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To Curt Prendergast, my first boss at Time magazine. In the summer of 1966,
he asked me to investigate what happened to Belgium’s central bank gold
during World War II. That started my long interest in this dramatic saga.




A NOTE ON THE MAPS


Maps are not to scale, and intended only for reference to show the movement of gold throughout Europe during the specified time periods.
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PROLOGUE


In early spring 1945, the Third Army of General George Patton, Jr. was rolling across Germany, crushing the dispirited Wehrmacht in its path. His G.I.s had already scored victories on the Normandy beaches, bailed out the Battle of the Bulge, and crossed the Rhine River into the Third Reich’s Vaterland late in the evening of March 22. In a special message to his men, Patton bragged that between late January and late March, “You have taken over 6,400 square miles of territory, seized over 3,000 cities, towns, and villages including Trier, Koblenz, Bingen, Worms, Mainz, Kaiserslautern, and Ludwigshafen. You have captured over 140,000 soldiers, killed or wounded an additional 100,000, while eliminating the German 1st and 7th Armies. Using speed and audacity on the ground with support from peerless fighter-bombers in the air, you kept up a relentless round-the-clock attack on the enemy. Your assault over the Rhine at 2200 last night assures you of even greater glory to come.”1


Along the way, the general wrote doggerel verse about warfare such as:


For in war just as in loving,


You must always keep on shoving,


Or you will never get your just reward.2


On April 4, Patton’s 358th infantry regiment captured Merkers, a village in central Germany about 80 miles northeast of Frankfurt and 180 miles southwest of Berlin. The whole area around there was known for its salt mines. Some of them had thirty miles of tunnels. The area’s dense forests gave it the nickname “the green heart of Germany.” The 358th was in the process of cleaning up pockets of enemy resistance and arresting retreating German soldiers trying to disappear into the sea of refugees. When the G.I.s went through Merkers, they heard rumors that the German Reichsbank had been moving gold there in recent days, but nothing was confirmed, so they moved on and set up a command post in Kieselbach a mile and a half down the road.3


At 8:45 on the morning of April 6, American military policemen Clyde Harmon and Anthony Klein, two privates first class, were guarding a road, when they stopped a pair of French women entering Kieselbach on foot. They were violating the U.S. Army curfew that prohibited civilians from being on the streets. One of the women was obviously well along in her pregnancy. The two explained that they were displaced persons from Thionville in northeastern France and were on their way to a midwife in Kieselbach to deliver the baby. The women were taken to the Provost Marshal’s Office and questioned. Their story seemed honest, and they were offered a ride back to Merkers.4


PFC Richard Mootz, who spoke German, drove them. When the three entered the town, the soldier asked the women about the huge Kaiseroda mine facility that they were passing. Sitting in the middle of a green valley of rolling hills, it looked more like a steel mill than a mine. There were large brick buildings plus bridges and cobblestone streets. It resembled a small village. Smokestacks and a giant elevator dominated the skyline, but they were no longer operating. The women explained that the Germans had recently stored gold and paintings underground there, adding that it took local citizens and displaced people three days to unload the first train. PFC Mootz passed the information up the chain of command to Colonel Whitcomb, the chief of staff, and Lt. Col. Russell, the military government officer.


Armed with that information, Russell immediately went to the mine with a few G.I.s where he talked with other displaced people and local Germans, who corroborated the French women’s story. Mine officials told him that the assistant director of the National Galleries in Berlin was also there to care for confiscated artworks. A British POW, who had been captured in 1940 and was working at the mine as a mechanic’s assistant, told Russell that he had helped unload the gold. The soldiers learned that there were five more entrances to the labyrinthine mine, with one of them still behind enemy lines. Russell immediately ordered a tank battalion to guard the entrances and arrested all the mine executives.5


On April 7 at 10:00 A.M., Lt. Colonel Russell, accompanied by mine officials, soldiers, and Signal Corps photographers, entered the mine. The group immediately noticed at the entrance several hundred bags. When they opened them, they found them full of Reichsmark currency, which the Germans had apparently left behind in their rush to escape. Soldiers later found over a hundred more in another location. They determined that each sack contained one million Reichsmark. They also found a locked steel door and speculated that they would find more valuables behind it. Germans told the G.I.s that it was called simply “room number eight.” At 2:00 P.M., soldiers attempted unsuccessfully to open the vault’s door and then left.


With all that evidence in hand, Russell interrogated Werner Veick, who worked for the Reichsbank, Germany’s central bank, and said that he had been part of a group that recently brought gold, along with both German and foreign currencies, to the mine from Berlin. He said most of it was stored in the room behind the steel door. Russell quickly sent word to his superiors that there was a vault that reportedly contained gold and other valuables. Eventually the news reached General Patton, who ordered the soldiers to blow off the door the next day and find out what was inside. In the meantime, reinforcements were sent to guard the mine.


The next morning, a group led by Lt. Colonel Russell was back at the mine to blast their way into the vault. They gathered up both Kaiseroda officials and Paul Ortwin Rave, the curator of the German State Museum, to investigate what was underground. Newspaper photographers and reporters traveling with Patton’s army accompanied them. The soldiers tried at first to get into the room by digging around the door; but when that didn’t work they blew a five-foot hole in a masonry wall.


Inside, the soldiers found riches to rival King Solomon’s mines. The room was approximately 75 feet wide, 150 feet long, and had a 12-foot ceiling. Bags of gold bars and gold coins were neatly arranged in rows only a few feet apart. The G.I.s broke the seals of a few bags to confirm the contents and then resealed them. At the back of the room were 207 battered suitcases, boxes, and packages in addition to 18 bags containing gold or silver jewelry, gold watches, and other valuables. Much of it appeared to have been flattened with a hammer to fit as much as possible into the containers. The soldiers speculated it was war loot collected by Nazi soldiers. The boxes actually contained valuables that Gestapo guards had taken from concentration camp inmates on their way to the gas chambers. Bales of currency were stacked along another side of the room. There were also several balances, seemingly to weigh precious metals. Later that day, the group found elsewhere in the mine 550 bags of Reichsmark plus paintings and other museum treasures. They were haphazardly packed in cardboard or wooden containers.6


General Manton S. Eddy, the commander of the XII Corps, arrived at the mine three hours later and quickly telephoned Patton to report that they had found a huge treasure of gold and artworks. In a rare reaction for a general famous for his oversized ego, Patton decided that the discovery was a political rather than a military matter, and asked General Dwight D. Eisenhower, the commanding general of the Allied European Theater of Operations, to take over responsibility. The Berlin museum paintings and art pieces, which included the famous bust of Empress Nefertiti, were priceless. The gold alone in room number eight was worth $238.5 million. At today’s gold price, that would be about $9 billion. The Merkers mother lode was the largest recovery of stolen property in world history, but the story behind this incredible cache and the plight of Europe’s wartime gold was still to be discovered.7




Chapter One


THE GLITTER OF GOLD


Throughout history the glitter of gold has mesmerized mankind. Gerald M. Loeb, the founding partner of the Wall Street brokerage firm E. F. Hutton, once observed, “The desire for gold is the most universal and deeply rooted commercial instinct of the human race.”1 For as long as records have been kept, people have had an obsession with gold that is second only to their preoccupation with sex. Wrote historian Peter L. Bernstein in his book The Power of Gold: “Over the centuries, gold has stirred the passions for power and glory, for beauty, for security, and even for immortality. Gold has been an icon for greed, a vehicle for vanity, and a potent constraint as a monetary standard. No other object has commanded so much veneration over so long a period of time.”2


Of course, the metal has also had its enemies. The Roman poet Virgil wrote in the Aeneid, “To what extremes won’t you compel our hearts, you accursed lust for gold?” Shakespeare wrote in Romeo and Juliet, “There is thy gold, worse poison to men’s souls, doing more murder in this loathsome world, than these poor compounds that thou mayst not sell.” In December 1921, Thomas Edison called it “an invention of Satan.” The British economist John Maynard Keynes dismissed it as “a barbaric relic.”3


Gold is beautiful, malleable, and rare. It is also indestructible, which probably accounts for its connection to eternal life. Treasure hunters still today find shiny coins from Spanish galleons that sank in the early 1700s off the coast of Central Florida. Gold does not rust. Even if buried in the ground for thousands of years it still sparkles. The metal is extremely heavy: a cubic foot of it weighs a half-ton. It can be easily turned into products ranging from wedding rings to teeth. It is used in computers and has even gone to the moon. An ounce of gold can be stretched to a string fifty miles in length or made into a sheet measuring one hundred square feet. It can be pounded down into gold leaf one-tenth of the diameter of a human hair. The world’s total gold holdings amount to only about 165,000 tons. A metric ton in the form of a cube is only fifteen inches on each side. All the gold mined in world history would fit into three and a half Olympic-sized swimming pools.4


The ancient Chinese and Egyptians practiced alchemy, a quack science that attempted to turn base metals into gold. King Croesus of Lydia, who ruled the area of modern Turkey, introduced large-scale gold coinage. French historian Fernand Braudel called the metal the “lifeblood of Mediterranean trade in the Second Millennium B.C.”5 Thucydides in the fifth century B.C. wrote admiringly of the Carthaginians: “If willing to help, of all existing states they are the best able; for they have abundance of gold and silver, and these make war, like other things, go smoothly.”6


Explorers during the Age of Discovery set off in sailing ships to look for gold. The objectives of Columbus were gold, god, and glory. On October 12, 1492, the day after he landed on the island of Guanahani in the Bahamas, he set out on a quest for the metal. He wrote of his first experience: “Seeing some of them with little bits of this metal hanging at their noses, I gathered from them by signs that by going southward or steering round the island in that direction, there would be found a king who possessed large vessels of gold, and in great quantities.”7


Two years after that first voyage to the new world, the proud Columbus proposed to his Spanish patrons, King Ferdinand and Queen Isabella, the rules for gathering gold from the new territories. Colonists, for example, should be obliged to get a license from the Spanish governor, and all gold found should be smelted immediately. He wrote them, “Without doubt there is in these lands a very great amount of gold.” In the century after Columbus, the world’s stock of gold increased five-fold, setting off one of the world’s most productive eras of gold discovery.8


Under the mercantile system, which dominated the world economy from the sixteenth to the eighteenth century, countries imported as few goods as necessary, exported as much as feasible, and sold as little of their gold as possible. This was followed by the international gold standard, which was the bedrock of global finance for the next century, leading up to World War I.


The British in the early eighteenth century established the value of a country’s currency on the basis of gold. Sir Isaac Newton, the master of London’s Mint, in 1717 tied the value of the pound sterling at 113.0016 grains of pure gold. Britain was such a dominant economic power that other countries had no choice but to follow its lead. That gold system became the foundation of world trade and fostered economic prosperity. The U.S. dollar in that era was worth 23.22 grams of gold. From the 1830s to the 1930s, the international price of gold was about $20 an ounce.9 During that time, Britain was the international lender of last resort and helped countries out of financial troubles. The system had credibility and fostered close cooperation among the leading nations as well as widespread prosperity. If a country followed irresponsible economic policies, it had to devalue its currency by decreasing its gold value. It was a humiliating and painful process that nations fought hard to avoid.


Governments often ignored the gold standard in times of war, but they returned to it in peacetime. Britain and other nations suspended it during World War I. In April 1925, though, Chancellor of the Exchequer Winston Churchill put his country back on the gold standard at the pre-war level.10 It was an unrealistic price that fostered the world depression. Nonetheless, Joseph Schumpeter, the great Austrian-American economist of the mid-twentieth century, praised gold as an automatic system that reacted quickly to changing conditions, writing, “Gold imposes restrictions upon governments or bureaucracies that are much more powerful than is parliamentary criticism. It is both the badge and guarantee of bourgeois freedom—of freedom not simply of the bourgeois interest, but of freedom in the bourgeois sense.”11 Robert Mundell, the winner of the Nobel Prize for Economics, has said, “Gold will be part of the international monetary system in the twenty-first century.”12 George Bernard Shaw, the playwright, in The Intelligent Woman’s Guide to Socialism and Capitalism, wrote, “You have to choose between trusting the natural stability of gold and the honesty and intelligence of members of the government. And, with due respect for those gentlemen, I advise you, as long as the capitalist system lasts, to vote for gold”13


On January 24, 1848, James W. Marshall discovered a few flakes of gold at the sawmill he owned with John Sutter in Northern California. Ambitious miners from around the world rushed to California by land and sea to seek their fortune, and in the process helped settle the nation from sea to shining sea. When the Union Pacific and Central Pacific railroads met on May 10, 1869 at Promontory Summit in the Utah Territory, a golden spike completed the job. The United States had become a global power.


Gold has always been the last refuge of people in times of crisis. In July 1864, Confederate military units invaded the District of Columbia and were within sight of the nation’s capital. Union Secretary of War William Stanton took $5,000 in government bonds and $400 in gold belonging to his wife Ellen out of his safe at the War Department next door to the White House, gave them to his secretary, and told her to go to his home and hide the valuables in his mattress.14


In Lords of Finance, which recounts the history of central banking between the two world wars, Liaquat Ahamed wrote that Montagu Norman, the governor of the Bank of England, the predominant banker in that period, considered gold to be “one of the pillars of a free society like property rights or habeas corpus, which had evolved in the Western liberal world to limit the power of government.”15


At the beginning of World War II, when nations fell in a matter of days and millions of refugees flooded the roads to escape the conflict, people turned to gold as their last hope for survival. In June 1940, twelve-year-old Felix Rohatyn, who would later become the chairman of the international financial giant Lazard Frères and rescue New York City from bankruptcy in 1975, was one of millions of European Jews trying to escape from the Nazis in France. His mother instructed him to empty tubes of Kolynos toothpaste and refill them with gold coins from his grandfather’s collection. Two years later, when Rohatyn finally arrived in New York City to end his long escape odyssey, the gold was still in the toothpaste tubes.16


In a similar but less successful tale, Prime Minister Paul Reynaud, who had led his country’s battle against Hitler, fled France after the armistice and was trying to get into Spain in June 1940. Spanish customs officers at the border inspected the luggage of his mistress Helène de Portes and found $2 million worth of gold.17


The world’s central banks are the traditional home for most gold. That is where the vast majority of it is stored, and the biggest trades in the metal have traditionally been made among national financial institutions. Governments looked to central bankers to run their economies, and for most of history nations settled their foreign trade exchanges with gold. Countries buying more than they were selling usually made up their trade gap with bullion. Sweden established the first central bank in 1664 following the failure of a prominent private financial institution. The Bank of England was established thirty years later and was the preeminent one for nearly three centuries. During that time, it was the custodian of gold. The New York Federal Reserve, the American central bank, took over that international role during World War II.


Adolf Hitler knew nothing about economics and cared little for gold. He wrote in his opus Mein Kampf, “It may be that today gold has become the exclusive ruler of life, but the time will come when man will again bow down before a higher god.”18 The people working for Hitler, such as Hjalmar Schacht and Hermann Göring, however, believed strongly in bullion. Schacht wrote in his book Gold for Europe, “With all peoples and at all times gold has always been a welcome means of exchange, and it was possible to acquire all other goods in current commercial use with gold long before rulers and governments took control of the monetary system by legal measures.” They used the precious metal as an important way to finance Nazi wars and achieve their goal of dominating Europe. The Nazis systematically attempted to steal gold from each of the nearly two dozen countries they invaded. Sometimes they succeeded; other times they failed. Nations made heroic efforts to safeguard the national treasury. The most despicable gold thefts were the tons of dental gold that elite SS (Schutzstaffel) guards ripped from the mouths of people who had died in the gas chambers. That, however, represented only a small portion of total Nazi theft. Willy Sutton, the Depression era crook, apocryphally said that he robbed banks because that’s where the money was. The Nazis robbed central banks because that’s where the gold was. Between 1938 and 1944, the government in Berlin stole some 600 tons from Europe’s national depositories.19


Gold was the centerpiece of the Nazi economic policy and war strategy during World War II. They stole it, and then used the booty to finance their war machine. They could have been taking their marching orders from King Ferdinand of Spain, who in the sixteenth century told his conquistadores: “Get gold humanely if possible, but at all hazards get gold.”20




Chapter Two


SPANISH PRELUDE
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The Spanish Civil War of 1936 to 1939 set the stage for World War II and left a half million people dead.1 Germany, Italy, and the Soviet Union used Spain as a real live testing ground for their soldiers, weapons, and tactics. The first urban carpet-bombing, which would be used extensively in the battles of Britain and Berlin, was the German attack of April 26, 1937 on the Basque town of Guernica, a tragedy that Picasso immortalized in a painting. Tank combat, while first seen in World War I, was vastly improved in Spain. The first airlift of war materiel took place when Germany landed caches of weapons and men to help anti-government forces.


The Spanish Republic also used its stockpile of gold, built up by the conquistadors, as a weapon of war. At the outbreak of the conflict, the Spanish government had 635 tons of it in its vaults.2 That was the world’s fourth largest national holding after the U.S., France, and Britain. By the end of the conflict, Stalin would have much of it.


The Spanish Civil War was the culmination of a half-century of chaos and violence in a country struggling to move from the medieval to the modern. A social revolution spun out of control, and politicians from extreme right to extreme left who had little experience in democracy believed every disagreement was a fight in which no prisoners would be taken. At one point, twenty-six political parties were represented in the Cortes, the national parliament.3 The spectrum went from royalists to anarchists. In addition, Basque and Catalan separatists fought to win freedom for their regions from the central government in Madrid.


On one side was a democratically elected leftist government; on the other a rightist military. Government supporters called themselves Republicans, while those backing the armed forces were Nationalists. To their opponents, Republicans were communists, while Nationalists were fascists. The rallying cry of the right was Viva España, and that of the left was Viva la Republica.


The war brought about the bloodshed and cruelty so often seen in wars of religion and ideology. The Roman Catholic Church struggled to preserve long-held privileges, while its opponents considered the church the epitome of everything wrong in Spain. In the opening weeks of the war, thirteen bishops, 4,184 diocesan priests, 2,365 religious brothers and 283 religious sisters were killed.4 At the same time, Pope Pius XI in the encyclical Dilectissima Nobis (On Oppression of the Church of Spain) called on Catholics to join “a holy crusade for the integral restoration of the Church’s right.” The Pontiff condemned the Spanish government as an “offense not only to religion and the church.”5


There was no limit to vicious rhetoric. Dolores Ibárruri, the left’s Pasionaria, bellowed, “It is better to kill one hundred innocents than to let one guilty person go,” while Franco wailed that communists “should be crushed like worms.” Assassination became the continuation of politics by other means, and tit-for-tat murders of two politicians set off the war.


Passionate volunteers from around the world rushed to join one side or the other. An estimated 32,000 foreigners from fifty-two nations joined the International Brigades that fought alongside the Republicans. Others supported the Nationalists. Portugal, where António de Oliveira Salazar in 1932 set up a fascist state, sent some 10,000 soldiers to help Franco, and 75,000 Spanish Moroccan troops joined the Nationalists. Germany dispatched 10,000 men to Franco, while Italy sent between 40,000 and 50,000. Seven hundred Irish Catholics formed the Blue Shirts to fight for the Nationalists and Catholicism.6


After fascists came to power in Italy, Germany, and Portugal, the Comintern, the coordinating organization of national communist parties that did Moscow’s bidding, urged leftist parties to form Popular Front coalitions to oppose right-wing groups. The Spanish national election on February 16, 1936, pitted the leftist Popular Front against the rightist National Front. The Popular Front won 4,451,300 votes or 47.03 percent, while the National Front garnered 4,375,800 or 46.48 percent. Despite the lack of a clear mandate, the Popular Front moved to implement its program. Manuel Azaña, a long-time leftist leader, became first prime minister and then president. At the same time, Spanish generals plotted a coup d’etat.7


Spain soon slipped into chaos. In a speech to the Cortes on June 16, José María Gil Robles, a leader on the right, counted off the toll in the four months since the national election: 160 churches burned, 269 political murders, 1,287 political assaults, 69 party offices destroyed, 113 general strikes, 228 partial strikes, 10 newspaper offices sacked. He pleaded, “A country can live under a monarchy or a republic, with a parliamentary or a presidential system, under Communism or Fascism. But it cannot live in anarchy. And we are today at the funeral of democracy!”8


Only a month later during the night of July 16-17, military units in Spanish Morocco staged a coup d’etat. The code broadcast over the radio to signal the revolt: “The skies are cloudless all over Spain.” At the time, General Francisco Franco was stationed eight hundred miles away on the Canary Islands and had only a few troops under his command, but a Spaniard in London hired a plane to fly him to Spanish Morocco, where he took over leadership of Spain’s Army of Africa, the country’s premier fighting unit. While rebel units quickly captured a few key towns in the north and south, the big population centers remained in government hands. After some uncertainty, the navy remained mostly loyal to the Republic and blocked the Nationalists from moving Moroccan troops to the mainland.


The Republican government of Socialist José Giral quickly armed its supporters by distributing weapons, including machine guns, to anyone with a union card. The resulting bloodbath left an estimated 50,000 people from both sides dead. The night of July 19-20, some fifty more Catholic churches were set ablaze just in Republican-controlled Madrid.9


With no way to get his troops out of Africa, Franco appealed to the fascist governments of Italy and Germany for logistical support in the form of an air convoy. On July 19, a journalist close to Franco flew to Italy to ask Mussolini for twelve bombers, three fighter aircraft, and a supply of bombs. Three days later, Franco through an intermediary asked Berlin if he could buy “ten transport aircraft with maximum seating capacity.” A Nationalist delegation also arrived in Berlin on July 25 with a letter from Franco to Hitler making a similar request. German Foreign Minister Konstantin von Neurath met with them, but opposed the sale, fearing it might lead to a general European war. Hitler also talked with the Spaniards in Bayreuth, where he was attending a presentation of the Wagner opera Siegfried. Intense talks lasted until 2:00 A.M., when Hitler finally overruled his foreign minister and agreed to send Franco more equipment than he had even requested. Luftwaffe pilots quickly flew an initial twenty Junkers-52 transport planes to Franco.10


At exactly the same time, the Republic was trying to get military hardware, especially aircraft, from the European democracies. On the evening of July 19, Prime Minister Giral sent a cable to French Prime Minister Léon Blum, who had taken office only two weeks before in another Popular Front election victory. The Spaniard stressed their common crusade against fascism, writing: “Beg of you to help us immediately with arms and airplanes. Fraternally yours, Giral.” The Spanish ambassador in Paris followed up with specific requests for bombers, fighters, machine guns, and more. Blum agreed. The Spanish Republic used its gold to pay for the weapons. On July 24, Giral authorized the first shipment to France to pay for the materiel Blum promised. Gold worth $720,000 arrived a day later aboard a Douglas DC-2 airplane at Le Bourget airport outside Paris. Further payments were delivered to France on July 26 and July 30 and then sporadically until March 1937.11


On July 25, Prime Minister Giral also sent a message to Joseph Stalin asking for “supplies of armaments and ammunition of all categories, and in very great quantities, from your country.”12 The Soviet leader was uncertain about whether to get involved in Spain. He had several reasons to stay out of the conflict. The Spanish Communist Party had just three thousand members and none in the government, although it had been part of the Popular Front during the election. Stalin was also preoccupied with internal problems. The Great Terror, his purge of old Bolsheviks from the government, party, and secret service, was just beginning. The first trial started on August 19. The country’s economy was weak after his collectivization of agriculture, rapid industrialization, and state-created famine that left millions dead. Stalin was also waging an international battle with Leon Trotsky, his old revolutionary comrade-in-arms, for leadership of the international communist movement. Because of all those troubles, Stalin at first watched developments in Spain from the sidelines.


Britain and France were meanwhile trying to find a way to stop the Iberian conflict. After a quick trip to London to explain his strategy to a skeptical Foreign Minister Anthony Eden, Blum arrived back in Paris on July 24 to face a cabinet rebellion. Part of his coalition strongly opposed selling arms to Spain. French President Albert Lebrun told the prime minister that it would drag France into a war, and the speaker of the Chamber of Deputies and the president of the Senate also both voiced opposition. Following a blustery meeting, the cabinet on July 25 announced that France would not sell arms to Spain. That, however, did not entirely stop them, and leftist cabinet members, particularly Air Minister Pierre Cot, succeeded in getting French planes to the Republicans. The famed author André Malraux helped deliver French aircraft to the Spanish Republic.13


With massive military support rolling in from Italy and Germany, the Nationalists began doing better on the battlefield. From July 29 to August 5, German transport planes shuttled 1,500 soldiers from Morocco to Seville. Italy also airlifted troops from North Africa.


On August 6, Franco took command of the Army of Africa, and his force of some 8,000 men, mostly Moors, began moving north, advancing three hundred miles in the following month. The Republicans repeatedly condemned Franco for using Moors, a sensitive issue in Spain because Arabs had occupied parts of the country from 711 to 1492. The Moors were perhaps the best fighters in the war, and by August the Nationalists controlled half the country.


The French were anxious to halt the supply of materiel to both sides in the civil war out of fear that they would be dragged into a major war on its border, and the government on August 2, sent out to other countries a proposal for “An International Agreement of Non-Intervention in the Present Spanish Crisis.” The British liked the idea and agreed to be a co-sponsor. Paris was particularly anxious that Germany, Italy, and the Soviet Union support the plan. On August 6, Italy announced it would accept the non-intervention accord. The Germans signed it on August 24, and four days later Stalin forbid weapons exports to Spain. In the end, twenty-seven European countries signed the agreement, but the flow of weapons continued nonetheless.


Throughout the month of August, the Madrid government used the Bank of Spain’s gold to purchase armaments from France. After the acceptance of its own non-intervention policy, the Paris government could no longer make direct shipments of weapons to Spain. Nonetheless, the Spanish banks still sold a significant amount of its bullion to France in exchange for weaponry.14


By early August, Stalin was becoming concerned about a quick Franco victory. Intelligence reports coming to him through the Comintern showed that government forces were desperately short of weapons. An intelligence estimate made in late August was that Republican units had just one rifle for every three soldiers and one machine gun for 150 to 200 men. Stalin’s first move was to get better on-the-ground information. On August 6, he sent Mikhail Koltsov, the country’s most famous journalist, to be a war correspondent for Pravda and also a secret agent. In Hemingway’s novel For Whom the Bell Tolls, Koltsov’s name was changed to Karkov, and is described as a savvy Pravda journalist with a fine taste in women. A week later, a two–person film crew followed. Ilya Ehrenburg, a writer and journalist, went as the Izvestia correspondent. They all were soon sending Stalin pessimistic reports.15


The Soviet Politburo on August 21 asked state planners to draw up a large-scale program of military assistance to the Republican government. The program was dubbed Operation X. The plan recommended shipping fighter aircraft, bombers, light tanks, heavy tanks, armored cars, and torpedo boats. In addition to the hardware, the communist leadership proposed sending military advisors and combatants such as pilots, mechanics, radio operators, and code-breakers.16


The Soviet government at the time did not have diplomatic relations with the Republican government, but it quickly appointed Marcel Rosenberg, formerly the Soviet representative at the League of Nations in Geneva, to be ambassador. He arrived in Madrid on August 27. A phalanx of Soviet attachés and advisors quickly joined Rosenberg in the capital. Vladimir Antonov-Ovseyenko, the commander of the Red Guard unit that captured the Winter Palace during the Russian Revolution, went to Barcelona as consul general. A few days later on September 2, Soviet agents in Western Europe received instructions to set up a clandestine network to “purchase and transport arms to Spain.” Stalin, though, instructed anyone going to Spain to “stay out of range of the artillery fire.”17


Among the new Soviet officials was Alexander Orlov, a top operative in the secret police, who had the title of political attaché. Orlov, a man of many names, was born on August 21, 1895, as Leiba Lazarevich Feldbin in Bobruysk, Belarus. He later took the name Leon Feldbin. He came from a line of Ashkenazy Jews, who had migrated from Austria. He studied law briefly before World War I, before being drafted into the Czar’s army. In 1918, Feldbin went over to the Red Army and directed guerilla operations during the Russo-Polish war, which won him the attention of Feliks Dzerzhinsky, the founder of the Cheka, the first Soviet secret police. After the conflict, Feldbin went to work for that organization, and by 1920 his name was Lev Nikolayevsky or Lev Nikolsky. His obvious gift for foreign languages landed him in overseas operations for the secret service. He went to Paris as an undercover agent posing as trade delegate Léon Nikolayev. In January 1928, he was transferred to Berlin with the same title and the name Lev Lazarevice Feldel. In April 1931, Moscow called him back home to head the agency’s economic department.18


After only a short stay, he went to Berlin, where he got to know a General Motors employee and used that contact in September 1932 to make a trip to the U.S., which still did not have diplomatic relations with the Soviet Union. General Motors thought he was interested in buying a fleet of cars for Moscow, but he was actually trying to obtain a U.S. passport in the name of William Goldin. While in New York City, he also checked out dead-drop sites that might someday be useful for smuggling or making clandestine deals. He returned to the Soviet Union on November 30.


In July 1934, the star spy was off to London. Using the “William Goldin” passport and professing to be a European-born American working for a U.S. refrigerator company, he recruited university students with leanings toward Marxism. His plan was to nurture them until they reached high government positions. In February 1935, William Goldin took over responsibility for Kim Philby (code-named Söhnchen) and taught him the basic tricks of the trade. Philby went on to become a top Soviet spy. By early 1935, Goldin was back in Moscow.


In the spring of 1936, the peripatetic spy was one of the six men giving intelligence briefings to the Soviet Politburo and foreign ministry. In that position, he had frequent contacts with Stalin. On August 26, Security Boss Genrikh Yagoda told Lev Nikolsky, as he was still known in Moscow, to go to Spain and organize a counter-intelligence service that would make guerrilla attacks. Before departing, he met with Foreign Secretary Maxim Litvinov, who told him that he would need a new undercover name. Litvinov threw out several suggestions, including Alexander Orlov, the name of an obscure Russian writer. On September 5, Litvinov signed the passports of the new Alexander Orlov, his wife Maria, and daughter Veronika, who would be accompanying him to Spain. He arrived in Madrid on September 16.19


A photo of Orlov taken in Spain shows someone who looks more like a bank senior vice president than a spy. He was about 5 ft. 7 in. and wore a dark suit and white shirt, with just a touch of cuff showing. His dark hair was slightly receding and parted on the left. A white handkerchief peeked out of his vest pocket. With his feet well planted, he was the image of someone accustomed to being in charge. His most striking feature was a neatly trimmed mustache. Hollywood in the 1930s would have cast Adolphe Menjou to play Orlov.


A Republican cabinet shuffle on September 4 ushered in several new cabinet ministers as the government shifted sharply to the left. Socialist Francisco Largo Caballero, 67, a labor leader who had once worked as a plasterer, became prime minister, and for the first time communists were in the cabinet. With the military situation deteriorating and the Italians and Germans continuing to ship materiel and men to the Nationalists despite the non-intervention agreement, the Republicans were desperate to get more weapons. France and Britain clearly were not going to help them, and in fact might block their efforts to sell gold for armaments. The Spanish Republic’s only option was the Soviet Union. The Politburo discussed a deal called Operation X on October 17 and gave it the go-ahead two days later. It involved the delivery of fifty T-26 tanks plus fuel and ammunition and also bombers and small arms. The Soviet aid to the Spanish government eventually more than balanced out the amount of munitions the Germans and Italians gave to Franco.20


The driving force of the new government was Juan Negrín, the 43-year-old finance minister. He was a medical doctor and polyglot who had studied in Germany and spoke English, French, and German. Negrín and Arthur Stashevsky, who had arrived in mid-October to be the Soviet trade envoy in the new Madrid embassy, were soon fast friends. Stashevsky had once served in the Red Army, but left following the Bolshevik victory to reorganize the country’s fur industry, a key sector that supplied the state with badly needed foreign currency. He married a French woman and enjoyed the good life.21 Negrín and Stashevsky shared long lunches, where they discussed Spain’s need for weapons. In a locked drawer of his desk, the finance minister kept a card with a list of all the financial resources the government had available to fight the war, broken down into gold, silver, and pesetas. He told American journalist Louis Fischer in September 1936 that the Republic had “approximately 600 million gold dollars.”22 Some of it was in the form of coins, often dating back to the Spanish conquistadores, which probably had greater numismatic value than the gold price.


While the Soviets quickly established a strong presence in Madrid, the Republican government was much slower off the ground diplomatically. On September 21, Prime Minister Largo Caballero named Marcelino Pascua ambassador to Moscow, but he didn’t arrive in the Soviet capital until October 7. Pascua was a medical doctor by training and had no previous diplomatic experience. His main qualification for the job was that he had once traveled to the Soviet Union to study its health system. Shortly before the ambassador left for Moscow, he met with Largo Caballero and asked for specific instructions. The Prime Minister replied, “Well now, you know the political and military situation. You’ve got to convince them to help us immediately with military equipment—above all with aviation.”23


Franco’s armies were now only twenty miles from the capital, and the government had received reports that Catalan anarchists, radical supporters of the government, were planning to grab the gold in Madrid and take it to Barcelona. Only nine days after taking office, Largo Caballero and Negrín got President Azaña to sign a secret decree that authorized the finance minister to move some 10,000 cases of gold and silver from Madrid to a “place which in his opinion offers the best security.”24


On September 13, Prime Minister Largo Caballero authorized Negrín to ship the bullion from the Madrid vaults to a naval installation overlooking the port of Cartagena on the country’s Mediterranean southeastern coast. At 11:30 P.M. on September 15, the first convoy of 800 cases of gold coins in bags left the Madrid central bank for the city’s Atocha railroad station. The next day it was loaded onto train wagons and arrived at its final destination at 2:30 A.M. on September 17. Eventually all 10,000 cases of gold and silver in Madrid were sent there. About one-fifth of the shipment was immediately sent to Marseilles to be turned into hard currency for the government.25 The remaining cases, which contained 510 tons of gold, would be sent to Moscow. Only Negrín, Azaña, Largo Caballero, and Francisco Méndez Aspe, the director general of the Treasury, knew that it had been moved.


The location was as far away from Franco’s armies as possible while still being in Spain. The gold was stored in a naval ammunition dump inside a large cave hewn out of rock. At the front were two heavy wooden doors. Guards were told that the boxes contained munitions. The national treasure was now better protected in Cartagena, but the government still needed weapons to fight Franco’s well-armed rebels.


No one knows for certain whether it was a Spaniard or a Soviet who first proposed sending the Spanish gold to Moscow. The reality was that with the arms embargo put in place by leading European nations, Spain had no other choice for getting military hardware. Walter Krivitsky, a Soviet spy working at the time in The Hague but also involved in Spanish affairs, later wrote, “Stashevsky offered to take the Spanish gold to Soviet Russia, and to supply Madrid with arms and munitions in exchange. Through Negrín, he made the deal with Largo Caballero’s government.” According to Krivitsky, Soviet agents began calling Stashevsky the “richest man in the world” because he controlled the Spanish gold.26 Alexander Orlov maintained in his autobiography that Finance Minister Negrín first sounded out Soviet Trade Attaché Winzer “about storing the gold in Soviet Russia.”27


On October 15, Largo Caballero sent a letter to Stalin asking if he would “agree to the deposit of approximately 500 tons of gold, the exact weight to be determined at the time of delivery.”28 Stalin sent back his acceptance two days later.


Orlov was in his Soviet embassy office on October 20, when the code clerk brought him an encrypted telegram. The aide had read only the first line: “Decode immediately. Absolutely secret. This telegram must be decoded by Schwed personally.”29 Schwed was Orlov’s code name. The cable read: “Arrange with the head of the Spanish Government Caballero for shipment of the gold reserves in Spain to the Soviet Union. Use a Soviet steamer. Maintain utmost secrecy. If the Spaniards demand from you a receipt, refuse. I repeat refuse to sign anything. Say that the State Bank will issue a formal receipt in Moscow. I hold you personally responsible for this operation.” The name at the end of the message was Ivan Vasilevich, the moniker Stalin used for his most secret communications. It is also the Russian name for the person known in the west as Ivan the Terrible, the brutal medieval czar whom the Soviet leader greatly admired.


Ambassador Rosenberg was officially in charge of the whole operation, but Orlov handled the details. Both were flabbergasted that the Spaniards would entrust their gold to Stalin. Orlov later wrote of Negrín: “The finance minister seemed the very prototype of the intellectual—opposed to communism in theory, yet vaguely sympathetic to the ‘great experiment’ in Russia. This political naïveté helps to explain his impulse to export the gold to that country.”30


Two days later, the two Soviet officials met Negrín to go over transportation details. That was Orlov’s job, so he and Negrín conducted business in a mixture of English, French, and German. The finance minister repeated that his government wanted to send its gold to the Soviet Union to buy weapons, adding that the shipment involved about 700 tons. The actual figure turned out to be closer to 500 tons. The Soviet Secret Service already knew independently that it had been shipped to Cartagena, but Orlov asked him where it was just to test him. Negrín replied that it was there and was safely “in one of the old caves north of the town used by the navy to store munitions.”31


That location made things easier for Orlov because the Soviets were already unloading arms and munitions there. Campeche, a Spanish tanker and the first ship bringing Soviet arms to Spain, arrived in Cartagena from the Crimea on October 4. A Soviet tank brigade had also docked a few days later and was still housed nearby. Negrín offered to get a team of Spanish soldiers to transfer the gold to the boats, but Orlov begged off, saying that was too risky. He wanted to use his own soldiers.


Orlov asked the finance minister to provide him with false documents that would show he was a British or American official. If the Spanish police stopped him, he could claim that the Republican government had decided to send the gold to that country for safekeeping. The two men quickly agreed that Orlov would be a representative of the Bank of America, not realizing that it was a private financial institution that had its headquarters in California and not the U.S. Central Bank. He should have been representing the Federal Reserve Bank. Negrín proposed that Orlov take the name Blackstone for the operation, and had his office draw up an official-looking document bearing Negrín’s signature that asked Spanish authorities to give whatever assistance was needed to “Mr. Blackstone, plenipotentiary representative of the Bank of America.”32


The following day, Orlov had just left for Cartagena on a Spanish air force plane when two German bombers and several fighters spotted his aircraft. One of them strafed his plane, which had to make an emergency landing. The next day he continued by car to Cartagena, where he met with Soviet Naval Attaché Nikolai Kuznetzov. Orlov explained that he was arranging shipment of “a highly strategic material” and asked to send it home on any arriving Soviet vessel.33 The Soviet ship Volgoles was already in port and was the first to be loaded. Orlov decided it was safer to split the precious cargo among several ships, eventually using four.


He then returned to Madrid to work out the final details with Largo Caballero and Negrín. Everyone agreed that the most dangerous part of the ocean journey was going to be around Italy, in particular in the narrow area between Tunisia and Sicily. Defense Minister Indalecio Prieto was brought into the plan, and provided escort ships to follow the Soviet convoy at the beginning of the trip until it reached Odessa on the Black Sea. The Spanish captains of the escort ships would each be given a sealed letter with instructions to open it only if one of the Soviet vessels were attacked at sea. The captains were then to go to the vessel’s aid and bring it to a safe port. Orlov also sent a message to Moscow suggesting that the Soviet navy station warships in the eastern Mediterranean to protect the convoy. He never got a reply, but later learned that Stalin had ordered that to be done.


Orlov received plenty of local help for the job. The Spanish commander at Cartagena provided sixty sailors to move boxes of gold from the cave to the trucks. The Soviet tank brigade officer supplied twenty five-ton trucks and tank men to drive the cargo the five miles from the cave to the docks. Two secret service men were assigned to provide security. Kuznetzov also provided sixty Soviet sailors to move the cargo onto the ships once it reached the harbor.


Orlov worked out the plan to the last detail. The 7,800 cases of gold would be split among four Soviet ships. The most, 2,697 boxes, would be on the Neva, and the least, 963 containers, would be on the Volgoles. He ordered that each truck carry exactly fifty boxes from the cave so that it would be easier to keep count of the boxes. The containers each weighed 145 pounds and were all the same size: nineteen inches long, twelve inches wide, and seven inches high. Since the Spanish workers were generally short and lightly built, two men were assigned to carry a box.34 Working from 7:00 P.M. to dawn, the crew loaded the gold over a three-day period.


It was still on October 22, when Orlov’s car led the first convoy of ten trucks toward the harbor. Sitting next to him was Francisco Méndez Aspe, the director general of the Treasury. Each round trip, including the unloading, took two hours. When those vehicles returned to the cave, another ten left for the docks. The transport took place on three moonless nights. Cartagena was also under a blackout because of the danger of German attacks, so neither Orlov’s car nor the trucks could use their lights. Orlov grabbed an hour of sleep when he could.35


Sixty Spanish sailors during the day remained in the caves with the gold, passing their time listening to dance records and playing cards. They still thought they were guarding munitions. Negrín came one afternoon to check things out, and Orlov showed him some newly arrived Soviet tanks at a nearby camp. None of them had yet been in battle in Spain, and Negrín became emotional as he ran his hand across a tank like a man petting a dog. With his eyes tearing up, he said, “Now we’ll lick them! Now they will do the running! Send our thanks to Stalin, tell him this war will soon be over!”36


At about 3:30 A.M. on the third night of the gold transports, German aircraft attacked the Cartagena harbor. Orlov was at the cave when it took place, but he could hear explosions hitting the piers. Drivers told him later that bombs had damaged a Spanish ship near the Soviet ones. He decided to speed up the process in order to get his cargo out of the harbor and on its way to Odessa as soon as possible. The last box was loaded on the Volgoles just after 10:00 A.M. on October 25. Méndez Aspe and Orlov kept separate records as the boxes were loaded. At the end, the Spaniard counted 7,900, but Orlov had one hundred less. He recognized the discrepancy, but decided not to tell him and to let officials in Moscow settle the problem.37


Just before the ships were ready to leave, Méndez Aspe asked Orlov for a receipt for the gold, and the Soviet remembered the order he had received in the cable. He casually replied, “A receipt? But, compañero, I am not authorized to give one. Don’t worry, my friend, it will be issued by the State Bank of the Soviet Union, when everything is checked and weighed.”38


Méndez Aspe was visibly upset and impatiently said he wouldn’t be able to explain this to his bosses in Madrid. So a Spanish official was assigned to travel on each of the four vessels as “official chaperones” for the gold. Two Bank of Spain officials who were already at the harbor were told to make the trip. Méndez Aspe then went into Cartagena and dragooned another two Spaniards to go along. The four ended up getting a longer voyage than they expected, since once they arrived they were not allowed to leave the country. With the gold and escorts now on board, the four Soviet ships carrying the Spanish state treasury left the Cartagena docks. The destination was the port of Odessa on the Black Sea. The Volgoles sailed out first. The ships in the convoy were as protected as they could be, given the war conditions.


Once the convoy of gold ships had departed, Foreign Minister Litvinov sent Vyacheslav Molotov, the Chairman of the Council of People’s Commissars, asking him to get the Spanish ambassador in Moscow to “write a letter to us with a request to receive the gold, but, since he is unable to indicate the weight nor the value of the gold, such letter would be legally meaningless.”39


Orlov spent the week after the shipment departed on tenterhooks, worrying about whether the vessels and their cargo would safely get through the Mediterranean. As soon as he figured the ships had arrived at their destination, he sent a message to Moscow explaining the difference in totals between him and Méndez Aspe. Nikolai Yezhov, the head of the secret police, replied and asked whether he was sure of his figure.40 Orlov responded that he was “almost certain,” and then received another cable, saying, “Do not worry about figures. Everything will be counted anew in Moscow.” A last message several hours later told him: “Do not mention your figure to anybody.”41


The first Soviet ship carrying the gold landed in Odessa on November 2. Local officials were fearful that someone would see the material being offloaded, so they cleared the port and surrounded it with security troops. A team of Soviet secret service officers from Moscow and Kiev carried boxes of gold on their backs to a waiting freight train guarded by one hundred armed men. A Soviet official who participated in the transfer later told Soviet spy Walter Krivitsky that there were enough boxes to cover Red Square from end to end.42 The first shipment arrived at the Soviet Depository of Precious Metals in Moscow at 3:00 A.M. on November 6, and deliveries continued until 1:00 A.M. on November 7.43 The street where the agency was located had been closed to traffic and troops guarded the operation.


On November 7, the Spaniards finally received their official receipt for the gold in the form of a four-page protocol that was written in both Russian and French, then the international language of diplomacy. Ambassador Pascua and three of the Spaniards who had accompanied the gold signed for Madrid, while eight Soviet officials signed for their country. It noted that 5,619 standard cases plus 126 partly damaged ones had been delivered to the Precious Metal Depository of the People’s Commissariat for Finance. It also said that the quantities of gold in the boxes did not always agree with the figures on the manifesto.


It was not until February 5, 1937 that Soviet officials finally finished counting the Spanish gold. They calculated that the shipments totaled 453 tons. The cargo contained only thirteen cases of bars. The rest were 60 million gold coins, most of them Portuguese.44


At a dinner in the Kremlin to celebrate the arrival of the Spanish gold, Stalin said, “They will never see their gold again, just as they do not see their own ears.”45




Chapter Three


ADOLF HITLER’S ARGONAUT


In the aftermath of its defeat in World War I, Germany was an angry and economically decimated nation that spent years on the brink of revolution. Street battles pitting the far left against the far right took place daily around the country, especially in the capital Berlin. Germans agreed on little except their desire to annihilate their opponents and the current government. The victorious Allies, led by France, had inflicted on Germany a Carthaginian peace with the Versailles treaty of 1919 that crushed the country in hopes that it would never again rise to be a military power. That left Germans determined for revenge. The result was nearly two decades of political, social, and economic upheaval that ended in a Nazi dictatorship that brought Adolf Hitler to power in January 1933.


During the period of runaway chaos, Germany had few national heroes. There was one, though, with the unusual name Hjalmar Horace Greeley Schacht. In 1923 he became famous for rescuing the country that stood on the brink of collapse due to one of history’s greatest inflations. Schacht was almost born an American. His father, Wilhelm Schacht, was from the northern German border area in a region that is today Denmark. After the Prussians took it over following the Austro-Prussian War of 1866, Wilhelm left his native land with hopes of starting a new life in America. He became a U.S. citizen on December 11, 1872. Wilhelm Schacht’s hero in his new country was Horace Greeley, the founder of the New York Tribune, an ardent foe of slavery and champion of the country’s westward expansion, who wrote in a famous editorial on July 13, 1865, “Go west, young man, and grow up with the country.”


After immigrating to the U.S., Wilhelm Schacht got a job at a brewery in Brooklyn and wrote to his girlfriend back home asking her to join him so that they could get married, which they did on January 14, 1872, at the Episcopal Church in Manhattan. The couple stayed in the U.S. for another five years, as Wilhelm bounced from one mediocre job to another and a first son named Eddy was born. In the fall of 1876, Wilhelm packed up his pregnant wife and son and returned to Germany. Shortly after they arrived, a second son was born on January 22, 1877. His father wanted to name the child Horace Greeley Schacht, but his maternal grandmother, who was from Danish nobility, was outraged and insisted that he have the proper Scandinavian first name Hjalmar. The baby’s birth certificate gave his name as Horace Greeley Hjalmar Schacht, but he was always called Hjalmar.1


Young Schacht performed well in school and earned a doctorate in economics, while dabbling in journalism. In a country where academic degrees carry great prestige, and someone with two PhDs is called “Doktor Doktor,” he was Dr. Schacht for the rest of his life. He moved into banking at an early age and excelled. Tall, thin, and standing ramrod straight, he could have been a stand-in for Washington Irving’s Ichabod Crane. Schacht had a long neck and generally wore tall starched collars that made him look as if his head were on a platter. He plastered down his hair and parted it in the middle. Pince-nez glasses rested just above a neatly trimmed military mustache.


But unlike the charmingly awkward fictional schoolteacher, Schacht’s dour demeanor made him look like a heartless banker who was about to foreclose on farmer Schmidt’s home. He was also an unrepentant showman with an immense ego. He told jokes in four languages and liked to write humorous poems that belied his stiff formality.2 In January 1938, George Ogilvie–Forbes, the chargé d’affaires at the British embassy in Berlin, sent Foreign Minister Anthony Eden a word portrait of the man: “Schacht is composed of the most diverse qualities. Vanity, arrogance, over-weening ambition, simplicity, good nature, wit, repartee, malice, technical ability, inconsistency alternate with kaleidoscopic effect in his complex character.”3


Schacht was a strict classical economist and follower of Adam Smith, David Ricardo, and John Stuart Mill. They all advocated limited government in a free economy and thought that the market would regulate itself. He, and they, also believed firmly in the importance of gold. In his book Gold for Europe, Schacht wrote, “Money, to be internationally stable, must be based upon a commodity which, independent of governmental and economic influence, is in demand and accepted everywhere and at any time. Of such commodities, gold is the one that has best stood the test of time.” Schacht could have been listening to the nineteenth century British economist David Ricardo, who once wrote, “Gold, though of little use compared with air or water, will exchange for a great quantity of other goods.”4


The German was also a fierce advocate of national self-sufficiency that economists still called the Schachtian system. Similar to the mercantilism that reigned from the sixteenth to eighteenth centuries, this called for a country to produce at home as much as possible of the goods and services it needed and import only those that it could not make locally. Following that strategy, Germany would shepherd its gold, the internationally accepted form of payment, and also build up stashes of world currencies such as the British pound and American dollar. Then it would have sufficient funds to buy the products it couldn’t make.


Hjalmar Schacht rose to national esteem during the national trauma that followed World War I. Inflation began picking up in April 1918 shortly after the conflict ended, and blasted off to hyper levels in May 1922, when prices increased more than fifty percent in just that one month. Government expenditures in 1923 totaled six quintillion Marks (the number six followed by eighteen zeros). Central bank printing presses turned out bank notes in ever-higher denominations that quickly became almost worthless. In November the government introduced the 100-trillion Mark note. The government printed money on only one side of the paper in order to turn it out more quickly. The inflation wildfire sucked air out of civilized society. Food fights broke out between farmers, who hoarded their products, and city dwellers. Consumers resorted to barter. People paid their dental bills with condensed milk, and the Ministry of Finance gave its staff potatoes in lieu of cash. On November 1, 1923, a loaf of bread cost 3 billion marks, a pound of meat 36 billion marks, and a glass of beer 4 billion marks. Germans looking for a scapegoat turned on each other, and anti-Semitism ran rampant. The middle class was ruined, while currency speculators enriched themselves and flaunted their wealth. Gold became the only means of payment in which people believed, and prices in stores were often listed in both Mark and gold. Schacht, the managing director of the Danat Bank, became so fearful for the safety of his wife and two young children that he sent them to live in Switzerland.


On November 8, 1923, Schacht had a late dinner at the Hotel Continental in Berlin with the new German Chancellor Gustav Stresemann to discuss the country’s inflation crisis. The two men were old friends, and Stresemann was looking for someone to take an unenviable new job as the country’s currency commissioner. The government was anxious to replace Karl Helfferich, the longtime head of the central bank, who was one of the fathers of these catastrophic runaway prices. Bank rules, though, did not allow him to be fired. So Stresemann wanted to put someone above him who would have the mandate to save the country’s currency. Shortly before midnight as the two men were about to leave dinner, they learned that Nazi party leader Adolf Hitler had staged a putsch by marching on Munich’s Bürgerbräukeller, a beer hall. The coup failed, but sixteen Nazis and four police officers were killed. Schacht later wrote in his autobiography that the country at the time was “living on the edge of a volcano.”5


Four days later, Hans Luther, the Minister of Finance, officially offered Schacht the job of trying to end Germany’s inflation. Two eminent bankers had already turned it down. Luther explained that he would have unlimited power and could even overrule decisions from the Reichsbank president. Schacht asked for a few days to consider the offer, but Luther said he needed an immediate decision. Schacht accepted and went to work the following day.


The new currency czar had only one employee, a secretary with whom he shared a converted janitor’s closet. Schacht’s secretary later described her boss’s working habits during the crisis: “He sat on his chair and smoked in his little dark room at the Ministry of Finance, which still smelled of old floor cloths. He read no letters. He wrote no letters. He telephoned a great deal to German or foreign bankers to gauge the mood of international markets. He usually went home late, often by the last suburban train, travelling third class.”6


At first, the value of the Mark continued falling. Less than a week after Schacht took office, the government stopped printing the old currency, and introduced a new one called the Rentenmark. It had the distinction of being backed by the country’s land, but was also linked to gold at the mark parity rate prior to World War I, even though there was a new rule that no one could exchange it for the precious metal in order to preserve government gold reserves. Schacht saw the Rentenmark as a way to get back to the gold standard as quickly as possible. On November 20, Schacht fixed the exchange rate at 1 trillion Marks to one Rentenmark. Now 4.2 Rentenmark were worth one U.S. dollar, the exact exchange rate as before the war. That same night, Helfferich died unexpectedly, and a month later Schacht was named president of the Reichsbank, a job with a lifetime tenure.7


Schacht considered the Rentenmark to be only “a bridge between chaos and hope.”8 Although many countries were already off the gold standard because of the global economic slump, he still wanted to have a strong, gold-backed currency and advocated the establishment of a separate Gold Discount Bank. Before World War I, Germany had $1 billion in gold holdings and even in the immediate aftermath it still had $577 million. But because of war reparations and rampant inflation, the Reichsbank on December 31, 1923 was down to only $111.2 million worth of gold.


Once the inflation had been stabilized, the veteran banker and economic internationalist realized that his country could not solve its currency problem alone and reached out for help. The preeminent custodian of world financial power in the years between the world wars was a man named Montagu Norman, the governor of the Bank of England. When he suggested that the new German central banker come to see him, Schacht jumped at the opportunity, arriving at the Liverpool Railroad Station in London at eight o’clock on New Year’s Eve. He was surprised to see Norman standing on the platform to greet him. The two agreed to start work the next morning at eleven, despite the holiday. The central bankers quickly struck up a warm friendship, and at the end of the visit Norman agreed to give him a three-year loan to start a new Gold Discount Bank that would help finance German recovery.9


In the first months of the New Year, runaway German inflation ended like a patient’s fever breaking. Germany’s economy stabilized for the first time in nearly a decade. Schacht was immediately hailed at home and abroad as the savior of his country’s economy.


With the crisis over, Schacht began enjoying the trappings of being a central banker. He traveled extensively to hobnob with his fellow mavens of money. One of his trips took him to New York City to meet Federal Reserve Chairman Benjamin Strong. Schacht had earlier sent him a case of the best wine from Germany’s Palatinate region, even though the U.S. was still under Prohibition. Strong nonetheless served the wine at a lunch at the Federal Reserve building in lower Manhattan. He also wanted to show his German counterpart the gold Berlin had stored in the Fed vaults below the streets of Lower Manhattan after the end of World War I. Unfortunately, Fed staffers couldn’t quickly find the specific German bullion amidst all the various national deposits. Finally an employee admitted: “Mr. Strong, we can’t find the Reichsbank gold.” Schacht comforted his host by saying, “Never mind; I believe you when you say the gold is there. Even if it weren’t, you are good for its replacement.”10


Although Germany’s runaway inflation was over, the country still faced the problem of the unrealistic reparations that the World War I victor nations had demanded. The payments seemed only natural to the victors. In 1870 at the end of the Franco-Prussian conflict, the victorious Germans demanded that Paris pay 5 billion gold francs in war reparations. In the Treaty of Versailles in 1919 ending World War I, the victorious Allies demanded even higher war payments. The three big powers had vastly different demands against the Germans. The French sought revenge and to crush the German economy so Berlin could never again wage war on them. The British were not as angry since they had not been invaded. The U.S. was the least demanding. The French wanted Germany to pay $220 billion; the British $24 billion, and the Americans $22 billion. The final settlement was 132 billion gold marks or $34 billion. That was later negotiated down to 112 billion gold marks, with annual payments of two billion per year.11 The final German payment for World War I reparations was made on October 3, 2010.


The Versailles Treaty was naturally unpopular with the German public, and Britain’s John Maynard Keynes warned in his book The Economic Consequences of the Peace that it would ruin the country’s economy. Schacht refused to publicly recognize the war debt, but participated in negotiations with the Allies for better treaty conditions that became known as the Young Plan. He got somewhat better terms that reduced the amount and spread it out over a longer period, but the German public nonetheless turned against him. The national hero suddenly turned into a fall guy. When Schacht returned from a trip to Paris in June 1929, after signing the latest plan, his wife met him at the Berlin railroad station with the stinging rebuke: “You ought never to have signed!”12


On October 3, 1929, Schacht’s friend and mentor Chancellor Gustav Stresemann died of a stroke. Having lost public support within the increasingly dangerous German political scene where radicals of the right and left polarized politics, Schacht on March 7, 1930, resigned from his lifetime job. When asked at a farewell press conference what he was going to do, the banker replied that he was going to become “a country squire and raise pigs.”


The new retiree enjoyed traveling, and that summer visited Romania, Switzerland, Denmark, and Sweden. In the fall, he went to the U.S. for a two-month speaking tour. While on his ocean crossing in September 1930, he read a copy of Mein Kampf by Adolf Hitler, the country’s rising politician.


By the time Schacht returned home, he had forgotten about being a country squire and ventured into German politics. Although he had been one of the founders of the German Democratic Party, a center-left group founded largely by intellectuals in 1918, he left it eight years later on the grounds that it no longer supported private property. The Nazis were now coming on strong. In the May 1928 parliamentary elections, they had won only twelve seats, but in the September 1930 balloting they captured 107, making them the second largest party in the Reichstag.


In December 1930, Emil Georg von Stauss, the CEO of the Deutsche Bank and the man who loaned Hitler the Remington typewriter on which Mein Kampf was written, invited Schacht to a dinner with Hermann Göring, a top Nazi leader who had asked to meet him. Table talk among the three men quickly turned to politics and economics. In a sign of his compulsive arrogance, Schacht later speculated that Göring probably hadn’t yet paid for the tuxedo he was wearing that night.13


A month later on January 5, 1931, Göring invited Schacht to a dinner party that he and his wife were holding at their apartment in the Wilmersdorf section of Berlin. In another condescending observation, Schacht noted that the Nazi leader lived in a modest rented dwelling. A message accompanying the invitation said that Hitler would be present. The Führer, wearing his Nazi uniform of dark trousers and brown jacket, arrived only after everyone had eaten and proceeded to speak for two hours. Schacht described him as “neither pretentious nor affected—on the contrary he was natural and unassuming.” He also noted that Hitler spoke ninety-five percent of the time. Hitler showed Schacht respect, which he appreciated, but treated his fellow Nazis with disdain. The banker was impressed and later wrote that Hitler’s “skill in exposition was most striking. Everything he said he demonstrated as incontrovertible truth; nevertheless his ideas were not unreasonable and were entirely free from any propagandist pathos.” Schacht’s bottom line: “The thing that impressed me most about this man was his absolute conviction of the rightness of his outlook and his determination to translate this outlook into practical action.”14


During his post-war trial at Nuremberg, Schacht said that his own political view at the time was that he “wanted a big and strong Germany; and to achieve that, I would ally myself with the devil.” The banker who the British economic journalist Paul Einzig once called “the most Machiavellian statesman in Europe” was about to make a dangerous power play.15


Unlike almost everyone else surrounding Hitler, Schacht was not a Nazi party man and found it hard to hide his contempt for people he considered only slightly better than street brawlers. He alone among the Führer’s inner circle never wore either the Nazi or military uniform. He was always the quintessential central banker. And while he might have fought the temptation, he treated most Nazis as inferiors. He had few contacts with leading party members outside of Hitler, who repeatedly invited his banker to attend his intimate daily lunches at the Reich Chancellery, where he held court and gossiped. Schacht attended only twice. Despite his initial favorable impression, he later came to regard Hitler as “half educated,” adding that although he had read a lot, it was all from a distorted point of view. When Wilhelm Vocke, who had served with Schacht on the Reichsbank board, warned him about the Nazis, Schacht replied, “One must give these people a chance. If they do no good, they will disappear. They will be cleared out in the same way as their predecessors.”16


In the spring of 1931, the American journalist Dorothy Thompson interviewed Schacht and voiced skepticism about the ability of the Nazis to handle the country’s economy, asking, “Who will run it?” Schacht replied, “I will. The Nazis cannot rule, but I can rule through them.”17


The world economic crisis accelerated on May 11, 1931, when Austria’s largest bank, the Rothschild’s Kreditanstalt, collapsed. That set off an international financial crisis that hit neighboring Germany particularly hard. On July 11, Chancellor Heinrich Brüning called Schacht and asked him to come immediately to Berlin. When the banker arrived the next day, he learned that the Reichsbank’s gold and foreign currency reserves were quickly evaporating. In the first three weeks of June, the country had lost more than half its gold to speculators. On July 13, the Danat Bank, one of the country’s major financial institutions and Schacht’s old bank, did not open. A new full-scale national economic crisis had begun.


Schacht was regularly in contact with Hitler during those tense times, often expressing his support in sycophantic letters. On August 29, 1932, the banker offered him a strategic suggestion: “Do not put forward any detailed economic program.” He also pledged his loyalty: “Wherever my work may take me in the near future, even if you should see me one day within a fortress, you can always count on me as your reliable helper.” Schacht signed the letter, “With a forceful Heil.”18


Schacht urged Brüning’s successor Franz von Papen to resign in favor of Hitler, saying, “Give him your position. Give it to Hitler. He is the only man who can save Germany.”19 Schacht’s name was prominently at the top of a list of the country’s leading economists who publicly urged President Paul von Hindenburg to name Hitler chancellor.


In a surprising development in the November 6, 1932 election, the Nazi vote declined for the first time, giving hope to German democrats that the party’s power had peaked. That tempted some politicians to propose bringing the Nazis into a new government in hopes that they would begin acting responsibly once they were in power. That was naïve.


Schacht was showing his loyalty to the Nazis at a crucial moment. Joseph Goebbels, the party’s chief propagandist and a member of Hitler’s inner circle, wrote in his diary on November 21, 1932, “In a conversation with Dr. Schacht, I assured myself that he absolutely represents our point of view. He is one of the few who accepts the Führer’s position entirely.”20


On a snowy January 30, 1933, and after years of increasing social chaos, violence in the streets, weak governments, and inconclusive elections, President Paul von Hindenburg reluctantly asked Adolf Hitler to form a government. The following day, the new chancellor convinced the president to dissolve the Reichstag and call new elections to be held on March 5. Goebbels wrote in his diary: “The struggle is light now, since we are able to employ all the means of the state.”21


In order to ensure the party’s electoral victory, the Nazis wanted to raise as much money as possible to finance the campaign, and turned to Schacht to help deliver large donations from the country’s wealthy industrial leaders. Göring asked him to invite a group of businessmen to a meeting with Hitler on February 20 at the Reichs­tag’s Presidential Palace. Some twenty-five attended, including Gustav Krupp von Bohlen und Halbach, the armaments magnate; Carl Bosch, the head of I.G. Farben, the chemical giant; and Albert Vögler, the founder of Vereinigte Stahlwerke, a steel giant.


Schacht and Göring were joint hosts and spoke first while waiting for Hitler, who as usual arrived late. Once there, the Führer explained his political agenda for after his expected election success. He promised to “eliminate” Marxists, rearm the Wehrmacht, and bluntly said, “We must not forget that all the benefits of culture must be introduced more or less with an iron fist.”22 He also made a menacing prediction: “We stand before the last election.” It was time to “crush the other side completely.”


When Hitler finished speaking, Krupp jumped up and thanked him “for having given us such a clear picture.”23


After Hitler left the room, Schacht asked the business executives to make major contributions to the election campaign. He said the overall goal was three million Reichsmark. Göring said it was time for them to make “financial sacrifices,” adding that it would “surely be easier for industry to bear, if it realized that the election of March fifth will surely be the last one of the next ten years, probably even for the next hundred years.” Schacht requested that each man write down the amount his company would contribute to the Nazi campaign fund. Hitler had already asked Schacht to undertake the job of administering the contributions. When he totaled them up, the businessmen of Germany had pledged the requested three million marks.


Two nights later on February 27, a mysterious fire largely destroyed the Reichstag building. The Nazis blamed Marinus van der Lubbe, a Dutch communist, for the crime. The next day, Hitler convinced President von Hindenburg to sign emergency measures suspending part of the constitution as a “defense measure against Communist acts.” Göring later bragged that he had set the fire, but then later denied it.24


Despite their ruthless election tactics, the Nazis did not get the two-thirds majority that Hitler sought, which would have allowed him to push through his radical agenda and grab total control of the country. His party increased its vote only to 43.9%, but he was able to put together a small majority government with the help of Franz von Papen’s Center Party.


Shortly after the election, Hitler called in Reichsbank President Hans Luther and asked him how much money the central bank could advance for a job-creation program, which is how the new chancellor planned to masquerade German rearmament. The new regime did not want to finance this through unpopular new taxes. The banker said he could only provide 100 million Reichsmark or about $23 million, which was a pittance compared to what Hitler wanted.


So the new chancellor called in Schacht and put the same question to him. After saying it was necessary to “do away with unemployment,” Hitler asked if there was a way to raise “a very large sum of money” through the Reichsbank. Schacht replied that the central bank “should provide the money needed.” Hitler pressed him for a number, but he would not commit, saying only, “I am honestly not in a position, Chancellor, to mention any particular sum. My opinion is this: whatever happens we must put an end to unemployment, and therefore the Reichsbank must furnish whatever will be necessary to take the last unemployed off the street.”25


Hitler paused briefly and then asked, “Would you be prepared to take command of the Reichsbank again?” Schacht replied that he didn’t want to force Luther out of office, but Hitler quickly said that he had other plans for him. Schacht said that in that case he would take the job. In a second meeting with Luther, Hitler offered him the post of German ambassador to Washington, which he readily accepted.


On March 17, almost exactly three years after he had left the job, Schacht was once again president of the Reichsbank. Every central banker should be born under a lucky star, and fortune smiled on him. Experts now agree that the German economy hit bottom in late 1932 and started expanding in early 1933, although no one knew that at the time. The following month, the central banker was also named a member of the secret Reich Defense Council, which was charged with preparing the country for war. Hitler’s first demand of his banker was money for a Nazi priority program to repair and reconstruct houses, and Schacht readily complied. Another of his preliminary actions was to sanction an initial credit of 600 million Reichsmark to pay for the construction of the new highway system called the Autobahn, which was a pet Hitler project. The Führer considered the limited-access roads as a way to move army troops and weapons rapidly around the country in time of war. The government also spent heavily on building new housing. Schacht was accommodating on the Reichsbank’s gold policy. When the Nazis took power, Germany’s currency had to be backed 40% by gold or foreign exchange, but in October that requirement was quietly dropped. That made it easier to increase spending.


On March 23, 1933, the Reichstag by a vote of 441 to 94 passed the Enabling Act, which allowed Hitler to pass laws without legislative approval. The heavy hand of Nazi dictatorship was quickly descending on Germany.26


The German people left World War I with a national consensus that they could not count on any other nation for their safety or prosperity. They believed that their country faced the world alone and had to provide for its own defense, economy, and wellbeing. Britain, the country’s main adversary during the earlier conflict, had cut off vital supplies with a naval blockade that left the country’s people starving. During the infamous “turnip winter” of 1917, Germans on the home front had little to eat except turnips, which had previously been used for cattle fodder. In that tragic period, 763,000 people died of starvation.


Germans were now united with the angry attitude of “never again.” The country, in the future, had to be master of its own domain. The widespread German name for this policy was autarky. The word goes back to the Greeks, and the more common English expression is “self-sufficiency.” The foundation of this national policy was gold, the historic last refuge of people in trouble. If all else failed, the country needed enough gold to buy food. Germans of all political stripes and classes supported the policy. The public universally believed that British, French, and American armies had not defeated them on the battlefield, but rather had cut off Berlin’s trade ties to the world and starved them into submission. The food blockade continued even after the armistice was signed on November 11, 1918, burning the humiliation even deeper into the national psyche. Autarky was not a national policy dictated by Berlin politicians on the general public, but was based on the country’s painful experience and unity in the belief that it should never happen again.27


Members of the growing Nazi party, the street thugs who brought Hitler to power, were among the strongest believers in autarky. For them, the words in the country’s national anthem said it all: Deutschland über alles in der Welt (Germany above all in the world).


Hitler himself had an expansionist view of Germany’s place in Europe and believed that the nation could achieve not just self-sufficiency, but growth. Although he didn’t often spell it out in detail to the world’s public or political leaders, he envisaged a much larger country that would stretch from the Atlantic Ocean to the Ural Mountains. That was his concept of Großraumwirtschaft, a Nazi plan for the reorganization of Europe with a new continental economic system under Berlin’s control and for its benefit. Germany could not achieve its historic role within the restrictive borders that the Allies had dictated at the end of World War I, where 66 million people lived when Hitler came to power in 1933. Hitler envisaged a German super nation that, in the west, would include parts or all of Belgium, Holland, and even France. In the east, Germany would take over the breadbaskets of Poland and Ukraine. Those countries had the rich soils that could produce both the food and natural resources that the enlarged Germany would need, as well as a population that Hitler planned to subjugate to perform the menial labor necessary to support this new, expanded state. This Great Germany would have a population of 140 million and have vassal states on its borders that would pose no military threat.


Big business such as I.G. Farben backed the autarky program that foresaw the production of man-made substitutes for goods such as rubber and oil that were not indigenous to Germany. Göring’s Four Year Plan in 1934 forced all the major brown coal producers to form a joint venture to produce synthetic fuel. It invested heavily in synthetic fuel during the 1920s, when it looked as if the world’s known sources of oil were running out. New discoveries in countries such as Saudi Arabia, though, set back their plans because the artificial product became uneconomic. Farben was a major financial backer of Hitler during his rise to power, and the Führer supported spending on synthetics when he became chancellor in 1933. Now the company was going to get its payoff.28


On August 9, 1942, when Hitler was still optimistic about the success of his invasion of the Soviet Union, he gleefully told his dinner companions, “There is here a million tons of wheat in reserve from last year’s harvest. Just think what it will be like when we get things properly organized, and the oil wells are in our possession! The Ukraine produces thirteen or fourteen million tons a year. Even if we show ourselves to be half as successful as organizers as the Russians—that’s six million for us!” There would be plenty of everything. He added, “We shall become the most self-supporting state, in every respect, including cotton in the world. The only thing we shall not have will be a coffee plantation—but we’ll find a coffee-growing colony somewhere or other! Timber we shall have in abundance, iron in limitless quantity, the greatest manganese-ore mines in the world, oil—we shall swim in it.”29


Hitler revealed his lack of knowledge of the economics of modern warfare in his Second Book, the sequel to Mein Kampf that he wrote in 1928, but which was not published in his lifetime. In it he said flatly, “The sword has to stand before the plough and an army before economics.”30


That nirvana, however, would arrive only once Germany ruled the European mainland. In the meantime, Hitler’s wars of conquest would have to be waged with the mineral resources that nature had given the country. Nazi Germany could not produce certain key raw materials. The Führer’s entourage accepted without question his unrealistic orders to produce everything needed for his wars no matter what the cost or where it could be bought.


As an international banker with frequent and friendly contacts abroad, Schacht was not a natural advocate of autarky. But he knew his country; he knew its needs; and he knew its political leaders. Germany was dependent on world markets for a few essential raw materials and some food imports. Perhaps the most important one for Hitler’s wars was the weapons-grade iron ore needed to make steel for tanks, cannons, and rifles. The country had plenty of low-quality ore, but not the higher level. At the time the Nazis took power, Germany imported eighty percent of its iron ore, with half of it coming from Sweden. The process of improving the country’s low-grade ore to make better products was well known. It required adding tungsten, a mineral also known as wolfram. While Germany had virtually none, Portugal and Spain had plenty. Germany also lacked other raw materials including petroleum, aluminum, nickel, rubber, and chromium that would be necessary to turn it into a military superpower. But these supplies and more could be bought on the world market with gold. Chromium was abundant in Turkey. Romania had plenty of oil. And no nation ever turned away gold.


In a November 10, 1943 memo to Hitler, Albert Speer, his one-time architect who by then was the minister for armaments and munitions, wrote, “Chromium is indispensable to a highly developed armaments industry. Should supplies from Turkey be cut off, the stockpile is sufficient only for 5-6 months. The manufacture of plants, tanks, motor vehicles, tank shells, U-boats, and almost the entire gamut of artillery would have to cease from one to three months after this deadline.” He noted that chromium was in shortest supply of the elements the Nazis needed.31


Schacht had to establish an economy that made the most of Germany’s own natural resources, while also husbanding major foreign currencies such as the American dollar and the British pound, but gold reigned above all. He knew that once a new war started, the U.S. and Britain would take measures to make it difficult to get either of those currencies, making gold more important than ever: it was the one thing that the neutral countries would take in payment. When all else failed, Germany could buy whatever products it needed with gold.32


Gold was even useful in achieving Germany’s strategic goals. When the Nazis were recruiting the minor Norwegian politician Vidkun Quisling in December 1939, to run a pro-Nazi party in that country, they gave him some gold to get the operations started. Foreign Minister Joachim von Ribbentrop soon demanded his own independent source of gold to finance his clandestine operations abroad.33


Schacht quickly put autarky into practice. In his early months in office, he worked closely with Nazi officials to set out a multifaceted strategy to solve the country’s economic problems and get it on the road to self-sufficiency. Everyone knew that during wartime Germany had to expect that its military opponents would again attempt to starve the country into submission. The Nazis wanted to make sure that didn’t happen again, and Schacht was ready to help them.


Only two months after returning to the Reichsbank, Schacht traveled to the U.S. to meet the leaders of the new Franklin D. Roosevelt administration. The new president greeted him on the White House terrace and had four separate sessions with him. The president and his top aides, though, did not look favorably on the new Nazi government. Nonetheless, Roosevelt, who once called Schacht a “bastard,” and had been suspicious of the Nazis almost from day one, still hosted him at a White House lunch, and Hull honored him with a dinner. The German basked in the glow of all the attention.34


Back in Germany, the central banker soon took on more titles that reflected his growing power within the Hitler regime. On July 26, 1934, the Führer was in southern Germany at the Bayreuth Wagner festival when he asked him to come down from Berlin to meet with him. He offered his banker the additional post of Minister of Economic Affairs. Two loyal Nazis who occupied the position previously had been complete flops.35


When he learned of the proposal, Schacht asked, “Before I take office, I should like to know how you wish me to deal with the Jewish question.” Hitler replied, “In economic matters the Jews can carry on exactly as they have done up to now.” Schacht then accepted the new position. Less than a year later on May 21, 1935, a secret law also named Schacht the General Plenipotentiary of War Economy. That gave him authority over the entire German economy in time of conflict. He would be the co-equal to the commander of the country’s armed forces. He was charged with placing “all the economic resources in the service of warfare.”36


The first step in the autarky program was to reorient as much as possible of Germany’s trade away from the country’s traditional economic partners. Berlin would simultaneously reduce its commerce with Britain, France, and the U.S., while increasing it with peripheral and less developed nations with whom Germany had historically done little trade. Those countries would be much less likely to demand payment in gold or major currencies and be willing to accept barter trades. Berlin could sell its surplus production of non-vital products in exchange for important ones that it needed to buy abroad. That would keep the country’s sparse financial resources for only the most important imports. The two areas with the greatest potential were the Balkans and Latin America. Both were rich in natural resources.


As far as can be determined from historic records, Schacht never wrote out his autarky policy or presented it in any public speech, although he explained it clearly to top Nazi officials. He repeatedly insisted on the need to husband precious foreign currency so that the country could buy vitally needed imports, especially war materiel. The use of foreign currencies and gold turned into a major subject of conflict between the General Plenipotentiary of War Economy and other top Nazis. It was a classic case of the historic choice between guns and butter. Nazi leaders such as Hitler and Göring believed they could have both, and the central banker never succeeded in changing their view.


Schacht’s immediate challenge in the early months of the Third Reich was to find a way to finance Hitler’s huge military buildup. The Führer’s goal was to make Germany the mightiest military power in Europe, if not the world, in just five years. Moreover, this had to be accomplished without setting off a new 1920s-style inflation, which still terrified Germans. Initially, at least, it also had to be done without attracting attention from other countries. Schacht not only had to pull a financial rabbit out of his hat, he had to do it without anyone noticing.


The centerpiece of Schacht’s plan was a new corporation called the Metallurgische Forschungsgesellschaft (Metal Research Company), which soon became known as Mefo for short. In financial terms, it would issue promissory notes permitting the government to get around the law that limited central bank lending to 100 million Reichsmark. All the money went to rearmament. At the behest of the Berlin government, four major German companies, Siemens, Krupp, Rheinstahl, and Gutehoffnungshütte, started a dummy company that had no employees, but capital of one million Reichsmark. German businesses doing rearmament work would present their bills and be paid in Mefo currency, which they could either sell at a discount to a German bank or hold. In addition, the companies would get four percent interest on the Mefo bills. They were to have a total longevity of four years, after which repayment would begin. The Metallurgische Forschungsgesellschaft would raise 12 billion Reichsmark in capital over four years, and the Reichsbank would buy back the Mefo bills. In effect, the companies doing rearmament work were giving Berlin a loan that the government promised to start paying back in four years. The repayment date continued to lengthen, and at one point was pushed out to seventeen years. One of the best-kept secrets of the Mefo bills was that foreigners bought a majority of them from the Reichsbank without knowing how the money was being spent. In a memo to Hitler in May 1935, Schacht gleefully wrote, “Our armaments are, therefore, being financed partially with the assets of our political opponents.”37


Schacht came up with the target of 12 billion Reichsmark because he thought that was the most he could spend without setting off new inflation. He called it “an ingenious and well-adapted method of providing funds.” During his interrogation at the Nuremberg trials, Schacht proudly said, “The 12 billion Mefo bills were exclusively appropriated for armament, so I knew that money was not spent on dinners.”38


Another attraction of the Mefo bills was that they were hidden from the world. No reference to them appeared in the published statements of the Reichsbank or the German national budget. Even within the government, few officials knew about them. Hans Lammers, Hitler’s chief of staff, told interrogators after the war that he had seen the term in documents but had no idea what it meant. German defense spending between April 1935 and March 1940 totaled 20.5 billion Reichsmark, of which 12 billion came from the Reichsbank via Mefo financing.39


In early 1934, Schacht ran into unexpected balance of payments difficulties because rearmament spending almost wiped out the country’s holdings of gold and foreign currency. Secret reserves and official bullion reserves fell to just $55.5 million on June 30, 1934. Schacht’s reaction to that crisis was to put through his New Plan on September 24, which introduced state control over foreign trade. The name was in homage to Franklin Roosevelt’s New Deal. The German objective, though, was very different. According to Schacht’s plan, Germany should buy nothing that could not be paid for with exports. The program promoted bilateral trade and limited imports to essential products, in particular raw materials and agricultural products. This was to be done by reorienting Germany’s trade to just twenty-five states, with most of them in the Balkans and South America, where countries were still suffering from the lingering effects of the global depression and would accept almost any deal. Berlin thus began importing large quantities of goods from countries such as Romania, Spain, Argentina, and Turkey, which became the main supplier of chromium, the still-coveted key resource in the making of certain products essential to the war effort.


The policy achieved its goals. Germany’s balance of trade had a deficit of 284 million Reichsmark in 1934, but a 111 million surplus the following year. The benefits kept increasing. In a letter to Göring in August 1937, Schacht bragged that Germany had a trade surplus of a half billion Reichsmark.40


Thanks to Schacht’s economic policies, the German economy was soon flourishing. The Gross National Product, which in 1932, the year before he took over the economy, had been 58 million Reichsmark, rose to 83 billion by 1936. From 1934 to 1937, imports of non-essential finished products such as consumer goods fell by 63%, while imports of raw materials increased sharply: iron ore by 132%, petroleum 116%, grain 102%, and rubber 71%.


Hitler came to power in 1933 largely because the country had six million people unemployed, but by the end of 1934 that number was down to 2.6 million and falling. In fact, Germany would soon face a shortage of skilled workers. In early 1934, Germany bought $1 million worth of high-quality air force hardware from American manufacturers and paid for it with bullion. In 1936, Hitler, Schacht, and War Minister General von Blomberg argued about the importance of gold in the military buildup. Schacht thought that the purchase of military equipment from the Americans in the early days of the Reich was proof that it could now buy needed goods. Hitler, though, continued to believe that he could fight wars without gold. Blomberg listened to both sides in several discussions without taking a position, but Georg Thomas, his top economist, shared Schacht’s views, telling a group of young military leaders in November 1937, “In wartime, Germany will need a considerable reserve of gold and foreign exchange for propaganda, espionage, and other purposes.”41


Schacht hid German gold by spreading it into five different places in the country’s books. He also kept the world in the dark about what he was doing by creating a whole variety of accounts on the Reichsbank’s books, some hidden and some public. He and only a handful of associates understood what was going on. Officials referred to these as the country’s “war reserve accounts” and nicknamed them the “new Julius Tower,” a reference to the location where gold had been hidden during World War I. Reserves at the end of 1933 were $174.5 million, with $156.1 million in official records and $18.4 million hidden off the books. After the 1934 run on the currency, the numbers were $28.4 million in public documents, but $40.4 million hidden. By the end of 1935, gold holdings started heading back up, with $33.3 million acknowledged and $81.6 million not made public. Because of heavy spending on the military, though, both published and hidden reserves remained in overall bad shape.


Most of the credit for the economic prosperity in the early Hitler years went to Schacht, and he thoroughly enjoyed the adulation. When the central banker celebrated his sixtieth birthday in January 1937, General Blomberg told him, “Without your help, my dear Schacht, none of this rearmament could have taken place.”42


Only three years after he had joined the Hitler government, Hjalmar Schacht’s economic policies had been a major success. Perhaps because of that success, Schacht could not help treating the Nazi leaders, even Hitler, as his intellectual inferiors. A British intelligence report from its Berlin embassy to London said Schacht was “one of few if not the only man who dares to speak out to Hitler.” U.S. Ambassador William Dodd wrote in his diary on June 21, 1935, “No man in Germany, perhaps none in Europe, is quite so clever as this ‘economic dictator.’ His position is always delicate and even dangerous.”43


Confident that he had become indispensable to the Nazi regime and therefore untouchable, Schacht on August 18, 1935, at the Ostmesse, a major business fair held annually in the Baltic city of Königsberg, voiced opposition to major party policies, including the treatment of Jews. Top Nazis attended his speech, which was also broadcast nationally on the radio. An SS general walked out in protest, and when Schacht sat down Erich Koch, the party boss of East Prussia, whispered to him, “Little monk, little monk, you are on a difficult road.” Martin Luther had received that same warning, which any educated German would recognize, at his trial at the Diet of Worms after launching the Protestant Reformation.44


Hitler reluctantly recognized the importance of a strong economy in building his Nazi state. At the same time, he was instinctively and frequently at odds with Schacht, who never paid him the homage others did. He arrogantly told Hitler early in the Third Reich, “You need me. And you’ll continue to need me for several years. After that, you can shoot me if you want to. But you can’t shoot me yet.” Ironically, the better the economy, the less Hitler needed Schacht. The Führer also had an underlying contempt for economic advisors, once saying, “The nation does not live for the economy or for the leaders of the economy. . . . The leaders of the economy and all theories have to serve exclusively this struggle for the maintenance of the nation.” In his post-war memoirs Schacht wrote candidly, “From the middle of 1936 onwards my relations with Hitler had slowly but steadily deteriorated.”45




Chapter Four


FRANKLIN D. ROOSEVELT’S ARGONAUT


Henry Morgenthau, Jr. was the brother that President Franklin D. Roosevelt never had. The two men shared much in common, and both even wore pince-nez glasses. Each was born into great wealth and to families who believed that privileged people had a duty to help those less fortunate. Morgenthau’s father, Henry Sr., made a fortune in New York City real estate; Roosevelt was from old money. Henry and Franklin were both gentlemen farmers in upstate New York. In some ways, however, they were polar opposites. Roosevelt was the happy-go-lucky politician who charmed voters, while Morgenthau was reserved and reflective. His main mission in life now was to serve his friend.


Morgenthau’s parents knew early on that their eldest son suffered from some kind of learning disability that may have been dyslexia, which at the time was not easily diagnosed or treated. He entered the prestigious Exeter Academy, but didn’t do well in class and left. He eventually graduated from high school and went to Cornell University with plans of becoming an architect, but again failed academically despite the help of a tutor, and soon dropped out.1


In 1911, Morgenthau traveled to Texas to recover from typhoid fever, and while there became attracted to agriculture and ranching. The following year, he told his father he had decided to become a farmer, and in the fall of 1913 at age 22, Henry Jr. bought 1,000 acres of land for $55,000 up the Hudson River in Dutchess County, New York. He named it Fishkill Farms, and the property became the centerpiece of his life. He loved working outdoors and had finally found a calling where he excelled. Christmas trees were one of his early crops. He returned to Cornell to study agriculture, but left again without a degree.2


Franklin Roosevelt, who was nine years older, lived 25 miles away in Hyde Park, where he ran his family’s Springwood estate. The first known communication between the two men took place on December 11, 1914, when Morgenthau sent a letter to Roosevelt, who was by that time assistant secretary of the navy, seeking his support for a blacksmith who was a candidate for postmaster. Roosevelt responded in detail, and that seemingly innocuous beginning started a long and deep friendship.3


When the U.S. entered World War I in 1917, the recently married Morgenthau tried to enlist in the army, but failed the eye exam. Still anxious to help the war effort, he came up with the idea of shipping tractors to France so that the country could increase its food production and thus help the Allied troops. Few French farmers at that time had tractors. Morgenthau’s father was then serving as President Woodrow Wilson’s ambassador to the Ottoman Empire, and the father lined up a meeting with Herbert Hoover, the head of the Food Administration, who was enthusiastic about the plan. Working with both Hoover’s agency and the International Red Cross, Morgenthau arranged to get 1,500 Ford tractors sent to France and traveled along with them. When he returned to the U.S., he tried again to join the military, and this time was accepted into the Naval Quartermaster Corps. He received the news in a letter signed by Franklin D. Roosevelt. Morgenthau served his military time in New York City for the last two months of the war as a lieutenant (junior grade).


After the war ended, Morgenthau returned to his farm in Dutchess County, where he concentrated on dairy farming and growing apples. He frequently called on Cornell professors in upstate New York to help him improve production. Through local Democratic Party politics, he stayed in touch with Roosevelt, who was planning to run for statewide office. Morgenthau, Roosevelt, and their wives, Elinor and Eleanor, soon became friends. Roosevelt was on the political fast track and was the vice presidential candidate on the 1920 Democratic ticket; Morgenthau organized a rally in the county that attracted national figures and a large crowd. The Democratic ticket lost the election, and the following year Roosevelt came down with polio. Many thought his political career was over.
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