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1

The Setting

I n the 1930s, as now, Deutsche Bank was the largest German
bank, whose economic power was the subject of debate and

controversy. At that time, its full name was Deutsche Bank und
Disconto–Gesellschaft.1

Deutsche Bank was founded in 1870, in anticipation of a new
law that permitted the establishment of joint-stock banks in Prus-
sia. This was a few months before the unification of Germany and
the creation of the German Empire. The bank’s founders had a
national–patriotic purpose in mind, which was indicated by the
(rather ambitious) title they chose for their bank. It was supposed
to challenge the preeminence of the London City in the financing
of overseas trade.2

In the first years of its existence, it very rapidly emerged as an
energetically expanding international bank. It participated first in
the establishment of the “German Bank of London” in 1871, and in
1873 it created its own London agency. In 1872 and 1873 it bought
into New York and Paris banks, and in 1872 it founded agencies in
Shanghai and Yokohama. In 1874 it participated in a South Amer-
ican bank, and in 1886 it created its own institution for South

1
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America, the Deutsche Übersee Bank (later Deutsche Überseeische
Bank or Banco Alemán Transatlántico). Besides trade finance, it
carried out a number of important operations for the German gov-
ernment including the sale in Asia of much of the Prussian stock of
silver, as the Empire prepared for the transition from a silver to a
gold-based currency.3

One of the first managers of the bank was Georg Siemens, who
had previously worked for the electrical firm Siemens & Halske,
founded by his father’s cousin, Werner von Siemens. This enterprise
was a major beneficiary of the creation of the new Empire and
its demands for communications technology. Georg’s bank rapidly
became involved in industrial finance.

Another founder of the new bank was a prominent liberal politi-
cian, Ludwig Bamberger. As a young man, he was a participant
in the abortive revolution of 1848 in the Palatinate, was sen-
tenced to death, and fled to London, where he worked in a bank
owned by relatives of his mother. He later moved in the same busi-
ness to Rotterdam and Paris and learned about the interconnec-
tions between economic and national development and between
money and politics. In 1868 he was elected to the Customs Union
[Zollverein] parliament, the predecessor of a German national par-
liament, and after unification he became a member of the Reichstag.
There his major achievement was as rapporteur to the committee,
which created the legislation establishing a new central bank (the
Reichsbank).4

The early years set a pattern in which the new bank moved in
the interstices of international finance, industrial finance, and pol-
itics. Before World War I, it played a major role in the growth and
consolidation of German industry, especially the electro-technical
industry. It promoted the formation of syndicates in which busi-
nesses were grouped in cooperative partnerships, as well as a
wave of mergers, which left the German electrical industry dom-
inated by just two large firms by the beginning of the twentieth
century: Siemens and AEG. Deutsche Bank also played a promi-
nent part in financing the great project of extending German
power into the Balkans by the construction of a Berlin to Baghdad
railway.5
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Organization of the Bank

At first it was a Berlin-based bank, with branches only in the two
port cities (which were not yet members of the German customs
area), Bremen and Hamburg. It was only in 1886 that Deutsche
Bank opened a branch in Frankfurt, then in Munich in 1892 and
in Dresden and Leipzig in 1901. In the first decade of the century,
it owned a substantial amount of stock in corporations in the in-
dustrial basin of the Rhine–Ruhr. These were amalgamated with
the bank only after 1913. In 1914 the bank took over one of the
largest regional industrial banks, the Bergisch Märkische Bank. It
was only in the 1920s that the bank became a truly multi-branch
bank, with tentacles spreading all over Germany. At the time of the
merger in 1914, the Deutsche Bank had only 15 branches, whereas
the Bergisch Märkische Bank had 35. By the end of 1926, there
were 173 branches.6 Branches clearly brought the bank into a new
sort of business: customer accounts and smaller scale financing of
small and medium-sized enterprises. One of the attractions of a
larger branch network was that it brought a stable supply of de-
posits, and the bank tried to develop this business by launching
savings accounts. In the 1920s, however, the Deutsche Bank, like
the other big joint-stock banks based in Berlin, still dealt mostly
with large-scale industrial finance, and with international trade,
and was frequently and bitterly criticized for its neglect of small
business [Mittelstand] customers.7 This criticism, which was in the
later years of the Weimar Republic most radically expressed by
the National Socialist Party (NSDAP), may have been one reason
some of the managers of Deutsche Bank believed they should be-
come more involved with the financing of small and medium-sized
businesses and hence participated in the “Aryanization” of such
enterprises, which is a major theme of this book. Most Mittelstand
finance, however, was conducted by other sorts of financial insti-
tutions, small private banks, regional banks, or the many savings
and cooperative banks spread all over Germany.

The biggest of the bank mergers took place in 1929, with the
Disconto–Gesellschaft, one of the four so-called D-banks (besides
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Deutsche, the others were the Dresdner and the Darmstädter-und
Nationalbank). The Disconto was more conservatively managed
than the Deutsche had become, and its high-level management re-
garded itself as less tainted by expansion. The complexities of the
merger had not been fully digested before the full fury of the world
Depression hit Germany.

How was an institution as complex as Deutsche Bank managed,
and how did it do business? The immediate executive responsibil-
ity lay, as with all German companies, with a management board
[Vorstand], composed in 1932 of 10 members. Each had responsi-
bilities for a particular region and for some particular function of
the bank. This was a body of equals, though one member might be
designated as the speaker [Sprecher].

A supervisory board [Aufsichtsrat] was chaired by convention
by a former member of the management board. Its other members
were prominent business figures, usually from major companies
with which Deutsche Bank had had a longstanding business re-
lationship. In 1932, this board had 102 members, in addition to
two representatives from the Works Council. This was clearly a
very unwieldy institution, which met infrequently and could not
exercise any real control. As with almost all German supervisory
boards at that time, its function was as much social as it was oper-
ational. A committee of this board, however, met more frequently,
and this committee’s role was strengthened in the course of insti-
tutional redesign during the Depression. It then became known as
the credit committee, and its major function was to supervise large
credits, which had been one of the problematical areas of bank
policy before 1931.

In the course of this redesign during the Depression, the num-
ber of members of the supervisory board was reduced dramatically
to fourteen plus the two members of the works council by the be-
ginning of 1933. But later, as it was important to accommodate
politically influential figures in the new regime, such as the to-
bacco magnate Philipp Reemtsma, the number increased again, so
that there were twenty-nine members of the supervisory board by
1936.
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Another way for the bank to expand its business contacts was
through the institution of a large “main committee” [Hauptauss-
chuss], which took over from the larger, pre-1932 supervisory
board. This was complemented by a nationwide pattern of regional
advisory committees [Beiräte].

Members of the management board were members of the su-
pervisory boards of industrial enterprises and derived a substantial
amount of their income from their remuneration as members of
those supervisory boards (these fees were called Tantiemen). From
this resulted a deep relationship between banks and industry, in
which a bank would characteristically first give loans to an en-
terprise, sometimes secured, sometimes in the form of a current
account overdraft [Kontokorrentkredit].8 When there was a fa-
vorable moment on the stock market, banks would organize new
issues, of shares or bonds, and would use their customer base as a
market for the newly issued securities. Many customers kept their
securities with the bank, in custody or Depot accounts, and the
bank would then use these securities to vote in company general
meetings. It was the mixture of financial instruments that gave the
German “universal” banks their particular power, a power which
probably reached its height in the first decade of the century, at
the time of the great wave of mergers and the establishment of
many large trusts, and which was analyzed by the pre-war Marxist
economist Rudolf Hilferding in his classic work Finanzkapital.

Such a board system worked well at a time when most of the
business was Berlin-based or foreign oriented. It did not really fit
well with the organizational structure required by an extensive
branching system. There was a central Berlin office that dealt with
branches [Filialbüro], supervised by one member of the manage-
ment board. In addition, each member of the management board
had general responsibility for a particular region. But some of the
large companies had a particular relationship with another man-
aging director.

The branches behaved in many ways as if they were minia-
ture versions of the bank. Between one and three leading managers
were called directors and they served on the supervisory boards of
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companies smaller than those on which the bank’s managing direc-
tors served.

The existence of a quite dense network of branches meant that
the bank had much greater contact with a variety of regional and
local sub-economies. This meant too that it had substantial business
interests in those areas of Germany where there was a considerable
amount of Jewish-owned business: in Saxony, where there were
many Jewish-owned textiles, leather, and fur firms; in Silesia, where
Jewish owners worked in textiles and also in heavy industry; in
southwestern Germany with its craft traditions, where there were
also extensive Jewish-owned manufacturing enterprises and where
by coincidence the Deutsche Bank had acquired a particularly dense
network of branches as a result of mergers with other banks.9

At the beginning of the 1930s, then, the Deutsche Bank was not
a perfectly centralized institution but rather had an imperfectly ar-
ticulated hierarchy: it might even be termed “polyarchy.” It looked
in some ways like a mirror of the republican state, which the legal
and political theorist Carl Schmitt described as “polycratic” (a term
many historians have used to analyze the amorphous distribution
of power in the post-1933 Nazi state).10

Depression and Financial Crisis

The enterprise itself, and the business and political culture within
which it functioned, were both quite radically transformed in the
early 1930s, first by the general economic and financial crisis, and
then by the political revolution of National Socialism (which would
have been unthinkable without the background of the economic
crisis). Because the banking system had historically been a trans-
mission mechanism for market signals, in the 1930s it faced po-
tential redundancy as the enthusiasts of new forms of economic
organization took over. Banks were especially vulnerable because
of the disaster of 1931.

The reputation and influence of all German banks had been con-
siderably weakened by the great banking crisis of July 1931. The
one most affected was the Darmstädter und Nationalbank (Danat
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or Danatbank), led by the charismatic Jakob Goldschmidt, who
had appeared to Germans as well as to foreign observers to be
the incarnation of the power and attraction of the German mixed
banking model. The report of the British Macmillan Committee,
which held Goldschmidt up as a model, was by an odd coinci-
dence published on July 13, 1931, the day the Danat closed its
doors. The basic weakness of the Danat lay in a combination of
a massive overextension of loans to a single borrower, the appar-
ently very successful and dynamic Bremen firm of Nordwolle, with
large-scale purchases of its own shares to support its price in a
weakening market. The firm was then swept away by an inter-
national wave of panic that followed the collapse in May of the
Viennese Creditanstalt. The Danat was merged in the course of a
state rescue operation with the almost equally damaged Dresdner
Bank, and the old management of both banks was replaced. The
fact that the state de facto owned the new Dresdner Bank, and
that the replacement of the board was not complete by January
30, 1933, almost inevitably later gave the Nazi party a substantial
influence on the bank.

Danat was the weakest German bank, but it was not the only
bank affected. There was in fact a general weakness of German
universal banking, which had originated in the aftermath of war
and inflation. Banks had lost most of their capital and were reestab-
lished in 1924 on a precariously narrow capital basis. Competitive
pressures, in large measure the result of Goldschmidt’s aggressive
management of Danat, forced them to borrow (largely abroad)
and extend loans on a small capitalization, and with liquidity ra-
tios substantially below the prewar levels. In addition, they were
exposed to a substantial currency risk, as their liabilities (the for-
eign loans) were in dollars or pounds or Swiss francs, whereas
their assets were largely German and denominated in Reichsmark
(RM). So any doubt about the currency, such as developed in the af-
termath of the protracted reparations negotiations of 1929–30 and
then as a consequence of the political crisis of the Weimar Republic,
would quickly translate into a lack of confidence in banks. Banking
weakness and doubts about the currency were in fact intertwined
in a way that presaged some of the currency crises of the 1990s, in
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particular the Asian crisis of 1997, and which are now discussed
in the economics literature as “twin crises.”11 If investors were
worried about banks (as they were after the Austrian Creditanstalt
crisis), they might make withdrawals of short-term deposits from
banks, but they would also withdraw Reichsmark deposits and
convert them into foreign exchange; and if investors were worried
about the currency, they would withdraw Reichsmark deposits,
which would weaken the banks. So currency doubts as well as spe-
cific bank problems meant that all the major banks, which were in-
volved in international business, lost deposits (smaller banks were
less internationally exposed and thus more secure).

The Deutsche Bank was not as badly affected by the crisis, but it
also depended on government money to continue in business and
had to deposit 72 m. RM of its shares with the Deutsche Gold-
diskontbank, a subsidiary of the central bank, the Reichsbank, in
return for a government loan. The speaker of the management
board, Oscar Wassermann (Figure 1), had been responsible for
the problematical loans to a bankrupt large brewery, Schultheiss
Patzenhofer, and had failed to check the creditworthiness
of Schultheiss. There was also a bitter controversy – stimulated by
the management of the failed banks – as to whether Deutsche Bank
had deliberately worsened the crisis to hurt its competitors. This
version, actively propagated at the time by Jakob Goldschmidt,
was later repeated by the then-Chancellor Heinrich Brüning, in
his posthumously published memoirs. (Brüning apparently found
it hard to write the section on the banking crisis. Whereas most
of the manuscript was complete in the 1930s, Brüning wrote the
banking section in the 1950s, while consulting Goldschmidt, who
had fled from the Nazis to New York.)12

The essence of the criticism was that Deutsche Bank had frus-
trated a rescue that might have prevented a generalized banking
crisis (and thus the worsening of the business depression). Very late
in the development of the bank crisis, on July 8, Goldschmidt had
proposed a merger of the Danat with the Deutsche. Wassermann
had refused, wisely, as it was impossible to gauge the extent of
the Danat’s losses (and a similar takeover of a problematical bank,
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Figure 1. Oscar Wassermann: Member of management board 1912–
33, Speaker 1923–33.

Source: Courtesy of Deutsche Bank AG.

the Bodenkreditanstalt, had been responsible for the losses and
then the failure of the greatest Viennese bank, the Creditanstalt).
But Wassermann also disparaged individual banks and thus height-
ened the general climate of nervousness. A few days before July 8,
Wassermann spoke repeatedly at a meeting of industrialists and
bankers about a specific “Danat problem,” whereas in reality all
banks were vulnerable because of withdrawals and the unwilling-
ness or inability of the Reichsbank to support the commercial banks
by discounting bills. Later, Wassermann told the government that
the Danat could not be saved, and on July 10 he informed Chan-
cellor Brüning that the other banks were not threatened. On July
11 the Deutsche Bank’s directors refused to provide credit to the
Danat; and indeed, Wassermann began to insist that the Dresdner
Bank was tottering.13

After the banking crisis, in October 1931, Deutsche Bank drew
up a lengthy memorandum defending itself against the accusation
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that its lack of solidarity with the other big banks had brought
about a general crisis. The memorandum attributed the responsi-
bility for the banking crisis to the international environment; it also
criticized very strongly the Reichsbank’s policy of restricting credit
(rediscounting) to the commercial banks. Indeed the Reichsbank’s
actions did not conform to the classic central banking recommen-
dations of Walter Bagehot (who believed that in the face of a panic
the central bank should lend freely but at a penalty rate). But the
Deutsche Bank’s memorandum did not take into account the way
in which the Reichsbank had been forced into this course by other
central banks, in particular the Federal Reserve Bank of New York
and the Bank of England, which had made such credit restrictions
a precondition for any international assistance.14 Throughout the
subsequent months, Deutsche Bank remained quite critical of the
Reichsbank and its President, Hans Luther. The issue remained sen-
sitive after the war, as in the 1950s former Deutsche Bankers feared
that their work would be presented in a hostile light in Brüning’s
imminent memoirs, and the bank’s dossier on the 1931 crisis was
kept with Hermann Josef Abs’s personal papers.

It is easy to see how such an attack could be mounted. Whoever
was responsible for the banking crisis had significantly worsened
the German depression; and without that worsening, it is quite con-
ceivable that Brüning might have survived longer and that Hitler
and his movement might have faded into “complete oblivion” (as a
former British Ambassador to Germany stated rather prematurely
in his memoirs published in 1929).15 In 1953, Brüning had a long
conversation about the crisis with the past (and future) star of the
Deutsche Bank, Hermann Abs. A note of this talk records that:
“Abs has the impression that Brüning believes this crisis to be the
root of all subsequent ills, and has from somewhere gained the
impression that the events were very influenced by competition be-
tween the banks, and that the Deutsche Bank’s unwillingness to
support the Danatbank aggravated the situation.”16

Certainly in the eighteen months that followed the banking cri-
sis, Deutsche Bank’s senior management remained frightened and
vulnerable to attack and denunciation, as well as commercially
weakened. The crisis of 1931 seemed to teach the general lesson
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that a banking system only harmed the rest of the economy. Would
it not, the critics argued, be more efficient if the state directly real-
ized its objectives by administrative fiat?

At the end of January 1933, Adolf Hitler became Chancellor of
Germany and created a party dictatorship around the monopoly
of power of the NSDAP that would last until Germany’s defeat by
the Allies in 1945. The new regime aimed at complete control of
economic as well as social, political, and cultural activities. In eco-
nomics, it interpreted the Depression as evidence of the failure of
the private market economy and of the necessity of state interven-
tion. Although earlier in the Weimar Republic there had already
been a great deal of government intervention – for instance in the
housing market and in wage policy – the Depression brought a call
for new controls and regulation: the German government imposed
restrictions on international capital movement and a partial debt
moratorium for agriculture.

The Depression, with its enormous human suffering, the almost
seven million unemployed, bankrupt farmers, and closed banks,
seemed unambiguous evidence that the unplanned individualistic
market economy and also “finance capitalism” did not work. Banks
had called in many loans to protect their severely endangered liq-
uidity, and they earned the hatred of many small and medium-sized
enterprises. At the same time, to remain in business, banks had de-
manded, received, and become dependent on, state subsidies.

The National Socialist New Order inherited from the Depres-
sion governments a network of controls and proceeded to make
it ever more extensive. In 1934 a system of managed trade was
inaugurated, as well as the allocation of raw materials and the re-
striction of dividend payments; and after 1936 came a far-reaching
regulation of prices. Jewish property was subject to at first ap-
parently spontaneous attacks from local fanatics, then to official
discrimination and, in the end, to expropriation.

With the exception of the racially motivated attack on Jewish
possessions, the fundamental principle of private ownership was
left untouched. The laws defining what ownership involved, the
“property rights,” however, were utterly transformed. Germany
remained a private economy but without the guidance of those
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signals usually associated with the operation of a market: freely
determined (not administered) prices, interest rates, and exchange
quotations. It was an economy without a market mechanism, which
was supposed to behave as its new masters wished. Prices are es-
sential to the market: their suppression and distortion leads to a
command economy.

It is difficult to distinguish clearly in the story of Germany’s way
out of depression and into the economics of control what followed
more or less inevitably from the financial and economic catastro-
phes of the Depression, and what originated from the political vi-
sion of the new masters of Germany. The capital market, for in-
stance, became smaller and less relevant to economic activity. Bank
loans recovered much more slowly than did the rest of the econ-
omy from the world depression. But both these phenomena were
characteristic not only of Germany and dictatorship but also of the
development of the whole European economy. As a result, some
economists formulated a law of a long-term decline in the demand
for loans.17 The capital market seemed to have been destroyed by
the experience of depression and by the organizational measures,
such as increased cartelization in financial markets, that accompa-
nied the market failure of the 1920s and early 1930s. It required
no National Socialist government opposed to finance capitalism
to marginalize the German capital market. In this sense, a large
part of the macroeconomics of Germany’s 1930s experience would
have happened anyway, whatever the form of the government.

At first, little bank financing of new investment was required be-
cause of the availability of unused capacity. Later expansion could
be paid out of high profit levels, or through government credits in
the case of firms producing on public contracts.

The Deutsche Bank und Disconto–Gesellschaft gave substan-
tially more new credits in 1933 (118,000) than in 1932 (17,000),
but the total volume of credit fell steadily until 1937. As a propor-
tion of the bank’s balance sheet, it declined from 55.4 percent in
1932 to 35.4 percent in 1937. Though there was a brief recovery
of bank lending in 1938, during the War, bank loans continued to
decline (see Figure 2).
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In 1933, in response to criticism that the Great Banks had ne-
glected credit to small and medium-sized enterprises (an old line of
attack that dated back to before World War I, which Nazi economic
experts eagerly took up), Deutsche Bank prepared detailed statis-
tics on the regional, sectoral, and size-specific distribution of its
credits. Regionally, by far the largest share (32.04 percent) went to
Rhineland–Westphalia; the next largest shares of credits were taken
by the Berlin office (8.97 percent) and by Baden (8.92 percent).
Manufacturing industry received 32.96 percent of loans, basic in-
dustry 15.25 percent, commerce 16.12 percent, and retail trade
4.34 percent. Only 0.58 percent of credits went to artisan manu-
facturing. The bank provided a breakdown of these figures by the
size of credit: 18.83 percent of all the loans to manufacturing in-
dustry were “small and medium credits” of under 100,000 RM,
whereas only 3.95 percent were over 5,000,000 RM. 35.10 percent
of credits to commerce and 87.21 percent of credits to artisanal
producers were small or medium credits.18

Bank lending contracted in part because firms learned the lesson
of the Depression as meaning avoidance of indebtedness. But banks
also had their own reasons to be cautious in the aftermath of 1931,
when they had been obliged to liquidate many loans in a great
hurry and in the process had incurred massive hostility from their
clients. Any wise banker would draw lessons from the banking
disaster. Time after time in the course of the economic recovery,
Deutsche Bank urged restraint on its credit officers. Thus a circular
to branch managers in August 1933 read: “We are interested as
far as possible in keeping our liquidity at a satisfactory level in the
future.”19 Eduard Mosler, the speaker of the management board,
in October 1936, told branch managers: “As a result we needed
a certain caution in our credit policy. We should not aim at an
extension of credit.” Karl Kimmich spoke to the board in 1938:
“There is the danger that we will be called on by industry, and
we must alter our attitude [ . . . ] We shall try to convert long and
middle term credits into short term loans.”20

Deposits of all the major German banks also contracted in the
initial phases of the recovery period, as major firms started to use
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