thought in London to be pushing for it again.

From the American perspective there was another consideration: Washington was also guided by memories of what had happened to its domestic economy after World War I. This time the reconversion of American industry to civilian production was to be buttressed by vigorous exports. Merely to rely on domestic demand, it was feared, would lead, as in 1919–20, to a straw fire followed by an early recession. Not surprisingly in light of their own experience in 1919–20, London was motivated by similar concerns and therefore anxious to preserve the preferences that the Empire and Commonwealth offered for British reconversion and exports after the war. To be sure, in principle Hull and his negotiators sympathized with the British quest to stabilize and expand their postwar economy. But Congress stood in the way once again. Its members, with their voters back home on their mind, similarly expected the country to have reconversion problems. And so, as the Allies entered 1944 with victory in sight, the State Department revived both the Lend-Lease repayment issue as well as British preferential tariffs, hoping that Whitehall would at least agree to a gradual reduction of preferences.

This time the British negotiators found an American ally who had a different agenda: Henry Morgenthau, whose department had meanwhile drawn up a plan to destroy Germany’s war-making potential, and especially that of the Ruhr industrial region, once and for all. He also wanted to exclude the country for a longer period from postwar reconstruction and Europe’s integration into the Pax Americana. When the details of the Morgenthau Plan were revealed to Churchill at the Quebec Conference, his first reaction was to call them “un-Christian [!].” At the same time, the British prime minister was inclined to treat the Germans harshly on the assumption that disarming German industry would offer Britain additional export opportunities worth some £400 million. Roosevelt echoed this idea in the hope that a reduction of Germany’s industrial potential would keep “Britain from going into complete bankruptcy at the end of the war.”18 What also united the two men with Morgenthau was abhorrence at the news that the Nazis had been murdering millions of Jews and other European minorities in the occupied territories. With Roosevelt having given his general approval to the Morgenthau Plan, Churchill saw an opportunity to strike a bargain. If he supported Morgenthau’s way of settling the “German Question,” Germany’s postwar weakness not only would aid a British recovery and exports, but also might facilitate a deal on Lend-Lease. After all, it was not merely a matter of getting favorable repayment terms for what had already been received, but also to obtain a postwar extension to help reconstruct an economically exhausted Britain.

The Quebec Conference was barely over when the Morgenthau Plan was leaked, unleashing a huge public debate and mobilizing both supporters of the plan as well as its opponents. As Greiner and others have shown, both Churchill and Roosevelt now began to distance themselves from the Plan.19 The protagonists of reintegrating Germany into the community of nations and an American-dominated world economy won out against the “Morgenthauians.” However, it was not a swift victory. With Allied forces entering Germany in the west, the directives that were sent out by the Joint Chiefs of Staff, and JCS 1067 in particular, contained many elements of how to treat the German population and the country’s industries that were punitive rather than “reconstructionist.”

Apart from de-Nazification and demilitarization, there was the economic question that came to be debated under the opaque label of “decartelization.” For some this meant a radical deconcentration and even deindustrialization. For others it was merely a Sherman-style ban on cartels and syndicates and a dismantling of corporations deemed to be holding a monopoly position in the Nazi economy. Nor did it help that a U.S. senator, Harley Kilgore, had become active in this field.20 After Thurman Arnold’s efforts to enforce “antitrust” had been shelved in 1942, Kilgore tried to revive the debate on monopolies and cartels. But this time the first target was not American, but German industry. Like Roosevelt, the senator had also come to see a close link between the Nazi regime and the high degree of cartelization of German industry. As the U.S. president put it in 1944,21

During that past half century, the United States has developed a tradition of opposition to private monopolies. The Sherman and Clayton Acts have become as much part of the American way of life as the Due Process clause of the Constitution. By protecting the consumer against monopoly these statutes guarantee him the benefits of competition.… Unfortunately, a number of foreign countries, particularly in continental Europe, do not possess such a tradition against cartels. On the contrary, cartels have received encouragement from these governments. Especially, this is true with respect to Germany. Moreover, cartels were utilized by the Nazis as governmental instrumentalities to achieve political ends.… Defeat of the Nazi armies will have to be followed by the eradication of these weapons of economic warfare. But more than elimination of the political activities of German cartels will be required. Cartel practices which restrict the free flow of goods in foreign commerce will have to be curbed.

How far the organization of industry and that of Germany (and of Japan’s zaibatsu system) had become a focus of attention is reflected in the title of a book that Wendell Berge, Arnold’s successor, published in 1944, entitled Cartels: A Challenge to the Free World. The author argued that, if the Sherman Act were ratified again in the United States, it should be called more appropriately “Anti-Cartel Act” rather than “Anti-Trust Act.”22 If this book was to reassure American corporations that size was not the issue as long as the market retained its oligopolistic organization, Kilgore’s subcommittee on Monopoly and Cartel Practices undermined this approach. Having been elected as senator from West Virginia, he had supported Roosevelt’s New Deal and was in principle also in agreement with the president’s assessment of the Nazi-industry nexus in the Third Reich.

But the hearings that he held in Washington in 1944 and 1945 almost inevitably began to veer from German cartelization to American corporations that were suspected of having cooperated with German firms in the field of patents and licenses before the American entry into the war and, worse, after December 1941. The activities of I.G. Farben and its American and British partners therefore quickly moved to the center of Kilgore’s investigations. The speeches that the senator made had the rings of the Nye Committee findings on profiteering in World War I and generated a good deal of heat inside the United States. As Mark Ruff put it,23 “From 1944 onwards, Kilgore carried on a one-man crusade against cartels. He turned his Senate Subcommittee into a public forum from which to expose the prewar cartel alliances between American and German industry,” ultimately hoping “to change the behavior of American business.”

4. The Role of American Big Business
in Postwar Planning

However, some parts of the American business community were not prepared to change, and with the prestige of industry greatly enhanced by the vital material contribution it was making to the war effort, they were even hoping to scale back the powers that the executive branch in Washington had accumulated since 1940. Many of them had also been either hostile to, or skeptical of, Roosevelt’s New Deal and the expansion of workers’ rights. But—as will also be recalled—there had been other industrialists who had welcomed the president’s policies, even if they had cost them in terms of social benefit obligations and the spread of unionization. They also acknowledged that the president had been right about Axis preparations for war and about stimulating the economy by preparing the country’s infrastructure for war production. Although there was some overlap between these industrialists and the study groups of the CFR that have been mentioned above, they had tended to be associated with the CED, constituted in 1942.

This body was to “become one of the nation’s most important sources of new economic thought, both during and after the war and the bureaucratic home of such influential Keynesians as Beardsley Ruml and Herbert Stein.”24 Being in principle more concerned with advising business on how to respond positively and pragmatically to the economic policies of the Roosevelt administration, CED’s research division in particular was supposed to publicize information that would “aid in ‘bringing into being a climate more favorable to continued high employment.’ ” While this division relied on academic expertise, the CED’s Research and Policy Committee was made up exclusively of businesspeople who were wedded to the idea that the modern manager needed not merely technological advice, but also the insights of the modern social sciences. The group’s first chairman was Paul Hoffman, president of the Studebaker Corporation and a good example of the more progressive leaders of industry who worked not only for the modernization of the domestic economy, but also for the building of an Americanized postwar world and promoting the economic and technological reconstruction of postwar Europe.25

More will be learned later in this chapter about Hoffman’s role in the administration of the Marshall Plan in the later 1940s. During the war, he was speaking of free enterprise as an alternative to the Nazi system. He added his belief that monopoly was a public enemy and that any corporation that merely sought maximum profit would undermine free enterprise. While agreeing that postwar prosperity “depended mainly upon [an] expansion of the domestic market,” he was also convinced that “America had to abandon isolationism and nationalism by encouraging freer international trade.”26 For him “international trade was a two-way street that required imports” to the United States as well as American exports. Accordingly, he was happy to join CED, “with leaders of the National Association of Manufacturers, the U.S. Chamber of Commerce, and other business organizations,” among which Chase National Bank’s Winthrop Aldrich was also a key figure.

One of the most interesting CED publications, demonstrating that big questions, such as that of the treatment of Germany or of whether the wartime alliance with the Soviet Union would continue after Allied victory, were being widely debated, is Edward Mason’s Controlling World Trade.27 In it this prominent Harvard economist moved gingerly between the pre-1939 practices of American big business and a radical international ban on cartels. Thus he confirmed the legality of export associations under the terms of the Webb-Pomerene Act and of American firms or their foreign subsidiaries participating in cartels abroad, provided that they did not impede imports by American companies that were not members of the cartel concerned. At the same time, Mason advocated a ban on international cartels that tried to regulate markets in third countries. Overall, he recommended “to project American policy toward international business agreements on the basis” of the following assumptions: “Firstly that state import and export monopolies will be both more numerous and more extensive in the postwar period” than before 1939. Second, “that a greater proportion of foreign trade will be conducted by state-supervised import and export associations,” and, third, that “domestic trade in most countries, insofar as it is private, will be heavily cartelized.” Finally, Mason wrote, “that international commodity and cartel agreements among exclusively producer interests will not be completely avoided by an international economic organization” and that “quantitative import controls will continue to exist for a long time after the war.”

In making these points, Mason was grappling with the problem of how to include the Soviet Union in the postwar economic order. What he underestimated was the determination of the Roosevelt administration and of influential entrepreneurs to shape the postwar world much more in the image of the American industrial system. Against his vision stood not merely that of the Justice and the Treasury Departments, determined to destroy the Axis cartel system and thereby the German and Japanese economic potential to wage war; there were also key corporate members of the CED who, while aiming at a Sherman-style ban on cartels, did not want to push deconcentration too far. They envisioned a postwar economy driven by oligopolistic competition of quite large units that would act as engines of material reconstruction. Nor could they see a role for the Soviet Union with its state-run economy as part of this system.

Mason’s book has been mentioned because it provides another window to American foreign economic policy making and to the unfolding American-British-German relationship. Confident of its superpower status, the country’s political and economic elites were determined to establish an Open Door world trading system, but then found that other powers were resisting the implementation of this project. Not all obstacles that stood in the way of good relations could simply be removed in the interest of close cooperation. Thus the notion of integrating the Soviet Union and Eastern Europe into the New Economic Order was abandoned. Instead the emerging Soviet Bloc was built up as a dangerous enemy. Yet the beginning of the Cold War was not merely a struggle that the United States tried hard to decide in its favor by military and economic means. The East-West conflict also acted as a glue that kept together not only a diverse American society wedded to competitive politics, but also the Western Europeans. Many of the latter in both Western and Eastern Europe had emerged from World War II with the hope that it might be possible to find a “third way” between Soviet-style communism and American-style capitalism. When the growing tensions between the Soviet Union and the United States put a stop to these hopes, Eastern Europe became Sovietized, whereas Western Europe came under the hegemonic influence of the United States.

5. The Start of the Cold War and
Anglo-American Relations
in Occupied Germany

This is not the place to recount the scholarly debate on who unleashed the Cold War. It probably was a mix of deeply held beliefs about this conflict being a lethal struggle between two superpowers, on the one hand, and cool calculations concerning the integrating effects of this struggle upon domestic populations. The basic point to be made here is that whatever the structural and ideological determinants, without the East-West conflict the American quest to reconcile the Western Europeans with those Germans who ended up on the Western side of the Iron Curtain would have taken much longer.28

The wholesale cancellation of Lend-Lease by U.S. president Harry Truman soon after Roosevelt’s death hit not only the exhausted Soviet Union hard. It also deeply disappointed and embittered the British government and population that had been severely weakened economically by Axis aggression. The British Economist thought it “aggravating to find that losing a quarter of our national wealth in the common cause is to pay tribute for half a century to those who have been enriched by the war.”29 However, the announcement of 21 August 1945 that no new orders could be placed under Lend-Lease did not come as a complete surprise. British-American negotiations on issues other than Lend-Lease, such as trade with Argentina and the future of the airplane industry in the winter of 1944–45, had been difficult. And there were the old tensions over multilateralism that Hull had never stopped agitating for. When he retired for reasons of his poor health, he was succeeded by Undersecretary Edward Stettinius, who had looked after Lend-Lease, but, as a former chairman of the board of U.S. Steel, was also not in favor of a continuation of imperial blocs.

Furthermore, although Truman did not have the same rapport with Churchill that Roosevelt had established since 1940, his decision was also guided by considerable popular pressures back home not only to bring “the boys” home but also to reduce the financial burdens of the war.30 Many American taxpayers wanted to see the repayment of wartime debts before new credit was extended to Britain. For the business community it was not just a matter of reducing the role of government in the economy but also of a speedy reconversion of private industry to civilian production. Remembering the conversion difficulties after World War I, American manufacturers were looking toward a revival of exports to complement domestic consumption. Consequently, they developed, in their majority, a strong preference for Hull’s vision of the Open Door and not for Morgenthau’s. Where this Open Door strategy ran up against preferential tariff walls or even old-fashioned colonialism such practices were to be abolished.

Britain, no less concerned about how to move from military to civilian production and further weakened by the end of Lend-Lease, was in no mood to go for the Open Door. After Churchill had lost the national elections of 1945 to Labour, the Cabinet of Clement Attlee was even more firmly wedded to a policy of full employment and a realization of the social welfare policies, such as the National Health Service. Neither Truman nor the American business community could do much about the Attlee government’s domestic priorities. The British population had been promised higher living standards and social reforms, and the costs of these—as will be seen in section 8 of this chapter—made fresh investments in the modernization of manufacturing industry more difficult. There was also no enthusiasm in Washington for Labour’s plans to nationalize key industries, such as railroads, electricity, gas, airlines, and telecommunications, making up about 20 percent of British industries. In 1947 the nationalization of iron and steel was also being considered. These policies were based on the argument that creating public corporations was an efficient way of organizing enterprises that the Americans, wedded to the idea that efficiencies were the result of competition in the private marketplace, found impossible to accept.

The tensions that such differences produced soon spilled over into occupied Germany. Here Britain had been allocated, with the exception of the American seaport enclave of Bremerhaven, the northern and western provinces, while the United States had taken charge of Hesse and Bavaria. France had occupied the southwest. Absorbed by its own plans to boost industry through nationalization and by its commitment to improve the welfare of its own populations, London found it more and more difficult to keep the destitute populations of the Ruhr and Rhineland regions from starving.31 Desperate attempts had been made to get production and especially the Ruhr mining industry going again. But despite rationing back home in Britain, they proved inadequate.

The United States, by contrast, had plenty of agricultural produce that Midwestern farmers and the region’s big agribusiness corporations were keen to export. And so began what has been called the “politics of food,”32 resulting in a deal that the Attlee government had no choice but to accept: In return for grain deliveries to the British zone, Washington demanded a say in the reconstruction and reorganization of the Rhenish industrial region. The creation of the Bi-Zone in January 1947 was part of a pretty blunt American policy to gain a decisive voice in the direction of the region’s economy. While the Labour cabinet had been contemplating a nationalization of the Ruhr coal and steel trusts and had dismantled entire steel plants, the Americans, strictly opposed to such programs, had by then converted their reconstruction plans for West Germany into tangible projects designed not only to rebuild but also to recast the West German industrial system into an efficient engine of growth.

In the 1970s, William Harris-Burland, the Briton involved in the mobilization of coal production, was still angry at the “American steel people” who were arriving in Düsseldorf in 1947 to take charge, not of the further dismantling and reduction of the Ruhr heavy industries, but their revival.33 By 1948, this strategic shift was in full swing, as the following quotations illustrate. The first one is by Albert Schäfer, a rubber manufacturer from Hamburg-Harburg. He had traveled west, inter alia, to inspect the synthetic rubber installations at Hüls in the Ruhr region. When he got back to Hamburg, he reported that “in the Ruhr region one can grasp with one’s hands what a focus of world attention the Ruhr represents today.” To witness “the dynamic of a city like Essen had been overwhelming (ungeheuerlich)” even for him.34 In October 1949 Fortune had this to say about the situation:35 “The central workshop of Europe—the industrial complex of the Rhine and Ruhr basins—is now pulsing, if not at its prewar capacity, certainly with enough vigor to make the future of Germany a prime concern” not merely for Europe but also for the United States. Although American corporations were stronger and bigger, the Ruhr region continued to be “the greatest concentration of economic power on the [European] Continent.”

If the focus of American attention in this period was not on Britain with its Labour government, but on West Germany, the specific policies of reconstruction that Washington and the Office of U.S. Military Government (OMGUS) had worked out after the initial conflicts over whether to punish the Germans or to integrate them into the Western community of nations had been decided in favor of the latter faction. Perhaps the most concise statement was by Paul Hoffman, administrator of the Marshall Plan in Europe, when he appeared before a Senate subcommittee in Washington in May 1950. Decartelization, he said, filled him with the “greatest hopes for the restoration of competition in Western Europe via Germany.”36 The aim was to create the type of free competitive economy that existed in the United States. Once this had been done, the efficient West German economy would spread beyond the country because having to compete with a dynamic economy would also promote the introduction of competition in neighboring nations.

Although the British occupation authorities were not completely sidelined after the founding of the Bi-Zone and still had enough control over individual firms to continue to dismantle some of them against ever louder protests from German employers, workers, and politicians, the British opposition to Hoffman’s reconstruction policies had been largely removed. This was in part because the Attlee government was by this time also finding it increasingly difficult to keep control of the Empire. In 1947, South Asia cut itself loose, resulting in the violent separation of Muslims from Hindus and the creation of India and Pakistan. In the Middle East, London resisted, unsuccessfully, the establishment of Israel as a Jewish state, which in turn triggered the expulsion and resettlement of millions of Palestinians in the West Bank, Jordan, Syria, and Lebanon. It also became clear that the age of formal empire and colonialism was coming to an end in parts of Africa and Southeast Asia. Washington abandoned the Philippines, acquired in a fit of imperialism from the Spanish in 1898. Only where nationalist independence movements threatened to be overwhelmed by Moscow-supported forces did the United States make an increasingly vigorous attempt to prevent the seizure of power by communists, as happened in China and later in French Indochina. In Latin America Washington faced similar challenges when it failed to prevent Fidel Castro’s victory in Cuba.

This rough outline of the incipient process of decolonization and the global reach of American influence during the Cold War is meant to highlight the full dimensions of the political-military interests of the United States during the first two decades after World War II, with the big corporations usually not far behind or in some cases even in the lead. Still, whatever the upheavals elsewhere that were frequently related to the Cold War between the Soviet Union and the United States, in 1945–46 Europe had become (and remained) the main battlefield of the East-West conflict and hence of Washington’s efforts to rebuild Western Europe. As far as Anglo-American relations were concerned, it is not that the wartime “special relationship” ended abruptly with the cancellation of Lend-Lease. Affinities continued but mainly at the political and military level, promoted on the British side primarily by the Conservative establishment and the Whitehall bureaucracy. Relations with the Labour government with its ambitious domestic programs of welfare and nationalization were much more difficult.

As Ursula Lehmkuhl has argued, something like a Pax Anglo-Americana was to persist among diplomats under which the supposedly deeper British knowledge of non-European societies inside and outside the Empire was offered to the new superpower across the Atlantic that had now fully thrust itself onto the international stage but often lacked knowledge about more far-flung parts of the world. Thus in 1944 the Foreign Office produced a memorandum that hoped “to help steer this great unwieldy barge, the United States of America, into the right harbour” and prevent it from wallowing “in the ocean, an isolated menace to navigation.” The underlying idea was not to deploy the Common-wealth to oppose the United States, but rather to “use the power of the United States to preserve the Commonwealth and the Empire.” This is not how the State Department viewed the world. On 15 August 1945, it wrote quite unceremoniously that “British empire preference trade controls and economic blocs such as the sterling area would have to be abolished completely or sharply modified.”37 For the same reason and in respect to Western Europe, some Washington insiders wanted Britain to take instead a leading role in the integration of that region. But London did not take this cue to shift gears.

As in the past, American big business played an important role. Whatever sentimental feelings persisted toward the past union of the English-speaking nations, few businessmen felt much loyalty. More than ever, Wall Street wanted to make certain that this time the City was relegated to the second rank as a factor in international finance, and both Morgenthau and Dexter White agreed. Even before 1945 they wanted to “use the leverage of aid to crack the sterling bloc in the British Empire and make the dollar supreme.”38 In the future there was to be no preferential trading bloc, and international commercial banking and insurance business was to flow first and foremost through Wall Street. As to manufacturing, there was recognition of Britain’s no doubt impressive economic mobilization during the war. But the findings of the Strategic Bombing Survey and other investigations into how Albert Speer had boosted German war production looked much more promising for a concentration on West Germany.

This fascination extended to science and technology, and this time it was not just the patents held by the chemical industry, but also the breakthroughs in jet propulsion and other cutting-edge developments that attracted the Americans. At first there was simple plunder.39 But in early 1946 the unorganized removal was stopped, not least because one discovered that just having some machines without instructions or people who knew how to run them was irrational. Moreover, several studies on German reparations have shown that even the more regulated dismantling of machinery was less valuable than the capturing and exploitation of technological knowledge and patents in documents and correspondences. Accordingly, up to June 1947 some “12,000 Allied specialists had combed almost 30,000 research establishments, institutions of learning, laboratories, factories and workshops in Germany” and had “copied or transferred to Allied countries thousands of tons of documents.”40 Drawing also on the earlier research of the American historian John Gimbel and others, this led British scholar Carl Glatt to claim that, even disregarding the removals by other countries such as the Soviet Union or France, “in all probability” the “joint British-American seizure of vast quantities of German scientific and technological data” constituted “the greatest transfer of knowledge ever attempted in so short a period of time.”41

To these gains must be added the personnel who, unlike in the Soviet case, were voluntarily recruited to continue their earlier research and development for the Nazi regime in the United States and Britain. As the example of Wernher von Braun and other rocket scientists showed, the Americans were more successful than the British at making them offers that these experts found difficult to refuse.42 Still, even if the flow of money, technologies, and ideas was by the late 1940s more from West to East, the reparations that were taken out of occupied Germany in terms of patents and research should not be underestimated, even though the contemporary public debate and also much of the early research focused on the removal of physical plant and machinery. In some cases it took German companies, such as Beiersdorf in Hamburg, the developers of the “Nivea” skin cream, decades after the war to get their rights back. That the firm had been Jewish-owned before 1933 helped only in the long term.

6. The Politics of Decartelization

However, in focusing on German industrial reconstruction in the hope that a modernized economy in West Germany would carry with it beneficial spillover effects for the rest of Western Europe, American “reconstructionists,” such as Hoffman, encountered, apart from the British, two further obstacles that had to be removed if his strategy was to work. Even after the Morgenthau Plan had been dropped at the Quebec Conference in September 1944, JCS 1067 still contained some quite harsh policy prescriptions. A number of experts from the Treasury and Justice Departments were sent to Germany to investigate the involvement of German firms in war crimes and to find out what links had continued to exist with U.S. industry after the American entry into World War II. They were also delegated to make certain that the postwar structures and operations of the big German corporations were being decentralized so as to make the preparation of another war impossible.

In line with Roosevelt’s above-mentioned view of a direct link between cartels and the Nazi regime, “decartelization” became the order of the day in OMGUS. But this concept had two quite different meanings. When General Lucius D. Clay arrived in Germany as Dwight D. Eisenhower’s deputy, he came as a hard-liner determined to punish the Germans.43 As he began to tour the country and saw the bombed-out cities and factories, he—being a southerner—seems to have been reminded of what he had learned in school about the devastation that the Civil War had left behind in the American South. A starving population and the difficulty of getting production going in the hope of relieving the American taxpayer contributed to his change of mind. The shift was described by one of his staff, Charles Kindleberger:44 “From 1942–1945 I was engaged in helping to take the German economy apart; from 1945–1947, I was busy helping to put it back together again.”

However, among Clay’s staff there were a number of officers who had remained sympathetic to Morgenthau’s ideas and for whom “decartelization” had a broader meaning. For them it was not just a question of implementing a Sherman-style ban on cartels, syndicates, and monopolies. It was also a tool they could wield to break up big corporations and to effect a far-reaching “industrial disarmament.” At the same time, Clay was surrounded by members of the “reconstructionist” camp. They were complemented by corporate executives and other experts who arrived in the Western zones straightaway in 1945.

At first they came as individuals. Among the early visitors was an American economics professor who traveled in war-torn West Germany soon after the end of the war where he encountered the opinion “that the present catastrophic situation could be rapidly and fundamentally overcome.”45 On the one hand, he had inspected “several engineering shops and steel-works which can be completely written off”; on the other, “the three largest plants of I.G. Farben” were “almost undamaged.” According to “officers of Rhine Coal Control … the Ruhr mines have hardly suffered any damage.” A Krupp director had assured him that steel production could also be raised to levels of up to two-thirds of wartime production or more. Judging from “surprisingly good conditions of the Krupp plants in the centre of ruined Essen and in the suburb of Borbeck” he did not think that what he had heard and seen was an unrealistic estimate. Another individual visitor was Winthrop Aldrich of the Chase National Bank and president of the American Chamber of Commerce, who came back complaining that there existed no systematic program for the reintegration of the West German economy into Western Europe.

Faced with a chaotic situation, Clay began to look for advice from the American business community. In 1946, he asked Lewis H. Brown, the chairman of the Johns Manville Corporation, to spend “as much time as possible in Germany to get first-hand information as a basis for a report on what should be done to get German industry on its feet and off the backs of the American tax-payers as soon as possible.”46 Subsequently, Brown talked to dozens of business leaders and bureaucrats in the United States and in Europe, including twenty-five unnamed West German managers. In the end, he produced an entirely pragmatic report that first discussed historical aspects before offering a plan for reconstruction and a summary of recommendations. Brown pinpointed what he thought were the mistakes made at the Potsdam Conference in July and August 1945. He declared dismantling impracticable because it did not furnish know-how for operating machinery and argued that the Level of Industry Plan that listed plants earmarked for removal revealed “in inconsistencies.”

Brown also highlighted the food and coal shortages that had led to starvation and a booming black market. He was quite critical of the all-too-long de-Nazification procedures that deprived the “economic machine of the Germany of the very leadership necessary for its revival.” Industry, he wrote, “must be freed to export,” before enumerating the obstacles that Stalin, but also the French and British had put in the path of recovery. Railing at the Level of Industry Plan, Brown concluded that pursuing it would “restore exactly those conditions which breed Nazi and Communist totalitarianism.” It seems that this report helped to modify the Allied reparations program and to reorganize the Western zones of occupation in the face of the evident failure of continuing the wartime cooperation with the Soviet Union. Philip D. Reed (GE president) apparently came to Germany with a similar mandate from Averell Harriman, the secretary of commerce, to see if this particular department could help with Clay’s economic plans.

The largest group of visitors consisted of those who wanted to inspect the extent of the destruction of installations that they had owned until the Nazis had taken them over during the war. One of them was Major H. Rand, Jr., whose actions give some insight into how various networks were being mobilized. He had received a letter from a German detailing “certain plans which Remington Rand had respecting their German subsidiaries.”47 It appeared “from the letter that Major Rand, acting in the name of his company (not the army), was very busy last April and May 1945 getting his company’s business underway.”

Meanwhile Ford managers had come over to help restart production at the corporation’s Cologne plant. For various reasons GM waited until May 1948 to decide on a resumption of ownership and production at Rüsselsheim. In June 1946, a delegation of the National Association of Manufacturers came at the invitation of Clay. Up to April 1946, some two hundred Americans had visited factories in the American zone and West Berlin. By August 1946, the rising numbers so concerned Clay’s office that it asked for some “agency in Washington or elsewhere which wants to assume responsibility for picking a few businessmen from among the throng.”48 OMGUS also wanted to be sure “that buyers be buyers and not tourists, carpet-beggars, investors, or investigators of international restitution questions.” A quota of 500 visitors per month might be manageable, “with 250 allocated to US types of all sorts, and 250 divided among the British, French, Dutch, Swiss, Swedes etc. on some basis to be negotiated with the British (on a reciprocal basis) and capable of explanation.” A group of some fourteen executives probably arrived under those new rules in April 1947.

Even if they did not report their impressions as extensively as Brown, they all came back with views on what should be done in Western Germany. Thus, GM’s Alfred Sloan told a no doubt less enthusiastic Bernard Baruch in November 1945 that no other European countries could match Germany’s efficiency and skilled labor. These and other factors could lay the foundations of postwar industrial development and efficient production and the Ruhr region was still the powerhouse, to be used for European reconstruction at large.49 By 1949, West German industrialists such as Otto Friedrich of Phoenix A.G. in Hamburg-Harburg were on their way to the United States to revive business contacts from the 1930s. In April of that year OMGUS organized an industrial exhibition in New York at which some five hundred West German companies displayed their wares.50

To be sure, few of the visitors wanted to go back to the industrial structures of the Weimar Republic. Like Paul Hoffman, Brown, and others they wanted to ban cartels and syndicates in the strict sense but also to preserve large industrial units as engines of growth, and not merely for West Germany, but also for stimulating competition in Western Europe more generally. With U.S. Steel’s Stettinius as Hull’s successor, other “dollar-a-year” men had been brought in, such as William Knudsen (GM), Donald Nelson (Sears, Roebuck & Co.), and Will Clayton (Anderson Clayton).

Hoffman’s trusted advisors were Thomas K. Finletter of Coudert Bros., James Zellerbach of Crown Zellerbach, James G. Blaine, president of the New York Midland Trust, and David Bruce of Baltimore with ties to the Mellon family.51 Other like-minded individuals came out of the Washington administration, such as Milton Katz and Richard Bissell, Jr. This kind of stacking of the deck with businessmen was bound to lead, sooner or later, to a showdown with the “Morgenthauians” clustered in Clay’s office around Col. Bernard Bernstein. He pursued a more comprehensive decartelization policy, but quickly clashed with the “reconstructionists” who began to demand his removal. By the end of 1946, they had won and Bernstein went back to the United States. His successor was James S. Martin, who was put in charge of what was now called the OMGUS De-Cartelization Branch.52 Martin also advocated a ban on cartels, but rejected a Bernsteinian “industrial disarmament.” His approach was much more to the liking of William Draper, his superior as head of the OMGUS Economic Division.

In many ways, Draper is an even more fascinating player among the “reconstructionists” than Hoffman.53 He had worked for Dillon Read & Co., the investment firm that had floated many American loans during the Weimar years. Although he had the elevated military rank of general, he was much more a thoroughbred businessman who tended to irritate Clay by constantly talking business. Draper, as Martin’s superior, supported decartelization in the narrow sense and was therefore opposed to a far-reaching breakup of German trusts. Only when corporations had gained a monopoly position in a particular branch of industry was Draper disposed to wield the knife to impose (limited) deconcentration. Accordingly, it was I.G. Farben and Vereinigte Stahlwerke (VSt) that were earmarked for breakup. The former was eventually cut up into four units: Bayer Leverkusen, Farbwerke Hoechst, Badische Anilin- und Soda-Fabriken (BASF), and Casella.54 VSt was similarly divided into smaller units so that in the end there were some twenty-three companies, of which thirteen formerly belonged to VSt.55 The Thyssen Trust was the largest among them, with a market share of some 25 percent.

Other firms also appeared on Allied lists, including Bosch, the Stuttgart electrical engineering firm, that had a well-known anti-Nazi record but was charged with monopoly practices.56 The investigations continued until the early 1950s before they were abandoned. Other companies had charges against them dropped more quickly, so that inevitably the question arose how far considerations of trying to help a former or future German partner rather than the prescriptions of Allied law were a factor. A number of other big German corporations, such as Siemens, escaped early plans for their breakup, and this also applied to the banking system and in particular to Deutsche Bank, the largest financial institution, among several others.57

The key point about the Draper era is that the Economic Division enjoyed the support of the American business community also because it was keen to thwart a renewal of the Arnoldian “antitrust” drive back home and further investigations into the involvement of American trusts in the international cartel movement of the interwar period with their contacts with German firms before and after the American entry into World War II. Members of the Justice Department had poked into these contacts in the early 1940s. Just a few years later, when the talk among businessmen was about the reconstruction of Germany and Europe and about boosting American exports, it was better to sweep these charges under the rug. The British government, with its own conglomerates pushing from behind, retreated for the same reasons. Only a few Ruhr enterprises remained on their dismantling list. After all, ICI had been founded on the I.G. Farben model in mid-1920s and had been involved in cooperations that had been so characteristic of relations in the chemical industry in all three countries during the interwar years all the way up to the Düsseldorf Agreement of March 1939 and beyond.

Thus a powerful business coalition had come into being in the United States that agreed with the “reconstructionists” around Hoffman and Draper based in Western Europe. They had joined the war effort to defeat Axis annexationism and autarkic bloc formation and to help establish the Open Door and the move toward an American-style oligopolistic competitive market capitalism. Cartel behavior, subject to prosecution in the United States since before 1914, became criminalized in occupied Germany. But the limited breakup of companies preserved large production units that, as Hoffman had explained to the Senate in 1950, were to act as powerful tractors in the reconstruction as well as the recasting of European industry. Some scholars have felt that German industry should have undergone a much more radical reform. What happened was, in their eyes, a conservative restoration of German capitalism, but they have missed the crucial recasting element in the American design.58

To be sure, the Western zones retained an economy based on the private ownership of the means of production and finance, in contrast to the socioeconomic revolution that was imposed by the Soviets in the East. Yet, in the conception of the Hoffmans and Drapers, reconstruction always meant an Umbau of the highly cartelized German capitalism of the interwar years. This capitalism was to be wrenched free from its old organizational moorings to be aligned with the American model of a competitive, oligopolistic regime to which the New Deal had added a number of major welfare-statist elements. Even if some of these elements were being modified by entrepreneurial lobbyism in the late 1940s, there was no return to the older liberal-capitalist ideologies and practices—at least not until the 1980s when Reaganomics and Margaret Thatcher came along. In other words, the bricks of the postwar West German industrial “house” would not be laid in the same way as before, but along the lines of the American industrial system so as to ensure its functionality within a multilateral world trading system that the United States had begun to build under the aegis of its corporate leaders.

Autarkic territorial blocs would be a thing of the past, and not least because of American pressure to adopt the new economic structures. In line with Arnold’s arguments in Bottlenecks of Business, these structures were in harmony with those of a democratic political constitution. Because the West Germans saw the benefits, the Federal Republic came to be based on these latter principles in the Basic Law of 1949. They had existed, though without strong roots, in society during the Weimar years before the Nazis had eradicated them. Now a majority of the population welcomed and supported the new political constitution with its catalogue of fundamental rights.

Britain, whether under Churchill or Attlee, had considerably more leverage than occupied West Germany to resist the Open Door that American industry and Wall Street were pushing for as part of what might be called an International New Deal, offered to Europe, though not to the non-European world. Even if the age of colonialism was over both objectively and in the minds of American decision makers, the British Empire was too firmly rooted in the British Establishment and society to be abandoned in the hour of victory. Instead London attempted to salvage it as part of a preferential trading bloc. The United States urged the British government to join in the unification of Western Europe that Washington promoted as a larger market on the condition that it did not become yet another preferential tariff zone. But in 1950 London kept outside the embryonic framework of unity, the European Coal and Steel Community (ECSC). This—as will be discussed in a later section—greatly complicated the country’s future role within the Commonwealth as well as its relationships with the United States and the ECSC, which was expanded into the European Economic Community (EEC) in 1957.

7. The Response of West German
Industry to America’s
Recasting Efforts

Before returning to British-American economic relations, this is the point to examine a further obstacle that appeared in the way of the American “recasters” and that proved more formidable than they thought: West German managers and those of the Ruhr heavy industries in particular. Although this barricade was ultimately also removed, the German-American negotiations and conflicts in this field lasted well into the 1950s. A first major stumbling block was the opposition to the dismantling of machinery in the Western zones of occupation, which seemed quite irrational at a time when Secretary of State James Byrnes, in a major speech in Stuttgart in September 1946, had proclaimed that the West Germans would be reintegrated into the Atlantic community of nations and its trading system. But rumors persisted that the “Morgenthauians” were continuing their work. The belated arrest and internment of many managers in the autumn of 1945 as well as the de-Nazification procedures to which all adult Germans had to submit merely augmented feelings of resentment and injustice. Finally, there was little public support when prominent industrialists, such as Alfried Krupp, Friedrich Flick, and the entire board of I.G. Farben, were put in the dock at Nuremberg, however justified their indictments were in light of their involvement in the slave labor system and other Nazi crimes.59

It is against the background of these emotions that the structures and practices of German industry before 1933 did not seem so damnable in the eyes of most West German businessmen. After all, the cartels and syndicates had supposedly proven their worth in the Kaiserreich and the Weimar Republic. They had—so it was now claimed—merely been warped and abused by the Hitler dictatorship. The role of big business in the collapse of the Weimar Republic was played down, if not even denied. With the Ruhr region still the potential powerhouse of Western Europe, the British occupation authorities had to bear the brunt of the opposition to Allied occupations policies. The Labour government in London continued to talk about a nationalization of basic industries in the Ruhr region. No less objectionable, London, in alliance with the West German trade unions, had introduced paritätische Mitbestimmung in the coal and steel industries.60 This system of codetermination had put union representatives on the supervisory board and, even more radically, had created the position of a “worker director” who sat with equal rights on the management board.

There was strong opposition to codetermination from the Ruhr managers, but it turned out to be a blessing in the long run in its subsequently modified form, that is, without “worker directors,” but elected consultative employee “works councils.” This fostered relative peace between the two sides of industry during the postwar decades. The irony was that the model was introduced with the help of the British whose labor relations were not reformed and, as in the 1920s, proved to be a major problem through the 1970s. Although Stafford Cripps had, as early as October 1946, “expressed the opinion that British industry controlled by the workers is at present an impossibility,” Labour pursued its nationalization policies that never delivered the “efficiencies” that were promised to come from it.61 Industrial strife continued, reaching new heights in the 1970s, until Prime Minister Margaret Thatcher came along and virtually destroyed the British labor unions in the 1980s. Her economic policies finalized the shift from manufacturing industry toward the City that boomed until the crisis of 2008 when it had to be rescued by the state.

Although the American “steel people” who appeared in Düsseldorf after the founding of the Bi-Zone did not like codetermination with its mixing of capital and labor, it was too late to stop it for Ruhr heavy industry. When in 1950 the trade unions wanted to extend this model to all large enterprises in all branches, the American business community was not unhappy that the resistance of West German industry was vigorous. The extension bill failed in the West German parliament, which, with the founding of the Federal Republic, had begun to convert Allied decrees into proper legislation, as laid down in the new parliamentary-democratic constitution, the Basic Law. What was put on the statute books instead was the Works Constitution Law that gave the unions rights of consultation and information in all enterprises over two thousand employees.

However, the Americans were quite determined to proscribe cartels and syndicates and to break up monopolies, such as VSt, though only to the degree that they became oligopolies. So, when cartels had at first been banned in Sherman-style fashion by Allied decree, German resistance, even outside the Ruhr region, was strong and raised American suspicions that cartels continued to exist covertly. The Bi-Partite Control Office (BICO) was supposed to police the bans and also to enlighten companies and their trade associations why it was to their ultimate benefit to accept the abolition of the old system.62 When in early 1949 the rubber industries association was suspected of violating the ban and of engaging once again in restrictive practices, a delegation was invited to the BICO office for a discussion. Among the members was Otto A. Friedrich, soon to become a prominent figure in postwar German-American business networks. His biography and role in the larger picture of West German reconstruction will be discussed in a moment. Here his account of what went on at this meeting is of interest.63 According to Friedrich, the BICO representative began by stressing that his agency was not opposed to industrial associations, but wanted to promote free and fair competition. Americans, he added, did not expect the Germans to share American attitudes toward competition completely as long as they moved in a similar direction. The German economy was to be freed from all restrictions.

During the subsequent discussion Friedrich got up to challenge BICO policies and engaged the American in a lively discussion on cartels. He had just returned from a trip to the United States, where he had resumed old contacts for a possible partnership between his company, Phoenix A.G., and B.F. Goodrich in Akron, Ohio; but he had also studied American “antitrust” legislation and enforcement. His interlocutor was probably surprised by the questioner’s detailed knowledge of American law and practice and, while responding flexibly, held the line on what American decartelization was designed to accomplish in West Germany. Since he was himself in favor of building a competitive economy, Friedrich subsequently saw himself as a mediator and used internal meetings with his colleagues to persuade them accept the principle of competition.64 He even mocked their timidity and the various “deeper reasons” that they gave for the retention of restrictive practices. At the same time and having worked in the German rubber cartel system in the 1930s, he could not feel but sympathy with his colleagues. The belief in this system, he acknowledged, was so ingrained in German business culture that it might take years of hard work to change long-standing habits.

However, he felt that practicing the new rules might help, the more so since from the American point of view time was running out on the special leverage that the United States had as an occupying power. The founding of the Federal Republic and the ratification of the Basic Law shifted the legislative balance toward a democratically elected West German parliament, with the Allies merely retaining certain residual powers of intervention in times of crisis. Accordingly, OMGUS and its successor, the U.S. High Commission, decided to concentrate on the “big fish” among the “cartelists” and to break up whatever anticompetitive practices still existed among the trusts in coal and steel, chemicals, and electrical engineering. In the end, some of the trusts in the Rhineland were simply ordered to get rid of restrictive agreements and to accept a limited breakup into oligopolies. Vertical integrations between coal and steel in the Ruhr as well as the Deutscher Kohlenverkauf (DKV), a sales syndicate, were dissolved against the will of the resentful Ruhr bosses. I.G. Farben—as has been mentioned above—was divided into four units.

Although these were the cases in which the Americans eventually put their foot down, they by and large adhered to patient persuasion. In this respect they adhered to a principle that Edward Mason, the Harvard economist and astute CED author, had formulated in his book in 1946:65 “If any permanent anti-monopoly policy could be put into effect during the period of Allied occupation, the disruption and disorder incident to this application would count for little. Of all the institutions and policies known to history, however, those imposed by victors on a vanquished enemy are likely to be the most impermanent. The only lasting structural changes that can be made in the German economic and political system will have to be made, in the absence of continuous occupation, by the Germans themselves.” These were no doubt wise words, and over the longer term this is what happened. The recasting occurred because the West Germans, supported by their political and economic elites, eventually wanted it themselves.

Furthermore, they were also prepared not only to put American reconstruction aid to good use, but also to join Hoffman’s “Productivity Councils.”66 This was a program to provide intellectual support under the auspices of the Marshall Plan. It enabled industrialists, trade unionists, and also administrators, such as officers of Federal Railways, to visit the United States and its major industrial centers in Michigan, Ohio, and Pennsylvania to study technology, labor relations, management practices, and work organization. The hope was that they would come back having seen not only a Fordist production system, but also American living standards, including the many cars in the parking lots outside the factories. As Mason had suggested, this was seen as a more subtle way of changing a society and its industries than an Allied ruling from the top.

One of the consequences of the accelerated recasting of West German industry was that, once Allied decrees had to be replaced by parliamentary legislation, some very conservative and deeply resentful Ruhr bosses were able, through their lobbyism among the politicians, to delay until 1957 the Law for Securing Competition, which banned cartels and syndicates. It took economics minister Ludwig Erhard, the prime advocate of this law, almost ten years before he succeeded.67 But before analyzing these developments and the role of American big business in them, it is time to turn to the reconstruction of British industry in the later 1940s and the fate of the Anglo-American wartime “special relationship.”

8. Britain and the Difficulties of
Economic Reconstruction

As has already been mentioned, the cancellation of Lend-Lease came as a great shock to the British. After all, with the help of American finance they had been hoping to convert their war industries to civilian production, to stimulate their exports, and to provide full employment for some 4.5 million members of His Majesty’s victorious armed forces, together with increased social security benefits for all. Some 270,000 soldiers and 60,000 civilians had been killed. Just as after World War I, their families had to be supported and wartime promises of improvements in social welfare had to be fulfilled.

The problems that the country was facing were indeed enormous and—it should not be forgotten—they were in large part the result of Germany having started another world war and the American political and economic elites being determined to make certain that their vision of a multilateral, bloc-free world trading system would under their leadership emerge from the conflict. Aware of this strategy, a report prepared on the basis of consultations with British entrepreneurs for the War Cabinet’s Reconstruction Committee by the Board of Trade, titled “Long-Term Prospects of British Industry,” had warned as early as June 1944 that the country would have to “secure a substantial increase of export trade: an average increase of 50 per cent is being authoritatively mentioned.”68 Yet “for many industries the prospect of securing an expansion of exports is doubtful, unless there is an increase in their competitive power, together with increased prosperity in overseas markets and a decrease in the barriers hampering international trade.” In making this latter point, the Board of Trade was apparently thinking of American import tariffs, whose continued existence was regarded as a case of American hypocrisy. Surely, when preaching the Open Door, this principle should also apply to the United States. However, as in other fields, Congress lay across the tracks of a change, even if the Truman administration had wanted it. Worse, the “Buy-American” campaigns also continued. Returning to Britain’s own internal problems, the report concluded that, if there was no improvement of competitive power (or “ ‘efficiency,’ using the word in its widest sense to include production costs, style design, marketing methods etc.”), performance would be more likely the same as in the sluggish 1930s.

There was also Britain’s impoverishment due to the war that was reflected in several statistics. Thus consumption of basic food items was lower at the end of 1944 than before 1939, and it was clear that the rationing that had been introduced would have to continue. The external debt at the end of the conflict stood at £2,000 million or possibly even £3,000 million, despite the fact that many overseas assets had been used to pay for the military equipment and food that had to be imported.69 Apart from the promised social reforms and nationalization plans, the Labour government was also struggling with the continuously high expenditures for defense. In 1946 they ran into some £300 million and included occupation costs in Germany. There was also the expensive program to develop a nuclear capability. Given all these burdens, it is small wonder that London was forced to agree to the creation of the Bi-Zone with the United States. On their own the British just did not have the wherewithal to get production in the Ruhr mining industry going and to feed the population for whose survival they were responsible under occupation law.

Theoretically, there was a way out of this crisis, that is, through increased export earnings. But this required an expansion of between 50 and 70 percent—a patently unrealistic goal. After all, not merely American industry was appearing on the world market in order to avert a 1921-style reconversion slump back home. The Western Europeans, including the West Germans, were doing the same, with Clay, Hoffman, and others working tirelessly to turn West Germany into the engine of growth of Western European reconstruction. The cancellation of Lend-Lease had in Keynes’s words been a “financial Dunkirk”; in December 1945, Robert Bothby had spoken of an “economic Munich” while Hugh Dalton concluded that Britain was facing “total economic ruin.”70 To avoid such a disaster, negotiations took place in the autumn of 1945 for a fresh American loan. The Agreement that was finally signed was not ungenerous. To begin with, it reduced the Lend-Lease debt from around $2,000 million to $650 million. As to the new loan, the original request was for $6,000 million, which the British side then reduced to $4,000 million, having learned that the Americans were thinking of $3,500 million.71 When the American negotiators insisted on their figure and negotiations became deadlocked, the case was finally put to Truman who split the difference and signed off on $3,750 million at 2 percent interest over fifty years.

The press was less than happy about this deal. The Manchester Guardian commented that the British had saved their freedom in the war “at a great price,” whereas the Americans had “materially saved theirs at a profit.”72 What was even more horrifying, the paper added, had been to watch “the progress of the loan through Congress. Most people must often have felt they would like to withdraw the whole thing rather than be under obligation to a legislative body containing so many ignorant and ill-natured members.” The Economist echoed the bitterness, writing that it was no longer possible to rely on Congress “to pursue with any consistency the policy of moderation and liberality without which the whole structure of the loan, of Bretton Woods and of non-discriminatory trade is built on sand.”73 The Times of London was more resigned, feeling that the country had no choice but to accept the loan, even if “with a heavy heart.”74 It was not the end of the ordeal. The American loan, as negotiated in the autumn of 1945, quickly proved inadequate. The next step came after the announcement of the Marshall Plan in June 1947: By 1948 its funds began to flow into Europe, with Britain receiving a major chunk. Again this support helped some—until the next crisis in 1949 that resulted in the humiliating devaluation of the pound.

This step showed that, like industry, the City was in not in good shape. By the end of the war, the value of income from foreign investments had fallen to below 40 percent of what it had been before 1939. With invisible earnings from abroad down, investment policies at home had reduced the banking system’s lending capacity. During the war the clearing banks had taken on “large amounts of government securities” and Treasury Deposit Receipts (TDRs) in particular, and this as well as “general war controls constrained the private sector’s ability to borrow; the share of advances fell sharply, reaching a record low of some 16 per cent of total deposits at the end of 1945.”75 There was a doubling of advances between 1946 and 1952 in absolute terms. But “the continuing importance of public securities and the retention of wartime controls” over banks and the private sector more generally “meant that in relative terms only a modest recovery” took place up to 1951. In assessing the situation, the Radcliffe Committee had pointed out that many of the commercial and industrial loans were short-term when more long-term finance was needed. There was also the old practice of British banks to provide no more than overdraft facilities that could be revoked at any time and made business planning even more precarious.76

To overcome such bottlenecks, the Bank of England together with the Scottish clearing banks now created the Industrial and Commercial Finance Corporation. It was designed to aid small and medium-sized firms whose “capital requirements were not large enough to justify raising funds on the stock market” and yet surpassed the lending capacity of ordinary banks.77 In some ways, the corporation copied the Rooseveltian model of the 1930s, but its impact fell short of actual needs to stimulate production and to modernize machinery. It was certainly less successful than Jean Monnet’s Modernization Plan in France and the solutions—to be discussed below—that West German industry found for its capital needs beyond the Marshall funds it had been receiving from Paul Hoffman.

Britain’s difficulties were almost bound to lead to conflicts with the labor unions that, as in the 1920s, frequently disrupted production. In both 1945 and 1946 the number of stoppages reached over 2,200 with over two million workdays lost. There was a slight improvement between 1948 and 1953 when the figure hoverred around 1,700, before rising again to over 2,000 in the late 1950s and early 1960s. In 1962 strikes involved some 4.4 million workers, with a loss of around 5.7 million workdays. However, just as it would be wrong to put all responsibility for Britain’s social and economic woes at the door of German military aggression in 1939 and American reluctance to rescue British industry and finance in 1945, it would also be too simple to put the blame for poor industrial relations at the door of militant unions, their shop stewards, and disgruntled workers whose living standards, notwithstanding many promises, barely rose above wartime scarcity. There was also the old problem of entrepreneurial and managerial attitudes. Thus, the ailing shipbuilding industry remained “imprisoned by History.”78 Textiles present an even better case in point. The cotton industry’s structures dated back to the nineteenth century and were still run by all too many undercapitalized family firms.

Change was not easy to effect, when even the Department of Overseas Trade took the view that it was “better to use machinery, even if obsolete, to produce yarn at prices which at least cover the costs of using the machines” rather than keeping them idle—when there was no money to replace them.79 After all, the department continued, even if “prices received do not cover the full interest and depreciation charges on the machinery at the value at which they happen to stand in the books of the firm … it is better that he [the spinner] should be permitted to produce and give employment to his labour and equipment to the benefit of the home consumer or the export trade.” Accordingly, it was even thought “undesirable” that “amalgamations” be used to “enable obsolete machinery to be bought up or scrapped.”80 For “it withdraws production equipment which might still be capable of making some contribution to the relief of shortage.” It also raised “operating costs of the purchase-for-scrap,” and it weakened “the competitive position of the amalgamation.” The sense of frustration that these realities engendered was well encapsulated in the verdict that the textile industry was “in the hands of old men, prone to take short views” who were thought to favor “price-fixing arrangements, state subsidies and increased levels of protection.” A mere 6 percent of the weaving and 8 percent of the spinning machinery had been installed since 1945.81 To call this “misdirected modernisation” is probably too mild a description of what was going on in the textile industry.82

The predicament of the British iron and steel industry was somewhat better, but it suffered from transitional problems when it was finally nationalized by Labour in 1949. Some investments, it is true, had been made in the 1930s that had increased capacity by another two million tons by 1939. But much of basic plant had become obsolete, “especially in the highly export dependent tin plate sector.”83 The greater efficiency that nationalization was supposed to bring about was not achieved. By contrast, chemicals, machine tools, motor vehicles, and electrical goods industries could look more optimistically into the future. The verdicts on textiles and steel are therefore not meant to say that the overall performance of the economy was unimpressive. And yet the larger underlying problem of insufficient modernization continued, and it is by making comparisons with other European countries that these weaknesses became visible. At the same time the sterling area’s dollar deficit kept rising, putting pressure on the distribution of aid under the Marshall Plan. With Bank of England reserves rapidly dwindling, some in the Labour government were contemplating a further retreat into the Empire and Commonwealth. This being unacceptable to Washington, negotiations began to provide more Marshall funding. The way to stop the constant drain of sterling reserves was through a devaluation of the pound. This step, however humiliating, would, it was hoped, increase British exports to the United States. Britain’s trade deficit began to disappear, and by June 1950 it achieved a trade surplus of $200 million, followed by steady growth into the late 1950s.

Still, the bad blood that all this left in Anglo-American relations, partly because of Cripps’s stubbornness and his angry talk of a dollar dictatorship, partly because of growing frustrations on the American side, merely made the British cabinet more determined to rely on the Empire and Commonwealth. Meanwhile the Americans continued to push from two directions. In quite relentless pursuit of their larger economic strategy of the Open Door, they worked for the implementation of more global frameworks of multilateral trade, such as the International Trade Organization (ITO) and the General Agreement on Tariffs and Trade (GATT), the grand plan, developed at Bretton Woods, New Hampshire, to lower tariffs throughout the Western international economy. The meeting was no less important in terms of the long-term American quest to make the dollar the dominant Western currency and to relegate sterling to the second rank.84 To this extent it might be said that Wall Street had finally won out against the City, as would become abundantly clear after 1945 and in 1956 in particular.

At the same time, Washington nudged the Western Europeans to build a federation, designed to create a larger market but also as a bulwark against the Soviet Union, now that the Cold War had set in. The GATT and ITO negotiations were inevitably slowed down not just because of Britain’s reluctance to lower tariff barriers and remove other impediments to the Open Door, but also because of other powers, such as France, with their own imperial possessions to defend. As to European integration, it became clear that while there were many Western Europeans who wished for a political “United States of Europe,” the majority of the population did not want to embark upon such an experiment that included West Germany. A few years after the end of Nazi occupation people just could not envision close cooperation with a brutal former enemy.

With GATT negotiations dragging along and the political integration of Western Europe going nowhere, the Americans, in the face of an escalating conflict with Stalin, began to push for European economic union. Time and again Hoffman and his colleagues encouraged the Western Europeans to move toward a closer integration of their economies. This time they urged the French, who had been upset about the distribution of ECA funds and about being kept in the dark about the sterling devaluation, to take the lead. As Hoffman put it on 31 October 1949, Western Europe should “create a single large market within which qualitative restrictions on the movement of goods, money barriers to the flow of payments, and eventually all tariffs are permanently swept away.” Without this integration, he added, bilateral barter might again become the pattern. His theme was an old but now more insistently heard one, as he kept rephrasing ideas that Dean Acheson at the State Department, for example, had articulated shortly before Marshall’s speech at Harvard in June 1947 when he spoke of “the creation of an all-European organization designed to accelerate lagging reconstruction and to achieve greater long-run economic unity in Europe.”85

The refusal of Britain to join this enterprise together with the structural and attitudinal conditions prevailing in its economy help explain why the political and economic elites of the country resisted American attempts to establish a larger and competitive European market as well as a multilateral world trading system. The Empire and Common-wealth were not to be voluntarily dismantled. Even if Britain’s colonial possessions were crumbling in South Asia and the Middle East, tariff preferences were to be upheld. If competition became too strong in third markets, these were the regions of the world in which the mother country held commercial advantages that it was determined to defend. In 1942, Churchill had proclaimed that he had “not become the King’s First Minister in order to preside over the liquidation of the British Empire.”86 Even if this was happening on the watch first of the Attlee government and then of his own (after Churchill regained power in 1951), colonialism was upheld, until Britain was stopped by the United States during the Suez Crisis. Significantly, it was also the point at which the reconstruction and recasting of West Germany had largely succeeded and the EEC, with its essentially open market, had been founded through the enlargement of the ECSC.

9. The Origins of the European Coal
and Steel Community

The idea of creating a common market, starting with coal and steel, was being promoted by the Americans in the hope that it might appease the French, who had joined the Bi-Zone in April 1948 with their southwest German zonal territory.87 Having been in the forefront of attempts to weaken German industrial power by dismantling plants in their zone, Paris assumed that the formation of the Tri-Zone entitled it to a voice in the Ruhr region’s recasting and now advocated the creation of an International Ruhr Authority. Wedded to the reconstruction of West Germany under American leadership, the Truman administration refused to consider a French-led internationalization of the Ruhr. As has been mentioned above, Hoffman’s idea was rather to harness West German production and management skills to the restructuring of Western Europe as a whole. When this sank in, Jean Monnet, after completing the modernization program of French industry, came up with a proposal that he submitted to Robert Schuman, the French Foreign Minister, in the spring of 1950. He recommended a pooling of French and West German coal and steel production. Certain activities going on at the time between the Ruhr and Lorrainean industries may have triggered this plan. At least there appeared, in early 1950, press reports, that the two industries were talking about a private coordination of their operations.88 Alarmed that this might mean a revival of the international cartels of the interwar period, Monnet, while favoring the economic integration of the two regions, insisted that any such arrangement must be supervised by a powerful supranational office.

After its announcement in May 1950 and the inclusion of Italy and the Benelux countries, the Schuman Plan, as it came to be called, became the subject of protracted negotiations that ended with the initialing of the ECSC Treaty in April 1951. There are three aspects to this treaty that are relevant to the state of the European-American relationship in the early 1950s. After the State Department’s Dean Acheson had been quite worried that the Western European coal and steel pool might be a 1920s-style international cartel in a different guise put forward to turn Europe into a closed trading bloc, “antitrust” clauses, to be enforced by a High Authority, were inserted into the ECSC treaty, which kept the door open to foreign trade.89 Furthermore, in order to create a level playing field for international competitors, a resentful Ruhr industry was cajoled by U.S. High Commissioner John McCloy into accepting the dissolution of the DKV coal sales syndicate. The idea was to establish, within the projected ECSC, a rough balance of economic power between the Ruhr and Lorraine regions. As Sidney Willner, one of Mc-Cloy’s assistants involved in the negotiations, explained, the American intervention was designed to reassure the French.90 With Britain staying out of the pool, France was understandably nervous about facing the mighty Ruhr coal and steel corporations. To create a better industrial balance, the U.S. High Commission clipped the wings of the Ruhr trusts.

Following these American actions, the initialing of the ECSC Treaty hung in the balance until the spring of 1951, largely because of the obstructionism of some Ruhr operatives. Just as Otto A. Friedrich had found in 1949 when meeting with his colleagues in the rubber industry, the conservative coal and steel managers could not visualize a market economy without cartels and syndicates. But there were always other people who realized that the ECSC could not be allowed to fail. One of them was Günter Henle, Peter Klöckner’s son-in-law, who, after the death of the latter, had taken charge of the Klöckner steel empire.91 Another was Hans-Günter Sohl, who, learning from his experiences on the VSt management board, decided to streamline the Thyssen corporation into a “pure” steel trust along American lines by ridding it of the vertical integration with coal mining.92 Sohl was certainly farsighted: with the rise of oil, the Ruhr coal industry soon lapsed into deep crisis, while steel thrived in the 1950s. It was only in the 1960s that Thyssen Steel also ran into trouble when new competitors, such as Japan, appeared on the world market.

Although the Ruhr industry was under considerable pressure from the U.S. High Commission in Germany to recast its organizations, there was an upside to American industrial policy that has often been forgotten. While the West German share of Marshall Plan funds was smaller than that of Britain or France, ultimately amounting to some $1,537 million, McCloy had another source of reconstruction funding that he alone was in charge of and did not have to submit to Congress for scrutiny.93 This was a program called “Government Appropriations for Relief in Occupied Areas” (GARIOA) and contained special funds allocated to the Department of the Army for the administration of the American zone “to prevent disease and unrest.” From July 1946 to March 1950, OMGUS and its successor, the U.S. High Commission, had distributed food, but also fertilizer, seeds, and gasoline to the tune of $1,620 million.94 In fact, up to 70 percent of mostly GARIOA-funded deliveries to the Bi-Zone were in foodstuffs until 1948. While the comprehensive London Foreign Debt agreement that the Federal Republic negotiated in 1952–53 included the promise to repay $1,000 million of all GARIOA and ERP funds in installments until 1966, by 1949 the feeding of the West German population was no longer a priority and the unused funds were thenceforth deployed to pay for raw materials and vital industrial imports and credits.

As German industry was being rebuilt and recast and exports were still lower than imports, about half the German trade deficit was covered by GARIOA and ERP funds. Meanwhile the gains (counterpart funds) of these deliveries were put into a special account from which McCloy was able to offer investment credits on quite favorable terms to West German and West Berlin’s commerce and industry. In this way the counterpart funds were used to provide medium-term and long-term loans for industries in which bottlenecks had developed. Once the Korean War had broken out, these bottlenecks affected the coal, steel, and electricity generating industries in particular. To facilitate the distribution of all these funds, BICO had approved in November 1948 the founding of a bank, the Kreditanstalt für Wiederaufbau (KfW, Credit Institution for Reconstruction) that by the end of 1950 had channeled some 3,200 million marks into the economy, of which three-quarters came from counterpart funds, the rest from a reviving private market.95 Some of KfW’s investments went into job creation programs; others to increase productivity.

However, the final distribution of loans took place under the auspices of the Investment Auxiliary Law (Investitionshilfegesetz, IHG) of 1952, another instrument that helped boost the West German economy.96 Since it was calculable that the GARIOA/ERP funds would be running out, it was domestic industry and finance that devised yet another scheme to move credits where they were most needed. Thanks to the beginning boom in civilian goods, manufacturing was doing sufficiently well to agree to a kind of self-denying ordinance by which they would support with some of their own resources the modernization and expansion of coal and steel—two basic commodities on which manufacturing industry depended, including coal-fired electricity generation.

It should have become clear by now that, while West German industry was put under Allied pressure to restructure and to join the ECSC, relief came at the other end not only via Hoffman’s ERP, but also via GARIOA, which the mighty U.S. Army was in charge of and whose funding policies politicians in Washington were in a weak position to challenge. Werner Abelshauser, in an article, has rightly termed the Marshall Plan “the practical basis of American policy in the Federal Republic of Germany” that ensured, as Hoffman had envisioned, that “West German reconstruction meshed closely with the aim of reconstruction of Western Europe.” But there was another more covert accelerator of the reconstruction and recasting of industry: GARIOA, extended by the mechanism of the Investment Auxiliary Law. In other words, as Abelshauser wrote in his article, there was American “help,” but also the “self-help” through industry and government action.97

10. American Big Business and
Otto A. Friedrich

These larger structural shifts in coal and steel also took place in the heavy industries of Britain, but, as in the case of textiles, management reacted by and large very conservatively. The contrast is perhaps best demonstrated by returning to Friedrich and to how he responded to the changes in an increasingly American-dominated Western economy. In the 1920s, he had followed in his brother’s footsteps by going to the United States.98 While Carl Joachim had received a fellowship to go to Harvard and then stayed to become a very influential political scientist with many contacts into Washington politics, Otto, after abandoning his medical studies in Weimar Germany and veering toward business, took a lowly job with B.F. Goodrich in Ohio. Having caught the eye of his superiors, he rose to a managerial position and evidently came to like a by no means easy life and work in the United States. In the summer 1927, at the height of the American FDI boom, he accepted a position as “special factory representative” and liaison to Goodrich’s German agency, the ATRAG car and tractor dealership, run by Dr. Bernhard. The plan was also to sell Goodrich’s interests in the powerful Continental Gummiwerke in Hanover and to build up a sales organization of its own. But the Great Slump hit these plans hard. Friedrich eventually found a job first with the German rubber cartel organization before joining the Phoenix A.G. rubber firm in Hamburg-Harburg. For a long time he kept away from the Nazi Party, and, when he joined it in 1940, soon became unhappy with his decision. And yet, as so many other managers, he made his contribution to the war effort not only through Phoenix, but also as deputy coordinator for rubber production. In 1945, he returned to Harburg after surrender in order to get production going again in the war-damaged Phoenix factories.99

Surrounded by economic and political chaos and trying to reconnect with his wife and children, his mother, his brother in the United States, and his other siblings, he seems to have lapsed into a midlife crisis. Looking for a way out, he set new goals for himself in his professional and political life that his wife disliked intensely. Their marriage fell apart. He started an affair with his secretary, whom he later married and who loyally typed up a diary that he had begun to write at the end of the war. This source is in many ways a unique contemporary record not only of his personal struggles, but also of the professional path that he decided to take after the collapse of the Third Reich. He came to see himself not as a businessman who was narrowly focused on the reconstruction of the Phoenix corporation. He aspired to leadership in West German industry and began, as a person interested in ideas, to think quite deeply about the lessons to be learned from German history and about the future of Germany in the “American century.” His years in the United States had widened his horizons and had, as he once put it, “dropped him between two continents.” Widely read and a good speaker, he tried to carve out a reformist agenda between what he saw as a “modern” America and a to-be-modernized West Germany.

Accordingly, he went back to the United States as soon as possible not merely in search business opportunities for his company, but also to be able to report back firsthand on the business practices he had seen across the Atlantic and on what should be done in war-torn West Germany.100 Once Carl Joachim had forgiven his wayward brother his association with the Nazi Party, he introduced Otto to his colleagues at Harvard and to people of influence in American business and politics. Friedrich also resumed contact with American colleagues whom he had known in the 1930s from meetings of the International Rubber Regulation Committee (IRRC). One of them was Albert Viles, who had been very pessimistic in the 1930s and, like Carl Joachim, at one point had tried to persuade Otto to return to the United States. In January 1947, Viles asked him to produce a longer report on the development of the German rubber industry since 1939. Friedrich was happy to respond, probably also in the hope that this might lead to an invitation to America. This first trip, facilitated by his brother, who arranged a large number of meetings for Otto, finally materialized in January 1949. Carl Joachim had meanwhile learned that there existed reservations against his brother because of his activities in the Nazi wartime rubber industry.

The first encounter between Friedrich and Viles provides an intriguing glimpse into the post-Hitler world of German-American business relations that was probably not unique. Apparently the conversation made a slow start. Viles regretted what had happened since their last meeting at the IRRC in the 1930s and reminded him that he saw the catastrophe coming. When the question of American reservations toward Friedrich arose, Viles denied that there had been a campaign against Friedrich and quickly digressed into a disquisition of the new global role of the United States. He then pinpointed the “weak spots” around the world, such as China, Indochina, and Europe, as the United States grappled with the power position that the Soviet Union had built up against his country. With Friedrich still wondering about the attitudes of other businessmen whom he was hoping to see, Viles agreed to call John Collyer, the president of Goodrich, and P. W. Litchfield, the chairman of the Goodyear board. When he saw Viles again at the end of his trip, the latter reiterated that there had been no adverse publicity against Friedrich “as a main agent of Hitler,” adding that this was also true with regard to colleagues in France with whom Friedrich had had contact during the Nazi occupation.

If Viles’s responses made a more general point about German-American economic relations in the late 1940s, it seems that they tallied with the attitudes of “reconstructionists,” such as Hoffman and Draper, and also with the poll that the CFR conducted in some twenty-two American cities in 1946–47:101 Covering the continent as comprehensively as possible by region, it came to the general conclusion that “members of the same profession or occupation frequently tended to divide on an issue for more or less the same reasons and in more or less the same proportion, regardless of where they lived.” Given this uniformity, the replies by those who were categorized as “business” people, 180 in all, are quite helpful for understanding what they wanted to see done with vanquished Germany. Thus some 81 percent approved of the idea that the country’s demilitarization should be guaranteed for twenty-five years, with 9 percent opposed, 9 percent uncertain, and one who did not answer at all. At the same time some 84 percent voted in support of the notion that a unified, prosperous Germany was essential to the economic stability of Europe, with 13 percent answering with “no” and 3 percent being uncertain. On the question of whether it should be American policy to encourage the development of German industry to generate increased production for export as a means of financing imports, 87 percent approved, 9 percent disapproved, 3 percent were uncertain, and one who did not answer at all. When it came to the breakup of cartels as being essential to the political and economic stability of Europe, 68 percent replied with yes, followed by 16 percent who were uncertain and 15 percent opposed. As to whether Germany should be permitted to control the chemical and metallurgical industries of the Rhineland and Ruhr regions, no more than 53 percent thought this to be a good idea, while 37 percent voted against and 10 percent were uncertain. Some 73 percent thought that the country should continue to pay reparations, with the no responses at 24 percent and 3 percent being uncertain. Some 85 percent, however, were against taking these reparations by removing capital assets, with 10 percent in favor and 3 percent uncertain, and 2 percent giving no answer.

Taking both Friedrich’s experiences during his visit and the above polls together, it is clear that the past was not forgotten. While supporting reconstruction, a recasting of the organization of German business was deemed necessary, if West Germany was to contribute to the economic stabilization of Western Europe. The occupation authorities were also spearheading an “economic re-education” to complement the Allies’ political re-education program—soon to be renamed “reorientation.” It is probably not too farfetched to conclude therefore that Viles’s words of empathy for the situation in which German businessmen had found themselves under a despicable Nazi regime was more widespread. The latter were assumed to have tried their best to pull their enterprises through the crisis of the 1930s. Resistance, even of the more covert kind that Friedrich had engaged in during the war, for example, by hiding a member of the resistance whom the Gestapo hunted following the unsuccessful attempt on Hitler’s life on 20 July 1944, was very dangerous and required a courage that not all of Friedrich’s hosts during his 1949 trip might have plucked up themselves. Overall, it seems that business contacts were still not relaxed. The risks of FDI were carefully weighed, and it was only in December 1951 that a delegation of the Bundesverband der Deutschen Industrie (BDI), West German industry’s peak association, attended an international meeting of industrialists in New York under the leadership of BDI president Fritz Berg.

11. Modernizing Phoenix A.G. and
Erhard’s Anti-Cartel Bill

Equipped with the information that Carl Joachim had given him in advance of his journey, Friedrich was perhaps rather less self-conscious than other German visitors when he talked to American colleagues. His English was fluent and he could discuss his experiences in Akron in the 1920s with enthusiasm. He also realized that, while German research and technology had fallen behind in many areas, openness toward what his American counterparts were doing was vital. He also took an interest in the organizational structures that they had created to secure what was then a competitive and dynamic rubber manufacturing sector. In the end, he came back to Harburg with two ideas. For one, he asked himself how and how far the technologies and practices that he had seen on his visit might be profitably applied in his own company. Second, he always wondered about the wider applicability of what he had witnessed in the United States and how these insights might be transmitted to West German industry and politics at large.

Thus, one day at the end of May 1949 when visiting one of the Phoenix workshops, he recorded disdainfully that the rolling machines could “be transferred to the German Museum [of Technology] in Munich,” just as they were sitting there.102 He also noted that one of the calanders “allegedly dated from before 1900” but was “still doing its work.” Nor did he have a good impression of the rolling workshop that had been “rather provisionally rebuilt.” Friedrich’s reactions to these conditions in comparison to what he had seen in the United States were those of a technological modernizer who was keen to reap for his firm the benefits of American ideas on how to equip and organize a modern factory. He also decided that the most effective way of obtaining new technology was to form partnerships with American companies. What was more difficult to come by was FDI. For Friedrich the way forward was to get an American company to take a stake in Phoenix. This proved to be an arduous task. He negotiated with Goodyear for many months, in the end without success. Perhaps this was a blessing in disguise, as Harvey Firestone suddenly became interested in a deal with Phoenix. After further negotiations a link was forged that gave the Harburgers access to the Firestone Corporation’s advances, such as the manufacture of tubeless tires.

Apart from modernizing his firm, Friedrich was also keenly interested in reforming West German industry at large, and not merely its organizational structures, but also its labor relations. After being proscribed and persecuted by the Nazis, the newly founded trade unions had to be reckoned with in a democratically organized West German society and its constitutionally guaranteed basic rights. Just as he had argued for a cartel-free economy, he also knew that a modern capitalist system had to have a social security infrastructure. A country in which there existed millions of war widows, orphans, ex-soldiers, and families who had lost everything in Allied bombing raids or on the trek to the West as refugees or expellees, simply could not do without a welfare net.103 Their poverty and destitution had to be mitigated, not least because they were now voting citizens in a parliamentary democracy. If there was no hope of a better life ahead, they might rebel at the polls. To be sure, Germany had had a gradually widened system of social security since the days of Bismarck in the 1880s. But the social crisis of the late 1940s had more immediate roots in World War II, even though repeated references to Imperial and Weimar Germany reinforced dispositions that a welfare state capitalism was a sine qua non.

While broadly aware of these necessities, Friedrich again presents an interesting case of how this worked at company level. He gained an appreciation of some of the daily pressures on his workers through frank discussions with them and their representatives. His driver proved to be a particularly shrewd Social Democrat who not only scoffed at some of Friedrich’s lingering misperceptions of what had allegedly been “good” about National Socialism and its labor policies, but also gave him thoughtful private tutorials in the realities of socioeconomic divisions by class in West Germany.104 Here one encounters a “modernized” Otto Friedrich, in contrast to Albert Schäfer, his entrepreneurial mentor. He—as so many other managers of the older generation—just could not emancipate himself from his antilabor views and memories dating back to the Weimar Republic. The tensions that this produced between the two men did not stop Friedrich from introducing a system of welfare provision and employer-employee communication that was partly derived from indigenous traditions and partly adapted from American labor relations. In making this point of a blending of German and American business customs and practices it is important to remember that America’s economy was no longer the kind of laissez-faire capitalism that had existed in the nineteenth century. It, too, had been tempered by the New Deal in the 1930s so that the distinctions between the two industrial systems had also been leveled, though not extinguished.

In line with his revamped belief system, Friedrich reached out beyond his company. He opened a dialogue with trade union leaders and Social Democrat politicians in Hamburg and Bonn. This happened at a time when his archconservative colleagues in the heavy industries of the Ruhr were still locked in confrontations with their workers and trade union representatives that were reminiscent of the Weimar years. Concerning his opposition to restrictive practices, he began to support Ludwig Erhard, whose ministry had gotten busy in the spring of 1949 to draft anti-cartel legislation to replace Allied decrees.105 Few people would have expected in 1949 that it would take until 1957 for a Law for Securing Competition to be ratified by the Federal Parliament. Led by the powerful BDI and supported by various economists and journalists, the opposition to this law put so many obstacles in the way of its passage through the Bundesrat and Bundestag that the Americans, now bereft of their once strong occupations rights of intervention, were beginning to wonder if West Germany would ever get an anti-cartel law. As one critical observer predicted in Fortune magazine in May 1954 in an article titled “The German Business Mind,”106 should Erhard’s competition bill be rejected altogether “West Germany may well slip back into the economic authoritarianism of the old days, with repercussions that no man can yet foresee.” However, if the bill were ratified, “even in modified form,” this feat would “mean a major victory, perhaps the greatest victory ever won in Europe for the principles of [a] dynamic American-style capitalism.”

Over time the power of the conservatives in the BDI began to weaken. It was partly a generational question, as a cohort of older managers who had resumed their former positions soon after 1945 retired. They were often replaced by younger colleagues who were more cosmopolitan in outlook and habitus and hence more open to American ideas on how to shape a modern industrial economy. They also tended not to have risen in the coal and steel industries but in those of electrical engineering, chemicals, and machine manufacturing. While the older industries continued to produce primarily for the domestic market, the new industries were looking toward the world trading system that the United States was trying to restore. Friedrich, born in 1902, was one of the modernizers who fought his battles both in the presidium of the BDI and in his many speeches.

What helped the reformers was the boom that the Federal Republic experienced in the 1950s and that also tipped the balance of power against the conservatives. Gilbert Burck’s hopes of May 1954 came true more or less as Hoffman had outlined in 1949–50. Competition became a more widely accepted principle in all of Western Europe and encouraged the progressive integration of a European common and yet open market, except for parts of the retail trade with its small businesses and agriculture that continued to be protected by tariffs, net price agreements for retailers, and, perhaps most important, subsidies from Brussels. But agriculture also constituted a special case in the United States. To be sure, all this relates to the question of the “Americanization” of Europe or—to refer back to Stead in chapter I—of the world and will therefore be taken up again in the Conclusion.

12. The Reluctant Modernization
of British Industry

Britain, while also benefitting from the general postwar prosperity, remained aloof from these developments on the European Continent. The Anglo-American “special relationship” had for all practical purposes been badly damaged in 1945–46, when Truman and America’s corporate leaders decided to make West Germany their main base of operation and to use the greater potential and perceived dynamism of its industries as an engine of growth but also of transformation of neighboring economies. Britain continued its preferential tariff system with a shrinking Empire as well as with the Commonwealth, some of whose members were fostering their trade with other countries. Meanwhile the City did not invest in domestic industry, but went overseas. Some of the reasons for the sidelining of British industry have already been mentioned, in particular those that were beyond the control of Britain’s economic and political elites, such as the scrapping of the Morgenthau Plan that would have advantaged British industry, the cancellation of Lend-Lease, and the determination of both Wall Street and the big corporations to establish a Pax Americana.

But it was not all external circumstances or the Labour government that made things difficult for the British economy to benefit from the incipient postwar boom more fully. As far as its manufacturing industries were concerned, there was growth in the 1950s, but it was relatively slow. Taking of gross value added per person hour to manufacturing industry, it remained level in Britain between 1951 and 1964. In West Germany it rose from 78 points to 117, while in the United States it had seen a very slight decline from its high level of 254 points in 1951 to 253 in 1964. As before, Britain’s performance also resulted from the country’s inability to overcome the internal socioeconomic conflicts that had vexed it in the interwar period and to some extent even since the late nineteenth century. Car manufacturing, which was doing well in the United States and West Germany during the same postwar years and became a major engine of growth, offers a good case in point. Geoffrey Owen, who devoted a chapter to the British motor industry, speaks of “an avoidable disaster.”107 Jonathan Wood, the author of the most detailed study on the “rise and fall of the British motor industry” from the late nineteenth century to the 1980s, titled his book Wheels of Misfortune, to which one might add “of miscalculation” and a striking inability to adapt to a changing technological and international economic environment that was driven by competition.108

It has already been mentioned in chapter III that before 1914, when Ford was at the forefront of motorization in the United States, the British car industry remained fragmented into many small companies whose output and profits were low.109 After the general slump in the early 1920s, it was especially the industry’s leaders, such as Morris, who, having modernized their production, succeeded in increasing their sales. Morris outpaced both Ford, which had built its first British factory even before 1914, and GM, which had failed to acquire a participation in Morris and in 1925 had to make do with taking over the much weaker Vauxhall Company. In 1929, Morris, Austin, and Singer Cars held the first top places in Britain, not the Americans. In that year total production reached 182,347 vehicles of which some 75 percent were sold in the domestic market. As was true of the British economy more generally, the motor industry also experienced a less serious slump after 1929, followed by a recovery that was not a boom but was strong enough to avoid the second dip that the Americans went through in 1937.

With production of military vehicles having provided a further stimulus during the early 1940s, hopes were quite high that automobiles would be among the leading branches of postwar reconstruction and modernization. The Labour government tried to encourage this. Thus the president of the Board of Trade, Cripps, speaking at a dinner of the Society of Motor Manufacturers and Trades in November 1945, urged his audience that “we must provide a cheap, tough, good-looking car of decent size—not the sort of car we have hitherto produced for smooth roads and short journeys in this country—and we must produce them in sufficient quantities to get the benefits of mass production.”110 Export opportunities, he added, would suffer if the industry continued to offer as many models and makes as in the past. When he put forward the idea that exports should be at the level of 50 percent, there were grumbles in his audience. He was not alone in his criticism. From Canada came the comment a few years later that British cars were characterized by “narrow tracks, small luggage space, and [a] reputed inability to stand up to bad roads.”111 In September 1947, the Attlee government, possibly with the example of Volkswagen before its eyes, again exhorted the manufacturers to move to single model production. But a year later Austin’s range of models was the largest in Europe.

Later, when the Marshall Plan was up and running, Hoffman also offered his British colleagues trips to the industrial centers of the United States under the auspices of the “Productivity Councils.”112 It was a program to convince them that in order to achieve productivity gains the two sides of industry had to change their habits and traditions of class confrontation and adapt to the American model of labor relations. Hoffman and other businessmen involved in European reconstruction and recasting pointed to higher productivity and wages across the Atlantic, thanks to which Americans had achieved a living standard that was now held up to the British. Terry Gourvish and Nick Tiratsoo have examined the exchanges between “missionaries and managers” and have concluded that “progress was made in the first two decades after World War Two, and many projects owed a great deal to American advances in productivity, technological change, and the training of managers.”113 But they also point to the many “other actors in the play: politicians and government bureaucrats, with their own agendas; bodies representing the interests of employers; trade unions; and the educational establishment which was more often conservative in its attitude to business education than it was innovative and flexible.”114

A very interesting article appeared in December 1949 in Der Arbeitgeber, the journal of the West German Employers’ Federation.115 It started with the observation that in the summer of 1948 the Americans had agreed to call the visiting program an exchange of experiences. The idea was to “treat British self-confidence gently” since the hosts had to reckon “with the reaction that, as far as industrial practice was concerned, hardly anyone had anything to teach the English and this applied even more to the Americans with their ‘twisted standardization.’ ” The author added that this “first explosive response had in fact happened.” But it was discovered and admitted later that further study was worthwhile, and so the rest of the article was at great pains to explain the lessons that might be learned.

The response to the Volkswagen had been the most striking example of British conservatism. The Wolfsburg VW complex had been run by the German Labor Front and was therefore a public company that became British occupation property in 1945. British engineers then organized the conversion from military Kübelwagen production to the “beetle”-shaped passenger car that—as has been mentioned in chapter V—had been designed in the 1930s for “Aryan” mass motorization. A British company could easily have acquired the entire factory complex, and it appears that the occupation authorities in the British zone offered it on a platter. A report of the British Intelligence Sub-Committee concluded that “compared with other automobile factories in Germany and visualizing the originally intended factory layout, the Volkswagen effort is outstanding and is the nearest approach to production as we know it.”116 It added that the plant was in good condition and that the machinery had been successfully operated for years. Accordingly, examples were sent “to practically every British car company for inspection.”117 None of them took an interest in this car with its rear-mounted, air-cooled boxer engine and its peculiar independent torsion-bar suspension. As the Rootes Group put it,118 “We do not consider that the design represents any special brilliance.” It was not “regarded as an example of first-class modern design to be copied by British industry.” Yet, by March 1946, Wolfsburg had produced just over one thousand cars, and a few years later those same British manufacturers would complain about Volkswagen’s competition in third markets. Not even Ford’s British Anglia model, though “a steady domestic seller,” became “the serious challenger to the VW Beetle that was initially expected.”119

Of course, it was tempting to sit on one’s hands in the 1950s after there had been some growth and rationalization. In 1952 Morris and Austin merged to establish the British Motor Corporation (BMC). But oddly enough very little rationalization took place, as “both firms retained their distributor and dealer networks.”120 Perhaps because British buyers were particularly loyal customers, there was a growing demand in the home market so that BMC “could initially afford this inefficient structure [of 400 distributors and 4,500 dealers] in a seller’s market.” Exports, mainly to the Commonwealth, were more volatile but also doing well overall, with 399,000 units in 1950, 373,000 in 1955, and 570,000 in 1960. But “the merger had a disappointing effect on long-term productivity and profits.” In 1958, BMC put out close to 450,000 vehicles and raked in a profit of £21 million. But in 1956 the profit per vehicle was only £35, compared to GM’s Vauxhall Ltd. that had modernized its complex at Luton, reduced its output to three body styles, and had gains of £80 per vehicle. Still, it “always seemed a cosy, provincial sort of outfit,” and Glatt even went so far as to speak of “old men prone to take short views.”121 Meanwhile Rootes had “no profit plan which fully spelled out how its objectives were to be achieved.” There was merely “a broad target” for “an annual improvement.”122

By comparison, Ford’s Dagenham factories suffered from a lack of productivity but had profits of £45 per car. As John Barber, from 1962 onward Ford U.K.’s chief financial officer, concluded,123 “When I joined Ford it was a fairly old-fashioned company and the finance department was full of little men in green eyeshades. At the time we had virtually no graduates.” Barber tried to change this, but the 1960s saw little improvement. And this also applied to quality control. British cars were prone to breaking down, especially because of electrical troubles. Nor, in response to earlier Canadian criticisms about road worthiness, had they meanwhile been technologically updated for export to North America or West Germany, where long-distance travel on highways and autobahns at sustained high speeds put a strain on engines and cooling systems. Even with respect to the upmarket and no doubt attractively designed Jaguar with its expensive walnut-wood veneer dashboard there was the standing joke in this period that you really had to have two of these beautiful cars as one of them might well be in the workshop for repairs.

The development of the Mini by the Alec Issigonis was no doubt a technologically brilliant feat, but, though it was a best seller, its profitability was diminished because the company had badly miscalculated its pricing.124 When British Leyland Motors (BLM) was forged in 1968, it had a 40.6 percent share of the market and respectable pretax profits. By 1975, the share had shrunken to 30.9 percent and the company was making a hefty loss of over £23 million. As a result, BLM was nationalized when the British government decided that it was too big to fail. But the new BL (British Leyland) did not do any better. When Margaret Thatcher became prime minister, she decided to put BL out of its misery. At that time the average British family had to contribute some £200 to British Leyland’s survival, and this clearly could not go on. It was the end of the British-owned motor industry and of Britain as a major car manufacturing country. Foreign companies picked up the pieces, among them American, German, and Japanese firms. A modernized version of the Mini is now being produced successfully at the former BMC plants in the Oxford suburb of Cowley by BMW.

While this gradual decline was to a considerable extent due to management problems, the industry as a whole was, as in the 1920s, beset by another serious problem: poor labor relations.125 As Ford U.K. expanded, its Dagenham complex became affected by tensions between management and the workforce. By contrast, the Ford factory in Cologne, with its Fordist mass production, saw few serious labor troubles. Again in Britain this was in part because of a lack of qualified people on the management side. The Economist complained in 1959 that BMC was “short of good personnel to whom the top management could leave the handling of negotiations” with the workers’ representatives.126 And here it was not so much the power of the trade union movement overall, but that of the local shop stewards who were willing to trigger a spontaneous walkout or a longer strike the moment there was a minor dispute. To cut a distressing story short that existed in many parts of British industry, labor relations were as terrible as in the 1920s, when, among other factors, they had been a major drag on the post-1918 recovery.

It was no better with British engineering. For “despite its enormous ideological influence … the practical impact of the Americanization drive on British engineering remained surprisingly limited during the first postwar decade.”127 The push for modernization that followed from the mid-1950s proved no less dispiriting: “Far from reviving its competitive fortunes, … this putative Americanization of British engineering was associated instead with a rapid loss of market share both abroad and at home, resulting in a steep decline of domestic production and employment.” An industry that had been a “world leader” before 1914 had become a “niche player” by the 1970s, resulting in “a process of specialization and internationalization as companies played to their strengths and searched for defensible positions in the world market.”128

To put it all in a nutshell, there is the telling observation by an American managing director of a subsidiary in Britain who, addressing colleagues, remarked,129 “There is a tremendous in-built hunger for the status quo in your society—how did they do things before, [and] then how can they keep things the way they are? The business leaders over here would love to have things stay just the same for the next ten years, then they wouldn’t have any worries at all.” Another American manager added,130 “There is a lot of inertia here, the resistance to innovation almost defies belief. Even though they see a thing is logical and right, they still say they can’t do it. So many of the people who run companies are skilled maintainers of the status quo.”

However peculiar many West German business cultures and social customs and attitudes may have appeared in the eyes of American visitors and partners, they were deemed to be more dynamic, open to change, and prepared to integrate the economic ideas and practices that the postwar presence of the new hegemonic power of the West offered them. The plan of building an autarkic territorial bloc on the European Continent had been defeated, and they had no overseas colonies and empire to fall back on and to defend. Nor did British industry ever have the powerful associations that also shaped industrial policy in the Federal Republic. Compared to the BDI, the voice of its British equivalents—the Federation of British Industries and the later Confederation of British Industry—was weak.131

Thus, the British search for preserving the status quo may have been the deeper reason why, apart from feeling let down by the Americans in 1945 over Lend-Lease, Britain resisted the establishment of the Open Door and insisted on retaining their preferential tariff system to secure export markets. Betting on the continued existence of the Commonwealth link, the country refused to join the EEC, which, by the late 1950s, had begun to emerge as major trading area. The European Free Trade Zone (EFTA) of 1960 that the U.K. spearheaded in the late 1950s proved to be a poor substitute for direct access to the much larger market of the EEC. It was not only EFTA but a more general aversion to the British that caused French president Charles de Gaulle to reject the application when it was finally made in the 1960s. Only in the mid-1970s did Britain finally become part of the EEC. And here lies another reason for the country’s continued relative decline: counting on the Empire and Commonwealth as a preferential trading zone for British goods turned out to be a miscalculation in the longer term, as the non-European parts of the world shifted toward other partners, most notably the Americans, the Germans, and the Japanese. In the early 1950s Britain was the largest exporter of cars. By 1987, she was in fifth place among the European car manufacturers behind Germany, France, Italy, and Spain, not to mention the Japanese, and increasingly also the South Koreans.

Although the Americans were to no small degree indirectly responsible for the British decision to maintain preferences after the end of World War II, they were certainly irritated. The thorn was the persistence of the British imperial bloc when the era of empires was, in the eyes of Washington, supposed to be over. It was buttressed by the continuing, if weakened, position of the City as a financial hub. Here many major commercial and financial operations were still being transacted. American bankers wanted global finance to be threaded through Wall Street. The British clinging to formal colonial possessions in different parts of the world also required large military expenditures. These burdens were further increased by London’s decision to become a nuclear power. By 1952, Britain had developed atomic weapons, four years later the hydrogen bomb, plus the requisite and notoriously expensive delivery systems. Although the defense review after the Suez adventure reduced the armed forces from 700,000 to 400,000 by 1962, this was still 7 percent in terms of GDP when West Germany spent only 4 percent.

After Suez, the new prime minister, Harold Macmillan, asked for an analysis of the costs and benefits of the country’s overseas possessions. But the ruling Conservatives in Parliament were not in the mood to do the rational and cost-saving thing to accelerate the process of decolonization. Consequently, resources remained committed to defense and maintenance of the Empire that were lacking at home for the modernization of industry and for further improvements to Britain’s social infrastructure, including the National Health Service. The importation of dismantled German machinery, much of it clapped-out due to round-the-clock production during the war, proved much less valuable than had been estimated.132 It did not encourage technological modernization and the overdue move out of textiles and mining into chemicals, electrical engineering, and consumer durables. This leaves the question of whether Britain could have modernized more successfully under different international conditions. The answer may be that internal and external factors in Britain’s economic woes were interacting with one another and hence are difficult to separate. No doubt the Americans wanted the Open Door and were hostile to the protectionism of the Empire and Commonwealth. Nor—as we have seen—did the election in 1945 of a Labour government make cooperation easier. But there were also the domestic obstacles to industrial modernization that had deep roots in British business culture, whether with respect to labor relations or managerial traditions.

13. America and the Suez Crisis

While the Germans, who, having unleashed two world wars, were also partly responsible for Britain’s plight, successfully demilitarized and concentrated on precisely this kind of modernization both of its manufacturing industry and its provision of social security, Britain, seeing itself as a victor and therefore perhaps incapable of contemplating a radically different approach to both its industrial and foreign policies, failed to keep up. Worse, given the determination of the United States, objectively the undisputed hegemonic power of the West, to build a multilateral world trading system, Britain was sooner or later in for a rude shock. It came at Suez in 1956. The background to the crisis is well researched, and Jean Edward Smith has recently retold it with respect to the key decision maker, U.S. president Dwight D. Eisenhower.

A crucial moment in a development that had for some time revolved around the plans of the nationalist Egyptian regime of Col. Gamal Abdel Nasser to build the Aswan Dam on the Nile River came when he announced the nationalization of the Suez Canal.133 Hearing that Britain was thinking of a military intervention to thwart Nasser’s move, Eisenhower warned Prime Minister Anthony Eden that he should not even think of the use of force. Yet, by the end of October preparations had been made for Britain to reoccupy the Canal Zone together with the French and Israelis. When the Israelis opened the attack on 29 October 1956, the U.S. president, on his reelection campaign trail in Virginia, went back to Washington to order John Foster Dulles to tell Jerusalem that the United States would apply sanctions, go to the United Nations, and “do everything there is” to halt “this thing.”134 When he learned that the French and British would support the Israelis, Eisenhower retorted, “Nothing justifies double-crossing us. I don’t care whether I am re-elected or not. We must make good on our word, otherwise we are a nation without honor.”

But instead of de-escalating the crisis, London and Paris issued ultimatums to Egypt, followed by an Israeli one the next day to enable their own forces to move into the Canal Zone under the pretext of needing to protect international shipping. The flurry of diplomatic activity that ensued in the first days of November in the face of the armada of warships that Britain and France had assembled along the northern coast of Egypt, ready to invade, culminated on 6 November when Eden announced his willingness to withdraw. But what did the trick was not American military pressure, although this was applied, too. Rather it was the American threat to trigger the collapse of the pound and to create havoc in the City.

On 1 September 1956 British dollar reserves still stood at $2,276 million. As Cole C. Kingseed put it,135 “British gold and dollar reserves had already dropped $141 million in October; by November these losses doubled to $279 million.” One reaction to this was to ask the Americans for a postponement of British loan payments. But as Harold Macmillan, the Chancellor of the Exchequer, found, they were being “very difficult.”136 All the while preparations for an invasion of Egypt continued, depleting reserves to a perilously low level of $2,000 million and threatening a run on the pound. On 5 November British and French troops began their assault on Egypt, following the Israelis, who had launched their attack on 29 October. On the following day Macmillan informed Prime Minister Anthony Eden that the run on sterling was getting very dangerous. In an attempt to support the currency, Macmillan “telephoned [U.S.] Treasury Secretary [George] Humphrey seeking assistance.”137 He was told “that he would be available only if Britain accepted a cease-fire.” Although demonstrations in London and shortages of petrol also weighed on the Eden cabinet, it was Eisenhower’s tough response that did the trick. His threat to impose economic sanctions and to block any British attempt to obtain loans from the World Bank together with the danger that American inaction would push the pound into the ground and, finally, the weakness of the British financial system to halt the pressure on sterling stopped the Suez adventure. As the president is said to have remarked, “If you don’t get out of Port Said tomorrow, I’ll cause a run on the pound and drive it down to zero.”138 It was clear that the age of European colonialism and of Empire and Commonwealth bloc preferences was definitely over.139

The year 1957 therefore seems to be a good moment to take stock of the Anglo-American and German-American “special relationships” after World War II. While Eisenhower and Eden exchanged polite reassurances of continued good diplomatic relations, Eden soon resigned. He was replaced by Harold Macmillan, who established a good rapport with the White House, especially during the 1958–59 Berlin crisis, but had a very tense relationship with president John F. Kennedy, with Britain now very clearly the junior partner at the political and military level and even more so at that of finance, trade, and industry. In fact, it is probably no exaggeration to say that, with the exception of a few companies, such as ICI, Unilever, and Shell, the Americans no longer saw British industry as a serious competitor and/or partner.

Relations with West German industry were by contrast quite different. By the mid-1950s, the West Germans had finally resolved their cartel debates and had stabilized their “social market economy” that, whatever the differences in detail, fitted well enough with the “commercial Keynesianism” that the United States had adopted after 1945. This resulted in many renewed cooperations, mutual licensing agreements, the settling of the war’s legal legacies, and direct investments. American private investments, it is true, did not flow into the country in large numbers.140 But West German industry and banks found a way out of their rapidly growing capital needs. When the GARIOA and ERP funds began to run out, the Investment Auxiliary Act stepped into the breach and helped to modernize and boost coal, steel, and electricity production without which manufacturing industry could not have sought out export markets to earn exchange to pay for imports. Thus, the expansion of the economy that had begun with the currency reform of 1948 and the creation of a market for civilian goods could continue, unburdened by high military expenditure. After years of debate and delays, rearmament was finally approved by the Bundestag in 1956, after which it took several more years before the Bundeswehr was able to make its tangible contribution to NATO. All this took place in the shadow of the multilateral world trading system that the Americans had been planning to build after 1945 and under the protective umbrella of the armed forces of the United States in its Cold War against the other superpower, the Soviet Union.

If there was a more serious difference of opinion it was over commercial relations with the Soviet Bloc. Here it was especially the capital goods industries of the Ruhr that were straining to revive their interwar trading links, especially with the Soviet Union.141 One reason for this may have been that many of the more conservative managers, remembering 1929, never stopped wondering if this second American attempt to establish the Open Door in the West might not run into trouble again. For this contingency it was obviously good to have the Soviet Union as an additional strut, as it had been in the 1920s. However, Washington demanded strict adherence to the Battle Act and other rules to prevent the export of goods that might have a military-strategic value to the Russians. These German-American tensions continued in the 1960s, for example over a West German pipeline deal with the Soviets, and into the 1970s when Osthandel, which the Adenauer government, out of loyalty to the Americans, had been reluctant to support, was complemented by chancellor Willy Brandt’s Ostpolitik, which connected the two policies. The problem was that it revived bad memories among West Germany’s allies in Washington and London of the Rapallo agreement between the Weimar Republic and Bolshevik Russia in 1922. It took some time to overcome them.

With reference to relations in the 1950s and 1960s, the balance of American business sentiment and activity between Britain and the United States, on the one hand, and between West Germany and America, on the other, was, as during the Weimar days, tilted in favor of a closer partnership with the latter rather than with Washington’s wartime British ally. This is reflected in rich research that German business historians have undertaken, most of it accessible only in the German language.142 In these studies, the question of the role of the United States in the reconstruction and recasting of the West German economy after 1945 is, directly or indirectly, being raised. Some authors have remained more skeptical of the Americanization paradigm, which is why the issue will be taken up again in the Conclusion.
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For the period up to World War I, it became clear that the elites of the United States, and its businessmen on the East and West Coasts in particular, saw their country as a highly dynamic and modern industrial and financial power. Based on the idea of a competitive capitalism, American big business, in the wake of the great merger wave of the late nineteenth century and congressional legislation that had banned the formation of cartels and monopolies, developed in the direction of an oligopolistic market organization. These developments shaped corporate attitudes and practices toward the domestic and international economy from 1900 onward. No less important, the emergence of the United States as a major industrial power stirred Britain and Germany into responses to the American challenge. Both countries began to debate more vigorously than before whether and how far the appearance on the stage of the new partner and competitor across the Atlantic might sooner or later lead to an “Americanization” of their own economies and societies, if not even—as William Stead had written—to an “Americanization of the World.”

But a close reading of Stead’s book, undertaken in chapter I, showed that it was in fact much more about how to forge a “special relationship” between Britain and the United States as a way of securing the survival of the British Empire, which many perceived to be a declining power, about to lose to America the hegemonic position it had held throughout the nineteenth century. However, there were also the Germans as the third player on the international stage and within the North Atlantic Triangle. They, too, saw themselves as a rising industrial power, and judging by their economic performance in the decades before 1914, they had high hopes of being counted among the top three or four nations of the twentieth century. It was only when some political and military leaders, including Wilhelm II and later Adolf Hitler, began to claim first place that reckless miscalculations occurred, seducing the German political leadership into unleashing two world wars in a struggle for hegemony against Britain and America.

For reasons that were partly related to the peculiarities of the German monarchical system and the eccentricities of Wilhelm II at its head, the Germans—as discussed in chapter II—were at first more confrontationist toward the other new industrial power across the Atlantic. But when this assertiveness, especially in Latin America, soured relations with Washington, Imperial Germany pursued a more flexible policy that enabled the German business community to expand earlier trading links with American enterprises. Cooperations and partnerships were reinforced or established. Americans, however cautiously, began to invest in Germany and to establish production facilities there. Even more gingerly, the Germans began to venture into the American market and a few companies, such as Stollwerck, built up a manufacturing base in the United States. Above all, the three countries engaged in an exchange of information on their industries and infrastructures. German entrepreneurs and engineers visited the industrial centers of the East Coast and the Midwest to study Taylorism and Fordism. American businessmen traveled to Germany to compare local business methods with their own practices. They were also keen to learn, for example, about the German system of education and training both of skilled workers and of managers and scientists involved in R&D at dynamic firms in chemical, electrical, and nonelectrical engineering.

All the while American visitors also stopped over in Britain, partly to foster existing business relations and partly to find out how their British counterparts were dealing with the burning issues of running a modern enterprise. But the impressions they came back with were often—as was shown in chapters II and III—that British industry had lost its drive. They were amazed at the conservatism and immobilism of many captains of industry who with their Oxbridge classics education had little understanding of the problems of modern production and marketing and of how to treat blue-collar workers and white-collar employees. They noted the influence of trade unions and their shop-floor representatives who were prone to call out their workers on strikes and to bring production to a halt. Time and again, American visitors returned home puzzled and disillusioned by what they had seen in Britain. By contrast, they tended to be impressed by their conversations with German businessmen and discovered attitudes toward modern production technology and organization that made it easier for them to decide on whether to strengthen whatever links that had already been established. In this respect the Vanderlip Papers proved to be a particularly insightful source.

The trouble was that German-American political relations began to deteriorate toward 1914 for reasons that were examined at the end of chapter II and at the beginning of chapter III. The more the specter of war appeared on the horizon, the more nervous the business communities of all three countries became. With few exceptions, they all believed that a great war between the major European powers would be a catastrophe, not merely because of the disruption it would cause for international trade that in previous decades had created so much prosperity on both sides of the Atlantic, but also because modern warfare would be an enormously wasteful drain on domestic resources and manpower and destroy the foundations of national wealth. The monarchs in Wilhelmine Germany and the Habsburg Empire had the exclusive constitutional powers to declare war and in exercising them relied primarily on their military advisers. It is now widely accepted that in the final analysis it was a small circle around Wilhelm II in Berlin and Franz Joseph I in Vienna that pushed Europe over the brink into the World War I. Prominent businessmen pleaded with them, but they were as powerless to preserve the peace as their colleagues in London and Washington and the ordinary people of Europe.

While Britain and Germany became deadly enemies in August 1914, the United States kept out of the war, at least until April 1917. At the same time and with their many prewar connections with Germany in tatters, the American business elites increasingly favored a victory of the Anglo-French-Russian alliance. In this sense, American relations with Britain once again grew more and more “special” until the two sides became formal allies with the belated American entry into the war. It was this entry that tipped the scales in favor of a victory of the Western Allies after Russia had been rocked by the Bolshevik Revolution and dropped out.

When the war finally ended with the defeat of the Central Powers in the autumn of 1918, the first question was what would happen to Anglo-American relations. The story that was told at the end of chapter III was not an uplifting one. Partly because of the immense domestic upheavals that the war had caused and partly because major strategic disagreements arose between London and Washington over what kind of peace to conclude with Germany, the wartime “special relationship” began to fray. One further reason for this was that Britain began to suspect, and rightly so, that the American business elites were determined not only to leave British industry to its own devices as it tried to reconvert to civilian production, but—no less alarming—also to undermine the primacy of the City as the financial hub of the world. Partly because the United States had been a debtor nation before 1914, Wall Street had not been able to become the main locus of international finance. With the positions of debt and credit between Britain and America reversed due to the war, the American banking community was quite blunt in the 1920s in its quest to replace the City.

As Anglo-American relations went downhill, the antagonistic wartime relations between the United States and Germany underwent a slow metamorphosis. Here the first surprise was that in 1919–20 key American bankers did in fact contemplate floating a huge international loan for the reconstruction of Europe’s economies. And as Jan Smuts and Norman Davis had been arguing, this could be done only if German industry was the main target of this effort. However, it quickly turned out after visits from American experts and businessmen that, given the state of the societies and economies of Europe, the greatly strengthened banking system and Wall Street in particular were prepared to step forward only if Washington underwrote the initiative. Since it proved impossible to obtain the requisite majorities for this in Congress, where the representatives of noninvolvement or, worse, strict isolationism held sway, both the American administration in Washington and the business community took the backseat, notwithstanding the fact that the United States went through a reconversion crisis that some urged could be overcome by boosting American exports. Instead the nation witnessed how the French and the Germans, unable to get out of their own postwar depression, weakened each other to the point of financial and economic ruin over the question of German reparations payments. Even in retrospect, it is an amazing spectacle in polarization and mutual self-destruction that two democratic societies, unable to forge a consensus, went through.

After this collapse had taken place in 1923 in the wake of the French invasion of the Ruhr, the industrial heart of Germany, sobriety and rationality returned. Conscious of their responsibility and also their financial clout, American bankers now appeared on the scene to sort out the reparations mess by designing the Dawes Plan. This settlement gave a boost to an economic upswing that had begun in the United States in 1924 after several years of depression. This time Wall Street and the American business community showed more courage to make a commitment to European reconstruction. With Congress still persisting in a policy of noninvolvement, any help from the administration had to come through the back door, however much it knew that something had to be done after 1923. When American big business looked at the British economy in its continued sluggishness and racked by labor troubles, Britain did not seem to offer good prospects for investments. There was also the peculiar story of Britain’s self-defeating return to the gold standard that industry warned against and that the Bank of England as well as the City promoted. Consequently, the Americans began to look toward Weimar Germany, as Davis had suggested as early as 1921. With its political system stabilizing, German industry seemed to be a more promising prospect for an engagement than rather undynamic Britain.

Chapter IV therefore examined in some detail both Anglo-American and German-American economic and political relations during the boom years of the mid-twenties up to 1929, when the speculative bubble burst in the United States. This unleashed a crisis that ricocheted around the globe, affecting Germany more deeply than Britain and leading to political radicalization and finally to the Nazi seizure of power in January 1933. Consequently, a considerable part of chapter V was devoted first to Hitler’s foreign policy, rapid rearmament program and plans for using the weapons he had produced in a war of conquest, looting, and mass murder that he unleashed in September 1939. After all, Berlin had again become the center of European politics whose aims foreign statesmen and businesspeople tried rather desperately to make sense of.

In order to understand their responses to Nazi foreign policy and aggression, the first part of chapter V focused on Hitler’s regime, though always also mindful of the simultaneous violent expansionism of Japan and Italy. Here the argument was that Roosevelt, who had felt a strong aversion to Hitler from the start, finally came out against Japan and Germany in his Quarantine Speech of October 1937. At the same time he began to lay the foundations of war industries that were to prove so much more productive in comparison to what the Axis powers succeeded in mobilizing. And to no small extent did these preparations contribute tangibly to the revival of the American economy and the reduction of unemployment following a second though milder depression in the United States in 1937. Above all, it moved a number of prominent business leaders to side with the president’s economic and social policies, many of whom had opposed his New Deal during his first term. Now they put themselves at the disposal of the administration to help organize what Roosevelt had become convinced would be vital industrial foundations for a war in which the United States would sooner or later be directly involved.

The third section of chapter V moved back to Germany and focused on the policies of American big business when its leaders were confronted with the increasing political risk that the Nazi dictatorship posed, as it pushed ever more brutally for centralized control of the German economy. While many American firms withdrew from their investments, companies that had production facilities in the country found it more difficult to cut their losses and stayed. The dilemmas with which they were confronted were examined with reference to a range of companies, including entertainment and low-end retailing. More space was given to the manufacturing corporations and to Ford, GM, and IBM in particular. All three got dragged into Hitler’s relentless preparations for war and did produce military or militarily significant goods. But, interestingly enough, some, such as GM’s Mooney, also involved themselves in efforts to prevent the outbreak of war and, once war had begun, to pave the way well into 1941 for an early armistice. Meanwhile, others, such as his colleague Knudsen, responded to the call from the Roosevelt administration to work for the coordination of military production at home. This is how the question arose in the war whether some major American corporations had severed their connections with the enemy after Hitler had declared war on the United States in December 1941, at the same time as they were fulfilling, on a much larger scale, their patriotic duty to produce for the Allied war effort.

Chapter V, on the 1930s, also made clear that, while both Britain and the United States took an increasingly hard line toward Hitler’s foreign and military policies, it could not be said that Anglo-American relations were particularly warm or even “special.” London could not stop harboring suspicions that the American vision of wanting to overcome the Great Slump by rebuilding a multilateral Open Door world trading system was directed not only against the attempts by the Axis powers to create autarkic territorial blocs through violent expansion, but also against the British Empire and Commonwealth with its preferential tariff walls. The start of Hitler’s wars against Britain and the nations of Western and Northern Europe in 1939–40 and the defeat of all of them on the Continent, including France, by June 1940, left Britain as the only power militarily still opposing Nazi conquests. The focus of Anglo-American relations shifted. With Churchill having replaced the Appeasers around Chamberlain and determined to fight the Germans on the beaches of the British Isles, London faced the question of how to pay for the enormous costs of military resistance. It seems that Churchill did his utmost to mobilize all resources of the country and also drew on those of the Empire and Commonwealth.

However, by the autumn of 1940 Britain was largely bankrupt and could no longer pay for American “cash-and-carry” deliveries of military hardware and food. For the moment this had been all that Roosevelt had been able to wrest from the congressional majority that, referring to the Neutrality Act, insisted on a continuation of “noninvolvement.” When by November 1940 Churchill began to plead with Roosevelt to provide loans to pay for the resources needed to continue the war against Germany, the U.S. president was finally able to hold out to him the prospect of a Lend-Lease Agreement. If the British prime minister had been hoping that the Americans would offer generous terms, he was to be sorely disappointed: the funds had to be paid back, whereas the leases of territories to the Americans on British-Caribbean islands and in Newfoundland would be long-term.

British bitterness over this was reflected in the fact that negotiations over the Lend-Lease repayment terms continued into 1942. The issue resurfaced at the Quebec Conference of September 1944 when Churchill was lured into supporting the Morgenthau Plan that he had previously rejected. In return, Morgenthau apparently promised to support a peacetime extension of Lend-Lease. The calculation was also that a harsh treatment of Germany and a dismantling of its industries would enable British export industries to move into the gap. The gains would then contribute to making debt payments to the United States. Of course, the Quebec Conference was hardly over when both Roosevelt and Churchill distanced themselves from Morgenthau, whose plan had run into the vigorous opposition of the State and War Departments. They predicted chaos and revolution unless the United States helped the Germans get back on their feet and integrate themselves into Europe as part of their projected Pax Americana.

What further affected the never easy Anglo-American “special relationship” was that, however close Roosevelt and Churchill thought their personal rapport to be, when, after Roosevelt’s death, Harry Truman became president, Washington cancelled Lend-Lease in a move that caused much anguish in Britain. Britain was left out in the cold and not surprisingly, though very much in contradiction to the American vision of the Open Door, continued its preferential tariff system with the Empire and Commonwealth. At the same time the City tried hard to buttress its position as the hub of the Sterling Bloc against the designs of the American banking community to become the unchallenged center of global finance. The City did not succeed, just as the Empire could not be salvaged. The hour of truth came in 1956 during the Suez Crisis, when, as discussed in chapter VI, Eisenhower threatened to trigger the collapse of the British currency and forced Eden to withdraw from Egypt.

Looking back over the decades since 1900, the British position in the world that had begun to weaken in the late nineteenth century was badly battered by the Germans when they twice in the twentieth century waged a war of aggression against the United Kingdom and badly depleted the country’s wealth as it resisted defeat. However, the Germans do not have to shoulder all responsibility for this outcome. The United States and its business elites also acted as grave diggers by pursuing the diminution of both British industry and the City. They succeeded over time, while helping German industry to regain its strength after the two wars in which they had stood on opposite sides. There is a further irony to this tangled triangular relationship. On two occasions in the twentieth century, Germany tried to establish by military force a large territorial empire and closed economic bloc and failed, largely because of American opposition with its own vision of a multilateral world trading system that could accommodate informal imperial solutions, that is, the economic penetration of another society without its occupation and direct administration. At the end of the twentieth century, German big business, having always been in two minds about a formal empire, had command of an informal, though largely Open Door, sphere of influence, the European Union, without having fired a single shot.

In light of these developments that no one could possibly have predicted a century earlier, it would be tempting to extend the analysis into the end of the twentieth century. But this would require another book of how, following Britain’s deindustrialization under Margaret Thatcher and her successors, the City had by the 1990s become an appendix of Wall Street. In this position it thrived for a while, partly by pushing the deregulation of the financial system even further than the Americans. The trouble was that the creation of almost unlimited speculative opportunities—in markets that operated largely outside the constitutional and institutional frameworks that had been established in the 1930s to regulate and enforce principles designed to prevent another wild investment boom and subsequent bust—produced yet another bubble that burst in 2007–8. There is now a rich literature that traces the roots, the workings, and the irresponsible behavior of economic and political elites—with those of the United States in the lead and the Europeans, with some exceptions, joining the exuberant party until the lights went out, just as they had in 1929.

The lessons of the interwar period were forgotten. The belief was that the secrets of permanent growth and prosperity had been found with the help of mathematical modeling and rational macroeconomic analysis and that the risks that capitalism had hitherto posed had disappeared. The crisis that followed bore many of the hallmarks of the 1930s. As far as Anglo-American economic relations were concerned the crisis proved even more fatal to Britain because this time it also caused havoc to the financial system. While Britain no longer had a manufacturing industry to speak of, the outsourcing policies of the multinationals also hit the American industrial sector hard. A sad example of this decline is a large area just north of the Tappan Zee Bridge across the Hudson River in New York. What had once been a large GM plant where Chevrolets and other cars had been assembled up to 1996 is now a tabula rasa. Faced with countless empty factory buildings and urban decay, Americans began to ask themselves after the failure of their financial sector what had happened to their manufacturing system, and since it had fallen so much behind whether it wasn’t high time to reindustrialize.

It now turned out that the erstwhile German-American “special relationship” had in fact been abandoned because, unlike Washington, Berlin had refused not only to dismantle its postwar welfare system as radically as had happened in the United States, but also to abandon its manufacturing sector. Partly thanks to continued government support, this sector remained dynamic and innovative and did not have to be rebuilt from scratch to secure the country’s prosperity and relative stability in highly competitive global markets. There Germany’s large and medium-sized firms found the open markets that the United States had once determinedly shaped but now had to leave to others because they were not producing, as they had once done so successfully, “mass” and high value-added goods but merely generated purely speculative profits of no tangible and lasting value that lined the pockets of a very few. This outcome is perhaps the most unexpected balance sheet to emerge from the history of the North Atlantic triangle whose history has been at the center of this book.

Looking back across the twentieth century at American big business and its two “special relationships,” there are other ironies and puzzles that deserve further research. Germany, whose politicians unleashed the havoc of two world wars upon its people and its business communities, suffered, like the rest of Europe, enormous losses in the first half of the century. But it then reemerged, with American help, as a more stable and prosperous country than Britain, the ally of the United States. And yet, West Germany’s political and economic development after 1945 was not merely due to a stroke of good luck. The resurgence of West German industry and commerce was furthered not only by a greater willingness than existed in Britain to adopt and adapt to American ideas and practices of how to organize a modern market economy; nor was it merely the outbreak of the Cold War. Rather it was also the survival of traditions and institutions that dated back to the late nineteenth century: the support of manufacturing against the financial sector, the stress on high-quality work and education of both workers and managers, facilitated by cooperative labor relations, the capacity to export high value-added, reliable products. By contrast, Britain, already behind on all these counts before 1914, never marshaled the energies to catch up. Exceptions always granted, the manufacturing sector failed to modernize, labor relations and training remained poor, and the City expanded its influence, although it proved no match to the weight that Wall Street had consecutively gained in global international finance. In the end, London hitched its wagon to New York and, thanks to liberal regulation and lax enforcement, became a magnet for foreign investors who put their monies into hedge funds that operated outside the regulatory framework that had once upon a time been designed to control the power of the banks. Britain’s decline was—as we have seen—partly self-inflicted, but it was accelerated by its former German foe as well as its former U.S. ally, with the American big business community leading the charge.

Beyond these tangible developments there is one final disciplinary point to be made that was first raised in the Introduction. While the quantitative aspects of the British and German economic experience under the Pax Americana are important, it is to be hoped that the comparative qualitative empirical material presented in this book will, on the one hand, persuade social and cultural historians to reintegrate the elements of business cultures and political economy in their research and teaching. On the other, it will perhaps convince economic historians not to look exclusively toward quantitative macroeconomics and mathematical modeling, but toward their colleagues in traditional departments of history. Finally, may this book contribute to the study not just of how the United States and its business community affected other societies, but also how they perceived and practiced their hegemony beyond the shores of the North American continent. There is still much work to be done in this latter field, and not just with respect to Britain and Germany but relating to the rest of Europe and the world.
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