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Success or Failure?

The massive economic distress in Germany during the Slump helped the Nazis to power
in 1933, Yet Hitler was always clear that he needed a strong economy to support his

military projects. How far did he succeed in building one?

he recovery of Germany's shattered econ-

omy after the Stump of 1929-32 was the
central issue for public and politicians in the
middle years of the 1930s. The Slump played a
large part in creating the conditions that brought
Hitler to power in the first place. Nazi leaders
knew that their electoral promises to create
Bread and Work would at some point have to be
redeemed,

This was m‘)r an easy iﬁﬁ;nv fm‘ %hv Ni

crisis, Over mghr nnﬂwn ) ple whu had bl;w
emploved in 1929 were without work. (The
conventional figuwre of six miliion unem-
JIHV"] in 1933 is derived from the official

$ - hut by 1932 many had drepped
off llw register, or had failed to register in
the first place) Agricultural  prices
coliapsed, leaving peasants impoverished
and in debt; artisan income was halved:
even for those in employment, the Stump
brought short-time working and temporary
lay-offs. Investor confidence was at rock-
bottom. The value of trade was half that in
1929 and German capitalism appeated to be
in termainal decline.
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Economic revival

"
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Hitler had no spe ccipe for the German
econorny when he came to power. There was
no package of Nazi policies developed and
;10 bring about revival. Those few
s who did think about economic ques-
tions had a whole range of radical solutions
- social control of industyy, redistribution
of weaith, attacks on ‘unproductive” finance
capt - which Hitler was extremely
hesitant to meuduw because of the effect
they would have on the German business
community. It is sometimes argued that
Hitler went for the casy option — rearma-
ment. Large quantities of military spending
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would somehow solve the problem and drag
Germany out of recession. Very few historians
now take that argument seriously, if only for one
rather obvious reason. Rearmament might
certainly have helped certain sections of German
heavy mdustry, bt it would have done little to
solve the major structural problems facing
Germany: the halance of payments, the hanking
and finance structure, and low agricultural invest-
ment, Indeed, so wide-ranging were the economic
difficulties facing Germany in 1933 that it was

Hermann Goering was pul in charge of
the Four-Year Plan.

inherently unlikely there would be a single cause
of economic revival.

Recovery rested in the end on a package of
economic reforms and policies. Rearmament was
certainly part of that package, but in the first two
years of revival it was a relatively limited part.
There were three critical factors, First, the new
govemnment insisted on adopting a strategy of
econonic nationalism in its relations with other
states. In the 19208 Germany had been held
hostage to Jarge loans from overseas, which had
contributed 1o the crisis in 1929 when other coun-
tries asked for their loans to be returned. After

1933 Hitler and his economic advisers were
determined to reduce Germany’s dependence
on the world economy. They rejected the idea
of paying any more reparations. They
defaulted on many of their debts, both
commercial and infer-governmental, by
simply refusing to pay them or by reaching
special agreements with their creditors to
postpone paynient far into the future. They
infroduced a series of regulations to control
the flow of goods, and of foreign currency, in
and out of Germany. Indeed, under the New
Plan of September 1934, German trade was
closely supervised by the state. In this way
Germany was able to build economic revival
from its own resources and fo reduce ifs
dependence on others.

Second, the government made strenuous
efforts to stabilise the German credit struc-
ture. During the recession one of the most
damaging results had been the drying up of
credit, Banky were reluctant to lend or
mvestors Lo invest. Industrialists and farm-
ers could not get money fo buy next year’s
raw materials or seed. The state intervened
1o take over much of the banking system
dnc] to vontrol the capital market, [ reduced

0 rates. It produced a strategy for
solidating the debts of local provinces
andd municipalities and it insisted for the
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foresecable future that the governmen
exercise strict controls over the issuing of
share capital.
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But where was the money to come from, to put
hack into farming and industey? I it wag not
going to come from abroad, it had to wme from
domestic sources — and here the third factor
behind recnve or the first three or four years
of the Third Reich the most important source of
new investment and vew demand in the econonty
was the state itself, not private enterprise. The
revival after 1933 was not the result of a
consurer boom nor of export-led growth: it was
primarily the result of an enormous increase in the
level of state spending, Rearmament was one area
of state spending, but it was only one. The state
also undertook a wide range of major projects in
infrastructure investment: rai iways, telecommuni-
cations, roads and housing, Tt also stinnilated a
largescale building programme, from Hitler's

Economic m

high-quality, high-technology weaponry is very
misleading. Weapons constituted only about
10% of the military budget, even as late as 1936.
Not until the fater 1930s did rearmament really
constitute a large proportion of government
spending 0% in 1939.

Hitler depended for this economic revival on
the conperation of fwo groups, First, much of the
day-to-day technically complex operation of
these policies was carried out by officials in the
Ministry of Finance and the Ministry of Econom-
its, not by the Nazi Party. Second, the business
commiunity, particularly large-scale business,
was offered various tax concessions, and was
able to employ workers on relatively low pay
because the government tHed wages to the level
of the recession. Business was also encouraged
by the regime to adopt strategies of re-
employment and was given subsidies for doing
s0. There was a clear marriage of convenience
between the German busine community and
the state. Both had something 1o gain from the
revival of German industry.

1928 1932 1933 1934 1935 1936 1937

Gross National Product

{billion Reichmarks) 89.5 57.6 59.1 66.5 74.4 8286 a3.2
Registered Unemployed

{millions) 1.4 5.6 4.8 27 2.2 1.6 0.9
Stale Invesiment

(billion Reichmarks) 6.6 2.2 2.5 4.6 6.4 8.1 8.4
State Expenditure

{national and lonal, billion Reichmarks) 23.2 174 18.4 2186 218 23.6 26.9
Industrial Production

{1828=100) 100 58 66 83 96 107 17
Real Eamings

{average of 1826-2=100) 106 91 87 88 941 e 96

Table I Statistics on the Gerinan economic recovery

grand new Chancellery, to the famous Awfobal
#en, the motorways, begun in 1934,

Some of this was financed by govermment
deficit, though one should be careful not to exayg-
gerate it. Government deficit for the first few
years of the regime was relatively modest and
was designed o be paid back out of future tax
revenues. Some of it was financed by relatively
high levels of taxation, particularly taxation on
the German business community. The idea was
that, by hoosting the economy, profits waould
grow and businessmen would be less resentful of
higher taxes
government succeeded by 1936-37 hoth
n restoring relati tigh levels of employment
and domestic investment, and in siabilising
Germany’s trade with the outside woirld, Uniil
then rearmament was modest in scale, Indeed,
much of the rearmament expenditure durs g thig
period was not spent on industrial and technical
development, but on simply building up the
administrative apparatus and infrastructure of
the armed forces. Airfield construction, for exam-
ple, was an important element in the first three
or four years. The idea that rearmament spend-
ing meant large quantities of industrial orders for
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Guns or buller?

To what use should this recovery be put? By
1936 1t was clear that the German ECONOMY Was
at & crossroads. Important elements in the busi-
ness conmunity and in German polities thought
that the opportunity had now come to embark on
a consumer boom at home, 1o produce mcreased
living standards, and 1o expand German trade
abroad. Having stabilised the economy, many
husinessmen had no thought of war or war
preparation at all — the last thing they wanted
Was 2 repe f 1914, Most of fhem wanted a
period of stabilisation and consolidation. Even
Gustav Krupp, of the famous Krupp works, who
benefited perhaps more ihan any single individ-
ual from the expansion of German military
spending, publicly denounced the policy of
unlimited rearmament i 1936 and called for
further expansion of German frade and civilian
consumption. His was not the only voice. A
number of prominent businessmen encouraged
the government to move towards the peaceful
implementation of German economic power,

Hitler viewed the economic revival differ-
ently. He had always intended it 1o underpin the

nsive remilitarisation of Germany. He recog-
mised that a strong econonty was a prevequisite
for a large > military build-up. He was deter-
mined to utilise the econony for his wider mili-
tary and strategic purposes. In 1936 there was a
prolonged debate hetween German ninisters,
generais and party leaders about what divection
the economy should take, In the late summer
Hitler decided to bring the economy more closely
under the supervision of party leaders, because
he feared that the generals and businessmen, left
to themselves, would produce only a modest level
of rearmament and be melined to boost domestic
living standards.

The ?fd&w;?ﬁsgé‘ Plan

The result was the famous Four-Year Plan,
launched in October 1936 at the Nuremberg rally.
The Four-Year Plan was a signal from Hitler of
two things. First, the economy was going to be
brought more closely under state supervision by
party appointess. Hermann Goering, one of his
right-hand men, was made head of the Four-Year
Plan, which in itself was an important political
statement. Second, Hitler was turning his back
on the world economy, to build up a siege econ-
omy n Germany, with the aim of establishing a
firm foundation of domestic production - essen-
tial for waging war in the future. At the end of
the Four-Year Plan memoranduns, Goering was
instructed to prepare both the economy and the
armed forces for war in four years. To Hitler
these were mutually dependent. A strong econ-
omy was the pre-condition for strong armed
forces and a substantial war effort.

Tt was not until 1938 that the political conflict
generated by this change in strategy was finally
resolved. Not only did Goering then effectively
become economic dictator in Germany, but in
February 1938 Hitler himself became supreme
commander of the armed forces and was able to
bring both economic and military policy much
more firnily under his control. During that three
or four year period hefore the outhreak of war,
the German economy experienced one of the few
sustained bursts of economic growth that it had
had since 1914, Germany’s national product grew
by almost a third more than it had reached in
1929, And almost all that additional product
went to the butld-up of Germany's new nlitary
forces. Tn particular, it was spent on a vast
investment programme in German heavy indus-
tey and engineering, designed to provide 2 foun-
dation for Germany’s future war effort.

As a result, two-thirds of the industrial
imvestment in Germany between 1936 and 1939
went directly info preparation for war - such
sectors as the chemical industry, aluminium,
aviation and electrical engineering. Indeed, by
1939 over a quarter of Germany's industrial
workforce was working on orders for the armed
forces, apart from all those workers. who
were busy building new chemical plants
and aluminium works, which were seen as
complementary to the development of Weapons
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The militarisation of labour: Hitler salutes a Labour Ser

industries. Rearmament dominated Germany’s
economy between 1936 and 1939; it is difficult 1o
argue in this period that Gemany  was
programmed for anything except the very largest
preparation for war,

The significant comparison is not perhaps
befween Germany and Britain and France, but
between Germany and Stalin's Russia, where the
economy was also dominated increasingly by
large-scale preparation for war, Indeed, it was the
threat from Stalin’s Russia that Hitler referred to
in the Four-Year Plan memorandum, Hitler was
aware that the huge industrial development of
the Soviet Union in the 1930s had a direct mili-
fary purpose. By 1940 the two most heavily
armed states in the world were the Soviet Union
and Germany. 1t is surely no accident that the
major conflice of the Second World War was
between those two states after 1941,

Oufb;eak of ﬁvar

When war broke out in 1939 it was not the war
that Hitler had expected. He planned a localised
war agamst Poland, for which he vequived only
limited resources. The programmes which he had
sel in train under the Four-Yeur Plan were
designed to create a military superpower by the
mid-1940s, when Germany could confront the
Soviet Union, in particular, with some prospect
of winning. We need to remember that Hitler's
priority was o win the next war, not to half-risk
losing it. All the time Hitler stressed that the crit-
ical purpose was to avoid what had happened in
1914-18, to make sure that next time Germany
would be thovoughly prepared economically and
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y for an extreme effort,

. in 1939 he suddenly found
ar with Britain and France, He inme-
ely activated econontic decrees calli ng on the
highest level of mobilisation of the German econ-
omy. In December 1939, affer consultation with
the armed forces, he set down production
programmes for weapons, submarines, aircraft
and explosives, which were very much higher
than programmes achieved even at the end of the
First World War. These programmes were so
large, that many industrialists and officials
thought that they were not remotely realisable.
There is no sense here of a strategy of limited
war. Once he was engaged in total wa r, Hitler
was determined that the German economy should
strefch its resources to the fujlest.

By the summer of 1941 almost two-thirds of
Germany's industrial workforce was engaged in
war-related activities and the figure even by
1944, at the height of the war, was not much
greater. German consumption of civilian prid-
uets declined by mare than 20% between 1939

psychologicall

vice contingent at the Nuremberg Rally, 1936,

and 1941, & steeper decline than in Bri tain, from a
base that was already considerably lower.

f

Failures of economic
mobilisation

Paradoxically, however, the problem Germany
faced in 1941 was a relatively modest level of
weapons output. If we were to pick out two
factors in particular o explain the poor perfor-
mance of Germany's armaments economy, the
first would be the failure to establish any
kind of central agency for economic affairs
during the early es of the war, Germany
lacked Cabinet government, so there was no
key group which met regularly to discuss these
ad, all 55 responsible for some
aspect of econontic activity -~ the Economics
Ministry, the Finance Ministry, the Four-Year
Plan, the armed forces’” own econonics offices
— all went their own way, poorly informed
of what others were doing and unwilling
to survender what power they pos . The

1939 1940 1941 1942 1943
Al industry 219 50.2 54.5 56.7 61.0
Raw materials 21.0 58.2 63.2 59.3 67.9
Manufacturing 28.6 623 68.8 70.4 724
Construction 315 57.6 53.8 45.2 46.2
Consumer goods 12.2 262 27.8 31.7 38.3
Index (1939=100) 100 229 249 256 278

Table 2 Industrial labour force

(% of all workers)

working on military contracts 1939-43
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result was an extraordinary confusion
of administrative responsibility and
endless arguments over production
priorities and resource allocation.

The second factor was the dominant
position enjoved by the aymed forces
themselves when if came fo issues of
war production. There were echoes
here of the First World War, In that
war German industrialists had been
allowed to nm war production for the
first couple of vewrs and had done so
poorly that the military took over in
1916, T 1939 the military were deter-
mined not to make the sarme mistake, Right from
the start they smothered German industry with
engineering officers, who oversaw every stage of
preduction from design and development right
through 1o inspection. They insisted that indus-
try shouid imcorporate all the latest tactical
requirements of the armed forces and continually
make improvements to equipment. The result
was that German industrialists found it almost
impossible to embark on lrge-scale production
of weapons.

This tension was never really resolved until
the spring of 1941, when Hitler enguired about
aircraft and tanks for the invasion of the Soviet
Union. When it was discovered that Germany
hardly had any more tanks and aircraft to atrack
Russia than she had had to attack Poland twe
years before, Hitler was astonished. In May he
sef up an inquiry and soon discovered the cause
of the problem: too many people in charge of the
economy and excessive military intervention in
industrial production.

i R
Speer’s reforms
The significance of the appointment of Albert
Speer in February 1942 as armaments minister
was that Hitler chose someone from his own
entourage, who could bypass the Four-Y ear Plan,
the Economics Ministry and the armed forces, By
appointing Speer he made it absolutely clear that
responsibility for the war effort was now going to

Coutrary to previous estimates, it is now

Albert Speer, Armnaments Minister,
watches tank manoeuvres in the
Eastern battle zone.

be in the hands of a civilian and not the German
army or the Four-Year Plan office (still heing run
by Goering). Hitler asked Speer to ntroduce a
complete rationalisation of the German war econ-
omy in order to increase the quantity of weapons
produced from the same resources.

What Speer achieved was quite remarkable.
In two years he managed to increase German
weapons production more than threefold, while
the quantity of resources, manpower and raw
materials assigned to war production increased
surprisingly litile,

This was achieved in a number of ways. In
March 1942 Speer set up an organisation called
Central Plamming, of which he was the real
director, and from April 1942 he was able to
contsol the distribution and allocation of raw
materials, mdustrial equipment and of Compo-
nents. Speer insisted that military personnel
should be exciuded from supervising German
factories and he recruited industrialists and
engineers, people who knew ahout production,
to staff his ministry and to bring about a
thorough-going rationalisation of industrial
practices. This enabled him to regrganise
factories, to improve productivity levels and to
establish systems of distribution which made
optinmum use of resources,

In 1941, for example, for every 100,000 tons of
steel allocated to the armed forces they received

believed that bombing of German cities

may have reduced polential war production by 50%.
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only 10,000 tons of finished Weapons.
In 1944, however, from every 100,000
tons they received 40000 tons of
finished weapons, a fourfold increase.
Where did the other 30,000 tons go in
er lies in extra-
steful factory practices,
we scrapping and inadequate
machining and processing. Al of this
was overcome during the following two
years by the rigorous application of
modern methods of mass production,

Effects of bombing

The one thing that stymied this effort to trans-
form the German economy was the onset in 104 3
of bomibing o1 2 large seale. It is not fashionable
to argue that hombing had very much effect on
the German economy in the later stages of the
war; but more and more evidence is being aceu-
mulated, from case studies of particular indus-
tries and particular cities, demonstrating clearly
that bombing had 2 much greater effect on
Germany’s economic performance during this
period than was once thought. The best recent
estimate is that hombing probably reduced
Germany’s potential war production in 1944 by
as much as - Of course, German production
continued expand: but heavy  bombing
imposed a strict ceiling on the ability of the econ-
omy to expand any further.

With Speer’s reforms and Hitler's backing, the
German economy was clearl y capable of the level
of output achieved by the Soviet Union or the
United State; of the hombing, however,
it was restricted by 1944 1o 1 level of produciion
not much higher than that of Britain or Japan.
This was a substantial disparity. Throughout the
war Germany consistently produced more stee!
than the Soviet Union and had access to more
than four tmes as much steel as Great Britain;
yet Germany failed to produce as many aireraft,
tanks or artillery pieces as the Soviet Union and
indeed, until 1943-44, barely produced as many
as Britain. Germany had great economic and
technical potential, but it was squandered in the
early part of the war through incfficient ma nage-
ment of resources, and restricted in the fater part
by the impact of heavier and heavier bombing.

Hitler's vision of a powerful militarised econ-
omy clearly failed the test of war. Recovery from
the Stump had been real encugh. But at the pont
wheve that recovery might have been used to
improve living standards and expand trade {the
chief aim of the ‘economic miracie’ of the 198 ),
Hitler chose to divert economic development
towards massive militarisation in a short-term
ganible that he could create a new political and
economic order out of the ruins of the one which
fatled in 1929. In 1946 Gerniany was once again
plunged into poverty and economic stagnation
— where Hitler found it in 1933,
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