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The Call of the Wild 

"BRITISH Seize Ruhr Industries." On December 18, 1945, this 
headline appeared on front pages in the United States. British mili- 
tary government had taken over the coal and steel industries. Some 
sixty directors and managers of the coal syndicate, United Steel, 
Good Hope, Mannesmann and Klockner were in jail as pan of a 
clean sweep to start the reorganization of Ruhr heavy industry. 

I saw the headlines as I hoarded a plane at Chicago, heading for 
Washington to prepare for return to Germany. Since late September 
I had been in the United States to consult with the State and War 
Departments on plans for ending the "concentration of economic 
power" in Germany. Now I had been asked to transfer to the War 
Department as director of the Division of Investigation of Cartels 
and External Assets, a new agency set up by General Clay at Berlin 
in October. 

Late Thursday afternoon, December 20, after completing routines 
and forms, I started out of the Pentagon expecting to spend Christ- 
mas in Chicago. General John H. Hilldring, director of the Civil 
Affairs Division, met me in the hallway within sight of the exit. 
"Hello! When are you off?" he said. 

"They tell me they expect to start processing the papers the day 
after Christmas, and I should be able to leave about January 15." 

"The hell you say!" he roared. "Come on into my office." And 
to his executive officer: "Colonel, now, what's all this about taking 
three weeks to get Mr. Martin to Berlin? Who's in charge of this 
case?" 

"I believe Colonel Forney will be handling it, General," said 
Colonel Laux. 
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"I want him in here tomorrow morning at seven-thirty to give 
me a full explanation of this proposed delay! General Clay was 
on the phone this morning and asked when Mr. Martin was 
coming." 

The next afternoon, after a day of racing through corridors be- 
hind jet-propelled army officers, I began forcing my way through 
the crowds that jammed airports, railway stations and every con- 
ceivable mode of transportation. The fi:-st "peacetime" Christmas 
was turning into a nightmare of confusion for everyone. "Peace on 
Earth" was in every shop window, while men of good will tore 
each other to pieces trying to get on trains. 

At LaGuardia airport, the crew of the G 5 4  looked glum as they 
prepared to spend Christmas in Newfoundland; but an  hour out 
of New York the detected something wrong, and back we 
went. After one more try, the crew went off for a forty-eight-hour 
leave, and another crew took over. Again we went up, found diffi- 
culties and returned. "No more flights until the day after Christmas" 
was the announcement. Most of the passengers melted away fast. 
I asked to see the commanding officer, told him of my emharrass- 
ment at seeing two colonels chewed up on my account, and men- 
tioned General Hilldring's ultimatum. 

Two hours later, in a new plane, with five other passengers and 
some mail sacks, we were over Boston and heading for Stephenville, 
Newfoundland. For the first time in a wwl; I had a chance to sit 
still and think about the job ahead. I would be stopping first at 
London for a few days to have some conferences at the British 
Foreign Office, then going to Berlin to report to General Clay. 

The reason for the proposed stop at the Foreign Office was that 
the British contingent at Berlin was already blocking four-power 
agreement on reorganization of the German combines. This made 
no sense in view of the abrupt action the British government had 
just taken to seize the Ruhr industries. True, representatives of the 
new Labor government had reached an understanding with the 
State Department at Washington on the terms of a law that would 
define and prohibit "excessive concentration of economic power" in 
Germany. But Sir Percy Mills was still in charge of economic 
matters for the British at Berlin, in spite of the change of govern- 
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ments at the July elections. Sir Percy was vetoing proposals of the 
French, Russians and Americans, and even talking back to his own 
Foreign Office. 

It was difficult to see why the British element at Berlin, in spite 
of directives from London, was blocking the deconcentration of 
heavy industry instead of striking a new balance between heavy 
and light industries in Germany. W e  already knew that certain 
amounts of coal, transportation, communications, power, machinery 
and equipment would be needed to keep chinaware, leather goods, 
textile, food-processing plants, and the like in a good state of repair 
and operation. Then it was necessary to decide what kind of ma- 
terials should be produced for export so as to pay for imports of food 
and raw materials. That should be settled by finding out what kinds 
of products would be easy on coal and transportation and the other 
weak spots. What kinds of things would use domestic raw materials 
instead of imported ones, especially if the imports would he ex- 
pensive? Instead oÂ answering such questions, Sir Percy and his 
staff seemed to assume that German industry should again produce 
whatever it had produced before and during the war. This attitude 
ignored both the facts of war damage and the policies of postwar 
adjustment. 

The position assumed by Sir Percy Mills on behalf of his group 
in British military government showed a striking parallel with the 
attitude we had encountered in our own Economics Division hack at 
Bushy Park. It was the revival of an argument that was supposed 
to have been settled many months before so far as official American 
policy was concerned. Nothing was being brought up in the new 
arguments over Germany that had not been thoroughly canvassed 
by the executive departments and by congressional committees at 
Washington during the war. In  the end, a31 these discussions and 
arguments had been codified into a coherent plan. President 
Roosevelt had turned to Secretary Hull at a cabinet meeting in 
August 1944 to ask whether our government had settled upon 
definite measures for dealing with the cartels and the "excessive 
concentration of economic power" in Germany. Stripped of State 
Department phraseology, Secretary Hull's reply was "No." Presi- 
dent Roosevelt then said it was about time the matter was finally 
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settled, and he appointed a cabinet committee consisting of the 
Secretaries of State, Treasury, War and Navy to prepare and submit 
an over-all scheme. 

Almost at its first meeting, this cabinet committee split over ways 
of meeting two requirements for a satisfactory settlement of Ger- 
many's future place in Europe, namely: I )  that the European 
economy as a whole must be highly productive; and 2) that Ger- 
many's future place in the European economy must not let Germany 
dominate or control Europe from a military, political, or economic 
standpoint. 

The basic heavy industries in other parts of Europe had been 
reorganized into a position of dependence upon the industries of 
Germany. Some said that one way to end German control would 
be to uproot the basic heavy industries of Germany, rebuild new 
heavy-industry centers in other parts of Europe, eliminate German 
financial control and management of industries outside of Germany 
and finally let Germany build its economy around agriculture and 
light or consumer-goods industries. German financiers and indus- 
trialists who had been concerned largely with planning and consoli- 
dating their controls over the European economy would have to be 
removed, since it was precisely their kind of economic planning 
which was not wanted. 

Proposals along these lines were prepared in the Treasury Depart- 
ment and put forward by Secretary Morgenthau. Parts of these 
proposals were too drastic and showed too little concern for the 
economic needs of Europe as a whole. Some of the details of the 
Morgenthau Plan leaked to the press. Bedlam broke loose. 

The War Department seized the opposite horn of the dilemma 
and focused attention exclusively on quick German economic re- 
covery, with only perfunctory attention to "prevention of future 
military activity," or to the economic balance of the rest of Europe. 
Ignoring completely the fine points of how German finance and 
industry had been able to control the entire European economic 
system, these proposals stressed rapid and "efficient" industrial 
recovery. The War Department prepared a draft of a handbook 
to be issued to military government officers. This proposed hand- 
book followed the view of the Economics Division of the U. S. 
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Group Control Council at Bushy Park, leaving out all consideration 
of reform in the basic shape of the German economy. 

President Roosevelt became furious when he saw a copy of the 
proposed War Department guide. He  sent a stiff letter to Secretary 
of War Stimson, instructing him to call in all copies and impound 
them, and to find out who had been responsible "all the way up 
and down the line." The President said, "It gives me the impres- 
sion that Germany is to be restored just as much as the Netherlands 
or Belgium, and the people of Germany brought hack as quickly 
as possible to their pre-war state. . . . There exists a school of 
thought both in London and here which would, in effect, do for 
Germany what this Government did for its own citizens in 1933 
when they were flat on their backs. I see no reason for starting a 
W.P.A., P.W.A. or a C.C.C. for Germany when we go in with our 
Army of Occupation. Too many people here and in England hold 
to the view that the German people as a whole are not responsible 
for what has taken place-that only a few Nazi leaders are re- 
sponsible. That, unfortunately, is not based on fact." 

Two documents finally settled the controversy. The first was a 
directive issued in April 1945 by the Joint Chiefs of Staff and 
addressed to the American commander in Germany. This document, 
known as JCS 1067, was kept in a top secret classification until 
October 17, 1945. If it had been released for study, most of the 
wrangling over the Morgenthau Plan would have been unneces- 
sary. Pending final Allied agreements, this directive provided that 
rebuilding of heavy industries, including iron and steel, chemicals, 
nonferrous metals, machine tools, radio and electrical equipment, 
automotive vehicles, heavy machinery and components, should be 
kept to a minimum. Conversion of facilities to the production of 
light consumer goods was to be encouraged. All possible measures 
were to be used to restore transportation services and ph l i c  utilities, 
repair and construct housing, ~roduce coal, and do anything else 
necessary to prevent starvation, disease or serious unrest among the 
German civilian population. 

The exclusion of Nazis from office and from important positions 
in industry and public life was explicit. 

All members of the Nazi Party who had been more than nominal 
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participants, and all active supporters of Nazism or militarism, were 
to be removed from important positions in private enterprises as 
well as in government. No such persons were to be retained in any 
of the listed categories "because of administrative necessity, con- 
venience or expediency." At least it was clear that our forces went 
into Germany with the idea of digging out the members of the 
Himmler Circle and their friends from their cozy quarters in the 
substructure of Europe's economy. 

The directive also gave special attention to the concentration of 
economic control: 

You will prohibit all cartels or other private business arrange- 
ments and cartel-like organizations . . . providing for the regula- 
tion of marketing conditions, including production, prices, ex- 
clusive exchange of technical information and processes, and 
allocation of sales territories. Such necessary public functions as 
have been discharged by these organizations shall be absorbed as 
rapidly as possible by approved public agencies. 

It is the policy of your government to effect a dispersion of the 
ownership and control of German industry. To assist in carrying 
out this policy you will make a survey of combines and pools, 
mergers, holding companies and interlocking directorates and 
communicate the results, together with recommendations, to your 
government through the Joint Chiefs of Staff. You will endeavor 
to obtain agreement in the Control Council to the making of this 
survey in the other zones of occupation and you will urge the 
coordination of the methods and results of this survey in the 
various zones. 

The second document that settled the controversy over postwar 
policy was agreed upon by the heads of the Big Three at Potsdam 
on August 2, 1945. It was known as the "Potsdam Agreement.'' 

The joint conference of the Big Three at Potsdam in July and 
August occurred at a peculiar turning point in European history. 
The British conservative coalition of the war period had been upset 
by the Labor party victory in the July elections. Prime Minister 
Attlee replaced Winston Churchill as British representative midway 
in the Potsdam conference, and Ernest Bevin replaced Anthony 
Eden as Foreign Minister. The British conservative view of German 
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industry had been like that held by our War Department in the 
first sessions of the cabinet committee in Washington. Now the 
change of governments at London replaced the top negotiators. But 
the rest of the British delegation at Potsdam was still composed of 
Tories who shuddered at the very thought of upsetting the prewar 
relations between British and German heavy industry. Looking at 
German industry from a quite different point of view, the Soviet 
delegation was preoccupied with the devastation of territories and 
industries in Russia. They wanted, first and foremost, to assure a 
very large amount of reparation from Germany, and were less con- 
cerned about the rest of Europe. 

Thus it was the task of the American delegation to produce an 
agreement that would assure a productive European economic sys- 
tem and redistribute the balance of economic power in Europe so 
that Germany and German industrialists could not resume a domi- 
nant position. The Soviet urge for quick reparations had to be 
curbed. Indiscriminate reparations, including reparations taken 
from current industrial production, might rebuild an undesirable 
concentration of plant capacity in Germany, even while lowering 
the standard of living of the German working population to a 
depression level. On the other hand, the British conservative urge 
for re-enactment of the Dusseldorf Agreement of 1939 had to be 
blocked, too. Retention of the combines and the old German finan- 
cial and industrial arrangements could give the Germans too much 
control even though plant capacity was cut down. 

Politically, the Potsdam Agreement provided that the reorganiza- 
tion of government in Germany should be directed towards "the 
decentralization of the political structure and the development of 
local responsibility." The same principle was applied to German 
economic institutions. The agreement provided that "at the earliest 
practicable date, the German economy shall be decentralized for the 
purpose of eliminating the present excessive concentration of eco- 
nomic power as exemplified in particular by cartels, syndicates, 
trusts, and other monopolistic arrangements." It went on to direct 
that "In organizing the German economy, primary emphasis shall 
be given to the development of agriculture and peaceful industries." 
The industries that had served as a medium for centralizing power 
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in Germany were the ones that had become overdeveloped. By 
throwing the emphasis on a more balanced German economy, the 
new plan could end the consumer-goods shortage which had been 
an incitement to looting of other countries, and make it impossible 
for any clique of elite guardsmen in striped pants to mobilize the 
German population for such a purpose. 

The decentralization of power meant delegating the work of 
organizing production onto a broader base, throwing responsibilities 
to a greater variety of people operating under common policies or 
principles. Germany, during the period of occupation, was to he 
treated as a single economic unit, in  the sense that common policies 
were to he established, with modifications to suit varying local con- 
ditions. The common policies were to govern: a) mining and indus- 
trial production and allocations; h) agriculture, forestry and fishing; 
c) wages, prices and rationing; d) import and export programs for 
Germany as a whole; e) currency and banking, central taxation and 
customs; f )  reparation and removal of industrial war potential; 
g) transportation and communications. 

The Potsdam plan was far from a sweeping "de-industrialization." 
Measures to build up a productive economy were to be taken im- 
mediately. The occupation authorities were instructed to take steps 
promptly: "a) to effect essential repair of transport; b) to enlarge 
coal production; c) to maximize agricultural output; and d) to 
effect emergency repair of housing and essential utilities." Payment 
of reparations was to leave enough resources in Germany so that 
the people could live without an American WPA. The German 
people were to be given "the opportunity to prepare for the even- 
tual reconstruction of their life on a democratic and basis." 

These constructive steps had a double purpose. Far from remov- 
ing machinery from the coal mines and closing them, the plan 
called for the greatest possible coal production. But at the same 
time it would make no sense to enlarge coal production if Germans 
were allowed to reopen too many of their coal-hungry heavy and 
synthetic industries. Repair of the wobbly transport system would 
not mean much if, at the same time, the Germans rebuilt too many 
of the complicated industries that employed cross-shipping of inter- 
mediate products back and forth across the country in the course 
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oÂ production. For many similar reasons, the attempt to maintain 
detailed central administration of great networks of interconnected 
companies was discouraged. 

Constructive plans for the control of Germany had to put emphasis 
on transportation and fuel because these were the parts of the 
German economy which the air forces had picked for a quick 
knockout blow. In spite of any popular impression that German 
industry as a whole had been knocked out, these were the two weak 
points. The United States Strategic Bombing Survey had found 
that German industry was in operating condition except for 
coal supplies and transportation. Up till April 1944, the 421,656 
tons of bombs dropped by the Allied strategic air forces did not 
even take the starch out of the German economy. The Survey con- 
cluded: "Neither the direct effects of the attacks, nor the indirect 
effects resulting from the drain on manpower and materials, were 
significant. In 1943, the basic industries were not yet strained by the 
demands of war production and marginal reductions in the output 
of basic materials had no effect on war output. The most that can 
he said is that, without the raids prior to the spring of 19-14, the 
basic industries might later on have been somewhat less pressed to 
meet the increased requirements of the armament and reconstruc- 
tion programs." 

In the six months from April to September 1944, another 757,364 
tons of bombs were dropped, with heavy emphasis on transportation 
facilities and oil production and storage installations. These targets 
alone took 336,590 tons with the remaining 420,774 scattered in "area 
bombing" of cities and miscellaneous industrial targets. This homb- 
ing brought a two-thirds reduction in the supply of finished oil 
products, and an even greater reduction in aviation gasoline, as 
against the over-all average of one fifth for all industry. 

After September 1944, there was a still greater concentration on 
transportation and oil targets, for a total of 578,261 tons dropped on 
these installations out of the grand total of 830,959 tons for the 
period. This finale brought the so-called "collapse" of the German 
economy. The Bombing Survey concluded that the continued attacks 
on oil had prevented reopening of oil facilities, and that the heavy 
bombing of transportation in the Ruhr and Rhineland had slowed 
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production of coke and steel and reduced power production. The 
Survey report added: "It seems clear that the devastating blow to 
basic materials was dealt by the strategic and tactical attacks on 
transportation facilities primarily in and about the Ruhr area." The 
transportation attacks cut off coal shipments. Since Germany was 
far more dependent on coal than most other industrial countries, 
the collapse of coal shipments "had decisive effects which were felt 
throughout the entire economy, even in transportation itself. In the 
first quarter of 1945, the shortage of coal set the limit to the opera- 
tion of the German economy, and the lack of transportation facili- 
ties set the limit to the supply of coal." 

The policies agreed upon at Potsdam were not only in line with 
the policies worked out by our own government at Washington, 
but they had another important advantage. Even in the event that 
we could not get the agreement of the other powers on practical 
steps to carry out these policies, still there were constructive moves 
that could be carried out in our own zone. I t  was untrue, as some 
newspapers had claimed, that in  the division of zones we got only 
the scenery, while Britain and France got the industry, and the 
Soviets the breadbasket. Actually, of the eighty-five combines that 
dominated most of German industry, thirty-four had the head office 
and principal place of business in the British zone, nineteen in the 
Soviet zone, five in the French and twenty-seven in the American. 
Furthermore, the greater number for the British zone was offset by 
the fact that most of them were in coal, iron and steel, whereas those 
in our zone covered the greatest variety of industries, and included 
some of those most involved in international cartel deals. 

These facts ahout the situation in Germany were already part of 
the background I had to consider as our plane crossed the North 
Atlantic. Now that the JCS m67 directive and the Potsdam Agree- 
ment had settled the American position, I thought the one serious 
obstacle standing in our way would be the attitude of the British. 
But I soon got forewarning of more trouble ahead. In the waiting 
room in Keflavik, Iceland, were two of my colleagues in military 
government, General McSherry, former head of SHAEF G 5  
and now director of the Manpower Division at Berlin, and Fred 
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Winant, director of Trade and Commerce and brother of the war- 
time ambassador to England. They were westbound for Christmas 
leave. 

General McSherry greeted me with the news that I had been 
"abolished." The Cartels Division had been disbanded the previous 
week. Some functions relating to German assets abroad had been 
transferred to the Finance Division. But a new organization known 
as the Decartclization Branch was to take over the remaining duties 
of the Cartels Division, some of the duties of the Legal Division, 
and all of the I.G. Farbcn Control Office. The new branch in turn, 
along with four other divisions, Industry, Food and Agriculture, 
Trade and Comn~erce, and Reparations, had been swallowed up by 
the very large Economics Division, headed by Brigadier General 
William H.  Draper, Jr. 

Fred Winant added the news that civil service regulations had 
just descended upon the military government organization, so that 
in addition to the usual military red tape, it was now necessary to 
"describe" all jobs in each division and branch according to civil 
service procedures. While Army officers perspired over organization 
charts, job descriptions, and rules for behaving like a lifelong bureau- 
crat, civilian directors were sweating over tables oÂ organization, 
"201" personnel files, staff studies, concurrences, passes, travel orders. 
In the meantime efficiency experts from Washington werc having 
a field day. 

When the westbound plane left we were still waiting for weather 
clearance from London. I sat down to digest the fill-in I had just 
been handed on Berlin, and then began to read a New York news- 
paper for Sunday, December 23, that I had picked up at LaGuardia 
but had not yet opened. In  a statement datelined Washington, 
December 22, Senator Kilgore charged that certain military govern- 
ment officials werc countenancing and even bolstering Nazism in the 
economic and political life of Germany. He  went on to say that these 
officials "take the ~osition that German businessmen are politically 
neutral and that no effort should be made to penalize German indus- 
try or prevent it from recapturing its prewar position in world mar- 
kets. . . . They look forward to resuming commercial relationships 
with a rehabilitated German industry whose leading figures are well- 
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known to them, rather than to striking out on new paths of economic 
enterprise." The Senator mentioned, in particular, General Draper; 
Rufus Wysor, president of Republic Steel Corporation and head of 
the Steel Section under General Draper; Frederick L. Devereux, re- 
tired vice-president of an American Telephone & Telegraph sub- 
sidiary and General Draper's deputy; and Colonel Pillsbury, my 
predecessor as control officer for 1.G. Farben. "Nazi industrial or- 
ganization is not repugnant to them and they have shown every 
disposition to make their peace with it." I recalled Graeme K. 
Howard's book, America and a New World Order, and our previ- 
ous encounter with him at Bushy Park. 

1 had with me a bulletin issued by the Department of State on 
April 2, 1945, making public some documents found in Germany. 
These documents contained plans prepared by the Nazis for a 
future bid for power, based on their industrial holdings and wealth 
concealed abroad. Among other things they had planned to appeal 
to the courts of various countries, through dummies, who were to 
protest the "unlawful" seizure of industrial plants, patents, and 
other properties by alien property custodians. If these moves failed, 
they planned to repurchase the properties through friendly cloaks 
and dummies. 

These were things that could be tested. If Germans had spirited 
away several hundred million dollars, as reported, to furnish a 
nest egg for propaganda campaigns and other operations, we ought 
to be able to detect actual results. 

Another part of the German plan, according to the State Depart- 
ment, was to have German technicians and other experts secure 
positions abroad to circumvent the expected bans on military re- 
search and development in Germany. Such people were to be made 
available at low cost to industrial firms and technical schools in 
foreign countries. It was also thought that German help in the 
construction of modern technical schools and research laboratories 
could be offered on favorable terms, to afford Germans an op- 
portunity for designing and perfecting new weapons. The bulletin 
went on to say that one immediate aim of this German program 
would be to soften up the Allies through a plea for "fair treatment" 
of Germans; and to secure the removal, as rapidly as possible, of 
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Allied control measures. The program was to provide for a rebirth 
of German nationalist doctrines and give the German inner circle 
new bases of operation. 

We arrived at London the afternoon of Christmas Day; and on 
Thursday, December 27, I went with Theodore Achilles, First 
Secretary of the Embassy, to the Foreign Office. We met with 
William Ritchie and two others of the staff of the Honorable John 
Hynd, Chancellor of the Duchy of Lancaster, in charge of German 
occupation affairs. It soon became obvious that someone in our 
Economics Division at Berlin not only disagreed with the official 
Washington policies on cartels and combines, but also had com- 
municated that disagreement to Sir Percy Mills and others in  the 
British clement. 

Negotiations had been under way for two months between the 
State Department and the Foreign Office to break the deadlock 
over the "decartelization law" at Berlin. Mr. Achilles and 1 pressed 
for a firm note from London to Sir Percy Mills. Instead of agreeing, 
Mr. Ritchie told us that we had better get our own lines straight, 
since the position we were taking did not coincide with that held 
by our own Economics Division at Berlin. We pointed out that the 
State Department at Washington and not the Economics Division 
at Berlin fixed American official policy; but the British group turned 
this aside and pressed their advantage for all it was worth. 

Following this setback, Mr. Achilles and 1 prepared to move to a 
"line of retreat" that had been suggested by the State Department 
in the event that negotiations threatened to break down. This 
"line of retreat" would be to suggest that, pending agreement on a 
legal definition of "excessive concentration of economic power," 
we should agree to prepare a list of German combines that were in 
any event clear and obvious cases of the type of economic concentra- 
tion that had to be cut out. Actually it was the British group, in the 
end, that suggested some such solution; and 1 prepared to leave for 
Berlin to undertake the negotiations on this new basis. 

At this point a heavy fog settled on England and the continent, 
holding all air and channel transportation fogbound for several days. 
It was an appropriate comment on our progress to that date. 
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The Hollow Squares 

TURNING Berlin into a seedbed of democracy through the in- 
strumentality of a military organization was, to say the least, an 
ambitious project. After my first introduction to the setup as a going 
concern in January 1946, I thought ambition should be made of 
sterner stuff. 

General Clay's Office of Military Government for Germany (U.S.) 
occupied a former Luftwaffe headquarters. On Saturday mornings 
a panorama of the individuals and problems that made up the core 
of American military government was assembled in General Clay's 
conference room. Four long, polished tables arranged to form a 
closed hollow square occupied the center of the room. Around this 
hollow square sat the thirty-two men who constituted the top staff 
and who headed the offices and divisions of military government. 
For two hours, General Clay talked with each of us, proceeding 
clockwise around the table, hearing reports of progress or failure 
in four-power negotiations or in the execution of policies in  the 
United States zone. 

In another part of the American sector of Berlin w a s  another 
building, this one full of conference rooms, each with its hollow- 
square table. The building, splendid in its park setting, where the 
tour powers set up their Allied Control Authority, was a former 
court of commercial justice. It was now the seat of a strange kind of 
international government. At the top of the ACA was the Control 
Council, composed of the four military governors, whose word was 
law. Next was the Co-ordinating Committee, the four deputy 
military governors, who decided what matters to pass along to the 
Control Council for final approval. Then there were the directorates, 
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corresponding roughly to the executive departments of a govern- 
ment, and in each case made up of the four directors of the ap- 
propriate division. The directorates, in turn, delegated specific duties 
to various committees and working parties. 

To  establish a "democratic" basis for Germany's future, General 
Clay ordered the staff of military government to turn the execution 
of most policies over to "the Germans themselves." We were to 
restrict ourselves to giving advice to the Germans, and "observing" 
the results. If we did not like what we observed, our complaints 
had to be forwarded through military channels. 

Before the occupation was a year old one could begin to observe 
that when the "Germans themselves," meaning the top echelons 
of the German administrative agencies, liked the advice they were 
given, they followed it. When they did not like the advice, there were 
difficulties. One could also observe that advice tending toward the 
re-establishment of the old patterns was well liked. Advice that 
smacked of reform was distasteful. 

By drift and by an inner logic of military organization, military 
government was movingfrom its role as an enforcer of reform 
policies to the role of a trustee or custodian of German "recovery," 
and moving along lines well charted in the habits of past genera- 
tions. Back in the Ruhr, in May 1945, I had seen how the command- 
ing general of the corps area would crack the whip because his 
divisions were not getting the streetcars running and the rubble 
cleared fast enough. The sense of being responsible for the welfare 
of the people transcended directives that would have required this 
responsibility to be turned over to Germans. 

Now, at Berlin in 1946, under General Clay's order that re- 
sponsibilities should be turned over to "the Germans themselves," 
it was the reform policies that were being thrown first to German 
administrative bodies. The directors of divisions watching over 
repair of transport, reopening factories, re-establishing telephone 
lines, allocating coal and other scarce materials, clung tightly to the 
programs they had mapped out and offered arguments for delays 
and exceptions. 

One Saturday morning in February 1946, General Clay discovered 
from the report of the Public Safety Branch that the Transport 
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Division had secured exemptions for several thousand Nazis work- 
ing as supervisors on the railway system. The argument was 
that if the Nazis were removed the trains would stop running. 
This report confirmed a charge which had appeared in several 
unfavorable press dispatches from Germany. General Clay's eyes 
snapped an electric spark across the hollow square to the offending 
division director. He  ordered ail the Nazis removed by the follow- 
ing Wednesday, whether the trains ran or not. 

The Nazis were removed and the trains still ran. But the next 
week it was something else of the same kind; and the next, and the 
next. The net effect was that while parts of the military government 
organized boys' baseball leagues, parent-teacher associations, and 
leagues of women voters, and pasted strips of paper over the 
swastikas in school textbooks, top Nazis and Nazi supporters who 
think democracy ridiculous moved into the key positions in the 
economic and administrative life of Germany, or were never 
thrown out. 

Getting rid of Nazis or finding something useful for ex-Nazis 
to do had been a spectacular proposition ever since the time, shortly 
after V-E Day, when General Eisenhower relieved General Patton 
of his command for saying that the difference between Nazis and 
non-Nazis in Germany was like the difference between Republi- 
cans and Democrats in the United States. But the Nazis were only 
a surface phenomenon compared with the deep-seated and persistent 
mania of the Germans for centralizing authority and concentrating 
power. That the mania was not alone a German one may he 
gathered from what happened when the four occupying powers, 
the United States, Britain, France, and Russia, tried to agree on the 
text of a law to end what the Potsdam Agreement called the 
"excessive concentration of economic power" in Germany. 

The matter had been taken up officially for the first time at the 
second meeting of the Co-ordinating Committee of the Allied 
Control Authority held at Berlin on August 17, 1945, with General 
Clay in the chair. The Co-ordinating Committee had decided as a 
first step to draft a control council law to govern the process of 
economic decentralization. A few days later, at the third meeting on 
August 21, General Clay presented for consideration a draft law 
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which would have set up a four-power Commission for Economic 
Decentralization. The commission would be empowered to investi- 
gate and to order the dissolution of enterprises or the termination 
of contracts having a restrictive or monopolistic effect. Under this 
law, contracts or other arrangements in restraint of trade would 
have been declared illegal, and excessive concentrations of economic 
power in the form of cartels or combines would have been pro- 
hibited. The Co-ordinating Committee could not reach an agree- 
ment and referred this draft to the Economic Directorate for study. 

In the Economic Directorate, the Soviet representatives on Sep- 
tember 12, 1945 offered a counterproposal. The principal difference 
was that instead of leaving it in the hands of a commission to de- 
termine for itself in  each case what constituted excessive con- 
centrations of economic power, this law would have defined large 
concentrations in terms of certain standards of size. The enforcing 
agency would have the right to grant exemptions if there was cvi- 
dence that the exemptions were necessary and would not defeat 
the purposes of the law. The Economic Directorate agreed to use 
the Soviet proposal as a basis for discussion and referred the draft 
to a working party for detailed consideration. 

At this point a serious hitch developed. The new text proposed 
to establish definitions of the practices and the types of corporate 
structure that were to be considered illegal. This became known as 
a "mandatory" type of law. The British objected to a "mandatory" 
law and proposed instead to set up an administrative tribunal with 
power to investigate and make its own rules and regulations. From 
the standpoint of American policy, there were two objections to the 
British "nonmandatory" conception. In  the first place, unanimous 
agreement of the four powers would be required to take action in 
any particular case; whereas, if the Jaw itself defined certain 
standards, subject to certain exceptions, unanimous agreement would 
be required to make an exemption. In the second place, a non- 
mandatory law would violate American notions of constitutionality, 
because such legislation would not tell the German businessman 
in advance what was illegal and what was legal. The enforcing 
agency would make up the rules of the game as it went along. 

During the discussions of the draft law Sir Percy Mills, the British 
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member of the Economic Directorate, had made no secret of his 
strong opposition to any law that would do more than estahlisll an 
administrative tribunal, proceeding case by case, and by unanimous 
vote. H e  had insisted, of course, that his government agreed w i ~ h  
the purpose of the law "in principle." At the meeting of the Eco- 
nomic Directorate on September 27, Sir Percy had stated that he 
could not consider the proposed draft as if it were to be a law, 
because only the Legal Directorate could draft a "law." On Oc- 
tober j, the Economic Directorate forwarded its draft to the Legal 
Directorate to be rewritten in legal form. 

For the next two weeks it had been anybody's guess whether the 
higgling over theoretical legal points was a genuine disagreement, 
or whether the proceedings were being deliberately stalled by de- 
laying tactics. Wide differences in the constitutions, statute laws and 
legal practice of the four occupying powers made a month's delay 
in settling a legal point not an unusual occurrence. But in  this case, 
we had noticed in the cables coming to VVashington from Berlin 
that Sir Percy Mills's grounds for objecting shifted from time to 
time. We had noticed also that he was constantly driving for an 
arrangement with the broadest grounds for making exceptions, 
and one requiring a unanimous vote before anything at all could 
be done. This meant that if we hoped to do more than put ink 
marks on paper, the agreement at Berlin, whatever its form, must 
start some action that could be stopped only by unanimous con- 
sent; and not the other way around. 

On  October 24 the British objections were the subject of a trans- 
atlantic conference by teletype between Berlin and Washington. 
General Clay, along with Ambassador Robert Murphy, his Political 
Adviser; and Charles Fahy, head of the Legal Division; Laird 
Bell, Chicago attorney representing General Draper from the Eco- 
nomics Division; Russell A. Nixon, acting director of the Division 
for Investigation of Cartels and External Assets; and several others 
at Berlin, discussed the question of a "mandatory" as against a 
"nonmandatory" law with representatives of the State Depart- 
ment and other government agencies at Washington. The instruc- 
tions from Washington were clear that the American policy called 
for a "mandatory" law, in the sense that some definition should he 
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included to indicate what types of power concentrations were con- 
sidered illegal. Though Berlin should have wide discretion in 
negotiating the precise content of the definition, the enforcing 
agency must not he left with arbitrary power to pick and choose 
what things to hit and what to miss. In view of the objection of 
the British representative, who rejected even the idea of trying 
to work out definitions of "excessive concentration," the State 
Departn~ent said it would negotiate directly with the Foreign Office 
in an effort to overconle the British opposition. 

By November 27, 1945 the negotiations at Berlin had reached a 
stalemate in the Co-ordinating Committee. At that time the United 
States, French and Russian representatives were in agreement on a 
draft law that conformed with the statements of United States policy 
and the specific directives from Washington. 

The British veto put the matter temporarily on the shelf. It was 
still there when I arrived at Berlin in January 1946, after the con- 
ferences at the Foreign Office in London. When I took over the 
job at Ber1i11 and read the back files of what had been happening 
since September, it became clear that the deadlock had not been 
due entirely to British opposition. During the negotiations, Mr. 
Bell and others from our Economics Division had continued to 
work out "compromises" with the British and had dealt informally 
with the French and Russian representatives in an effort to get 
them to make compromises which Sir Percy Mills would accept. 
This crosscurrent had gone on even after the teletype conference 
of Octoher 24 in which the official Anierican policy was made 
clear. The negotiations had fallen into an almost hopeless muddle 
with the Economic Directorate holding to the British view, and the 
Legal Directorate to the American. There the argument rested. 

As I went over the papers before reopening negotiations, I 
realized that not all of this had been a tempest in a teapot. The 
wrangling, on the surface, was childish; but the future of the big 
comhines in the British-held Ruhr lay in the background. Certain 
phrases in the Dusseldorf Agreement of 1939 began to take on a 
new meaning. The Federation of British Industries had felt at 
that time that Hitler's occupation of Czechoslovakia made no dif- 
ference to the soundness of the wllaboration program with the 
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Reichsgruppe Industrie. Hitler's march had merely "created a 
situation which, while it lasts, has made further progress impossible." 

Now that British troops held the Ruhr, was "further progress" 
possible? In the Dusseldorf Agreement, the British and German 
groups had said that their objective was "to ensure that as a result 
of an agreement between their industries unhealthy competition 
shall be removed.'' 

Looking back on chis agreement after the war, the point was not 
that industries in Britain and Germany had eliminated competition 
among themselves, hut that thcy had done so as part of a new "way 
of life." Private industries wcre to arrange markets to suit their 
own convenience, and then enlist the hclp of their governments to 
beat down opposition. A particular enemy was the antitrust legisla- 
tion in the United States, which stood in the way of this new form 
of private world government. As the men at Dusseldorf had put 
it: "The two organizations realize that in certain cases the ad- 
vantages of agreements betwcen the industries of two countries or 
of a group of countries may be nullified by competition from the 
industries in  some other country that refuses to become a party 
to the agreement. In such circumstances it may be necessary for 
the organizers to obtain the hclp of their governments and the two 
organizations agree to collaborate in seeking that help." This pro- 
vision had been so evidently aimed at the United States, whose 
industries could not legally join in such a scheme, that the head of 
the British Board of Trade, Mr. Oliver Stanley, was questioned on 
it in the House of Commons on March 21, 1939. His reply had a 
double meaning. H e  said, "There is nothing in this agreement in- 
tended to be or that would be in conflict with the interests of 
American industry." 

Now the British element at Berlin, under Sir Percy Mills's dircc- 
tion, was plugging for enough exceptions to make possible a revival 
of the Gcrman cartels and combines under other names. The argu- 
ment was that the combines in heavy industry should be kept intact 
so as to make it easier to ''nationalize'' them. Sir Percy, a hard- 
bitten Tory, was talking like a socialist, as though he favored public 
ownership of industry. It was centralization of power he was after. 
Sir Percy was battling to retain certain focal points of economic 
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power, especially in the Ruhr, to help the British position in in- 
ternational trade. For that, he seemed willing to risk setting the 
German juggernaut loose again. In the background was the need 
to make Br~tain independent of dollar loans. Before Lend-Lease 
came to the rescue in the early stages of the war, practically all 
British foreign investments had heen liquidated to supply the British 
Treasury with foreign exchange, especially dollars, for military 
supplies. Now we could expect some desperate gambles on the 
revival of Germa11 power as Britain tried to write the Declaration 
of Independence in reverse English. 

The wrangling and cross-purposes in the American clement at 
Berlin likewise were not just word battles. Soon after I arrived I 
was asked to attend a meeting of all branch and section chiefs of 
the Economics Division, to explain the policies and program of 
my new branch. We met around the hollow table in General Clay's 
conference room. My explanation was greeted with a chorus of 
objections, especially from men like Rufus Wysor, former president 
of Republic Steel Corporation, who was then head of the Steel 
Section in the Industry Branch. These objections were not directed 
merely at my proposed program, but at the whole policy of rc- 
organizing the Gcrman cartels and combines. All findings of the 
wartime investigations wcre rejected as though we had learned 
nothing. The argument started from the very beginning. "IVhat's 
wrong with cartels, anyhow?" "Why shouldn't these German 
businessmen run things the way thcy are used to?" "What proof 
have you that any of these agreements ever restricted any produc- 
tion?" "German business is flat on its hack. Why bother them with 
all this new stuff?'' 

Given a little time, it is not hard to meet arguments of the 
"What's wrong with that?" variety. The question was how to do 
it at Berlin, in fivc-minute snatches, when dealing with people who 
felt no hesitation ahout rejecting official policies, and who claimed 
to have no knowledge of the things on which the official policies 
had been based. For one thing, the documentation to hack up the 
policies was in thousands of volumes of testimony, government re- 
ports, and court records in the United States. At Berlin, where we 
were supposed to execute policy, not make it, we had only the 
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documents one could carry in a brief case or send hy pouch. Mr. 
Oliver Stanley had been right when he told the House of Commons 
in 1939 that there was nothing in the Dusseldorf agreement "that 
would he in conflict with the interests of American industry," if 
we were to judge hy the men from American industry who staffed 
our Economics Division. 

After the first barrage of questions from General Draper's 
assembled hranch and section chiefs, I knew that this was to he a 
job requiring patience. The fact that the gentlemen of our Economics 
Division found it easier to agree with Sir Percy Mills than with the 
policy of the Washington government was not an isolated phe- 
nomenon. We could expect difficulty on every kind of economic 
reform. The director of the Federation of British Industries had 
heen quoted in the London Times on his return from the Dussel- 
dorf conference of 1939 as saying that "Their talks in Germany were 
conducted in a very friendly spirit, with the great desire on both 
sides to see the other man's point of view.'' I wondered whether 
I could look forward to meetings around the hollow squares in 
Berlin with gentlemen who would show "a great desire to see the 
other man's point of view." 

C H A P T E R  14 

Reducing Exercises 

T H E  slogan that Sir Percy Mills used as a battle cry in the argu- 
ments at the Economic Directorate in Berlin was that "great size 
alone is not excessive coucentration of economic power." His fa- 
vorite dictum was that passing a law against certain practices or 
certain types of corporate organizations was the same as convicting 
the German companies of a crime. He  was fond of combining the 
two ideas and exploding with the question, "Is it a crime to be big?" 

This kind of argument served very well in four-power negotia- 
tions. Because of language difficulties, it was never possible to 
express complicated thoughts without the greatest difficulty. A short, 
sharp challenge which begged three or four questions was a good 
way to throw any discussion into the wildest confusion. One was 
always forced to remember that four languages were being spoken: 
English, FI-ench, Russian and American. Even with perfect transla- 
tion hy all the interpreters, there was still too much time lag for 
any complicated rejoinder to be effective. With average translation 
by the interpreters it required constant ~ractice to speak simply 
and LO be accurate. 

Before we undertook to prepare an answer to Sir Percy on the 
question of whether or not it was a "crime" for a German com- 
bine to he too big, we had some matters to get straight within the 
confines of our own military government orga~zation. Differences 
within General Clay's own Economics Division over the interprc- 
tation of the directives were so violent that some of the hranch and 
section chiefs had reached the point of incoherence. 

I found that in the months I had heen away, my two predeces- 
sors had, in turn, become involved in sharp disagreements M > ~ ~ ! I  
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General Draper and his staff in the Economics Division. Colonel 
Bernstein had resigned in October 1945. Russell Nixon, who fol- 
lowed Colonel Bernstein as acting director of the Cartels Division, 
had resigned on December 15, 1945, at the time of the reorganiza- 
tion that made the new Decartelization Branch a part of the Eco- 
nomics Division. 

In one of my first talks with General Draper, I found that the 
investment banker's view was uppermost. He was fundamentally 
opposed to the idea that the cartels and combines required imme- 
diate reorganization, and was convinced that the "experienced Ger- 
man management" had to be retained. He considered Colonel 
Bernstein and Mr. Nixon impetuous, if not ruthless, in their con- 
stant pressure for action to replace the old Nazi and Nazi-support- 
ing managements and to reorganize the big companies. T o  start on 
a fresh footing, I said that I believed the question of how to go 
about eliminating the cartel system and reorganizing the German 
combines should be accepted as part of the whole economic pro- 
gram. General Draper disagreed. In his view, the war, the bomh- 
ing, the division of Germany into zones, and the fact of the occu- 
pation itself, meant that the cartels as such no longer existed and 
that the combines were "flat on their backs." There was no need to 
take action in these first years of the occupation beyond enacti~lg 
a law to declare certain practices illegal in the future. The cur- 
rent economic program should be one of economic recovery. Until 
the German economy was in a "rcaso~~able" state of operation, it 
would be unnecessary, and in fact harmful, to undertake "drastic" 
reforms. Therefore a program to eliminate "excessive concentra- 
tion" was not to be an important part of the immediate plan. 

I countered by citing two specific hoohy traps that had shown up 
in my first talks with General Draprr's hnnch and section chiefs. 
First, it was expected that a reparations program would take ccr- 
tain surplus industrial plants out of Germany. The way in which 
these plants were selected could have an effect on the shape of the 
future German economy. If the plants belonging to the few inde- 
pendent industrial firms were removed, while those belonging to 
the large combines were left intact, the degree of control left to 
the management of the large combines would be increased. Sec- 
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ond, the Industry Branch and certain appointed German authori- 
ties were jointly handling the allocation of coal and other scarce 
raw materials to industrial plants. Under General Clay's order, this 
authority was to he turned over more and more to the Germans. 
The power to allocate was the power to withhold. If materials were 
allocated to plants of the big combines and withheld from plants 
of independent firms, the proportionate power of the combines 
would he increased. If materials were allocated for the revival of 
the heavy industries and withheld from the light industries, the 
resulting economic balance would be the opposite of what we 
wanted. 

The allocation authorities were already withholding materials 
fi-om plants which were expected to he removed as reparations; so 
that even though plants of independents might not he removed for 
some time, the eflect of letting combineawned plants get further 
allcad of the independents in material allocations would be the 
same as actual dismantling and removal. I suggested that the De- 
cartelization Branch should work with the Industry Branch on 
interpretations of the reparation and allocation policies, since re- 
forms of this kind would have to be built in from the beginning. 
They could hardly be carried out at some future date, after Ger- 
many's industrial plant had been rebuilt according to another 
blueprint. General Draper did not concur. H e  held that if we "de- 
cartelized" the big combines properly, there would he no differ- 
ence between industrial plants owned hy the combines and those 
owned hy independent firms. There would he no need to "dis- 
criminate." 

At the end of these conversations, I felt like a doctor confronted 
with a patient who weighed three hundred and sixty pounds, who 
was too big for his own good, and who was always stepping on the 
toes of innocent bys~anders. General Draper was saying that if I 
" r c d ~ ~ e d "  the patient properly, there would he no need to change 
],is weight, shape, or size, or to take any fat off him. Also, once 
we had him properly "reduced," it would not be necessary tn take 
any special steps to stop him from tramping on other people. 

Echoing the "recovery first, then reform" idea, the other branches 
of the Economics Division promptly made it clear that they did not 
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want advice on the relation hetween the cartel policy and their par- 
ticular operations. That could wait until later. 

The control of I.G. Farben plants, however, and the disposal of 
these facilities, was a requirement that could not wait for a period 
of "reform" after Germany had "recovered." By order of the Con- 
trol Council in its Law No. 9, approved in November 1945, the 
I.G. Farben plants had already been seized, the bank accounts im- 
pounded, and tbe old management ousted. Those plants which were 
to he given up as reparations had to be selected. Plants having 
only a wartime use had to be picI<ed nut and dismantled. Plants 
that were to reopen under new management had to have managers. 
Scientific research in the F a r k n  laboratories had to be supervised 
to prevent further work on new military weapons. 

Here again I had something to learn. As Control Officer of I.G. 
Farbenindustrie, despite the language of the Control Council's 
order I was not actually to carry the responsibility for executing 
Law No. 9 in our zone. I must immediately delegate many functions 
to other branches over which I had no control. I found that the 
Industry Branch was to make the selection of plants to be shipped 
as reparations, dismantled, or reopened, and to pick the persons 
"qualifiefl to operate the reopened plants. Another branch was to 
control scientific research. Still another branch had custody of the 
impounded funds and responsibility for preventing unauthorized 
dissipation of the assets. By military theory all responsibility rested 
on the shoulders of the commanding general, and everyone else was 
an adviser only. Stripped of special military language, then, my job 
was to sit with the French, Ijritish and Soviet control officers and 
try to arrange a plan for final disposition of the I.G. Farben proper- 
ties. Meanwhile, with the help of a small staff, I was simply to 
ohserve what the Germans and the other branches of military gov- 
ernment did with the property. 

In the same way, my over-all job as head of the Decartelization 
Branch was to try to get British, French and Soviet representatives 
to agree on the text of a law to prohibit the "excessive concentra- 
tion of economic power" in Germany, while assembling a staff of 
lawyers, economists and investigators to make recommendations 
through General Draper to General Clay on any steps we might 
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think necessary. On matters of initiating reforms we were to follow 
the military rule that the man at the top took all the blame and had 
all the say. The written orders from Washington meant whatever 
the commanding general at each level said they meant. What he said, 
in turn, depended ou what his staff furnished him as proposals to 
be approved or rejected. But when it came to criticism of orders 
from Washington, we discovered that army officers were protected 
by the "civilian" rights of "free spcech" instead of being subject to 
the military formula that "orders is orders." 

We soon found that the decartelization law negotiations were 
not the only ones in which violent divisions of opinion existed 
within the American headquarters. The same kind of thing had 
been happening to the arguments over the economic unification of 
Germany and the level of heavy industrial production. The physi- 
cal plants of German industry, except for spectacular but superficial 
damage to the buildings, had come thl-ough the bombing and 
fighting very largely intact. After the fighting it was lack of 
transportation and coal that kept the plants closed. The United 
States Strategic 130mbing Survey showed that the temporary stop- 
ping of production was quite different from "dcstruction." Actual 
destruction of physical plants had amounted to some 15 or 20 per 
cent of the expanded wartime capacity. The rest of the machines and 
equipment could operate if they had coal to burn and transport to 
bring raw matel-ials. 

Under the Potsdam Agreement as much of the coal as possible 
was to be fed into light or consumer-goods industries. These were 
the ones to be encouraged in postwar Germany, and the ones of 
xvhich Germany had few enough to begin with. On  the otller hand, 
there was the heavy-industry concentration of the Ruhr that the 
industrialists of the 1920's had deliberately C L I ~  off From its former 
balance with the heavy industrial areas of French Lorraine. The 
proposal, then, was to take some of the heavy-industry plants out 
of the Ruhr, where they could not hope to have coal and iron ore 
for years to come. This excess equipment was to be used to restore 
heavy-industry areas in France, Belgium and other countries which 
had been the victims in Germany's economic war. The principle 
was clear, hut the details had to be worked out. 
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The first steps in working out the details were the four-power 
negotiations that started in the Economic Directorate in the fall of 
1945 and concluded with the Level of Industry Agreement of 
March 29, 1946. The path to this agreement was not strait and 
narrow. The American and British elements were working toward 
a restoration of the Ruhr as a center of economic power. Both ele- 
ments brushed aside the German labor unions and joined forces 
with the industrialists. The Soviets preferred the political arena 
where numbers count and they might hope to gain support from 
organized labor, which was being so pointedly ignored by the 
Americans and British. The failure of the American and British 
elements to make any overtures to middle-of-the-road labor groups 
is still one of the unexplained phenomena of the occupation. 

The French position was fairly clear. Even though the French 
had not themselves been a party to the Potsdam negotiations, they 
had a great deal to gain and nothing to lose by a straightforward 
execution of the part of the Potsdam Agreement that dealt with 
reparations and the level of German industry. 

The British position was a little more complicated. The British 
held the Ruhr. At home Britain was short in raw-steel capacity. 
If they allowed steel production to rise in France and remain low 
in Germany, British experts felt that their chances of getting their 
hands on raw steel for the British processing industries would be 
remote. Whoever has raw steel-in this case it would be the 
French - wants to process it. If the British were to get new sup- 
plies of raw steel for their processing industries, they would have 
to build steel plants in Britain; or, since they were in control of 
the Ruhr, they could hold out for enough surplus steel capacity to 
supply their additional requirements, as well as German needs. Sir 
Percy Mills plugged for two things: a high rate of steel production, 
and authority for the zone commander, in this case the British com- 
mander, to interpret and carry out agreed four-power policies. There 
were to be no "international" commissions or controls if they could 
be avoided. International agreements on the level of generalities, 
yes. But international interpretation and applications, no. 

The Soviet position was peculiar in another direction. The Rus- 
sians wanted reparations out of Germany, either in the form of in- 
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dustrial plants or of finished products. They began packing and 
shipping factories almost as soon as the shooting stopped in 1945. 
But then trouble developed. Many of the factories proved useless in 
their new setting, which was an economic desert. The scorched- 
earth policy had left none of the satellite industries that are needed 
to supply special equipment and services to a big plant. A large part 
of I.G. Farhen's "Leuna works," the synthetic-gasoline plant near 
Leipzig, was packed up and shipped eastward in August 1945. Be- 
fore many months, however, the carloads of equipment from Leuna 
were heing shipped back again and put into operation on the orig- 
inal site. 

This situation led to a sharp disagreement. The Russians at- 
tempted to designate some plants as reparations, but operate them 
in their original location in Germany. The other powers held this 
to be a violation of the reparations policy. The reason given at first 
was that taking "reparations from current production" would leave 
a dangerously large number of industrial plants inside Germany. 
That it was a mistake to leave the Germans with a large industrial 
potential to pay reparations had been one of the great lessons of the 
other war. But by the end of 1946, the cry against reparations from 
current production was to he based not so much on the danger of 
industrial potential in Germany, as on the fact that it would subtract 
from the total goods available to the German population. That 
would force the United States and Britain to import materials into 
Germany at their own expense to help support the Germans. 

Another point where Russian policy crossed with the others, and 
with British policy in particular, was in the matter of international 
control. The British and Russian forces had their respective rea- 
sons for wanting to retain independent authority to interpret agreed 
policy in their own zone of occupation. But, for other purposes, 
both also wanted "unification." A feud was inevitable over what 
kind of unification. The Russians wanted the political unification of 
a central German government. The western powers preferred the 
economic unification of industry and trade. 

In the beginning, in 1945, the lines had not yet been drawn on 
the issue of "economic unification," which later became the chief 
bone of contention. It was only after the level of industry agree- 
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ment that the Soviets began to insist they could not agree to make 
Germany one large free-trade area, without a corresponding agree- 
ment on a government for the whole of Germany; and the western 
powers said they could not agree to discuss a central government 
until trade barriers had been removed and Germany was function- 
ing as a single economy. 

The four-power arguments in the early stages of the occupa- 
tion, beginning in the summer of 1945, left real recovery and re- 
form on the sidelines. To  get the political support of large land- 
holders the occupying powers might abandon land reforms needed 
for agricultural recovery. T o  get the support of established industrial- 
ists, coal might be given to the politically most powerful. For the 
same reason, licenses to engage in business might be so allotted as to 
restrict new production, instead of expediting it. W e  knew that 
Germany was almost bound sooner or later to become a football. 
Once it did, recovery would follow the same lines as in the past. 
Therefore it was especially important to keep the issues clear; 
but the Americans at Berlin, especially on the economic side, 
dropped the ball, fumbled, dropped it again. Everything got very 
muddy. 

The Potsdam Agreement had been in effect for two months 
when Dr. Don Humphrey, adviser in the Economics Division, cir- 
culated a memorandum dated October 15, 1945 in which he pro- 
posed that the intentions of the Potsdam directive should be re- 
versed, that coal should be kept and used industrially in Germany 
instead of being furnished to countries like France, and that the 
greatest emphasis in German production should be on highly man- 
ufactured items like machinery. He  said: "It is recognized that the 
claims of the nations importing coal are persuasive, and that for the 
moment we are operating under a directive. [Italics added.] Never- 
theless, the point must be driven home that this decision is tanta- 
mount to subsidizing the coal-importing nations from the German 
economy, thereby forcing us, the Americans, to subsidize the Ger- 
man economy. Coal is, and during the next year will remain, the 
factor limiting production. It should therefore be used in the man- 
ner best calculated to limit our liahilities-that is, to balance Ger- 
many*~ foreign trade. This means that at the earliest possible mo- 
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ment, coal should be converted into the most valuable form for 
export. This probably is machinery." 

The "moment" during which "we" were operating under the 
Potsdam directive soon passed, and in a short time it was fashion- 
able to say that the economic decisions at Potsdam had "proven 
unworkable." Two years later, the press was reporting a remark by 
Dr. Humphrey at a meeting in Paris to the effect that the Potsdam 
Agreement was a "dead duck." 

The "duck" had begun life as a very sick chicken. Early in the 
fall of 1945, even before Dr. Humphrey's memorandum, Dr. Calvin 
B. Hoover, Duke University economist, had been hired as an 
adviser by the Economics Division at Berlin. His assignment was 
to prepare specific proposals for reducing German heavy industry 
and building tip the light industries. His report was to he used as a 
basis for establishing the American position on details during the 
four-power discussions then in progress on the level of German 
industry. 

The report by Dr. Calvin Hoover, instead of showing how the 
economic readjustments required by the Potsdam Agreement could 
be carried out, argued that they were impossible. Looking at Ger- 
many alone, and largely disregarding effects on other European 
countries, the Calvin Hoover report urged restoration of Germany 
along the lines of its prewar and wartime economy, with a high 
degree of emphasis on heavy industry and the retention of coal 
and semifinished products inside Germany. Proposed coal exports 
to coal-consuming countries like Belgium and France were to be 
cut down and iron and steel production schedules in Germany 
boosted. The theory was that this would be the quickest way to get 
valuable exports out of Germany to exchange for food and raw 
material imports, thereby limiting American expenditures. 

At that time no Marshall Plan was being discussed. Therefore, 
the presumption apparently was that delayed recovery in other 
parts of Europe would not add to the burdens of the American tax- 
payer, whereas the slightest delay in German recovery would en- 
tail added costs to be paid by the United States. 

The United States ultimately took it on the chin both ways. The 
coal that was kept in Germany was allocated largely to rehabilita- 
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tion of the heavy industries instead of producing exportable goods. 
As late as 1947 we were still finding glass factories and other light- 
industry establishments which were all set to produce for export, 
but which were still shut down for lack of coal. Coal and machin- 
ery, meanwhile, were being poured into "rehabilitation" of heavy- 
industry plants. The export program lagged behind estimates, re- 
quiring more and more dollars in food and raw materials from the 
United States. Later, when the Marshall Plan came along, the extra 
costs of delayed recovery in the other European countries which 
had been deprived of German coal also fell on the backs of Ameri- 
can taxpayers. 

When the Level of Industry Agreement was finally reached in 
March 1946, the British appeared to have lost their argument for 
a very large German iron and steel capacity. Germany was allowed 
to retain enough plants to produce 7,joo,ooo tons per year or about 
a third of the wartime output; but actual production was not to 
exceed 5,800,ooo tons in any year without approval of the Control 
Council. However, even with the agreement signed, the argument 
did not stop. By July 1947, though the steel industry of the Ruhr 
was producing at the actual rate of about 2,500,000 tons a year, the 
United States and Britain agreed to raise the ceiling on production 
from the four-power agreed figure of j,8oo,000 tons to a new figure 
of 10,7oo,ooo tons per year. French protest held up the conclusion 
of this new agreement until three-power negotiations were under- 
taken in London, but finally the French had to capitulate. They got 
only the promise of a little more coal from Germany in the future, 
after German production had increased. 

Throughout the time from March 1946 to the new jump in per- 
missible steel production in this London agreement of 1947, a 
stream of American "experts" was brought to Germany on short 
visits to see the German economy at first hand, under the guidance 
of the Economics Division. The reports of these visitors echoed the 
conclusion that German recovery demanded greatly increased em- 
phasis on heavy industries. In their reports the visitors frequently 
referred to the "proven impossibility" of something which no one 
had yet tried to do. With equal frequency they reported the "mount- 
ing chaos" that was supposed to have resulted from the ruthless 
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"Morgenthau Plan of deindustrialization." Other damage was al- 
leged to have been done by drastic reforms and alterations that 
were never actually imposed upon the German economy. It became 
customary to refer to the urgent necessity for "reversing the former 
policy of destroying German industries." 

These comments on Germany became standard fare in the United 
States within a year after the occupation began. At this point no 
steps had been taken to carry out an "antitrust" policy anywhere 
in our zone of Germany except for two cases: the seizure of plants 
and assets of I.G. Farbenindustrie; and, in February 1946, the 
appointment of a trustee to administer the coal wholesaling firms 
in our zone that had belonged to the big Ruhr collieries. Yet the 
impression was now being conveyed to the American public that 
the lag in Germany's recovery was to be ascribed not to German 
indifference or apathy, or to deliberate sabotage of recovery by the 
old management groups, evidence of which had been steadily ac- 
cumulating, but to the decartelization program and the removal of 
Nazis from high positions in business management. With Heinrich 
Dinkelbach of United Steel running the iron and steel industry of 
the British zone; with Ernst Helmuth Vits of VGF running the 
synthetic textile program; with Hermann J. Abs of the Deutsche 
Bank moving up fast as a "financial adviser"; with Hugo Stinnes 
and the men of the coal syndicate being groomed for the expected 
bizonal coal authority; and with all the others "back again and 
better than ever," it was hard to discover which important Nazis 
were supposed to be missing. 

Public impressions of what was happening in Germany changed 
swiftly from the time when reforms had to be delayed in the interest 
of recovery to the time when delayed recovery was blamed on the 
drastic reforms. Looking back, it is hard to fix the particular mo- 
ment at which the transformation took place. If the German heavy 
industrial "fat man" had actually been reduced, when and how was 
it done? 
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Sabotage 

WHILE the Economics Division was beginning to complain of 
impediments to German recovery, any such remarks aimed in our 
direction were gratuitous. For a long time, as far as German com- 
bines were concerned, we had no authority to do more than plan 
steps for the future. When our plans were finally worked out, they 
took account of the need for a sound economic recovery and were 
approved in principle by General Clay. The only reorganization 
which had been sanctioned by a four-power agreement was that of 
I.G. Farben. While we waited for four-power agreement on a broad 
program of reorganization for other combines, or for General Clay's 
permission to proceed alone in our own zone, we concentrated our 
efforts on the Farhen plants. The idea was to use the reorganization 
of this one giant as a proving ground for ways to handle the others; 
hut eventually it stood out as the only industrial reorganization that 
our military government attempted -a dance of the skeletons in the 
army's "greatest show on earth." 

Colonel Pillsbiiry, my predecessor as control officer for I.G. Far- 
hen, had established a Control Office at Griesheim, near Frankfurt, 
with a staff of thirty officers. T o  get ready for the first meeting of 
the four-power Committee of Control Officers in the last of Janu- 
ary 1946, General Draper and I agreed that we should ask for a 
report from our I.G. Farben Control Office on the condition of 
Farben plants and assets in our zone, and on what, if anything, 
had already been done since the seizure of the properties on July 5, 
1945. Several officers came up from Griesheim to prepare the report. 
We discussed the project first in General Draper's office before they 
went off with their papers and figures to write the story. I noticed 

that Senator Kilgore's blast in the press on December 23, 1945 was 
still fresh in the minds of General Draper and the men from Gries- 
heim. They were eager to make a good showing in the number of 
~Iants  made available for reparations, or destroyed as primary war 
plants, and in the controls that were being maintained over the 
properties that remained. 

We presented the finished report to the three other I.G. Farben 
control officers at the first meeting of the four-power committee, 
and furnished copies to the Economic Directorate. We also pre- 
sented a tentative plan already prepared at Griesheim as a basis 
for the reorganization of the I.G. Farben complex into separate 
economic units. 

Much of the report became inaccurate with the passage of time 
because it had been written in optimistic double meanings. Plants 
were listed as "declared available for reparations,"which sounded 
like an accomplishment. Later many plants were withdrawn 
by the Industry Branch pending "further study" of Germany's 
needs, or they were included in General Clay's blanket order to halt 
reparations deliveries until the Russians agreed to economic unifica- 
tion of Germany. Plants listed "to be destroyed as war plants" were 
actually treated much less drastically. Parts which could be con- 
verted to some other use were retained and reopened. At Gendorf, 
for example, was a poison-gas plant which had used slave labor from 
Auschwitz and in turn had supplied both gas and candidates for 
the Auschwitz gas chambers. Part of the Gendorf complex was a 
plant producing ethylene glycol, an intermediate product in the 
manufacture of poison gas, hut also used as an antifreeze. This 
was retained for peacetime use. 

So with other parts of the war-built plants. Reinforced concrete 
bomb-resistant buildings which could serve as warehouses were 
saved. Sheli-ioading equipment that could be adapted to some other 
use was kept. Only the few buildings and the equipment that 
could not possibly he turned to some other purpose was blown up 
in a spectacular demonstration of our "determination to extirpate 
the German war machine, root and branch." 

While much of this was explained as only good common sense 
-saving as much as possible from the wreckage-we found that 
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more often than not a "bargain-basement" mentality was dictating 
the action. The German cellar was becoming cluttered with things 
that could be had cheaply and might come in handy some day. 

On one of my first return trips to the Ruhr in February 1946, 
I found that an armor-plate mill at Haspe, designed to roll the 
heaviest sections, was being prepared with all its slow and pon- 
derous bulk to roll thin sheets for transformers or for tin-plating. 
I knew from my own work in steel plants that this was a far cry 
from the efficiency of a high-speed continuous strip mill- which 
can not be converted, by the simple turn of a screw, into an armor- 
plate mill. 

Without wasting time in argument with the industrial brains 
who were pawing through the German junk-pile looking for sal- 
vage, the four-power I.G. Farben Committee set up a working 
party to study the entire maze of Farben plants in all four zones. 
The working party was to find out which plants or groups of 
plants could be operated economically as separate units. The raw 
materials must be either self-contained in the unit or available on 
the open market; and the products must be salable. With those in- 
structions, the working party got busy, and by January, 1947, we 
had four-power agreement designating twenty-one separate manu- 
facturing units and seven mining and extractive units in the United 
States zone, employing over eighteen thousand workers, out of the 
complex of nonwar plants that had employed about thirty-five thou- 
sand. Within another six months, practically all the remaining plants 
had been grouped into a total of fifty separately operating units. 
At the same time, similar units were being' carved out of the Far- 
ben properties in the other three zones. 

We designated other working parties to line up questions on 
patents and trade-marks, on I.G. Farbcn's former stockholding in 
other firms, on international and domestic cartel agreements, and 
on the formerly centralized selling and accounting arrangements. 
We reached agreement on the American proposal that in each zone, 
pending final decisions establishing the new ownership of the sep- 
arate units, the control officer might designate a trustee for each 
unit and transfer the legal ownership of the properties from the 
Allied Control Council to this trustee. 
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We knew these first steps had a great weakness. They left the 

physical and economic basis of the old I.G. Farben empire intact, 
except for the removal of common financing and selling, central- 
ized accounting, and centralized direction from a single board of 
managers and supervisors. If German trustees could be found to 
operate the plants independently in good faith, and not under secret 
agreements to "co-ordinate" their activities through the ousted man- 
agement, there was a chance that plant groups which formerly had 
concentrated on particular products or on intermediate raw mate- 
rials would branch out and manufacture whatever products they 
could sell. In that way the old interdependence of plants and cross- 
shipping of intermediate products would be replaced by a new pat- 
tern of independent and possibly competing chemical industries. 
Such independent industries would be easier for single German 
states to control or to take over. But if the new trustees were stooges 
and stand-ins for the old guard, the accomplishments of this reor- 
ganization would be nil because the old ties would remain intact. 

We knew that those of the old management who were not in 
jail still met secretly but regularly at Frankfurt and other places in 
the western zones and planned for the day when they could once 
more weave I.G. Farben hack together. At one time the manager 
installed by the Industry Branch to run the big Farben plant at 
Hochst reported work stoppages and other production troubles 
which he blamed on our German custodian. Upon investigation we 
found that the manager himself was attending meetings of the 
ousted management in an abandoned store in Frankfurt and was 
building a bad production record to discredit the new setup. When 
I ordered the manager removed from the plant, the Industry Branch 
complained that we had taken away an experienced and indis- 
pensable operator. He  stayed fired, however, and the plant contin- 
ued to operate; but the ex-manager kept turning up at meetings 
of the chemical association for Greater Hesse, where the other 
German industrialists accorded him as much respect as formerly. 
There was no law to touch him or the association. 

In the first year of the reorganization, the initial thirty "independ- 
ent units" in the United States zone were operating on the whole 
successfully and some were even producing more than ever before, 














































































































































