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Short Abstract: The Disconto-Gesellschaft and
German Industrialization: A Critical Examination of
the Career of a German Universal Bank, 1851~ 1914.
Thesis submitted for the Degree of Doctor of Philosophy
in the University of Oxford by John M. Kleeber ’

St. Catherine's Collegg, Oxford, Michaelmas 1987.

This thesis uses the history of the Disconto-Gesellschaft
to argue that the role of universal banks in fostering German
industrialization was less than has previously been assumed.
The archive of the Disconto-Gesellschaft is not currently
accessible, so the thesis will use industrial arcehives to
examine the bank's relations with industrial companies.

After a discussion of the literature, a summary of other
Disconto~Gesellschaft ventures shows that the Dortmunder Union
was not an isolated disaster, but one among many. The thesis
discusses the boom of 1867-1873 and suggests it was engendered
by a spate of railway building which fed into heavy industry.
The next section recounts how the collapse of universal banks
during financial crises led most countries outside Germany to
separate commercial from investment banking either by law or
by custom, The first chapter concludes with a discussion of
how German industry raised capital.

The second chapter discusses the origins of the Disconto-
Gesellschaft; David Hansemann's introduction of a new corporate

form, the Kommanditgesellschaft auf Akéien; the Disconto-

Gesellschaft's rise during the crisis of 1859, relations with
competitors, internal structure and the character of its management
and supervisory board. The third chapter treats the history of the
Dortmunder Union, and the reasons for its failure,

The fourth chapter discusses Krupp's difficulties in raising funds;
how the Disconto-Gesellschaft coped with the problem of lending to
two competing firms, Krupp and the Union; and management of this
conflict through the rail cartel, The fifth chapter uses the

correspondence of Kirdorf and Russell to discuss the coal industry's
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plight in the 1870's, and the reasons for the success of the
Gelsenkirchener Bergwerks-Actien-Gesellschaft. The conclusion
suggests that private banks were more successful in financing
industry than universal banks like the Disconto-Gesellschaft
because their great number meant that even a Krupp could find
a private banker who believed in him, and because their narrow

capital bases prevented them from keeping lame ducks alive,
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ong Abstract: The Disconto-Gesellschaft and
German Tndustrialization: A Critical Examination of
the Career of a Germen Universal Bank, 1851- 1914.
Thesis submitted for the Degree of Doctor of Philosophy
in the University of Oxford by John M. Kleeber, R
St. Catherine's College, Oxford, Michaelmas 1987.

The thesis that follows re-examines the role of German
universal banks in fostering German industrialization. A
"universal bank" combines the functions of commercial and
investment banking. The traditional view holds that universal
banks contributed greatly to Germany's industrial development.
This thesis examines one of the major German universal banks,
the Direction der Disconto-Gesellschaft, and comes to the
opposite conclusion,

First reactions to tihe Crédit Mobilier and other
universal banks were hostile, but they found new champions
after 1902 in Adolf Weber, Johann Plenge, and Jacob Riesser,

The debate has revived in recent years. Neuburger and Stokes

used the current account figures worked up by Ekkehard Eistert

and analyzed them econometrically, concluaing that the overall
contribution of German universal banks was negative, Although
these conclusions parallel my own, their work does not inspire
total confidence and Fremdling and Tilly's critique is fairly
telling. Most recently Richard Tilly has made use of portfolio
theory and argued that the portfolio of funds supplied by

banks to their current account customefs corresponds very

closely to an ideal portfolio of the German economy. Unfortunately
Tilly's surrogate for banks' current account portfolios—— new issues
admitted to the Berlin stock exchange—— is probably somewhat
removed from actual bank lending patterns., Stripped of these
assumptions, Tilly's results give a conclusion which is compatible
with my own view: universal banks were not successful at fostering
Germany's economic growth. Private banks, however, were very good
at choosing new companies and knowing which ones to introduce to

the bourse; and this is demonstrated by Tilly's portfolio of new
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issues on the Berlin bourse 1883-1913, which approximates very
closely to an ideal portfolio for the German economy.

There were nine big Berlin banks in 1913: the Deutsche
Bank, the Disconto~Gesellschaft, the Dresdner Bank, the
Bank ftir Handel und Industrie (Darmst#dter Bank), the Berliner
Handels-Gesellschaft, the Schaaffhausen'scher Bankverein, the
Nationalbank f#ir Deutschland, the Commerz- und Disconto-Bank,
and the Mitteldeutsche Credit-Bank. The last three were much
smaller than the rest; the Deutsche Bank and the Berliner
Handels-Gesellschaft were not true universal banks for much of
this period; and the Bank fiir Hanael und Industrie and the
Schaaffhausen'scher Bankverein were not particularly successful,
The Dresdner Bank would repay further study. The Disconto-
Gesellschaft was a true universal bank; it had a reputation for
success; and it was one of the two largest German joint-stock
banks throughout the period 1856-1914., Unfortunately the
archive of the Disconto-Gesellschaft is not currently accessible;
so the thesis will use industirial archives to examine the
Disconto-Gesellschaft's relationship with industrial companies.
After a treatment of the literature, a summation of other
Disconto-Gesellschaft ventures shows that the Dortmunder Union
was not an isolated catastrophe, but that the Harzer Union, the
Mengeder Bergwerks-~Actien-Gesellschaft, and the Bochumer
Bergwerks—-Actien-Gesellschaft, to name but three, were
similarly disastrous,

The thesis will concentrate on heavy industry. This is a problem
because returns from heavy industry are usually low; but this
concentration on heavy industry is a bias which can be observed
in the Disconto-Gesellschaft's general investment policy. Another
emphasis will be the boom and crash of 1867-1873. The dissertation
suggests that this was engendered by a spate of railway building in

Germany, Austiria~Hungary, and the United States, rather than
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superficial elements such as the German public limited company law
of 1870 or the French indemnity for the war of 1870. The section
that follows discusses why Germany has universal banks and other
countries do not. The Overend, Gurney crisis of 1866 and the
collapse of the Credit Mobilier in 1867 confirmed an informal
separation between commercial and investment banking which
already existed in France and &ngland. Italy, the United States,
and Belgium enacted laws to enforce this separation in response to
the world economic crisis of 1929-1933, Finally, MacArthur
introduced the American law into Japan after 1945. Responses
to certain specific crises have led most other countries to
enact by law or by custom a separation of investment and commercial
banking.

The final section of the first chapter tries to answer a
question which naturally arises: if it was not universal banks
who financed Germany's economic growth, where did this money
come from? After discussing some not wholly satisfactory
statistical approaches based on subscriptions to capital increases
and attendance at annual general meetings, the section then
proceeds to give a general picture. Industrialists raised capital
in the first place from re-investing profits: either from the same
firm, the same industry, or from other.successful investments.
The second source to tap was relatives, The in-laws might then
introduce the industrialist to others who had made money during
the period of primitive capital accumulation before the full
industrial revolution was ushered into Germany by the advent
of the railways. These men could be merchants, operators of
transport and conveyance enterprises (Spgditeuren), textile
manufacturers or even professional men., A further source was
private bankers, who played a major role in financing German

industry. Private bankers might then bring in joint-stock
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banks or foreign investors; but as I will argue in the thesis,
the role of joint-stock banks was less than is commonly assumed,
Foreign investors were extremely important, especially for the
Ruhr in the 1850's,

The second chapter discusses the Disconto-Gesellschaft itself,
It treats the origins of the Disconto-Gesellschaft as a
co—operative credit union formed in reaction to the crisis of
1848, and how the Disconto-Gesellschaft gradually outgrew these
humble beginnings. David Hansemann then converted the
Disconto-Gesellschaft into a universal bank, partly to fend off
imminent competition from other rivals like the Bank ftir
Handel und Industrie, and in the process introduced a new

corporate form to Germany, the Kommanditgesellschaft auf Aktien,

The Disconto-Gesellschaft found itself in a very strong position
during the crisis of 1859 and vaulted into the front rank of
financial institutions. The chapter then discusses the rise
of the Disconto-Gesellschaft in terms of its relations to its
competitors, namely: Sal. Oppenheim jr. + Cie.j; the House of
Rothschild; S. Bleichrb8der; and the Norddeutsche Bank in Hamburg.
The final section discusses the very bureaucratic internal
structure of the Disconto~Gesellschaft; it goes on to treat the
character of the supervisory board, in particular the local
Berlin merchants and the government civil servants.

The third chapter discusses a specific industrial
venture of the Disconto-Gesellschaft: the Dortmunder Union.
It begins with the Disconto-Gesellschaft's acquisition of the
Henrichshlitte in 1857; the histories of the other components
of the Union, namely the Dortimunder Htitte and Neuschottland;
and the formation of the Union, with special attention to the
roles of Friedrich Grillo and Wilhelm von Born. The chapter
enumerates the works of the Union, and gives a statistical

overview, The following section recounts the financial history
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of the Union-- its numerous capital reductions—— and refutes the
view of Hilferding, Stillich, Liefmann and Lenin that the
Disconto-Gesellschaft made money out of these capital reductions;
using the class "A" preference as an example, the Disconto-
Gesellschaft is seen to have lost substantial sums. The chapter
then turns to specific problems of the Union, First is personnel
questions: a demoralized workforce, and a management, which,
although it often harboured some notable talents, was so
demoralized that talented men frequently left the Union.

The next problem is the crippling of the outlying works, which
demonstrates that the merger was a mistake from the start, The
Henrichshiitte is used as an example; the decline of the other
works is summarized in statistics. A fourth problem was iron

ore supplies; but in this the Union did not differ greatly from
other German steel companies., A fifth problem was the Union's
coal supplies, which were unsuited for producing coke. The
peculiar history of the acquisition of the colliery "Adolf

von Hansemann" is recounted, which greatly improved the Union's
coke position. The chapter concludes that the Union ran into
trouble in the early 1870's because of overcapitalization, stock
losses, and the Disconto-Gesellschaft's plan of having the Union
run at full capacity, eveaiit made losses, Among the Union's
long-term problems were its geographicél dispersion, its poor
location (no water route until 1899), its technical backwardness,
its bad luck with iron ore mines, its poorly-timed and ill-chosen
acquisitions of collieries, its talented but demoralized managers,
its vertical integration during a period of falling prices,

and its insufficiently severe capital reductions, The Disconto-
Gesellschaft should bear much of the blame for these problems:
for encouraging the Union to operate full out even if at a loss;
and for the deleterious effects of the original merger, the

geographical dispersion, the vertical integration, and the
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crippling of the outlying works. The Disconto-Gesellschaft
demoralized the managers through interfering in the Union's
operations, and never carried out a capital reduction that was
pevere enough.

The fourth chapter takes a different point of view: an
entrepreneur (Krupp) seeking funds for his plant. The
chapter shows how Krupp met with repeated rebuffs—-- from private
bankers like Oppenheim and Herstatt, but also from universal
banks like the Disconto-Gesellschaft and the Schaaffhausen'scher
Bankverein-- until he found some private bankers who believed
in him, namely Wilhelm Imdwig Deichmann and Alexander Meyer-Cohn,
The chapter discusses the Krupp loan of 1874, and sees how the
Disconto-Gesellschaft dealt with the problem of providing funds
to two competing firms, Krupp and the Dortmunder Union., At
first the Union and the Disconto-Gesellschaft tried to have the
Seehandlung put pressure on Krupp to stop "dumping" in Russia.
When the Seehandlung did nothing, the Union sought a direct
agreement with Krupp, ultimately in the formal context of the
rail cartel,

The fifth chapter discusses one of the only two outstanding
industrial successes of the Disconto-Gesellschaft: the
Gelsenkirchener Bergwerks-Actien-Gesellschaft, After a discussion
of the formation of Gelsenkirchen, its.assets, and a statistical
summary, the chapter gives an overview of the 1870's largely
based on annual reports. It concludes that the GBAG performed
well in the 1870's, when so many of its competitors suffered
severely, for five reasons, First of all, "Rhein-Elbe" and
"Alma" were very good properties: their coal lay well, it was
the best quality gas coal, and they were very large mines,
Secondly, their luck held and they were not visited by accidents.
Thirdly, Kirdorf was a manager of genius., Fourthly, contracts

with Paris gasworks provided Gelsenkirchen with a means of
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escape from the vicious qﬂyble of railways/ironworks/collieries.
Fifthly, management and men achieved incredible productivity
increases. The eighteen-seventies impressed Kirdorf with the
need for price stability and multilateral controls on output——
ideas which later bore fruit in the Rhenish-Westphalian Coal
Cartel., The chapter then discusses special problems of this
period, using Kirdorf's correspondence with Emil Russell. These
special problems include the relationship with the banks; the
sales to gas companies; horse-trading over coal contracts with
the Magdeburg-Halberstadt and Cologne-Minden Railways; Kirdorf's
struggle with Friedrich Grillo; consolidation of the two
collieries to get around the second shaft problem and improve
the mine's reputation; the first tentative steps at expansion,
when Kirdorf suggested acquiring an old shaft of "Holland"; the
struggle for export markets, notably Paris, Belgium, Riga,
Petersburg, and a cutthroat contest for the Dutch market; and
the investment of the GBAG's cash surplus. The Kirdorf/Russell
correspondence shows a relationship between industrialist and
banker similar to those of Eich and Steinthal at Mannesmann or
Hasslacher and Salomonsohn at the Rheinische Stahlwerke., But
although the freedom of disposition remains with Kirdorf, Russell
can and does intervene more extensively than do Steinthal or
Salomonsohn, because of the ambiguous iegal situation before the
reform of the company law in 1884; because of Kirdorf's youth
and inexperience; and because, as General Director of the
Dortmunder Union, Russell had a technical knowledge which neither
Steinthal nor Salomonsohn could claim,

The conclusion emphasizes once again the remarkable lack of
success which the Disconto-Gesellschaft met with in financing German
industry, and suggests two reasons why private bankers were better

at this than universal banks, First of all, the multiplicity of
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private banks meant that if Oppenheim or Herstatt rejected
Krupp, Krupp could go on knocking on doors until he found one
opened by Deichmann or Meyer-Cohn. Secondly, the narrow capital
bases of the private banks prevented them from throwing good
money after bad as the Disconto-Gesellschaft did with the

Dortmunder Union,
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Abbreviations

a.D. = ausser Dienst (retired)
Adca = Allgemeine deutsche Credit—Anstalt

A.E.G. = Allgemeine Electricitats—Gesellschaft

AB = Actien—Gesellschaft (Public Limited Company)
AGM = Annual General Meeting
Az. = Aktenzeichen (file number)

B. A. 5. F. = Badische Anilin— und Soda-Fabrik

BBA = Bergbau—-Archiv beim Deutschen Bergbaumuseum, Bochum
CVDI = Centralverband deutscher Industrieller

DHHU = Dortmund-Hérder Hittenunion

EGM = Extraordinary General Meeting

Fb. = Findbuch (master list of files)

GRAG = Gelsenkirchener Bergwerks—Actien—-Gesellschaft

GmbH

Gesellschaft mit beschrankter Haftung (private
limited company)

65tA PK = Geheimes Staatsarchiv Preussischer Kulturbesitz,
Berlin

H A Krupp = Historiches Archiv, Fried. Krupp GmbH, Essen

16 = Interessengemeinschaft (profits pooling agreement)

IHK = Industrie- und Handelskammer (Chamber of Commerce and
Industry)

KGaA = Kommanditgesellschaft auf Aktien (untranslatable; see

text)
M. A. N. = Maschinenfabrik Augsburg—Niarnberg
MfHGUOA = Ministerium fir Handel, Gewerbe und 6ffentliche
Arbeiten (Prussian Ministry for Commerce, Industry

and Public Works)

Nds StA Wolf-. = Niedersachsisches Staatsarchiv in
Wol fenbittel

OBAB = Oberberqamtsbezirk (District of the chief mining
regulatory authority)



OHG = Offene Handels-Gesellschaft (joint—-stock company
with unlimited liability)

P. L. M. = Chemin de Fer de Paris & Lyon et la Mediterranée
(Paris—Lyons—Mediterranean Railway)

Rep. = Repertorium (master list of files)

RWKS = Rheinisch-Westfalisches Kohlen—-Syndikat (the Rhenish-
Westphalian Coal Cartel)

RWWA = Rheinische-Westfalisches Wirtschaftsarchiv, Cologne
RWWER = Rheinisch-—Westfalische Wirtschaftsbiographien
SBHA = Stenographische Berichte des Hauses der Abgeordneten

SBNDRT = Stenographische Berichte des Norddeutschen
Reichstages

SBRT = Stenographische Berichte des Reichstages
StA = Stadtarchiv (municipal archive)

StUR = Stadt— und Universitidtsbibliothek (municipal and
university library)

UEG = Union Electricitats—Gesellschaft

W A = Werksarchiv (section of H A Krupp)

WWA = Westfdlisches Wirtschaftsarchiv, Dortmund

ZIStA = Zentrales Staatsarchiv (the East German central state

archives)



Money

Until 1875 the currency in North Germany was the thaler:
1 thaler = 30 groschen = 360 pfennigs
The prevailing monetary unit in South Germany was the

gulden. In 1873 the mark was introduced, at the rates

1 thaler 3 marks

1 gulden = 2 marks

1 mark 100 (new) pfennigs

The international exchange rates were, at pre—-war parity:

1 thaler = 3 marks = 3 English shillings = 3.75 francs
1 mark = 10 groschen = 1 English shilling = 1.25 francs

I have used thalers or marks depending on the context;

thalers can easily be converted to marks by multiplying by

three.
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1. Introduction

A. Subject of the Thesis.

In a recent article (1986), Richard Tilly has referred
to universal banking as

That successful combination of commercial and

investment banking activities so well exemplified

by the operations of such large Berlin banks as the

Deutsche Bank or the Disconto-Gesellschaft in the

decades before World War One.?
The argument of my thesis is that universal banking, as
exemplified by the Disconto-Gesellschaft, was by no means
successful in fostering Germany’'s industrial development.
The Disconto—Gesellschaft lent readily to poorly run
companies, such as the Dortmunder Union, and reluctantly if
at all to well run companies such as Krupp. Closely
connected withthis question is the degree of control which
German banks are presumed to exercize over industrial
companies.® 1 propose to show, in particular in the case of

the Gelsenkirchener Bergwerks—Actien—Gesellschaft, that

competently run companies enjoyed as much independence as

1. Richard H. Tilly "German Banking, 1850-1914:
Development Assistance for the Strong® in: The Journal
of European Economic History (Rome, 1986) p. 113; 1
would like to thank Dr. P.K. O0°'Brien of St. Antony's
College, Oxford, for bringing this article to my
attention.

2. Georg Bernhard, Meister und Dilettantedgm Kapitalismus im
Reiche der Hohenzollern (Amsterdam, 1936) pp. 111-114;

V.1. Lenin, Imperialism, the Highest Stage of Capitalism
(Moscow, 1978) p. 45 (echoing the view of Rudol+¥
Hilferding); Rudolf Hilferding, Finance Capital. A Study of
the Latest Phase of Capitalist Development ed. Thomas
Bottomore, trans. Morris Watnick and Samuel Gordon (London,
1981) pp. 94-95; cf. the more sensible remarks in Werner E.

Mosse, Jews in the German Economy: the German-—-Jewish
Economic Elite 1820-1935 (Oxford, 1987) p. 26&2.




they could wish, even if they were wholly dependent on one
bank for their financial requirements; companies in trouble,
on, the other hand, were largely at the mercy of the banks.
This is no different from other countries, where banks can
only be companies” creditors; I want to emphasize that
although German banks could and did take equity stakes in
client companies, ownership did not automatically translate
into control.

B. Previous Discussion of Universal Banks.

Most writers on German economic history have assumed
that universal banks played a major role in the rapid growth
of German industry in the nineteenth century. Sir John
Clapham says, "In no country had the alliance of banking and
industry been closer," and quotes with approval the remarks
of Johann Jacob Schuster, a director of the Dresdner Hank,
before the banking inquiry of 1908:

In Germany our banks are largely responsible for
the development of the Empire, having fostered and
built up its industries . . . . To them, more than
to any other agency may be credited the splendid
results thus far realized.>

William 0. Henderson has echoed these sentiments, writing:

The credit banks undoubtedly fostered Germany s
industrial expansion. It was with their help that
money was raised for state &nd municipal loans, for
the completion of the railway network, for the
construction of public works, for the

establishment of new mining and manufacturing
enterprises and for the promotion of shipping and
overseas trade.“

3. John H. Clapham, The Economic development of France and
Germany, 1815-19214 (Cambridge, “1936) p. 390.

4. William 0. Henderson, The Rise of German Industrial Power
1834—-1914 (London, 1975) p. 129.




Martin Kitchen has written of the 1850°s:

Banks played an important role in these critical

years. Although the amount of share capital they

controlled was by no means overwhelming, it was

important, and without short—term bank loans few of

the great German firms could have expanded so fast

or have survived the depression . . . Bankers were

on many important boards and the beginnings of the

close association of bank capital and industrial

capital, which is so characteristic of Germany by

the late nineteenth century, can clearly be

delineated.®™
These authors are reflecting a debate about universal banks
which took place in Germany at the turn of the century. By
"universal banks", I understand banks which combine the
“irregular" banking functions of investment banks,
especially securities underwriting but also stock and share
brokerage, with the “regular" functions of commercial
banking, such as current accounts, deposit taking, and
extending accommodation through discounting bills of
exchange. There is naturally some overlap, but a German
universal bank can best be understood as a bank combining
the functions of Barclays Bank and N. M. Rothschild. A
result of the debate has been that nearly every writer uses
his own term to refer to universal banks: Ernst Sattler,
Paul Model, and Ernst Loeb call them Effektenbanken
("securities banks"); Adolf Weber and Otto Lindenberg call
them "speculation banks"; Otto Jeidels, arguing that the
most important element of these banks is not their

securities operations,; but their current account lending,

calls them "credit banks", and is followed in this by Hugh

S. Martin Kitchen, The Political Economy of Germany 1815-
1914 (London & Montreal, 1978) pp. 96-97.




Neuburger and Houston Stokes; Richard Tilly says this is
nonsense, because all banks extend credit, and calls them
"mixed banks". We also find the expression “Creédit

Mobilier banks"”,which I prefer, because it links these banks
to their origins, but I have chosen "universal banks"
because this expression is currently used by the banks
themselves.

The earliest comments on universal banks were critical
ones: as early as 1858 Max Wirth numbered the Crédit
Mobilier, the Darmstadter Bank, and the Austrian Credit-
Anstalt among the most unsound banks in Europe.® The Berlin
professor of national economy, Adolf Wagner, and his bupils
— Ernst Sattler, Paul Model, and Ernst Loeb - were among the
fiercest critics of universal banks, since they felt that
universal banks put small depositors’® funds at risk by
investing in unsound industrial ventures.” The turning
point in this debate came in 1202 when Adolf Weber published

his Habilitationsschrift (a type of second doctoral

dissertation) Depositenbanken und Spekulationsbanken.

Whereas Adolf Wagner and his followers had confined their
attention to Germany and pointed out the risks inherent in a
system of universal banks, Adolf.weber contrasted English
banks of deposit with German speculation banks — he
intentionally used the derogatory term "speculation" in a

positive sense. Weber argued that the German economy had

6. Max Wirth, Geschichte der Handelskrisen (Frenk{fut/M.,*1890)
pp. 281-298. '

7. Paul Model, Die grossen Berliner Effehtenbanken (Jena,
1896) (edited by Ernst Loeb and introduced by Adolf Wagner).
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outperformed the British economy in recent years because of
the difference between the two countries’ banking systems.
Summing up his views, Weber even argued that a common view
(held by Jeidels, Gerschenkron, and Neuburger and Stokes,
among others®) that German universal banks favoured heavy
industry at the expense of export industry was mistaken:

I want to emphasize that it is a particular
advantage of the German banking system that it is
Closely linked with industry and commerce and feels
solidarity with them. The brilliant development of
our industry and our foreign trade would have been
unthinkable without the active and devoted
intervention of the great deposit and speculation
banks. While English industry has often been
dependent for its capital needs on the mood of the
moment, the German banks have followed a generous
industrial policy since the first days of their
existence . . . . From 1887 to 1912 German foreign
trade increased by 2254, the trade of the “central
shop of the world"”, Great Britain, by only 113%; no
one who is acquainted with the circumstances will
be able to deny that the German banks contributed
their fair share to these successes.”

Weber thoroughly researched the matter, reading numerous
annual reports and company histories, as well as the
secondary literature, yet he never mentioned the two cases
which I think show the German banking system at its weakest,
namely Krupp and the Dortmunder Union. Admittedly the early

financial history of Krupp was not known in 1902; but the

*

8. Otto Jeidels, Das Verhaltnis der deutschen Grossbanken
zur Industrie mit besonderer Bericksichtigunq der
Eisenindustrie (Leipzig, 1905) pp. 270-271 (= Gustav
Schmoller and Max Sering, eds., Staats:pnd
sozialwissenschaftliche Forschungen, vol. 112)

Hugh Neuburger and Houston H. Stokes "German Banks and
German Growth: An Empirical View" in: The Journal of
Economic History (New York, September 1974) vol. 34 p. 729.

9. Adolf Weber, Depositenbanken und Spekul ationsbanken. Ein
Vergleich deutschen und englischen Bankwesens (Munich,
Leipzig, =1922) p. 356.
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case of the Dortmunder Union supplied much of the
ammunition for Otto Lindenberg’'s polemic against the
Disconto—BGesellschaft in 1903, Finfzig Jahre Geschichte

einer Spekulationsbank. Weber can also be very selective in

the facts he discusses: he tries to show the stability of
German universal banks by citing the share prices of the
Deutsche Bank and the Disconto-Gesellschaft during the
crisis of 1901, yet does not cite the share price of the
Dresdner Bank, which was very seriously affected.*”
Although Weber ‘s book is a well-researched and well-argued
thesis, I think it has weaknesses which makes it far from
the last word on the subiject.

Other writers on universal banks followed in Weber's
footsteps. Otto Jeidels” work on the relationship between
banks and industry is more descriptive than a contribution
to the debate.** Johann Plenge, however, wrote a still
classic re—-appraisal and defence of the French Credit
Mobilier, and in his introduction to later editions said
that his contribution was part of the defence of universal
banks argued by Weber, himself, and Jacob Riesser.'=

Riesser wrote what is still the most authoritative work on

10. Weber, Depositenbanken und Spekulationsbanken p.%.

11. Otto Jeidels, Das Verhaltnis der deutschen Grossbanken
zur Industrie mit besonderer Bericksichtiqunag der
Eisenindustrie (Leipzig, 1905) (= BGustav Schmoller and Max
Sering, eds., Staats— und sozialwissenschaftliche

Forschungen vol, 112).

12. Johann Plenge, Grindung und Geschichte des Crédit
Mobilier. Zwei Kapitel aus Anglagebanken, eine Einleitung in
die Theorie des fAnlagebankgeschaftes (Tubingen, 1903).




German banking.!® Riesser was a member of the management
(Vorstand) of the Bank fir Handel und Industrie (the
Darmstadter Bank), and much of the book is written from the
viewpoint of someone defending the universal banks against
their critics. Riesser does mention the case of Krupp, but
dismisses it by saying that in its early period Krupp was
never a very large company.?“ (1 think this remark is not
valid, because in the period 1850-1870, when Krupp had many
conflicts with his bankers, Krupp was one of the five
largest, if not the largest, employers in Germany.)
Criticism of universal banks did continue. Ernst
Korach mourned the demise of the private banks and of the
private bank dominated Frankfurt capital market and
regretted their replacement by Berlin universal banks.?® An
unusual critic of universal banks is Paul Wallich, since bhis
father, Hermann Wallich, was one of the first directors of
the Deutsche Bank (Paul Wallich s son, Henry C. Wallich, was
until 1986 a member of the Federal Reserve Board). 1In his
book on banking concentration, Wallich said that
concentration in German banking was becoming excessive, and

suggested a break up of universal banks along functional

13. Jacob Riesser, Die deutschen Grossbanken und ihre
Konzentration im Zusammenhang mit der Entwicklung der
Gesamtwirtschaft in Deutschland (Jena, *1912).

14. Riesser, Deutsche Grossbanken p.5S note 1.

15. Ernst Korach, Das Deutsche Privatbankgeschaft. Studien
zu seiner Geschichte und heutigen Stellung (Berlin,19210) pp.
50-54.




lines, into commercial banks and investment banks.2® The
collapse of the Darmstidter—Nationalbank on 13 July 1931
temporarily revived the debate; the American Warburgs
proposed in August 1931 a private sector rescue for the
Darmstéddter—Nationalbank, whereby its branch network would
be sold to the Dresdner Bank and the Darmstidter-—
Nationalbank would become a pure bangue d 'affaires. (The
Warburgs® view should be given particular weight since not
only were they very skilled financiers, but Paul Warburg, as
the architect of the American Federal Reserve System, was a
major banking theoretician.) The economic commentator Ernst
Wagemann in January 1932 also called for the separation of
commercial from investment banking.'” These reform
proposals, however, led nowhere.

Naturally German bankers have not been slow to praise
their particular banking system. Georg Solmssen of the
Disconto—Gesellschaft said in 191é6:

Only because our banks, in addition to taking care

of the regular business, devoted themselves with

full powers to raising capital and managing large

industrial operations, could industry develop on

the broad basis which is indispensable for some

tndustrial branches, such as railways, collieries,

ironworks, and large shipping companies. The close
connection between banks and, industry is precisely

the basis of the unexampled development which
German industry has undergone . . . . Anyone who

16. Paul Wallich, Die Konzentration im deutschen Bankwesen.
Ein Beitrag zur Geschichte der qgegenwartigen
Wirtschaftsorganisation (Stuttgart and Berlin, 1905) p. 168
{= Minchener Volkswirtschaftliche Studien ed. Lujo Brentano
and Walther Lotz, vol. 74).

17. Harold James, The Reichsbank and Public Finance in
Germany 1924-1933: A Study of the Politics of Economics
during the Great Depression (Frankfurt/Main, 19835 pp. 210-
211, 302-303.




before the war conversed with English or French
industrialists heard from them again and again the
complaint that it was impossible for them to have
credits and capital placed at their disposal for
new industrial enterprises as was usual in Germany,
even though both countries for decades vastly
exceeded Germany in wealth of capital.2:®

Dr h.c. Hermann Josef Abs has echoed these sentiments,
describing the German banking system as the envy of all
other nations.?”

Max von Schinckel, a director of the Norddeutsche
BRank of Hamburg, and from 1895 a partner of the Disconto-
Gesellschaft, has retailed the following remarks from an
ironmaster from the English east coast (Middlesbrough, 1
suppose) - The Hamburg bank was developing iron ore mines in
northern Norway shortly before the First World War, and to
make the venture pay - the ore had to be wrested from frozen
earth — it wanted ironworks te conclude ten year contracts.
The English ironmaster said:

We would like to make ten year contracts with

Sydvaranger; but we do not even know what will

happen to us in the next few years. Our company is

a family company, our shares are not traded; we

must be so careful in our finances that if we ever

were forced to liquidate, we could always pay our

shareholders 100%. But now Gelsenkirchen, Deutsch-

Luxemburg and Aug. Thyssen have built such huge new

technically advanced ironworks on the site of the

minette ore that we will not, be able to compete if

we do not build similar totally new plants. But we
do not have the land toc do that; and we lack the

18. Georg Solmssen, “Das Verhdltnis zwischen
Industrieunternehmungen und Banken" in: Solmssen, Beitrige
zur Deutschen Politik und Wirtschaft 1900-1933. Gesammelte
Aufsatze und Vortrage (Munich and Leipzig, 1234) p. 455.

19. Hermann J. Abs, "Konzentrationsbestrebungen im deutschen
Bankwesen”" in: Gesellschaft fir Unternehmensgeschichte, ed.
Die Konzentration in der deutschen Wirtschaft seit dem 19.
Jahrhundert (Wiesbaden, 1978) p. 45 (=Zeitschrift fir
Unternehmensgeschichte, Beiheft 11).




money even more. In Germany industry has been able
to grow with revolving credits (mobilen Crediten)
from the banks; for fifty years the German banks
have plowed and manured the industrial soil of
their country. In England industry has been
dependent on itself during these fifty years; it
can only pay for expansion and improvement out of
its own profits. England has no banks whose bye—
laws allow them to lend to industry. The
consequence is that our works are antigque compared
to the German ones and every year our production
falls behind. That is the reason why we can only
invest for the short term.=°

I do not agree with the English ironmaster ‘s explanation of
his industry s problems, and 1 think his problems lie

el sewhere: because his company is still a family company, he
has to follow a high profit, high dividend policy and canneot
finance further development out of earnings. German
industry was more ready to exploit the advantages offered by
the joint-stock form. It is true that the German iron
industry (as opposed to the coal industry) was dominated by
family firms, Krupp, Stumm, Thyssen, Stinnes, Réchling, de
Wendel, Haniel; but an even more striking development is

the emergence of the hybrid family enterprise. A core firm
would remain under family control — usually this firm was
engaged in trading, an activity which consumed little
capital but could ensure immense control - and the concern
would then branch out and exert cobntrol over joint-stock
allies. Thyssen and Stinnes were particular masters of this
type of concern: August Thyssen began with the small family
company Thyssen & Co., and was able to control the

Gewer kschaft Deutscher Kaiser and the Schalker Gruben- und

20. Max von Schinckel, Erinnerungen [Hamburg, 19281 pp. 245-
246,
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Hiutten-Verein at the beginning of his career. The Haniels
operated a trading company in tandem with their control of
the Gutehoffnungshiitte; and the Cologne scrap metal merchant
Dtto Wolf used his family trading company of the same name
as tﬁe centrepiece of a concern which included the
Vereinigte Stahlwerke van der Zypen and the Phoenix, Actien-
Gesellschaft fir Bergbau und Hittenbetrieb. As early as the
1870°'s we can see the development in the German iron
industry of family concerns which include companies under
full family control plus joint-stock companies which are
under the influence of the same family. Through these
joint—-stock companies - and from the 1880°s, through issuing
bonds on behalf of collieries — the German iron industry was
more successful at supplying its capital needs than its
English competitors.=?2

In recent years the debate has revived, carried on in a
series of articles by High Neuburger and Houston Stokes.
Using a series of current account figures developed by
Ekkehard Eistert, they have done an econometric analysis and

concluded that the overall effect of the universal banks was

21. The trading companies were f1rst set up in the early
i9th century to evade state prxce controls. Carl—-Ludwig
Holtfrerich, Quantitative Wirtschaftsgeschichte des
Ruhrkohlenbergbaus im 19. Jahrhundert. Eine
Fithrungssektoranalyse (Dortmund, 1973) pp. 28-29

(= Untersuchungen zur Wirtschafts, Sozial— und
Technikqgeschichte Vol. 1) This concept of the hybrid firm is
taken from Werner Mosse, but I think these hybrid structures
are found in Gentile enterprises, as well as Jewish ones:
Werner E. Mosse, Jews in the German Economy: The German-—
Jewish Economic Elite 1820-1935 (Oxford, 1987) pp. 134-135.
As late as 1924 Felix Pinner said that the coal-trading firm
was one of the most profitable sections of the Stinnes
concern: Felix Pinner, Deutsche Wirtschaftsfihrer
{Charlottenburg, 1924) p. 24.Z2.
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negative. Their approach has been criticized by Rainer
Fremdling and Richard Tilly. Fremdling and Tilly first make
the valid point that Neuburger and Stokes have little
understanding of German banking history, since they assume
that there were no German joint-stock banks before 1848,
thus ignoring the Bayerische Hypotheken— und Wechsel-Bank
(established 1835), the Leipziger Bank (founded 1838), the
Preussische Bank (converted into a joint-stock operation in
18463 henceforth referred to as the Bank of Prussia), and
the Anhalt-Dessauische Landesbank (founded 1846). Fremdling
and Tilly also point out that Eistert does not have the
actual current account figures, but is back-calculating from
the figure for Debitoren, estimating that half the figure of
Debitoren is current account lending. In addition, these
figures do not take into account how long the loans were
outstanding: three months, six months or a year or more.
Fremdling and Tilly also take issue with Neuburger and
Stokes’ claim that current account credit was one of the
cheapest forms of credit; it actually could prove very
expensive. Finally, they point out that banks expected
customers to generate an annual volume of business many
times higher than the amount of credit outstanding. The
norm was a revolving credit arrangement. Felix Hecht showed
in Mannheim that the banks® debit and credit sides were
almost identical, and this has been confirmed for Cologne by
Tilly. Fremdling and Tilly concluded by suggesting two
approaches to study the question of German universal banks:

we can either study how individual industrial enterprises



raised funds; or we can examine the growth in the money
supply, the role of central banking, and changes in
prices.==

Although Neuburger and Stokes’ work bears out my own
arguments, I think their methods are flawed and 1 have more
sympathy with the view of Fremdling and Tilly. Fremdling
and Tilly 's point about short-term credit costing more than
long—-term credit is very telling; what made short-term
credit expensive was not the interest rate (this was often
very low, which may have led Neuburger and Stokes to think
this form of credit was cheaper), but rather the numerous
bank charges levied on opening, continuing, and renewing the
credit. A correspondence between the Disconto-
Gesellschaft and the Roumanian Railway Company about a short
term credit has been preserved, albeit in a pamphlet by an
anti-Semitic muckraker, Plack—Podgérski. Although this is
a flawed pedigree I accept the documents reproduced in the
pamphlet as genuine, because internal evidence confirms

what we know from more legitimate sources: Plack—-Podgorski s

22. Hugh Neuburger and Houston H. Stokes, "German Banks and
German Growth, 1883-1913: An Empirical View"” in": The
Journal of Economic History (New York, September 1974) vol.
34, pp. 710-7313; Neuburger and Stokes, "German Banking and
Japanese Banking: A Comparative Analysis" in: Journal of
Economic History (New York, 1975)3%pp. 238-252; Neuburger and
Stokes, "German Banks and German Growth: Reply" in: Journal
of Economic History (New York, June 19769fpp. /425-427;
Neuburger and Stokes, "German Banks and German Growth: Reply
to Komlos: in: Journal of Economic History (New York, June
1978) vol. 38 pp. 480-483; Rainer Fremdling and Richard
Tilly, "German Banks, German Growth, and Econometric
History" in: Journal of Economic History (New York, June
1976) vol. 36 pp. 416-424; John Komlos, "The Kreditbanken
and German Growth: A Postscript” and "Rejoinder"™ in: Journal
of Economic History (New York, June 1978) vol. 38, pp. 476-
472 and 483-486.




records confirm the proportion of lending between the
Disconto-Gesellschaft and Eleichrider to the Roumanian
Railway Company, namely 2:1, which we know of from Fritz
Stern. The correspondence between the Disconto-
Gesellschaft and the Roumanian Railway Company, preserved in
this pamphlet, consists of six letters written between
August and December 1872, discussing credits mounting up to
10 million marks. The terms were as follows: the interest
rate was 6% per annum, the Disconto—Gesellschaft also
charged a fee of 4% to open the credit, and charged a
monthly fee of */.% so long as the credit continued; but in
the case of the emergency loans of two months extended in
October 1872, the Disconto—-Gesellschaft charged a monthly
fee of 24. Four million marks of these loans were secured
by estates which had formerly belonged to Strousberg and
were now mortgaged to the Roumanian Railway Company; the
remainder appears to have been unsecured. So although the
interest charged could be fairly low, the numerous fees
could make short term credits extremely expensive.=S

I think Fremdling and Tilly are correct to emphasize a
further flaw in the reasoning of Neuburger and Stokes,
namely they assume that current aécount lending was the

major way German industry raised funds. Neuburger and

23. Rudol#f Plack-Podgorski, Pharisder und Heuchler, oder die
Leuchten des deutschen Parlaments und die Stitzen des
Staates. Geschildert nach dem Ahlwardtschen Aktenmaterial
und anderen Quellen als eine Erganzung seiner offentlichen
Anklagen im Deutschen Reichstage unter wortgetreuem Abdruck
von_Akten und Belegen (Berlin, S[18%931) pp. 40-43, 49, Frit:z
Stern, Gold und Iron: Bismarck, Bleichrider and the Building
of the German Empire {(New York, 1977) p. 368.
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Stokes are somewhat misleading tn their reply to this
criticism. They say that it was a practice "well known in
banking and industry circles of the period" and cite the
evidence of Otto Jeidels, " leading figqure in the Berliner
Handel s—Gesellschaft for many years".2+ What Neuburger and
Stokes do not say is that they are quoting from Jeidels’
dissertation, which he published before he joined the
Berliner Handels-Gesellschaft. To be sure, Jeidels was,

with Paul Wallich, part of the jeunesse dorée of the German

financial community, and probably did have insights into the
working of Berlin banks which were unknown to the laity.

But it is misleading to cite the evidence of a dissertation
largely based on published sources as though it is the
evidence of an experienced bank director, based on his
personal impressions over many years. Neuburger and Stokes
alsoc quote Jeidels selectively. Although they cite his
remark that turning current account credit into fixed
capital cannot "be described as an irregular or abnormal
manipulation”, they do not refer to his other remarks where
Jeidels makes it clear that this is by no means the standard
way to raise funds.=2® Current account credits also

introduce some interesting biases into the evidence.
Neuburger and Stokes suggest that the reason for the poor
performance which resulted from the banks’® current account

lending was because the banks lent too much to heavy

24, Fremdling and Tilly, "German Banks" p. 418; Neuburger
and Stokes, "German Ranks: Reply" p. 425.

25. Jeidels Grossbanken und Industrie pp. 17-19, 46, 121.




industry, and not enough to light industry. Yet Otto
Jeidels makes the point that the choice between raising
funds through a bank loan or through issuing securities was
made according to the type of investment: small additions to
a2 company’'s activities added year in and year out, a machine
here, a machine there, an extension to the factory, the
initiation of new lines of production typical of the light
engineering industry of the 1890°s, such as bicycles,
automobiles (then still a branch of light engineering
reguiring very little capital), typewriters, cash registers,
gas motors or turbines would be paid for by borrowing from a
bank. But the sudden big investments typical of heavy
industry: the sinking of a coal shaft, the construction of a
new blast furnace or Bessemer works, an electricity dynamo,
would be paid for by issuing securities. In other words,
Neuburger and Stokes assume that their analysis of German
current account lending shows a negative performance because
much of this current account lending went to heavy
industry; yet it is in the nature of current account
lending, as Jeidels points out, that the figures over-
represent light industry vis—a-vis heavy industry.=e

Another bias which current a&count figures introduce
into the evidence is that companies which are so
unsuccessful that they can never be introduced onto the
stock exchange will be dependent on current account

lending.27 This can introduce the bias that the companies

2&. Jeidels Brpssbanken und Industrie p. 46.

27. Jeidels, Grosshanken und Industrie pp. 123-126.

14



in a bank s current account "portfolio" underperform a
similar portfolio made up of all the companies on the German
stock exchanges. Unfortunately there is no way we can test
this theory, since we have no evidence of any bank’'s current
account portfolio. But it is possible that there is an
inherent bias in the material used by Neuburger and Stokes
which produces their calculation of a negative performance
by German universal banks.

I also have misgivings about Neuburger and Stokes
exclusion of agricultural output from their calculations, on
the ground that German universal banks did not lend to
agriculture; many banks, like the Dresdner Bank and the
Hallescher Rank-Verein, lent substantially to ancillary
industries of agriculture, most notably sugar beet refining,
and Kleine has even said of the Hallescher Bank-Verein that
its earnings fluctuated in line with the harvest.=®
Finally, by making current account borrowing the centrepiece
of industry’'s fund-raising activity, Neuburger and Stokes
(and Tilly) give it an importance which it did not have
during much of the nineteenth century. DPer Aktionar did say
in 1902 that often 20 to 40%Z of industrialists” working
capital was raised by borrowing from banks; but these
companies were regarded by conservative financiers as

overgeared and unstable.®® Industry raised its funds from

28. Jeidels, Grossbanken und Industrie, p. 1763 Karl
Kleine, Die Entwicklung des Halleschen Bankgewerbes (Jena,
1210) p. 108 (= Sammlung nationalékonomischer und
statistischer Abhandlungen des staatswissenschaftlichen
Seminars in Halle a. d. S., vol. &2).

29. Jeidels, Grossbanken und Industrie, p. 42.
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numerous sources: the most important source was plowing back
earnings, but industry also tapped venture capital from
relatives and friends, the stock market, issuing bills of
exchange (accommodation paper), even Pfandbriefe (a peculiar
type of German mortgage bond), as well as borrowing on
current account.

The most recent article concerning this question is by
Richard Tilly, and makes use of portfolio theory. FPortfolio
theory attempts, mathematically, to construct the ideal
portfolio which will minimize risk and maximize yield.

Tilly first constructs an ideal portfolio for the German
economy. He then tries to estimate the current account
portfolioc of the German universal banks, 1883-1913, and
shows that this portfolio was very close to the ideal German
portfolio. As I have said above, however, we have no record
of any universal bank‘s current account portfolio, and the
assumptions which Tilly makes in constructing the proxy for
this portfolio tend to vitiate his analysis. Tilly uses
annual reports for new issues introduced on the Berlin

stock exchange, 1883-1913, and argues as follows:

"It is well known that most of these issues were

intermediated by the larger Berlin banks. It is

also well established that the prospective success

of such issues had a fairly close relationship with

the current account credits the banks were willing

to advance. There are thus grounds for arguing

that the sectoral distribution of new issues in the
Berlin market not only reflects the pattern of

banks® promotional and issue services - and hence
the pattern of asset holding they felt their
capitalist customers were willing to endorse — but

also the broad structure of their most important
earning asset, their current account advances. At
the very least, the sectoral pattern of overall
bank support was bound to resemble the long-run
pattern of new issues even though, given the

18



banks® intermediary function of risk-bearing

discrepancies at particular points in time were to

be expected.'"S°
These assumptions are difficult to justify. Tilly remarks
further down that private banks were "disproportionately
engaged in security dealings”, and chief among these
activities was underwriting new issues; for the period 1883-
1896 all Tilly s statistics may be showing is the skill and
subtlety of private banks in selecting the right sectors to

introduce to the bourse. From 1897 the Viertel jahrshetfte

zur Statistik des Deutschen Reichs publish the names and

amounts of new issues admitted to gquotation on the Berlin
Stack Exchange, with the names of the institution or
individual who applied for this to the Stock Exchange’s
Zulassungsstelle. But this still does not give us a full
listing of the members of the underwriting consortiaj; nor
are the quotas within the consortia broken out. We have no
way of telling how much capital for the Loewe electrical
companies came from the Disconto-Gesellschaft, and how much
from S. Bleichrider.>* Secondly, sectoral idiosyncracies
mean that banks’ current account portfolios probably looked
very different from Tilly s construction: the numerous
family companies in the iron industry and in the chemical
industry (which issued little nominal capital, but paid high

dividends and whose shares commanded extremely high prices)

30. Richard H. Tilly, "German Banking, 1830-1914:
Development Assistance for the Strong” in: The Journal of
European Economic History (Rome, 1986) vol. 15 No. 1 p. 134.

31. Tilly, "German Banking" p. 147; Jeidels, Grossbanken und
Industrie pp. 174-1735.
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make that a virtual certainty. In addition, Tilly has
probably undercounted the weight of mining in banks-
portfolios. This is a serious problem, because the high
risk and relatively low yield of mining means it does not
appear in his German ideal portfolio. What Tilly does not
take into account is that many mines were in the form of a
Gewerkschaft. The Gewerkschaft, which only existed in
mining and closely related industries (such as the Schalker
Verein, which operated blast-furnaces), issued shares with
unlimited liability known as Kuxen; 128 Kuxen before 1865,
100, 1000, or a multiple of 1000 Kuxen from 1865. When a
mine needed money, especially during the sinking of a shaft,
it compelled its Kux—holders (known as Gewerken) to pay up
money; these call-ups of funds are known as Zubussen. Once
the mine began to make money, it distributed Ausbeuten. The
process is summed up in an aphorism from 1714:

Wer der Ausbeut will geniessen,

Lass sich Zubuss nicht verdriessen.

(He who would reap exploitation’s treasure,

Will pay expenses without displeasure.)

If a Gewerke did not pay a Zubusse, he surrendered his

rights to his Kux in a process known as Abandon. Kuxen were

also, unlike most German shares, {n registered form; often
certificates were not even issued, the only evidence of
ownership being an entry in the books of the Gewerkschaft.
Because of their complicated and risky elements, the Kux
market was the province of specialists. They tended not to
be traded on the Berlin stock exchange, but on the West
German bourses of Cologne, Diisseldorf, and Essen,
especially the last. By concentrating on the Berlin
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stock exchange, Tilly may have introduced a bias against
mining into his material which makes the banks’ current
account portfolio look better than it actually was.

In addition, as Tilly himself admits, he has no method
of distinguishing performance within sectors; Tilly‘'s
article provides no way of testing my assertion that the
universal banks tended to fund the mediocre companies in
specific industries (the Phoenix and the Dortmunder Union in
the iron and steel industry, "Neue Hoffnung" at Bleialf,
"Bertha Isabella" at Commern, and the Commerner Bergwerks-—
und Hitten—-Actien—-Verein in the Eifel lead mining industry)
as opposed to the well-—managed, but often independent and
idiosyncratic companies (Krupp, or in the nonferrous metals
industry the Metallgesellschaft and the Mechernicher
Bergwerks—Verein). Tilly also does not give many details
about how he arrived at his fiqures; it is by no means
clear how he coped with various pit-falls, such as
companies which sprawl across more than one sector (e.g. the
vertically integrated companies in heavy industry, which
could go from coal to engineering) or whether or not he
included a major German bank, the Berliner Handels-
Gesellschaft, in his calculations: The Berliner Handels-
Gesellschatt was one of the most active banks in
underwriting securities, but I do not think it can be
considered a true universal bank, betause it has largely
restricted itself to investment banking. If Tilly did
include the Berliner Handels—-Gesellschaft, he will have a

heavier weighting for utilities (the Deutsche Continental-
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Gas-Gesellschaft of Dessau) and street railways (the Lenz
concern) than would be justified. Since utilities and
transport are in first place and fourth place respectively
in his portfolio of German universal banks’ current account
lending, this could be an important distortion.

An interesting aspect of Tilly’'s findings is that the
four industrial sectors with the heaviest weighting in his
portfolio are utilities (21.4%), metals (20.4%), engineering
(13.5%4), and transport (13.4%).%2 Transport and utilities
are capital intensive, not labour intensive. Gas companies
employ very few people. (The largest German gas company, the
Deutsche Continental -Gas-Gesellschaft of Dessau, employed
821 men in 1880 and 3242 in 19053 only slightly more than
one large coal shaft of the Gelsenkirchener Bergwerks-—
Actien—-Gesellschaft, which in 1913 employed 55,494 men. %)
Tilly’ 's portfolio calls up a vision of masses of unemplovyed
on Wilhelmine street corners. But if anything, from the
mid-nineties Germany was in a state of over-employment,
sucking in labour from Poland, Croatia, Slovenia, and Italy.

If we strip out Tilly s assumptions and look at his
portfolio again, we have a portfolio which for 1883-1896
entirely, and for 1897-1913 largefy, reflects not the

lending of the universal! banks but rather the funds supplied

32. Tilly, "German Banking", pp. 134-135.

33. Wolfgang von Geldern, Wilhelm Qechelhduser als
Unternehmer, Wirtschaftspolitiker und Sozialpolitiker
(Munich, 1971) p. 26 (= Tradition. Zeitschrift fir
Firmengeschichte und Unternehmerbiographie, Beiheft 7);
Friedrich Artur Freundt Kapital und Arbeit (Rerlin, [1929])
p. 87.




by the stock exchange. Stripped of its assumptions, Tilly's
results can be made perfectly compatible with my own
conclusions. To restate this: universal banks were not
successful in fostering Germany s economic development.
They lent readily to poorly managed companies and
reluctantly to well managed companies within the same
sector. Private bankers and some specialized investment
banks, such as the Berliner Handels-Gesellschaft, however,
were often extremely skilled at selecting companies to
underwrite and introduce to the stock exchange, and the
results of their efforts are shown by Tilly s analysis of
the portfolio composed of new issues on the stock exchange,
which approximates very closely to an ideal portfolio for
the German economy.

At the end of his article, Tilly says he wants to end
on a positive note, and argues that there were many
innovations in industry which the universal banks did
finance, such as the shift to deep shaft mining in the Ruhr,
the Bessemer process, the formation of vertically integrated
coal, iron, and steel enterprises, and the finance provided
by the Deutsche Bank and the Berliner Handels-Gesellschaft
to the Deutsch-Oesterreichische Mannesmannrohren—Werke in
developing a new method of tube manufacture.®* This brings
the discussion back to the approach already suggested by
Tilly in his article with Fremdling, namely the study of the
relation of individual universal banks to individual

industrial companies. The dissertation which follows may be

4. Tilly, "German Banking" p. 149.
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considered an application of this approach.

C. Previous Studies of the Disconto-Gesellschaft.

Nine banks are reckoned among the large Berlin banks

(Berliner Grossbanken) of 1913: they are, with their dates

of foundation, the Deutsche Bank (1870), the Disconto-
Gesellschaft (1851), the Dresdner Bank (1872), the Bank fiar
Handel und Industrie (often called the Darmstidter Bank;:
1853), the Schaaffhausen scher Bankverein (1848), the
BRerliner Handels—Gesellschaft (1856), the Commerz-— und
Disconto—-Bank (1870), the Nationalbank fiir Deutschland
(1881), and the Mitteldeutsche Credit—-Bank (18356). There
are a number of reasons why the Disconto-Gesellschaft is the
best of these banks to study. The last three banks were
much smaller than the rest, and much of the literature (DOtto
Jeidels, Jacob Rieser) does not even include them in the
ranks of the Grossbanken. As I have said before, we cannot
consider the Berliner Handels—Gesellschaft to be a true
universal bank, since under Carl Firstenberg it concentrated
on investment banking after he became the managing partner
in 1883.35® Similar reasons lead me to exclude the Deutsche
Bank: it was founded in 1870 to finance Germany’ 's foreign
trade, and its stable and profitaéle involvement in the
acceptance market allowed it to grow quickly and overtake
the Disconto—-Gesellschaft in terms of turnover as early as
18746. Although the Deutsche Bank did provide some finance

to industry in its early years, these tended to be

Z5. Die Berliner Handels-Gesellschaft in einem Jahrhundert
deutscher Wirtschaft 1856-1956 [Berlin, 1956] p. 104.
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exceptional cases: either industries which were oriented
towards a foreign trade (such as jute spinning) or
involvements which arose in part out of Georg von Siemens-
family connections (such as Siemens & Halske and the
Deutsch-Oesterreichische Mannesmannrohren—Werke). The most
important industrial investment of the Deutsche Bank in this
period, its involvement with Emil Rathenau's Allgemeine
Electricitidts—-Gesellschaft in the years 1887-1897, emerged
as an extension of the Siemens &% Halske links, since the
creation of the A.E.G. took place with the co-operation of
Siemens & Halske.®* Karl Helfferich is thus right in dating
the start of the Deutsche Bank's major commitment to
industry from 1827: in that year the Deutsche Bank reached
out simultanecusly to the Ruhr and Upper Silesia by
concluding an Interessengemeinschaft (literally “community
of interests™, an IG is a profits pooling agreement often
accompanied by a swap of shares, as in this instance) with
the Bergisch Markische Bank of Elberfeld and the
Schlesischer EBank—-Verein of Breslau.=7 For most of the
nineteenth century the Deutsche Bank was not a true
universal bank, but devoted to self-liquidating transactions
on the English model. Adolf WEber.goes even further, and
argues that before 1914 one could describe the Deutsche

Rank as a bangue de deépots with as much justice as the

Crédit Lyonnais was so termed. Both the Deutsche Bank and

36. Mosse, Jews in the German Economy, pp. 245-246.

37. Karl Theodor Helfferich, Georg von Siemens. Ein
Lebensbild aus Deutschlands grosser Zeit (Berlin, 1923) vol.

2, p. 157.
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the Crédit Lyonnais did engage in securities underwriting,
but their chief activities were normal banking and money
transfer functions.=®

So far as the other banks were concerned, neither the
Darmstadter Bank nor the Schaaffhausen scher Bankverein have
enough of a reputation for success to be considered model
universal banks. The Darmstddter Bank lagged behind its
competitors after 1900, and its management was regarded as
not particularly competent;>T only in the nineteen-
twenties, after merging with the Nationalbank fur
Deutschland, would the Darmstadter—Nationalbank under the
spectacular leadership of Jacob Goldschmidt conquer a new
position of hegemony. The rot ran much deeper at the
Schaaffhausen ‘scher Rankverein. This bank was weakened
enough by 1903 that it had to seek support by entering an

Interessengemeinschaft with the Dresdner Bank, but this did

not work out and was dissolved again in 1908. By the spring
of 1914 the Schaaffhausen scher Bankverein was on the brink
of collapse, and was only saved by merging into the
Disconto—-Gesellschaft. As a result of the merger the
Disconto—-Gesellschaft wrote down the assets of the

Schaaffhausen scher Bankverein by 80 million marks.“° One

38. Weber, Depositenbanken und Spekulationsbanken p. 356.

39. Bernhard, Meister und Dilettanten pp. 227-228.

40. Georg Solmssen, "Einleitung"” in: Solmssen, Beitrage
vol. 1 pp. XXVIII-XXIX; Alfred Lansburgh, "Die Bank mit 300
Millionen" in: Die Bank. Monatshefte fur Finanz- und
Bankwesen (Berlin, May 1914) pp. 415-4263; Jahrbuch der
Berliner Rorse 1914/1915. Ein Nachschl agebuch fiur Bankiers
und Kapitalisten (Berlin, Leipzig, Hamburg, 1914) 36th
edition, pp. 416-419.

26



major bank about which I would like to learn more is the
Dresdner Bank, which experienced an extremely rapid growth
(only exceeded by the Deutsche Bank) and which seems to have
had a successful career as a universal bank, unlike the
specialized Deutsche Bank and Berliner Handels—Gesellschaft.
Under the management of its director, Eugen Gutmann, the
Dresdner Bank owed its growth to some daring speculative
coups on the bourse;®* so it is possible that the Dresdner
Bank ‘s success was due more to luck than to the soundness of
universal banking. In spite of the Dresdner Bank 's success,
it did come under great pressure during the crisis of 1901.
That crisis hit Saxony particularly hard — the Leipziger
Bank and the Dresdner Credit-Anstalt collapsed — and the
kingdom s largest bank was not immune.“=

By contrast with the Schaaffhausen ' scher Bankverein and
the Bank fir Handel und Industrie, the Disconto-Gesellschaft
was at least overtly successful: it was always in the top
two of universal banks, and occasionally in first place
(before 1870 it contested the top spot with the Bank fir
Handel und Industrie; after that with the Deutsche Rank). As
opposed to the four banks founded from 1870, the Disconto-
Gesellschaft was founded in 1851 a; a co-operative credit

union but became a fully fledged universal bank in 1856,

which meant that it was around for some of the early, very

43. Bernhard, Meister und Dilettanten pp. 225-227.

42. Erich Achterberg, Berliner Hochfinanz. Kaiser, Firsten,
Milliondre um 1900 (Frankfurt, 1965) pp. 137-140. Weber,
Depositenbanken und Spekulationsbanken p. 7 note 2 and pp.
8-9; Jahrbuch der Berliper Birse 1914/1915 pp. 405-406.




crucial stages of German economic development, namely the
boom and crisis of 1857. As opposed to the Deutsche Bank
and the Berliner Handels-Gesellschaft, the Disconto-
Gesellschaft was a true universal bank from 1856, not a
specialized commercial or investment bank. 1 must enter a
caveat here: the Disconto-Gesellschaft did not raise many
funds from small depositors; as Knut Borchardt has
emphasized, for most of the nineteenth century this was the
field of savings banks, which were mostly municipally
owned.** The leader among the big banks in seeking out the
deposits of the "little man” was the Deutsche Bank, which
opened its first deposit office (Depositenkasse) in Rerlin
in 1874. A prerequisite for such a policy was to cover
Bermany with a network of branches, and this concentration
process did not get under way until 1893, when the Discontq—
Gesellschaft merged with the Norddeutsche Bank of Hamburg.
But although the universal banks did not raise funds in
the form of deposits from small savers, they did have funds
placed on deposit with them by their client companies - just
as their model, the French Crédit Mobilier, used the funds
placed on deposit with it by its client railway companies.+=
.
I now would like to emphasize the regular banking activities

of the Disconto—-Gesellschaft. This is because I shall

43. Knut Borchardt, "The Industrial Revolution in Germany
1700-1214" in: Carlo M. Cipolla, ed. The Fontana Economic
History of Europe. The Emergence of Industrial Societies,
Part One (Glasgow, 1973) pp. 149, 151-152.

44, Johann Plenge, Grindung und Geschichte des Credit
Mobilier. Zwei Kapitel aus Anlagebanken, eine Einleitung in
die Theorie des Anlagebankgeschaftes (Tibingen, 1903) pp.
96—-98.
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devote much of my attention to the "irregular" investment
banking activities of the Disconto-Gesellschaft, partly
because it is precisely in this area that German joint-stock
universal banks are distinguished from English and American
banks, and partly because there is more evidence about the
spectacular investment banking activities. Since sD many of
the Disconto-Gesellschaft s investments ended in misfortune,
the reader may well echo the cry of Ludwig Bamberger, "What
a profitable business must a banker ‘s be, that it allows him
to engage in so many bad ventures!"4S

One important technique which the Disconto-
Gesellschaft used to even out earnings between good years
and bad years was to carry forward earnings from very good
years: in 1873 3,044,020 thalers (one thaler equals three
marks) carried forward accounted for 39.64% of the Disconto-
GCesellschaft’'s income for that year, and in 1874 3,56%,708
thalers carried forward accounted for S51.13%Z of income.“*®
Another method was the transfer of funds into and out of
reserves: the massive amounts the Disconto-Gesellschaft had
salted away during the boom years of the 1870°'s enabled the
bank to survive the crisis that followed. These reserve
funds make German banks® profit and loss accounts very
difficult to interpret; a particular problem are the "hidden

reserves" (stille Reserven), or the writing down of assets

45. Ludwig Ramberger, Erinnerunguen ed. Paul Nathan (Berlin,
1899) p. 369.

46. Walther Didbritz, Grindung und Anfange der Disconto-
Gesellschaft, Berlin. Ein Beitraqg zur Bank—- und
Wirtschaftsqgeschichte Deutschlands in _den Jahren 1850 bis
1875 (Munich and Leipzig, 1931) p. 250.




far below their true value. (Hidden reserves shunted off

to Luxembourg subsidiaries make modern German banks® balance
sheets very difficult to analyze.) In addition to the
biblical technique of setting aside the profits from the fat
years to tide one over the lean years, the Disconto—
Gesellschaft had more regular sources of income which were
less dependent on the bourse: profits from discounting bills
of exchange (the bank s original and eponymous purpose),
interest income, and fees. 0Often these three sources would
actcount for three guarters of the bank's income in years
when the stock market was sluggish. These statistics for
1856—-1874 are reproduced in the work of Walther Dabritz, and

I shall copy some years fraom there:

Earnings of the Discont-Gesellschaft, various years (in Tlr.
and %)
1858 1863 1866 1871
Carried
forward 112,440 131.35% 8,296 0.84% 2,52:

A
L]
.

[ ]
—
N

182,383  3.27%

Bills 32

LR ]

,521 32.66% 251,915 25.5%% 385,034 28.24% 995,872 9.98%

Interest 180,471 18.21% 262,539 26.63% 211,916 17.32% -19,921 -0.35%
Fees 197,108 19.89% 237,314 24,07% 247,425 19.94% 456,872 8.19%

Securit-
ies 95,194 9.60% 183,151 1B.G5BY 368.646 3J0.19% 4,303,367 77.12%

Sundry 82,127~ 8.29% 42,666 4,33% 49,7982 4.087% 101,324% 1.81%
NOTES: @Includes income from the Disconto-Gesellschaft's ironworks, the
Henrichshitte.
®Includes profits from property speculation,

SOURCE: Walther Dabritz, Grindung und Anfénge der Disconto-Gesellschaft,
Berlin. Ein Reitrag zur Bank- und Wirtschaftsgeschichte Deutschlands
in den Jahren 1850 bis 1875 (Munich and Leipzig, 193%1) pp. 250-2051.

The table above shows that the Disconto-Gesellschaft had



regular sources of income - bills, interest, and fees -
which were often not as profitable, but were far less
erratic than income from securities operations. In
addition to this, even though the great day of deposit-
taking was yet to dawn, the Disconto—-BGesellschaft took in a
respectable sum in deposits: 773,962 thalers in 1838,
1,539,172 thalers in 1863, 920,396 thalers in 1866 and
4,926,423 thalers in 1871.47

It is true that the fully-fledged universal bank, as
we know it today, did not exist in Germany before 1914: the
banks then did not have extensive branch networks, and had
fewer deposits than the savings banks. The Disconto-—-
Besel lschaft, nonetheless, did combine enough elements of
regular commercial banking — raising much of its income from
bill discounting, interest, and fees, plus having a
respectable amount deposited with it — with investment
banking activity that I think we can fairly describe it as a
universal bank, in a way we cannot describe the Deutsche
Rank or the Berliner Handels-Gesellschaft. The Disconto-
Gezsellschaft also has a reputation as a fairly successful
bank — Richard Tilly, for one, regards it as a successful
bank*® - which cannot be said of ihe Rank fir Handel und
Industrie or the Schaaffhausen’ scher Bankverein. Finally,
the Disconto-Gesellschaft is also worthy of special

attention because it was founded early: it was formed as a

47. Dibritz, Disconto-Gesellschaft p. 246.

48. Tilly, "German Banking", p.113.



credit co-operative in 1851, and became a universal bank in
18536. It was thus active during the 1850 s and 18460 s:
crucial decades for the development of German industry.
This is an advantage which the study of the Disconto-
Gesellschaft has over its later rivals.

The archives of the Deutsche Bank and the Disconto-
Gesellschaft are no longer accessible; when I was at the
Zentrales Staatsarchiv in Potsdam in May 1982, the
archivists there acknowledged that they possessed the
archives of the Disconto—-Gesellschaft and the Preussische
Central-Bodencredit Actien—Gesellschaft, but said that the
documents were not yet ready to be seen by scholars. The
Historisches Archiv of the Deutsche Bank in Frankfurt am
Main, which I have consulted,®” contains little on the
Disconto—Gesellschaft: essentially just a full set of the
annual reports, which are useful and difficult to find.
What we have lost may be surmised from an anecdote told by
the financial journalist Georg Tischert. In the years
shortly before the war the archive of the Disconto-
Gesellschaft was open to financial journalists who used it
to research their articles. Tischert at one point wrote an
article about August Thyssen which was so perceptive that
even Thyssen asked him "However did you find that out?"
Tischert blurted out, "0Oh, that information was contained in

file so—and-so of the archive of the Disconto-Gesellschaft.”

49, I would like to thank Frau Dr. Hanne Braun of the

Institut fir bankhistorische Forschung e. V. of
Frankfurt/Main and Frau Raab-Rebentisch of the Deutsche Bank
for obtaining access for me to the Historiches Archiv of the

Deutsche Bank AG.
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The next time Tischert went to the Disconto-Besellschaft
archive, he asked for the same file and was told it was now
aesperrt: no laonger open to public inspection.®=e

Dr. H. A. Wesel, the archivist of th Mannesmann—-Werke,
has said that there are about ten major company archives in
Germany: Krupp, Siemens, Gelsenkirchen, Mannesmann, Phoenix,
to name the most prominent. For the Disconto—Gesellschaft’'s
relations with Krupp I have been able to draw upon the
oldest and in some ways the best company archive in Germany
at Fried. Krupp GmbH in Essen; for the history of the
Gelsenkirchener PRergwerks—Actien—-Gesellschaft I have used
the archives of that company which have found their way to
the Bergbau—-Archiv beim Deutschen Bergbaumuseum in Bochum.
The archives of the Hoesch Werke, to which 1 was kindly
agranted admittance, contain little about the Dortmunder
Union - chiefly annual reports — but 1 have found useful
information about the Union in archives of competitors, such
as Krupp and the Phoenix. Other useful material is in the
Rautenstrauch papers in the Rheinisch—-Westfalisches
Wirtschaftsarchiv, the Prussian Ministry of Trade papers
which are now at Merseburg, and m?terial about the
Braunschweig—Hannoversche Hypothekenbank and the
privatization of the Brunswick State Railways at the
Niedersidchsisches Staatsarchiv in Wolfenbiittel. 1 found
many useful references in the Bleichrider Archive at the

Baker Library of the Harvard Business School.

50. Georg Tischert, Manner und Werke. Altes und Neues aus
Industrie, Bank— und Bérsenwelt (Berlin, [1930]1) pp. 217-

218.
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Industry journals — most notably the Zeitschrift fiir

das Berg— Hitten— und_ Salinen—Wesen - and the contemporary

press have supplied interesting material. A particular
stroke of good fortune was finding a set (through 1872) of
Der Aktiondr, the leading German stock market weekly, in the
British Library; later years were consulted at the Stadt-
und Universitatsbibliothek in Frankfurt am Main.

I must discuss one primary source at some length: the
works of the anti-Semitic muckraker 0Otto Glagau. 6Glagau
began as a book reviewer on the National Liberal National -
Zeitung, and published books on Turgenev and the Baltic
countries. During the boom of the 1870°'s he put his money
into a fraudulent property company and lost all his savings.
In retaliation he wrote a series of articles about the
company promoting scandals, blaming them on the Jews and the
liberals, later expanded and re—issued in two volumes about

the Birsen— und Grindungs—Schwindel. These volumes are

indispensablefbr any study of German business in the 1870°s:
they contain the dates when companies were founded, their
initial capitalizations and the percentage paid up, the
names of the promoters, what dividends were paid (if any),
and the line of business which the companies claimed to be
in. Glagau’'s virulent anti-Semitism leads one to treat what

he says with caution; but I always check Glagau against

reliable sources (such as Der Aktiondr or the stock market

yearbook Saling's Bérsen—-Papiere) when I can, and I have
always found him very accurate in reporting names, figures,

and dates. It is his interpretations that are flawed: he
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believes that 90% of the Griinder (promoters) were Jews, and
cannot distinguish fraud from failure. Glagau can also be
selective in the facts he reports. For example, he writes
that the Provinzial-Disconto-Gesellschaft had branches at
"Duisburg, Ludwigshafen, Bernburg, Hamelin and similar large
seaports and commercial centres"®* which impiiEE that the
Provinzial-Disconto-Gesellschaft only had offices in
provincial nests like Hamelin. Glagau omits to mention the
branches or affiliates of the Provinzial-Disconto-
Gesellschaft in Hamburg, Aachen, Elberfeld and Halle. This
is characteristic: Glagau tells the truth, but not the whole
truth. After this Glagau pursued a career as a publicist
and a leading intellectual influence in the anti-Semitic
movement, impressing among others the young Helmut von
Gerlach. Gerlach has described the journal Glagau wrote,
Der Kulturkdmpfer, as a review which in its literary
brilliance pre-figured Harden's Zukunft. Yet Glagau did not
always remain innocent of the seamier side of stock market
speculation: in October 1881 Der Aktiondr announced as a
very extraordinary piece of news ("eine ganz extraordinire
Neuigkeit") that Glagau had jaine? the supervisory board of
the Provinzial-Tramway—-Kompagnie. This dubious enterprise
was backed by the Vereinsbank of the sleazy August
Sternberg, who at one point was arrested for offences
against section 176 of the German penal code (sex with

minors). The Vereinsbank collapsed in the eighteen-nineties;

51. Otto Glagau, Der Rirsen— und Grindungs—-Schwindel in
Deutschland (Zweiter Theil von "Der Rirsen— und Brindungs-—
Schwindel in Berlin”) (Leipzig, 1877) pp. 528-529.




Glagau himself died in 1892.5=
To pass from primary sources to works on the Disconto—
Gesellschaft, there are two excellent books which were

published at the bank’'s behest: Die Disconto-Gesellschaft

1851 bis 1901. Denkschritt zum S0Ojahrigen Jubiliaum,

published in 1901 (these anniversary histories are known as
Festschriften; I shall henceforth refer to this one as the

Disconto—Festschrift) and the history of the Disconto-

Gesellschaft by Walther Dabritz, published in 1931. But
excellent though these histories are, they do not go much
beyond the annual reports of the Disconto—-Gesellschaft. For
example, because it was never mentioned in the annual
reports, the Disconto-Gesellschaft s participation in
founding the Crédit Industriel et Commercial of Paris has
found its way into histories of French banking but not into
German histories. Similarly, the Disconto-Gesellschaft’'s
ownership of the lead mine "Bertha Isabella", although
mentioned in a history of the Eifel lead mining industry,
has never found its way into histories of the Disconto-

Gesellschaft.==

L

52. Maximilian Muller—-Jabusch, So waren die Griunder jahre
(Diisseldorf, 1957) p. 10; Helmut von Gerlach, Von_ Rechts
nach Links ed. Emil Ludwig (Zurich, 1937) pp. 110-111;
“RBerliner Borse (22 bis 28 Oktober)" in: Der Aktionar.
Central-0Orqgan fiur den Mobiliar—Besitz (Frankfurt/Main,
Sunday, 30 October 1881) Jahrgang 28, No. 1453, p. 740.

53. Rondo E. Cameron, France and_the Economic Development of
Europe 1800-1914. Conguests of Peace and Seeds of War
(Princeton, 1961) p. 172; Bertrand Gille, “La Formation de
la Sociéteé Géenérale" in: La Bangue en France au XIX= Sieécle.
Recherches Historiques (Geneva, 1970) pp. 138, 1462 L.
Schmitz and H. Zander, Die Rleibergwerke bei Mechernich und
Commern. Nach handschriftlichen und gedruckten Quellen
{Mechernich and Commern, 1882) pp. 4 and 5S6.
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A special place is occupied by Otto Lindenberg s SO

Jahre Geschichte einer Spekulationsbank: Ein Beitrag zur

Kritik des deutschen Bankwesens (1903). Lindenberg

published his book as an Anti-Festschrift against the

Disconto-Festschrift and the arguments of Adolf Weber. 1

agree with much of Lindenberg’'s criticism of universal
banks:; but his tone is extremely virulent, and he often
fails to distinguish failure from fraud. Lindenberg sees no
difference between the fraudulent conduct of the Leipziger
Bank and the Kasseler Gesellschaft fiur Trebertrocknung and
the wretched failure of the Disconto-Gesellschaft and the
Dortmunder Union. Lindenberg gives an uncritical hearing to
attacks on the Disconto-Gesellschaft: he accepts in its
entirety Strousberg s account of the Dortmunder Union and
the Rpumanian railways. His book is sometimes an advance

upon Dibritz and the Disconto-Festschrift in that he has

made use of annual reports other than those of the Disconto-—
Gesellschaft, but his refusal to distinguish failure from
fraud flaws his conclusions.

These histories of the Disconto-Gesellschaft are
supplemented by a number of important biographies.
Alexander BRergengruen s biography of David Hansemann and
Hermann Minch s biography of Adolf von Hansemann are vital.
Georg Solmssen has left a valuable set of essays, Max von
Schinckel an autobiography. There are also worthwhile
biographies of Franz Urbig, Otto Wehrmann, Emil Kirdorf, and
Gustav Freytag s classic work about Carl Mathy. Hans

Herzefeld was not allowed to make use of the Disconto-—
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Gesellschaft archives for his biography of Johannes
vorhiquel, and although his acecount does include some new
material, it is distorted by his acceptance of Glagau's
assertions about what enterprises the Disconto-Gesellschaft
invested in. Glagau assumed that whenever Miquel spoke in
favour of an enterprise in the Reichstag or the Prussian
Diet, he was speaking on behalf of the Disconto—-Gesellschaft:
s0 Glagau and Herzfeld assume that the Disconto-Gesellschaft
was an investor in the Deutsche Eisenbahnbau-Gesellschaft,
because Miguel spoke in the Prussian Diet in favour of
subsidizing its construction of the Berliner Stadtbahn. Yet
there is no evidence of any Disconto—-Gesellschaft
involvement with the Deutsche Eisenbahnbau-Gesellschaft.=<
Judging by Georg Tischert s anecdote, the
inaccessibility of the archive of the Deutsche Bank und
Disconto-Gesellschaft has deprived us of much useful
material. On the other hand, the opening of industrial
archives — many inaccessible to scholars before the
nineteen—-sixties ~ combined with the use of a whole gamut of
other sources, such as the press, financial yearbooks,
company histories, family histories, biographies,
dissertations, enable us nDtAmerel; to go beyond the

Disconto-Festschrift and Dabritz, but to shed new light on

o4. Stenographische Berichte des Hauses der Abgeordneten
(SBHA) 12th Legislative Period, 1st Session, vol. 1, 12
January 1874, pp. S06-515; Otto Glagau, Der BRérsen— und
Grindungs—-Schwindel in Berlin. Gesammelte und stark
vermehrte Artikel der "Gartenlaube” (Leipzig, 1876) pp. 207-
2113 Hans Herzfeld, Johannes von Miguel. Sein Anteil am
Ausbau des Deutschen Reichs bis zur Jahrhundertwende
(Detmold, 1938) vol. 1, pp. 3I69-370.




the relationship between German banks and their industrial
clients.

D. Other Ventures of the Disconto-Gesellschaft

A recent writer on British economic history has
commented

Libraries and record offices abound with the

records of the untypical: the large, progressive,

successful enterprise on the one hand, the

bankrupt failure on the other. The ordinary, run-—

of-the-mill concern is rarely to be found.==
If this holds true for British economic history, it is even
more valid for Germany, where far fewer archives have been
preserved. The situation is still worse because very few
records of the German bankrupt failures have been
preserved: to my knowledge, there are no records about the
Vereinsbank GQuistorp (collapsed 1873), the Vereinsbank
Sternberg (collapsed in the 1890°s), the Leipziger Bank
(1201), or the Darmstiadter—Nationalbank (1931). One hopes
that as the study of German economic history advances, the
archives of law courts, notaries and families will be tapped
to throw more light on the bankrupt failures. Until then,
any study primarily based on archival sources will have an
inherent bias towards the successful companies which
survived and could afford to retain their archives: Siemens,
Krupp, Gelsenkirchen, Mannesmann and Phoenix. Although I
have studied the other ventures of the Disconto-

Gesellschaft, for reasons of space I must concentrate on

those companies for which there is an archival record. To

S5S. John Benson, The Penny Capitalists. A Study of
Nineteenth—century Working-class Entrepreneurs (Dublin,
1983) p. 2.




show, however, that I am not concealing some brilliant
investments of the Disconto-Gesellschaft which more than
outweigh failures like the Dortmunder Union, 1 shall now
list, in summary form, the other ventures.

Industrial, Financial and Transport Ventures of the Disconto-Gesellschaft.

Formed Dissclved Company Nominal Remarks
Share Capital
{million marks)
1852 1929/1930 Phoenix, 18 (1840) Largest integrated

1836 1900

1857 ca. 1880

1864 ca.18790

1864 1918

1866 19467

AG fur Bergbau
und Huttenbetrieb

“Neue Hoffrung” t-7=
near Bleialf

"Bertha Isabella" 3
near Commern

Erste Preussische ze
Hypotheken-Actien-
Gesellschaft

Bochumer Bergwerks- 2.7
Actien-Besellschaft

Hallescher Bank- 4,5
Verein

iron and steel firm

in Germany in 18350 s;
Disconto involvement fronm
1857 culminating in
drastic reorganisation,
1860; moderate success
thereafter.

Eifel lead mine owned
outright by Disconto;
shut down 1886 due to
fall in lead prices.

Eifel lead mind concess-
ion owned outright by
Disconte; never produced
any lead.

Mortgage bank; due to
legal restrictions and

a tight money market ran
into difficulties and
entered effective
liguidation in 1B67; its
functions were subsumed
by the Preussische
Central-Boden-credit-AG
in 1870,

Operated the colliery
"Ver, Préasident”; very
successful in mid-1870"s,
but due to constant
flooding only pard
dividends twice after
1877, in 1880 and 1889,

Very successful small

regional bank with co-
operative elements; but
Disconto only involved
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1870
1870
1870 1882
1871 1880
1871 1914
1872 1917

1872 1920

1872 1900

Preussische 3b<
Central -
Bodencredit-AG6

St Gotthard 127.3
Railway

Brunswick 36
Railway
Company

Provinzial- 209
Discoento
Besellschaft

Rergisch 13.5-
Mérkische
Bank

fachener kb
Disconto-
Gesellschaft

%]

Bensberg- 4,
Gladbacher
Bergwerks- und
Hitten-Actien-
Gesellschaft
“Berzelius"

wn

Commerner 4,
Bergwerks-

from 1873 until 1876.

Germany's largest
mortgage bank; very
successful; still exists
today as Deutsche
Central-Bodencredit-AG.

Although ultimately
successful, much cf this
capital was wiped off by
a drastic reorganization
in the mid-1870"s,

Hit badly by depression
after 1872%; no dividends
1873-74; highest dividend
after that 21/2,,

Founded to provide the
Disconto with a
provincial branch
network; performed well
in 1872, but badly in
1873; entered
ligquidation, paying back
33% of the 60% paid in.

Very successful
provincial bank, but
Pisconto connection
dissolved in 1876;
entered IG with Deutsche
Bank, 1897, full merger
into Deutsche Bank, 1914,

One of the most
successful

provincial banks;
Disconto involvement
continued to ca. 1914 but
the Rachen bank then
merged into Dresdner Bank
in 1917.

Lead and zinc mine and
smelter; successful

until ca. 1900, but then
ceased paying dividends;
absorbed and successfully
reorganized by the
Metallgesellschaft of
Frankfurt/Main,

Eifel lead mine and
smelter; ceased
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1873

1872

1882

1887

1889

1887

1879

1896

1885

ca.1920

1930

after 1920

und Hitten-
Actien-Verein

Harzer Union 6
Mengeder b
Rergwerks-

Actien-Gesellschaft

Deutsch-Belgische 30°®
La Plata Bank

Kaliwerke
Aschersleben

Brasilianische 10
Bank fir Deutschland

Deutsch- of
fsi1atische
Bank

Great 26.4
venezuela
Railway

operating in 1882 due to
fall in lead prices.

Iron ore mine and
smelter; entered
bankruptcy, 1879.

Owned the coal concescsion
"Adol ph von Hansemann”;
repeated flooding and
opther accidents meant it
only began raising coal
in 1896.

The Uruguayan financial
crisis of 1875
immpbilized the bank’'s
funds and forced it into
liguidation, which was
finally concluded at a
profit in 18835,

Althouoh the first shaft
tlooded, under Hermann
Schmidtmann this became
one of the most
successful German potash
mines.

This became one of the
most successful German
overseas banks.

In spite of initial
reluctance by the banks
to found this, this bank
turned out to be a
successful operation.

Construction difficulties
led to huge cost
overruns, and these
financial problems plus
conflict with the
Venezuelan government
forced the merger of the
Disconto and the
Norddeutsche Bank so they
could write it off.



1890 ? Internationale Formed to exploit the

Druckluft- und compressed air techrnology
Electricitdts-~ of Victor Popp; the
Gesellschaft failure of the technology

led to a severe
reorganization and the
Disconto-Norddeutsche

merger,
1892 1904 Union Formed out of the
Electricitats- electrical interests of
Gesellschaft the Loewe concern and the

American Thomson Houston
tompany; in spite of some
success, always remained
an also-ran after Siemens

and A.E.G.§ merged intc
A.E.G. in 1904,

1895 19177 Bank fir Chile 10e A successful overseas
und bank.
Deutschland

NOTES: =These figures are not share capital, but the amount the
Discento-Gesellschaft invested in these lead mines.
®40% paid in,
€40% paid in; further calls of 10% apiece were paid up in the years
1889, 1892, 1895, 1897, 1902 and 1903,
940% paid up initially, another 20% was called up in 1872,
®40% paid up initially, anpother 20% was called up in July 1872.
*Millions of Chinese silver taels, not marks.
°23% paid in.

This list cannot hope to be exhaustive, but I think it is
comprehensive enough to give an accurate picture of the
Disconto-Gesellschaft ‘s investments. 1 have left out some
investments which I only know of from one occasional

reference, such as newspapers (Die Post and the National-

Zeitung)®?® and Wertheim s department store.*°
Although there are some successful banks in the list

above, my argument is that the Disconto-Gesellschaft was

3%. Stern, Gold and Iron. p. 276.

60. Stenpgraphische Berichte des Reichstags (henceforth
SBRT) XII leg. Per. 1. Session 264 Sitzung (18 June 190%9)

vol. 237, p. 8665,




poor at selecting industrial companies to lend to, and

this is brought out strikingly by failures like the Harzer
Union and the Mengeder Bergwerks-AG. For reasons of space 1
must concentrate on companies where archival records are
better preserved; but it is important to bear in mind that
the Dortmunder Union was not an exceptional case. It was a
typical example of the underwritings of the Disconto-
Gesellschaft. It was the Gelsenkirchener Bergwerks—-Actien-
Gesellschaft, the Disconto—Geselléﬁaft's most outstanding
industrial success, which was exceptional.

E. Heavy Industry and the Crash of 1873.

I will now discuss two more emphases of my work: first
of all, I will concentrate on interconnected enterprises of
heavy industry (coal, iron and steel, railways), and
secondly, the crash of 1873 will often take centre stage in
my account.

This concentration on heavy industry does introduce a
bias in that Eduard Wagon has argued that
the iron industry paid very low dividends, only S5-6%;®* and
thus by concentrating on heavy industry I am paying most
attention to one of the least profitable sector of German

industry. But I think this emphasis is justified, even

though the role of heavy industry in the German economy is

61. Dr. Oskar Stillich, Eisen—und Stahl-Industrie (Berlin,
1904) p. 43 (=National 6konomische Forschungen auf dem
Gebiete der grossindustriellen Unternehmunqg, vol. 1). Eduard
Wagon, Die Finanzielle Entwicklung deutscher
Aktiengesellschaften von 1870-1900 und die Gesellschaften
mit beschrankter Haftung im Jahre 19200 (Jena, 19203) pp. 25-
39, 166, 1469. (=Joh. Conrad ed. Sammlung

national 6konomischer und statistischer Abhandlungen des
staatswissenschafflichen Seminars zu Halle a.d.S%. Vol. 392).
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probably overemphasized, because this bias towards heavy
industry was inherent in the Disconto—Gesellschaft s own
investment programme. Unlike the Deutsche Bank and the
Berliner Handels-Gesellschaft, the Disconto-Gesellschaft
only realized the potential of the electrical industry at a
late stage, and the Disconto-Gesellschaft was only involved
in chemicals through the potash industry (Aschersleben, the
Deutsche Solvay—-Werke of Bernburg) as opposed to private
bankers, who early recognized the potential of chemicals:
examples are W.H. Ladenburg & Sthne which financed the
Badische Anilin—- und Soda-Fabrik of Mannheim and Georg Hauck
% Sohn which financed the Hoechster Farbwerke vormals
Meister, Lucius & Brining.®2 The light engineering
industry, one of the most important German industrial
sectors, received very little finance from the universal
banks before 1714, because it did not require much capital:
the nominal share capital of the Daimler—-Motoren-
Gesellschaft of Stuttgart-Untertirkheim (now Germany's
largest industrial company) was only eight million marks as
late as 1913%.2= Although my study is biased towards heavy
industry, I would arque that this does not misrepresent the
ventures of the Disconto—ﬁesellsch;ft because the Disconto-

Gesellschaft's investments were already biased towards coal,

62. Rudolf Haas, Die Entwicklung des BRankwesens im
deutschen Oberrheingebiet. Zur 100 Wiederkehr des
Grindungstags der Rheinischen Creditbank Mannheim am 15.
Juni 1970. Mannheim, [1970]1) pp. 27-29. Erich Achterberg,
Frankfurter Bankherren (Frankfurt =1971) pp. 82-83.

63. Jeidels, Brossbanken und Industrie pp. 199-201, Jahrbuch
der Berliner Birse 1914/1915.




iron and steel, and railways.

There is another bias in my study: most of the
enterprises I will discuss were founded during the
Grinder jahre, the years which immediately preceded the crash
of 1873. The Dortmunder Union was founded in 1872, the
Gelsenkirchener Bergwerks—Actien—-Gesellschaft in 1873. The
Disconto—Gesellschaft s most important intervention in the
history of Krupp,; the loan of 1874, occurred in the same
period. This emphasis has the disadvantage that it may make
the Disconto-Gesellschaft’'s ventures appear worse than they
actually were, because 1 will devote much space to the fate
of the Disconto—-Gesellschaft s ventures in the severe
depression 1873—187?. But trawling the early eighteen—
seventies does not necessarily give us a worse selection
than average of the Disconto-Gesellschaft 's industrial
ventures. Of the Disconto-Gesellschaft ‘s industrial
promotions of those years, we can only describe two as good
(Gelsenkirchen, the Krupp loan) and one as mediocre

{Berzelius). Yet there were numerous solid enterprises

founded during the Grinder jahre (and the picture looks even

better if we exclude the numerous fly-by-night banks of

.
those years), many of which still exist today: all three of
the major German banks — DeutscheBank (1870), Dresdner Bank
(1872), and Commerzbank (1870) — were founded during those
years; so was Continental, the German rubber and tyre
manufacturer; so were the Eisen— und Stahlwerk Hoesch, the

Duisburger Maschinenbau—-AG (now Demag), the

Bergwerksgesellschaft Dahlbusch, the Hibernia und Shamrock
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Bergwerksgesellschaft; and a glance at the bottles of some
of the most successful brewers (Dortmunder Union—-Brauerei,
Dortmunder Actien-Brauerei) will also light upon dates from
the early eighteen-seventies. The Grinder jahre were no
barrier in themselves to the formation of solid and lasting
enterprises; although many of these companies suffered
severely during 1873-187%, they survived and prospered in
subsequent years. Even though the Grinder jahre were an
unusual period, the Disconto-Gesellschaft was still
remarkably unlucky. A concentration on the enterprises of
the 1870°s does not place the Disconto—-Gesellschaft in an
unusually bad light; if it means 1 can expatiate at length
about the Dortmunder Union, I shall still be foregoing such
disasters of the 18790°'s as the Great Venezuela Railway,
Popp ‘s Internationale Druckluft— und Electricitats—
Gesellschaft, and the financially unfortunate dynamiting of
the iron gates in Hungary by the firm G. Luther.o<

Since the Crash of 1873 will be the hinge in many
accounts of the individual enterprises, I shall say more
about it here. The Grinder jahre are the traditional
expression for the years which immediately preceded the
crash of 1873, the Grinderkrach. They are called the

Grinder jahre partly because they occurred at the same time

as the foundation (Grindung) of the German Empire, partly

because the law of 6 June 1870 allowed public limited

companies (Aktiengesellschaften) to be freely founded

throughout the German empire and resulted in a huge number

64. Riesser, Deutsche Grossbanken pp. 392-393.
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of companies adopting the Aktiengesellschaft form. A third
reason why they were called the Grinder jahre may be due to a
legal evasion developed by Dr. Bethel Henry Strousberg and
the legal wizard Justizrath (judicial counsellor; an
honorific title like Commerdenrath, commercial counsellor,
conceded by the Prussian state to men who had done well in
their profession) August Theodor Geppert 1. Prussian law in
the 1860°'s forbade the issue of shares below par value; but
Geppert and Strousberg could not sell shares in shaky
railway enterprises at that high a price. So they devised
the fictitious sale of all the shares to the founders, the
Grinder, of the railway company, who would then sell the
shares on at prices below par as if they were deals in the
secondary market.*®

In addition to the actual 6Griinder jahre, the boom of the
1850 s which culminated in the crash of 1857 has been called
the first Grinder jahre retroactively — it was not called so
by contemporaries. Austria-Hungary was if anything even more
profoundly affected by the boom and crash of 1873 - the
crash is often cited as a condemnation of all laissez—faire
capitalism by writers about Vienna®® - and so the boom

period of 1904-1912 in the dual monarchy has been referred

65. Bethel Henry Strousberg, Dr. Strousberg und sein Wirken
(Berlin =1876) pp. 129-131.

66. 6An example is "Viennese Culture” in: The Economist
(London, 15 June 1985) vol. 295, No. 7398, which also has
some remarkably kind words for Karl Lueger.
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to as the "second Grinder jahre”.®” There is much to be said
in favour of calling the 1850°‘s the "first Grinderjahre,"”
partly because very few of the companies founded in the
1870°s were genuinely new enterprises, but often went back
to older enterprises founded in the 1850°'s. 0OFf the
companies founded by the Disconto-Gesellschaft during the
Grunder jahre, all of them except the Provinzial-Disconto-
Gesellschaft and the Deutsch-Belgische La Plata Bank were
enterprises which had existed earlier, often in the form of

the Kommanditgesellschaft auf Aktien, a peculiar extralegal

cross between a partnership and a joint-stock company which
I will discuss in detail below (see pp. 151-162).

Of the companies I will discuss, the
Henrichshitte, the forerunner of the Dortmunder Union, may
be traced back to 1853/343; Krupp was traditionally founded
in 1812; the immediate forerunner of the Gelsenkirchener
Bergwerks—Actien—Gesellschaft, the Société des Charbonnages
de Gelsenkirchen Detillieux et Cie., was founded in 1854,
In the case of many mining companies, we can say they were
founded in stages, as was the case with Gelsenkirchen: the
initial claims were lodged in the late 1840°'s and then lay
dormant during the political upheav;I of 1848, the sinking
commenced in the mid-1830°s, usually under a

Kommanditgesellschaft auf Aktien, and finally the mines were

converted into an Aktiengesellschaft in the 1B70°s. The

important point is that most of the new companies

67. Eduard Marz, Austrian Banking and Financial Policy.
Creditanstalt at a Turning Point, 1213-1923 (London, 1984)

p. 3.
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established during the Griinder jahre of the 1870°'s were not
totally new establishments, but in many cases merely
conversions (Umgrindungen) into the form of the limited
company. I nevertheless prefer to confine the expression
Grinder jahre to the period 1867-1873, partly because the
term “first Grinder jahre” is not a contemporary useage,
partly because although it is true that many industrial
companies of the Ruhr trace their origin back to the 1850°s
(Phoenix, Harpen, Bochumer Verein, Hoerder Verein), their
beginnings can often be traced even further back, usually to
the late 1840°'s, sometimes back to the very beginning of
deep mining in the Rubr around 1838. In the case of the
three iron companies I have just mentioned, each of them had
a predecessor company, usually operated as a partnership
(Bochumer Verein: Mayer & Kihne) or a sole proprietorship
(Hoerder Verein: Hermann Piepenstock), or in the case of the
Phoenix, a peculiar French corporate form, the Société en

nom collectif, which can be traced back into the 1840°'g.~®

Implicit in the useage "first Grinder jahre" is the idea that
many German companies were not founded in the 1870°'s. But
if we look closely at the companies of the 1850°'s, we find

we can actually trace them back even further, into the

68. Festschrift zur Hundert jahrefeier der Dortmund-Hérder
Hittenunion Aktiengesellschaft 1852-1952 (Dortmund, 1952);
Walther Dabritz, Bochumer Verein fur Bergbau und
Gusstahlfabrikation in Bochum. Neun Jahrzehnte seiner
Geschichte im Rahmen der Wirtschaft des Ruhrbezinks
({Disseldorf, 1934) p. 61; Geschichtliche Entwicklung und
geqenwartiger Stand des Phoenix, Aktien-Gesellschaft fiir
Bergbau und Hiittenbetrieb in Hoerde. Denkschrift zum &0
Jjébrigen Bestehen des Unternehmens im Jahre 1212 (Hoerde,
1?212) p. 123 75 Jahre Eisenwerkgesellschaft Maximilianshiitte
1853-1928 (Rosenberg/0Oherpfalz, 1928) pp. 22, 29.




previous decade: what was different in the 1850°'s was that
the Bochumer Verein, Hoerder Verein, Phoenix and Harpen
adopted the joint-stock form, were traded on the stock
exchange, began issuing annual reports, and thus emerged
into the full glare of history. 1 shall confine my useage
of Griinder jahre to the period 1867-1873.

I now want to explain the boom years of 1867-1873 and
the bust which followed 1873. I will begin by setting aside
two explanations: the view, put forward by Otto Glagau
among others, that it was the German public limited company
law of 11 June 187Q which opened the floodgates and
unleashed the boom;*” and the view that the boom was
prompted by the French indemnity of five thousand million
francs.”°? My view is that the boom and bust of the period
1867-1873 was because of the final frenzy of building of the
German mainline railway network, a frenzy which also
happened in countries which were at a comparable stage of
development, such as the United States and Austria—-Hungary.

Liberal critics of Glagau’'s accusations asserted that
it was not the move from a concession system to a system of
allowing all public limited companies to be founded which

met certain pre—-set legal norms (Normativbestimmungen) which

led to the boom and bust because railway companies, which

69. Glagau, Biérsenschwindel in Deutschland pp. 2-3;5 Erhard
Hilbener, Die deutsche Wirtschaftskrisis von 1873 (Berlin,
1905) pp. 105-114 (= Emil Ebering, ed. Rechts— und
Staatswissenschaftliche Studien, Heft 30).

70. Ibid; Max Wirth, Geschichte der Handelskrisen (Frankfu1/Main,
41890) pp. 456-457, Hibener, Wirtschaftskrisis von 1873 pp.
116-120, 122-123.
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committed some of the worse excesses, remained subject to
concession and Austria-Hungary, which was as badly if not
worse hit than Germany by the boom and bust, continued to
operate a concession system. To this Glagau replied that
Austria-Hungary 's concession system was virtually equivalent
to a free—for—-all because the bureaucracy was totally
corrupt and always ready to accept Banhans pourboires

(Banhansche Trinkgelder; Banhans was the Austrian Minister

of public works).?7* I find the observations of the liberal
critics more credible than Glagau s Parthian shot about
Banhans and the Chevalier d’'Ofenheim, the great Austrian
railway contractor (builder of the Lemberg-Czernowitz—-Jassy
railway).

In addition to this, it is important to remember that
the public limited company form could be established
throughout many states of Germany without a government
concession before 1870; by then, Prussia, Bavaria, and
Hesse—-Darmstadt were the only major exceptions. The public
limited company {(Aktiengesellschaft) and the

Kommanditgesellschaft auf Aktien did not require concessions

in

BRaden under the law of 6 August 1842
Alsace-Lorraine (then part of France) under the
French law of 23 May 1863

Liibbeck under the law of 2 November 1863
Oldenburg under the law of 18 April 1864

Bremen under the law of & June 1864

Wirttemberg under the law of 13 August 1845
Hamburg under the law of 22 December 1865
Saxony under the law of 15 June 1868

71. Glagau, Biérsenschwindel in Deutschland, p. 11.
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The Kommanditgesellschaft auf Aktien did not require a

concession in
Prussia under the laws of 24 June 1861 and 24
August 1867
Waldeck under the law of 11 February 1862
Anhal t-Dessau under the law of 1 September 1863
Lavenburg under the law of 21 October 18687=
In other words, there were two methods available to escape
the legal requirement of a concession to establish a limited

company. One was to exploit the legal loophole of the

Kommanditqesellschaft auf Aktien, a sort of partnership with

shares, which was virtually identical to an

Aktiengesellschaft (the one major exception being that it

had to have at least one active partner with unlimited
liability; I shall discuss the KGaA in more detail below,
see pp. 131-162 ). The other solution was to go
"offshore", to one of the numerous German states outside
Prussia which did not require a concession to establish an
Aktiengesellschaft, to Hamburg or Bremen, Liibeck or Baden or
Wirttemberg, or even to Paris and London. 1In practice, this
pccurred very rarely in the case of industrial public
limited companies, because already by the 1850°s
concessions for them were virtually automatic in Prussia.
The Prussian Ministry of Trade files which I have seen show
very little activity on the part of the otherwise assiduous
Prussian bureaucracy: seven pages 0of correspondence were
sufficient to dispose of the concession of the Bochumer

Bergwerks—Actien—-Gesellschaft in 1864, a dozen pages enough

72. Stenpographische des Norddeutschen Reichstages 1 leg.
Per. Session 1870 vol. 4 Anlage No. 1358 pp. 649-650.
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for the Henrichshitte in 18469.7= The main bulk of the files
(aside from this correspondence), is taken up with the
statutes (articles of association) of the various companies,
which by 1856 already fall into a standard pattern, although
there are stylistic variations depending on the notary.

If the concession of industrial public limited companies
was a formality, the concession of banks was almost never
granted. With the exception of the Schaaffhausen ' scher
Bankverein in 1848, the Bank des Berliner Kassen-Vereins in
1850, the Deutsche Bank in 1870 and some small local note-
issuing banks in Cologne, Dortmund and elsewhere, the
Prussian government granted no concessions for banks to use
the public limited company form.”* Banks founded before

1870 either took the form of the Kommanditgesellschaft auf

Aktien or went offshore. Among the banks in Prussia which

took the Kommanditgesellschaft auf Aktien form we may

mention the very first KGaA, the Disconto—Gesellschaft

itself, the Berliner Handels-Gesellschaft, the Schlesischer

73. "Akten betreffend die Bochumer Bergwerks—Actien=
Gesellschaft"” in: ZS5tA Merseburg Rep. 120, Ministerum fir
Handel, Gewerbe, und &6ffentliche Arbeiten A XII 7 Nr. 1350;
"Akten hetreffend die Actien—Gesellschaft Henrichshitte bei
Hattingen”; Z5tA Merseburg, Rep. 128 MFH GubA, A XII 7 Nr.
10&.

74. See Helmut Eiéhme, "Grindung und Anfange des
Schaaffhausen schen Bankvereins, der Bank des Berliner
Kassenvereins, der Direktion der Disconto-Gesellschaft und
der Bank fir Handel und Industrie. Ein Beitrag zur
preussischen Bankpolitik von 1848-1853" in: Jradition.
Zeitschrift fiir Firmengeschichte und Unternehmerbiographie
(Munich 19465-19&6) vol. 10 pp. 189-212 and vol. 11 pp. 34-
S6; Statutes of the Dortmunder Privat—-Aktienbank, Danziger
Privat—-Aktienbank, and the Hagener Privat-Aktienbank,
Gesetz-Sammlung fiur den Preussischen Staat, 1857, pp. 193-
216, 241-264, 70353-724.




Bank-Verein, the Hallescher Bank-Verein, and the Barmer
Bank-Verein. The great period for the founding of offshore
banks was the 1850°'s, and the most fruitful area for these
banks was not the liberal environment of the Hanseatic
cities — although they made their own contributions, such as
the Bremer Bank, the Norddeutsche Bank and the Vereinsbank
in Hamburg, and the Commerzbank in Libeck - but rather the
paternalistic duodecimal principalities, whose fear of being
left to vegetate as economic backwaters was greater than
their hostility to financial innovation. The two forerunners
of this process were the Anhalt-Dessauische Landesbank in
Dessau (founded in 1847) and the Bank fir Handel und
Industrie in Darmstadt (founded in 1853), and the peak of
the boom in 1836 saw numerous imitators: the Mitteldeutsche
Creditbank in Meiningen, the Niedersichsische Bank in
Biickeburg, the Coburg-Gothaische Creditgesellschaft in
Coburg, the Bank fir Siuddeutschland in Darmstadt (a note—
issuing affiliate of the EBank fir Handel und Industrie),
and, in 1853, the Braunschweigische Bank.7”®

Richard Tilly has suggested that the constant increase
in deessss requests for concessions of public limited
companies made the pressure of work‘unbearable for the
Prussian bureaucracy and virtually compelled the replacement
of a concession system with pre-set legal norms.”® This is
a possible explanation, but other motives were also at work.

The legal philosophy of the time was already moving from

75. Riesser, Deutsche Grossbanken p. 4 note 2 and p. 647.

76. Tilly, "German Banking" p. 123-124.
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concession systems for public limited companies to pre-set

norms (Normativbestimmungen), and France and England had

already done so, as had nearly a third of the German states.
As early as the promulgation of the uniform German
commercial code in 1860, the Hanseatic cities had tried to
write into the code just such an innovatiom, but Prussia had
resisted, and the German confederation compromised by
allowing this policy to be decided by the individual states.
The development which struck the biggest breach in the
resistance of the Prussian bureaucracy was, in my opinion,
the defection of Saxony by the law of 15 June 18&8. The
most densely industrialized state in Germany, Prussia’s
nearest and most formidable German economic rival introduced
free formation of public limited companies. This made it
only a matter of time before Prussia had to follow. This
also explains why the public limited company law went
through the Reichstag so quickly, with only four days
debate: the debate had been more than thrashed out during
the 1860°'s.77

Another reason to change the law was because the two

easy avenues open for evasion — the Kommanditgesellschaft
auf Aktien and moving "offshore"” — were making the

concession system into a dead letter, to say nothing of the
perfunctory examination which many of the projects received.
For these reasons the public limited company law does

not appear to have been the fuse which set off the

77. Alexander Bergengruen, David Hansemann, (Berlin, 1901)
pp. 668, 669, 700.



Grinder jahre. Public limited companies could be founded in
many important German states before 1870, yet these states
were no less affected by the boom than Prussia.?® In
addition to this, the legal loopholds of the KGaA and moving
offshore made the concession requirement more an apparent
barrier than a real one.

Neither does the French indemnity appear to have
engendered the boom. The indemnity is supposed to have
found its way onto the stock exchange via the

Invalidenfonds, the Festungsbaufonds, and the

Reichstagsbaufonds: a pension fund for the veterans of the

war of 1870 /71, a fund to build fortresses, and a fund to
construct a building for the Reichstag. In theory, these
funds were invested in ordinary shares and drove up share
prices.”" 1In fact, the Reich government did not invest
these funds in any ordinary shares. Instead, it invested in
government bonds — including American and Russian government
bonds - and bonds and senior prefterence shares of various
railway companies. In every instance, it paid less for its
investment than the peak price for these preference shares

during the Grinderjahre, and at the bottom of the

78. Hamburg: Schinckel, Erinnerungen pp. 211-214; Hundert
Jahre Vereinsbank in Hamburg, 1856—-1956 [Hamburg, 19561 pp.
59—~67; Saxony: Georg Tobias, Die Entwicklung der
Aktienbanken in Leipzig (Leipzig, 1907) pp. 31, 52-57, 97
Glagau, Bérsenschwindel in Deutschland 99-111 (Saxony) 111-
113 (Southern Germany and Alsace Lorraine).

79. Hibener, Wirtschaftskrisis von 1873 pp. 121-123, 138-
140.




Depression, in 1876, was still showing a profit.®e

What effect the French indemnity did have was an
indirect one. First of all, a number of German states
redeemed their bonds with their share of the French
indemnity, and these sums are assumed toc have found their
way into the stock market. Secondly, the French transterred
the indemnity by purchasing bills on Rerlin. This resulted
in the most important indirect effect of the French
indemnity. In theory, interest rates should form a natural
corrective against boom and bust.®* The transfer of the
indemnity meant, however, that interest rates in Berlin were
unusually low during the boom, and unusually high during the
period following the crash in October 1873: in fact, because
of the weakness of the thaler in the foreign exchanges, the
Bank of Prussia had to peg interest rates to a higher level
than the situation of the economy justified to stem an
outflow of gold.®= The French indemnity did play a role in
aggravating the boom and bust through its distortion of the
interest rate structure. But this was an indirect effect,

which worsened conditions which already existed.

80. "Bericht der Budget—Kommission Gber das Gesetz wegen
Abinderung des Gesetzes vom 22 Mai 1873, betreffend die
Grindung und Verwaltung des Reichs—-Invalidenfonds" in SBRT
Leg. Periode II Session 1875/76 vol 3: Anlagen Nr. 1835, pp
&6£53-716.

81. George Joachim Goschen, “"Seven per cent." (January 186%5)
and "Two per cent.” (January 1868) in: Goschen, Essays and
Addresses on Ecanomic Questions (1865-1893) with
Introductory Notes (1905) (London, 1905) pp. 1-101 is a
classic exposé of this theory.

82. Wirth Handelskrisen p. 459. Hiibener, Wirtschaftskrigis
pp. 118, 120.




Another circumstance which suggests the French indemnity
did not cause the boom was because the boom affected other
countries than BGermany: Austria—Hungary and the United
States were the most affected, but so were Russia, Italy,
and even Britain and France.®> 1t is possible that the
French indemnity made Bermany for a few years into the
locomotive of the world economy, which sucked in imports
from other countries and thus set off booms there. Much of
this theory is plausible. Germany was sucking in imports
during the boom, partly because domestically produced goods
(most notably pig-iron) were not yet good enough to satisfy
German consumers, partly because the plethora of money in
Berlin made it easy to finance imports through bills of
exchange.®* Nor is it impossible that the German boom was
communicated across the Atlantic to the United States: the
recovery which set in during the autumn of 1879 was in part
brought about by American orders placed for rails in
Germany ,®® so the transatlantic link could have already been
in place to work in the opposite direction. But it is hard

to believe (although war reparations can have bizarre

8%. Wirth, Handelskrisen, pp. 450, 460, Maximilian Midller-
Jabusch, So waren die Grinder jahre (Dusseldorf, 1937) p.
65.

84. Wirth, Handelskrisen p. 459; Hubener Wirtschaftskrisis
pp- 118, 120, Report of the Select Committee on Coal

(London, 18 July 1873) C. 313 Guestion nos. 6150, 6152,
6154; Ivo Nikolai Lambi, Free Trade and Protection in_ Germany
1868-18792 (Wiesbaden, 1963) pp. 15-16 (= Viertel jahrschrift
fiir Sozial-—und Wirtschaftsgeschichte, Beiheft Nr. 44).

B8S. Gustav Godeffroy, Hamburg 7 October 1879 and 20 October
1879 to Gerson von Bleichrider, Bleichrider Archive Box
XXXIV folder 7.



effects) that this boom could also have occurred in France.
For France also was affected by the boom years of 1872-7Z,
as admitted by France’'s largest bank, the Société Générale
pour favoriser le developpement du Commerce et de

1 "Industrie en France;®* and the effect can also be seen in
the results of France’'s oldest and largest coal-mining
company, Anzin {(see chart reproduced on the following page).
Fierre Barral comments that the extracrdinarily high level
noted around 18735 is not wholly reliable; although I think
this is true for the price of the denier (the peculiar
shares of Anzin which reflect the company’'s antique
constitution, dating from 1717), because it was very rarely
traded and it was only towards the end of the nineteenth
century that it was quoted on the bourse of Lille,®” the
figures for dividends are more reliable, and these alsc
retlect the boom of the mid-seventies:

FPrice of the Denier and Dividends of Anzin (in francs?

Denier Dividend
1867 n/a 15,000
1868 n’/a 16,000
1869 300,000 18,000
1870 n/a e 16,000
1871 n/a 17,000
1872 n/a 27 , 000~
1873 n/a 40 ,000%°

66. SG. Sociétée Geéenérale pour favoriser le developpement du
commerce et de 1 ‘industrie en France 1864/1954 (Paris, 19&4%

p. &8.

87. Georges Michel, Histoire d un Centre Ouvrier {(Les
Concessions d ‘Anzin) (FParis, 18%1) pp. 134-143; Alexandre
Cayrois, Les Societés Houilliéres du Nord % du Pas—de-—
Calais. (Doctorail Diss, Paris, 16%6&) pp. 11-13F, 42; Fierre
Barral, Les Ferier dans 1 ‘Isére au XIX*™ Sidcle d 'aprés leur
Correspondance Familiale {(Paris, 1964) p. 193 (= Collectiaon
des Cahiers d 'Histoire No. 7).
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1874 n/a 40,000

1875 1,200,000 33,000
1876 785,700 26,000
1877 646,000 16,000
1878 S41,900 14,000
1879 463,200 14,000

NOTES: “According to Cavrois, in 1872 Anzin also
redistributed some of its own shares which it had
repurchased to prevent them falling into the wrong

hands.
®Three shares of the collieryVicoigne-Noeux were also
distributed per denier, valued at 14,000 francs.

SOURCES: Georges Michel, Histoire d ' un Centre Ouvrier (Les
Concessions d 'Anzin) (Paris, 1891) pp. 134-143;
Alexandre Cavrois, Les Sociétés Houillieres du hWNord &
du Pas—de—-Calais (Paris, 18%&6) pp. 117,181.

Alexandre Cavrois has said that the coal boom in France
began in January 1872 and reache;f;eak in January 1873.°°
Another interesting point is that the peak years for
dividends from Anzin are 1873 and 1874; the series of
dividend payments indicate that Anzin lagged behind the
booms in railways and the iron industry, which peaked in
1872 and 1873 respectively. This lag can also be observed
in German collieries.®®

This boom in coal affected the United Kingdom to such
an extent that Parliament in 1873 established a select
committee to investigate the scarcity and dearness of coal.
This committee concluded that although other factors, such

as labour unrest, had contributed to the coal shortage, the

chief reason was the increased demand for pig iron, which

88. Cavrois, Sociétés Houillieres pp. 22-23.

89. Bochumer Bergwerks—-AG: Saling’'s Birsen—-Papiere 37th
edition 191371914 p. 702; Gelsenkirchener Bergwerks—AG: GBAG
Annual Reports, 1873 and 1874, BBA, GBAG Archiv, Az.1 30 00,
Nr. 13 Coal division of the Dortmunder Union: Dortmunder
Union Annual Report, 1873/74, Hoesch Werke AG, Werksarchiv,

Az. DHHU 13%20.
61



mainly came from the United States and from Germany.%° Of

particular interest is the evidence of the Middlesbrough

ironmaster Isaac Lowthian Bell:

6150 Was it chiefly a foreign or a home demand? -

It was both. There was no source of pig iron, or
bar iron, or rails that was not increased; it went
to Germany, to America, and all over the country,
and for our own domestic consumption.

In reply to question 6152, Bell presented the following

figures for pig iron shipped from the rivers Tyne, Wear,

Tees and the Hartlepools for foreign ports (in tons):

1867 168,378 1870 216,909
1868 136,806 1871 330,646
1869 185,777 1872 386,624

The questioning continued:

6154.1s that all foreign consumption or coastwise? —
It is chiefly to Germany and Holland, and Holland
is really in_transitu for Germany, and you may
take it that two—-thirds of it was for Germany.

In reply to the next question, Bell said that although the
United Kingdom did export a great deal of pig and rolled
iron to the United States, this market was largely served by
jronmakers on the west coast, especially in Scotland; ships
carried cotton one way, and iron on the way back.

These instances should indicate my thinking on the
causes of the boom and bust of the wears 1867—-1873.
Explanations which emphasize financial developments (such as
the French indemnity) or legal innovations (such as the
public limited companies act of 11 June 1B70) are misguided
in paying too much attention to superficial developments,

and pay too little attention to the fundamental industrial

90. Select Committee on Coal (1873) C. 313 p. viii.




boom of these years, when increased railway building in the
United States, Germany and Austria-Hungary fed into a heavy
industrial boom in iron and steel and coal.

To outline the conjuncture of this period: the late
1840°'s culminated in the financial crisis of 1847, which
brought down the banking house of Moritz von Haber of
Carlsruhe.®* The revolution of 1848 transformed this
depression into a financial emergency, so that even sound
but illiquid houses like that of Abraham Schaaffhausen of
Cologne collapsed. But even during 1848 the German economy
began to recover,¥* and by the 1850°'s was in the grip of a
boom. This boom peaked in 1854 and was ended by the crisis
of the autumn of 1857. Business conditions then worsened
and reached their nadir during the stock exchange panic of
April and May 1859 at the time of the Italian war. Commerce
then picked up again and led to another boom, which
particularly affected Britain in the years 1863-186466.7= 1866
and 1867 saw another crisis; the boom in Britain was ended
by the collapse of Overend, Gurney & Co., fFrance saw the
collapse of the Crédit Mobilier in 1867, and the crisis in

Britain plus the imminent Austro—Pru?sian war depressed

?1. Wirth, Handelskrisen pp. 242-244, Heinrich von
Treitschke, Deutsche Geschichte im Neunzehnten Jahrhundert
(Leipzig, 71920) vbl. S p. 680.

22. Theodore S. Hamerow Restoration, Revolution, Reaction.
Economics and Politics in Germany 1815-1871 (Princeton,
1958) pp. 207-210.

93. Wirth, Handelskrisen, pp. 245-418; David Morier Evans,
The History of the Commercial Crisis 1857-58 and the Stock
Exchange panic of 1859 (London, 183%); David Morier Evans,
Speculative Notes and Notes on Speculation, Ideal and Real
(London, 1864).

&3



German commerce and led to the collapse of eminent private
banks such as A.W. Barnitson & Sohn in Halle and Gebriider
Fischer in Barmen.%* When the Austro-Prussian war did break
out, it was greeted on the bourses with something
approaching relief. The Vienna Stock exchange, the
movements of which may be followed in the weekly reports of
Der_ Aktionar (since Der Aktiondr was published in Frankfurt
am Main, its reports from Berlin were temporarily cut off
during the war), acted in a very strange way considering
that the Hapsburg empire was tottering. Vienna rose on the
first deceptive reports of Austrian victories; fell, but not
substantially so, on the news of Kéniggratz; and then rose
again upon the news that Austria had ceded Venetia to
Napoleon 111 and had requested the Emperor ‘s mediation. The
bulls were champing at their bits, and even the possible
collapse of the Danubian empire could barely hold them back.
With the return of peace, the boom could begin. The private
banks which had suspended during 1866 emerged even stronger,
since they converted to the KGaA form and became the
Hallescher Bank—-Verein and the Barmer Bank-Verein. This
boom continued until it reached a tePporary peak in 1869,
and in October of that year there was a panic on the Vienna
stock exchange.®® Unlike 1866, there was not a sell-off in
anticipation of war in 1870; financial circles did not

expect war between France and the North German

24. Kleine, Hallesche BRankgewerbe, p. 72; 1870-1970 100
Jahre Commerzbank (Disseldorf, 1970) p. 109.

95. Hibener, Wirtschaftsckrisis pp. 91-100.
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Confederation. Even the Rothschilds were taken by surprise
when war broke out in 1870."% The next few quarters showed
the bourses being extremely volatile. The Berlin stock
exchange first collapsed because of the usual rush into
liquidity which accompanies the outbreak of war. Then it
greeted the string of Prussian victories after Wirth “with a
rally and yet another rally” in the words of Der Aktionar

(hausse und wieder hausse).”” But as the hopes for a quick

end to the war receded, and particularly after Russia
denounced the Black Sea clauses of the Treaty of Paris, the
Berlin bourse began to decline again and it was not until
peace returned in 1871 that the boom could recommence. The
boom reached its peak in 1872, and self-doubt began to set
in during 1873, encouraged by Eduard Lasker's denunciation
of the railway concession system in the Prussian Diet on 7
February. Vienna still hoped for huge business from the
opening of the world exposition in that city; and when this
business did not manifest itself, the crisis began in the
first week of May 1873. Berlin still hoped it would be
immune to the crash which had begun in Vienna. It held on
until October, when the collapse of the Vereinsbank BQuistorp
brought down the house of cards. New York had already been

hit the previous month, when dJay Cooke & Co. suspended. The

depression which followed was extremely severe, and lasted

96. Hermann von Goldschmidt, Einige Erinnerungen aus l1angst
vergangenen Tagen (Vienna, 1917) pp. 88-89.

97. "Berliner Birse (12 bis 18 November)" in: Aktionar
(Frankfurt, Sunday, 20 November 1870) vol. 17 No. 882 p.

792,



until 1879.ve

I have taken over from Eduard Mirz”® his date (1867)
for the commencement of the Grinder jahre, which is much
earlier than the more customary 1870 or 1871. I think this
earlier date is justified, because 1 see the Gr inder jahre,
as the culmination of a boom in railway building which began
in the mid-eighteen-sixties, which Arthur von Mayer has
described as the "Strousberqg era" in Prussia.®®® There are
other reasons for pushing the Grinder jahre back to 1867.
1867 was the first year since 1858 that the shares of the
Disconto—-Gesellschaft were quoted above par throughout the
year.*©®* Another indication is provided by the dividends on
the shares of one of the largest German iron and steel
companies, the Phoenix, Actien-Gesellschaft fiir Bergbau und
Hittenbetrieb: o=

Dividends of the Phoenix, 1860/61-1873/74 (in %)

Class "A" Class "B"
1860/61 & 0
1861/62 7 2.78
1862/63 72/ = 4 1/6
1863764 82, = b6.94

98. “Berliner Borse (vom 18 bis 24 0Okt.)" in: Aktionar
(Frankfurt, Sunday 2& October 1873) yol. 20 No. 1035 p. 820.
Wirth, Handelskrisen, pp. 919-555, 566-575.

99. Eduard Mirz, Osterreichische Industrie-und Bankpolitik
in der Zeit Franz Josephs I am Beispiel der k.k. priv.
isterreichische Credit-Anstalt fir Handel und Gewerhe
(Vienna, Frankfurt, Zurich, 1968) pp. 137-150,.

100. Arthur von Mayer, Geschichte und Geographie der
Deutschen Eisenbahnen von ihrer Entstehung bis auf die
Gegenwart 1890 (Berlin, 18%1) p. 116.

101. Dabritz, Disconto-Gesellschatt pp. 254-255.

102. Stillich, Eisen—und Stahl-Industrie pp. 149-150.
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1864765 10 11 /9

1865766 102/, 121/
1866767 11 13 4/5
1867768 15 25
1868/69 17 30 S/9
1869/70 16 27 7/9
1870/71 12 16 2/73
1871/72 15 25
1872773 15 30
1873774 8 6 2/3

The Phoenix dividends indicate that the boom in the late
eighteen-sixties was already so strong that the dividends of
one of the largest iron companies of the Ruhr reached levels
which they did not even equal during the early eighteen-
seventies.

On the face of it, the boom of the late eighteen-—
sixties was a continuation of the boom of the early
eighteen—sixties after the intermission of 1866. But there
was one important difference. Whereas the dynamic for the
boom of 1862-18&46 centred on London, after 1867 the dynamic
for the boom was the spate of railway building in Germany
and Austria-Hungary, and in the United States.

1 view railway building as the leading sector which
then fed into the other branches of the heavy industry; in
this I am relying on the findings of Holtfrerich (for Ruhr
collieries) and Fremdling (for German railways) who have
concluded that Ruhr coalmining was not a leading sector, and
that German railway building was.®®> Until the 1880°s, the

railways were the Ruhr collieries’ major customer; after

103. Holtfrerich, Quantitative Wirtschaftsgeschichte das
Ruhrkohlenbergbaus; Rainer Fremdling, Eisenbahnen und
deutsches Wirtschaftswachstum 1840-187% (Dortmund, 19735).
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that, the ironworks were their major customer.2°4
Collieries, ironworks, railways, and — to add an often
neglected fourth element — machine builders are among each
other ‘s chiet clients and suppliers, and thus a boom in one
sector feeds through to the others and for a time becomes
self—-sustaining. Collieries need iron for tubbings and to
construct winding gear; coal is most economically hauled by
rail; and drainage machinery is vital for collieries.
Ironworks are big consumers of coal and coke; their bulky
raw materials and products are best hauled by railj; and they
require special machinery such as rolling mills, presses,
and wind-blowing apparatus. Railways use coal as their
fuel; they are built out of iron; and the machine industry
supplies them with locomotives. The machine industry needs
coal as a fuel and to heat and shape metal; its raw material
is iron; and as a manufacturer of bulky products its
transport needs are best served by rail. This is perhaps

best shown in a diagram.

Sl
Gnrders, 4ubby

B‘J]" erin J

104. Dr. Walther Dibritz, "Entstehung und Aufbau des
rheinisch-westfalischen Industriebezirks” in: Beitrage zur
Geschichte der Technik und Industrie. Jahrbuch des Vereines
deutscher Ingenieure ed. Conrad Matschoss (Berlin, 1923)
vol. 15 p. 66.
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These connections are well—known; the link between coal
mining and railways is as old as the Stockton % Darlington
Railway. I want to emphasize that these various
connections meant that once a boom in railway building
began, it could feed upon itself. This is my interpretatiocn
of the boom of 1847-1873; it was the last hurrah of the
mainline railway in Germany. By 1873 most of the important
lines of the German rail network were complete, and industry
fell into a depression from which it did not recover until
it developed new souwrces of demand.

Chiet among the railway builders in Bermany of this

periocd was BRethel Henry Strousberg, and Arthur von Mayer ha

1]}

described this period in Prussian railway history as the
“Strousberg era“; Mayer lists the fTollowing railway

caoncessions from this pericd: *°=

Tilsit-Insterburg Concession granted 182~
Cologne—-Soest 184&3e
East Prussian Southern Railway
(Fillau—-Konigsberg—Lyck) 1863~
Prussia—-nNetherlands Connecting Railway 1865
(Viersen-Venlo}
Berlin—-Gorlitz 1864~
Nordhausen—-Erfurt . 184679
Mark Brandenburg—-Fosen 1867~
(Frankturt/Oder—-Guten—Fosen)
Halle—-Sorau—Guben 18&48=
Cottbus—Grossenhain 18&8
Crefeld- Kempen district 18468<=

105. Mayer, Deutsche Eisenbahnen p. 117.

&9



Hanover—Al tenbecken 18468~

Uelzen-Langwedel 1870
Halberstadt-Blankenburg 1870
Breslau-Warsaw (Prussian Section) 1870
Pomeranian Central Railway 1870=
Berlin Northern Railway 1870~
Upper Lusatian Railway 18719
Minster—-Enschede 1871
Saal-Unstrut Railway 1872
(Grossheringen—-Straussfurt)
Angerminde—-Schwedt 1872
Aachen Industrial Railway 1872
Dortmund-Gronau—Enschede Railway 1872<
Berlin-Dresden Railway 1872
Posen—kKreuzburg Railway 1872»
Del s—-Gnesen 18729
Marienburg—-Mlawka 1872<
Cronberg Railway 1872
Wernshausen—-Schmal kaden 1872
Mulde Valley Railway 1872+
{(Glauchau—Wurzen)
Unstrut Valley Railway 1872

(Artern—-Naumburg)

NOTES:* Built by the railway contractor Bethel Henry

Strousberg.

© Dissolved before construction began.

< Financed by the Disconto-Gesellschaft.

¢ The speculator Prince Biron of Courland was behind
this project.

* The conservative politican and speculator Hermann
Wagener was behind this project.

* Prince Riron and Prince Futbus (nicknamed Kaputbus)
were behind this project.

© Built by the railway contractor Ferdinand Flessner.

" Promocted by Prince ERironi financed by Gerson
Rleichroder and Jacob Landau.

* Financed by the Rerliner Handels-Gesellschaft.

In addition to the railways enumerated above, Strousberg
also built the Right Rank of the Odef Railway, which Mayer
does not list, because although its concession was granted
in 1865, it was an expanded version of the Oppeln-Tarnowitz
Railway of the 1850 's; and Mayer does not mention at all the
Chemnitz—-Aue—Adorf Railway, the Trentschin—-Neustdadtl
Railway, and the Marburg-Warburg Railway. Outside of
Germany Strousberg built railways in Hungary (the Hungarian
Northeastern Railway); Russia (Brest-Grajewo); and Roumania.
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Strousberg alsoc made unsuccessful bids for: the Brunswick
State Railways; the Saxon State Railways; the Serbian
Railways; and a railway in Schleswig—Holstein. In addition
to these railway interests, Strousberg also owned the
locomotive works built up by Georg Egestorff in Hannover-—
Linden; the Neustadter Hitte in the Harz; blast—-furnaces at
Dthfresen, plus iron ore mines around Dihren; mineral rights
around Clausthal-Zellerfeld; the Dortmunder Hutte; the coal
mine "GBlickauf Tiefbau" in Baropj; and a huge heavy
industrial and forestry complex centred around Zbirow

castle in Bohemia. In addition to these holdings,
Strousberg also possessed vast amounts of property,
including the citadel of Antwerp, which he intended to
redevelop. The war of 1870 plunged Strousberg into a
liquidity crisis, in which his largest problem was the
Roumanian railways. Strousberg had to surrender most of his
empire (chiefly to the Disconto—Gesellschaft) and retreated
to his Bohemian redoubt. He formed his second empire, which
included the Deutsche Actien-Gesellschaft fir Bergbau,Eisen—,und
Stahl ~Industrie, which possessed the Ruhr coal mines
"Urbanus" and "General®"; the Mehlthe?er—weida Railway in
Thuringia; the Waag Valley Railway (Pressburg-Troppau-
Prussian border) in Slovakia; the Paris-Narbonne Railway
(Bourges—Gien); the Prag-Wiener Aktiengesellschaft far
Waggon—- und Eisenbahnbedarf in Prag-Bubna; and the Elbinger
Waggonfabrik. In 1875, however, Strousberg kited a bill of
exchange on the Moscow Commercial Loan Bank and was arrested

in Russia; his ventures in Russia, Germany and Austria-
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Hungary entered bankruptcy. With the help of August
Sternberg, Strousberg then attempted yet another come-back
in the 1880°'s, building street railways in Danzig and
Kénigsberg, but did not meet with success and died in
1884, 1o

Strousberg was only a member of a brilliant
constellation, which included Count Langrand-Dumonceau,
Ferdinand Plessner, Baron Maurice de Hirsch, and the
Chevalier d 'Ofenheim; but I have discussed him at some
iength, because he was the most important figure for the
Berlin market, and because he will play a role in some
ventures 1 shall discuss below, such as the founding of the
Dortmunder Union.

Statistics do exist for the total length of railways
opened, but they are not wholly satisfactory. It seems clear
that there is a lag, which Max Mengeringhausen estimates at
one to three yvears, between when the railways were
constructed, and when they are declared open; in addition,
it is by no means clear how these statistics account for
multiple—tracking. The raw figures, are, however, as

follows:

106. The best account on Strousberg is Gottfried Reitbéck,
*Der Eisenbahnkénig Strousberg und seine Bedentung fir das
europdische Wirtschaftsleben" in: Beitrége zur Geschichte
der Technik und Industrie. Jahrbuch des Vereines deutscher
Ingenieure (Berlin, 1924). vol. 14 pp. &65-B4; Stern, Gold
and Iron pp. 358-346; Ginter Ogger, Die Grinderjahre. Als
der Kapitalismus jung und verwegen war (Munich, Zurich,
1982) pp. 157-172.




Total length of railway track in various countries?®?

1860 1865 1870 1875 1879 1882
Britain 16,797 21,395 24,383 24,604 28,49% 29,521
France 9,439 13,577 17,462 n/a 25,182 28,880
Germany 11,088 13,839 18,450 19,513 33,094 34,950
Austria-
Hungary 5,160 6,395 2,761 rn/a 18,3350 19,696
U.8.4. 49,255 96,715 85,288 97,056 135,029 1B1,326
Russia 1,589 3,925 11,243 n/a 23,400 24,452

The reason for my doubts should be clear from the above
figures: it is difficult to believe that Germany built over
thirteen thousand kilometres of railway during the
depression years of 1876—1879. Max Mengeringhausen has

produced a more satisfactory series of figures:

Percentage Increase in Germany Railways, 18469-18801°e

1869 b.6% 1875 ?.7%
1870 8.9% 1876 4.8%
1871 Territorial change makes 1877 4.8%

increase meaningless 1878 2.9%
1872 4,47 1872 5.7%
1873 6.5% 1880 0.1%
1874 6.7%

Mengeringhausen, whose judgement I trust, says that the
increase in railway length only enters the statistics after
one to three years. The 1878 figure really corresponds to
the terrible year for the iron industry, 1874.%°%

A more vivid and reliable pictu;e of the surge and

collapse of the railway boom, however, is provided by the

107. Lothar Hertel, Die Preisentwicklung der Unedlen Metalle
und der Steinkohlen seit 1850 (Diss. Halle a.d. Saale, 1911)
pp. 21, 26, 38, 49.

108. Max Mengeringhausen, Die Entwicklung der
Schienenfabrikation in Deutschland Typescript, Munich, 1928

p. 48.

109. Mengeringhausen. Schienenfabrikation p. 48.

73



figures for locomotives ordered by the North German

railways:*°

1870 281 1876 276
1871 444 1877 711
1872 487 1878 243
1873 700 1879 44
1874 1038 1880 37
1875 922

There are problems with these figures as well. It is not
clear whether or not they take account of orders which were
placed and later cancelled; the figure of 1038 for 1874 is a
peculiar lag; and the figure of 911 for 1877 is very
peculiar indeed. But in spite of these oddities, these
figures are good at conveying the surge in railway activity
which peaked in 1873, and the catastrophic collapse which
followed.

The boom which culminated in the crash of 1873 went
through the German economy like a sheep through a boa
constrictor. First,; the railways boomed; then, the
ironworks followed; the collieries followed in the wake of
the first two industries. Iron prices doubled in Germany in
the first six months of 1872.22* This brought the downfall
of the railways; by the third quarter of 1872 Der Aktionar

noted that railways- earnings were declining because

although their costs were rising, they were not allowed to

increase their rates and in some instances had to reduce

110. Walther Dabritz and Erich Metzeltin, Hundert Jdahre
Hanomaq (Disseldorf, 19335) p. 74.

111. Dortmunder Union Annual Report 1872/73 p. 9. in:
Hoesch AG, Werksarchiv, Az. DHHU 1390 (1873).
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them.**= If 1872 was the year the railways peaked and then
began to decline, 1873 was the turning point for the iron
industry.**¥ Coal prices increased very rapidly in 1873, so
that Kladderadatsch suggested that it could be best used as
Jewellery. In 1874 the catastrophe spread to the coal
industry as well.2*24

This then is my picture of the boom of 1847-1873: a
railway boom which fed through into heavy industry. 1873
saw both the culmination and to a certain extent the end of
Bermany 's main period of railway building, because by then
all the major lines were complete or soon to be finished.
This is reflected in the disastrous decline in locomotive
orders. The boom moved upstream through the German economy,
and as the prices of first iron, and then coal were bid up
to giddy heights,; the boom was choked off in the consuming

industries.

F.The Advance and Retreat of the Crédit Mobilier Concept.

I now want to discuss the question why universal banks
exist in Germany but not in other major industrial

countries. I shall discuss the formation of the Creédit

112. "Retriebs—Resultate deutscher und bstreichischer
Privatbahnen in den drei ersten Quartalen 1872 und 1871" in:
Aaktionar (Frankfurt/Main,17 November 1872) vol. 19 No. 986,

Beilage.

113. Dortmunder Union Annual Reports 1872/73 and 1873%/74 in:
Werksarchiv, Hoesch AG; Az. DHHU 1390.

114, Dortmunder Union Annual Reports 1873/74 and 1874/735 in:
Hoesch AG, Werksarchiv, Az. DHHU 1390. GBAG Annual Report
1874 p. S in: BBA (GBAG Archiv) Az. 1 30 00 Nr.1.



Mobilier; an aspect of the Crédit Mobilier which I think is
very important and very influential on German banking
customs, namely speculation in the bank s own shares; and
finally, the actual advance and retreat of the Crédit
Mobilier and its imitators in various countries.

Richard Tilly has argued that German universal banks do
not derive from the Crédit Mobilier, but rather are a
continuation of the industrial banking tradition of Rhenish
private bankers and of Court Jews before them.**™® There is
an element of truth to this, but I find Helmut BRdéhme’'s
argument that German universal banks arose in opposition to
private bankers more convincing. Aside from a few forward-
looking private bankers like Freiherr Abraham von Oppenheim,
who helped found the Bank +iir Handel und Industrie in
Darmstadt, private bankers wanted to meet the increasing
capital needs of German railways and industry in the 1850°'s
through methods which would preserve their position as
intermediaries. One such innovation was the founding of the
Bank des Berliner Kassen—-Vereins, which allowed the private
bankers of Berlin to rediscount each other "s paper; another
innovation was the “Privat—Aktienbanken", the establishment
of regional, privately managed note—{ssuing banks. These
banks had the word "Privat" in their name because they were
privately managed; the Preussische Bank, like the Rank of
England and the Banque de France, had private shareholders
but was managed by the government. These note-issuing banks

included: the Célnische Privatbank, founded 1855; and the

115. Tilly "German Banking” pp. 118-119.
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Dortmunder Privat—-Aktienbank, the Danziger Privat-
Aktienbank, the Provinzial-Aktienbank des Grossherzogthums
Posen, and the Hagener Privat—-Aktienbank, all founded 1857.
Helmut Béhme has argued that the most powerful man in
commercial matters in Prussia in this period, the Minister
of Commerce and Finance August von der Heydt pursued a
deliberate policy of introducing financial innovations which
would make credit easier to come by, but would not raise up
powerful competitors to the private bankerrs: he was very
ready to grant concessions to form joint-stock industrial
companies, he granted the concessions for the Bank des

Berliner Kassen—Vereins and for the Privat—Aktienbanken, but

he would not grant a concession to set up a universal bank
on the model of the Crédit Mobilier in Prussia. Von der
Heydt was himself a private banker — he had been the senior
partner of von der Heydt-Kersten & Séhne of Elberfeld before
he became a minister — and he was willing to assist the

formation of Privat—-Aktienbanken because they preserved the

role of the private banker as a credit intermediary, but did
not raise up a competitor to the private banker in the way
that the concessiocn of universal banks would. This argument
ie more convincing than Tilly’'s view.of the universal banks
as the continuation of traditional business of private
bankers.**®

One of the motives which led to the formation of

universal banks was the feeling that discount facilities

114. Bithme, "Preussische Bankpolitik 1848—18532 Gesetz-—
Sammlung fir den preussischen Staat 1855 pp. 720-740; 18357
pp. 193-216, 241-280, 705-724.
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were inadequate. Bertrand Gille mentions that this was the
case in France, where businessmen were particularly unhappy
with the Bank of France’'s demand for three signatures on a
bill before it would discount it.**7 That this unhappiness
was shared by German businessmen is shown by the formation
and the very name of the Disconto-Gesellschaft, where
various textile manufacturers and other businessmen came
together to discount each other’s paper. Private bankers
finally caved in to the move towards universal banks during
the flood year of 1854, when a number of Berlin private
bankers formed the Berliner Handels—-Gesellschaft. But the
difference between this universal bank, formed by private
bankers, and the Disconto—-Gesellschaft, formed by merchants
and textile manufacturers, can be seen by contrasting the
lists of board members and director of these two banks with
that of the Bank des Berliner Kassen-Vereins. The
administrative board and the shareholders’ committee of the
Rank des Rerliner Kassen—Vereins provides almost an Almanach
de Gotha of Berlin private bankers. The number of
interlocks with the administrative board and partners of the
Berliner Handelsgesellschaft is very striking. In the
period 1854-1900, seventeen members of Kassen-Verein's
shareholders commitee and/or administrative board were also

members of the administrative board of the Berliner Handels-

Gesellschaft. In that same period, three partners of the

117. Bertrand Gille, "Les Saint-Simoniens et le Creédit” in:
Gille, La Bangue en France au XIX® Siécle. Recherches

Historigues (Geneva, 1970) pp. 105-107. (= Travaux de Droit,
d ‘Economie, de Socioclogie et des Sciences Politigues No. 81).
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Berliner Handels-Gesellschaft were alsoc members of cne or
other of the organs of the Kassen—-Verein. The
administrative board members of the Berliner Handels-
Gesellschaft who held these interlocking directorships
included the créme—-de-la-créme of Berlin private bankers: F.
Martin von Magnus; Alexander Mendelssohn; Robert Warschauer;
Gustav Guterbock (of the firm Moritz Giaterbock & Co.; a
member of this firm subscribed for the French war loan
during the war of 1870, and was imprisoned for treason);
Gerson Bleichrider; Ferdinand Jagues, who financed
Strousberg and went down with his protégé in 1875; Hermann
Zwicker, a partner in Gebriider Schickler; and Max Anton
Wagner, a partner in Anhalt & Wagner. The contrast could
not be greater with the Disconto-Gesellschaft, where there
are only three interlocks during the same period: the
Disconto—Gesellschaft partner Emil Hecker, who only became a
member of the shareholder's committee more than two decades
after the Disconto-Gesellschaft was founded, in 187735 the
Disconto-Gesellschaft supervisory board member Richard von
Hardt, who joined the shareholders- committee in 18813 and
the Disconto-Gesellschaft partner Alexander Schoeller, who
joined the shareholders’® committee iH 1894. This, plus
occasional remarks let drop by the Berlin correspondent of

Der Aktiondr convince me that there was a profound hostility

on the part of many Berlin private bankers to the new
Disconto—-Gesellschaft, which was not a continuation of the
old private banking business, and that the Disconto-

Gesellschaft and the Berliner Handels-Gesellschaft had two
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very different characters: the former was a cloth
manufacturers’ and other businessmen's bank, formed in
opposition to the private bankers, the latter an association
of private bankers.=21©

It is unfortunately not possible to repeat this
comparison for other major banks, because we do not possess
complete lists of the directors and supervisory boards of
the other banks. There is some more overlap in the case of
the Deutsche Bank: four of the founders of the Deutsche Bank
— Hermann Zwicker, Adelbert Delbriick, Victor Freiherr von
Magnus, and Adolph Meyer — were also members of the various
organs of the Kassen—Verein. But this is because the
Deutsche Bank was not founded as a domestic universal bank
initially, but rather to handle foreign trade operations for
these private banks. Thus these men - whose membership of
the Kassen—-Verein usually precedes the formation of the
Deutsche Bank in 1870 — were sitting on the boards of the
Kassen—-Verein not as representatives of the Deutsche Bank,
but rather on behalf of their private banks (Gebrider
Schickler; Delbriick, Leo & Co.3 F. Mart. Magnus; and E.J.
Meyer). The Deutsche Bank finally won representation in its
own right in 1881, when its director Hermann Wallich joined
the sharehclders” committee of the Kassen—-Verein. That same
year also saw the Bank fir Handel und Industrie win

representation, when its director, Franz Diilberg, joined the

118. Berliner Handels-Gesellschaft 1856—-1956 pp. [277]1-
[27921; Disconto—-Festschrift pp. 263, 269-271. Die Bank des
Berliner Kassen—Vereins 1850-1900. Denkschrift zum 1. October
1900 [Berlin and Leipzig, 19001 pp. &63-69.
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shareholders’ committee. No other joint-stock banks appear
to be represented, unless the coal merchant, Eduard Arnhold,
who had close ties to the Dresdner Bank, represented the
Saxon institution when he joined the shareholders® committee
in 1895.21%

To go over this greound again, I do not see, as Tilly
does, the Berman universal banks as a continuation of the
business of private bankers. In the early years, before
185&, they arose in opposition to existing private banks,
and the hostility of private bankers to the Disconto-
Gesellschaft in particular can be seen in their excluding
the Disconto—-Gesellschaft from the councils of the Eank des
Berliner Kassen—-Vereins, the private bankers ™ own club,
until 1877.

In contrast to Tilly, I see the rise of universal banks
not growing out of traditional pirivate banks, but rather
being set up in imitation of the French Crédit Mobilier. A
number of institutions anticipated the idea of the univerasl
bank: the Société Générale de EBelgique of 1822,*=2° the
proposals of the French financier Jacques Laffitte,?=2® and

the Hungarian Commercial Bank of Budapest of 1841 (Pesti
[ ]

119. Berliner Kassen—-Verein pp. &3—469; Advertisement to
subscribe to shares aof the Deutsche Bank in Aktionar
(Frankfurt/Main, Sunday 27 March 1870) vol. 17 No. 848

Iweite Beilage p. 221.

120. Cameron, France and Economic Development pp. 119-123.

121. Cameron, France and Economic Development pp. 112-114;
Bertrand Gille "Les Saint—-Simoniens et le Creédit” in: La
Bangue en France au XIX= Siécle, Recherches Historigues
(Geneva, 1970) pp. 103-124.

81



magyar kereskedelmi bank).*®2 There are some interesting
parallels betwen the Belgian and Hungarian institutions: in
each case they were established to develop the economy of a
subject nation, in the hope that this would increase the
satisfaction of the subject nation with its lot. But
although there were a number of pioneers who stumbled upon
the idea before them, the first fully worked-out programme
for a universal bank was devised by the Pereire brothers,
who formed the Société Générale du Crédit Mobilier in
November 1832. émile and Isaac Pereire were followers of the
utopian socialist ideas of Claude-Henri, Count de Saint-—
Simon. Saint-Simonians saw banks as an economic irvrigation
system, shifting money from areas of capital surplus to
areas of capital deficit. They also devised the concept of
the "valeur omnium";*=> a bank would make loans to industry
and then repackage these loans as short-term bonds which it
would sell to the public. The solid credit of the bank
would enable it to raise funds more cheaply than the
uncertain credit of the industrialist. The Pereires also
planned an international network of Crédit Mobiliers, to
even out the fluctuations between the various money markets.
Unfortunately the plans to sell short—term bonds with a
maturity of as little as 45 days did not work out — thus the

Crédit Mobilier did not have the chance to tap the funds of

122. 1 owe this reference to Dr. Robert Nitel of St.
Antony s College, Oxford, and Geneva.

123. The FPereires took the term "omnium®” over from a British
financial vehicle, a security which combined shares and
stocks in one package (known as “units" on Wall Street). The
concepts have little in common except the name.
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the small saver, as modern banks can do through certificates
of deposit and extensive branch networks. For its funds,
the Credit Mobilier relied on its own substantial capital -
60 million francs (equal to 48 million marks) - and a large
amount of deposits, which at times rose as high as 100
million francs (B0 million marks). The companies for which
the Credit Mobilier underwrote securities also had to
maintain current accounts at the Crédit Mobilier; the
railway companies in particular often ran large credit
balances. For a variety of reasons, the Crédit Mobilier
concentrated more and more on share underwritings and
trading for its own account on the bourse; problems with the
North of Spain railway, a bankrupt property company, and
reverses on the stock market due to the Overend, Gurney
crisis of 1866 caused the collapse of Crédit Mobilier in
1847, 124

There is another element of the Crédit Mobilier which
is usually not given sufficient emphasis, but which became a
striking characteristic of the German universal banks: this
is the practice of banks speculating in their own shares.
Since the Crédit Mobilier and other universal banks borrowed
short and lent for unusually long ter;s, it was vital that
the banks maintain the confidence of their depositors. The
theory was that the best way to retain this confidence was
by maintaining the share price on the stock exchange of the

bank ‘s own shares at a high level. That the Crédit Mobilier

124. Johann Plenge, Griindung und Geschichte des Credit
Mobilier (Tibingen, 1903); Cameron, France and Economic
Development pp. 134-158, 1656-171, 190-195.




speculated in its own shares is well known. What is less
well known is that speculation in their own shares was
engaged in all the time by German universal banks from 1853
until 1931. The Bank fir Handel und Industrie had massive
positions in its own shares during the 1850°'s.22% In 1840
the leading German financial weekly, Der Aktiondr, remarked
that punters of the Berlin bourse were now wary of selling
short shares of the Disconto-Gesellschaft, because the
Disconto—-Gesellschaft had proved extremely sophisticated at
manipulating the market in its own shares.®« Ry 1900 this
practice had become very subtle. When a bank felt its shares
were unduly weak, it would buy its own shares - but, to
guard against a sell-off in the bank sector or even a
general stock market decline, it would sell short an equal
amount of shares of the competitor it most disliked. In
1910 the Berliner Handels—Gesellschaft noticed an unusual
weakness in its shares and intervened in the market, at the
same time hedging its position by selling short Disconto-
Besellschaft shares, which was the bank Carl Firstenberg
hated most that year. Yet massive sales of the Rerliner
Handel s—Gesellschaft shares continued so the bank
repeatedly intervened - always hedg;ng through selling
short Disconto-Geselleschaft shares. Fortunately the floor

brokers of the two banks were extremely skillful and soon

125. Wirth, Handelskrisen pp. 293-294: Joseph Hansen, Gustav
von Mevissen. Ein rheinisches Lebensbild 1815-1899 (Rerlin,
1906) vol 1. p. 769 and note 23 Cameron, France and Economic

Development pp. 149-150.

124. "Berliner Bérse (2. bis B. Juni)” in: Aktionar
(Frankfurt, Sunday, 10 June 1860) wvol. 7 No. 337 p. 396.
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began to suspect what was happening. One day the Disconto-
Gesellschaft broker went up to the Berliner Handels-—
Gesellschaft broker and said: "I have a customer for a large

packet of Berliner Handels-Gesellschaft shares; could you

s2l1l me some?” The Berliner Handels-Gesellschaft broker
concluded the deal — it amounted to 1*/° pillion marks - and
said, "And don't pay me in cash - give me Disconto-

Gesellschaft shares, because I have a large customer for
them as well!" Thus the two banks were able to unwind their
positions. *=7

Clearly this practice was a recipe for disaster; and
when disaster did strike in 1931, the Deutsche Bank und
Disconto-Gesellschaft (the two banks had merged in October
1929) owned 277 of its own shares; the Dresdner Bank 34%,
the Commerz— und Privatbank S0%, and the Darmstadter-—
Nationalbank 4607 of its own shares.12® The Reich intervened
and effectively nationalized the banks by taking over these
share packets. More skillful banks could purchase their own
shares indirectly by extending loans to their traditional
industrial "friends", who then purchased the shares: the
Deutsche BRank, for example, had Mannesmann purchase 3

million RM Deutsche Bank shares in f932; it had Siemens

127. Paul Wallich, Lehr— und Wander jahre pp. I84-38S.

128. Richard Lewinsohn and Franz Pick, La Bourse. Les
Diverses Formes de la Speculation dans les Grandes Bourses

Mondiales (Paris, 1933) pp. 21-24.




purchase another 2 million RM.*2® pAnother subtle technigque
was to purchase shares via private banks in which the jocint
stock banks held a silent partnership, which has the
advantage that private banks do not need to publish balance
sheets. The Deutsche Bank appears to have used the
Frankfurt private bank Lazard Speyer—-Ellissen to purchase
Deutsche Bank shares.*®° Manipulating the market in its own
shares was a distinctive characteristic of the Crédit
Mobilier; it was alsp a distinctive characteristic of the
German universal banks.

As 1 mentioned above, another object of the Crédit
Mobilier was to establish further copies of itself
throughout Europe: the Bank fir Handel und Industrie at
Darmstadt in 1833, the Sociedad General de Credito
Mobiliario Espafiol at Madrid in 18536, the Societa Generale
di Credito Mobiliare Italiano at Turin in 1863 (which
collapsed in 1893), the Algemeene Maatschappij voor Handel
en Nijverheid at Amsterdam in 1863, and the International
Financial Society at London in 1863. The Crédit Mobilier
inspired numerous imitators: to forestall the Pereires
setting up their own bank in Austria, the Rothschilds
founded the Kaiserlich-kKénigliche p;ivilegirte

Oesterreichische Credit—Anstalt fir Handel und Gewerbe in

129. Dffice of Military Government, United States Finance
Division: Financial Investigation Section, _Ermittlungen

gegen die Deutsche Bank 1946/1947. (Nérdlingen, 19835) pp.
108-109, 125.

1Z0. Kurt Gossweiler "Die Rolle der Grossbanken im
Imperialismus" in: Jahrbuch fir Wirtschaftsgeschichte (East
Berlin, 1971) Part 11I pp. 30-51.
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1855. The high tide for founding new banks came in 18356.
That year saw the formation of the Schweizerische Credit-
Anstalt in Zurich, the Allgemeine deutsche Credit-Anstalt in
Leipzig, the Vereinsbank in Hamburg, the Norddeutsche BRank
in Hamburg, the Mitteldeutsche Credit—-BRank in Meiningen, the
Schlesischer Bank—Verein in Breslau, the Dessauer Credit-—
Anstalt, the Coburg-Gothaische Credit—-Anstalt, the
Preussische Handels—-Gesellschaft in Kénigsberg, and the
Magdeburger Handels-Compagnie. These last two banks did not
survive, being liquidated by the end of 1858, and the
Schweizerische Credit—-Anstalt (now, of course, one of the
big three Swiss banks) the Allgemeine deutsche Credit-
Anstalt (usually abbreviated as Adca), and the Schlesischer
Bank—-Verein encountered serious difficulties after 1837.
1856 also saw the Disconto—-Gesellschaft change its corporate
bye-laws so that it was no longer a co-operative credit
union, but a full universal bank. 1856 also was the year
that the Disconto—Gesellschaft pioneered the corporate form

of the Kommanditgesellschaft auf Aktien, which was copied by

all the banks founded in Prussia, namely: the Berliner
Handels-Gesellschaft, the Schlesischer Bank—-Verein, the
Preussische Handels—Gesellschaft and the Magdeburger
Handels-Companie. *=?

The early 18460°'s were also very fertile for new banks.
As I mentioned above, the Crédit Mobilier set up banks in

1863 in Amsterdam, Turin, and London. A consortium of rival

131. Cameron, France and Economic Development pp. 160-161;
Dabritz, Disconto-Gesellschaft pp. 64-67.
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private bankers established a bank in London - the General
Credit and Finance Company — and a bank in Paris, the
Societé Générale pour favoriser le developpement du
Commerce et de 1 ' Industrie en France, which saw the light in
1864. 1f universal banks did not take hold in countries
outside Germany, it was not for want of trying. To explain
why they did not take hold, I will discuss in more detail
the two banks 1 have just mentioned: the French Socieété
Générale and the General Credit and Finance Company.

The driving force behind the Société Générale was the
French railway king Paulin Talabot, the head of the Chemin
de Fer de Faris a Lyon et la Mediterranée (the railway from
Faris to Lyons and Marseilles). Talabot had the Sociéte
Générale invest in all his pet projects: a steel company,
the Société de Denain—Anzin; the Algerian iron ore mines
Mokta-el-Hadid; and a cross—haul metaliurgical combine
between iron ore mines at Krivoi Rog in the Ukraine and the
coal deposits of the Donetz basin. All these projects took
a long time to pay off, when they paid off at all; and
although they might appeal to a railway magnate, who could
profit from the freight generated by heavy industry (in
particular hauling iron ore north over the P.L.M. to the
French steel districts), they were not suited to a bank
which needed to stay liguid. The bank also had an
unfortunate experience with Peruvian bonds, which the
company history refers to as “the guano affair". As a

result of these experiences and with the collapse of the

Crédit Mobilier in 18467 as a recent memento mori, the
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directors decided in 1862 "not to extend” their industrial
promotions. Thereafter the Société Générale worked off the
burden Talabot had imposed and became a commercial bank,
rather than an investment bank. The classic French
commercial bank, the Crédit Lyonnais of Henri Germain, began
by engaging in investment banking as well; but heavy losses
on investments in the Lyons chemical industry between 1863
and 1870 made Henri Germain decide to concentrate on
commercial banking. Thus the events of the 1860°'s - of
which the most spectacular was the collapse of the Credit
Mobilier — convinced the French banking system of the virtue
of separating commercial and investment banking, and
introduced the present distinction between "banques de
dépots", such as the Socieété Générale and the Creédit
Lyonnais, and "banques d affaires", such as the Banque de
Paris et des Pays—Bas, the Rothschild private bank, and the
later Bangque de 1 'Union Parisienne.?™=

In England, the events of the 1860°'s paralleled those
in France, in that they reconfirmed a separation of
investment from commercial banking which was already
traditional. The new finance houses of the 1860°'s were

.

trying to breach this barrier, and foremost among them was

the General Credit and Finance Company. 1f the French

132. SG. Société Générale pour favoriser le developpement du
commerce et de 1 ‘industrie en France 1864/1964 (Paris, 1964)
pp. S51-55, 67-72; Bertrand Gille, "Les premiéres années de
l1a Sociéte Générale” in: Gille, La Bangue en France au XIX®
Siéecle, pp- 207-266; Claude Fohlen, "The Industrial
Revolution in France 1700-1914" in: Carlo M. Cipolla, ed.
The Fontana Economic History of Europe. Thégmergence of
Industrial Societies (Glasgow, 1973) Part One, pp. 37-38.
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Société Geénérale was dominated by Talabhot, the English
General Credit and Finance was dominated by the great
railway contractor, Thomas Brassey. One of the first tasks
of the new bank was to lend Brassey and his fellow
contractors Peto and Betits £300,000 so they could complete
the Danish railways. The bank also supplied money to
complete the Central Argentine Railway, another Brassey
venture. Then came the Overend, Gurney panic of 1866. Sir
Samuel Morton Peto failed, and even more solid contractors,
such as Hrassey and Joseph Firbank, escaped only by a
whisker. 90% was wiped off the value of General Credit- s
shares; only a cash call of £2 a share saved it too from
suspensicn. In November 1866 it renounced all "financing"
and promised to concentrate on normal bill market
operations; it went into ligquidation and transferred its
business to the General Credit and Discount Company of
London, with a new capital of two million pounds, of which
1% million was paid up. This was a large capital for a
discount house, but most was locked up in illigquid — chiefly
railway— securities, which led the Economist to declare that
although there was room for a third "good discount house",
it could not be General Credit becau;e of its "other"
securities. In 1885 General Credit merged into the Union
Discount Company of London Limited, which still exists
today.*>= Thus the events of the 18460°'s — in England, the

Overend, Gurney crisis, in France, the collapse of the

133. W.T.C. King, History of the lLondon Discount Market
(London, 1936) pp. 231-232, 257-258, 261-262; Cameron,
France and Economic Development pp. 184-185.
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Crédit Mobilier — confirmed an informal separation of
commercial from investment banking, which still
characterizes both banking systems.

In other countries, this separation was imposed
through statute law in reaction to the crises of the 1930°s.
When the Italian banking crisis broke out in April 1931, the
government intervened, took over the banks’ heoldings of
jndustrial shares and imposed a legal separation of
commercial from investment banking. These industrial shares
were turned over to a government—owned holding company, the
Istituto per la Ricostruzione Italiana (I.R.I.) - still the
largest non-oil company in Europe. In the United States in
the 1920°'s, a number of maljior commercial banks, including
the Natiocnal City Bank and the Chase National Bank, formed
affiliates to engage in securities trading. This was
regarded as one of the abuses which led to the economic
crisis of 1929-1933, and so the separation of commercial
from investment banking was enshrined in law by the Glass—
Steagall Act of 1933. Similar legislation was also enacted
in Belgium. FfFinally, when MacArthur was re—-shaping Japan
after 1924%, he introduced legislation modelled on the Glass-—
Steagall Act which became Article bS.Df the Japanese Banking
law and separated the two types of banking. The only major
industrial country where this separation has not been

imposed, whether by strength of informal custom or through
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legislation, is Germany.>+

In my outline of the literature above (see pp. 3-7) 1
have mentioned the various debates in Germany about
universal banks: the criticism by Max Wirth, Adolf Wagner,
Paul Model and others, and the very successful defence of
universal banks mounted by Adolf Weber, Johann Plenge, and
Jacob Riesser. Suggestions for reform were also made during
the banking crisis after 1931: I mentioned the proposal of
Ernst Wagemann and the offer by the Warburgs. Yet none of
these proposals carried the day. Instead a committee was
established in 1933 to investigate the banking system under
the chairmanship of Horace Greeley Hjalmar Schacht, who was
then once again president of the Reichsbank. The committee
found in favour of the status quo — either because Schacht
personally believed in the status quo, or because he did
not want to set bééerkers like Gottfried Feder loose to
reform the banking system. The Nazis themselves had few
constructive suggestions about reforming the banking system:
when they thought about it at all, tHey usually suggested
nationalization. After 1945, the occupying powers pursued a
different policy from the one in Japan; instead of breaking

up banks by function, they broke them up regionally, on the

134. "BRanks and Industry in the Interwar Period"” in: Journal
of European Ecoriomic History (Rome, Fall 1984) vol. 13, No.
2 pp. 131-136, 253-255; Karl Erich Born, Geld und BRanken im
12 und 20, Jahrhundert (Stuttgart, 1977) pp. 518-521; Henry
C. Wallich and Mabel I. Wallich, “Banking and Finance" in:
Hugh Patrick and Henry Rosovsky eds. Asia’'s New Giant. How
the Japanese Economy Works (Washington, D.C., 1976) pp. 279-
298.




model of the American system - partly, one presumes, because
this type of reform fitted in well with the division of
Germany into zones of occupation. In the Soviet Zone, the
banks were temporarily closed in 1946, and have never since
re—opened. In the western zones, by 1957 the regional banks
had re—-merged themselves into their old pre-war
manifestations of Deutsche Bank, Dresdner Bank, and
Commerzbank. The German banking system has thus remained
unreformed.

The usual explanation as to why Germany has universal
banks, and other countries do not, is assumed to lie within
Germany. A shortage of capital is the usual reason given.
Knut Borchardt has argued that the idea that Germany
suffered from a capital shortage at the beginning of the
nineteenth century is a myth.*~® The behaviour of interest
rates confirms this view: Borsig could borrow at slightly
over 3% in the 1840°'s, whereas interest rates in lands which
suffer from a genuine capital shortage, such as Uruguay,
were 12-18% for debts in hard currency.*>® 1 have
intentionally devoted much space to the development of other
banking systems, because the German banking system is
different not because of some peculiarity in the German

condition - universal banks have been set up in nearly every

135. Knut BRorchardt, "Zur Frage des Kapitalmangels in der
ersten Halfte des 19. Jahrhunderts in Deutschland” in:
Jahrbiicher fir Nationaldkonomie und Statistik (Stuttgart,
1961) vol. 173 pp. 401-421.

136. Born, Geld und Banken, pp. 21-95; on Uruguay see
Eduardo Acevedo, Obras Histéricas. Aﬁ:éles HisEZﬁricos del
Uruguay (Montevideo, 1934) vol. 3 pp. 780-781.
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country at one time or another -~ but rather because other
countries have reformed their banking systems, whereas such
a reform has never occurred in Germany. The other point I
wish to bring out is that this distinction has not arisen
because of a chronic condition, such as a capital shortages;
rather it is because of reactions to specific acute and
traumatic crises which throw the defects of universal
banking into sharp relief.-

G.Raising Capital for Germany’'s Industrial Development

The construction of the German railway network saw a
massive mobilization of capital within a remarkably short
period. The first German railway (Nuremberg—Farth) was
opened on 7 December 1835. When the private railways in the
kingdom of Prussia were taken over by the state at the end
of the 1870°s, the Rhenish Railway Company had (1880)
224,586,000 marks class "A" ordinary shares in circulation,
and 37*/2 million marks class "B" ordinary shares; the
Cologne-Minden Railway Company had 117 million marks worth
of ordinary shares in circulation, plus 10/2 pillion marks
5% bonds, 230,273,500 marks 4*/z4bonds, and 129 million
marks 4% bonds.*>7 The figures for the shares are nominal
capital; the market capitalizationsof.the railways were
usually higher still. In terms of nominal capital, if we
include the bond issues, the Cologne—Minden Railway Company

easily beats what is usually considered the institution with

the highest nominal capital in Germany before 1914 - the

MGA er,
137. , Geschichte und Gepgraphie der Deutschen Eisenbahnen

pp. 400, 478.
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Disconto—-Gesellschaft on the eve of the First World War,
when it had absorbed the Schaaffhausen scher Bankverein and
attained a nominal capital of 300 million marks.:3® The
Cologne-Minden Railway Company was also larger than the
largest industrial companies as of December 1913: Fried.
Krupp AG, which had a nominal capital of 180 million marks;
the Gelsenkirchener Bergwerks—-Actien—Gesellschaft, which had
a nominal capital of 180 million marks and a market
capitalization of 331.02 million marks; and the Allgemeine
Electricitidts—Gesellschaft, which had a nominal capital of
155 million marks, and a market capitalization of 3&3.94
million marks.*>% Admittedly the nominal capital and the
market capitalization of the A.E.G. does not tell the whole
story, because the A.E.G. was only the flagship of a concern
with numerous subsisdiaries and affiliates, such as the
Bank fir elektrische Unternehmungen (the “"Elektro-Bank”") in
Zurich; a good case can still be made that the big
railways, like the Rhenish Railway Company and the Cologne-
Minden Railway were the largest enterprises in Germany
before 1914, a point which is usually.overlooked because
they disappeared from the private sector around 1880. It is
astonishing that so much capital was accumulated in such a
short time. Where did this capital come from?

Before 1 set out to answer this guestion, I must

138. Alfred Lansburgh, "Die Bank mit den 300 Millionen" in:
Die Bank. Monatshefte fir Finanz-— und Bankwesen (Berlin, May
1914) pp. 415-426.

139. Jahrbuch der Berliner BRirse 1914/1915. Ein
Nachschlagebuch +fiir Bankiers und Kapitalisten 36th edition
(Berlin, Leipzig, Hamburg, 1914).




emphasize that we cannot answer this question with the
certainty we can in the case of the economic history of the
United States or the United Kingdom. Virtually all shares
on the Continent are in bearer form; Latin countries (and

Holland and Belgium: Naamloze Vennootschap) call the public

limited company a Société Anonyme, because its owners are

nameless. Continental companies do not possess lists of
shareholders comparable to Anglo-American share registries
which would allow us to produce analyses similar to those
which have been done for British investors in Latin America
and British investors in railways.**° None of the
alternatives are very satisfactory. Richard Tilly has done
an interesting analysis based on subscribers for shares in
the capital increases of the Schaaffhausen scher Bankverein
in 1895 and 1899.1*“* The material is flawed, however,
because it overrepresents joint—-stock banks and private
bankers. The percentage distribution of the Cologne
shareholders (Tilly does not produce comparable figures for
shareholders outside Cologne; the percentages are my own
calculations, based on Tilly 's raw figures) by occupation

during the capital increases of 1895 and 1899 and attending

140. Charles Jones, "Who Invested in Argentina and Uruguay?”
in: Busines Archives. The Journal of the Business Archives
Council (London, November 1982) New Series vol. 4, No. 4,
pp. 1-23; Roderick Floud and Donald McCloskey, The Economic
History of Britain since 1700, Volume 1: 1700-1840
{(Cambridge, 1981) p. 233.

141. Richard Tilly, "Kapital und Kapitalisten des
Schaaffhausen 'schen Bankvereins, 1895-1892" in: Tilly,
Kapital, Staat, und sozialer Protest in der deutschen
Industrialisierung. Gesammelte Aufsatze (Gottingen, 1980)
pp. 114-125. (= Kritische Studen zur Geschichtswissenschaft,
vol. 41).
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the annual general meetings of those two years, as follows:

Occupational Distribution of Cologne Shareholders of the
Schaaffhausen "scher Bankverein (in %)

1895 1899

Capital Increase AGM Capital Increase AGM

% % % %

Joint—-stock 30 16.8 S6 17

Banks

Commercial firms 1.2 .08 3.4 0
Industrial firms 6.32 7.4 4 0.3
Private bankers 30 27.7 2 12. 3

Merchants 1.1 4.9 12 14

Industrialists 6.5 39.2 2.7 42
Civil Servants etc. 4.53 0.94 3.5 - 05
Rentiers 11 2.8 16 6.5

SOURCE: Based on Richard Tilly, “"Kapital und Kapitalisten
des Schaaffhausen schen Bankvereins, 1895-1899“ in: Tilly,
Kapital, Staat, und sozialer Protest in der deutschen
Industrialisierung. Gesammelte Aufsatze (Gottingen, 1980) p.
123 (=kritische Studien zur Geschichtswissenschaft, vol.
41).

The problem with these statistics is that they appear to
overstate the amount of capital supplied by the joint—stock
banks. What seems to be happening is that the shareholders
in the Schaaffhausen’ ' scher Bankverein feel there is no need
for them to go to the trouble of filling out the forms and
delivering their shares to fulfil the technical formalities
of a capital increase, when the back office clerks of their
local jaint—-stock bank can do the job more than adequately.
In the case of the annual general meeting, however, some
shareholders care enough about the issues to show up in
person. This particularly applies to the busy captains of
industry, who are happy to have joint-stock banks subscribe
on their behalf to the capital increase, but make time to

show up at the annual general meeting because they have

strong opinions about the industrial policy of the most

97



important regional bank of Rhineland-Westphalia. The
rentiers, by contrast, are more concerned about clipping
coupons than about industrial policy, and so are less
prominent at the AGM than in the capital increase. Because
the joint-stock banks are so overrepresented, the
statistics derived from the capital increase are somewhat
inadequate. Funds were supplied to German industry not by
the joint—-stock banks, but rather by the nameless investors
on whose behalf the joint-stock banks subscribed for the
capital increase.

Lists of subscribers for capital increases are
extremely rare; the two which Tilly uses are the only ones I
know of. More common but still very rare are the attendance
lists of shareholders at annual general meetings
(Prasenzlisten). I shall now analyze the occupations of the
shareholders at the AGM of the Bochumer Verein fir Bergbau
und Gusstahlfabrikation in Bochum on 1 November 1854; the
shareholders of the Phoenix, Actien—-Gesellschaft fir Bergbau
und Hiittenbetrieb at the AGMs of 21 October 1871 and 30
October 1872; and the shareholders of the Braunschweig—
Hannoversche Hypothekenbank at the AGM of 7 April 1873. The
first two companies are integrated iron and steel companies
of the Ruhr; the third company is a mortgage bank active in
Lower Saxony.

Occupations of Shareholders at the AGM of the Bochumer
Verein, 1 November 18354

Managers of the Bochumer Verein 25%
Other Industrialists 6%
Merchants 47%
Private Bankers S
Joint Stock Bankers &.4%
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Lawyers 3.3%

Doctors 1%

Civil Servants ] 1%
Military 0.95%
Estate Owners 1.5%
Other 3%
SOURCE : Based on Walter Dabritz, Bochumer Verein fir

Bergbau und Gusstahlfabrikation in Bochum. Neun
Jahrzehnte seiner Geschichte im Rahmen der
Wirtschaft des Ruhrbezirks (Disseldorf, 1934) pp.
60-62.

Occupations of Shareholders at the AGMs of the Phoenix,
21 October 1871 and 30 October 1872

1871 1872
Managers of the Phoenix 29% 42%
Qther Industrialists 17% 20%
Merchants 19% 117
Private Bankers 15% 11%
Joint Stock Bankers 10% 7%
Lawyers 1074 9L
SOURCE: Prasenzlisten in Mannesmann—Archiv, Disseldorf,

Az. Pl 25 O51.

Dccupations of Shareholders at the AGM of the
Braunschweig—Hannoversche Hypothekenbank, 7 April 1873

Managers of the BHHB 11%
Other Joint Stock Bankers 127
Private Bankers 247
Industrialists 13%
Merchants 28%
Lawyers 11%
Civil Servants 1%

SOURCE: Niedersachsisches Staatsarchiv in Wolfenbiittel,
Az. 12A Neu, Fb. 13, Nr. 435945.

A few words about the difficulties in compiling these
figures will reveal how little trust is to be placed in
them. The greatest difficulty is assigning the various
businessmen to each category, which is not easy even when
occupational descriptions are provided. The Phoenix
descriptions seem the most reliable; they distinguish

between Kaufmann (merchant), Fabrikant (manufacturer), and
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even Hittenbesitzer (owner of an ironworks); the
difficulties arise here with special cases, men who shifted
between various professions. An example is Marie Hyacinthe
Edouard Ophoven, who began as a lawyer, then worked for the
predecessor of the Phoenix at Eschweiler, and ended his
career as the cashier of the Phoenix at Ruhrort; in the 1871
list he is described as a Cassirer (cashier), but in 1872 as
a Kaufmann.*®*= JIs this man a lawyer, financier, or an
industralist? Clearly all three; 1 have included his shares
(35 in 1871, 130 in 1872) under “Managers of the Phoenix".
Another person 1 have assigned to that rubric is Franz
Joseph Landvogt, although he is usually described as a
rentier. I have described him as a manager of the Phoenix
because Landvogt managed the Administration der
Henrichshiitte for a few years on behalf of the Disconto-
Gesellschaft and had the technical ability to manage an
ironworks; he was also a member of the powerful committee of
four of the Phoenix administrative board which decided many
of the questions of the day-to-day management of the Phoenix
during these years.®*> 1 have assigned another member of
the committee of four, the president of the Phoenix
administrative board, Ernst Jeghers, to the rubric of
managers as well; on the other hand, the other two members

of the committee of four, Freiherr Abraham von Oppenheim, a

142, Seeling, Wallonische Industriepionere p. 138.
Prisenzlisten for the AGMs of 21 October 1871 and 30
October 1872 in Mannesmann—-Archiv, Diisseldorf Az. P1 23 Gl.

143. Phoenix, Administrative Board Meeting, Laar 18 February
1861 and Committee Meeting, Laar, 24 January 1870.
Mannesmann—Archiv. Az. P1 25 37. 1.
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partner of the private bank Sal. Oppenheim jr. + Cie. of
Cologne, and the lawyer Robert Esser 1I of Cologne have been
calculated as private banker and lawyer respectively.
Lawyers are important sources of investment funds for two
reasons: first of all, in their professional capacity as
legal advisors to companies and as managers of funds on
behalf of estates, minors, and imbeciles; and secondly, as
relatively wealthy professional men who had made enough
money during the period of primitive capital accumulation to
invest in industrial companies. Robert Esser 11 represents
the first type, a corporate lawyer who is found on the
boards of many Cologne companies, similar to his
contemporary August Theodor Geppert I, and a forerunner of a
type which reached its zenith in the figure of Maximilian
Kempner, the brilliant corporate lawyer who was the
architect of the potash cartel.2%* The other man 1 have
described as a lawyer, the Kreisrichter (local magistrate)
Friederich Schulte of Schwelm, presumably represents the
second type. Another type of wealthy professional men who
occasionally invested in industry were doctors: there are
two such men among the shareholders of the Bochumer Verein,
Dr. med. Hergersberg and Dr. med. A.M. Wirzburger. Doctors
did not dominate the German capital market the way the
legendary Belgian dentists now dominate the Eurobond market,
but they appear on Présenzlisten and on supervisory boards

with enough reqularity that they may be described as another

144, Robert Steimel, Kidlner Kiépfe (Cologne, 1958) column
118; Mosse, Jews in the German Economy. p. 234.
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sector of primitive capital accumulation which was tapped by
German industry. The most extreme example is Dr. med.
Friedrich Wilhelm Miser, who switched from the medical
profession to being a managing director of one of the Ruhr's
major collieries, the Harpener Bergbau—Gesellschaft.14S
Another doctor who made a move into heavy industry was the
liberal politician Dr. med. Wilhelm Lowe-Calbe, who sat on
the supervisory board of the Bochumer Verein from 1872 until
his death in 1884&; but he became interested in heavy
industry not primarily as an investor, but because he was
the brother—-in-law to the managing director of the Bochumer
Verein, Louis Baare.“<

Less trust can be placed in the occupational
descriptions of the Prasenzliste of the Bochumer Verein.
Gustav Mevissen is described as a Kaufmanni Theodor Movius
as a Landgerichts—Assessor; and Wilhelm Ludwig Deichmann as
a Commerzienrath. Since 1 know that all these men were
directors of the Schaaffhausen scher Bankverein in 1854, 1
have assigned their shareholdings to the rubric of "Joint-
stock Banks". Dagobert Oppenheim is d?scribed as the
president of the Rheinische Dampfschiffahrtgesellschaft,
the leading steamship company on the Rhine; 1 have,
however, assigned his shareholding to "Private Bankers" on

the grounds that he was a partner in Sal. Oppenheim jr. +

145. BGerhard Gebhardt, Ruhrbergbau. Geschichte, Aufbau und
Verflechtung seiner Gesellschaften und Organisationen
(Essen, 1937) pp. 306-307.

1446. Dabritz, Bochumer Verein p. [457]1; Hans-Ulrich Wehler,
Bismarck und der Imperialismus (Cologne, 1969) p. 104.
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Cie. I have also decided that a newspaper publisher - Josef

DuMont, the publisher of the Kiélnische Zeitung and owner of

a publishing company which still exists today - is an

industrialist rather than a merchant.®4” But these

occupational descriptions — accurate so far as they go, but

often misleading - are preferable to the situation with the

Braunschweig—-Hannoversche Hypothekenbank, where no

occupational descriptions (except those, like

Regierungsrath, which are titles which automatically precede

the name) are given and I have had to use personal knowledge

to assign the shareholdings to the various categories. I

have had difficult cases to decided in this instance as

well: Hermann Wolff of Braunschweig, for example, who made

most of his money from leasing the Brunswick state lottery 1

have described as & "private banker" because that is the
nearest approximation of his role and because he worked
closely with the Brunswick private bank Gebrider

Lébbecke. **® 0Of the three companies 1 have analyzed, the

most reliable results are therefore those for the Phoenix;

the results for the Bochumer VYerein are less reliable, and

those for the Braunschweig—Hannoversche Hypothekenbank least

trustworthy.

It is not only the untrustworthiness of the

occupational descriptions which casues problems. An AGM is

147. Detmar Heinrich Sarnetzki, “Joseph DuMont" in: Neue
Deutsche Biograpahie (Berlin, 1959) vol. 4, pp. 190-191.

148. Theodor Miller, Bilanz zweier Jahrhunderten: zur
Geschichte des Bankhauses Gebrider Libbecke & Co.
Braunschweiq (Braunschweig, 1961) pp. 89-90.
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always only a minority of the shareholders, with a bias
towards the larger shareholders and those who live near the
headquarters of the company. There can be some surprising
ommissions. Adolph von Hansemann of the Disconto—
Gesellschaft, for example, was extremely lax about attending
administrative board meetings and annual general meetings of
the Phoenix - totally reversing the intense involvement of
the Disconto-Gesellschaft which prevailed from 1859 until
his father s death in 1864. Although he was present at the
Phoenix AGM of 21 October 1871 with 160 class “A" shares and
&0 class "B" shares, he was not present at the 1872 AGM and
was re—elected to the administrative board in his
absence.*??¥ The absence of Adolph von Hansemann largely
accounts for the drop in the "Joint-Stock Bank" figure. It
is difficult to see if the Disconto—-Gesellschaft shares were
represented at all at the 1872 AGM. A logical
representative of the Disconto-Gesellschaft would have been
General —-Consul Freiherr Albert von Oppenheim, because the
ties between the Disconto-Gesellschaft and Sal. Oppenheim
jr. + Cie. were very close: Hansemann's mother—in-law was an
.
Oppenheim. Yet the number of shares represented by Albert
von Oppenheim declined from 195 class "A" and 20 class "B"
in 1871 to 126 class "A" and 10 class "B" in 1872. It is
possible that the representation for these shares was given
to Victor Wendelstadt, the director of the

Schaaffhausen scher Bankverein, who did increase the number

149. Prasenzlisten of AGMs of Phoenix of 21 October 1871 and
30 October 1872, Mannesmann—Archiv. Az, P1 25 21.
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of shares he represented; or they could have been given to
Franz Joseph Landvogt, who had already worked closely with
the Disconto-Gesellschaft at the Henrichshiitte; or they may
have been assigned to other Phoenix managers; or they may
not have been represented at all.

Another dificulty which distorts Priscenzlisten is men
who are not really investors in the company. There are no
examples 1 notice in the above four lists, but one instance
is the financial journalist George Davidsohn at the AGMs of
the Rhine-Nahe Railway Company. Financial journals on the
Continent in the nineteenth century combined many functions
which we would consider conflicts of interest: they gave
personal investment advice, they executed orders on the
stock market,; they managed investments, they even set up
investment funds. The most notorious example of this was

Jules Mireés- Journal des Chemins de Fer; but even Der

Aktionadr, a journal the probity of which I would rate highly
today or at any time, gave personal advice, executed market
orders, managed investments. One additional function which
financial journalists took on was the r?le of shareholders”
ginger groups in AGMsS; before protection of the small
investor was placed in the trustworthy hands of Otto Graf
Lambsdorff, this role was often adopted by financial

journalists. Thus George Davidsohn - the founder and editor

of the Berliner Biorsen—-Courier, notable as one of the

earliest champions of Richard Wagner - wrote to Gerson von
Bleichrioder, requesting that Bleichriéder give him his Rhine-

Nahe proxies, so that Davidsohn could take part in the AGM
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of the Rhine—Nahe Railway Company.19°

The rubric "Other" for the Bochumer Verein AGM includes
occupations which were too difficult to define: Max Greve,
who is described as the mayor of Bochum, is quite possibly
an important local merchant or industrialist, but further
details are not known; two publicans (Wirt and Gastwirt)
signed for forty shares between them; and another two men,
E. Lentz (five shares) and and A. Achenbach (fifteen
shares), who live in the artistic and industrial centre
Diusseldorf are described as "painters" (Maler). Yet another
painter turned up at the AGM of the Phoenix in 1870: Lambert
Hastenrath of Aachen, with fifteen class "A".2®* One
usually imagines painters living in garrets, not attending
annual general meetings of shareholders; but no doubt the
wealth of the Rhenish bourgecisie did play some role in
providing the leisure and the means to create the Disseldorf
artistic school. One of the most important directors of the
Dusseldorf gallery came from a similar wealthy bourgeois
family, although in this case a Hanseatic, not a Rhenish
one: Carl Woermann. .

Other possible methods of learning more about German
investors are share registries of insurance companies, lists
of Gewerken, and lists of supervisory board members.

Insurance companies are the exceptions to the rule that

150. Letters of George Davidsohn to Gerson von Bleichrider,
Bleichréder Archiv, Box XXII1 folder 6.

1S1. Dabritz, Bochumer Verein pp. 60-62; Prisenzliste of AGM

of Phoenix of 25 October 1870, Mannesmann—Archiv, Az. P1 25
21.
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continental shares are in bearer form. Shares of German
insurance companies are in registered form, so that the
company can make a cash call if it is hit with unusually
high claims; in the nineteenth century, insurance companis”’
shares were often 20%Z paid up, and the shareholder would
give a note of hand for the remaining 80%Z. I am not aware,
however, of any insurance company share registries which
have survived. Gewerkschaften maintained lists of Gewerken
because Kuxen have unlimited liability (see explanation
above, p. 20), and some of these lists have survived. But
Gewerken are by no means typical German investors; they are
willing to risk unlimited liability and they usually live in
mining districts so they can keep an eye on their
investments and even intervene in the management. The best
way of obtaining a general impression of investors in German
companies remains the lists of supervisory board members,
which should include all the major investors in a company.
Even so, these boards seem unduly weighted towards bankers,
and because of the separation between management and
supervisory board this ignores the contﬁ}bution of
investment funds made by management — which, if my
calculations above can be credited, was extremely
substantial.

An analysis of the origins of German investors cannot
be compiled with an accuracy similar to countries which have
registered shares; but I shall now try to convey, in general
terms, so@e of the sources for German capital investment.

One of the most important sources was the re-investment
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of profits. This could take many forms. Companies could
re—invest their profits directly; or their shareholders or
managers could re-invest large bonuses or large dividends in
shares of the company - this seems to have happened at the
Phoenix, as indicated by the large management shareholding.
Lucky investors could also play va bangue: re-invest profits
made in one type of industrial share in other companies in
the same industry. Thus Friedrich Grillo and Wilhelm von
Born plunged the profits they had made from collieries back
into the Ruhr coalmining industry. The early successes of
the first railways in Germany favoured this: the first
German railway, the koniglich privilegirte Ludwigs—
Eisenbahn—-Gesellschaft (Nuremberg-—-Firth) paid dividends
averaging 17%Z over the years 1836-1888, and another early
railway line, Magdeburg-Halberstadt, paid an average of
nearly 127 during 1844-1864.192 The experience of Stockton
and Darlington was similar. Another method was using profits
made in one sector to invest in another sector: this was
done by the merchants (like the Godeffroys) and the textile
manufacturers who used their profits from one line of
business to invest in Ruhr heavy industry. But in

addition, private investors who reaped a profit from one
type of share would use these profits to invest in other
shares. An example is the bonds issued by the United States
to finance the Civil War. Sympathy for the Northern cause

is alleged to have been very widespread, so these issues

152. Offizieller Jubildumsband der Deutschen Bundesbahn. 150
Jahre Deutsche Eisenbahn (Munich, 1983), p. 12, Mayer,
Deutsche Eisenbahnen p. 303.
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seem to have had a "British Telecom effect": people bought
bonds of the Union who would not otherwise have bought any
security. The Hannover financier Adolph Berliner, one of
the most perceptive commentators on the Grinder jahre, said
that the boom would have been unthinkable if people had not
made huge profits on American bonds which they had bought at
the height of the Civil War, and then re—-invested these
profits in German industrial shares.15>

uUntil Knut Borchardt s classic article of 1961, Germany
was regarded as suffering from a capital shortage; Borchardt
argued that this was a myth (see above, p. 93). Germany
nevertheless had the problem that it could npt finance its
industrial regions with savings from agricultural regions.
The "“classic” (i.e., English) method of capital formation is
for wealthy agricultural capital surplus areas to supply
capital to rapidly industrializing areas. In England, the
country banks either drew against or deposited surpluses
with their city correspondents: the entire system then
ctleared through the development of a national marketplace in
bills of exchange in the City of Londonu In Germany, this
was not possible: the major agricultural hinterland, the
BGerman East, imported capital rather than exported it.
Interest rates rose from west to east, and money often
followed: in 1845 Baron Moritz von Cohn of Dessau, who was
operating the savings bank of the duchy of Anhalt, was

deprived of this concession because he was purchasing East

153. AdolphBerliner, Die wirthschaftliche Krisis, ihre
Ursachen und ihre Entwicklung (Hannover, 1878) pp. 26-27.
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Prussian Pfandbriefe instead of re-investing the funds in

the duchy. (A Pfandbrief — in French called a lettre & gage

- is a type of mortgage security which was invented in
Prussia under Frederick the Great, and exists in France and
Germany but not in other countries. Originally they were
issued by Landschaften, provincial assemblies of the
Prussian nobility, later by mortgage banks as well. The
lending institution would lend money against mortgages; it
would then issue an equal amount of Pfandbriefe. The
Pfandbriefe were secured by the unlimited liability of the
Landschaft, or by the capital of the mortgage bank, as well
as the underlying property. They soon became a favourite
investment vehicle.) Baron Cohn was perfectly sensible,
since he could earn 6% on Pfandbriefe issued by the
Landschaft of East Prussia, as opposed to only 4% in the
duchy of Anhalt. Similar complaints were voiced against the
private bankers in the duchy of Brunswick.®®® Financial
unification followed, it did not precede the political
unification of Germany. Only after 1875, when the new
Reichsbank began to set up branches in all the important

.

provincial money centres,; did interest rates begin to even

out.®®

Although there were some wealthy agricultural regions

154. Friedrich Wilhelm Hugo Ahlfeld, Entwicklung und Stand
des Bankwesens in _Anhalt Diss. Rostock 1927 pp. 79-80;
Richard Mittendorf, "Die Entwicklung des Bankverkehrs
Braunschweig von der Mitte des 18.Jahrhunderts bis 18&46"
(Gottingen, jur Diss. 1920) pp. 24-27.

155. Paul Wallich, Konzentration pp. 112-13.
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in Germany, this wealth did not finance industry. There was
a large middle class of well-off farmers in the Kingdom
(after 1866, the Prussian province) of Hanover, yet their
funds did not go into industry. Instead, they preferred to
put their money into land, either directly, or indirectly
through Pfandbriefe. The Hanover capital market had an
insatiable appetite for Pfandbriefe. Not only did the
premier private banker in Hanover, Max Jacob Frensdorff,
sell Pfandbriefe of the Braunschweig—-Hannoversche
Hypothekenbank and the Preussische Central-Bodencredit-—
Actien-Gesellschatt, he sold Pfandbriefe issued by Swedish
and Estonian mortgage institutions az well.2®® In the
comparatively prosperous region of southwestern Germany, the
Frankfurt capital market concentrated on government bonds
and foreign, especially American and Austro-Hungarian,
railway bonds, to the exclusion of domestic industrial
ordinary shares.

There are only a few German regions where we can see
capital surpluses from agriculture being used to finance
industry: in Franconia, the thrifty farqers of Ansbach
purchased the debt securities (Schuldscheinen) of the
Kéniglich Bayerische Bank of Nuremberg (later the
Bayerische Staatsbank), which then used these surpluses to
finance such firms as the engineering enterprise of J.F-

Klett, which became the Maschinenfabrik Augsburg-Nirnberg

156. Julius Blanck, Das Bank— und Bérsenwesen in der Stadt
Hannover (Hannover, =1927) pp. 31-32.
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(M.A.N.).*®” 1In Brunswick, the Leihhaus (later the
Braunschweigische Staatsbank) sold the farmers
Schuldscheinen and invested the proceeds in the Brunswick
state railways.*®® QA similar process of the savings of
thrifty farmers financing industrial growth seems to have
happened in Nﬂrttemberg.. In both the Franconian and
Brunsvician instances, the system rested on a state
financial institution interposing itself between the farmers
and the industrial enterprise. The farmers thought they
were purchasing a government bond, when actually they were
buying an industrial security; for the assets backing those
Schuldscheinen were in fact industrial assets. Fortunately
it turned out to be a harmless deception which was
beneficial for all parties.

The best advice for a young industrialist who needed
more capital was to marry a rich wife, preferably a daughter
of an eminent local mercantile family. This was the advice
which the Cologne merchant Friedrich Sélling constantly
pressed upon his partner Alfred Krupp.!®? Hence the
extremely complicated family trees and numerous

.
intermarriages among the Rhenish bourgeoisie. The best

known example of this is perhaps the Kdlner Klingel, or

Cologne clique of eminent local families, including the

157. Bayerische Staatsbank 1780-1930 pp. 90, 118, 136 note
4, 163.

158. Mittendorf, "Bankverkehr in Braunschweig'p. 633 Erich
Achterberg, Braunschweigische Staatsbank. Zwei Jahrhunderte
Zeitgeschichte (Braunschweig, [1965]) p. B84.

159. Joachim von Kirenberg, Krupp: Kampf um Stahl (Berlin,
193%) pp. 138, 180-181.
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families vom Rath, Deichmann, Camphausen, Rautenstrauch,
Seydlitz, and Merkens. But there are similar family groups
in Mannheim — where the Jordans, the Buhls of Deidesheim,
the Bassermanns and the Jewish Ladenburgs
{intermarriage between Gentile notables and baptized

Jewish families is remarkable, but not that rare: another
example is the chain Oppenheim-von Kusserow—-Hansemann) are
all interrelated — in Duisburg, where the Biéningers, Haniels
and Carstanjens intermarried, in Elberfeld and Aachen. A
Rhenish industrialist who needed more funds would first turn
to his uncles, aunts, cousins and various in—-laws. In the
absence of a fully developed system for providing venture
capital, these kinship groups provided a pseudo—market.

These families had made their money through what I call
"primitive capital accumulation": namely, fortunes made
before the full industrial revolution was ushered into
Germany by the advent of the railways. Most
characteristically, these fortunes were made in trade,
although there are instances of men who made fortunes in
earlier stages of the industrial revnlusion (notably
textiles) investing in later stages, such as coalmining and
ironmaking. There is also one notable instance of a man who
had made his money in the professions moving into heavy
industry: this is Dr. med. Friedrich Wilhelm Miser and the
Harpener Bergbau—-Actien-Gesellschaft, whom I have already
mentioned.

There are numerpus examples of men who had made their

money as merchants becoming major industrial investors. The
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best example is perhaps Friedrich Grillo of Essen, who began
as an iron trader, married into a wealthy family of
merchants and bankers, the von Borns, and in the 1850°'s
began investing in innumerable collieries, until he gave up
his activity as an irontrader to become a full-time
Gewerke.*=° The Boningers of Duisburg made their fortune
in tobacco, but branched out into cotton spinning and into
heavy industry and banking: the Niederrheinische Huitte, the
Hohenzollern Gesellschaft fir Locomotivbau, and the
Duisburg—Ruhrorter Bank.*** The Cologne family of the
Rautenstrauchs made their fortune importing hides from the
River Plate to Cologne, but members of the later generation
which was active around 1873 let hide—-trading take a second
place to gambling on the stock market. Adolph Rautenstrauch
and his relative Jacob von Kaufmann—Asser, the Cologne
consul for the Republic of Paraguay, were inveterate

specul ators: a look through the journals of the
Rautenstrauch firm reveals investments in over thirty
different companies. The industrial companies included: the
colliery Bergwerks—-Gesellschaft Germania, the Emscher-Lippe
Bohrgesellschaft and Kuxen of the potash mine
"Neustassfurt"; iron and steel companies like the Phoenix

and the Donnermarckshitte; engineering concerns like

160. Walther Ddbritz, "Friedrich Grillo"” in: Rheinisch-

Westfilische Wirtschaftsbiographien (Minster/Westph., 1%937)
vol. 2 pp. 68-86.

161. Walter Ring, “Johann Gerhard Béninger... Conrad Arnold
Bininger ... Carl Boninger" in: Rheinisch-Westfdlische

Wirtschaftsbiographien (Minster/Westphalia, 1937) vol. 2 pp.
180-197; Walter Ring, Geschichte der Duisburger Familie

Boninger (Duisburg, 1730).
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Lauchhammer, the Maschinenbau-Actien—-Gesellschaft Humboldt,
and the Disseldorfer Rohren— & Eisenwalzwerke; railways

like the Northern Pacific Railroad, the Rhenish Railway, and
the Cologne—-Minden Railway; plus numerous oddities such as a
brewery, the Cilnische Bierbrauerei, and shares of the race-
course at Aachen.?®® No less gripped by the fever of
speculation than the Rautenstrauchs were the Godeffroys. In
the 1860°'s, the eminent Hamburg merchant house of J.C.
Godeffroy % Co. began investing profits from their Samoa
ventures (copra) in coal mines in the Ruhr, iron ore mines
in the Harz, and steelworks at Osnabriick. They hoped they
could increase their profits by investing more in the fast-
growing Ruhr, instead of their traditional business, where
profits were declining. The Rautenstrauchs seem to have had
a similar motive. In the case of the Rautenstrauchs, the
strategy was successful; the Godeffroys, on the other hand,
suffered severely because of the depression in heavy
industry which followed 1873, and the collapse of an iron
ore concern, the Harzer Union (with which the Disconto-
Gesellschaft was also involved) sealed the fate of the

Hamburg house.**=

162. Hermann von Ham, “Johann Wilhelm Rautenstrauch" in:
Rheinisch—Westfidlische Wirtschaftsbiographien

(Minster /Westphalia, 1937) vol. 2 pp. 217-237; Steimel,
Kiélner Kipfe column 3343 Archive of W. Rautenstrauch & Co.,
Rheinisch—-Westfalisches Wirtschaftsarchiv, Abteilung 2, Nr.
2, Faszikeln 15-16 (Journals R and S).

163. Kurt Schmack, J.C. Godeffroy & Sohn, Kaufleute zu
Hamburg. Leistung und Schicksal eines Welthandelshauses
(Hamburg, 1938) pp. 46-47, 54-35, S58-59, 82-83, 97, 108,
204-207, 239-243, 257-260; on the Harzer Union: 6lagau,
Borsenschwindel in Deutschland pp. 230, 528; Godeffroy to
Bleichréder, 25 May 1879, 4 June 1879, 7 October 1877, 20
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Another source of funds for railways and heavy industry
— besides commerce - was the textile industry, where some
fortunes had been made before the advent of railways. The
textile industrialist André kKoechlin of Mulhouse in Alsace
worked with Freiherr Abraham von Oppenheim in founding the
Actien-Gesellschaft fir Bergbau, Blei— und Zinkfabrikation
zu Stolbert and in Westphalen, the Société des Glaces d Aix—
1Chapelle, and the Phoenix, Actien-Gesellschaft fir Bergbau
und Hittenbetrieb, all in 1833, 24

One example is Gustav Mevissen and his in-laws Franz

Pamian Leiden and Franz Wilhelm Koenigs, who made their
money in linen in Dulken. Mevissen eventually left the
linen works to his in-laws and became president of the
Rhenish Railway Company in 1844 and of the
Schaaffhausen scher Bankverein in 1848. He led his in-laws
into numerous investments in the Rhenish heavy industry,
including a colliery in the Ruhr, the Kélner
Bergwerksverein, a Ruhr ironworks — the Hoerder Verein — and
an iron ore mine in the Siegerland, the Kiéln—Misener
Bergwerksverein. David Hansemann and Adolph Hansemann, who
first made their money in the Rhenish textile industry and
then went on to become bankers and investors in railways and
heavy industry are another example. Banks and bourse are

the beating heart of any economy, taking money from where it

October 1879, Bleichrider Archive, Box XXXIV folder 7.

164. Cameron, France and Economic Development, pp. 111, 379-
381, 390-393, 39?3 Hermann Schéafer, "André Koechlin®” in:
Neue Deutsche Biographie {(Berlin, 1980) vol. 12 pp. 291-293.
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is in surplus and lending it out again to where it is most
needed. To a certain extent the Disconto-Gesellschaft
performed the function of transferring the profits made by
the textile industry to railways and heavy industry, which
were hungry for capital. To my knowledge there is only one
instance of an investment by the Disconto-Gesellschaft in
the textile industry, and this is its formation of the
Louisenthaler Actien-Gesellschaft fiir Driickerei, Weberei,
und Spinnerei of Milheim/Rubr.!®® There are at least three
recognizable textile industrialists on the board of the
Disconto-Gesellschaft: Meyer Samuel Baswitz, who had a store
for Silesian woollen goods and was chairman of the Berlin
Jewish burial society, Moritz Reichenheim (also Jewish), of
the firm of N. Reichenheim & Séhne who had a textile mill at
Wistegiersdorf in Silesia, and Commerzienrath Ludwig
Seyffardt of Crefeld, who sat on the board of the Actien-—
Besellschaft fir Seidenzwirnerei zu Crefeld.®® There are
presumably more, but they are not readily identifiable.

A very important source of funds for industrialists was
private bankers. A separation of merchaqts from private

bankers is to some extent artificial, since nearly all

165. Gesetz-Sammlung fir die Kiniqglich Preussischen Staaten,
1857 (Berlin, [18571) pp. 1-16.

166. Allgemeiner Wohnungs—Anzeiger nebst Adress— und
Geschaftshandbuch fiir Berlin, dessen Umgebung und
Charlottenburg auf das Jahr 1857., Aus amtlichen Guellen
zwammengetragen (Berlin, 1857) p. 18; Address—Kalender fir
die Kionigliche Haupt— und Residenzstadte Berlin und Potsdam
auf das Jahr 1870 (Berlin [1870]) vol. 156 p. 512; Ernst G.
Lowenthal, Juden in Preussen. Biograp hisches Verzeichnis.

Ein reprasentativer Querschnitt (Berlin, 1981) pp. 115, 787;

Mosse, Jews in_ the German Economy pp. 41-42; Preussische
Gesetz-Sammlung 1857 pp. 141-1358.

117



private bankers began as merchants, and often engaged in
commerce and banking simultaneously for several years. One
of the most fruitful trades for new bankers was that of
Spediteur: a transport and conveyance enterprise. The
transition to the profession of banking was especially
convenient for Spediteuren, partly because they were
already involved in advancing money against goods in
transport, partly because their business was being lost to
the railways. An example is the Aachen private bank
Charlier & Scheibler which began as a transport and
canveyance enterprise; in 1872 the banking section became
the Aachener Disconto—-Gesellschaft, the transport section
became the Speditions— und Lagerhaus Aachen AG, the
"Spelag", in 1898. The Aachener Disconto—Gesellschaft
changed its name to the Rheinische Disconto-Gesellschaft in
1902 and to the Rheinische—-Westfalische Disconto-
GeseliZ}chaft in 19205 and became the largest provincial bank
in the Rhineland before it was absorbed by the Dresdner Bank
in 1917. The industrial connections of the Charliers and
the Scheiblers included the Vereini:aungsgesellschaft fiar
Steinkohlenbergbau im Wurmrevier. 7This was one of the
oldest German coalmining companies, founded in 1836
(antedating the earliest Ruhr coalmining company by four
years), which merged into the Eschweiler Bergwerksverein in
1907; Leopold Scheibler served as its president. His
brother—in—-law, (Franz) Albert Charlier went into
partnership with the coach builder Ferdinand van der Zypen

of Liege in 1845 and set up the coach factory of van der
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Zypen & Charlier at Deutz. The company at first built
machinery and steam boilers as well as coaches, but as the
railways of the Rhineland neared completion the company
concentrated on railway coaches exclusively. In 1928 the
Deutz coach factory became part of the Vereinigte
Westdeutsche Waggonfabriken AG.e”

Extremely numerous are the merchants who became
bankers. The Berlin wine merchant Friedrich Wilhelm Krause
went through a similar development to the Rautenstrauchs: he
engaged in so0 many speculations that he finally formally
acknowledged his new profession by converting his wine house
into a bank.*®*® The Cologne grain trader, Jacob Li&b
Eltzbacher successfully shifted from grain trading to

serious investment banking in 18469.2%" The tobacco trading

167. Wilhelm Eltester, "Die Geschichtliche Entwicklung des
fAachener Bankwesens vom Beginn des 19. Jahrhundert bis zur
Gegenwart" (Aachen, 1948) pp. 28-30 in: StA Aachen, Az. HS
998; Friedrich Bremen, Rachener Disconto—Geselleschaft.
Rheinische Discanto-Gesellschaft, Rheinisch-Westfidlische
Disconto—-Gesellschaft. Eine Bank in Aachen in der Zeit
zwischen 1872 und 1217. Ein Reitrag zur
Wirtschaftsgeschichte des Aachener Raumes Diss.
Fachhochschule Aachen 1978 in: Stadtarchiv. Aachen, Az. CA
573 RAlbert Charlier, "Franz Albert Charlier” in: Neue
Deutsche Biographie vol. 3, p. 193. ’

168. Annemarie Lange, Berlin zur Zeit Bebels und Bismarcks
(East Berlin, 1959) p. 93; Hans Firstenberg, Carl
Firstenberqg. Die Lebensgeschichte eines deutschen Bankiers
1870-1214 (Berlin, 1931) pp. 36, 144-143.

169. Alfred Kriger, Das Kélner Bankiergewerbe vom Ende des
18. Jahrhunderts bis 1875 (Essen, 1925) pp. 154, 184-187 (=
Verioffentlichungen des Archivs fur Rheinische-Westfdlische
Wirtschaftsgeschichtefheinisch-Westfilisches
Wirtschaftsarchiv in Kéln) vol. 10); Klara van Eyll, "Kdlner
Banken im 19. Jahrhundert und ihr Einfluss auf die
Industrialisierung in der Rheinprovinz" in: Mitteilungen der
Industrie—- und Handelskammer zu Kéln (1973) p.

278.
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family, the Béningers of Duisburg, founded a private bank
(Theodor Réninger Sthne) which, after a short involvement
with the Provinzial-Disconto-Gesellschaft in 1871-1874,
became the Duisburg—-Ruhrorter Bank: a regional bank which
had an importance beyond its size because it was the house
bank of the Haniel family.®”° Not infrequently, the old
trade and the new bank continued to operate side-by-side:
this was the case at Charlier & Scheibler until 1872, and
the banking house of Gebriider Wolff in Bernburg continued to
have a sideline making reed filters for sugar refineries
into the 1920°'g.,272

These private bankers, and equally so, the private
bankers whose shift from commerce to finance lay much
further in the past, were very significant providers of
funds to infant German industry. Alfred Kriiger and Richard
Tilly have written good accounts about the forward-looking
Rhenish private bankers who financed the industry on the
Rhine and Ruhr, such as Oppenheim, Herstatt, Schaaffhausen,
Seydlitz & Merkens and Eltzbacher.

A private bank which is comparatively neglected is
Jacob Landau of Berlin. Originally from Breslau, Jacob
Landau occupied a position there similar to Oppenheim in
Colaogne or Bleichridder in Berlin. Around 1870 he moved the
chief ofice of his bank to Berlin, but kept the branch in

Breslau; he retained his Silesian clientele, and many of his

170. Ring, Familie Boninger, p. 380; Riesser, Konzentration
Pp. S92, 602.

171. Ahlfeld, Bankwesen in_ Anhalt, p. 150.




ventures were linked to that province: he was, with
Bleichréder, one of the founders of the Vereinigte Kiénigs-
und Laurahiitte in 1871, and his clients included the
Silesian magnate the Duke of Ratibor, the brother of
Chlodwig Hohenlohe.

The bank's most brilliant industrial achievement was
the formation of the Deutsche Edison—Gesellschaft fir
angewandte Electricitat, the forerunner of the A.E.B., which
by 1213 had grown to be the largest German electrical
company and also the largest German industrial company (in
terms of market capitalization). This interest arose from
the close connection between Ludwig von Kaufmann and Emil
Rathenau.lLudwig von Kaufmann was the son of Jacob von
Kaufmann—-Asser of Cologne; he married Landau’s daughter and.
became a partner in the bank. Kaufmann extended Rathenau
the money to form a company to study the Edison patents; on
1? April 1883 the Landau bank, the Nationalbank fur
Deutschland, Gebr. Sulzbach of Frankfurt/Main and the
Breslauer Disconto-Bank formed the Deutsche Edison-—
Gesellschaft. In May 1887 this company Fhanged its name to
the Allgemeine Electricitats—Gesellschaft, the A.E.G. On
the board of the A.E.G. sat Hugo Landau and Ludwig von
Kaufmann, and among its bankers were Jacob Landau and the
Nationalbank fir Deutschland. After this early start was
made possible by the Jewish private bankers Jacob Landau and
Gebr. Sulzbach, the Deutsche Bank and the Berliner Handels-—
Gesellschaft took a more active role in financing Rathenau’s

electric trust. Werner Mosse has put the contribution of
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Sulzbach and Landau in perspective:

It is interesting to speculate what would have

happened had the Landaus and Sulzbachs not

invested modestly in the projects of the

suspect failed entrepreneur. Would Rathenau

have been able to raise the means himsel+?

Would he have found other sponsors? Or is it

possible that there might have been no

A.E.G.?27=
I think the answer is that Rathenau would have found other
sponsors by going and knocking on the doors of more Jewish
private bankers until he found someone willing to invest in
his enterprise; but if Rathenau attempted to do the same
thing in the 1950's for example, when most of these private
bankers had disappeared, there would have been no A.E.G.

The banking house Jacob Landau was a remarkable "small,

but powerful private bank" (to use the phrase originally
applied to the Prussian Conservatives: die klein, aber
midchtige Partei); in spite of its comparatively small size,
it was able to retain its control over the much larger
Nationalbank fiir Deutschland, including the chairmanship of

that bank s supervisory board. It was able to do this

through its Griinderrechte (founders’ rights) whereby it

could purchase a large block of shares pro rata with its

subscription to the original capital at pelow market prices.
The Nationalbank fiir Deutschland was founded in 1881 as part
of a chain of banks (including the Austrian Landerbank) set

up by the fraudulent Union BGénérale of Eugéne Bontoux; but

172. Mosse, Jews in German Econamy, pp. 244-2435;

Fiirstenberg, Lebensgeschichte pp. 173, 181-182; Karl
Helfferich, Georq von Siemens. Ein Lebensbild aus Deutsche

Bank 1870-1970 (Frankfurt/Main, 1970) pp. 120-122, 1263
Bernhard, Meister und Dilettanten pp. 143-147.




it and the Linderbank left the sinking ship before Bontoux
collapsed in January 1882.

The Landau bank ran into trouble in the 1890°'s, due to
overly speculative investments in branch railways through
the Allgemeine deutsche Kleinbahngesellschaft. Otto Jeidels
says that the problem with this branch railway company - -as
opposed to those of Friedrich Lenz and Hermann Bachstein -
was that it was essentially a financial venture designed to
produce investment banking deals for the Landaus, rather
than a company with an industrial ethos. The problems of
these branch railways led to the absorption of the private
bank Jacob Landau by the Nationalbank fir Deutschland in
1898 and the Breslauer Disconto-Bank (another bank under
Landau influence) by the Bank fiir Handel und Industrie in
1901, In 1901 the Landau partner left the Nationalbank’'s
board, and the control of the Landaus over the larger bank
was broken.*”=

But the activity of the Landau family as major leaders
in Berman business by no means ended in 1901. Their
influence was henceforth exercized through one of their
oldest allies, the Commerz— und Disconto—-Bank. In the
1920°'s, Eugen Landau served as the vice-chairman of the
Commerz— und Privat—-Bank {(the name of the Commerz— und
Disconto-Bank from 1920), as chairman of the Schultheiss-—
Patzenhofer Brauerei AG and the Oberschlesische

Eisenbahnbedarfs-AG, and as board member of the A.E.G., the

173. Korach, Deutsche Privatbankgeschaft, pp. 65-66;
Jeidels, Brossbanken und Industrie, pp. 133, 190, 228-229.
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Linke—Hoffmann group, and the Riitgerswerke. His stepson,
Curt Sobernheim, served as director of the Commerz-und
Privat—-Bank from 1911 until the bank ran into difficulties
during the Depression and he had to resign.:”+

The story of the Landau family is in some respects the
most remarkable story in the history of German finance. It
combines dubious transactions (the association with Eugene
Bontoux) with brilliant and lasting entrepreneurial
achievements (A.E.G, Vereinigte Kénigs— und Laurahiitte);
setbacks in 1882 and 1898 followed by remarkable
recoveries; and most astonishing, a comparatively small
private bank exercizing influence and control ocver numerous
joint—-stock banks, such as the Commerz— und Disconto—-Bank,
the EBreslauer Disconto-Bank and the Nationalbank fiir
Deutschland. The diminishing role for the private banker
which is a theme of this period did not affect the Landaus;
not only did they survive, they enhanced their position.

The great contribution of private bankers to German
industrialization is the risk capital they provided, often
for firms which were technically very advanced. Werner Mosse
describes as another Jewish bank prepared to provide risk
capital Born und Busse, which provided the funds for the
establishment of Ludwig Loewe & Co., Kommandit—-Gesellschaft
auf Aktien fir Fabrikation von Nahmaschinen in 1870. this
enterprise became the core of a huge concern, which
eventually included munitions, gunpowder, guns, machinery

and machine tools, electricals (the Union Electricitits-

174. Mosse, Jews in German_ Economy, pp. 344-345.
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Gesellschaft) and cable companies.*”® Another private bank
which helped a major company in the electrical industry to
its feet was the Frankfurt (gentile) private bank Georg
Hauck & Sohn, which still exists: it financed Brown, Boveri
& Cie. This is now the third largest electrical company in
Germany: it has recently been taken over by the Swedish
electrical firm ASEA. Georg Hauck & Sohn also financed one
of the major German chemical companies, the Hoechster
Farbwerke vormals Meister, Lucius, und Briining.*”* In fact,
the German chemical industry seems to owe its early
financing more to the private banks than to the joint-stock
banks: the Badische Anilin— und Soda-Fabrik was supplied
with funds by the Jewish private bank W.H. Ladenburg & Sohne
of Mannheim.*”” The only major German chemical company
which owes its origin to a joint-stock bank is Schering AG,
originally founded as the ChemischeFabrik auf Aktien vormals
Emil Schering, which was founded by the Vereinsbank Quistorp
% Co., which collapsed in 1873; and it would be stretching a
point to describe Heinrich Buistorp’'s Vereinsbank as joint-~
stock universal bank, since in many respects, such as its
nepotism and its corporate form (it was a

Kommandi tgesellschaft auf Aktien) it was closer to private

175. Mosse, Jews in German Economy, pp. 137-143; Jeidels,
Grossbanken und Industrie, pp. 243-250.

176. Erich Achterberg, Frankfurter Bankherren
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banks than to joint-stock banks.:7?®

Joint—-stock banks did supply funds for Germany s
industrial development, but contrasted with other sources
such as private bankers or foreign investment it was not as
significant as one might expect. 1 shall touch on this only
briefly here, since this is the theme of the rest of the
thesis. In the Ruhr, the most active joint-stock banks were
the Schaaffhausen scher Bankverein of Cologne and (from
1872) the Essener Credit-Anstalt. 1In what I regard as the
tritical period for finance for Ruhr industry, namely the
period 1848-1873, the Schaaffhausen scher Bankverein
financed the Kélner Bergwerksverein, the Hoerder Verein, and
the Bochumer Verein fir Bergbau und Gusstahlfabrikation; the
Berliner Handels-Gesellschaft financed the ironworks
Neuschottland, the collieries "Hibernia" and "Shamrock” of
Mulvany plus another Mulvany ventury, the Prussian Mining
and Ironworks Company; the Disconto-Gesellschaft financed
the Henrichshiitte, the Phoenix, and the mine "Vereinigte
Prasident”. Nearly all these ventures obtained funds from a
variety of sources and might have done Qgrfectly well
without joint-stock banks: the initial finance for what
became the Hoerder Verein, when it was still the ironworks
of Hermann Piepenstock, came from the private bank of
Abraham Schaaffhausen; one of Mulvany’'s most important
backers was Gerson Bleichriéder, who at this point dominated
the Berliner Handels—Gesellschaft (he was chairman of the

supervisory board) the way the Landaus would later dominate

178. Lange, Berlin, Bismarck, Bebel pp. 106-107, 133.
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the Nationalbank fir Deutschland; and Sal. Oppenheim jr. +
Cie. was the most important banker of the Phoenix from 1852
until 1920, except for the short if important period of
Disconto—-Gesellschaft hegemony in 1859-1864. In addition,
for many of these companies the most important source of
funds was foreign investment: this was true of "Hibernia®,
"Shamrock", the Prussian Mining and Ironworks Company, the
Kélner Bergwerksverein and the Phoenix (although not of
Neuschottland, in spite of its name, which was called that
because its blackband formations resembled those of the
Scottish iron districts).

I would explain the greater success of private banks in
providing risk capital in a number of ways. First of all
private banks had the advantage of nepotism: they were
closely linked to the kinship structures which were so
important for industrialists who needed to raise capital.
Secondly, Jjoint-stock banks became very bureaucratic very
early: we shall see below how bureaucratically managed the
Disconto-Gesellschaft was (see pp. ???). Private
bankers also enjoyed the advantage of bﬁing autocrats: they
could take greater risks because they never had to face the
shareholders. Admittedly many joint-stock banks found it
easy enough to conceal problems, but some joint-stock
managers felt that they were in a position of semi-
trusteeship vis—a-vis their shareholders, and this imposed
caution. Modest capital bases also prevented private
bankers from throwing good money after bad in a way

comparable to the Disconto-Gesellschaft and the Dortmunder
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Union. A private banker who had a venture turn out badly
could not continue to pay for mistakes for years, as the
Disconto-Gesellschaft did; he either carried out a quick
and successful reorganization, delivered a coup-de—grace, or
went bankrupt himself- The last option was by no means
unusual: Jos. Jaques, one of the most prestigious Berlin
private banks, had the misfortune to be Strousberg’'s most
loyal backer and suspended in October 1875, when the
railway king himself was arrested in Russia.®*”® Finally,
the multiplicity of private bankers was an important
element: it was important for Alfred Krupp that he could
keep on knocking on doors until he found one opened by a
private banker who believed in him, like Wilhelm Ludwig
Deichmann and Alexander Meyer—-Cohn. The saga of Krupp and
his bankers will be discussed below.

In the German banking world of the nineteenth century,
the superior ability of the private banker at ferreting out
new business was acknowledged through an informal division
of labour: the private banker would discover the new
venture, and when it grew beyond his resources he would
introduce it to his joint-stock friends. Each joint-stock
bank was often surrounded by some privat; bank "pilot
fish": Bleichriéder and the Berliner Handels-Gesellschaft;
Oppenheim, Ladenburg and the Disconto—Gesellschaft; Landau
and the Nationalbank fir Deutschland, the Breslauer

Disconto—Bank, and the Commerz— und Disconto-Bank.

179. "Frankfurter Biérse (25 bis 30 Okt.)" in: Aktionar
(Frankfurt/Main, Sunday, 31 October 1873) vol. 22 No. 1140

p. 759.
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Sometimes these discoveries enjoyed a legendary success, as
when Landau and Gebrider Sulzbach introduced the
Nationalbank fir Deutschland, the Deutsche Bank, and the
Berliner Handels-Gesellschaft to what would become the
A.E.B. or when the Ladenburgs introduced the Disconto-
Gesellschaft to B.A.S.F.; at other times the discoveries
turned out less fortunately, as when Freiherr Albert von
Oppenheimn discovered the Austrian engineer Victor Popp and
persuaded the Disconto-Gesellschaft and the Norddeutsche
Bank to invest in Popp’'s Internationale Druckluft- und
Electricitats—-Gesellschaft.2*=o°

Finally, we come to what was often the most important
source of finance for Ruhr industry during the critical
decades of the eighteen—fifties and eighteen-sixties:
foreign investment. The first joint-stock company in the
Ruhr, the Gesellschaft der Hardenbergischen Kohlenwerke of
1840, was established by French investors from Valenciennes
and Anzin.*®* BPBritain is famousfor its numerous foreign
investments in the nineteenth century: nearly every
continent has some railways built by ﬁhe men of London’s
"engineering quarter®, located on Great George and Victoria
streets. Often foreign investment was attracted to a region
because of existing trade patterns: this was true of German

investments in the River Plate (the Rhenish hide trade) and

180. Schinckel, Erinnerungen pp. 237-238.

181. Gebhardt, Ruhrbergbau, pp. 15-16; Cameron, France and
Economic Development, p. 373.
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Brazil (the Hamburg coffee trade).®®2 For Britain in the
1860°'s, the most important region of Germany was the
province of Prussia, which provided Britain with much of her
grain: the longest consular reports published in the
parliamentary papers were those from the British consuls in
Memel, Tilsit, Konigsberg and Danzig. This trading
relationship interested some British capitalists in
investing in railways in the province of Prussia, and they
chose Dr. Bethel Henry Strousberg to execute these projects.
British investment was essential for the various Strousberg
railways (see above, pp. b69-72), especially the early ones,
such as Tilsit-Insterburg, the East Prussian Southern
Railway (Pillau-Konigsberg-Lyck), and Berlin-Gérlitz. After
this early start Strousberg diversified his sources of funds
so that they were the most comprehensive and hence least
typical of any industrialist. He raised funds from private
bankers, joint—-stock banks, mortgage banks; government banks
{the Prussian Seehandlung); he tapped numerous foreign
investors, even borrowing money from Russian banks to the
horror of that country s government, whiFh felt that Russia
should import capital to build railways there, not export
capital so that Strousberg could build railways in France;
he sold shares to and borrowed money from his clients, his
suppliers, his contractors, even his workers; he sold shares

to courtiers, noblemen, professors, journalists,

182. Ham, "Rautenstrauch®” in: RWWB vol. 2 pp. 217-237;
Siegfried Zimmermann, Theodor Wille 1844-1969 (Hamburg,
19469) (=Wirtschaftsgeschichtliche Forschungsstelle e.V.,
Hamburg, Verdffentlichungen, vol. 32).




industrialists, bankers,small savers, even sections of the
working classes, to judge from a comment in the socialist
newspaper VYolksstaat;*®* most of all, he borrowed, entering
transactions not because they made industrial sense but
rather because they produced commercial paper which he could
then discount; last but by no means least, he raised the art
of paying in 180 days to a new peak. It would oversimplify
matters to describe Strousberg merely as an industrialist
who raised funds through foreign investment; but foreign
investment gave Strousberg his start, and even in his
darkest days he saw his salvation in tapping the English
money market, making repeated and hurried trips to London.

A more conventional railway contractor, William D.
Sharpe, built the Unstrut Valley Railway from Artern to
Naumburg.*®4 British investors alsoc put their money into
the horse—drawn tramways of Leipzig.*®® BRut this investment
was by no means confined to railways. The Vereinsbank in

Hamburg was established - as the name implies - by the Union

183. Lange, Berlin, Bismarck, Bebel, p. 95.

184. "Bericht der Spezialkommission zur Untersuchung des
Eisenbahnkonzessionswesens” (the Lasker Committee) in: SRBHA,
Leg. Per. 12, Session 1 (1873/74) Anlagen, vol. 1 pp. 100-
102.

185. The Directory of Directors 1881. A list of the
Directors of the Joint-Stock Companies of the United
Kingdom, and the Companies in which they are concerned, with
such other particulars as are considered likely to be of use
and interest,by Thomas Skinner (London, February 1881) p.
3103 Arthur Liebmann, Acht Jahrzehnte im Dienste der
Wirtschaft. Ein Lebensbild der Allgemeine deutsche Credit-—
Anstalt (Leipzig, 1938) p. 84.




Bank of London Limited.?®« The Irish public works official
William Thomas Mulvany began a second career as a Ruhr coal
magnate, sinking the mines "Hibernia", "Shamrock", "Hansa",
"Zollern", and "Erin". The financial backers of his company
were Irish, Anglo-Irish, not British (Mulvany himself was
born into a Catholic family which converted to Anglicanism),
although one of the most important backers, Michael Corr-van
der Maeren was an Irishman who had moved to Belgium, and the
technical operations of the mines were carried out by a
William Coulson of Durham.®®” The Imperial and Continental
Gas Association was the first company to provide gas-—
lighting in Germany.®®® The English investment which 1
+ind most extraordinary, however, is the co—operation of
English capital with the armour plate manufacturer Hermann
Gruson to establish the Norddeutsche Schiffbau-AG of Kiel in
18467; this company was established to build armoured ships
for the infant German navy.'®® Since Krupp obtained finance

at this same period from the French Banque Seilliére,2?° we

1846. Hundert Jahre Vereinsbank in Hamburg 1856-1956
[Hamburg, 19561 pp. 28-29.

187. Kurt Bloemers, William Thomas Mulvany (1804-1885). Ein
Beitraq zur Geschichte der rheinisch—-westfalischen
Grossindustrie und der deutsch-englischen
Wirtschaftsbeziehungen im 19. Jahrhundert (Essen, 1922) pp.
&1—-63 (=Veridffentlichungen des Archivs fir Rheinisch-—
Westfalische Wirtschaftsgeschichte (Rheinisch—-Westfalisches

Wirtschaftsarchiv) vol. 8).

188. Geldern, Dechelhduser p. 8

189. "Prospekt: Norddeutsche Schiffbau Aktien—Gesellschaft,
Kiel" in: Aktionar (Frankfurt/Main, Sunday, 7 July 1867)
vol. 14 No. 706, p. 485.

190. Wilhelm Berdrow, Rlfred Krupp (Berlin, 1927) vol. 2, p.
89; Cameron, france and Economic Development, pp. 396-397.
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have the peculiar situation that French capital helped equip
the German arms industry, and the German naval dockyards are
in part a creation of British capital. The importance of
British capital for the Ruhr can be gauged by the attitude
of Der Aktionar, the leading German financial weekly. In
1865 Der Aktiondr cited as an example of the extent to which
the Ruhr had recovered from the slump of 1857-18B60 the fact
that "once again English capitalists are turning their
active attention to the Westphalian iron industry." (The
occasion was Mulvany s involvement with the Dortmunder
Hiitte.)=2

Dutch investment also moved into the Ruhr, investing in
the Steinhauser Hitte and the collieries "Holland" and
"Gelria”-*"= As one might expect, Dutch finance,
entrepreneurs and sailors were very important in developing
the Rhenish shipping industry.®®> But the British, Irish,
and Dutch contributions pale in comparison with French and
Belgian investment. The names of the coal panels which were
to become the colliery "Dahlbusch” reflected the origin of
their owners; "Konig Leopold” and "Kﬁnig{n von England”.
British capital, however, withdrew from "Dahlbusch", which

remained almost totally under Belgian control (with caesurae

191. “Rheinisch-Westfidlische Briefe No. 320" in: Aktionar
(Frankfurt/Main, Sunday, 29 January 1865) vol. 12, No. 579,
p. 53.

192. Preussische Gesetz-Sammlung 1858 pp. 413-428; H.P.G.
Quack, Herinneringen uit de Levensjaren (Amsterdam, 1913)
pPp. 92-95; Bloemers, Mulvany pp. S57-58.

193. Information from Dr H.A.Wessel, archivist of the
Mannesmann—Wer ke.



in 1914-1918 and 1940-1945) until the 1960°'s.*"% The
largest iron and steel company in Germany in the 1850°s, the
Phoenix, Actien-Gesellschaft fir Rergbau und Hiittenbetrieb,
has been described by a contemporary as a completely Belgian
enterprise, which conducted all its correspondence in
French.*®® 1f British capital invested in Germany because
of existing trade flows and because of Britain‘'s
technological lead, French and BRelgian capitalists were
obeying the dictates of geology as they followed eastward
the coal seams which stretch from Dover to Dortmund. French
investment was also very important in non—ferrous metals.
There is much to be said for the argument that Germany and
France form two halves of a complementary economic system
and this is particularly evident in the case of non—ferrous
metals — the glass industry is an example - but France is
realtively poor in deposits of these metals. Germany, on the
other hand, was in the nineteenth century the world’s
largest producer of zinc, in the top two or three for lead,
and in the top three or four for copper. Thus we find
French investment in the Actien—Gesellschaft fir Bergbau,
Blei—- und Zinkfabrikation zu Stolberg und in Westphalen
{(which in the 1850°s was the largest lead producer in
Europe); the French-backed company Vielle Montagne of Lieége
dominated the European zinc market including Europe’'s

largest zinc producer, Germany; there are numerous instances

194. Wilhelm Kesten, Geschichte der BergwerKgesellschaft
Dahlbusch (Essen, 1932).

195. Franz Joseph Collin, Vom Meiler zum Grossraum—Koksofen.
Erinnerungen [Dortmund, 19341 pp. [63-[7].
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of direct French investment in lead mines at Commern in the
Eifel and in zinc mines at Bergisch-Gladbach; there was also
direct French investment in the Silesian zinc industry.”e

Foreign investment in the Ruhr was crucial not only for
the capital it provided but also because it was accompanied
by new technology. Mulvany s mine agent from Durham,
William Coulson, introduced the practice of tubbing out the
sides of mine-shafts; the Belgian Joseph Chaudron perfected
the Kind-Chaudron sinking process while sinking the mine
"Dahlbusch"; and another Belgian, Charles Detillieux, the
General Director of the Phoenix, was certainly the second
man in the Ruhr, and quite likely the first; to produce pig
iron by means of a coke—fired blast—furnace.?*®~

If I may sum up my picture of the German capital market
in the critical period 1848-1873: an industrialist would
first re—invest profits and tap the funds of his relatives;
these relatives might lead him to (or be themselves) men who
had made fortunes during the period of primitive capital

accumulation, such as merchants, Spediteuren or cloth

196. Cameron, France and Economic Develoﬁment, pp. 375-387;
Fanny Imle, Der Eleibergbau von Mechernich in der Voreifel.
Eine wirtschafts— und sozialpolitische Studie (Jena, 1909)
pp. 29, 60. The information about the zinc industry around
Bergisch Gladbach is derived from the superb unpublished
history of Dr. Armin Rosenbaum, "Sammlung von Wissenswertem
iiber die ‘Berzelius’ Metallhiitten—Gesellschaft m.b.H.
Duisburg-Wanheim", 14 August 1932 p. 16, consulted in the
archive of Berzelius GmbH, Duisburg-Wanheim.

197. Bloemers, Mulvany, p. &3; Kesten, Dahlbusch, pp. 68—
69; Cameron, France and Economic Development, p. 389. Hans
Seeling has written numerous articles about Belgian
influence in German industrial development; he has now
synthesized his researches as: Hans Seeling, Wallonische
Industrie—-Pioniere in Deutschland. Historische Reflektionen
(Liége, 1983).




manufacturers; then the industrialist would tap the capital
market by knocking on enough doors until he found a private
banker who would believe in him; when the company outgrew
the private banker ‘s resources, the private banker would in
turn tap joint-stock banks or foreign investors. After
1871, foreign investment from France and elsewhere did not
withdraw — "Dahlbusch", for example, remained in Belgian
hands until the nineteen-sixties - but its proportion of
German investment dropped rapidly, as the hyperactive joint-—
stock banks of the Grinder jahre moved into the Ruhr.
Finally, when the German banking industry embarked upon a
phase of rapid concentration after 1897 the private banks
were rapidly absorbed, destroyed by war, inflation, or
depression, aryanized or closed down by the Soviet occupiers
so that the multiplicity of private banks of the nineteenth
century disappeared, the German financial market became
dominated by the three monoliths of the DeutscheBank, the
Dresdner Bank and the Commerzbank, and industrialists
experienced difficulty bridging the "Macmillan gap"” (as it
is called in Britain: the gap between thg initial grub-
stake and a full stock market listing). Sir Robert Ensor
has described this process very well when he has said of the
amalgamation process in England that it “gradually blunted
the spear-point of individualist initiative, which had

hitherto opened the new ways for England.™?:%®

198. Sir Robert C.K.Ensor, England 1870-1914 (Oxford, 1936)
p. 114 (=George Clark, ed., The Oxford History of England,
vol. 14).

136



I1. The Direction der Disconto-Gesellschaft:

Origins, Growth, Internal Structure and Relationship

with other Banks

A. The Origins of the Disconto—-Gesellschaft

The Depression of the 1840°s was one of the most
severe in European history. In the earlier part of the
decade, a potato blight created famine conditions which
reached their most extreme expression in Ireland and in the
revolt of the Silesian linen weavers. In 1847, the railway
mania ended in a panic in both England and Germany, and a
commercial crisis was overlaid on the existing agricultural
depression. When the Revolution of 1848 erupted in Paris in
February, the fear of revolution on top of weak economic
conditions led many commercial houses to suspend payment.
Chief of these in Germany was the private bank of Abraham
Schaaffhausen in Cologne, which suspended in the last days
of March 1848. In Belgium, however, a notable measure was
taken to stanch the panic: under the patronage of King
Leopold, a co-operative credit society, the Union de Crédit,
was called into being in Brussels. This‘”as the immediate
model for the Berlin Disconto-Gesellschaft.

The original plan was ideally calculated to appeal to
the two strongest impulses in David Hansemann’s nature:
charity and profit. Perhaps every creative entrepreneur
needs a belief in a higher mission, a feeling that he is
doing more than "merely” making money. In Hansemann this
feeling was highly developed; perhaps he received it from

his mother, whose last will and testament combines religious
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and financial imagery in a remarkable fashion:
"I would dearly love to will something to my
beloved son David Hansemann; but my poor things
would be of no use to him; so let his good child-
like heart accept my blessing for him and his
descendants as an invisible capital, which has
been deposited for him in a better world and upon
which the interest will be paid from above.":?%
This combination of charitable plus profitable impulses
comes out equally strongly in the fire insurance company
which Hansemann founded {n 1823 in Aachen: the Aachener und
Mlinchener Feuerversicherungsgesellschaft, which today is one
of Germany s largest financial conglomerates. This company
was required to allocate half its profits to charity; the
other half went to its shareholders. Many insurance
pioneers felt uncomfortable with the profits of joint-stock
inswrance companies, and preferred the mutual form;
Hansemann, with characteristic brilliance, was able to
reconcile the profitable and the eleemosynary. Until 1875
the ARachener und Minchener Feuerversicherungsgesellschatft
supported the Aachener Verein zur Befbrderung der
Arbeitsamkeit (the Aachen Association for the Encouragement
of Industriousness). The Aachener Verein encouraged
industriousness through savings plans, and until its assets
melted away during the inflation in 1923, it was the second

largest savings bank in Germany after the Berlin savings

barik.=2°°

199. Alexander Bergengruen, David Hansemann (Rerlin, 1901) p.
44,

200. Rergengruen, David Hansemann pp. 55-74, Wilhelm Eltester,
"Die geschichtliche Entwicklung des Aachener Bankwesens vom
Beginn des 19. Jahrhundert bis zur Gegenwart” (Rachen, 1948)
pp. 4, 12-13 in Stadtarchiv Aachen, Az. Hs 998.
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A credit union, like the Brussels Union de Crédit and
the Disconto—Gesellschaftyis a savings co-operative. Its
customers are its owners. A credit union can often pay
higher dividends than an ordinary bank because it knows more
about the people to whom it lends; it has less risk. The
Brussels Union de Crédit paid dividends at the rate of over
%. Its charitable and co-operative structure made it more
profitable: which had great appeal for David Hansemann.

For a while Hansemann was pursuing the same idea as the
great advocate of working-men‘s credit co-operatives:
Hermann Schulze-Delitzsch. 1In fact when Schulze-Delitzsch
set up his own central bank for his co-operatives in 1864,
the Deutsche Genossenschaftsbank von Soergel, Parisius & Co.,
he modelled it upon the early Disconto-Gesellschaft. But
Schulze-Delitzsch was a social reformer; Hansemann an
entrepreneur. While Schulze-Delitzsch stayed with his
working—men’'s co—operatives and people s banks
(Volksbanken), and Friedrich Wilhelm Raiffeisen later
brought the idea of agricultural credit co-operatives to the
countryside, Hansemann developed the Dis€onto—Besellschaft
into something quite different.=°?

It was also particularly characteristic of David
Hansemann that he should choose to imitate a Belgium

innovation. David Hansemann was born near Hamburg, but he

201. Walther Dibritz, Grindung und Anfange der Disconto-
Gesellschaft, Berlin. Ein Beitrag zur Bank— und
Wirtschaftsgeschichte Deutschlands in_den Jahren 1850 bis
1875 (Munich and Leipzig, 1931) pp. 7, 10-164; Karl Erich
Born, Geld und Banken im_ 19. und 20, Jahrhundert (Stuttgart,

1977) p. 220 (=Kriéners Taschenausgabe vol. 428).
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made his career in ARachen, close to the Belgian frontier.
He was also an investor in a textile firm in Eupen, which
was later managed by his sons Adolph and Gustav; a true
border town, which is now in Belgium. Like other
Rhinelanders, David Hansemann was always quick to look to
Germany’'s western neighbour. After all, until 1900 the
Rhineland shared a common legal system with France and
Belgium (the Code Napoléon); it did not share a common
legal system with Berlin. The Rhenish Railway, Hansemann's
pet project, would have been impossible without finance from
the Belgian government. Hansemann also wanted Belgium to
join the Zollverein, and Belgium did apply; the application,
however , was rejected on the grounds that only German states
could become members.=°2 (Luxembourg, which has a more
uncertain nationality, was a member of the Zollverein until
1218.) Up until and including 1848, Belgium was also the
ideal political model for Berman liberals; the Prussian
constitution of 1848, which Hansemann helped to draft, was
modelled on the Belgian constitution. The oneness of this
heartland of Westphalia, Rhineland, Belgium and Northern
.
France, was expressed most eloquently by Maximilian Harden
in 1223:
"Retween Ostende and Hamm, the Pas—-de-Calais and
Dortmund lie in the valleys of the rivers
Schelde, Meuse, Rhine and Ruhr Europe’s richest
possessions in coal and ore, the most productive
mines, the most modern foundries, steelworks,
machine factories, railway nets and waterways. If
this area is brought together rationally as the

economic unity to which it is foreordained,
without regard for the political borders that

202. Bergengruen, David Hansemann, pp. 133, 163-164, 214-218.
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dynastic rivalry and diplomatic wastefulness have
arbitrarily drawn, then it can help France and
Germany through the aftermath of the war and
become the source from which will flow the
strength to heal our continent.=2°

Unfortunately Harden's vision was only realized after
another war, with the creation of Benelux, the European Coal
and Steel Community, and ultimately the European Economic
Community; and one possible
explanation of the E.E.C. ‘s troubles today is the economic
decline of this unified region, which despite its troubles
is still an essential piece of the economic fabric of
Western Europe. I have discussed the
France/Belgium/Rhinel and-Westphalia connection at some
length because it is so vital, and because it will be a
recurring theme in the enterprisecs of the Disconto—
Gesellschaft.

There was a third impulse behind David Hansemann's
interest in a credit union for small businessmen. If there
was one thing the leading financiers of 1850 did not want to
occur, it was a repetition of the misery of the 1840°'s and
the panic of 1848. David Hansemann, then Prussian Finance
Minister, had been instrumental in stemming that panic
through the conversion of the Cologne private bank, Abraham
Schaaffhausen, one of the first Prussian public limited
companies engaged in banking, and through his creation of

Darlehenskassen — special discounting offices to tide

Frussia over the financial emergency and subsequently re-

203. Maximilian Harden, Deutschland, Frankreich, England
(Berlin, 1923) p. 109 Harry F. Young, Maximilian Harden,
Censor Germaniae (The Hague, 1959) pp. 232-233.
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erected during the Prussian mobilizations of 1859, 1864,
1866, 1870, and 1914. Hansemann was very concerned about
the shortage of credit for small businessmen. The Disconto-
Gesellschaft, as he originally envisioned it, was to be a

state—sponsored credit institution (as the Darlehenskassen

had been and as the Schaaffhausen 'scher Bankverein was)
so as to avert a repetition of the panic of 1848. When he
exchanged his post as Finance Minister for that as head of
the Bank of Prussia, David Hansemann at once began to make
preparations to set up this new institution. On 26 June
1850 the first general meeting of the "Berliner
Kreditgesellschaft” met in the conference room of the Bank
of Prussia; a clear indication of the institution’s semi-
official status.=°4

Hansemann had hoped that this association would be
granted a legal personality as a public joint-stock company

(Offene Handels-Gesellschaft, OHG)- 1ts memberswould still

have unlimited liability. He also hoped that, as a state—
sponsored institution, it could count on favourable terms
for discounting its paper at the BRank of Prussia. Yet as the
Revolution of 1848 faded into the past, so did Hansemann's
pelitical fortunes. Hansemann was the furthest to the left
of that remarkable constellation of Rhenish businessmen who
rose to prominence in 1848: Gustav Mevissen, Hermann wvon
Beckerath, Ludolf Camphausen, Freiherr August von der Heydt

and Freiherr Abraham von Oppenheim, to list the others

roughly from left to right. The leading lights of the

204, Bergengruen, David Hansemann pp-. 662-663.
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reaction loocked upon Hansemann with disfavour and suspicion,
and the more the threat of revolution receded the more
dispensable Hansemann became. Chief of Hansemann’s
opponents was August von der Heydt: always the most
conservative of the Rhenish liberal businessmen, he had
crossed over to the reaction with flags flying. Von der
Heydt, now Minister of Trade, the Finance Minister von
Raabe, and the Oberprasident (governor of a Prussian
province) of the Mark Brandenburg, Eduard Flottwell,
bitterly opposed a project which they saw as designed to
increase Hansemarws popularity.=®°® Von der Heydt had yet
another axe to grind. As I have mentioned before, as a
former partner of the private bank von der Heydt-Kersten &
Sohne of Elberfeld, he had no desire to foster a new
institution which would break the financial monopoly of the
private bankers.=°e

1f the government had retained David Hansemann as head
of the Bank of Prussia, Hansemann would have had to give up
his plan. But the reaction deepened, and at the beginning of
April 1851 he was dismissed from the Bank.of Prussia. Loth

to become inactive now, Hansemann decided to go ahead with

his plan for a credit union, but this time as a purely

205. Bergengruen, David Hansemann, pp. 664-666; Dabritz,
Disconto—Gesellschaft, pp. 10-11.
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private joint-stock company; it would not be a society with
legal personality, but neither would it be dependent upon
government approval. A meeting of the Berliner
Kreditgesellschaft, the embryonic credit union, voted
unanimously on 2 June 1851 to reject the government s
requirements for incorporation and proceed with Hansemann’'s
new plan. The new articles of association dated from 6 June
1851, and they were written with the proviso that they would
become effective only if no more satisfactory response was
forthcoming from the government by 15 September. The
government stood fast, and on 15 October 1851 the new
company began business.=®°7

The new company was essentially a private partnership
with active partners - for the time being limited to David
Hansemann - plus silent partners with limited liability who
were also the customers of the firm. Hansemann defined the
firm's co—operative character when he said that "A member of
the company is a shareholder and a customer at the same
time." Only the active partners were to represent the firm
outwardly, so the company s formal name was the "Direction
der Disconto-Gesellschaft”. The silent partnership is the
crudest method of limiting liability; in theory, if the
company goes bankrupt the creditors will be unable to press
their claims against partners whose names they do not know.
The early Disconto—Gesellschaft had no legal personality
apart from its Direction, which consisted of David

Hansemann. The organs of the company were the directorate

207. Bergengruen, David Hansemann, pp. &b6-b647.
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(Direction), consisting of the active partners
(Geschaftsinhaber) with the deciding voice and managers
(Geschiftsfihrer) with only an advisory voice, the
administrative board (Verwaltungsrath) which represented the
silent partners, and the general meeting, in which only
those who had invested a thousand thalers or more could
vote. Members had to pay up 107 of their investment
initially, and could borrow up to the full amount. To be
admitted a prospective member needed the approval of the
directorate, the administrative board, and a special
admissions committee. The silent partnerships were as a
rule not transferable, since they were based upon personal
confidence, although exceptions were envisioned for cases of
inheritance. The profits were to be divided as follows: the
active partners got S%Z off the top, then the members got 4%
as their ordinary dividend. OFf what remained, 1710 was to
be put into a reserve fund, and of the remaining 9/10 one-
quarter was to go to the active partners, three quarters to
the members as an extra dividend.=°®

A membership list for the Disconto—G?sellschaft shows a
remarkable variety of occupations. In addition to merchants
and factory-owners, there are numerous handicraftsmen:
masons, carpenters, glaziers, shoemakers, tailors,
milliners, glove-makers, bakers, brewers, butchers,
printers, typesetters, gold-smiths, carpet-makers and one

hairdresser. Yet the Disconto—-Gesellschaft soon 1aboured

208. Didbritz, Disconto-Gesellschaft, pp. 10-16. The first
statute of the Disconto—Gesellschaft and its
Gesellschaftsvertrag are in the RWWA, Az. 92 Gd.
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under the disadvantage that its members did not borrow
enough from it. Half of the members of the Brussels Union
de Crédit took out loans there, but less than 40%Z did so at
the Disconto-Gesellschaft. The Disconto-Gesellschaft had
difficulty acquiring new assets for its locan portfolio, and
its growth was hindered. As a result it began to make less
of its money from its regular operations, and more under the
heading marked "other". In addition the memberships changed
hands frequently, making the Disconto-Gesellschaft ‘s capital
base uncertain. Hansemann took steps to solve these
problems. As early as 1852, he raised the maximum amount of
a share to 20,000 thalers, so as to attract a wealthier and
hence steadier clientele. He persuaded the general meeting
of 20 December 1852 to introduce the "fully-paid share";
previously members could only pay in 10% of their share.
This was a success, as many members chose to take advantage
of the opportunity and fully pay up their shares. Finally,
on 19 April 1854 David Hansemann convinced the general
meeting to allow the admission of Kommanditsdren (a special
form of silent partner) with a fully paid.up minimum capital
of S0,000 thalers. With this Hansemann broke out of the
hitherto co-operative character of the Disconto-
Gesellschaft.=°"

B. The Introduction of Crédit Mobilier Banking to Germany

I have already discussed the spread of the Credit
Mobilier idea throughout Europe. In Germany there were two

men with direct connections to the Saint-Simonian milieu of

209. Dabritz, Disconto—Gesellschaft, pp. 17-19.
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Paris who were inspired by the idea of the Crédit Mobilier:
Gustav Mevissen and Freiherr Abraham von Oppenheim. Mevissen
read Saint-Simon extensively in his youth and came into
contact with his disciples during a Paris stay in 1838. 1In
1848 Hansemann entrusted Mevissen with the reconstruction of
the A. Schaaffhausen scher Bankverein AG and thus Mevissen
gained the chance to put his ideas into practice.
Oppenheim’s link to the Saint-Simonians was more material.
The Oppenheims followed a policy of strategic marriages.
They were related to many of the most important banking
families of Europe: the Beyfus of Frankfurt, the Kaskels of
Dresden, the Heines of Hamburg, the von Habers of Carlsruhe,
the Bischoffsheims of Brussels, the Simons of Konigsberg and
even (after 1860) the Hansemanns of Berlin. The link to the
Saint-Simonians in this case consisted of Abraham
Oppenheim’'s sister, who was married to the banker Benoft
Fould of Paris, the financier and founder (with the Pereire
brothers) of the Crédit Mobilier.=°

Mevissen intended to develop the A. Schaaffhausen scher
Bankverein AG into a universal bank, and when the Crédit
Mobilier was established in 1852 he at once acknowledged the
intellectual affinity. Mevissen himself declared that the
purpose of a bank was to be "the regulator of all economic
activity". But various constraints crippled Mevissen’s

plans. Although the activity of the Schaaffhausen’'scher

210. Dabritz, Disconto-Gesellshaft, pp. 31-38; Alfred Kriger,
Das Kiélner Bankiergewerbe vom Ende deg 18 Jahrhunderts bis
1875 (Essen, 1925) p. 68 and note (=Veréffentlichungen des
Archivs fiir Rheinisch-Westfdlische Wirtschaftsgeschichte
(Rheinisch-Westfalisches Wirtschaftsarchiv_in Kiéln) Vol. 10).
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Bankverein was limited to the Rhineland, its capital was
already insufficient for its purposes. Because the bank was
carrying on the business of an old house, much of its
capital was already committed to normal banking activities,
such as discounting bills, and was not available to provide
long—term finance to industry. In addition, since the
victory of the reaction in Prussia and the rise to power of
the private banker von der Heydt, Mevissen could nc longer
hope for further co—-aperation freom the Frussian government,
his largest shareholder, in extending the scope of the
Cologne bank.=3?

Since Mevissen could not accomplish his programme
through the existing Schaaffhausen scher Bankverein, he
decided he would found a new bank which would carry out this
programme; and since he could not establish such a bank in
Frussia, he decided to set it up “offshore”, in the Grand
Duchy of Hesse-Darmstadt. Just as the Credit Mobilier had
been a blow against the power of the Paris Rethschilcds, so
this new bank was a blow against the power of the Framkfurt
Rothschilds, for Hesse-Darmstadt lay right outside the gates
of the Free City-. In 1853 the LCreédit Hnbzlier, the
Schaaffhausen scher Bankverein, and Sal. Oppenheim jr. +
Cie. founded the Barnk fir Handel und Industrie in Darastact
(often referred to as the Darmstadter Bank). Without the
help of the Crédit Mobilier in placing the shares aon the

Faris bourse the new bank would never have survived its

Zi1. Dapritz, Disconto-Gesellschnaft, pp. 41-43%; Joseph
Hansen, Bustav von Mevissen. Ein rheinisches Lebensbild
1B15-1899 (Berlin, 1905) vol. 1. p. 645.

148



first difficult years. The capital was 25 million gulden
(30 million marks), of which 10 million gulden (20 million
marks) were to be issued at once. Oppenheim and Mevissen
offered the post of director of the bank to David Hansemann.
Hansemann would have accepted if he had found someone to
take his place, or at least deputize for him, at the
Disconto-Gesellschaft. But of the two men he felt were
suited to replace him, his son Adolph did not want to leave
his flourishing textile factory in Eupen for an uncertain
future at the fledgling Berlin bank, and Hansemann’'s old
political friend Carl Mathy was busy as a partner in
Rassermann’ s publishing house in Mannheim. Hansemann had
evidently already formed his low opinion of his brother—in-
law Hermann Weise, for he did not come into consideration.
Hansemann regretfully had to refuse, for the remuneration
they offered was very handsome: a salary of 30,000 gulden,

plus a tantiéme (bonus) of S%. Lazarus Hess, who had

previously been an employee of the Creédit Mobilier, became
the first director of the Bank fur Handel und Industrie.=®*=

The Darmstadter Bank had hoped to be.able to open
branches on Prussian soil. But the Prussian government
always refused its permission. Numerous proposals were puf
to the Prussian government for new Crédit Mobilier banks

which would have the form of Actiengesellschaften. These

proposals were alsc rejected. Thus what German Creédit

Mobilier banks were established before the introduction of

212. Bergengruen, David Hansemann, p. 6703 Dabritz,
Disconto—Gesellschaft, pp- 41 -453Rondo E. Cameron, «Die Grcznalunj

der Darmstidter Bank? in: Tradition. Ze,a'f.(dwﬂf‘f far ﬁrmqugh.‘l“fg and
un-fe,nd,mu-l,;oﬂp,,rhfe (Mun.'d", 'F-eb"udly '957) vD'-l,Ma 1, rrlo‘/-lzi. 149




free incorporation in June 1870 were either founded outside
of Prussia, in one of Germany ‘s numerous "duodecimo
principalities”, or through taking advantage of the legal

loophole of the Kommanditqesellschaft auf Aktien. I shall

discuss the Kommanditgesellschaft auf Aktien at length in

the next section. Examples of the "offshore" banks, mostly
founded in the boom year of 1856, include the Internationale
Banque a Luxembourg (which still remains an important
offshore bank, although in a different legal envirocnment),
the Mitteldeutsche Credit-Bank in Meiningen, the Dessauer
Credit-Anstalt, and the Niedersachsische Bank in Blckeburg,
to name only a few.=>

Threatened by imminent competition on the one hand, and
stagnating business on the other, the time had come for
Hansemann to meet the challenge. He first moved to expand
the bank ‘s fields of activity. At the general meeting of 28
April 1855 he had Article 22 of the statute amended. This
article regulated the use of funds which were not used to
discount bills of the Disconto-Gesellschaft s members.
Hithertn these funds could only be invested in bills from
non—members or applied to maintain useful commercial
connections and run the bill discounting business. All
other operations were excluded. Hansemann amended the

article to allow advances against stocks (bonds), shares,

and similar securities, and that "all larger commercial

213. Dabritz, Disconto-Gesellschaft, pp. 45-49; Rondo E.
Cameron, France and the Economic Development of Europe 1800-
1914: Conguests quests of Peace and Seeds of War (Princeton, 1961)
pp- 160-161.
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connections" could be entered into which one regarded as
“safe and profitable”. With this amendment the whole world
of company flotations and other new issues was opened to the
Disconto—-Gesellschaft. Only immobile property (real estate)
was excluded. But in a further revision on 13 November 1856
it was stated that this embargo did not apply to mines or
industrial establishments; that investments could be made in
immobile property if the property could be quickly resold;
and even if this was not the case, under "exceptionally
favourable circumstances" an exception could be made. With
these amendments David Hansemann obtained a completely free
hand and the Disconto-Gesellschaft became a Crédit Mobilier,
a universal bank.=14

C. A New Corporate Form: the Kommandit-—
Gesellschaft auf Aktien.

The second step Hansemann took was to obtain the
resources to carry out this ambitious programme. 0On 28
April 1855 he increased the maximum membership to 500,000
thalers. But this alone did not suffice. Finally, in
December 1855 Hansemann laid before the public a plan he had
worked out with the Berlin legal expert, Justizrath August
Theodor Geppert 1, and his old companion from the 1848
liberal movement, Carl Mathy. Permission to form a proper
public limited company (Actien-Gesellschaft; Sociéte
Anonyme) was clearly not forthcoming from the government.
There is, however, another Continental corporate form which

has no true equivalent in Anglo-Saxon corporate law. This is

214. Bergengruen, David Hansemann, p. &74; Dabritz, Disconto—
Gesellschaft, pp. S1-52.
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the Société en Commandite or Kommandit-—gesellschaft
(abbreviated KG). This is essentially a partnership, with
silent partners (Kommanditaéren) and active ones
(Komplementaren). Unlike the Anglo-Saxon partnership,
however, which has no legal identity apart from the persons
of its partners, a Société en Commandite is a Societas and
has a legal personality of its own. This question, however,
bas always been a grey legal area. There is a school of
thought in German law which holds that the existence of a

Kommanditgesellschaft is bound up with the persons of its

partners, and if all the partners die at once (say in a
train crash), the Kommanditgesellschaft dies tooc. This
close association between the existence of a

Kommandi tgesellschaft and the persons of its partners can be
seen in the names of many such companies, which include the
names of their partners in their formal corporate titles:
the Barmer Bankverein von Hinsberg, Fischer & Co., the
Halle scher Bank—-Verein von Kulisch, Kaempf & Co. These
legal technicalities imply a unity between the interests of
a Kommanditgesellschaft and those of its Eartners which
resembles the Anglo—-Saxon practice.

In France, the existence of the Sociéte en Commandite
was recognized in the Napoleonic Code de Commerce,
including a variant upon the simple form, the Societé en
Commandite par Actions, which had transferable shares for
the limited partners, plus an active partner (Gérant or

Geschiftsinhaber) who had unlimited liability. The

breakthrough for this corporate form came in 1832 when the
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French courts ruled lawful making these shares out to
bearer, which made them eligible for listing on the Paris
bourse. This meant French businessmen could take advantage
of a corporate form which had shares with limited liability,
yet which did not require government permission. Between
1826 and 1848 nearly three thousand Sociétés en Commandite
were formed in France, almost ten times the number of
Sociétés Anonymes which were formed in the same period. In
1836, however, the French government introduced restrictions
governing the formation of Sociétés en Commandite, and
formations dropped off- French laws of 1863 and 1867
introduced the free formation of Sociétés Anonymes, which
brought to an end the heyday of the Société en Commandite
par Actions.=2S

At the same time as the Société en Commandite par
Actions was approaching the end of its useful life in
France, David Hansemann prepared to introduce it to

Germany, where the boom in Kommanditgesellschaften auf

Aktien would last from 1856 until the free formation of
Actienqgesellschaften was introduced in 1820. Prussian law
acknowledged the existence of the Kommanditgesellschaft, but
regulated it in only two paragraphs. The first paragraph
said that a person who entrusted his capital to this

Societas not against fixed interested but who only

215, Cameron, France and Economic Development pp. 33-35;
Leland Hamilton Jenks, The Migration of British Capital to
1875 (London, [12271]) p. 395 note 4; Zwei Generationen im
deutschen Bankwesen 1833-19214: Hermann Wallich, Aus_meinem
Leben. Paul Wallich, Lehr— und Wander jahre eines Bankiers
(Frankfurt/Main, 1978) p. 392.
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participated in the profits and losses, in proportionto his
invested capital, was to be known as a silent partner. The
second said that if his name was not included in the title
of the company and he was not expressly acknowledged as a
partner, he would be liable to the company s creditors only
to the amount of his capital held by the company.=21e
Hansemann, Mathy, and Geppert decided to use this
corporate form to fulfill their purposes. The Disconto-—
Gesellschaft general meeting of 9 January 1856 agreed to

issue a Kommanditkapital (a capital of Commandites) to the

amount of 10 million thalers (30 million marks), in the form
of fully paid shares of 200 thalers (600 marks) each. Both

the holders of the kKommanditkapital and the previous silent

partners would be first off entitled to a 4% ordinary
dividend. If the profits allowed payment of an extra
dividend above that, the Kommanditaren would be entitled to
an extra 14Z. The liability of the previous members of the
Disconto—-Gesellschaft was altered. The Kommanditkapital was
liable for the debts of the company, the active partners
(the BGeschaftsinhaber) retained their unlimited liability,

but the Mitbetheiligte - “"co—-partners", as the original

members of the Disconto—-Gesellschaft were now called, were
henceforth only liable for obligations which arose from
business with them, the Spezialgeschaft or special
business. Hansemann summed up this principle as "Separate

losses, common profits." As it happened, the special

2146. Jenks, Migration of British Capital, p. 395 note 4;
Dibritz, Disconto-Gesellschaft p. 55.

154



business steadily dwindled in importance. Some of its
participants were wiped out by the panic of 1857. Others
prospered so much that they could graduate to being full
current account customers of the bank. Adolph Hansemann
maintained the special business out of a sense of piety to
his father, but it was closed down when the new law on
public limited companies of 1884 required it to be
discontinued.®7

Far more lasting was the new corporate form which

Hansemann created: the Kommanditgesellschaft auf Aktien

(abbreviated KGaA). As the biographer of David Hansemann,
Alexander Bergengruen, has observed, "with one foot he stood
within the law, whilst with the other he stepped beyond it,
yet without violating it in any way."” With a feeling of
impotence Hansemann s antagonist von der Heydt came to the
conclusion that there was nothing he could do about it.
Hansemann believed that when necessary one should innovate
new legal forms and the law would follow; thus the law and
the state avoided the danger of stagnation. Hansemann’s
innovation was endorsed by the experts asaembled in
Nuremberg in 1856 to create a uniform German commercial

code: they classified the Kommanditgesellschaft auf Aktien

as a sub—-type of the Kommanditgesellschaft in the German

commercial code promulgated in March 1861.%®

217. Bergenruen, David Hansemann pp. 674-676; Dabritz,
Disconto—Gesellschaft, p. 53.

218. Bergengruen, David Hansemann, pp. &68-669; Dabritz,
Disconto—-Gesellschaft pp. S6-57; Béhme, "Griindung und
Anfange", vol. 11 p. 49.
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The Kommanditgesellschaft auf Aktien can be described

as a halfway house on Germany’'s road to full capitalist
forms, a cross between a partnership and a public limited
company. In theory, it is the ideal corporate form. It can
raise capital just as easily as a proper public limited
company can; the small investor can participate in the
firm's profits, yet has limited liability, as is the case
with a public limited company; yet in case of bankruptcy,
those most responsible for the firm s collapse have
unlimited liability and should suffer the most. A drawback
is that the shareholders are largely disenfranchised: the

active partners, the Geschéftsinhaber, have the final say

and co—-opt each other, whereas the shareholders elect an
administrative or supervisory board with only limited
oversight powers. In practice, haowever, this is not that
different from public limited companies, where the small
shareholder also has little or no say.

The absoclute power of the active partners of KGaR was
one of the reasons why Jacob BGoldschmidt, in the process of
merging the Bank fir Handel und Industrie.and the
Nationalbank fiir Deutschland in 1923, arranged for the new

hybrid bank to have the corporate form of the

Kommanditgesellschaft auf Aktien. Goldschmidt was also fond

of this legal device because two of the oldest and most
prestigious Berlin banks, the Rerliner Handels-Gesellschaft
and the Disconto—-Gesellschaft, had this corporate form. The
great power which the partners of a KGaA enjoy enabled

Adolph von Hansemann to rule the Disconto—-Gesellschaft as
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his private fiefdom. The disenfranchisement of the

shareholders of a Kommanditgesellschaft auf Aktien makes the

K6aA almost impregnable against takeovers. In 1923, for
example, the stock exchange speculator Emil Ciprut assembled
a packet of 35X of the shares of the Berliner Handels-—
Gesellschaft which he sold to Hugo Stinnes. When Hugo
Stinnes tried to extend his control to the Berliner Handels-—
Gesellschaft, its leading partner, Carl FQrstenberg,
informed Stinnes that the shareholders of a KGaA had no
legal right to interfere in the dispositions of the
partners. Stinnes at once became vastly more co-
operative.®*% This strong defence against takeovers may be
either a good or a bad thing, depending on one's views about
takeovers.

The extraordinary powers granted to the partners of a

Kommanditgesellschaft auf Aktien has often proven fatal to

companies which adopt this corporate form. A remarkable
number of German bank collapses have affected
Kommanditgesellschaften auf 6ktien. The Vereinsbank
Quistorp, which collapsed in 1873, was a

Kommanditgesellschaft auf Aktien; so was the Vereinsbank

Sternberg, which collapsed in the 1890°'s; so was the
Darmstadter—Nationalbank, when it collapsed on that day of
evil omen, 13 July 1931; so was the Cologne bank J.D.
Herstatt, when it collapsed due to foreign exchange

speculations in 1974. A near collapse which is also worthy

219. Hans Furstenberg, Erinnerungen Mein Weg als Bankier und

Carl Fiirstenberas Altersjahre (Wiesbaden, 1963) pp. 143-144,
163—-164.
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of mention is the Berliner Handels-—-Gesellschaft, which
almost went under due to a partner s disastrous speculations
in Russian roubles in 188322° - an interesting parallel to
the collapse of Herstatt. Most curiously, I know of no
specific instance where the unlimited liability of the
active partners of the bankrupt institutions was called
upon; perhaps the creditors (or the government, in the cases
of the Darmstadter—Nationalbank and Herstatt) considered a
lawsuit to enforce this liability would cost more time and
money than it would be worth. So 1 know of no instance where
this corporate form has lived up to its promise.

The extensive powers granted to the partners at times
seem to have nurtured more entrepreneurial, yet responsible
partners, just as partners in old Wall Street brokerage
houses used to be more risk—-taking and entrepreneurial than
the armies of vice-presidents in the commercial banks. The
Berliner Handels-Gesellschaft survived the banking crisis of
the thirties better than its rivals thanks to the skills of
its managing partners, Carl Firstenberg and Otto Jeidels.
Otto Jeidels, in particular, in 1927 broke off a valuable
commercial connection with a progressive textile firm, the
Norddeutsche Wollkidmmerei of Bremen. In 1931 Nordwolle
collapsed, and it brought down the Darmstadter—Nationalbank
with it.22* The reputation of the partners of the Disconto-

Besellschaft of the 1920°'s is not particularly high; yet

220. Dip Berliner Handels—-Gesellschaft in einem Jahrhundert
deutscher Wirtschaft 1856—1956 [Berlin, 19561 pp. S56-37.

221. Berliner Handels—Gesellschaft 18546-1956 pp. 69, 211-
212, 224-230; Born, Geld und Banken pp. 497-500.
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after the Disconto—Gesellschaft merged with the Deutsche
Bank in October 1929, the partners of the smaller Disconto-
Gesellschaft ended up dominating the management of the much
larger Deutsche Bank. The more forceful personalities of
the KGaA partners engineered a "reverse takeover"” of the
much larger AG.

Another hallmark of the Kommanditgesellschaft auf
Aktien is nepotism. This is not necessarily a disadvantage,
because family companies (e.g. Matsushita Electric) display
a remarkable dynamism which enables them to continue to
flourish even in the present highly developed Western and
Japanese capitalist economies. Partnerships have an
inherent bias towards nepotism, because the need to buy out
a partnership when a partner dies can often result in the
liquidation of a company. The company will be financially
better off if the partner s son, no matter how incompetent,
steps into his father s shoes. Illiquidity after the death
of a partner has proven to be a weakness of the

Kommanditgesellschaft auf Aktien; after Adolph von

Hansemann died in 19203 without leaving a %on to succeed him,
the liquidation of his partnership hobbled the Disconto-
Gesellschaft during a critical period, and was possibly one
of the reasons for the Disconto-Gesellschaft’s further
decline vis—a-vis the DeutscheBank. The Disconto-
Gesellschaft was rife with nepotism. David Hansemann and
Adolph von Hansemann, father and son, were absolute rulers
of the bank from 1851 to 1903. Hermann Weise, David

Hansemann s Sippschwager (a Rhenish expression for men who
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marry sisters; David Hansemann and Hermann Weise had married
the Fremery sisters), was one of the tfirst Procurists. (A
Procurist is a German legal term, signifying someone who is
entitled to sign on behalf of a company, but who is not a
full director or partner.) Adolph von Hansemann’'s brother
Gustav Hansemann continued his career as a textile
industrialist in Eupen, and occasionally represented the
Disconto-BGesellschaft on the boards of various companies in
the Rhineland, such as the Bergisch Markische Banlk in
Elberfeld. Two distant relatives of David Harmsemann served
as directors of provincial banks which were associated Wit
the Berlin Disconto—-Besellschaft: Carl Senff, who became the
autocratic director of the Aachener Disconto-
Gesellschaft,and Gerhard Sachau, a director of the
Aligemeine deutsche Credit—-Anstalt in Leipzig.=2==

The other major family dynasty in the Disconto-
Gesellschaft was the Jewish family of the Salomonschns,
which was involved for longer than the Hansemanns were.
Moritz Salomonsohn, a Jewish banker from Inowrazlaw
{Hohensalza) in the province of Posen was one of the

founders of the Disconto-Gesellschaft in fBSl; his brother,

222. Ernst Wilhelm Schmidt, Manner der Deutschen EBank und dsr
Disconto-Gesellschaft (Dusseldorf, 1937); Denkschrift asus
Anlass des funfundzwanzigjdhrigen Bestehens der Bergisch
Markischen Bank in Eloerfeld. 8. December 1875 (Disseldorf,
18946) pp. 4, t65 Friedrich Bremen, Aachener Disconto-—
Gesellschaft. Rheinische Disconto-Gesellschaft. Rheinisch-
Westfilische Disconto-Geselischaft. Eime Eank in Rachen in
der Zeit zwischen 1872 und 1217. Ein Beitrag zur
Wirtschattsgeschichte des fachener Raumes {Diss
Fachhochschule Aachen, 1978} p. 202 in: Stadtarchiv Aachen,
Az. CA S57: Arthur Liebmann, Gcht Jahrzehnteim Dienste der
Wirtschaftt. Ein Lebensbild der Allgemeine deutsche Credit-—

Anstalt (Leipzig, 1238) p. 149,
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Adqlph Salomonsohn, became the Syndikus (house lawyer) of
the Disconto-Gesellschaft in 1863 and was a partner from
1869 until 1888; Moritz - son, Arthur Salomonschn, was a
partner of the Disconto-Gesellschaft from 1895 until the
merger of the Disconto-Gesellschaft with the Deutsche Bank
in 1929; and Adolph s son, Georg Solmssen (he changed his
name) , was a partner in the Disconto-Gesellschaft from 1911
until 1929.225 In addition to these two major families,
there are some more minor groups: Emil Russell and Ernst
Enno Russell, father and son, both became partners; and when
Alfred Lent became a partner of the Disconto-Gesellscha¥ft,
the path had to some extent been paved for him by his
brother Hugo Lent, who sat on the board of various railway
enterprises associated with the Disconto-Gesellschaft and
eventually became an engineer with Siemens % Halske.
Nepotism was consciously practiced at the Berliner
Handels-Besellschaft; Carl Firstenberg at one point wanted
to make his bank into a centre for the offspring of
directors of the Berlin Haute Banque, on the model of the
French Banque de 1 'Union Parisienne. The.Disconto—
Besellschaft and the Berliner Handels-Gesellschaft were more

nepotist than banks in the form of public limited companies

223. Kurt Zielenziger, Juden in der deutschen Wirtschaft
(Berlin, 1930) pp. 112-124; Georg Solmssen, Beitrage zur
Deutschen Politik und Wirtschaft 1900-1933. Gecammelte
Aufsatze und VYortrige (Munich and Leipzig, 1934); A. Heppner
and 1. Herzberg, Aus Vergangenheit und Gegenwart der Juden
in Hohensalza. Nach gedruckten und ungedruckten Buellen,
Erweiterter Separatdruck von "Aus Verqanqéheit und Gegenwart
der Juden und der Jjiudischen Gemeinden in den Posener Landen"
TF;Ankfurt/Main, 1907); Werner E. Mosse, Jews in the German
Economy. The German—-Jewish Economic £lite 1820-193%5
(Oxford, 1987) pp. 219-221.
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— Paul Wallich's failure to get a satisfactory post at the
Deutsche Bank, where his father, Hermann Wallich, had been a
director, is an interesting contrast - but less so than a
private bank would be, where almost all partnerships would
be allocated among one or two families.224 In thic as well

the Kommanditgesellschaft auf Aktien was a hal fway house,

The formation of the Disconto-Gesellschaft thus led to
the introduction of a new corporate form to Germany. Its
peculiar elements gave the Disconto-Gesellschaft an
idiosyncratic corporate structure. It is true that the

Kommanditgesellschaft auf Aktien was not an original

invention of David Hansemann: it had been very widely used
in France and Belgium since 1832. Hansemann himself had
been slowly groping towards this concept with his series of
amendments to the statutes of the Disconto-Gesellschaft
during the years 1831-1855. But someone first has to know
enough to tap the egg on its end; and Hansemann's

introduction of Kommanditgesellschaft auf Aktien is

distinguished by the brilliance and originality which

highlights so much of Hansemann 's career.

D. 18592: Year of Crisis, Year of Opportunity.

For Europe s financial markets, 1859 was a year of
crisis: the depression which had begun with the crisis of
the autumn of 1857 was heading towards its nadir; and from
January 1859 war between France and Austria seemed all but

inevitable. A financial crisis which is brought about by

224. Paul Wallich, Lehr- und Wander jahre, pp. 362-363, 394;
contrast the private bank partners in Kriger, Kilner
Bankierqewerbe, pp-. 49, 57, 63, 72, 75, 79, 8%, 88.
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war or revolution has a sharper edge than one which can be
assigned to exclusively economic or financial causes; pure
financial crises affect only the unsound houses, but a
crisis brought about during a political emergency can also
bring down solid houses which are temporarily illiquid (such
as Abraham Schaaffhausen in March 1848). The stock exchange
crisis of May 1859 was particularly severe because the chief
theatre of the Italian War also happened to be the location
of a railway, the Rothschild-dominated Austrian Southern
Railway, the shares of which, popularly known as
“Lombarden", were one of the most actively traded securities
of the European bourses. As the troops of Napoleon routed
the troops of Franz Joseph on the plains of Lombardy, the
bears routed the bulls on the bourses of Europe. The
greatest financial power of Europe, the House of Rothschild,
was almost helpless as the share price of one of its chief
assets melted away.=22" PBut one man’'s disaster is another
man ‘s chance. David Hansemann had, like many of his
colleagues, plunged into deals during the boom period of
1856-1857, only to meet with disillusion after autumn 1857;
the Henrichshitte, the lead mine "Neue Hoffnung" near
Bleialf, and the shares of the Kosel-Oderberg Railway (in
Upper Silesia) are all examples. But whether because of
skill or luck, David Hansemann negotiated extremely slowly,

and so concluded fewer deals and committed less capital than

225. Dlfavid]l Morier Evans, The History of the Commercial
Crigis, 1857-58, and the Stock Exchange Panic of 1859
(London, 1850) pp. 148-170; Dfavidl Morier Evans,
Speculative Notes and Notes on Speculation, Ideal and Real
(London, 18&4) pp. 22-28.
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he would have if he had been quicker off the mark. The
Allgemeine deutsche Credit-Anstalt (Adca) of Leipzig,
founded in 1856, provides an interesting contrast. Adca
participated in founding four major ventures during the boom
of 1856—-1857: the Credit— und Versicherungsbank in Libeck,
the Schweizerische Credit-Anstalt in Zurich, the Privatbank
in BGotha, and the Elbhiitten—, Affinir—- und
Handelsgesellschaft in Hamburg. Although all four of these
companies later became quite respectable concerns (the
Hamburg metal smelter is now known as the Norddeutsche
Affinerie, which is owned by the precious metals concern
Dequssa and the base metals concern Metallgesellschaft),
they suffered severe birth pangs and almost brought down
Adca; other disastrous ventures of the period, such as the
Kosel-Oderberg Railway, the Neustddter Hiitte in the Harz and
the Moldauische Nationalbank in Jassy/Moldavia (the last
two ventures launched by the notorious Director Nulandt of
the Anhalt—-Dessauische Landeshbank in Dessau) did not help
much either. In addition to these major involvements, Adca
alsoc entered into negotiations over almosE seventy other
ventures. ==

Not only was the Disconto-Gesellschaft remarkably
cautious compared with its rivals during the boom of 18356—
1857, it was richer in funds. The reluctance of the
Mitbetheiliqte to borrow from the Disconto-Gesellschaft,
which appeared to cripple the Disconto-Gesellschaft in the

early 1850°‘s, became a great advantage during the crisis

224. Liebmann, Adca, pp. 32-35.
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years of 1837-18539. In addition to this, David Hansemann
was quicker to cultivate the deposit business than his
rivals, notably the Berliner Handels—Gesellschaft.
Although he did not develop the deposit business with small
customers as would later be done by Hermann Wallich at the
Deutsche Bank with his Depositenkassen, Hansemann did
attract money from companies.,==27
The Disconto—-Gesellschaft thus entered the crisis year
of 1859 in a remarkably strong position, and used the crisis
to vault itself into the very first rank of financial
institutions of Central Europe. During the year 1839 the
Disconto—-Gesellschaft:
Established the "Prussia Consortium"”, a permanent
underwriting syndicate for Prussian loansj;
Founded a major French bank, the Creédit
Industriel et Commercialj;
Negotiated unsuccessfully to found a parallel bank
in Rusciaj
Lent money to the Duchy of Anhalt;
Lent money to one of the largest German ironworks,
the Phoenixg;
Lent money to the colliery "Vereinigte Prasident®.
The formatiocn of the Prussia Consortium was a direct
recsult of the Italian War. Although outsiders like Ludwig
Bamberger (in his pamphlet "Juchhe nach It'alia'") and
Ferdinand Lassalle (in his pamphlet "Po und Rhein®*)
recognized the community of fate (Schicksalsgemeinschaft)
between Italy and Germany, this was not the case of liberal
public opinion. The Prince Regent (later Emperor William

1), still suffering under the illusions of the liberal "New

Era", wanted to rush to the defence of Austria with Prussian

227. Dabritz, Disconto-Gesellschaft, p. 83.
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arms, and "defend Lombardy on the Rhine": only Austria's
refusal to concede him the position of commander-—-in-chief of
a unified German force prevented this. Prussia did, however,
mobilize against France. Mobilization is as much a matter
of money as a matter of men, and the Prussian Finance
Minister, von Patow, had to turn to his old antagonist,
David Hansemann; for Hansemann was now at the head of the
most strongly capitalized financial institution in Prussia.
Together the two men created the "Prussia Consortium", a
semi—-permanent syndicate of underwriters for Prussian loans.
The first members of the Prussia Consortium were: the
Disconto-Gesellschaft, which chaired the syndicate, and six
private banks, S. Bleichrider, Mendelssohn & Co., Gebr.
Schickler, F. Mart. Magnus, Breest % Gelpcke, and Robert
Warschauer & Co. The first task of the new syndicate was to
underwrite thirty million thalers worth of Prussian bonds to
pay for the mobilization.Z®2® The Prussia consortium lasted
until at least the First World War, although its membership
changed greatly over the years, as the joint-stock banks
like the Deutsche Bank and Dresdner Bank j?ined it and
gained larger quotas, and the private banks disappeared or
had their quotas diminished. It became the first of a
series of consortia, such as one for Bavaria formed after
1866 by the Disconto-Gesellschaft, the Kiéniglich Bayerische
Bank of Nuremberg (which after 1920 became the Bayerische

Staatsbank), and the House of Erlanger; a

228. Hermann Minch, Adolph von Hansemann (Munich, 1932),pp.
77-78.
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Reichsanleiheconsortium formed after 1871 for loans of the
imperial government; and a more fluid consortium formed for
loans of the Free City of Hamburg. In the case of the
Prussia Consortium and the Reichsanleiheconsortium, the
Seehandlung, the Prussian state bank,permanently chaired the
syndicates. (Prussia had two state banks: the Bank of
Prussia, which chiefly issued bank notes; and the
Seehandlung, which acted like a state-owned universal bank.
The Bank of Prussia had private shareholders.) The ability
to quickly and easily fund an army mobilization was a
crucial advantage for Prussia in its impending conflict with
Austriaj; Austria, by contrast, paid for its euphorias of
mobilization (as during the Crimean War) and war (as in
1859) with the bitter hangover of fiscal catastrophe. The
budgetary crisis which followed the war of 1859 led to the
suicide of the brilliant Austrian Finance Minister, Freiherr
von Bruck, the following year. In addition to a poor army
and nationality problems, unbalanced budgets and a debased
currency contributed to the expulsion of Hapsburg power from
Germany. I1f the Prussia Consortium did cqptribute to
establishing Prussian dominance in Central Europe, it was
even more important in insuring the success of the Disconto-
Gesellschaft. It provided the Disconto-Gesellschaft with a
dominance over government bond issues, a safe, steady and
praofitable foundation which could compensate for the shaky
edifices which rose above it, such as the Dortmunder Union.
Austria eventually did have the chance to have its

finances taken under the firm hand of the Disconto-—
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Gesellschaft, when some time after 1866 (the exact date is
unfortunately not known) the Disconto-Gesellschaft made its
peace with the House of Rothschild and became a member of
the "Rothschild-Consortium®, which included the Austrian
Credit-Anstalt, the banking houses Moritz Wodianer, S.M. von
Rothschild & Co., S.6. Sina (until his liquidation, which
occurred shortly afterwards), and the Allgemeine
Oesterreichische Bodencreditanstalt of Viennas the
Ungarische Allgemeine Creditbank of Budapest, the Hungarian
affiliate of the Credit-Anstalt; M.A. von Rothschild & Si&hne
of Frankfurt am Main; the Disconto-Gesellschaft, S.
Bleichroder; and (until the end of the 1870°'s) the
Seehandlung in Berlin; the Bank fir Handel und Industrie of
Darmstadt; and Sal. Oppenheim jr. + Cie. of Cologne.

Usually these banks were joined by de Rothschild Freéres of
Paris, and occasionally by N. M. Rothschild & Sons of
London. The admission of the Prussian banks to the
Rothschild Consortium was one of the most telling
confessions of Austria’s weakness: Austria could not finance
its government without calling upon the rifher neighbour to
its north — a serious constraint on its freedom of military
manoeuvre.=22%

Strange to relate, in the very same months that the
Disconto-Gesellschaft was helping to supply funds to the
Prussian government to prepare it for a possible war against
France, it was also helping to found one of the maior French

barnks, the Crédit Industriel et Commercial, transferring

229. Miinch, Adolph von Hansemann, p. 83.

163



funds to Paris during one of the tightest money markets of
the 1850°s. The subscription for the shares of this new
bank occurred in April 1839, and the founders were: Armand
Donon, a partner of the banking house of Donon, Aubry,
Gautier et Cie., the Ottoman consul general in Paris and a
close friend of the powerful bastard half-brother of
Napoleon 111, Auguste, Count de Morny; Arthur John Eden, on
behalf of the house of Thomson, T. EBonar & Co. of 0ld Broad
Street, London, who was also a member of the administrative
board of the Paris-Orléans Railway; Samuel Haber of the
noted banking family of Carlsruhe, who was living as a
rentier in Paris, and who subscribed in his own name and on
behalf of David Hansemann; Michel Montané, a former deputy
of the legislature and a member of the general council
(Conseil général) of the Gironde, and of the Bordeaux
Chamber of Commerce, resident at Paris; Cyr Frangois—Natalis
Rondot, a businessman of Paris, the Paris delegate of the
Lyons chamber of commerce; Frangois-Barthélemy Arles-Dufour,
a member of the Lyons Chamber of Commerce and of the general
council of the Rh&ne, resident at Lyons, apd & leading
Saint-Simonian; and finally Albert Dufour—-Féronce, a cousin
of Arleés-Dufour, and a director of the Allgemeine deutsche
Credit-Anstalt, resident at Leipzig. The bank Thomson,
Bonar & Co. was an important English merchant bank of this
period — they were bankers toc the government of Uruquay -
which had a parallel house in St. Petersburg, a curious
arrangement at a time when Anglo-Russian hostilities had

ceased but three years before. But as the participation of
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Prussia’s leading bank in the formation cf the Crédit
Industriel at a time of deep Franco—German hostility also
bears witness, profit is cosmopolitan.=zS°

The formation of the new bank was authorized by the
Emperor on 7 May 1859, countersigned by the Premier Eugéne
Rouher (the model for Zola s Eugéne Rougon) and Pierre
Magre, the Minister of Finance. Among the fifteen members
of the first administrative board was David Hansemann.=®>1

The Credit Industriel et Commercial did not becoms the
great rival to the Crédit Mobilier; that role was reserved
to the Societe Générale pour favouriser le developpment du
Commerce et de 1 Industrie en France, which was founded in
1864. The Credit Industriel et Commercial instead became an
important, but second-rank bank, which was small enocugh to
aveoid nationalization in 1245, but fell victim to
Mitterrang s finer net in 1981; it still exists today, albeit
under state control. Its major contribution to French
finance was the introduction of cheques on the English
system, which it began to proselytize in its very first year
of operation. Significantly, in view of the Russian
connections of its founder Thomson, Bohar & Co., the major
financial deal of the first year of the Credit Industriel

was the placement on the Faris market of £1.6 millicn of a

230, YSocietée Géneérale de Crédit Industriel et Commercial®
in: Jdournal des Chemins de Fer, des Mines et des Travaus
Fublics (Paris, Saturday 9 April 185%) vol. 18 No. 15 p.
313; Cameron, France und Economic Development, p. 172.

2Z1. "Societe Générale de Crédit Industriel et Commercial"
in: Journal des Chemins de Fer (FParis, Saturday 13 August

1859) veol. 18 No. 33 p. 7135.




total issue of £12 million worth of Russian bonds, paying
3%, issued at the very low price of 68%.23=

It is not fully clear how David Hansemann and the
Disconto-Gesellschaft became connected with the Creédit
Industriel et Commercial, but it seems to have been through
Arles—Dufour (who was one of the major impulses behind the
formation of the Crédit Industriel) and Arlés-Dufour led to
Dufour—-Féronce, who in turn led to the Allgemeine deutsche
Credit—-Anstalt, which was where Carl Mathy went after he
left the Disconto-Gesellschaft.®>= There are two problems
with this link: first of all, Mathy's relations with the
Hansemanns were by no means friendly after a stormy
departure from the Disconto-Gesellschaft, and secondly, Adca
was in no position to invest in new French banks in 1859,
since it was still prostrate after its errors of 1856—-18%57.
It is possible that Adca brought in the Disconto-
Gesellschaft because it did not want to pass up the deal,
but felt unable to handle it on its own. As I have said
befare, the role of the Disconto—-Gesellschaft in founding the
Crédit Industriel bhas found its way into the literature on

.

the history of French banking, but until now has not been

mentioned in the literature on the history of German

232. "Société Bénérale de Crédit Industriel et Commercial:
Subscription pour 1 Emprunt Russe" in: Journal des Chemins
de Fer (Paris, Saturday 20 August, 185%9) vol., 18. No. 34 p.
732; Journal des Chemins de Fer (Paris, Saturday, 31
December 1859) vol. 18 No. S3 p. 1045; Cameron, France and
Economic Development p. 172 and note.

233, Bertrand Gille, "La Formation de la Société Geéneéerale”
in: La Bangue en France au XIX= Siécle.Recherches
Historiques (Geneva, 1970) pp. 158, 162 (= Travaux de Droit,
d ‘économie, de Sociologie et de Sciences Politigues, No. 81).
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Banking. It is also not known when the Discaonto-
besellschaft finally broke its link to the Crédit Industriel
2t Commercial; presumably Adolph Hansemann allowed the
connection to lapse after the death of his father in 186464,
just as he neglected the affairs of the Phcenix.

There are two points about involvement of the Disconto-
Gesellschaft in the formaticn of the Crédit Industriel =t
Commercial which are particularly extraordinary. The first
point is that the Disconto-Gesellschaft should provide such
funds to a French bank, at the very same time as it was
financially equipping the Prussian government for an
imminent war against France. The second point is that the
Disconto-Gesellschaft was able to do this in April and May
1859, during the worst weeks of the crisis which hit the
European bourses.

It appears to be i1n connection with the Crédit
Industriel et Cammercial that the Disconto-Sesellschatft
entered into negotiations to establish a similar bank in
Russia, which woula be a logical extensicon in view of
Thomson, Bonar ‘s important Russian interests.
of this through a ietter of Freiherr Abraham von Cppaenheim
to Gerson Bleichroder of 1839, and it 1s apparent thsat
Hansemann 's efforts were not crowned with success.®=* In
the spring of 1853 David Hansemann made another attempt to
conquer that mighty empire of the East: he spent much time

in Russia trying to persuade the government to adopt a plan

234. Freiherr Abraham von Oppenheim, Cologne, 28 October 135
to Gerson Bleichréder in Berlin, Bleichrdder Archive, EBox
XXI1X, folder Z.



devised by him to nationalize and expand the Russian railway
network. The negotiations were not successful; but it is
interesting to note how easily Hansemann could separate his
business interests from his liberal politics, and attempt to
put the Czarist government on a sound financial footing at
the same time as it was suppressing a Polish revolt.
Hansemann had to be content with bringing back from Russia a
contract with the Moscow-Ryazan Railway Company to issue
5,375,000 thalers worth of senior debentures, secured by a
mortgage and a state guarantee. The Disconto-Gesellschaft
thereby introduced one of the first Russian railway bond
issues to the German stock exchanges.=39

In the same year of 1859 the Disconto—Gesellschaft made
a loan of a million thalers to the Ducal Anhalt-Dessau

Estates Administration (herzoglich Anhal t-Dessauische

Fideikommissverwaltungs: the branch of the ducal Anhalt
government which administered the monarch’'s estates),
secured by a mortgage on the East Prussian estates of Duke
Leopold IV af Anhalt-Dessau and Anhalt-Céthen. The duchy

of Anhalt borrowed these funds in order to rescue the
Anhalt-Dessauische Landesbank, which w;s in serious straits
after mismanagement during the boom years by its director
Nulandt. This loan was less remarkable for its size or for
the establishment of & new commercial connection, but rather
because it marked the introduction of a new financial

instrument to Germany: Partial-Obligationen. German

mortgages are indivisible. It is not possible for a

23S. Bergengruen, David Hansemann, p. 688.
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borrower to issue bonds directly in small denominations.
Instead, the borrower lodges & mortgage against his assets
with a bank, which then issues bonds in registered form,
which say "The Estates Administration of the Duchy of Anhalt
promises to pay the Disconto-Gesellschaft a thousand thalers
in ten vears time." The Disconto-Gesellschaft then endorses
these bonds, and further transfers take place through
endorsing the back of the bonds. There are two important
aspects to this: first of all, in Germany bank loans and
bonds are not alternatives for a German borrower, they are
two forms of the same thing. Often the literature does not
distinguish when a loan only existed in the books of the
bank, and when it was broken up into uniform amounts and
certificates were printed. A German company cannct play
Citibank off against Drexel Burnham Lambert. Secondly, the
development of a bond market in Germany is hindered because
German bonds are in registered form, and Continental
financial markets are best set up for bearer securities. In

the literature, the first example of Partial-0Obligationen is

generally deemed to be the Krupp bond issue of 1874; yet

there is some evidence that a Partial-Obligationen issue of

the Dortmunder Union antedates the Krupp issue. Alexander
Bergengruen has raised the interesting point that the first

example of Partial-Obligationen seems to be this loan to the

Duchy of Anhalt of 1859, and if he is correct (this problem
could best be solved by the scripophilists, since there
should be certificates for each of these loans) then this

financial innovation as well must be set to the credit of
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David Hansemann.2=e

Right before the outbreak of the Italian War, the
Disconto—-Gesellschaft and the Schaaffhausen scher Bankverein
extended a loan of 1.22 million thalers for six vyears to the
Phoenix, Actien-Gesellschaft fir Bergbau und Hittenbetrieb.
As 1 have mentioned before, the Phoenix was the largest
German ironworks in the joint-stock form (Krupp was larger,
but Krupp was a sole proprietorship) and a particular
fiefdom of the House of Oppenheim. The bitter conflict
between David Hansemann and Abraham Oppenheim was finally
ended when the two men set about to reorganize the troubled
Phoenix. In 1837 David Hansemann was given a seat on the
Phoenix administrative board; in 1860, he became chairman of
the administrative board and undertook the first of his
three great reorganizations, the other two being the
Henrichshiitte and "Vereinigte Prisident”. The loan of 1859
set the stage for this reorganization, because during the
reorganization it was converted into equity to provide the
Phoenix with new working capital,=37

A parallel case is the locan to the colliery

"Vereinigte Prasident”. This colliery in Bochum was under

236. Bergengruen, David Hansemann p. 4873 Jacob Riesser, Die
deutschen Grossbanken und ihre Konzentration im Zusammenhang
mit der Entwicklung der Gesamtwirtschaft in Deutschland
(Jena, “1912) p. 393; Georg Obst, Geld—, Bank— und
Birsenwesen. Eine gemeinverstidndliche Darstellung
(Stuttgart,?1923) pp. 330-331; Annual Report of the
Dortmunder Union for 1872/73, Werksarchiv, Hoesch AG, Az.
DHHU 1390.

237. Oskar Stillich, Eisen—- und Stahl-Industrie (Berlin,
1904) pp. 144—-147 (=Nationalidkonomische Forschungen auf dem
Gebiete der grossindustriellen Unternebmung, vol. 1).
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the control of a Kommanditgesellschaft A. Alsberg, based in
Minster /Westphalia. In 1859 the Disconto—Gesellschaft
extended a large loan to the colliery, and when the colliery
went deeper into trouble, David Hansemann reorganized the
company and created the Bochumer Bergwerks—Actien-—
Gesellschaft in 1864, pushing out Alsberg in the process.®=®
In short, if we can pinpoint the Disconto-
Gesellschaft s rise to be the mightiest bank in Germany to
one year, that year is 1859. In that year the Disconto-—
Gesellschaft established its dominance over Prussian
government loans; it helped found a major French bank,
although this did not lead to a lasting connection; it
pioneered a new financial instrument, the Partial-
Obligation; and it lent to two major companies in the Ruhr,
and thereby extended its interests in the heavy industrial
heartland of Rhineland—-Westphalia. The Disconto-
Gesellschaft was liquid in 1859; its bitter rivals, like
Oppenheim, Rothschild, Adca, were in temporary difficulties.
Under the leaderszhip of David Hansemann the Disconto-
Gesellschaft brilliantly exploited its position of strength

to vault into the front rank of European financial

institutions.

E. The Disconto-Gesellschaft and its Rivals.

i. Sal. Dppenheim jr. + Cie.

Perhaps the best way to depict the rise of the

238. "Rheinisch-Westfalische PBriefe 107" in: Der Aktionar.
(Frankfurt/Main, Sunday, 2 December 1860) vol. 7 No. 362 p.
735; “"Rheinisch-Westfalische Briefe 121" in: Aktionar vol. 8
No. 375 p. 100.
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Disconto-Gesellschaft to the position of the foremost joint-
stock bank in Germany is to discuss its position vis-a-vis
its rival banks. I shall discuss the Disconto-
Gesellschaft ' s relations with three private banks - since
private bankers dominated the financial market in Germany in
the middle of the nineteenth century — and one joint-stock
bank, namely Sal. Oppenheim jr. + Cie., the House of
Rothschild, S. Bleichrider, and the Norddeutsche BRank in
Hamburg.

The relations between Sal. Oppenheim jr. + Cie. and the
House of Hansemann were the most complex of all these; an
initial bitter rivalry eventually gave way to the closest
alliance. David Hansemann first came into contact with the
House of Oppenheim in the early 1840°s, when he was helping
to establish the Rhenish Railway Company, the "iron Rhine"”
(in the memorable phrase of Friedrich Harkort) which was to
break the Dutch stranglehold over river shipping. The first
section of the Rhenish Railway went from Cologne to Aachen
and Antwerp.

The young undertaking suffered numerous growing pains.
One moment of financial stringency was only relieved by the
timely sale of a new issue of 6000 shares, worth 1%/2
million thalers, to the Cologne banking houses Sal.
Oppenheim jr. + Cie., J.D. Herstatt, and J.H. Stein at a
premium above par of S%. This sale was almost too timely,
because the approval of the shareholders for the new issue
was obtained only afterwards, and the issue was therefore

technically illegal. The Belgian government subsequently
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bailed out the ailing enterprise by purchasing these shares
— which is to say that the Faris House of Rothschild helped
finance the Rhenish Railway, since the early finances of
Belgium were supplied by de Rothschild fréres. With this
share transaction began the ascendancy cf Cologne finance
over the Rhenish Railway Company. Abraham Oppenheim and
Schnitzler of J.H. Stein took seats on the directcrate of
the railway (German railways, unlike other German companies,
resembled Anglo-Saxon companies by not having separate
directorates and administrative boards, but combined the
functions of supervision and management). QOppenhkeim s
tentacles were most wubiguitous. Substantial advances made
Uppenheim into the railway s major creditor; suppliers of
rails (such as the Michiels operation at Eschweiler),
locomotives and constructicon material were freguently
Oppenheim clients, so that payments to them by the railiway
were mere book entries within the House of Oppeanheim;
finally, Uppenheim was a major force on the bourse, and
controlled the market for the shares of the Rhenish Rallway.
Oppenheim s conflicts of interest were aimost too many to
enumerate, and these led to gquarrels wi%h the other
directors and especially with David Hansemann. Summing up
the affair to the Belgian Fimance Minister MNothomb in a
letter of 15 December 1843, Hansemann wrote:
"His [Oppenheim’'s] position as director and a kaen
banker places the task upon the other directors
and m& in particular to protect the interests of
the company as much as possible against those of
the banker. This task is all the more difficult
to fulfill because he is a highly capable man and

his interests are so variously interrelated. In
essence, therefore, the position of Herr 0. has
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long been irreconcilable with that of a director
of the company."23°

These conflicts culminated in a proxy fight, which
Oppenheim won all down the line. Hansemann and the other
directors had no choice but to resign. With this Sal.
Oppenheim jr. + Cie. confirmed its hold over the two great
railways of the west: the Rhenish Railway and the closely
linked Cologne-Minden Railway. Yet it is curious to note
that Oppenheim was not able to exploit his victory over the
Rhenish Railway, and be elected president. Oppenheim had
acted too crudely, and the Aachen interest would not stand
for him as president. Instead a compromise candidate was
chosen: Gustav Mevissen. Mevissen was a very gifted
manager, and made the Rhenish Railway into such a
financially secure institution that it was able to act with
great independence of the House of Oppenheim; the Rhenicsh
Railway did not even have to call upon government aid in the
form of an interest guarantee of its securities, as the
Cologne-Minden Railway did. The Cologne-Minden Railway, by
contrast, was the particular fiefdom of the House of
Oppenheim and had Dagobert Oppenheim as ‘its president.
Since the Rhenish Railway did not have its securities
guaranteed by the government, it did not have the threat of
eventual nationalization hanging over its head, and expanded
much more aggressively than the Cologne-Minden Railway. In
the 1860°'s the aggressive Rhenish Railway crossed the Rhine

and began to compete with the Cologne—-Minden Railway in its

239. Rergengruen, David Hansemann, pp- 183, 210, 248-249.
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most profitable market: the Ruhr. The Cologne-Minden
Railway and the Rhenish Railway, in short, both began as
creations of the House of Oppenheim; but the Rhenish Railway
gradually outgrew its origins and won its independence, and
hence two railways with a coamon origin became two decades
later fierce competitors in the Westphalian coal
districts.=2°

The next two decades markesd the tramsition of the House
of Oppenheim and the House of Hansemann from bittsrest
enemies to closest allies. Hanmsemann had laft his post

calling down a plague upon the entire gRilper Klingsl.=242?

But Hansemann had swallowed his anger sufficiently by 1848
to save the Cologne clique by bailing out tie houss of
Abranam Schaaffhausen at the urging of the hcousss ot

Uppenheim, Herstatt and 5tein. Hansemann’'s and Cppenhein s

1

co-operaticn in saving tne Rhineland from financial ccllaps=e

(]
v}

was the first step in reconciling the two men.=%= In 1248,

however, David Hansemann was still not that well disgosad
towards Oppenheim. UJOppenheim made the additional proposal
that the government establish a mortgage bank. This was a

*

sensible plan to prevent the crisis from recurring because
one of the reasons for Schaaffhausen s collapss was its

extensive holdings of illiquid mortgages, and the other

Cologne banks were also sitting on potentially profitable

240, Bergengruen, David Hansemann, pp. <20-2354; Hansen,
Mevissen, vol. 1, pp. 323-3X8.

241. Berqgengruen, David Hansemann, p- Z54.

242, Bergengruen, David Hansemann, p. 433.
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but in 1848 unrealizable property loans. But Hansemann
torpedoed this plan, although he was later to change courcse
and join with Oppenheim in establishing the Erste
Preussische Hypotheken-Actien-Gesellschaft of 1864.24> 1t
is possible that Hansemann and Oppenheim were already fully
reconciled by 1853, when Mevissen and Oppenheim offered
Hansemann the post as first director of the Bank fiir Handel
und Industrie; but this offer may have come from Hansemann's
close friend Mevissen, rather than from his old antagonist
Oppenheim. We can definitely date the reconciliation
between Hansemann and Oppenbeim to 1837, when Hansemann was
invited onto the administrative board of the Phoenix,
Actien—Besellschaft fir Bergbau und Hiuttenbetrieb; the
Phoenix was almost Oppenheim private property, and Hansemann
could not have joined the board without Oppenheim’s full
approval. In 1859-18560 David Hansemann successfully
reorganized this Oppenheim heirloom, and after this the
relations of Oppenheim and the Disconto-Gesellschaft could
not have been closer.=4+

In 18460 the alliance of the House of Oppenheim and the
House of Hansemann received its fleshly consummation through
the marriage of Ottilie von Kusserow and Adolph Hansemann.
Ottilie von Kusserow s mother was the sister of Abraham

Oppenheim. Ottilie s brother was Heinrich von Kusserow, who

243, BRéhme, "Griindung und Anfange", p. 2056 note 77.

244, Geschichtliche Entwicklung und gegenwdrtiger Stand des
Phoenix, Aktien—Gesellzchaft fiir Bergbau und Hittenbetrieb
in Hoerde. Penkschrift zum 60Q jahrigen Bestehen des
Unternshmens im Jahre 1212 (Hoerde, 1912) pp. 15-16;
Stillich, Eisen— und Stahl-Industrie, pp. 144-147.
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later became the first head of the German Imperial Colonial
Office (Reichskolonialamt). Her sisters also married
important businessmen: one married Louis Ravené, one of
Germany's largest iron traders, another Moritz Simon, a
leading private banker of Kiénigsberg in East Prussia. With
this marriage the Oppenheims added yet another useful link
in the chain of strategic marriages which linked it with
many of the most important banking houses of the Continent,
such as Beyfus, Bischoffsheim, Fould, Haber, Heine, and
Kaskel . 249

Sal. Oppenheim jr. + Cie now became the Disconto-
Gesellschaft s closest financial ally. From the early
sixties onward David Hansemann, and after his death Adolph
Hansemann, fought side-by-side with Abraham Oppenheim to
establish a mortgage bank in Prussia. The first fruit of
their labours was the Erste Preussische Hypotheken—-Actien-—
Gesellschaft; in 1870 the Disconto—-Gesellschaft, Oppenheim,
Bleichréder, and Rothschild joined to found Germany's
largest mortgage bank, the Preussische Central -Bodencredit-
Actien-Gesellschaft. It would have been nearly impossible
to set up this company without the help Bf Abraham
Oppenheim, because Abraham Oppenheim had become a close
friend of the Crown Prince William and his wife Augusta
during their years at Coblenz, and Oppenheim was able to

appeal directly to King William 1 and thus short-circuit the

245. Kriger, Kblner Bankiergewerbe, p. 68 and note; Erich
Achterberg, "Adolph von Hansemann" in: Neue Deutsche
Biographie vol. 13, pp. 343-344; Minch, Adolph von
Hansemann, p. 380.
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delaying tactics of the Prussian bureaucracy.=<e

Oppenheim and the Disconto-Gesellschaft co—-operated
extremely closely, and there are few ventures of the
Discocnto-Gesellschaft without Oppenheim participation: when
the Disconto-Gesellschaft underwrote the Krupp bond issue in
1874, it was able to enforce the inclusion of Oppenheim in
the underwriting consortium, in spite of Krupp ‘s hatred for
Oppenheim. There are also numerous ventures of the
Disconto-Gesellschaft which can only be understood as
arising from the Oppenheim connection. The Disconto-
Gesellschaft ‘s interests in the Rhenish non—-ferrous metals
industry are an example: the Disconto-Gesellschaft s
involvement in the Commerner Rergwerks—und Hitten-Actien—
Verein and the Bensberg-Gladbacher Bergwerks— und
Zinkhiuttengesellschaft "Berzelius" arose because these were
Oppenheim companies. Another venture was the Deutsch-
Belgische La Plata Bank of Cologne, founded in 1872; Cologne
was the major European centre for importing hides from the
River Plate until around 1870, and this led to a Rhenish
financial involvement in Argentina and Uruguay. The most
unfortunate new business introduced to the Disconto-—
Gesellschaft by the House of Oppenheim was when Albert
Oppenheim discovered the Austrian engineer Victor Popp and

persuaded the Disconto-Gesellschaft to help found the

246. Kriger, Kilner Bankiergewerbe pp. 186—187; Dia
Preussische Central-Bodenkredit—-Aktiengesellschaft in Berlin
1870 bis 1920 Denkschrift aus Anlass des fiunfziqgijdhrigen
Bestehen der Gesellschaft (Berlin, 1921) pp. 5-32.
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Internationale Druckluft— und Electricitats—Gesellschaft.=4>
There is no evidence that the Disconto-Gesellschaft
took a silent partnership in Sal. Oppenheim jr. + Cie.
during the nineteenth century, although it seems by no means
improbable. In February 1904, however, some of the oclder
partners left the Cologne bank and the private bank needed
more capital. The Disconto-Gesellschaft then converted Sal.

Oppenheim into a Kommanditgesellschaft and became the silent

partner. This was the culmination of the Disconto-
Gesellschaft ‘s involvement with the House of Oppenheim.=24e
Curiously, Sal. Oppenheim has been able to preserve its
independence to the present day and today is probably the
second largest private bank in Germany (after Merck, Finck &
Co.).

2. The House of Rothschild

As the Disconto-Gesellschaft commenced its rise to the
front rank of Eurcpean financial houses, it had to take a
position vis—-&-vis the mightiest financial institution in
Europe: the House of Rothschild. An idea of the size of
this financial power may be gained by the estimate for the

fortune of the German Rothschild and Goldschmidt-Rothschild

families in 1908:; 310 million marks,; divided among seven

247. Carl Meyer, Berlin, & April 1874 to F.W. Gehra in
Breslau, H.A. Krupp, W.A. II 13, fol. 20, Kriiger, Kilner
Bankiergewerbe, pp. 165, 198-199, Schinckel, Erinnerungen
pp. 237-238.

248, Paul Wallich, Pie Konzentration im deutschen Rankwesen.
Ein Beitrag zur Geschichte der gegenwartiagen
Wirtschaftsorganisation (Stuttgart and Berlin, 1903) pp.
148, 172 (= Lujo Brentano and Walther Lotz, eds. Minchner
Volkswirtschaftliche Studien, vol. 74).

184



individuals. By comparison, the largest German bank in
1913, the Deutsche Bank, had a nominal share capitalization
of 200 million marks, with a market valuation of 496 million
marks.=*4% Thus until the eve of the First World War the
fortune of the German Rothschilds could only be approached
by the very largest German banks (and in 1213 the German
banks were the most strongly capitalized in the world). 1In
the middle of the nineteenth century, the new joint-stock
banks must have seemed pygmies to the partners of the House
of Rothschild. 1If the Disconto—-Gesellschaft was to rise to
the front rank of Eurcpean banks, it had to hold its own
against this Leviathan.

The Disconto-Gesellschaft first crossed swords with the
House of Rothschild in 1858 when the Rothschilds in Austria
fended off a challenge by the Pereires of the Creédit
Mobilier and merged their holdings of the recently
privatized railways of Lombardy, Venetia, Styria, and the
Carniola into the Austrian Southern Railway (the Sidbahn,
traded under the name Lombarden). The Hansemanns were
bitterly disappointed that they were nnt.included in the
syndicate which formed the newly merged railway although
they had begun to cultivate their Austrian connections,
including to the Rothschild-dominated Credit-Anstalt. About
a fortnight after the merger was concluded, the Rothschilds
of fered through their Berlin correspondent, S. Bleichridder,

a sub-participation to the Disconto-Gesellschaft and Robhert

249. Mosse, Jews in the German Economy, p. 207; Jahrbugh der
Berliner Birse 1914/1915, Ein Nachschlagebuch fiir Rankiers
und Kapitalisten 36th ed. (Rerlin, Leipzig, Hamburg, 1914).
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Warschauer & Co. at 115%, or a premium above par of 15%.
Rothschild was bringing the shares to the market at a price
of 120-121%, which Hansemann considered far too high an
agio, especially since Austrian state funds had been
depressed by Rothschild s sales. EBoth Disconto-Gesellschaft
and Warschauer consiocered Rothschild s offer expensive and
deriscry, and turned it down.=2S°

The Disconto—Gesellschaft now began its campaign toc
force Rothschild to come to terms with it. In that annus
mirabilis of 1859, the Disconto-Gesellschaft staged the coup

of underwriting 4% million thalers worth of 4'/2% state

¥

guaranteed preference shares of the Rhine—MNahzs Hailway
Company. The Rhine—-Nahe Railway was a vital link in
bermany s communlication network, since it connectaed France
and the Saar coalfield with the Rhine at Bingen, whance cnes
could travel to Cologne or Framkfurt am Main. This d=2al was
not that remarkaole in itself, but was i1amgortant as a biow
against thne Frankfurt House of Rothschild, which had
previously dominated railway finance in its region. The
Disconto—-Gesellschatt +First wanted to underwrite these

.
shares in association with Frankfurt private bankars, but
when they refused, it joined forces with that other joint-
stock outsider, the Bank {fir Handel und Industrie, and
together they underwrote the shares. The successful

placement of these shares gave a great boost to the

reputation of the Disconto-Gesellschaft as an underwriting

220. Minch, Adolph von Hansemann pp. /79-80.
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house. =291

The Hansemanns laid their mines extremely carefully for
their next blow against the power of the House of
Rothschild. On a trip to Vienna in 1863, David Hansemann's
keen financier ‘s eye saw that that perennial borrower
Austria offered great opportunities which the Disconto-
Gesellschaft should cultivate more than it had in the past.
Hungarian problems, Hansemann surmised, would force Austria
to borrow again sooner rather than later. David Hansemann
wrote back to Adolph in Berlin, asking his son to prepare a
list of their business connections in Austria. David
Hansemann s prediction came true the following year. In
1864 Austria again proposed to issue a loan, in this case a
silver loan for 70 million gulden. In association with
German, English, and Dutch houses the Disconto-Gesellschaft
entered the auction for this loan and won the bidding. The
Disconto—-Gesellschaft won through against the opposition not
only of Rothschild, but also of the largest joint—-stock bank
in the Danubian monarchy, the Rothschild-dominated Credit-—
Anstalt. The Disconto-Gesellschaft took.down 2F,500,000
gulden of the lcan, or over a third; and later, when sales
of the lcocan proved sluggish, the Disconto-Gesellschaft took
over the selling of the loan on the various bourses from the
Austrian Finance Ministry. From this coup Paul Model dates

the Disconto—Gesellschaft’s dominance in all great financial

251. Minch, Adolpbh von Hansemann, pp. 78-79; Die Disconto-
Gesellschaft 1851 bis 1901. Denkschrift zum SO jihrigen
Jubildum (Berlin, 1901) p. 3JO0.
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transactions,=9=

This blow deep into the Rothschild's financial
heartland impressed the Rothschilds with the importance of
collaborating with the Disconto-Gesellschaft. After the
Prusso-Austrian campaign against Denmark in 1864, the
Disconto-Gesellschaft, S. Bleichriéder, Sal. Heine, the
Norddeutsche Bank and M.A. von Rothschild % Séhne (the
Frankfurt House of Rothschild) discussed plans for business
in the newly conquered duchies: a Landesbank (regional
bank) for Schleswig-Holstein, and plans to form a public
limited company to build a canal to connect the North Sea
and the Baltic. Although both of these plans fell through,
at a meeting in Altona Adolph Hansemann met and became a
close friend of Freiherr Mayer Carl von Rothschild. This
paved the way for a full alliance between the Disconto-
Gesellschaft and the House of Rothschild, which was
consummated when the Disconto-Gesellschaft became a member
of the Rothschild Consortium for Austrian loans, as I
mentioned above.=ZzSS

With this the House of Rothschild acquired a strong
partner in the marketplace of Berlin, Which was rapidly
growing in importance with the success of Prussian arms. The

Rothschilds already had a correspondent in the person of

252. Minch, Adolph von Hansemann, pp. 81-82; Paul Model, Die
grossen Berliner Effektenbanken ed. Ernst Loeb (Jena, 1896)
pp. 22-23.

253. Dabritz, Disconto-Gesellschaft, pp. 119-120; Miinch,
Adolph von Hansemann pp. 83-84; Fritz Stern, Gold and Iron:
Bismarck, Bleichrider and the Building of the German Empire
(New York, 1977) p. 53.
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Bleichrdder (at first Samuel Bleichréder, and later his more
famous son Gerson Bleichriéder), but the Rothschilds did not
like to be dependent on only one house when they could play
two houses off against each other. Bleichrider was
frequently worried by the intimacy between the Hansemann and
the Rothschilds. In fact, Adolph Hansemann and Freiherr
Mayer Carl von Rothschild from the Frankfurt house
corresponded almost every day from 18464 until the Freiherr‘s
death in 18864.=294

By the 1870°'s, the Frankfurt house of Rothschild was
playing a less active role in developing new business and
limiting itself to administering one of the largest fortunes
in Europe. Thus Rothschild was less important in initiating
new business for the Disconto-Gesellschaft than Sal.
Oppenheim jr. + Cie. was, but it was an extremely valuable
ally and increased immensely the Disconto—Gesellschaft s
pawer to place securities. The House of Rothschild co-
operated with Oppenheim, BRleichrider, and the Disconto-
Besellschaft in founding the Preussische Central-
Bodencredit—-Actien-Gesellschaft; in fact, Bleichrider’ s
share was cut in half (the share capital of 12 million
thalers was initially split evenly four ways) so as to
allocate 1*/z million thalers worth of shares to the Paris
and London Rothschild houses. M. A. von Rothschild & Séhne
helped the Disconto-Gesellschaft in the privatization of the

Brunswick State Railways and in the various financial

254. Minch, Adolph von Hansemann, p. 833 Stern, Gold and
Iron, p. 428.
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transactions involving the Dortmunder Union. When the
Provinzial-Disconto-Gesellschaft was launched, it was
designed to serve as a branch network for the Frankfurt
house of Rothschild as well as for the Disconto-
Gesellschaft, and the two banks later jointly liquidated the
Provinzial-Disconto-Gesellschaft. Whenever a financial
transaction required the assistance of the London market,
the Disconto-Gesellschaft would go to N. M. Rothschild and
Sons first. When the Disconto-Gesellschaft wanted to place
in London some S%Z treasury bonds of the North German
Confederation in November 1870 to finance the Franco-
Prussian War, Hansemann approached N. M. Rothschild and
Sons, but they refused because of their connections to the
Paris house. {Instead the bonds were placed through the
London Joint Stock Rank.) The one major transaction of the

Grinder jahre which the Disconto—-Gesellschaft owed to its

connection with the House of Rothschild was the 74 Currency
Loan of Tax Relief Bonds of the City of New York of 1872.
Investing in Tweed s New York, however, was perhaps not the
most brilliant financial coup. When Argentina ran into
trouble during the Baring Bank Crisis bf 1890 and its loans
had to be re-negotiated, Adolph von Hansemann conducted

negotiations with the help of the London House of

Rothschild. =SS

255. Evidence of Adolph von Hansemann in the libel suit
against the Reichsglocke about founding of Centralboden:
“Vom Prozess der ‘Reichsglocke” " in: Norddeutsche
Allgemeine Zeitung (Rerlin, Friday 19 January 1877) vol. 16
No. 1S; Disconto-Festschrift, pp. 37, 73-74; Dabritz,
Disconto—Gesellschaft, pp. 176—-177; Dabritz, David und
Adolph von Hansemann, pp. 104-106.
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The close relationship which Adolph von Hansemann
enjoyed with Freiherr Mayer Carl von Rothschild continued
with Mayer Carl’'s son and successor, Freiherr Willy von
Rothschild. When Willy died in 1901, the Rothschild family
faced the problem that all male heirs of that branch had
died out. The Rothschilds had faced this problem once
befare, when Amschel Mayer — the Frankfurt brother - died
leaving only female issue. Then the problem was solved by
transplanting the Naples branch, which was conveniently at
leisure after the defeat of Francis 11, back to Frankfurt.
Now the Naples branch had only female issue, and the Paris
and London Rothschilds had to decide whether to send one of
their own number back to Frankfurt. Curiously, they
displayed no desire to exchange the fleshpots of London and
Paris for the charms of the entrepft on the Main. They
decided to close the old Frankfurt house, and transfer its
business to a new branch which the Disconto-Gesellschaft
would establish. The DPisconto—-Gesellschaft had hitherto
held back from establishing its own branch in the city
because of its links to the house of Rothschild; the
Deutsche Bank had a branch in the city.since 1886. Now
this loyalty received a more than generous reward. The
business was transferred to the new Disconto-Gesellschaft
branch without a single penny being demanded for it by the
Rothschilds — a rare occurrence indeed. The Frankfurt house
of Rothschild had been somewhat dormant in initiating new

financial transactions, but it enjoyed tremendous goodwill.

The Disconto-Gesellschaft sent Otto Ulrich, a Procurist
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since 1883, to be the director of the new branch. Most of
the old employees were retained. The new branch took over
the previous agency business of the Rothschilds, such as
being paying agent for the coupons of Pfandbriefe issued by
the Preussische Central-~Bodencredit-Actien-Gesellschaft. To
provide the new branch with a suitable building, the
Disconto-Gesellschaft assembled a piece of property with its
chief facade facing the Gutenberg monument on the Rossmarkt,
and bordered by the old Schlesingergasse and the
Junghofstrasse, totalling 1871 square metres: this property
still remains one of the central buildings of the Deutsche
Bank s headguarters in Frankfurt am Main. Reflecting the
skill on the stock exchange of the old Rothschild house, the
Disconto—Gesellschaft intended that the new branch
specialize in stock and share brokerage

(Kommi ssionsgeschaft) . =S

3. S. Bleichrider.

The Berlin banking house with which the Disconto—
Gesellschaft worked most closely was another Jewish firm: 5.
Bleichridder. Thes anti—-Semitic muckraker Rudolph Hermann
Mever called the two houses "our finanéial Dioscuri"” and

merged their names into "Disconto-RBleichrider".2®7 After

arriving at his bank at 10 or 11 in the morning, Adolph von

2546. Disconto-Gesellschaft Annual Report, 1902, pp. 12-13,
RWWA, Az. 92 Gd; Disconto-Festschrift, pp. 220-221, 267;
Ernest Korach, Das deutsche Privatbankgeschiaft. Studien zu
seiner Geschichte und beutigen Stellunq (Dissertation,
Berlin 19210) pp. 39-44,

257. Rudolph Hermann Meyer, Politische Griinder und die
Corruption in Deutschland (Leipzig, 1877) pp. 36-37.
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Hansemann would cross the Behrenstrasse to confer with one
of the Bleichréder partners. Junior partners such as Emil
Hecker and Julius Schwabach conferred regularly when they
met at the stock exchange.Z®® In spite of this closeness
and geographical proximity, however, the connection of the
Disconto—Gesellschaft to S. Bleichrider remained more
tenuous than that to the Oppenheims, which was consummated
through marriage, or to the Rothschilds, which culminated in
a merger. Bleichrider and the Disconto—Gessllschaft often
worked very closely together; but the services they offered
were too similar for the banks not to clash from time to
time.

There are numergus instances of the co-operation
between the two banks. They were co—founders of the Prussia
Consortium. They worked together on the plans for the
Landesbank for Schleswig-Holstein in 1864. They jcined
together in a bid for the Prussian government s holding of
Cologne—Minden Railway shares when the Prussian government
was trying to raise money for the war of 186&6. Bleichrider
was one of the four founders of the Preussische Central-
Bodencredit—-Actien-Gesellschaft, although as I mentioned
above, his quota was later cut in half. The banks worked in
tandem when selling government securities during the Franco-
Prussian War. As members of the Rothschild Consortium, they
underwrote Hungarian securities and ultimately reorganized

the kingdom's finances. They also acted together in the late

258. Minch, Adolph von Hansemann, p. 384; Hans Firstenberg,
Carl Firstenberg: Die Lebensgeschichte eines deutschen
Bankiers (Berlin, 1931) pp. 43-44.
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1880°s when underwriting Russian bonds. Bleichrider and the
Disconto-Gesellschaft also co-operated in financing the
Loewe concern, in particular the Union Electricitiats—
Gesellschaft.=>”

As the two foremost German bankers, Bleichréder and
Hansemann often had to play cameo roles in colonial ventures
which the government encouraged but were not in themselves
particularly profitable: these included the Deutsch-
Asiatische Bank and ventures in Samoa, New Guinea, and
German Socuthwest Africa. A somewhat similar venture was the
reorganization of the Roumanian railways after the fall of
Strousberg, which Bleichréder and Hansemann eambarked upon
not for the sake of profit but at the insistence of
Bismarck. This venture is particularly interesting, because
we know the proportions in which the two houses
participated, which gives us an idea of their relative size:
the Disconto—-Gesellschaft invested double the amount that
Bleichrider put up. The later development of Roumanian
business did prove profitable: the two banks enjoyed a
virtual monopocly in underwriting Roumanian government bonds,
handled the Roumanian government s bus{ness in Berlin (such
as paying for Krupp cannon), and pioneered the Roumanian

petroleum industry.=e°

259. Disconto-Festschrift, pp. 49-51; Stern, Gold and Iron
pp. 130-131, 430, 440, 446-447,

260. Disconto-Festschrift, pp. 62-45; Stern, Gold and Iron,
Pp. 3I50-393, 400-401, 412-413, 431, 587 note 128; M. Miller,
Vienna, 29 November 1881 to Friedrich A. Krupp, Essen, H A
Krupp, W A IV 238, fol. 16; Georg Solmssen, "Die Mitwirkung
der Disconto-Gesellschaft an der Entwicklung der Erddl-
Industrie” in: Solmssen, Beitri3ge zur Deutschen Politik und
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There is, however, enough evidence of frequent
competition between Bleichriéder and the Disconto-
Gesellschaft (thanks largely to the researches of Fritz
Stern) to add an interesting touch of chiaroscuro to this
picture of outward harmony. Bleichrider and Hansemann sach
tried to grab from the other the business of financing the
French indemnity after the Franco-Prussian War. Bleichriader
reacted with horror when the Disconto-Gesellschaft began to
make soundings in an area which Bleichrider regarded as
peculiarly his own: Egyptian bonds.=e2

The privatization of the Brunswick State Railways shows
the most interesting plot. First the Bank fir Handel und
Industrie attempted to reserve the business for itself, but
Bleichridder forced his way into the consortium; then the
Disconto-Gesellschaftt came up with a rival offer and tried
to get the business away from the Rank fiar Handel und
Industrie and Bleichrider; finally the Discontoc—Gesellschatft
joined forces with the Bank fir Handel und Industrie and

Bleichrdder-22 This rapid switch from competition to co-—-

Wirtschaft 19200-1233 (Leipzig, 1934) vdl. 2 pp. 459-483.

261. Stern, Gold and Iron, pp. 154, 425-426.

262. The sources for this information about the Brunswick
railway privatization, which I do not have the room to
discuss in detail, are: Diplomatic correspondence, Friedrich
von Liebe, Brunswick Minister Resident in Berlin, 20 April
1869 to the Ducal Counsellor Christian Zimmermann; Liebe 27
July 1849 to Zimmermann; Zimmermann 10 May 1849 to Liebe;
Liebe 24 May 1869 to Zimmermannj Lisbe 10 June 1869 to
Zimmermann; Liebe 27 July 1849 to Zimmermann in:z
Niedersichsisches Staatsarchiv in Wolfenbiittel, Az. 12A Neu,
Fb. 7a, Nr. 3634; Adolph Hansemann and Adolph Salomonsohn,
Direction der Disconto-Gesellschaft, Berlin, to Ducal
Ministry of State, 16 August 1869 in: Nds StA Wolf., Az. 12A
Neu, Fb. 7a, Nr. 3566%9; Contract dated 27 September 1869, Nds
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operation was almost certainly more typical than the
untroubled harmony among "befriended banks" which is
depicted in official company histories.

4, The Norddeutsche Bank in Hamburg.

The Norddeutsche Bank in Hamburg was established in the
boom year of 1856, and stood up to the Hamburg commercial
crisis of the follawing year remarkably well. Among the
companies it helped found were the Norddeutsche Affinerie
{1866); the Vereinigte Kiénigs— und Laurahitte (1871); the
Gelsenkirchener Bergwerks—Actien-Gesellschaft (1873); the
Reihersteig—Schiffswerfte und Maschinenfabrik (18381); the
Jute-Spinnerei und Weberei Hamburg-Harburg (1882)3; the
Anglo-Continentale (vorm. Ohlendorff ' sche) Guano-Werke
(1882); the Hamburger Freihafen Lagerhaus—Gesellschaft
{1888); the Hammonia Stearin-Fabrik (1887); the
Internationale Druckluft— und Electricitits—Gesellschaft
(1890); the H. B. Sloman % Co. Salpeterwerke Actien-—
Gesellschaft (1904); and the Allgemeine Petroleum—Industrie
Actien—Gesellschaft (1203).2s¥

The Norddeutsche Bank and the Disconto-Gesellschaft co-
operated in 1873 in founding the Gelsenkirchener BRergwerks-—
Actien—-Gesellschaft. Just at this period, however, the two

banks became estranged. The Norddeutsche Bank co—operated

StA Wolf., Az. 23 Neu, Fb. 1, Nr. 1343, fol. 39;
"Braunschweigische Staatsbahnen” in: National —-Zeitung
(Berlin, Thursday 19 August 1869) Nr. 384, Beiblatt;
vBerliner Biorse 19 November” in: Aktiondr (Sunday 21
November 186%9) vol. 16 No., 830 p. 715 and ncte.

263. Max Wirth, Geschichte der Handelskrisen (Vienna, “1890)
pp. 405-406; Henry Wulff, Norddeutsche Bank in Hamburg 1856-—

1904 [Berlin, 1906) pp. 3-9, 22-23.
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with another Berlin correspondent, the Berliner Handels-—
Gesellschaft, in financing Strousberg's railways, and this
led to subsequent lawsuits when the Disconto—-Gesellschaft
moved in to pick up the pieces as Strousberg gradually lost
control of his railways in 1870-18971. Strousberg in his
memoirs has detailed the struggle between the Norddeutsche
Bank and the Disconto-Gesellschaft for control of the Halle—
Sorau-6uben Railway Company. No love was lost between the
two banks either when the Norddeutsche BRank joined forces
with Jacob Landau to set up their own operation in Rerlin,
the Hamburg-Berliner Bank. The lawsuits, however, were
eventually settled, the Hamburg—BRerliner Rank was swept away
by the Crash of 1873, and by 1879 the Disconto-Gesellschaft
and the Norddeutsche Bank were reconciled.=ze<

In that year the chairman of the supervisory board of
the Norddeutsche Rank,; Gustav Godeffroy, wrote a letter to
Garson von Bleichrider which helps clarify the relations
between the Norddeutsche Bank and its various allies, which
are otherwise so0 difficult to define. Godeffroy had heard
that Bleichrider was "furious" (ungehalten) because the
Norddeutsche Bank would neot cut him in on a new bond issue
for the city of Hamburg. Godeffroy began by pointing out
that the consortium for Hamburg loans consisted of M. A. von
Rothschild & Sthne of Frankfurt, the Disconto-Gesellschaft,
L. Behrens % Schne of Hamburg and the Norddeutsche Bank, and

that Bleichriéder was much closer to the first two houses

264, Schinckel, Errinnerungen, p. 213; Rethel Henry
Strousberg, Dr. Strousberg und sein Wirken (Berlin, 1876)
Pp. 303-304.
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than he was to the Norddeutsche Bank. Secondly, Godeffroy
said that his influence as chairman of the administrative
board was limited; he had only one vote. He could only do

things with the management (Direction), not against it.

Thirdly, Godeffroy enumerated the allies of the Norddeutsche
Bank, observing to Bleichrider that it could not just "shove
aside the old connections with which the Norddeutsche BRank
has co-operated since its formation, namely Disconto-
Gesellschaft, Berliner Handels—Gesellschaft, Mendelssohn,
Warschauer, and now and then Jacob Landau." Fourthly,
Bleichrider was so intimate with the Rothschilds that he
could not extend full reciprocity to the Norddeutsche BRank.
Godeffroy then added:
"In the meantime the Commerz + Disconto Bank here
in association with Jacob Landau has knocked the
Norddeutsche BRank group for six (aus dem Felde
geschlagen). The offer must have been horribly
low, since the Norddeutsche Bank s offer was such
that one could only speak of losses, not of
profits. This excessive competition which every
day more and more makes its way into every field
and ruins all business is going to lead to the
point that henceforth the conclusion of profitable
bond and conversion deals will number among the
exceptions, "=e2
This letter reflects the declining. interest rates of
the period 1873-18946, which meant government borrowers were
in an unusually strong position, and could demand more and
more competitive bids from investment bankers.
The connection of the Disconto-Gesellschaft and the

Norddeutsche Bank thickened when the two banks joined in

1887 to found the Brasilianische Bank fir Deutschland, and

265. Gustav BGodeffroy, Hamburg, 15 June 1879 to Gerson von
Bleichrider, Bleichriéder Archiv, Box XXXIV, folder 7.
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together took silent partnerships in H. Albert de Bary of
Antwerp and Ernesto Tornquist of Buenos Ayres. Together the
banks underwrote a number of Argentine loans in the boom
years which preceded the Baring crisis. The Norddeutsche
Bank invested 1.691 million marks in the tandem banks Bary-—-
Tornquist; the Disconto-Gesellschaft 2.187 million marks.

In 1887 the two banks joined in another venture in South
America, the construction of the Great Venezuela Railway.
Finally, in 1890 the two banks founded the Internationale
Druckluft— und Electricitits—-Gesellschaft.

These last three ventures turned out disastrously. The
Argentine loans fell when the Baring Crisis hit in 1890; the
Great Venezuela Railway encountered tremendous engineering,
financial, and political difficulties (a default which
followed a revolution in Venezuela was only settled by a
naval demonstration); and Popp’'s Internationale Druckluft-
und Electricitits—-Gesellschaft was a catastrophe. Although
these ventures were ultimately turned around and
reorganized, in the early 1890°s the Norddeutsche Bank and
the Disconto-Gesellschaft were locked into three
unfortunate financial operations which ;ere draining them of
cash.

By 1895 the Norddeutsche Bank wanted to expand beyond
Hamburg; its fiercest rival, the Commerz— + Disconto-Bank,
had set up a branch in Berlin. The Disconto-Gesellschaft
also began to feel that its policy of no branches was a
mistake; it was falling further behind the Deutsche Bank,

which had extremely profitable branches at Bremen, Hamburg,
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and London. Hansemann disliked "leaving his house", as he
called it; but he fully trusted the director of the
Norddeutsche Bank, Max von Schinckel. A merger would solve
many problems at one blow: in addition to allowing the
Norddeutsche Bank to expand to Berlin, and the Disconto—
Sesellschaft to the Hanseatic cities, the merger would set
free reserves which could be used to write off the bad
loans. Schinckel and the Disconto partner Emil Russell
worked out the details. The Norddeutsche Bank, which had
been a public limited company (Actien—-Gesellschaft) since

its formation in 1856, was converted into a

Kommandi tgesellschaft auf Aktien, like the Disconto-—

Gesellschaft, with a Kommandit-share capital of 40 million
marks plus 1.2 million marks in capital to be put up by the

new active partners (Geschaftsinhaber). The active partners

were Adolph von Hansemann, Emil Russell, Alfred Lent,
Alexander Schoeller, and Max von Schinckel, since
Schinckel ‘s colleague Ernst Petersen initially declined to
become an active partner. In the meantime the share price
of the Norddeutsche Bank had sunk to the 140-13530% rang=, soO
at an agreement on 15 March 1895 Emil R;ssell and Max von
Schinckel agreed to set the swap terms at &000 marks
Disconto-Gesellschaft shares for 2000 marks Norddeutsche
Bank shares, eguivalent to a price of 1504 for each
Norddeutsche Bank share. This was on the low side, but it
would set free so many reserves at once that the combined

banks could write off all their loss—-making operations.

Very few pecple were told of the merger plan: Russell and
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Schinckel even kept the matter secret from their supervisory
boards, and announced the plan by sending telegrams to all
the newspapers. The supervisory board members were furious
about not being told - there are always some members who
regard insider trading as their rightful perquisite - but
the extraordinary general meetings of the two banks, called
on 16 April 1895, approved the merger. When the Imperial
Tax Office came asking after the stamp for the merger
contract, Schinckel smugly told the Tax Office that there
was no merger contract: the merger had gone through on the
basis of a handshake.

To pay for this merger the Disconto-Gesellschaft raised
its capital from 75 to 115 million marks. The Norddeutsche
Bank had itself just raised its capital from 45 to 60
million marks; in addition, it had reserves of 14*/> million
marks. The merger thus set free 34*/> million marks to
write down assets. The Norddeutsche Bank remained
nominally independent, continuing to operate under its old
name: this was necessary to retain the good will and avoid
offending Hanseatic sensibilities. Paul Wallich has also
said that the banking market in Hamburg'was a very tight
oligopoly ( a similar situation prevailed in Wirttemberg)
and the only way the Berlin banks could break into this
market was to buy their way in.

On the whole, the merger seems to have been a success:
the loss makers were transformed into the "sources of future
profits", as Adolph von Hansemann said, andthe dividend of

the Norddeutsche Bank recovered to 8%. The Norddeutsche
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Bank expanded only modestly after its merger with the
Disconto-Gesellschaft; by 1914 it had seven deposit-taking
offices (Depositenkassen) in Hamburg and one in Harburg; in
1904 it absorbed the bank W. S. Warburg in Altona, and
converted it into a branch. It also had a silent
partnership (Kommandite) in Ephraim Meyer & Sohn in
Hannover. 1t retained its nominal independence until
October 1929, when it, like the Disconto—Gesellschaft, was
absorbed into the Deutsche Bank und Disconto-—
Gesellschaft.=ee

F. Internal Organization_and Management
of the Disconto-Gesellschaft.

The internal organization of the Disconto—-Gesellschaft
was divided in two: the Chef-Cabinet and the

Directionsbureau. The Chef-Cabinet formulated the general

policies of the bank; it decided its investments in various
companies; and it negotiated the financial transactions with
governments, municipalities, and companies. The

Directionsbureau took care of the current accounts and the

technical management of the money and securities entrusted

to the bank. In Wall Street terms, the Chef-Cabinet was the

front office, which decided investment policys the
Directionsbureau was the back office, which managed the

operations. The Chef-Cabinet had various departments under

its supervision: the arrangement of the underwriting

syndicates, the archive, business with the Disconto-

266. Schinckel, Erinnerungen, pp. 239-243; fPaul Wallich,
Konzentration, pp- 72, 100-101, 107, 118-119; Riesser,
Deutsche Grossbanken, p. 735.
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Gesellschaft's branches and closely associated industrial
enterprises (such as the Dortmunder Union and the lead mine
at Bleialf), as well as the legal department. The
Directionsbureau looked after the current accounts, all
stock market operations, safekeeping of securities,
redemptions of bills, coupons and matured bonds, the audit
and bookkeeping department, and the personnel department.
The Chef-Cabinet was always under the personal direction of
Adolph von Hansemann. Among the partners of the eighteen-—
seventies, Johannes Miquel, Emil Russell, and the Geheime
Baurat Alfred Lent worked in the Chef-Cabinet, whilst Emil
Hecker, Adolph Salomonsohn (who started as the house lawyer,
but later switched to commercial problems) and subsequently
Alexander Schaoeller worked on the day—-to—-day business. The
partner Emil Hecker represented the Disconto-Gesellschaft on
the stock exchange; as the business expanded in size, some
of the Procurists were named as floor brokers.

Every day after the bourse had closed the partners met
in Hansemann s office around two in the afterncon. After
the late sighteen-sighties they were joined by Director Curt
Erich, Hansemann s right-hand man, and by the Disconto-—
Gesellschaft floor brokers. After the partners had reported
on the state of the stock exchange, they discussed the
general economic situation and determined the disposition of
the bank s investments.=Z2e”

The partner Georg Solmssen has left a record of the

management methods of the Disconto-Gesellschaft. He writes

267. Minch, Adolph von Hansemann, pp. 71-72.
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that the management of the Disconto-Gesellschaft was based
upon two principles: collegiality and that everything must
be in writing. The original of all incoming correspondence,
and a copy of all outgoing correspondence circulated amongst
a defined group of responsible persons. Every business
transaction, even if it arose from an oral conversation, was
written down, circulated, and filed away. Whether or not
the partners had seen the document was determined by notes
made on the document. Hansemann considered this
particularly important, and would have laughed at anyone who
maintained that Hansemann must be too busy to put everything
in writing. One might think this would make the Disconto-
Gesellschaft a bureaucratic monolith, but Sclmsszen maintains
that the opposite was in fact true: the solid foundation of
thorough documentation and collegial backing gave the
Disconto—-Gesellschaft the confidence to take risks. Another
interesting management technique made use of by the
Disconto-GBesellschaft was the Dezernatsystem. Instead of
using young traineses as mere secretariss, they were each
delegated an area of expertise on which they were to report
back to the partners, who researched the.matter as well.

The Dezernatsystem was a fruitful way to generate new ideas
and suggestions and prevent the bank from degenerating into
a system of merely reporting orders from the top down.
Solmssen regards the collegial principle as especially
important for a bank which, as the trustee of other people’s
money, has serious fiduciary obligations. A sole proprietor

often regards himself and the interests of his firm as



identical, and when he runs a bank he runs the risk of
treating the monies entrusted to him as though they were his
own. Furthermore, strict principles are important to
maintain mutual respect between employers and employees.
The employees must know that management follows the same
strict rules about recording transactions, bookkeeping, and
security regulations as they do. Each employee must have
the right of free access at any time to the management.
Finally, the aristocratic right to manage must come from a
rule of the best; management must conduct their private
lives according to the principles of the institution they
serve. Although Hansemann lived in the grand manner to
impress clients, he would have been ashamed if his budget
did not balance to the last penny.=Z<®

Solmssen ‘s account is clearly an ideal, although many
contemporary companies could learn much from his management
principles. We have no way of knowing the extent to which
the Disconto-Gesellschaft lived up to this ideal. It is
hard to credit Sclmssen when he says that the Disconto-
Gesellschaft was able to avoid the dangers of bureaucracy;
in fact, the elaborate and bureaucratic ;ystem of putting
everything in writing helps explain certain rigidities in
the Disconto—-Gesellschaft s policies. Judging by results,
especially after 1873, the Disconto-Gesellschaft does not
appear especially well-managed. On the other hand, the

Disconto-Gesellschaft partners did engineer a “reverse

268. Solmssen, Beitridge zur Politik und Wirtschaft, vol. 1,
Pp. XVIII-XXI.
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takeover"” of the Deutsche Bank after the 1929 merger (as I
mentioned above), which presumably reflects superior
management skills. The Disconto-Gesellschaft was about as
well organized as a large German universal bank could be;
its defects reflect the fault of the type, not necessarily
the faults of the Disconto-Gesellschaft. Other banks, such
as the Berliner Handels-Gesellschaft or the private banks,
being smaller and hence less dependent on outside capital,
enjoyed a greater independence from outside investors and
could be more informal and entrepreneurial; which I think is
reflected in their greater success.

The essential point about the Disconto-Gesellschaft s
management is that it was a one man show. Adolph von
Hansemann ruled the bank in a style which is described as
"auto;ratic" and "dictatorial®". In spite of a manner which
was often brusque, Hansemann was able to attract and retain
talented colleagques. Hansemann 's name was so associated
with the Disconto—Gesellschaft that after his death in 1903
August Thyssen could plausibly write to Carl Klonne that the
Disconto—-Gesellschaft now had no choice Put to merge with
the Deutsche Bank; which was in fact what happened, albeit
26 years later. (It is not likely, however, that Thyssen’'s
motive in urging a Deutsche Bank-Disconto merger was a
concern for the well-being of the Disconto—Gesellschaftj;
Thyssen probably hoped that after such a merger the Deutsche
Banlk would clean out some of the Disconto-Gesellschaft’'s
heavy industrial deadwood, such as the Dortmunder Union,

which would allow Thyssen to get his hands on those



industrial assets - plus some valuable assets, such as the
Gelsenkirchener Bergwerks—-Actien-Gesellschaft.) Adolph von
Hansemann was a particularly stubborn autocrat. He often
clung to loss-making enterprises long after a more prudent
financier would have sold and cut his losses. The financial
journalist and later editor of the Vossische Zeitung, Georg
Bernhard, claims that it was Hansemann s stubbornness that
stuck the Disconto-Gesellschaft with the Great Venezuela
Railway, almost bringing the bank down in the process.
Hansemann s stubbornness is perhaps best exemplified by the
story of the Korean gold mines in the 18%20°'s. English gold-
seekers were rumoured to have struck gold in Korea, but to
avoid paying the government the royalty they had kept it
quiet by bribing the local inhabitants. Hansemann sent out
a mining engineer from Magdeburg, who at first found
nothing. Suddenly the news arrived that he had struck gold
in several places. No sooner had Hansemann and his partners
in the deal had time to celebrate than the news arrived that
it was all a fraud; the Koreans, hoping the Germans would
bribe them as the English had done, had "salted" the ground
with gold nuggets, and the Magdeburg mining expert had
resigned in disgrace. Max von Schinckel, who had invested
in the Korean mines, asked a mutual friend what Hansemann
thought about the fraud. The friend replied: "Hansemann
still does not believe it!" Hansemann s stubbornness gqoes
some way to explain why the Disconto-Gesellschaft would

stick it ocut with losing, open—ended commitments like the

Dortmunder Union instead of cutting losses once the
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situation was hopeless.zev

There is one more aspect of the Disconto-Gesellschaft
which I would like to discuss. This is the character of its
supervisory board. The Disconto-Gesellschaft s supervisory
board was very different in its composition from those of
the BRerliner Handels-Gesellschaft, on which local Berlin
bankers predominated, and the Deutsche Bank, which had
bankers from the entire nation: from Crefeld in the
Rhineland to Stettin on the Baltic their tentacles covered
all Germany. This reflected the national and international
role intended for the Deutsche Bank when it was founded on
22 March 1870: to be the banker- s bank for foreign
transactions, representing the German banking world in
international financial markets.®*”° The BRerliner Handels-
Gesellschaft ‘s supervisory board reflected its origin as a
universal bank founded by local Berlin private bankers. The
Discontoc—Gesellschaft s supervisory board shared the
parochial character of the Berliner Handels—Gesellschaft,
but private bankers (of the type important enough to be
members of the Bank des Berliner Kassen-Yereins) were rarely
members: instead the Disconto-Gesellschaft’s board consisted

of merchants, some textile manufacturers, and Prussian civil

servants. To give some examples: Meyer Samuel Baswitz ( a

269. Minch, Adolph Hansemann, pp. 72-73; Georg Bernhard,
Meister und Dilettantem am Kapitalismus im Reiche der
Hohenzollern (Amsterdam, 1936) pp. 219-220; Frit:z
Seidenzahl, Hundert Jahre Deutsche Bank, 1870-1970
(Frankfurt/Main, 1970) p. 18&6; Schinckel, Erinnerungen pp-
253-254.

270. Seidenzahl, Deutsche Bank, pp. 8-24.
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member of the supervisory board from 1851 until his death in
1870) is listed in the Rerlin 1857 city directory as having
a warehouse (Lager) for Silesian and Berlin woollen goods;
by 1879 he was a stock broker, an alderman (Altester) of

the Korporation der Kaufmannschaft (the Berlin equivalent of

a Chamber of Commerce) and chairman of the Berlin Jewish
burial society. C.F. BRerg was a partner of the firm J.
Ravené& Sohne % Co. of Berlin, iron traders, who were related
to Adolph von Hansemann through the Kusserow sisters. Other
members of the supervisory board are similarly obscure:
Julius Kauffmann (apparently no relation to the Jewish
textile family) was a partner in the firm Lampe, Kauffmann &
Co., pharmacists and dealers in dyes. Eduard Lampson was a
Spediteur, a partner in the transport and conveyance
enterprise Lampson % Opdenhoff. I have already mentioned
the Jewish textile industrialist Moritz Reichenheim.=27t

One very cbscure member of the Disconto—-Gesellschaft
supervisory board, Walther BRauendahl; is worth a little more
attention because he seems to have been the go-between who
arranged for the National Liberal politician, Johannes

.

Miquel, to become a partner of the Disconto-Gesellschaft in

186%9. 1 believe this was the case because it was through

271. Allgemeiner Wohnungs—Anzeiger nebst Adress— und
Geschaftshandbuch fir Berlin, dessen Umgebung und
Charlottenburg auf das Jahr 1857. Aus amtlichen QGuellen
zusammengetragen (Berlin, 1857) pp. 18, 205, 244-245;
Adress—Kalender {fiir die Kéniglich Haupt— und Residenzstidte
Berlin und Potsdam auf das Jahr 1870 (Berlin, [18701) vol.
156 p. 4803 Die Korporation der Kaufmannschaft von Berlin.
Festschrift zum hundertjdhrigen Jubildum (RBerlin, [19201)
p. 659; Disconto-Festschrift p. 269; Minch,; Adolph von
Hansemann, p. 378.




Bauendahl that Miquel arranged with Adolph von Hansemann to
quit as a partner in the summer of 1873, at a time when
Miquel was under attack for conflicts of interest; Bauendahl
was the Disconto supervisory board member to whom Miquel was
closest. The name Bauendahl is extremely rare: the only
occurrences I have met with are in Westphalia, where the
logical alternative Rauendahl (now a district of the town of
Hattingen) is also encountered. BRauendahl may have begun
his career in Westphalian heavy industry, and this may be
reflected in some of his supervisory board positions. In
the Berlin directory for 1857, however, he is listed as
having a Kolonialwaarenhandlung: an import-export house with
an emphasis on tropical (i.e., colonial) products.

Bauendahl sat on the supervisory board of the Disconto-
Gesellschaft from 1862 until 1877, and on the board of the
Provinzial-Disconto—Gesellschaft from its establishment in
1872. He subscribed for 20,000 thalers worth of the initial
issue of shares of the Dortmunder Union, and sat on the
Union"s administrative board. He also sat on the
administrative boards of the Gelsenkircﬁgner Rergwerks—
Actien-Gesellschaft and the Mengeder Bergwerks—-Actien—
Gesellschaft. He was also on the administrative board of
the Deutsche Feuer-Versicherungs-Actien—Gesellschaft in
Berlin, and, according to Otto Glagau, the supervisory board
of the Stdrkezuckerfabrik, vormals Carl August Kéhlmann in
Frankfurt an der Oder. Glagau says that this company was
founded in November 1871 but held up after the Crash better

than most new companies of this period. Bauendahl was an
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alderman of the Berlin Korporation der Kaufmannschaft, to
whom he left a legacy in his will. Bauendahl appears to have
been a fairly well-to-do private investor; thus during the
reorganization of the Roumanian Railway Company we find him
signing for 3000 nominal thalers worth of the 8% preference
shares, at a price of 2,219.132 thalers. This was as much
as Sal. Oppenheim jr. + Cie. signed for, and half as much as
Rleichrioder signed for.

When Migquel finally resigned his post as chairman of
the supervisory board of the Disconto—-Gesellschaft, he also
lost his flat in the bank. Since Miquel decided not to run
again for the Reichstag, his visits to Berlin became more
infrequent, but whenever he did come to Berlin he stayed in
Bauendahl ‘s flat in the Markgrafenstrasse. Miquel was a
thoroughly pelitical animal, enlisting all his business
contacts in his political manceuvres, and Bauendahl was no
exception. He wrote to his fellow National Liberal
Friedrich Hammacher about Rauendahl, probably in 1886.
Hammacher seems to have been a mutual friend; he may have
known Bauendahl from the Ruhr. Miqguel wﬁpte:

"Yesterday I sent you in haste some names
Bauendahl took down for the National Liberal
party. He was unfortunately sick when I left him,
and thus could only take down a few names.”

Bauendahl resigned his supervisory board posts in 1877,

probably due to ill health; he seems to have died shortly



after Miquel wrote those lines in 188&.27=2

The other important group on the supervisory board of
the Disconto—-Gesellschaft was Prussian civil servants, plus
the occasional lawyer or politician. There were legal
experts, like August Theodor Geppert I (1851-1863). There
was the occasional politician: Johannes Miquel (on the board
from 1873 until 18764), Dr Wilhelm Léwe-Calbe (1879-1886) ;
even a later leader of the National Liberal Party, Ernst
Bassermann, sat on the board of a Disconto-Gesellschaft
affiliate, the Siddeutsche Disconto—Gesellschaft,
although in that case the connection arose from his marriage
to a Ladenburg, because the Siiddeutsche Disconto-
Gesellschaft was created in 1905 out of the Mannheim banking

house W.H. Ladenburg % Sihne. But these few lawyers and

272. Walther Bauendahl, Berlin, 21 August 1873 to Miguel in
Berlin, Migquel Nachlass; "I shall stay at SO
Markgrafenstrasse": Miquel, Frankfurt, 11 March [18843 to
Margquardsen; "1 shall stay again with Bauendahl,
Markgrafenstrasse S0": Miquel [Frankfurt end of February
18861 to Marguardsen, ZIStA Potsdam, Machlass Marquardsen,
Az. 90 Ma 1, Nr. 15, fol. 231, 246; Miquel, Berlin, Tuesday
[18867]1 to Friedrich Hammacher, ZIStf# Potsdam, Nachlass
Friedrich Hammacher, Az. 20 Ha S Nr. 31, fol. 19;
Underwriting syndicate for 8% Roumanian Railway preference
shares, Bleichrider Archive, Box IX, folder 1; Dortmunder
Union: Griindungsprotokoll of the Union, Actien-Gesellschaft
fiir Bergbau, Eisen— und Stahl-Industrie zu Dortmund dated
Berlin, 2 February 1872, Nr. 48 des Notariats-Register pro
1872, Werksarchiv, Hoesch AG, Az. DHHU 13703 GBAG:
Gelsenkirchener Bergwerks—Aktien-Gesellschaft 1873-1913
(Disseldorf, [12131), Anlage S; Mengede: Die
Steinkohlenberquerke der Vereiniqte Stahlwerke A.-G. Die
Schachtanlage Adolf von Hansemann in Dortmund-Mengede
{Essen, 1933) pp. 11-12; fire insurance: Berlin Adress-
Kalender 1868, 18479 (Berlin, 1858-1849) vol. 154 pp. 434,
469, vol. 155 pp. 459, 493; Otto Glagau, Der Bérsen— und
Griindungs—Schwindel in Deutschland (Zweiter Theil von "Der
Birsen— und Griindungs—Schwindel in Rerlin®".) (Leipzig, 1877)
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politicians were dwarfed by the numerous bureaucrats,

especially the Geheime Ober—Finanzrithe, who provided a

useful conduit to the Prussian Finance Ministry, the Bank of
Prussia, and the Seehandlung: men such as Geheimer Ober—
Finanzrath Friedrich Wilhelm Alexander von Scheele, Geheimer

Ober—-Finanzrath Friedrich Wilckens, Geheimer Ober-—

Finanzrath Scheller, Wirklicher Geheimer Rath Leopold von

Schuhmann, Wirklicher Geheimer Rath Otto Wehrmann, and

Appellationsgerichts-Vizeprisident a. D. Dr. Ludwig von

Rinne.=7= 0Of these, Dtto Wehrmann rose to be the highest
ranking Prussian civil servant. Wehrmann s connection with
the Disconto-Gesellschaft went back to 1848, when a young
Wehrmann had been very impressed by the vigour of David
Hansemann in establishing a new Prussian Ministry of Trade;
after that he was one of David Hansemann s closest friends.
Wehrmann played a crucial role in the negotiations with the
Prussian government which lad to the formation of the
Preussische Central-Bodencredit—-Actien—-Gesellschaft. He was
the banker ‘s vital ally in the enemy camp.274% Friedrich
Wilhelm Alexander von Scheele, in additipn to his position
as a civil servant, was a member of the directorate of the

Berlin—Anhalt Railway Company. In 1873 Scheele was made the

273. Disconto-Festschrift, pp. 269-272; Rudolf Haas, Die
Entwicklung des Rankwesens im deutschen Oberrheingebiet.
Zur 100, Wiederkehr des Grindungstags der Rheinische

Creditbank Mannheim am 15 Juni 19270 (Mannheim, [19701) p.

115.

274. [Leo Wehrmannl, Aus dem Leben des Wirklichen Geheimen
Rats Otto Wehrmann, Ersten vortragenden Rats im
Staatsministerium. Blatter der Erinnerung an das Werden des
Deutschen Reiches (Stuttgart and Rerlin, 1710).
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first President of the Imperial Railway Office
(Reichseisenbahnamt), but a bitter controversy surrounding
an increase in freight tariffs by 20% eventually led Scheele
to resign and resume his post as chairman of the supervisory
board of the Disconto—-Gesellschaft.=27=

Hermann Minch and Joseph Hansen say in their
biographies of Adolph von Hansemann and Gustav Mevissen that
bankers liked to hire civil servants because of their
correctness and sense of legality.27® This is no doubt
true, but it is not the whole story. At a time when few
large organizations existed, civil servants were some of the
few men who had experience at managing a large operation.
In addition to this, although most of the railways in
Prussia were privately owned, a number were government
operated {(such as the Rerg—Mark Railway) or had burs=aucrats
appointed to their managing directorate {such as the Berlin-
Anhalt Railway). This meant that many bureaucrats had a
greater experience of the business world than one might
otherwise suspect. In the case of the Disconto-
Gesellschaft, David Hansemann had originally intended for

.

the bank to be a government sponscred institution, and the
bank still retained some of this atmosphere by having old

civil servant friends of David Hansemann (like Wehrmann) on

the supervisory board. Finally, there is no doubt that one

275. Rudolf Morsey, Die oberste Reichsverwaltung unter
Bismarck 1857-1890 (Munster/Westphalia, 1957) pp. 143-146
{(=Neue Minstersche Beitrige zur Geschichtsforschung, vol.
3).

276. Hansen, Mevissen, vol. 1, p. 7763 Minch, Adolph von
Hansemann, p. 63.




reason for having men like Scheele and Wehrmann on the
supervisory board was because they were very useful allies
to have in places like the Prussian Finance Ministry and
the Ministry of Trade, where the vital decisions concerning
business were made. Wehrmann and Scheele, not politicians
like Miquel and Léwe-Calbe (as is erroneously asserted by
Helmut Biéhme, and even by more careful scholars like Karl-
Erich Born) ;277 were the Disconto-Gesellschaft s vital
contacts.

David Hansemann also had an informal group of friends
who could often be just as important contacts as men who sat
on the supervisory board. Prominent among these was Julius
Scheidtmann, who had begun in 1848 attacking the Prussian
government under the pseudonym of Peter Minus and ended as a
high official in the Seehandlung. David Hansemann, Julius
Scheidtmann, and Otto Wehrmann and their daughters would go
horseback riding together, then go bowling, and concludad
this pleasant Sunday excursion with a visit to the Bouffes
parisiens at Kroll ‘s opera house. Gustav Freytag also names
Scheidtmann and Wehrmann as a distinct circle of friends
around David Hansemann and Carl Mathy.=7® These civil
servants — and not politicians like Miquel — were the
important allies of the Disconto-Gesellschaft in government
circles. Their obscurity has led them to be unjustly

neglected.

277. Helmut Bihme, Deutzchlands Weq zur Grossmacht (Cologne,
1966) pp. 315-31463 Born, Geld und Banken, p. 156.

278. Miinch, Hansemann, p. 382; Gustav Freytag, Karl Mathy.
Geschichte seines Lebens (Leipzig, 1870) pp. 376-377.
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Much space in the literature about the Disconto-
Gesellschaft is taken up with the allegations, first made by
anti-Semitic muckrakers of the 1870°s like Otto Glagau,
Rudolph Hermann Meyer, Heinrich-Joachim Gehlsen, and their
epigoni like Hermann Ahlwardt and Rudclf Plack-Podgbdrski,
that Johannes Miquel, one of the most powerful leaders of
the National Liberal Party, used his political influence
when he was a partner in the Disconto-Gesellschaft to
advance the bank s own interests. I do not have the space
to go into these charges in detail, but after examining what
evidence is available I must adopt the opinicon of Eduard
Lasker that the one proposal advocated by Miquel where he
clearly seems to be acting in the interest of the Disconto-—
Gesellschaft is his attempt to prevent premium (lottery)
loans being declared illegal. The Disconto-Gesellschaft
wished to have premium loans declared legal, so that the
Preussische Central-Rodencredit-Actien-Gesellschaftt could
issue premium Pfandbriefe, like its French model the Credit
Foncier. Characteristically, Miguel did not succeed in
preventing the Reichstag outlawing premium loans.®7% The
other allegations fall down because ver; few matters in
which the Disconto-Gesellschaft was interested were decided
in the Reichstag or in the Prussian diet; they were decided

by ministers and civil servants.

279. Julius Heyderhoff and Paul Wentzcke, Reutscher
Liberalismus im Zeitalter Bismarcks: Eine politische
Briefsammlung (Ronn and Leipzig, 1926) vol. 2, p. 1395 the
debate about premium loans may be followed in the
Stenographische Berichte.




6. Conclusion.

The Disconto—-Gesellschaft was the creation of a man
whom I must describe as a genius: David Hansemann. Every
stage of the bank s development under Hansemann ‘s leadership
was marked by outstanding innovations: the

Kommanditgesellschaft auf Aktien, Partialcobligationen, the

introduction of mortgage banking to Prussia. Not only was
David Hansemann a skillful financial innovator,; he was a
master strateqist, as witnessed by his incredible campaign
of 1859 and his long wars against his rival bankers until
they accepted him as their egual. After David Hansemann’s
death in 1844, the control of the bank passed to the less
inspired hands of Adolph Hansemann. He cannot be described
as a success, and under him the Disconto-Gesellschaft
steadily lost ground to its younger rivals, the Deutsche
Bank and the Dresdner Bank. Significantly, it was in the
terrible year of 1876, when the Disconto-Gesellschaft was

paying the penalty for its misdeeds of the Grinder jahre,

that the Deutsche Bank’ s turnover passed that of the
Disconto-BGesellschaft. Locked into unfortunate investments
like the Dortmunder Union and the Mengeder Bergwerks—Actien—
Gesellschaft, partly because of Adolph von Hansemann's
stubbornness, the Disconto-Gesellschaft fell further behind.
By the pericd 1923-1929, the Disconto-Gesellschaft had
fallen to fourth place after the Darmstadter—Nationalbank,
the Deutsche Bank, and the Dresdner Bank. There is,however,
an interesting remark made by Dr. h. c. Hermann Josef Abs

which places this decline in a different context. Abs said
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in a lecture delivered in 1977 that one of the reasons for
the Deutsche Bank s merger with the Disconto-Gesellschatt in
October 1929 was because the Disconto-Gesellschaft had been
mare cautious in acquiring new business during the nineteen-—
twenties and thus had stronger reserves than the Deutsche
Bank did.=®° [f the merger had not gone through, it is
possibie we would draw a very different conclusiocn about the
relative strengths of the big German banks, with the laggard
Disconto—Gesellschatt surviving the 1931 crisis besst because

of its reserves. The “reverse takeover" by the Disconto—

-+

Gesellschaft partners of the Deutschz Bank atter 17929 does
indicate that the Disconto—-Gesellschaft, in spite of its
apparent decline, harboured great management talents; in
fact, one Disconto—Gesellschatt partner, Franz Urbig, hired
a young man of promise for the new aerged company: dermann

Joset Abs. Remarkably, the other great canker of the

Bundesrepublik, Dr. h.c. Robert Pferdmenges, worked at the

rt
T
(1}

Disconto-Gesellschaft affiliate Schaaffhausen witil
mergear ot 1729.
whether the Disconto—Gesellschaft did or did not

decline during the Weimar Republic 13 a‘®questicn which 1

e

280. Seidenzanl, Deutsche 3snk, pp. 312-3I4; Mantred FPchl,
"Der Zusammenschluss der Deutschen Bank und der Disconto—
Gesellschatt im Oktober 1927 in: EBeitrage zu wirtscinafts—
und Wahrungsfragen und zur Bankgeschichte (Framkfurt/Main,
January 1980} Nr. 18; Dr. h.c. Hermann Jcsef Abs,
"Konzentrationsoestrebungen im deutschen Bankwesen®” in: Die
Konzentration in der deutschen Wirtschaft weit dem 19,
Jahrhundert. Referate und Diskussionsbeitrige der 2.
offentlichen Vortragsveranscaltung des Seszllzchaft far
Unternehmensgeschichte e.V. am 28 Juni 1277 in 81n
(Wiesbaden, 1973) p. 46 (= Zeitschrift fur

Unternehmensgescnichte, Beineft 11).
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cannot fully answer, because so many different factors could
make or break a bank during those years: a hesitation of a
few months before buying dollars during the inflation, high
taxation, truculent trade unions, pension costs. There can
be no question, however, that the Disconto-Gesellschaft did
decline relative to the Deutsche Bank and the Dresdner Bank
after 1873; and even in relation to the Berliner Handels-—
Gesellschaft after 1883. The flaws of Adolph von Hansemann
and the very bureaucratic style of management all
contributed, in my ocpinion, to this decline. Like Germany
itself, the Disconto-Gesellschaft was the creation of one
genius, upon whom everything depended; and after the genius

passed fraoam the scene, the bank declined under his epigoni.
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I11. Investments in Iron and Steel, First Part:
the Union, Actien—-Gesellschaftt fiir Bergbau,
Eisen— und Stahl-Industrie zu Dortmund.

The Union, Actien—Gesellschaft fiir Rergbau, Eisen— und
Stahl-Industrie zu Dortmund - or the Dortmunder Union, as it
was known for short - was the largest industrial venture of
the Disconto-Gesellschaft during the Grinder jahre. It was
also the most disastrous. Founded in 1872, it was formed
out of three firms: the Henrichshitte of Welper (now part
of Hattingen), the Berg— und Hitten—-Actien—Verein
Neuschottland of Steele (now part of Essen), and Dr. Rethel
Henry Strousberg- s Dortmunder Hiitte. Krupp chose three
rings as his trademark, to symbolize his seamless steel
railway tyres; the Union chose three "U"s in a circle to
symbolize the unification of three separate works. The
trademark outlasted this unification, since it was adopted
by Stinnes’ Deutsch—Luxemburgische Rergwerks-— und Hitten-
Gesellschaft, by the Vereinigte Stahlwerke, and by the
Dortmund-Hoerder Hiittenunion. The trademark was more

successful than the firm it represented.

A. The Henrichshiitte, 1853:1872.

The Henrichshitte owed its establishment, and its
peculiar spelling of the name "Heinrich", to Count Henrich
zu Stolberg-Wernigerode. The counts of Stolberg-Wernigerode
possessed numercus mines and smelters for silver, copper,
and iron in the Harz mountains. But by the end of the
1940°s their chief reserves in the Harz were giving out. So
they decided to look elsewhere for new mining

opportunities, and ended by acquiring iron ore and coal



claims around Hattingen, on the southern shore of the river
Ruhr. At first it seemed that Ruhr was doubly blessed with
coal and iron are, in particular blackband, an ore which
contains both minerals. These iron ore deposits, however,
did not outlast the 1860°s, and the ironworks which had come
for the iron ore stayed for the coal.

Count Henrich died in 1854, and the guardians of the
young Count Otto were at first willing to continue the
project; but costs soared. By the spring of 1856 no less
than 1.2 million thalers was tied up in the plant, and the
guardians worried about so much money being tied up in one
venture. In the late spring of 1856 they entered
negotiations with David Hansemann, and on 28 February 1857
a contract was signed, effective the following day: the
Pisconto-Gesellschaft bought the Henrichshiitte for 2
million thalers.?

Unfortunately, the profits from the ironworks by no
means lived up to the bank s expectations. The net profits
were:

Net profits from the Henrichshitte, 1857-18&2
.

(in thalers)

1857 89,233 1860 50,326
1858 76,434 18561 43,853
1859 14,104 1862 18,119

SOURCE: Dabritz, Disconto-Gesellschaft, p. 104.

——

The average was 48,687 thalers, or a return of 1.09% on

the Henrichshiitte's capital of 2,327,718 thalers; in the

best year, 1837, the return was still only 3.83%Z, in the

1. Ein Jahrhundert Henrichshiitte. Hattingen 1854-1954 pp.
21-34.
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worst year, 1859, 0.4%. The Disconto-Gesellschaft let this
abscess continue to bleed for so long because it expected
everything to change for the better once it had installed
new blast furnaces, rolling and puddling works. Yet this
did not happen: 1862 was almost as bad as the crisis year of
1859. The Henrichshiitte, in the words of Walther Dibritz,

had become the first sickly child (Schmerzenskind) of the

Disconto—Gesellschaft.=

for David Hansemann, the problems of the Henrichshitte
must have been especially irritating in contrast to the
situation of the Phoenix, Actien—-Gesellschaft fur Bergbau
und Hiattenbetrieb. The Phoenix, the largest iron
manufacturer in Germany in the eighteen fifties, over—
expanded during the bccom and was on the verge of collapse by
the end of the decade. David Hansemann intervened, carried
out a very severe and very =successful recrganization, and
sat thecompany back on the road to health with his measures
of 1859-1860. The Phoenix began to prosper again almost
immediately: in 18&0/138561 1t paid a dividend of 64 on the
class "A", in 1861/1862 7%, in 1882/1863 72/2%. The company
experienced a "V" curve: one moment it.was hurtling towards

the abyss, the next moment rising back to prosperity. Now

David Hansemann was experiencing troubles with an ironworks

2. Walther Dabritz, Grindung und Anfinge der Disconto-
Gesellschaft, Berlin. Ein Beitrag zur Bank und
Wirtschaftsgeschichte in den Jahren 1850 bis 1875 (Munich
and Leipzig, 1931) pp. 104-1035.

3. Oskar Stillich, Eisen— und Stahl-~Industrie (Rerlin, 1904)
pp. 146—149 (=Nationaldkonomische Forschungen auf dem
Gebiete der qgrossindustriellen Unternehmung, vol. 1).




wholly owned by his very own bank; an ironworks, moreover,
in which nearly a guarter of the capital of his bank was
locked up. He thereupon embarked upon the second part of
his great triptych of reorganizations of the eighteen-
sixties: the first had been the Phoenix, the third would be
the colliery "Vereinigte Prasident".

David Hansemann acknowledged that the Henrichshiitte was
a "fetter for the future" of the Disconto-Gesellschaft. He
therefore decided that the Disconto—-Gesellschaft would
convert the 2,327,718 thalers in its balance sheet from an
equity investment into an interest-bearing loan. Under an
agreement of 7 December 1863 agreed between the Disconto-
Gesellschaft and David and Adolph Hansemann, the
Henrichshiitte was to repay this with forty—four semi-annual
payments of 54,545 thalers beginning the 30 June 1864; until
this was fully paid off, the total amount was to be secured
by a mortgage on the Henrichshiitte. The Disconto-
Gesellschaft calculated that it had invested 1.3 million
thalers in the Henrichshitte and the ironworks would require
some 450,000 thalers in working capita1: S0 it re—

capitalized the Henrichshitte as a Kommanditgesellschaft

with a capital of 1.75 million thalers. Of this, the
Disconto-Gesellschaft took 1.52 million thalers; the active
partners of the Disconto—Gesellschaft, David and Adolph
Hansemann, immediately took 230,000 thalers, and from the
end of 1864 they promised to accept Henrichshiitte shares
valued at par in lieu of half of their profits as partners

until their investment in the Henrichshiitte rose to 730,000
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thalers. Even 0Otto Lindenberg, who loses almost no chance to
criticize the Hansemanns and the Disconto-Gesellschaft, has
described this as a very noble act of self-sacrifice on the
part of the Hansemanns. David Hansemann felt that he was to
blame for the mistake of investing in the Henrichshitte; and
he volunteered for a cut in his pay packet. He displayed a
very high standard of commercial morality.=

By 1869, the Henrichshiitte was prospering so well that
the Disconto—Gesellschaft decided to convert it into a

public limited company (Actien—-Gesellschaft). The statute

of the new company was drawn up by the bank s Procuristen on
20 March 186? and the concession granted by the Prussian
government on 12 April 1846%9. The share capital was 21/,
million thalers. The administrative board consisted of the
merchant Walther Bauendahl; Meyer Samuel Raswitz, here
described as a rentier; Adolph Hansemann; the merchant
Julius Kauffmann; and Friedrich Wilhelm Alexander von
Scheele. A further thr=e members were to be co-opted; the
only name I know of is that of Johannes Miquel, who joined
the administrative board of the Henrichshiitte after he
became a partner of the Disconto-Gesellschaft on 29 November
1869. The directorate (Directiocn) was made up of three men:

the merchant Franz Joseph Landvogt; the retired court

assessor {(Gerichts—Assessor a. D.) Wilhelm Rosendahl; and

the engineer Hermann Tappe, all with their domicile at the

4, Die Disconto-Gesellschaft 1851 bis 1201. Denkschrift zum
SO jahrigen Jubildum (Berlin, 1901) p. 158; Dabritz,
Disconto—-Gesellschaft, pp. 112-113; 0Otto Lindenberg, 30
dahre Geschichte einer Spekulationsbank. Ein Beitrag zur
Kritik des deutschen Bankwesens (Berlin, 1903) pp. 13-135.
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Henrichshiitte. Rosendahl was later a member of the
directorate of the Dortmunder Union; but the figure I
consider most important is Franz Joseph Landvogt. Landvogt
was a member of the powerful committee of the administrative
board of the Phoenix, Actien-Gesellschaft fir Bergbau und
Hittenbetrieb at least from 1361 to 1870, probably longer.
This committee of four members - in 1870, the other three
were Julius the Losen of Eupen, the banker Albert Freiherr
von Oppenheim, and the lawyar Robert Esser 1II - met
frequently with the directors of the Phoenix to decide all
important technical decisions. Presumably David Hansemann
noticed Landvogt s talent whilst he was reorganizing the
Phoenix, and heor his son brought Landvogt over to the
Henrichshiitte. Landvogt must have been advanced in years —
in the Phoenix literature, he is usually described as a
rentier — but his wide experierce was useful for the
Henrichshitte. Landvogt’'s active role in two of the
largest, presumably competing, iron manufacturers of
Rhineland-Westphalia is curiocus. The situation was not
unigque at this period. Gustav Mevissen believed that
companies should try and settle their conflicts in a
friendly (and informal — he was not necessarily an advocate
of cartels) fashion, and had interlocking directorates on
the Rhenish Railway and the Cologne—Minden Railway, on the
Hoerder Verein and the Bochumer Verein fir Bergbau und
Bussstahl fabrikation. But the situation was still unpusual:

even the fluent Mevissen had to give up the Bochumer Verein

and Cologne-Minden Railway posts because of conflicts of
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interest.=

Unfortunately the dividends of the Henrichshitte
experienced a steady decline. For 1868, the ironworks paid
8%; for 1869, b62/2%; for 1870, only 3*/.%. But we cannot say
outright that the new Henrichshiitte in its public limited
company form was a failure since precisely in those years
the company embarked upon extensive and necessary
investment. It bought numerous iron ore mines in Siegerland
and in Nassauj it also built a Pessemer steelworks with two
converters, which was completed in 1872.¢ Whether the
Henrichshiutte would have been successful on its own or not,
howaver, must remain a moot point; because in 1872 it merged
with the Dortmunder Hitte and Neuschottland to form the
Union, Actien-Gesellschaft fir Bergbau, Eisen— und Stahl-

Industrie zu Dortmund.

3. "Akten Betreffend die Actien—Gesellschaft Henrichshitte
bei Hattingen" in: ZStA Merseburg, Rep. 120, A XII 7, Nr.
106, fol. 5; Berliner Bérsen-Zeitung {(Rerlin, Thursday
evening, 10 June 1849) No. 264, Erste Beilage p. 7: [Rudolph
Hermann Meyerl, "Herrn Lasker s angeblithe Grindlichkeit:
Eine Abwehr" in: Berliner Revue. Auf Wacht an der Mosel.
Revue der politischen, sozialen und kirchlichen Fragen der
Gegenwart (Berlin, 4 March 13873) vol. 72, Heft 9, p. 2&&;
Phoenix, Actien—-Gesellschaft fiir Bergbau und Hiittenbetrieb,
Administrative Board Meeting, Laar, 18 February 1861 and
commi ttee meeting, Laar, 24 January 1870, Mannesmann—Archiv,
Az. P 1 25 37. 13 Joseph Hansen, Gustav von Mevissen. Ein
rheinisches Lebensbild 1815-1899 (Berlin, 1906) vol. 1, pp.
774-776.

6. Henrichshiutte 1854-1954 p. 38; Will Rinne, Die
Entwicklung der Ruhrstahl Aktiengesellschaft und ihrer sechs
Werke (1937) pp. 191, 197 (1 wish to thank the archivist of
Thyssen AG, Dr. Carl-Friedrich Baumann, for sending me a
copy of this); share prices are from Der Aktionar.
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B. The Foundation of the Union, Actien—-Gesellschaft
fiir Bergbau, Eisen— und Stahl-Industrie zu Dortmund.

1. The Dortmunder Hutte and Neuschottland.

The immediate occasion for the formation of the
Dortmunder Union was the collapse of the railway empire of
Dr. Bethel Henry Strousberg. From 18468 onwards Strousberg
acquired numerous heavy industrial assets, hoping to become
self-sufficient in railway materiel. From a technical
viewpoint, Strousberg’s ramshackle empire never could have
worked. It was too dispersed. His iron ore was mined at
Gross-Déhren in the Harz, and then smelted at nearby
Othfresen; it was not too difficult to transport this pig
iron to the Neustidter Hitte, which was to make plate for
Strousberg s locomotive works at Linden near Hannover
(formerly the property of Georg Egestorff) and for a bridge-—
building division, which Strousberg had added to the
Dortmunder Hatte; but the pig iron and the plate had to be
carried to Dortmund for further working. The Dor tmunder
Hiitte was to make wheels and large iron parts which then had
to be transported back to Lower Saxony. Finally, Linden was
to manufacture the locomotives. Strousberg did carry out
very extensive additions and technical modifications to his
works after he acquired them: all the works vastly increased
their capacity. His most important addition was his
establishment of the bridge-building works in Dortmund;
originally intended to construct bridges for Strousberg’s
Roumanian railways, Dortmund remained an important centre of
bridge-building long after Strousberg had left the scene.

Yet often he carried out huge expansion programmes in places
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ill-suited to make the products he needed. For example, the
Harz iron ore was extremely difficult to work and virtually
useless for steel, yet Strousberg built a large Bessemer
works at Dortmund. ©Only the experiments at the Hermann-—
Soring—Werke in the 1930°s would solve the problems of
smelting Central German iron ore.”

The Union commenced life with a diseased pedigres. The
Strousberg empire which it took over did not fit tocgethar
and many of the plants were technically inadequate. One of
the most astonishing points, however, is that Strousberg was
able to delude such shrewd financiers as Adolph Hansemann
and Friedrich Grillo into beliesving that the Dortaundar
Hitte was a more valuable property than the heanrichshitte or
Neuschottland, since it s&ntered the Union capitalized at 3
million thalers, rather than the Z2/z million thalers
allotted for the Henrichshutte and Neuschottland. Yet the

official figures published in the Zeitschirift flr daz Berg-.

Hitten— und Salinsn—kesen show that the production of the

Dortmunder Hitte was substantially lower than that of the
Henrichshiutte and the Horst works of Neuschottland, both by
volume and by wvalue — at least 30% low;r in the case of thes
former. The figures below are for finished iron producis,

such as bar iron, castings, and plate; pig ircn is not

included, because the Dortmunder Hutte did not have blast-

7. "Allgemeine Eisenbahnbau-Gesellschaft in Berlin" in: Der
Aktionar. Zentralorgan fir den Mobiliar—-Besitz
{(Frankfurt/Main, Sunday 27 November 1870) vol. 17, Noe

883, p. 758; Walther Dabritz and Erich Metzeltin, Hundert
Jahre Hanomag (Disseldorf, 1933) pp. 37-62; Festschrift zur
Hundert jahrefeier der Dortmund-Horder Hittenunion
Aktiengesellschatt 1852-1952 (Dortmund, 1952) pp. S0-354.




furnaces before 1872, but it is worth remembering that the
Horst figures in terms of value do not take into account the
value of products of Neuschottland ‘s other works at

Hasslinghausen and Aplerbeck.

Horst Henrichshitte Dortmund

18469: Amount (t? 31,649.45 26,295.05 17,694
Value (t1r)1,878,713 2,065,868 1,112,270

1870: Amount (t) 32,368.35 24 ,949.65 17,500
Value (t1r)1,742,134 1,507,364 1,050,000

1871: Amount (t) 34,146.55 20,762.3 18,000
Value (tlr)2,486,546 2,427,304 1,230,000

NOTES: Amount in tonnes, value in thalers.
The source for the 1870 and 1871 production figures
of Dortmunder Hiitte roundaed the figures, but this
does not affect my argument since if anything this
rounding would err on the side of generosity.
SOURCE: Zeitschrift fiir das Berg—, Hitten—, und Salinen—
Wesen, 1870-1872.

1 would argue that based on the production figures, the
Dortmunder Hitte should have been capitalized at 1*/> to 2
million thalers, instead of 3 million thalers; it was over-
capitalized by SO to 100%Z. Grillo and Hansemann seem to
have made the sericus mistake of assuming that the
Dortmunder Hiitte was worth what Strousberg said, instead of
arriving at a figure of their own. This was the third part
of the diseased pedigree of the Strous?erg works: they were
over—-capitalized.

The other major components of the Union, besides the
Henrichshiitte, were the colliery “Glickauf-Tiefbau", which
was an acquisition which Strousberg had put in his wife’'s
name; and the Berg— und Hitten-Actien—Verein Neuschottland.
When the Disconto-Gesellschaft formed the Dortmunder Union,
it called upon the great Ruhr speculator and industrialist

Friedrich Grilloc to assist in its formation, and Grillo



brought in Neuschottland, in which his wife s family, the
von Borns, had a major interest. Many writers, like Leland
H. Jenks and Kurt Bloemers, have assumed that the name
Neuschottland meant that this ironworks was backed by
British investors. Karl Mews, who has done a very thorough
study of the history of Neuschottland, has concluded that
there is no evidence of any British investment in this
ironworks. Mews argues that the company was called
Neuschottland because of the blackband, to show that the
Ruhr was just as rich in mineral deposits as Scotland. Mews
did not, however, know of an article in the English Mining
Journal, which mentioned Neuschottland as an attractive
investment. It would be surprising if this article led to
no interest from British investors; but on the other hand,
there are no apparent representatives of British capital on
the administrative board, so no doubt Mews is correct when
he says that most of the money was raised locally, from

Westphalia and the county of Mark.®

8. "Mining and Ironworking in Prussia, No. 5" in: The Mining
Journal, Railway and Commercial Gazette, Forming a Complete
Record of the Proceedings of all Publid Ceompanies {(London,
Saturday 3 January 1857) vol. 27, No. 1115, Supplement p.
20; Mining Journal (London, Saturday 10 January 1857) vol.
27, No. 1114, p. Z1; Leland Hamilton Jenks, The Migration of
British Capital to 1875 (New York, 1227) p. 390 note 74;
Kurt Bloemers, William Thomas Mulvany (1806-188%). Ein
Beitrag zur SBeschichte der Rheinisch-Westfilischen
Grossindustrie und der deutsch-englischen
Wirtschaftsbeziehungen im 19. Jahrhundert (Essen, 1922) pp.
57-58 (= Veridffentlichungen des Archivs fir Rheinisch-
Westfidlische Wirtschaftsgeschichte (Rheinisch-Westfilisches
Wirtschaftsarchiv) vol. 8); Histories of Neuschottland: Karl
Mews, "Friedrich Grillo und Neuschottland" in: Beitrige zur
Geschichte von Stadt und Stift Essen (Essen, 1755) Heft 70,
pp. 53-69; Karl Mews, "Hasslinghauser Hitte-Neuschottland-
Dortmunder Union - Eisenwerk Steele. Ein Jahrhundert
Werksgeschichte, 1856-1956" in: Beitrige zur Geschichte von
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The news that Neuschottland was to merge into the Union
was well kept; when the news leaked out, Wilhelm Heinrich
Miller, the General Director had fewer shares than he would
have liked. He wrote to his father on 10 February 1872:

"The negotiations were . . . so much in doubt,
that I could not even buy some Neuschottland
shares — of which anyway there were none in the
market. The new capital has been entirely
subscribed by the bank institutions concerned, so
there is nothing one can get there. The
Dortmunder Hitte, Othfresen, Glickauf, etc.,
everything is going into the mew company at the
price acquired, so that the only way the bank
institutions can profit is through holding the
shares of the new capital, or rather through the
agio on the shares.”
The banks were loth to give up any of their shares, because
to do so meant to reduce their profits. It is curious that
Friedrich Grillo did not tip Miller off as to what was
going to happen, especially because Grillo and Miller were
very close. It is edifying, however, to discover that even
Grillo, who was often regarded by contemporaries as a not
wholly respectable wheeler-dealer, did not tip off his

managers so they could profit from insider speculation.”

2. The Founders of the Union

The Union, Actien-Gesellschaft fi* Bergbau, Eisen— und
Stahl-Industrie zu Dortmund was founded in Berlin on 2
February 1872. It is commonly known as the Dortmunder

Union, and should not be confused with the beer of the sam

Stadt und Stift Essen (Essen, 1956) Heft 71, pp. 3-573 fKarl
W. Boetticherl, Neuschottland — Eisenwerk Steele. 100 Jahre
1856—-1956 (Dortmund, 1235).

9. Hans-Carl Scheibler and Karl Wilfrath, Westdeutsche
Ahnentafeln (Weimar, 1939) vol. 1 p. 217 {=Publikationen der
Gesellschaft fir Rheinische BGeschichtskunde, vol. 44); Mews,
"Neuschottland 1856-1956" p. 29.
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name: the Dortmunder Union brewery was founded at around
the same time. "Union" was a popular name in this period,
and many companies in unrelated lines of business chose to
adopt it (e.g. the Union—Electricitéts—Gesellschaft, the
Westfdlische Union, and the Harzer Union). The initial
capital was 11 million thalers; the founders and
subscribers for the first tranche of S million thalers
were: e
1. Friedrich Grillo, factory owner Essen... 20,000 thalers
2. Wilhelm von Born, banker, Portmund........ 20,000 thalers
3. Beheime Ober-Finanzrath Friedrich Wilhelm

Alexander von Scheele, Berlin.e.ooeoeseo.. 20,000 thalers
- Bustav Lehrkind, merchant, Haspe ......... 20,000 thalers
S. Peter Caspar Schulte, merchant, Gevelsberg 20,000 thalers

&. Walther Rauendahl, merchant, Berlin....... 20,000 thalers
7. Commercienrath Julius Kauffmann, Berlin... 20,000 thalers

H

8. Geheime Commercienrath Adolph Hansemann,

Berlin, for himself...u.ereeenceenrcnnannenn 20,000 thalers
7. Johannes Miquel, retired lord mayor, Berlin,

for himself. ... it niccrneronenceeennnena 20,000 thalers
10.Freiherr Mayer Carl von Rothschild, head

of the banking firm M. A. von Rothschild &

Séhne, Frankfurt am Main..ose.eene e 1,000,000 thalers
11.Freiherr Abraham von Oppenheim, head of

the banking firm Sal. Oppenheim jr. + Cie,

[0 e T o = csrsserse HOQ,000 thalers
12.Hansemann and Miquel on behalf of the

Provinzial-Disconto-Gesellschaft of

Berlin..................................1,000,000 thalers
13.Rechts—-Anwalt a. D. Adolph Salomonschn

and the banker Emil Hecker on behalf of

the Direction der Disconto—Gesellschaft

Of Berlin.e...c.eeecenccasnnnnncanennsns 2,070,000 thalers
14.Max Jacob Frensdorff on behalf of the

Kommanditgesellschaft M. J. Frensdorf+,

Provinzial-Disconto-Gesellschaft....... 150,000 thalers

Total: 5,000,000 thalers

We have already encountered some of these investors before.

Peter Caspar Schulte and Gustav Lehrkind had been among the

10, "Acta betreffend die General Versammlung vom 2. February
1872 (Konstituierende General-Versammlung) mit Statut-,
Hoesch AG, Werksarchiv, Az. DHHU 1370.



founders of Neuschottland. Max Jacob Frensdorff was the
director of the Hannover branch of the Provinzial-Disconto-
Gesellschaft, and was later largely responsible for that
company ‘s collapse. Two important financiers who deserve
more attention are Friedrich Grillo and Wilhelm von Born.

3. Friedrich Grillo

Friedrich Grillo was born in 1825 to a family
originally from the Grisons area of Switzerland - hence the
Italian name. In 1850 he married Wilhelmine, the daughter
of Theodor von Born. The von Borns had numerous interests
throughout the Ruhr. Grillc set himself up as an iron
merchant in Essen and began to dabble in mining
investments. During the boom of the 1850°s Grillo helped
found the Bergwerksgesellschaft Neuessen, the Magdeburger
Bergwerksverein at Wanne, the coal mine "Hercules" in Essen,
the coal mine "Zentrum" in Wattenscheid and the coal mine
"Caroline" in Holzwickede. What set Grillo apart from the
mass of speculators, however, was that he kept his belief in
the future of coal and the greatness of the Ruhr throughout
the dark days that followed 1857; and when better times
returned to the Ruhr at the end of therlaéo's, Grillc had a
reputation as a ceal mining seer. Strousberg has expressed
it very well in an 01d Testament simile:r "Grillo’'s career
was like that of Abraham 's; he was blessed because he
believed”.** Grillo began by merging a number of smaller

mines which had been suffering after 1857 into a larger,

11. Bethel Henry Strousberg, Dr. Strousberq und sein Wirken
(Berlin, 1876) p. 86.
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more cost—effective enterprise: the gigantic mine
"Consclidation®” in Schalke, founded in 1863 which has
remained one of the largest and most profitable Ruhr
collieries to the present day. In 1868 he helped found
ancther colliery, the Gewerkschaft Graf Bismarck; and Grillo
achieved his peak of activity during the Grinderjahre, when
he founded the Essener Bergwerksverein Konig Wilhelm, the
Gewerkschaft Uncser Fritz in Wanne (now part of Herne), the
gigantic Gewerkschaft Monopol in Kamen, and the Gewerkschaft
Victor in Rauxel. In 18732 Grillo also acquired some coal-—-
mining rights in the Ruhr’'s far east, by purchasing the
saltworks Kénigsborn from the Prussian state. He
originally intended to close down the salt and brine works
and just mine the coal, but the sudden collapse of the coal
market in 1874 made him think better of this idea. In fact,
the production of salt and brine helped save the operation,
because the market for these products held up better after
1874 than the market for ccal. Konigsborn only began to
mine coal in 1880; and as the salt deposits were gradually
exhausted, the coal production rose to keep up the
operation’'s profits. Kénigsborn was ;ne of those rare
instances of true synergy, where the combination of two
enterprises in unrelated fields resulted in a more healthy
enterprise. This was partly because the markets for coal
and salt moved in opposite directions after 18743 but it was
alsc because it takes more than one tonne of coal to
produce a tonne of salt by boiling brine. At Koénigshorn

Grillo found the synergy which eluded him at the Dortmunder
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Union.

Grillo helped found two major enterprises with the
Disconto-Gesellschaft during the Griinder jahre: the
Dortmunder Union in 1872 and the BGelsenkirchener Bergwerks—
Actien—Gesellschaft in 1873 (which will be the subject of
Chapter five). Grillo, however, did not like to be bound to
any single bank in particular and loved playing banks off
against each other: thus with the help of the Barmer Bank-—
Verein von Hinsberg, Fischer & Co. Grillo converted the
banking house of his wife 's cousin, Ludwig von Born in
Essen, into the Essener Credit-Anstalt in 1872. Grillo
thereby created what would become the Ruhr s premier bank,
with a hegemony of finance for Rhenish-Westphalian industry
which would not be challenged by the Berlin banks until the
twentieth century. Grillop's greatest achievements were
perhaps all constructed in the small area of Schalke: the
founding of "“Consolidation” in 1B6F was followed by the
establishment of a plate-rolling mill by Grille and his
partner Friedrich Funke, the Blechwalzwerk Grillo, Funke &
Co. in 1B84&6. 1869 saw Grillo's brother, Wilhelm Heinrich
Grillo, establish a factory to make he;pen and wire ropes;

and at the peak of the Grhnder jabre, in 1872, Friedrich

Grillo founded the Schalker Gruben— und Huttenverein, the
Actien-Gesellschaft fir chemische Industrie, and the
Schalker Glas— und Spiegel-manufactur. Grillo also built
gas and water works, and workers’ housing. The most notable
of these ventures is the Schalker Gruben- und Hittenverein,

because when it ran into trouble after 1873 Grillo
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eventually called upon a very talented young man to
reorganize this venture: August Thyssen. The Schalker
Verein ultimately merged into Kirdorf's Gelsenkirchener
Bergwerks—-Actien—Gesellschaft in 1903-1905.1=2

Friedrich Grillo is as important a man in the history
of the Ruhr as the other great entrepreneurs: Alfred ¥rupp,
Louis Baare, Emil Kirdorf, August Thyssen, and Hugo Stinnes.
Unlike krupp, Baare, Kirdorf, and to a lesser extent Thyssen
and Stinnes, Brillo did not choocse to be identified with a
single enterprise throughout his career. A contemporary
cbserver, the coal technician Bruno Schulz-Briesen, noted
how Grillo could cold-bloodedly separate himself from and
sell off his creations of the day before; and that he

particularly enjoyed surprising the world with these

12. The main biography of Grillo is TLonil Kellen,
Friedrich Brillo. Lebencsbild eines Grossindustriellen aus
der Griinderzeit (Essen, 1913) (=Die Rheinisch-Westf&lische
Industrie. Lebensbilder der bedeutendsten Industriellen und
Kaufleute und Darstellung ihrer Unternehmungen vol. 1:
Friedrich Grillo.) Walther Dabritz wrote an essay on Grillo
which he republished in numerous forms: Walther Dabritz,
"Friedrich Grillo als Wirtschaftsfihrer. Vortrag, gehal ten
am 17. Januar 1926 aus Anlass der Feier der 100 jdhrigen
Wiederkehr seines Geburtstages" in: Beitr&ge zur Geschichte
van Stadt und Stift Eccen (Essen, 1924) Heft 43 pp. 317-323:
Walther Dabritz, Unternehmergestalten aus dem rheinisch-
westfidlischen Industriebezirk: Friedrich Krupp und Franz
Dinnendahl, Friedrich Harkort, Friedrich Grillo (Jena,
1929) pp. 39-45 (= Schriften der Volkswirtschaftlichen
Vereinigung im rheinisch—westfidlischen Industriegebiet, Heft
&); Walther Dabritz “Friedrich 6rillo” in: Rheinisch-
Westfilische Wirtschaftsbiographien (Minster/Westphalia,
1927) vol. 2, pp- 6B-86; similar accounts may be found in
Dabritz’ histories of the Essener Credit-Anstalt and the
Disconto—-Gesellschaft; the best summary is Barbara
Gerstein, “Friedrich 6Grillo” in: Neue Deutsche BRiographie
(Berlin, 1966) vol. 7 pp. 68-69.
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transactions.®® Grillo‘s pronounced love of speculation,
his fondness for wheeling and dealing, led other
industrialists to look askance at himj; this distrust comes
out very clearly in a letter of Alfred Krupp tc his London
agent Longsdon. 6rillo s partner Friedrich Funke had the
rights to a new design of furnace; Krupp refused to enter
into negotiations for this, explaining why in his marvellous
brand of English:
“"There is another reason for it. The
associate of Mr. Funke, a certain Mr. F.
Grillo, who is much engaged in enterprises,
wha is very clever and cunning and from whom
I kept hitherto away, would use the occasion
of approaching and this is what 1 whish [sic)
to avoid too."
These misgivings were shared by some elements within the
Prusesian bureaucracy, who resisted admitting Ernst
Lindemann, a Rhenish—-Westphalian municipal politician to the
Prussian House of Lords because he was Grillo s Procurist.
In short, Grillc was an entrepreneur with many diverse
talents and interests, but this very diversity made him seem
too clever, too cunning, too much of a speculator for the
more staid and respectable parties in Rhineland-—
L ]

Westphalia.?**

4, Wilhelm von Born

To a certain extent we may regard the other important

founder of the Dortmunder Union, the Dortmund private banker

13. PLrunol Schulz-Briesen, S0 Jahre riickwarts. Erinnerungen
eines alten Bergmannes (Essen, 1904) p. 23.

14. Alfred Krupp, 4 August 1875 to Longsdon in: Al fred
Krupps Briefen und Niederschriften vol. 14: 1875 fol. 323
in: H. A. Krupp; Mews, “"Grillo und Neuschottland," pp. 62—

68.
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Wilhelm von Born, as an appendage of Friedrich Grillo;
Grillo came up with the new projects, Wilhelm von Born
mobilized the finance and a widespread network of friends

and relations to float these projects.

Family Tree of the Grillos and von Borns

)
Theodor von Born Johann Wilhelm von Born
Friedrich Grillo====Wilhelmine 1.Lud£€§ 2. wWwilhelm 3.Carl
(1825-1883) (1826-1902)

The von Born family comes from Linen, a small town toc the
north of Dortmund and west of Hamm, which was important in
the early nineteenth century because of its position as a
ferry on the River Lippe; it was also a centre for Lippe
shipping. The von Born family made a number of strategic
marriages: Wilhkelm von Rorn s mother was a Barop, a family
which had extensive proaperty around Dortmund and was
interested in several coal mines. Wilhelm von BRorn s wife
was daughter of the wine wholesaler Wilhelm Daniel Stade,
which provided Wilhelm von Born with the connection to
commercial capital, a sector of early capital accumulation
which could supply the funds for industrial investment.
Wilhelm von Born s father, Johann Wilhelm von Rorn, had been
one of the founders of an ironworks in Linen, the Westfalia-
Hiitte. Wilhelm von Rorn moved to Dortmund at the beginning
of the 1850°'s, and in 1853 set up a private bank with his
uncle Wilhelm Schultz. Wilhelm von Born was very active
during the boom of the 1850°'s, when he founded the
collieries "Rorussia” and "Tremonia” as well as the Bochumer
Verein fir Bergbau und Gusstahlfabrikation and

Neuschottland. In 1855 he helped found a private note-



issuing bank, the Dortmunder Privatbank. In 1863 Wilhelm s
elder brother, Ludwig von Born, followed his example and
established a private bank in Essen (which became the
Essener Credit-Anstalt in 1872); the youngest of the three
brothers, Carl von Born, set up a blast—furnace works in
Dortmund in 18535 with hic brother s help. Wilhelm von Born
was also behind the formation of the Dortmund-Gronau-—
Enschede Railway Company, a venture where he was able to
call upon the assistance of the Disconto-Gesellschaft (the
railway was never especially successful). Von Born was very
active in the Dortmund Chambher of Commerce. He helped to
fournd it in 18583 and was vice-president of the Chamber of
Comma=rce from 1853 until 1874, and president from 1876
until 1885. He was alsc a membher of the Prussian economic

council (the Volkswirtschaftsrat, established by BRismarck as

a sort of shadow parliament) and the Prussian state council.
Von Born made the Chamber of Commerce follow an extreme
protectionist course; in fact, it had been the reluctance of
the Chamber of Commerce s first president, the brewer
Wilhelm DOverbeck, to advocate protection which had led to
his replacement by Wilhelm von Born. VD; Born partly
advocated protection because of his position at the
Dortmunder Union, where he was vice—chairman of the
administrative beoard from 1872 until 18835. In 1885,

however, his bank collapsed, and von BRorn was compelled to

retire from the Chamber of Commerce and from the Dortmunder
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Union. He died in Berlin in 1902.1s

C. The Works of the Union.

We shall now pass from the founders of the Union to the
works of the Union itself. The idea behind the Union was
twofold: first of all, there was a decire to attain a
critical mass, to make the Union so large that it would rule
the market ia various products. The other idea was that the
Union would have such a broad palette of products on offer
that it would be immune from economic downturns: a fall in
the demand for bridges might be offset by a rise in the
demand for basic pig iron. 1In pursuit of this critical
mass, the Union continued to expand at a feverish pace
during the height of a bgsom. Neuschottland had leased
blast—furnaces at Aplerbeck near Dortmund; this lease was
renewed. The Union was very afraid that it might run cut of
sufficient ircn ore. This fear was perhaps understandable
in the days of the acid Bescemer process, when phosphor free
iron ore (haematite) was at a premium. Per decision of the
administrative beoard of S October 1872 the Union purchased
an ironworks and iron ore mines at Bredelar in eastern

Westphalia for 1.2 million thalers, and iron ore mines in

Sweden: the Svabensverke.*® In 1872 the Union also bought

13. Walther Dabritz, Denkschrift zum Finfzigjahrigen
Bectehen der Essener Credit-Anstalt in Essen (Essen, 19222)
pp. 5S4, S63 Plaull Hlermannl Mertes, Das Werden der
Dortmunder Wirtschaft. Geschichte der Industrie— und

Handel skammer zu Dortmund 1846%-1%214 (Dortmund, 1940) pp.
228-230; 100 Jahre Industrie— und Handelskammer zu Dortmund
Die Geschichte einer Ruhrhandelskammer 1863-19263 [Dortmund,
19633 pp. 3&, 49-50, 107, 109, 116, 143, 174.

16. Dortmunder Union Annual Report for 1872/73, pp. 11-22
in: Hoesch AG, Werksarchiv, Az. DHHU 1390.
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iron ore from French Algeria, buying 40,000 tonnes from the
French enterprise Mokta-el-Hadid.®” Alfred Krupp also
feared that the Union might buy some iron ore mines in
Spain.*® To pay for the purchase of Bredelar (1.2 million
thalers) and of Svabensverke (1 million thalers) the Union
issued another 2.2 million thalers worth of shares, bringing
its total share capital up to 13.2 million thalers, with the
right to a dividend from 1 July 1872, (It is true that the
griginal capitalization of the Dortmunder Hitte,
Neuschottland, and the Henrichshiitte totalled eleven, not
ten million thalers, but I presume there was a six month
delay in the final payment of one million thalers - probably
to Strousberg.) The Unian continued to invest still
further: by 30 June 1873 its total capital invested was
18,188,425 thalers and 17 groschen. So it issued 6 million
thalers worth of &% btonds; it chose the comparatively high
rate of &% so as not to have to issue the bonds at a heavy
discount.*” This was a huge capitalization for an
industrial company, although banks had higher
capitalizations (the Disconto-Gesellschaft had a capital of
20.24% million thalers at this time) a;d railway cocmpanies

had higher capitalizations still. Employment figures

17. Bertrand Gille, “Minerais RAlgériens et Sidérurgie
Métropoclitaine. Espoirs et Réalités (1845-1880)" in: Revue
d‘His*toire de la Sidérurgie (Mancy, 1260) vol. 1, No. 4 p.

=
S2.

18. Alfred Krupp, Higel, 8 November 1872 to Lorsbach in:
Al fred Krupps Briefe und Niederschriften vol. 11: Das Jdahr
1872 fol. 272 in: H A Krupp.

19. Dortmunder Union Annual Report 1872/73, pp. 6, 11, in:
Hoesch, Werksarchiv, Az. DHHU 1390.



indicate that the Union was the largest industrial
enterprise in the Rubhr in 1872-1873, and hence probably in
Germany as well: as of 30 June 1873 the Union had 12,102
workers and 334 employees, whereas Krupp employed 11,671 men

as of 24 February 1873.=°
The works of this vast enterprise included:

i. Coal mines.

a) The colliery "Glickauf-Tiefbau" near Barop.

b) "Carl Friedrichs Erbstollen" near Weitmar which
supplied part of the needs of the Henrichshitte at
Hattingen, with which it was connected by a
narrow—gauge railway.

c)Sundry mines at Hattingen, namely:

1) “Hermanns gesegnete Schiffahrt®
2) “Valeria"

) "Zufalliggluck®

4} "Brautigam Erbstollen”

ii. Iron Ore Mines.

a) Iron ore mines on the Ruhr,; which mainly supplied
the blast-furnaces of the Henrichshiutte and those
of Neuschottland at Hasslinghausen:

1) Blackband concessions around Hasslinghausen.
2) Rlackband concessions around Sprockhével.
3) Siderite mines near Hattingen.

b) Iran ore mines in the Siegerland.

1) The siderite and limonite mine "Friedrich" near
Wissen.

2) Iron ore claims in the Olper area, which the
Union planned to begin exploiting after
completion of the railway line Finnentrop-

Rothemiihle.
c) Iron ore mines in Nassau, mostly in the area of
the Lahn river. .

d) Iron ore mines in the Rhineland: concessions near
Neuwied, not currently exploited.

e) Iron ore mines in the Harz, which supplied the
blast furnaces at Othfresen, which were connected
by a ?2*'/= kilometre narrow—gauge railway with
1) bean iron ore (Bohnerz, pisiform ore) deposits

at Gross-Déhren.
2) The Union also purchased iron ore rights around
Clausthal and Zellerfeld.

20. Dabritz, Disconto-Gesellschaft, p. 212; Dortmunder Union
Annual Report 1872773 p. 21 in: Hoesch, Werksarchiv, Az.
DHHU 1320 (1873); F. M. Feldhaus, "Alfred Krupp" in:
Allgemeine Deutsche Ricgraphie (Leipzig, 1910) vol. 55, p.
533,
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£)

g)

iii.

iv.

vi.

Iron ore mines at Bredelar, which had been
acquired in July 1872. These would not be
accessible until the Ruhr Valley Railway (operated
by the Rhenish Railway Company) reached there in
the late autumn of 1872. Until then, the cres
were smelted in the Theodor Hitte at Bredelar,
which the Union had acquired along with the iron
ore mines, paying 1.592 million thalers for the
entire complex. The Union hoped it could supply
eventually all its iron ore needs from the
Bredelar.

The Svabensverke iron ore mines in Sweden, which
also had a charcoal—fired blast-furnace works,
plus 1018.32 areas (26,000 Morgen) of forest owned
outright plus another 548B.32 areas (14,000 Morgen)
of forezt with the right of unlimited use until
1900.

Rl ast—furnace works: fifteen coke—fired blast-
furnaces, plus three charcocal—-fired blast—-furnaces
at seven different complexes:

a) Dortmund, 3 coke-fired

b)Y Cthfresen, 4 coke—-+fired

c) Henrichshitte, 4 coke-fired

d) Horst, 2 coke—-fired

) Hasslinghausen, 2 coke—fired

f) Bredelar, 2 charccal-fired (the Theodor Hitte)
g) Svabensverke, 1 charcoal—fired

Puddling and rolling mills

a) Dortmund

b) Horst

c) Henrichshutte

d) Aplerbeck (leased until 1883)

Bessemer steelworks
a) Dortmund
b) Henrichshitte

Wheel factories, bridge—building works, mechanical

workshops, foundries:

a) Two wheel factories:

1) For locomoctive wheels
2) For waggon wheels

b) Bridge-building complex at Dortmund, still
under construction during most of 1872-1873. In
connection with this, the Union was also
building a shop for the manufacture of points
and cther railway material.

c) Three mechanical workshops, each with its own
foundry, which made for third parties, as well
as for the Union‘s own use smaller machinery
and machine parts, forgings, rolls, and sundry
castings, and were located at
1) DPortmund
2) Henrichshitte



3) Horst

vii. Miscellaneous.

a) The Union reckoned the value of its locomotive
railways at 658,752 thalers, 11 groschen and 10
pfennigs; the Dortmund works were in the
process of being linked to the Cologne—Minden
and Berg-Mark Railways.

b) Gasworks, gas and water pipelines, and
telegraph lines reckoned to be worth 140,710
thalers, 8 groschen and 10 pfennigs.

The Bessemer steel production of the Henrichshiitte was to be
rolled at Horst; the Bessemer steel production at Dorimund,
however, was located in the immediate vicinity of a hammer
works and a rolling mill,; and so could at once be made into
rails.®* On the cther hand Dortmund was not the ideal
location to make Bessemer steel, since all the ores it used
had to be free of phosphorous, and these ores had to be
imported. An ideal location would have been Duisburg on the
Rhine; when Alfred Krupp considered expanding his BRessemer
works by building a huge new complex, he at once thought of
building it at Duisburg or in Spain.®® The idea of building
the Bessemer works at Dortmund originated with Strousberg,
and bears the earmarks of his ill-considered enthusiasm.
Strousbkerg was to later build a huge Bessemer works at
Zbirow in Bohemia, even though Bohemia's iron ore is noted

for its high phosphorous content and poor quality.=®=

Although the development of the basic Bessemer process by

21. Dortmunder Union Annual Report 1872/73, pp. 12-22 in:
Hoesch, Werksarchiv, Az. DHHU 1390.

22. Carl Meyer, Berlin, 8 March 1876 to Sophus Goose in
Essen, H. A. Krupp, W.A. IV 1439, fol. 133.

23. "RBéhmische Briefe Nr. 242" in: Aktiondr (Frankfurt/Main
Sunday, 30 August 1874} vol. 21, No. 1079, p. 6&57.
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Sidney 6. Thomas would make it possible for the Union to use
German high-phosphorous ores by 1881, the Union's iron ore
sources soon gave out and it continued to be dependent upon
imports. Hence Dortmund was the worst possible location, in
many respects, to establish a steel mill until Dortmund was
linked with the ocean by the Dortmund-Ems canal in 1899.

The history of the Dortmunder Union, after this proud
beginning, was a disaster unparalleled in German company
history. The original par value of the shares of 600 marks
apiece steadily melted away as the Union passed through four
reorganizations: in 1875 the par value of the original
shares (henceforth called class "B") had a third knocked
off, and was reduced to 400 marks; in 1878 it was reduced to
300 marks; over the period 1878 tc 1896, the class “B"
shares were then converted into 100 marks worth of class "A"
shares; then in 18926 these 100 marks worth of class "A"
became SO marks worth of class "“C"; and finally, in 1902,
the class "C" were reduced in the proportion S:3 giving an
ultimate par wvalue of only 30 marks left from the original
par value of 600 marks. The remaining 29% had been wiped
away.=4 )

Previous writers on the Dortmunder Union have competed
to find the most belittling nickname for this disastrous
venture: "machinery for the destruction of capital” (Die

Kapitalzerkleinerungzsmaschine), "the jar of the Danaids",

24, Saling’'s BRérsen—Papiere. Zweiter (finanzieller) Teil
34th edition. Saling’'s BRirsen—-Jahrbuch fir 1210/1911. Ein
Handbuch fiir Banguiers und Kapitalisten (Rerlin, Leipzig,
Hamburg, 1910) p. 870; Stillich, Eisen— und Stabl-Industrie,
pp. 130-137.
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“financial quicksand". For thirty-eight years this company

dragged out its existence: unable to live, yet the Disconto-

Gesellschaft would not let it die. We shall now discuss the

history of this company, which may also be expressed as the

answer to the question: what went wrong?

Highest
1873

D. Statistical Overview.

Prices of German iron and steel products, marks per tonne

Eerman Quality Ordinary Puddling Bessemer Bar and Plate
Puddling lIron Iron: Lux.,lorraine, Pig iron structural
Loco ironworks® iron

Price,

180-192 120-12¢6 21¢ I60-3290 480-510
1874® 81 S4-57 1062-108 186 252
1875 72 51-54 90-94 168 210-216
1874 58-60 44-44% 80-82 140-145 1B5-19¢
187¢6 58-60 40-42 5-78 35-13%8 180
1877 95-36 3e-49 70-72 20-125 160-17¢
1878 o4 36-38 b3 112-145 15¢-160
1879 =0 I0-32 50 108-110 150-160C
188G £5-98 38-39 72 120-125 180-190
1881 52-54 3&6-37 70-72 112-118 165-180
1882 &2 45-46 &3-47 130-134 195-2¢0
1883 95-96 S0-81 oB-&0 125-130 185-195
1824 49-51 £2-43 52-53 115-120 16S5-173
188% 42-44 40-42 44-446 104-112 145-140
1886 40-42 38-39 42-44 92-100 130-145
1887 43-44 42 = 110 135-150
188e 47-50 45 S0-54 125-127 145-1635
1889 60-51 48 b0 120-140 {70-392
18940 £5-68 o8 75 165-175 180-219
1891 52-53 20 &3 105-140 130-170
1892 50-51 1y . e 8g8-120 120-150
1893 45-46 45 52 B7-115 115-14¢C
1874 45-46 45-44 52 gI-100 112-1328
1895 45-44% 43-44 52 g2-100 105-150°

NOTES: = From 1887 this is replaced by the rubric "Thomas iren", but
it clearly refers to the sanme thing,namely ireon containing
phosphorous.
® A1)l figures refer to 30 June of each year, unless otherwise
specified.
< Ingot and Siemens Martin iron, 105-115 marks: wrought iren,
130-150 marks.,

SOURCE: Annual reports of the Dortmunder Yniaon, 1B73/1874-1895/189¢

Rail prices, 1873-1B76, marks per tonne

Ordinary Steel
ailway rails
Highest price, 1873 330 396



30 June, 1874 186 253
30 June, 18B75 162 204-210
1 December, 1876 122-138 138~150

SOURCE: Annual Reports of the Dortmunder Union, 1873/1874-1876/1877

Production and Sales Figures (Facturirung) of the Dortmunder Union:
I. Finished Iruon and Steel Products

Production (t) Sales (i} Average price,marks per tonne

1872/73 141,974,775 129,264,900 286,45
1873774 125,618,752 128,722,321 294.81
1874/7%5 94,533.754 96,528,850 275.8¢0
1875/76 86,547,222 87,44%,157 214.44
18746/77 94,154,654 90,053,713 174,19
1877/78 124,295,934 121,031,050 167.71
1373/79 141,939.15¢8 129,742,712 145,49
1879/80 145,642.829 152,334,891 134,92
1880/81 152,289,066 150,901,953 140,01
1881/82 185,335,720 186,417.487 140.07
1882/83 192,252,893 19¢,1446, 660 147.91
1882/84 162,077,135 162,025.B88 128.92
1884/85 167,379,380 160,667,214 130.99
1885/38¢ 157,529,011 165,025,280 121,20
1885/87 158,563,025 157,547,288 112,24
1887/28 194,145,668 194,722.944 120,49
188389 173,136,838 174,922,741 174,55
1889/90 195,272,361 194,402,712 55.25
1890/91 170,263.968° 167,879,825 168,21
1891792 187,200,867 187,461,250 134,49
1892/93 72,784,460 73,009,251 122.90
1893/94 180,864,051 173,857.015 114.7¢6
1854/95 188,287.771 185,3462.964 1¢9.87
1895/96 -1899/1300: Not available

1900/01 232,213 n/a nl/a
1901/92 258,001 n/a n/a
1902703 299,728 n/a nla
1902704 284,457 n/a n/a
1904/05 244,971 n/a n/a
1905/06 300,376 nla . nia
1906/07 332,57 n/a n/a
1907/08 303,718 n/a r/a
1908/09 294,725 n/a nfa

SO0URCES: Dortmunder Union Annual Reports, 1872/73-1894/95;
Ssling's Bérsen-Fapiere (Berlin, Leiprzig, Hamburg, 1910)
Z4th edition, p. B72.

I11. Special Relled Products

Production (t) Sales (t) Average Price, marks per tonne
1872/73 130,339,935 127,633,065 252.31
1873774 113,470,758 115,764.729 274,47
1874/7% 87,202,504 87,197,600 221.488
1875/76 74,764,632 75,666,557 190,36
1876777 79,004,754 74,913,813 S53.88
1877/78 107,244,384 103,979.500 139,06



1878779
1879/80
1880/81
1881/82
1882/83
1883/84
18B84/83
1885/86
1886/87
1887/88
{8B2/B9
1889790
1890/91
1891/92
1892/93
1893/94
1894/95
SQURCE:

1872/73
1873/748
1874/75
1875/76
1876477
1877/78
1878/79
1879/80
1B880/B1
1881/82
1882/82
1833/84
1884/85
1885/86
1884/87
1B87/88
1888/89
1889790
1890/91
1891/92
1892/93
1893/94
16894/935
1895/9¢
1896/97
1897/98
1898799

127,607,076
133,842,071
140,515,505
170,526,521
175,426,222
148,051,267
153,114,922
144,529,356
l4q 461,259
177,767.940Q
154,635,140
174,623.41?
149,707,855
166,412,269
152,449,22
160,754,420
166,899,594

125,390,632
140,335,137
139,128,392
171 o85.462

3,35 .008
148,770,747
146,399.745
151,432,497
184,376,730
178, 417.333
136, a89
174,276 740
147,175,226
168,094,071
151,827,022
155,185,797
164,‘77 955

Dortnurder Urnicn Annual Reports, 187

126,40
126.49
131.84
121.4890
137,52
128,583
121,06
109,99
102, 41
109,90
120,27
142,25
139,57
119,54
109,22
102.89
98.64

2/73-1894/95,

Sales and Profits of the Dortmunder Union, in marks

Special rolled

products

32,330,730
31,797,09S
19,310,780
14,407,885
11,827,737
14,459,389
15,849,375
17,750,990
18,342,486
22,546,329
27,841,279
19,121,503
17,723,152
16,656,029
14,785,620
19,608,064
18,822,485
“4,14 D03
20,d41;;45
20 094,204
16,4 , 110
14,967,065
16,204,376

n/a

n/a

n/a

1899/19200-1907/08 n/a

1908/09

iron

All finicshed
and steel

products

79,893,003
37,948,627
22,761,502
12,752,597
15,482,198
20,298,117
20,331,164
20,553,023
21,127,782
26,111,896
29,124,592
22,510,255
21,005,157
20,001,067
17,475,944
23,444 641

[ A <
2:,d 4354

29,560,020
27,067,905
25,211,668
LL,JOU 89&
19,951,820
20,365,828
n/a
nia
n/a

Profits

(Lpsses)

7,024,503.77~

(4,465,422,

22)

113,304.91
92,260,19

(2,045,937.41)

83,754.85%
134,168,956

61L’A4J

899,211.,7
1,843,942,
1,966,718,

793,881,

492, 56¢,

138,264,

138,419,

831,028,
1,247,858,
1,667,291,

817,995,

409,519,

809,519.5
.54

549,142

84,934,
272,686, 3
1,800,258,
1,788,990.53
2,262,976,

1,844,614

NOTES: = This figure is described in the balance sheet as the
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a Reingewinn of 7,816,115.30 marks.

SOURCES: Dorteunder Union Annual Reports, 1B72/72-1898/99;
Saling’'s Bérsen-Papiere {Berlin, Leipzig, Hamburg, 1910)
p. B873. The sales figures in marks were calculated frop
the two tables immediately preceding.,

Workers and Wages at the Dortmunder Unicn

Number of Average Number Totzl Wage Bill Arrual Wages

Workers as of Workers per capita®

of 20 June during the yeare
1873 12,102¢ nfa 18,339,008, 31 n/a
1874 9,129« n'a 12,583,038.70 n/a
1875 7,830 n/a 9,014,254,21 1,161,2%5
1876 £,789 n/a 6,464,418.83 9%2.19
1877 5,322 n/a 3,8£2,545,.83 927.79
1878 6,822 nfa 9,449,548.78 797,53
1879 6,429 n/a T,443,023, 64 B4s, 37
1880 6,750 nfa 9,024,155.73 18,39
1881 6,615 n!a 5,849,811.40 884,77
1882 7,638 7,361 6,731,;960.21 914,54
1883 7,677 7,201 7,871,914.02 970.63
1884 7,272 7,222 £,921,0Z78.02 959.71
1885 7,129 7,112 b,8566,721,032 945,51
1886 &,554 &, 648 6£,243,578.75 939,16
1887 £,9032 £,402 $,032,243,25 942,24
1888 7,395 7,450 7,093,774, 41 952.18
1889 7,517 7,486 7,372,850,96 984.88
1890 7,818 7,941 8,517,884, 29 1,072,645
1891 7,38 7,629 7,993,260,05 1,047,7%
1892 7,689 7,751 8,303,854.75 1,071,323
1892 7,579 7,588 7,735,307.01 1,019,82
1894 7,494 7,672 7,779,004,20 1,012.95
1895 7,285 7,297 7,259,3483.7¢ 994,84
1894 7,958 7,721 8,229,677.98 1,065.88
1897 8,439 8,306 9,8413,650,25 $,133.36
1898 8,694 8,329 9,914,140,61 1,1561.04
1899 10,238 9,992 11,730,211.34 1,173.84

NOTES: *"Year” refers to the Dortmunder Union's fiscal year
cf 1 July - 30 June, not to the calendar year; it is to
be understood as the average nunber of workers employed during
the twelve months preceding the 30 June of the year in question.
® This can pnly be calculated once the average number of workers in
the preceding twelve mocnths is known., These calculations were
copied from the Dortmunder Union Annual Reports, and were not worked
out by myself. They doc not seem te have been distorted by including
the wages of managerial staff.
€ The Union also employed 169 managerial staff at its factories
{Betriebcsbpanrte) and 1465 managerial staff in offices {(Bureaubeamte).
9 Plus 278 managerial staff (Beamte).
® Plus 217 managerial staff (Beamte).
SOURCE: Dortmunder Unicn Annual Repeorts, 1872/73-1898/99,




SOURCE: Saling’s PRércen-Papiere (Berlin, Leipzig, Hamburg, 1910)
Z4th edition,

1872
1873
1874
1875

1878/79
1879/8¢
1880/81
1ge1/82
1882/83
1883/84
1884/85%
1885786
1884/87
1887/88
1888s89
1889/90
1890/91
1891/92
1892/93

1B96/97
1897/98
1898/99

Dividends of the Dortmunder Union.

189971900

1906/01
1901702

1902702
1903704
1904705
1905706
1906707
1907798
1908/09

Class "B" ordinary

Class

wnpH
bed

171

8% &/8
30
10.9

Fe

crdinary
400 marks par value

B72.

12

L2 I o ]

el el 2% I -

Freference

o N O AN

Class "C" ordinary
reduced by 6&0%

BRI 4 R FD PRI

Class "B" ord.
300 marks p.v.

Never received any more dividends after this.
Class "A" preference

h L

th th n

w

o

Share price in Berlin on the last trading day of the year {in %)

Clacss "a" pref.
300 marks p.v,

£lass "D" preference



1876 9.1 - -
1877 1 - _
1878 6.1 12,2 44,5
1879 13,6 25.5 95.75
1880 12.1 26.25% 88.75
1881 13 34,9 104,79
1882 13.4 28 9.4
1883 Not quoted 24,2 83
1884 8 17 1.5
188% 8.9 19 =g, 3
18864 Not guoted 22 62
1887 10 not Qquoted 65.7%
1888 No more net gqueted 97.5
1889 guotations not guoted 137.25
1850 - not guoted 84.5
1891 - not quoted 35,2
1892 - not quoted 24,1
1893 - 14.5 S&.7
1894 - no more 8.5
1895 - guotatione 53
1896 - - 49.9
1897 - - 48,5
Class "C" preference iscued 10 March 1896 at a2 price of
101,75%. Tte share price in Berlin wasc:
1896 102,25
1897 98.1
1898 98.5
1899 133,25
1900 82.2
1501 42,% These chares were alsc traded in Hamburg and Esser.
The reduced {(by &0%) Claze "C" were issued in
November 1902 at 6b&%, the new preference class "DY
at 102%. The chare prices in Berlin were:
Class "C" £lass "D" pref.
reduced
1902 71.8 102,75
1963 B84.32 102
1904 87.2% 102. 4
1905 100.7 108.6
12045 B3 108,795
1907 55.8 92
1908 61.4 93.1
1909 94 99.8

SOURCE: Salinn's Rércen-Papiere {Berlin, Leipzig, Hamburg, 1910) p. 872.
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E. Financial History of the Dortmunder Union.

A glance at the quotations for the class "B" shares
will show how rapidly the fortunes of the Union declined
from the boom years of 1872 and 1873: the share price went
from 171% at the end of 1872 to 4% at the end of 1877. The
Union had many chronic problems, which were responsible for
its lengthy misery; but the acute problems of the early
1870°s, which caused such a reversal in the company’'s
fortunes, are also worthy of examination. The chief reason
was that the Union was caught with far too high stocks
(inventories). Adolph von Hansemann, in an unusual flash of
insight, alsp realized thic. On 18 June 1874 he wrote to
Freiherr Abraham von Oppenheim:

"Reports about the general situation of the iron
industry are so depressing that hopes for
dividends in this sector are very weak (das Gefihl
fir Dividenden auf diesem Gebiete recht schwach
ist). The prices for rails, bar iron etc. have
fallen by 40 to S0% in a relatively short period.
The hardest hit are works which entered this bad

conjuncture with large stocks of raw materials and
finished products. The Union is one of these."2S

Statistics bear ocut Hansemann’'s analysis:

Value of Warehouse Stocks at the Dortmunder Union,
1872/73 — 1876777,

Value (in marks) Decline vs. Decline vs
previous year 1872/73
1872/73 15,953,031 - -
1873774 @,795,111 I8.6% 38. 6%
1874775 8,136,550 16.9% 497
1875/76 5,745,111 29.4% 64%
1876/77 5,643,700 1.8% 64. 6%

SOURCE: Annual Reports of the Dortmunder Union, 1872/73-
1876/77;the figures for the warehouse stocks of
the Svahensverke are taken from marginal notes
made by an indignant sharehoclder in the annual

25. Wilhelm Treue, Die Geschichte der llseder Hitte (Peine,
19560) p. 115.
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reports in possession of the Westfilisches
Wirtschaftsarchiv, Dortmund.

The stock losses of 6.1 million marks would more than
account for the Dortmunder Union‘'s loss of nearly 4% million
marks in 1874/75; the high level of stocks also explains why
the Dortmunder Union moved into loss so rapidly after it was
founded, instead of descending more slowly into the abyss as
the depression deepened in the 1870°s.

But three years after the Union was founded, its
horrendous losses brought it to the verge of collapse. fAn
entraordinary general meeting met on 15 February 1875 to
stave off the worst. It enacted the first recorganization of
the Union: all the shares were reduced from a par value of
600 marks to 400 marks, the egquity of the Union was
accordingly reduced from 39.6 million marks to 26.4 million
marks, giving a book profit of 13.2 million marks which was
used against the loss of 1873/74, and for various write-
offs. This part of the capital, the original equity of the
Union, was henceforth known as the class "B" shares; which
were now worth &6 2/73% of their original value. The Union
obtained new capital through issuing 15w million marks worth
of 6% cumulative preference shares, which were called class
"A" shares.=% (Cumulative preference shares must be paid all
arrears on dividends due them before the ordinary shares can
receive a dividend; if they receive only S%Z one year, they
must receive at least 7% the following year, before a

dividend can be paid on the ordinary shares.) The plan to

26. Saling s Riérsen—Papiere J4th Edition 1910/1911, p. 870;
Stillich, Eisen— und Stahl-Industrie, pp. 130-131.
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issue these shares must have been arranged by the beginning
of November 1874, when Carl Meyer, Krupp's representative in
Berlin, reported to the Krupp Procurist Sophus Goose in
Essen that the Finance Minister Carl Hermann Bitter said
that the Union was all right so far as funds were concerned,
- since the banks had underwritten its securities. At the
same time, however, Krupp was itself making a bond issue,
and this absorbed the little demand there was in 1874 for
heavy industrial securities. Hence, wrote Mevyer,
Rothschild’s hostility to the Krupp loan: M. A. von
Rothschild & Séhne had been one of the founders of the
Union, and Rothschild was heavily engaged in Union
preference shares.®” As head of the Seehandldung, Ritter
would be in a position to know of plans for new iscues,
since the Seehandlung underwrote all sorts of industrial
sgcurities in these years, including in 1873 the &%
Dortmunder Union bonds.=®

The problem was a widespread one in Rhineland-
Westphalia: the iron and steel firms needed new capital, yet
there was no market for their securities. The bourse was
totally demoralized. In March 18748 Lohis Baare suggested to
Wilhelm Heinrich Miiller that Miller succeed Baare as General
Director of the Bochumer Verein fiir Bergbau und

Gusstahlfabrikation, and Mdller wrote to his father the

27. Carl Meyer, Berlin, 3 November 1874 to Sophus Goose in
Essen, H. A. Krupp WA IV 1439 fol. 24.

28. Otto Glagau, Der Biérsen-— und Grindungs—-Schwindel in
Deutschland. (Zweiter Theil von "Der Biérsen— und Griindungs-—
Schwindel in BRerlin®) f(Leipzig, 1877) pp. 347-348.
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following opinion of the Bochumer Verein's fimancial
situation:

"The financial! situation of the company is,
although by no means disturbing, still not
favourable. The intended financial operation -
the icssue of a milliocn trhalers of preference
shares - has rnot succeeded and my opinion is that
it cannot be reali 2 under present circumstances.
The company is t finarcizlly dependent on its
bankersz — namely Scheaffhausen."27

ST b

Toc many hsavy industrial securities were chasing a merlket
which did mot exist. Ir the case of the Union, its
underwriters had to buy all these preference shares at par,
because the existing shareholders refused to exercize their
rights. The issues was 2/3 underwritten by the Disconto-
Gesellschafi, the remainder going to the pther banks, namely

Oppenheim, and Wilhelm von Born. The Dizconto-—
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seriousness! "So

Ending every sentence with an exclamation point was the

?

{rupp house style.

The Disconto-Gesellschaft felt it had to defend ite
underwriting of 10 million marks worth of Union shares,; and
did so in its annual report for 1875:

"The founding of the Unicn was a most correct and
loyal operation. It cccurred at a time when the
iron prices were still normal, and there was no
excess in the valuation of industrial securities.
Not in the formation, but rather in the
development of the Union lay the cause of the
subsequent calsmity. Whern the iron conjuncture
suddenly became a strong boocm and the continuing
increasze in their price made the Urion s shares
intoc a speculative favourite, the day-to—day
managemant lost its chkiective judgement and its
grip on the reinz . . . It is a deocumented fact
that the Discontoc—Gesellschaft did not neglect its
duty as a banker {(Barnguiegr) to counsel caution.
Long before Herr Russsll took over the
recrganization the Disconto-Gesellschaft tried
everything to stanch the financial averburdening
of the Unicr. In connection with the successful
reorganization a turn toc the better has alrezdy
now begun., Experience should teach that thE
Discontoc-Gesellschaft ‘s conduct in this wx
correctly suited for the Union's interest as well

2= for 1ts ourn."
A few zentences bzfore this the bank observed that earlier
it had had a similar experience, and found that in a very

short time it had been able to sell the preference shares at

& profit.™®* This almost certainly referred to David

Hansemarnn s reorganization of the Pheoenix, Actien-
8]

Gesellschaft fir Bergbau und HOttenbetrieb in 1859-18&0,

whern the banks converted their loans into preference shares,

30. Carl Meyer, Berlin, 13 March 1876 to Sophus Goose in
Essen, H. A. kErupp, W A IV 1439 fol=s. 150-151.

31. Disconto-Gesellschaft Annual Report 1875 pp. 9-4, in:
Deutsche Bank, Historischees Archiv.
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and were sccon able to sell these shares at a profit. VYet

when David Hansemann carried out this reorganizatiocn, he had
alsc reduced the valua of the ordinary shares not by a

third, but by 90% in one blow. Not until the gold mark

talance sheetsz of 1224 would ancther Germar company reduce
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recrganization of the Union, a new reorganization was
needed. The class "A" preference shares received no
dividends at all, let alone 6%; the Union, which, like most
German ironworks, scld its rails with a replacement
guarantee for several years, had to replace numerous rails;
and the Union was afflicted by & number of bad debts, most
notably due to the collapze of the railway contractor
Ferdinand Flessner, who cost the Union 700,000 marks. In
iB76/77, the Unicn lost 2 million marks. Sc aon 14 March
1872 ancther extraordinary general meeting gathered and
cecided or & further capital reduction. The par valus of all
the shares - class "A" as well ac class "B" - was reduced
from 400 farks to 300 marks. An investor in class "B" now
had only S04 of his original invesiment legft, an investor

in class "A" only 75%. The company ' s equity was now 11.25

worth of clz=s= "E". The Urion was then empowered tc issue

ancther 20 millicn marks worth of class "A" shares: in the

event,; the Dizcontc—-EBasellishaftt bought up 2,000,300 marks
class "A" in 1877772, T,&75,400 marks in 1878/79, 8,393,700
marks in 127%/82, 4,058,700 marks in léBO/El and 3 millicn
marks in 1822/82 — a total 21,148,200 marks worth of class

e

"A", which irncluding the previcus figure gives us T2,398,200
marks class "A". Finally, the class "B" shareholders were
a&llowed to convert their shares intc class "A", under a

formula whereby thres class "B" were worth one class "A".

Most of the classz "B" shareholders took advantage of this

offer, since it was the only prospect they had of obtziring
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a dividend: the amount of class "B" outstanding fell from
19.8 million in June 1872 to 5,837,400 in June 1879. Since
there was now de jure ( if not de facto) only one class of
Dortmunder Urnion shares, the class "A" shares lost their
status as preference shares and alsc lost their claim for
any dividend arrears. An investor in class "B" now had only
one—sixth of his original capital left, or less than 17%.33
In the decade of the 12820 s the situation of the Union
appeared to stabilize: the decade passed without another
capital reduction, and thes clasz "A" shareholders even
received & dividend every yesar — &slbeit often only 1/3%. In
the 18920°'=s, hows=ver, the situatiocrn of the Union again
detericrated. The Urion’'= dsbts rose from 20.2 million
marks in 1892 to 29.3 million marks in 1825. 0O0f this last
figure, € millicon marks worth was bank debt - owed to the
Discontc-Sesellschaft. Another reocrganization was
rnecessary. After a fiasco at the exiraordinary general
meeting of 2% Jaruary 1895, where the shareholders refused

to vote through the S:D capital reduction proposed by the

Li

board, a second s«traocrdinary gerneral mesting Was sSUmmGRe
L]
the shareholders
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pushed thrcough a =ilder capitel reduction: 50%, giving =2
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capital of 19/ millicr marts class "A". These raduced
shares wers then put on an equal basis with the 134 million
clasz "C". Ar original investor in the 600 marks class "B"

shares would have had only one-twelfth, or 8 1/3% of his

33. Saling s Borsen—Fapiere J4th edition 1210/1%:1 p. FALH

Stillich, Eisern— und Stahl-Industrie, p. 15=.




original investment left.=4

Over the next few years the Union s situation ceemed
to improve. The class "C" share:z received a dividend of 5%
for 189&/%7 and 1827795, and as the boom of the ninetiec
reached its peak,; the dividend increazed: the clazs "“C*
shares received &% for 1B?8/99, and 7% for 1899/1900. The
Union could even undertake a capital increase: the general
meeting of the shareholders on 15 September 1899 authorized

thz Unicn toc issue an additional 2 million marks worth of

icrn ©of all the Kunen of the Gewerkschaft Mengeder

]

Steinkohlengrubesn, which owned the collier "Qdol ¥ von
= 3

Hansemann”. Ther the iron industry was struck by the severe
grisis of 12070/19201, and the Union, as always, sufferesd
disgproportionately. The Uniorn was also hurt by its usual
bad luck: on 2 January 1201 thers was a fire-damp explcszion
at the ccllisry, "Adcoclf vor Hansemann™, in which

fortumately only two miners were killed, but the explosisn

did cause 2¥/= milliocn marks worth of damage. The time had

n

arrived for the Unicen'z fourth and final reorgarizaticn. An
L4

extracrdinary general mesting on 9 June 1902 reduced the

=4 . o~ =i B —- P (el Ll harez f 842 il1lions mae-k=

Sndafr e \_:’.pJ_tn; of the class C shavres Fom < Mla ] F=al

to 25.2 millicn marks, cor in the ratiec S:2. The

sharehclders had to hand in their shares, and of every five

shares two were destroyed and the remaining thres returnes

a:

)]

stamped class "0Q". An originel investor in the 500 marks

-

&, S5zling's Bbrsern—Papiere F4th edition 1210/1211 p. 87¢:
tillich, Eisen- und Stahl! Industrie, pp. 133-134.
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class "B" would have only one—twentieth, or 5% of his
original investment left. Six hundred marks invested in the
original shares of the Dortmunder Unicn would be worth only
thirty marks by the end of 1902, The bourse had not been
too gloomy when it priced Dortmundsr Union class “"B" shares
at 4% at the end of 1877; if anything, simce this price did
noct take account of lost interest, it was too optimistic.

Az usual, the Union cbtained new fundes through issuing

a new clase of preference starszs: 10.82 millicon marks worth
of class "D", entitled tc a2 dividend of S%. Only after the

aid Z% could the reduced class "C"
receivs 4%: any su~plus remaining after that was to be
distribtutsd evenly amang the shares according to the amount
cf their par valie. The cld clase "C" shareholders could
subscribe for thes=s new class "D" at par, under the terms

that four old class YC" entitled the shareholder to buy at

par one new zlassz "D"; this coffer remained cpen until 4 Ju

1y

chaft then underwrote any claess
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"N which were not tabken up by purchasing them at pa-. S

Samsthing rather ramarkable c:::curr:eds howewver, when ths
Dicconto—Geselischaft applied for the listing of these new
clasz "D" sha-es con the Berlin stock exchange. Normally
thiz wa= a rubber—-stamp procedurs.  Fut this time even the
patience cof the committes which admitted shares to quctatiocn

3 ) = e + -
(the Zulassurgssielle) wes exhausted. It refused to allow

Z=. “Eine Wetterexplosion im Férderschachte der IZeche ‘Adolf
von Hansemann " in: Berg— und Hittenmannische Zeitung
(Leipzig, 15 February 1901’ vol. &0, No. 7, p. 8%; Saling’'s
Bérsen—Fapiere 34th edition 1210/1%911 p. 8703 Stillich,
Eisen— und Stahl-Industrie, p. 135,
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the new shares tc begin trading until it had seen the
Union’'s annual report for the following year. The Disconto-

Gesellschaft thereupon complained to the Altestenkollegium

of the RBerlin Kaufmannschaft (the committee of aldermen of
trhe Berlin merchant community: the peculiar antigue
association which served Berlin in lieu of a modern chamber
of commerce), which had responsibility for the Berlin stoch

exchange, and the Altestenbcllegium overruled the

Zulassungestelle. It was, howsver, a remarkable

demcrnistration of how low the reputation cof the Dortmundesr
Union had fallen.=e

There 1= a depressing rkythm to the financial history
of the Dortmurnder Union: every decade, the company reguired

reorganization. We do not know how the rest of the Urnion

W

developed afte- 1904, but if the situstiocn at Horst is any
guide - ancd the Horst woris, formerly Neuschottland, was

tle divizions of the Union -

m
(1)

usually ons of ths more profit

snother reorganizatior la, around the corner. Horst had
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had o =211 it
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furnace in operation, an
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special irorn =2t below the cost of preduction. In 1909710
L4

in

Horst lost B80,444.74 marls, only the third loss in it

= 1874777 and 19C1/02. The Union, in the cpinieon of
tlarl Mews (the historian of the Horst works) was cnly saved
by & white kright — the merger on 8 September 1910 intc the

Leutsch-Luxerburgische Bergwerks- und Hutten-AG of Hugo

34, Lindenbesrg, Spekulationsbank, p. 22 note; Stillich,

Eizen— und Stabl-Industris, p. 135,




Stinnes. The merger intoc Deutsch-lLux nearly cut the share
capital in half agair, because 42 million marks worth of
Unicn shares were exchanged for 272.2 million marks worth of
Deutsch-Lux shares. This merger meant that Deutsch-Lux
increased its share capital to 100 million marks. The
Uriiorn = shares were erxchanged according to the formula that
&000 marks worth of class “C" wasz swapped for 3000 marks
warth of Deutsch-btux, and 10,500 marks warth aof class D¢
was swapped for &000 marks worth of Deutsch-Lux.S7 An
ciriginal investor in the &00 marks class "B" shares of the
Dortmunder Union would end up with 15 marks worth of
Deutsch-tux sharesz,; or 2'/2% of his original investment.
From first tz last, the Dortmunder Union was a disaster.

A number cof pre-war writers on economic gquestions —

y Ottc Lindenbsrg, Osker 8tillich, FRobert Liefmann and
Y.I. Lenin - assert that the Disconto-Gesellschaft reaped =
it frorm these reocrganizations,; by charging the Unicn
interest and cther fees and palming Union shares off on the
public. This is incorrsct, and I shall show with the
example of the class "AY sharez that the Union actually cost

ths Disconto-Gezellschalt a3 considerable amount of money.
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37. Mews, "Neuschottland 185&5-1954" pp. 47, S7: Gerhard
Gebhardt, Ruhrbergbau. Geschichte, Aufbau und Yerflechktung
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Lenin’'s summary of the history of the Union is worth quoting

in full:

"The Union Mining Company of Dortmund was founded
in 1872. Share capital was issued to the amocunt of
nearly 4C million marks and the market price of
the shares roce to 170 after it had paid a 12 per
cent dividend for its first year. Finance capital
skimmed the cream and earned & trifle of something
like 28 million marks. The principal sponsor of
this comparny was that very big German Disconto-
Gesellschaft which so successfully attained a
capital of 300 million marks. Later, the
dividends of the Union declined to nil; the
sharehclders had to corsernt to a "writing down’ of
capitsal, thnt is; to losing scme of it in order
not to lgse it all. By & series of

‘reconstru ct ons’ more than 73 million marks were
written off the boskz of the Union in the course
of thirty years. ‘At the present time, the
criginal sharehclders af the company possess only
= pE. cent of the nominal valuese of their sharess
but the banks ‘earned something ™ out of every

‘re onstruction” . =e

In addition te incorrectly assuming that the banks made
money from reorganizing ths Union, the 28 million marks
worth of cream which finmarnce capital stimmed off is Lenin's
owr: invention: he 1s as=zuming that the banks were able to
11 their holdings at the high price of 170%, which
iz sxtr=rely improbable. The idea that the Disconto-
Gesellizschsft profited from reorganizing the Dortmunder Unicn
L]
Lernin has talen over from QOshar Stillich, who has writien:
"This is the key why a bank like the Disconto-—
Sesellschaft has not been bled tc death by the

Cortmunder Union. The Disconte—-Gesellschaft all
the tims made huge cash advances to the Union, but

38. Rudslf Hilferding, Finance Capital. A Study of the
Latest Phase of Capitalict Developpment ed. Thomas Bottomore,
trans. by Morris Watnick and Samuel Gordon (London, 1921} p.
126; V.I1. Lenin, Imperialism, the Highest Stage of
Capitalism (Moscow, *71978) p. S4; V. I. Lenin, Collected
Works vol. Z2: Notebooks on Imperialism (Moscow, 1948} pp.
52-5%, 37S:; Lindenberg, Spehulationsbank, pp. 22- qu
Stillich, Eisen— und Stakl-Industrie, pp. 133-13
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received for them securitiez in exchange and scld
these on to the public. @s a result the Disconto-
Gesellschaft should not have suffered any losses
because of the Unicr, to say nothing of the
profits which are linked to these credit

transactions. "S*
I shall demsonstrate that the reorganizations of the
Dortmunder Unicn cost the Disconto-Gesellschaft a goocd
arnzunt through the erample of the class "Av preference

hares, because the Discontc—Gessllschaft made the most

ol

-

evzaling admissions about these in its amnual reports. Tha

that it had underwritter two-thirds of tte issue 6f five

s worth of Unicr preference clasz "A" shares.

Rccordirg to Saling s Sirzen—Fapisres, all issues from 1872

All these sharez were

underwritter st par. Yet the price of the clasz "A" rose

above par in only two yearsz: 1881 and the extraordinary
boom year of 128%. Clearly, the Disconto-Gesellzchaft must
have lost substantial sums because it kept on having to

swallow Union paper, yet we find only,one admissiorn of this.
In it=s annual report for 1872, the Disconte-Gesellschaft
said it had reduced i1ts account of securities with special
reserves from nearly 28 million marks to around 14/,
million marks. Mcst of the reduction was accounted for by
the sale of 8,211,300 marks worth of Dortmunder Union

preference shares. Thesze vyielded 5,013,892 marks, or an

3. Stillich,; Eisen— wund Stahl-Industrie, pp. 133-13Z4,
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average price of &617%, which mean the Disconto-Gesellschaft
lopst 3,197,407 marks. The Disconto-Gesellschaft sesmed to
regard &1% as a gocd price — and since the class "A" had
teen gquotecd at 4&6*/2% at the end of 1878, one can only
agres. The Disconto-Gesellschaft also said that it had been
able to sell the latest issue of Dortmunder Union preference
gshares at & profit in the new year, namely igeg.2° It is
difficult to synchronize events betwesen the Portmunder Union
arnd the Discortc—-Gesellschaft because of the six morth lag

between the two companies’ fiscal years. I shall as

|.ll

UMme ,
however, that the emtire issue cf the class "A" for 187%/80

- 8,397,700 marks — wa

n

spld above par. I shxll also
assume, since the closing price for 1821 was above par, that
the issues for 18220/81 - 4,058,700 marks — was also scld
above par. The Di=conto-Gesellschaft almost certainly lost
money on all the other i1ssussg thz only possible exception

could bes the issue of T million marks in 18e2/82, if the

Dizscornto—Gesellschaft held onto these cshares until 1889,

ite holdings at & loss of 1T% to
L

carrying a long—term anz risky investment on its books.

[

shall row ecstimate how much money the Discontc—Gesellschaft
lost on these various issues. The Disconto—-Sesellschaft
tock up 10 millicn marks worth of the initial class "at of
1875. Theses were then reduced to 7'/= million marks by the

reorganization of 1B7E. Adding the issues of 18777782 and

40, Paul Steller, Hardbuch far Capitalisten. Ein Sammel-— und
Nachschlagewerk fir Privatleute und Bankiers
(Grinberg/Silesia, 1881) part two, pp. 124-125, 724.
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1878/79 gives us a total valus of 12,195,800 mark=z at par.
8,211,300 marks of this was sold at &1% in 1879. Assuming
the remaining 4,9284,500C marlc was sold previocusly at &0%
(and the Dizconto-Gesellschaft did consider 61% a very good
price} the Discontc-Besellschaft would have lcst 49% on
these class "A", or 1,922,800 marks. For the later issues of
1822/83, I

22/8%, I will assume a price mid-way betwsen the closing

prices of those two yearsz — 85%, which would mean that the

Discorto-Besellschaft would have lost 459,000 marks on that
iszue. The losse:sz add ug as followe:
25% lo== dus tc 1278
Capital reduction ... inninenenesan. 2,500,000
42% loss due to sales
of class "A" before 1872 .. ...0.0......1,993,200
Z9% los= due to sale
of class "A" In 18709, .. et aeraeaaD, 197,407
1%% less of the class
"A" dssuz of 18B2/E 7. it i e 450 ,G00
Total 10SSESecnrscsnnsocncncrscnannnenaB, 141,207

I have purposely made these estimates on the low side. The
point I wish toc bring cut is that the Disconto-Gesellscheft

lost 2 subkstanticel amount becsuse of its involvement with

~h

the Dortmunder Unien. Eight millien marks iz a minimum for
*
the class "A" alcne. The figure was almost certainly much

higher, but BGerman banks in thiz pericd almost never broke

s}

aut their holdings of securities for their own account, and
Disconto-Gessllschaft annual reports do not readily confess
to loscses. I have cnly been able teo estimate the eight
millicn figure because of the revealing admission in the

1879 annual report. The assertion by Lindenberg, Stillich,

Liefmann and Lenin, and the general observation by



Hilferding, that the Disconto-Gesellschaft did not lose any
money when reorganizing the Union is therefore false.

Why then did the Discontc—ﬁesellschaft, in Stillich’'s
vivid phrase, not bleed to death? One of the most important
reascns why the Disconto-Gesellschaft did not bleed tc death

iz because the most difficult recrganizaticns of the Union -~

those of 1875 and 1878 - happensed at a time when the bark
had ertremely ample reserve funds. During the boom years of

the Grinder jahre the Disconto-Gesellschaft had salted away

its extracrdinary profits in itc reserve fund=. Now it drew
down these reserves to pay for the reocrganizations of the
Unicn. The later recrganizations of the Union - those of
189¢& anc 1902 - tock place in & more buoyant economic
climate than the dark days of the 187C s, and pgut the bank
less at rizk. Secondly, the share capital of the Dortmunder
Union was always =maller than that of the Disconto-
Gesellschaft, and shrank relatively as the years wert on.

By 1872 th= Discontc-Gesellscheft already had a share

b

capital of &0 million marks. The Union, by contrast, never
exceeded the limit of 42 million marks. Thirdly, the
secondary market in Union shares alwa;s remained buoyant
enough so that the Disconto-Gesellschaft could relieve
itself of some of this paper. It was not able to sell Uniocn
paper at a profit, as Stillich alleges - it usually sold at

a hefty discount - but &t least the Disconto-Gesellschaft

did not have to bear all 73,050,000 marks of losses alone.4?

41. {indenberg, Spekulationsbank, pp. 46-47; Stillich,
cisen—- und Stahl-Industrie, p. 136.
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At worst, the Disconto-Gesellschaft lost half that figure.

Fourthly, because these losses took place over

a period of

thirty years, the Disconto-Gesellschaft could steadily write

them off aga
profitahle
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did not have any luck with the
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armother occcasion Hansemann showed a

& professional corporate gad-fly,

asked Hansemann in &

tre Disconto-Gesellschaft how things were
Uricn. Hansemann cupped his hands around
shouted 1t is interesting to note

and "Faul '™

that Steller, Jarislowsky and alsc Jacob Riesser were aware

that the Dortmunder Uniorn lost money for the Disconto-

Gesellschaft.

Ferhaps this is because they had the

advantage over Lindenberg, Stillich, Liefmann, Hilferding
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were toc high, but rather that it had too much equity
capital in issue,; and never reduced this severely enough.
The third cause of the Unior s troubles is the most
interesting: this is the strategy of the Disconto-
Gesellschaft during the 1870°s. This is revealed by Carl
Meyer ‘s letter of 17 March 1874, which I have guoted above,
{(pp-255-751 The Disconto-Gesellschaft was not bothered by
the Union’'s lossez, so long &= it continued to produce flat
cut: the Disconto—Gesellschaft hoped that this would drive
less financially secure competitors out of business,
ultimately strengthening the position of the Dortmunder
Union. The LCiscocnto-Gesellschaft believed it had the
advantage =f deep pockets, and wanted toc exploit this. Thus
the Pisconto—-Geszsellschaft and the Dortmunder Union made
insufficient efforts toc come to grips with the Union's
Froblems. Although thice actual policy almost certainly did
not continue beyond the 1870'=s, this heritage of profligacy
seems to have persisted, and the severe reorganization which
the Uniorn really needed nevs- materialized.

F. Personnel Questions.
L J

During the boom years of 1872 and 1873, the Dortmunder
Union hired anyone it could find, and the total number of
‘warkers shot up to a psak of 12,102, The sudden reversal in
the Unicn's fortunes led to mass dismissals. On 26 July
1874 Wilhelm Heinrich Miller wrote to his father to say
("This is confidential®) that the Unicn had already fired
4000 workers and nearly 120 management perscnnel. The

dismissals continued until the number employed reached a low
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relations at Horst were "not unfavourable. But it lay in
the nature of the Union‘s development that Horst was more
severely run down than Dortmund: the number employed at
Horst fell from 1957 in 1273 +o 3299 by 19092/10.4=

Although tha General Directcr of the Dortmunder Union,
Wilhelm Heinrich Miller, would have preferred to give more
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n

pendence to the managers of the variouc divisiones

{ac

n

ording toc Miller s family history; Strousberg, on the
cther hand, blames Miller for the centralization), in 1872
the Dortmunder Union was given a highly centralized
management structure. The directorate (Direction) of the
Union consizted of three full directors (Wilhelm Heinrich
Miller, Friedrich Netcke, and Wilhelm Rosendahl), plus two
deputy directors. PBelow the directorats were manageres for
the local worbks, such as Horst and Henrichshitte; above ths
directorate was an administrative board, with broad powersz

to irntervene in the day—-to-day running of the company. The
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ive board was itself split into a Westphalian
commitiee arnd a Berlin committes:; the former was unde- the
chairmanship of Friedrich Grille, and took care of technical
matters (Grilic had special rezponsibglity for the
coilieries), the latter was under the chairmanship of Adolph
von Hansemann, and took care of financial guestions.

General questions were decided by a plenary sitting of the
adminicstrative board. This management structure combined

the weaknesses of cover—centralization plus the seeds of

discord. There were conflicts between the Westphalian

45. Mews, "Neuschottland 185&6-19558" p. 47.
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committee and the Berlin committee (the Gelsenkirchener
Bergwerks-Actien-Gesellschaft would suffer similar
conflicts); there weres serious tensions between the loecal
managers and the central directorate in Dortmund. The local
managers particularly disliked the way the office in
Dortmund would draw up central balarce sheetse which would
plunge individual works into loss, without the managers
being able to appea!l against them. Trancsfer pricing is a
delicate questicorn in & vertically integrated enterprise,; and

the Union was not very successful at dealing with this

problem. As rt of the recrganization of 1875, the
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management wss decentraliz-e

n

Wher & company gete into trouble, the easiest factor to

agement. Because of this and because of
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the natural]l tendency tc personalize problems, commentators
both now and in the past are gquick to blame management for a
company ‘s troubles. Yet companies often run into trouble

(or enjoy success) because of factors beyond managers’

[J]

control: trends in world markets, mining accidents, & merged
company where the pieces do not fit. Contemporaries of the
L

Dortmunder Union also blamed management for the company s
problems. The first General Director, Wilhelm Heinrich
Miller; was a favourite target. Strouskerg is the most
vocal critic:

"It cannot be denied that [Millerd is a gifted

man, he has perspicacity, energy, and a good
knowledge of business, but he is ambitious to

44. Dortmunder Union Annual Reports, 1873/74 and 1874{?5;
Stillich, Eiser— und Stahl-Industrie, pp. 23-94; Scheibler
and Wilfrath, Westdeutcche Ahnentafeln pp. 221-222

ATy
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excess, domineering, petty, pig-headed and
guarrelsome, a good horse in strong hands, who
bolts and kicks over the traces when he does not
feel a master ‘s hand; he suddenly considered

himself a big bug (grossartiqes Thier) and got
locse. "

Strousberg attackes Milller for four specific mistakes.

Miller bought a large quantity of pig—-iron for puddling,
which turned cut to be too grey,; and instead of selling the
pig-iron at a profit had the iron processed anyway, which
led to the Union losing = thousand thalers a day. This led
the director of ths rolling works to resign. In additicn,
Miller did not get encugh raw materials toc keep the Bessemer
works st t+e Herrichshitte supplied. Furthermore, he bought

ircn ore from Algeria (as we know, from Mokta-el-Hadid) at

0

rices which were too high. In the micd-1870°'s this ore was

fimnally scid on to the Hoerder Versin — naturally at far

(=2
!

be=low the price ths Unicn paid. Firmally Strousberg claims
tthzt at the height of the boom the Union had an arrogant

when Netcke’'s brother, a

48
[
n

regard for potsntial orders
railway manager, made the Union a very attractive offer for
30,000 tonnes of Bessemer stzel raile for the Austrian
Staztsbahn, the Union did not accept it:

"For these gentlemen heaven Was fully laden with
nd how could it be otherwise, when they

a
participating in share speculations and
4 an agio of 80% as cheap."*”

e
There is doubtlezs a kernel cf truth in some of these
allegations — but not much more, since they are based on

rumcurs and gossip, which Stroucsberg obtained from

disgruntlied and dismissed employees. Strousberg himself is

47. Strousberg, Strousbesrg und sein Wirken, pp. 439-440.
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by noc means unbiased; he wants to put as much blame on
Miller as possible to divert attention from the poor state
and cver-capitalization of the Dortmunder Hitte. It ie
credible enough, however, that Miller got carried away
during the boom of 1872/72 and made rach purchases,; acted
high-handed with clients. Yet this does not cancel ocut
Miller ‘s undoubted talents.

Miller begsn his career in Ruhr heavy industry in 182
when he ioined Neutschottland, after a successful busineszs
career in the United States: he was extremsly young, being

Eorn in 1827, It wats =con clear that the Generzal Director

schoolmaster ard close friend of Avgust von der Hevdt, was

r+
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General Directcr. Miller, and to a lesser extent the

Metcke, were the architects of
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the reccovery of MNeuschottland: the share price rose from &95%

7% and 8% in 1871. This spectacular turn—around made

L ]
Miiller "= reputaticn, and one of thes reascns Friedrich Grill
Cecided to bring Neuschottland intoc the Dortmunder Union was
to secure the talents of Miller and Netcke. Grillo s high
opinion of Miller was shared by other Ruhr industrialists:

Leopold Hoesch proposed to Miller that Miller go

(@]

n 187

(¥

(RN

nto partnership with Hpesch's sons in establishing a
rolling and Bessemer works in Disseldorf; and in March 18764

Louis Baare of the Bochumer Verein fir Bergbau und



Gusstahlfabrikation proposed that Miller become his
successor.  Miller gave fresh evidence of his managerial
talents atter he left the Union, when he built up the iron
trading firm of W. H. Miller & Co. of Dilsseldorf, which
became a leading Continental iron merchant. Miller ‘s
business successes elsewhere and the high regard in which he
was held by his fellow Ruhr industrialiste suggest that it
was not Miller ‘s failings which hurt the Union: rather, the
Unicn's problems were so intractable that they were bevond
gven a manager of Miller ‘s stature.se

Working extremsly €losely with Wilhelm Heinrich Miiller

m

during the years 187218745 wa

1]

= Emil Russell, on secocndment

i

from thes Disconto-Sesellschat

« Although Adolph von

Hansemann later

n

cught to blame Miller for all that had gone

)

S t the Doritmunder Union {(Strousberg is probably

4
n

g
echoing the Hansemann line), the Disconto-Gesellschaft had
been fully informed of everything since Ruszell had been
working at Miller s side from 1872. Emil Russell was born
in 18275, trained az a lawyer, and produced such a good
result on his juridical examination that he was at once

L ]
aperburg en the Em=, a post he held
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from 18&1 until 18706, It was while Mayor of FPapenburg that
he met Johannes Franz Migqusl (mayor of Osnabrick 18£85-1869)
at the Hanoverian conference of municipalities (Stidtetag).
Impressed by Russell "s talents, Miguel persuaded him to come

over to the Disconto-BGesellschaft as the bank’'s house lawyer

48. Scheibler and Wilfrath, Westdeutsche Atnentafeln, op.
207-241; Mews, "Neutschottland 1856-19S&6" pp. 22-30.
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(sihhdikus). In 1874 Russell became a full partner, tilling
the post left vacant by Miquel ‘s resignation in 1872z, In
addition to his important role at the Dortmunder Union,
Russell was - as we shall cee in chapter five - a very close
advisor of Emil Kirdorf at the Gelsenkirchener Perguerks—
Actien—-GCesellschatt. Russell became second vice-chairman in
1879 of the chief lobby group of heavy industry, the

Centralverband deutscher Inducstrieller (the Central

fAssociation of German Industrialiste). Miquel alzo

persuaded Russell to advise on two legal matters: Russell

sat on the commizsion for the codification of German Civil
Law. The remart that Emil Ruscsell was a “hard man" tharte
Herrn! seems to be a figment of Helmut Béhme s imaginatiopn:
he was extremely likeable, and he

all evidence suggest

n

(W]

became good friends with Wilhelm Heinrich Miller, Carl Meyer
of Krupp, and Emil Kirdorf.=S

During 187F Russell was in Dorimund often for weeks at
& time. BSince he disliked staying in hotels, he stopped
with Miller. But this temporary arrangement bscams more

L]
permanent as the situation of the Union worsened and

il

=
-

Harisemanin sought to shift the blame to Miller. On

: s P
November 1874 Carl Meyer reported the following conversation

49. Ernst Wilhelm Schmidt, Miarmner der Deutschen Bank und

der Disconto-Gesell=chaft (Disseldorf, 1957) p. 42; Henry
Axel Bueck, Der Centralverband Peutscher Industrieller 187&-
19¢1 (Berlin, 1901) vol. 1, pp. 18&6-187: Scheibler énd
Wilfrath, Westdeutsche Abnentafeln p. 220; Helmut Bohme?
"Emil Kirdorf, Uberlegungen zu einer Unternehmerbicgrapie”
in: Tradition. Zeitschrift fir Firmengeschichte und
Unternehmerbiograpie (Munich, 1968) vol. 13, p. 285.




with the Prussian Minicter Bitter to Sophus Gonse:

"The talk came to the Union; he [Bitterl gave me
the following piece of information, which I found
very striking! Director Miller is not up teo his
position; Hansemann has sent Russell to Dartmund,
to bring order into the management! Provisionally
for six months, but probably permanently!
Finaﬂ:ial difficultiez do not exist, since the
loan is firmly subscribed by the leading houses,
and did not come to the market only because of our
lazr! Hence Reothschild’'s enmity towards our loan;
he is very heavily engaged with Union preference
shzres Miller appears to be less gocd tha- hies
repugagion!"

It ise characteristic that this information seems to

[y

originates with Hansemanni in ancther letter to Gonse of 11

Movembsr 1874, Meysr repories Russell "s own account, which

was much less highly cocloured; did not blame Milller, and
merely statsd that Russell was going to become a director at

the Union, but retain at the zame time hizs pesition at the
Cizconto—-Gessllschafti. It is notabkle that Hansemann’'s

versgicn blamsz Miller for ths Union’'s problems.®°

=211 set the scene for the 1875
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recrganization of the Union. I have already discussed the

financial aspects of this reorganization; it alse involved

bl

re—arrangement of the management structure. The new
L

structure incresaszed the autcromy given te the individual
works. The Union waes split into five divisions

1) Cgal Mini (UGl icksuf” and "Carl Friedrichs

2) Ircon Dre Mining (Hasszlinghausen, Othfreszen, ard
Bredelar)

I) Iron and Steslworts in Dortmund and Aplerbeck

2} Ireor and Steelworks in Horst

S0. Scheibler and Wilfrath, Westdeutsche Ahnentafeln, p.
2213 Carl Meger, Berlin, = Novemher 1874 to Sophus Goose:
H.A. KErupp Az. W& IV 1479, fpols. 24-25; Meyer, 11 Novemhs»"
1874 to Goose, H. A. Erupp, Az. wA IV 14462 fol. 7.
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S) Iron and Steelworks Henrichshitte

Each division had its own director, and its own profit and
loss aczount. The Svabenszverke was placed under the central
directorate in Dortmund, since it did not easily fit intcoc
any of ths above divisions.®=?

From the summer of 1875, Miller, discouraged by his
ge«periences, wanted toc give up his post as general director.
Hansemann knew this, and wanted to make it look as though
the Unicn fired Maller, sc all blame would be laid at his
docr. PBut in the administrative board Russell argued
fiercely in defence of Muller, saying that Miller was the
rncblest character he had ever met. Wilkelm von Born
commented that if anypne had spoken of his own brother in
=uch terms it would have been excessive. So & compromise
waz reachsd, whershy Miller agreed to resign whenever the
administrative board wished. VYet no successor could be
found: Russeil did not want the post. Miiller tried to leave
in March 187&, but Russell persuaded him to continue until
July of thsat year. =

ling to put up with Hansemann’'s underhand

[

Miller was wi
L]
conduct becauss he planned to st up an 1ron trading firm
arnd waz counting on the Unicn to become ONE of his leading
customers. In Marcrk 1272 Louis Baare offered Miller, =

distant relative of his, the post as his successor as

1. Dortmunder Union Annual Reports 1873/74 and 1874/75%
tillich, Eisen— und Stahl-Industrie, pp. 93-94; Scheibler
and Willfrath, Westdeutcsche phnentafeln pp. 221-222.
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52. Scheibler and Wilfrath, Westdeutsche Arnentafeln, pp-
224224, 228-229.
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General Director of the Pochumer Verein: Miiller wrote to his
father that it was "a great satisfaction for me vis-A-vis
the Union," and added
“An encouraging aspect of the questicn at hand is
the generally acknowledged high technical
achievement of the Bochumer Verein, a factor which

I know from my very sarry experiences to be of
greatest importance.”

Director regardecd the firm ac techrically backward. Miller
eventually turned docwn Baare s cffer, however, and instead
went through with his original plam to establicsh an irorm
trading fivrm. On 20 April 1874 Wm. H. Miller % Co. hecan
sons in Disseldord. By April 1877 the firm had

zrt of Spanish iron core. Miller “s hope

for busingszs from the Unicn was not disappointed: in Mav
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1877 the Uniczn bought 2000 tonres of Recsemer pi
is firc for 15,000 ma-tz. In Mzy 1878 the firm established

& Sranch in Rotterdam which rose to great importance,

foraing part of tSe corsctium which helped Dtto Wolfs o

Gair o~ = S e Fho 1020 = - Jiily 1279
gGaein control of the Phoarnix i the 1922073, On 1 Jul‘y 1275
5 + (3 i =t Ty Mo
the firs ofenez & bY=amch in Rubhrori: Moller died on 20 May
i 4

: i = eSS =1 ) i as "upprioht
1887, After hi=z death FRusssll praised him as "upright,
warthy, 1o,z and claver” (Liachtig, brav, treu, und

v ;

v\ =S

Fussell was in part compensated for the thankless tacsk

of Dortmundsr Union General Director by being made a partner

53, Scheibler and Wulrath, Westdeutsche Abnentafelrn, pr.

2285-233F, 240-241; Walther Herrmann,; "Ctto Wolff" in:

Rheinmisch-Mestfilische Wirtschaftshiograpbien
(Minster/Westphalia,; 1942} vol. 8, pp. 140-141.
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in the Disconto-Gesellschaft; Carl Meyer reported it thus to
Sophus Goose on € March 187&4:
"Our friend Russell has been unanimously elected

as the fourth partne- of the Disconto-
Gesellschaft! There is music in that! He is

thereby aszured of an income of 120,000 tg 180,000
fistr KS. I heartily do not grudge it to this
delighwtful man'"

Russeil stayed at the Urion until 1281.5e

Ruszell was then =zucceeded by 2 manager fror the
Frussiarn state railways, Friederich BPail, who quit after
six mcnths "for pe-=oosl ressons" - curiously, the Disconto-
Sesellschaft dicd not take his sudder retirement badly,

bsosuse Bail retzined hie posts or the supervisory boards of

by the Regierungsrath R. Seekold, who only lzssted until

25. Osksr Siillick bkas rightly criticized the appocintmsnt

of buresaucrats to the post of Gerneral Director, when wuhat

echrically traired manager.SS
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The Union finslly obtzined s technica

General Director in 1885, with the appointment of Hermarmn
Braun=s. Brauns wcorked at Krupp for ten years, and then
joined the Gscrgsmarisn—-Huatts in Denabriick. In 1877 k= came

to the Unicr az its tectnizel director- In 1825 he hecams
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General Director, a pest ke held until 19207,

S4. Carl Meyer, Berlin, € March 1274 to Scphus Goose in
Eszen, H.A. Frupp, Az. WA IV 14392 f31. 134,

nd Stahl -Industrie, p. 98

oS, Stillich, Eisen— u

GCelsentbirchener PBeragwerts—Aktisn—Gesellschatt 1=7h—191;
{Ditsseldorf, £192131), Anlage S; Disconte-Festschrift, g.
ey ]
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like & philesophy professor than a man of iron and stesl.
Judging by results - the severe reorganizations of 1894 and
1302 - he was no* a success. It would be unfair, however,
toc do Brauns the same injustice which was done by Miiller,
and blamss him for techricsl and financial preblems which lay
beyornc one man’'s power to cure. In fact, we can ascribe two

No

rt

able innovaticns toc him. PBrauns pionesred the uess of
ground Trhomas slag az & fertilizer. Secondly, as president
of thes Dortmund Chamber of Ceommerce from 1891 until 190%

{(the longsst s=~ving presidert in its history) Brauns

spcecesstully campaigred fo- the comstruction of the

Cortmund-Emz car=l. This canal was originally intended to
gzzizt thz zoel industry to export its production. but when

ed in 1299 the croal industry already had =2
vate markst in the iron industry of the Ruhr.
The iron industiry,; on the other hand, found domestic German

irsrn decosits steadily diminishing and was importing more
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om pverseas, in particular Sweden and Spain
(which for the Ruhr were always more important scurces than
Lorrainey. When the Dortmund-Ems canal opened in 1899, a

lanned originally to assist the
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collisries to export coal! found a new purpose in enabling

1}

thz ircn industry to import ore. Prauns alzoc helped set up
the canal shipping company,the Westfilische Transport-AG,

and the first ship tc bring cre from Emden tc Dortmund bore

his name. Although the steelworks at Dortmund could never

t

m

ernjoy the transport advantages which plants on the Rhine

Duicsburg or Rheinhausen do, the Dortmund-Ems canal gave



steelmaking in Dortmund a new viability. It was Brauns-
greatest legacy. Although Braunz did not succeed in making
the Union intc a profitable compariy, he did make a number of
contributions which did a great deal to foster Westphalian
heavy industry.Se

Brauns was succeeded by a former civil servant: the
Regierung=s- und Baurath H. Mathies. Another source for
Dortmunder Union managers, bezidez the Pruscian bureaucracy,
was the Disconto-Gesellschaft iteelf, whence came the Urnion
directers Moritz Ottermarn and Erncet Schweckendieck.
(Cttermann alsc served az 2 manager of the colliery "adolf
von Hansemann" from 1877 wrtil 1994).57  I- this contewt it
iz worth remarking thsat the Tizconto-Beszellschaft itself had
& very bureaucrstic style of management. No doubt the
public s=ctor, and buorezucratically managasd banke, can
Farsour notabls managerial talents; but chances are these
2 liks fish ocut =f wzte-. They often had nno
technical training: Brauns and Mathies (who was a Baurath,
liss ar enginesr’'s training) were exceptions.
ts and Berlin tankers could not know the
peculiarities of the Ruhr landscape, which can be a2 vervy

idicsyncratic socisty, with its own customz: Ruhr

S&. Dortmund-Horder Hittenunicn 1852-1952, pp. S8-59;
Steller, Fibrende Manner, p. 27; IHE Dortmund 1867-1967 pp.

111-112,

7. Discontoc-Festschrift p. 247; Saling s Bﬁrsen—P%piere
4th edition 1210/1911 p. 847; Steller, Fihrende Mianrmer. p.
27; Bie Steinkohlenbergwerte der Yereinigte Stahlwerke A-G.
Pie Schachtanlage Adolf von Hansemann in Dortmund-Mengede

(Essen, 1932 p. 3I7.

J L4

234



industrialists often ocutdrink Berlin bankers.®™® Burezucrats
could not but lack the shrewdrness and nimbleness of the
autcchthonows Rubhr industrialist.

It is easier to demonstrate that, whatever the quality

7

of the managers the Union retained, the Union could rnot hold

onto many unguesticnably talented men. Miller iz a case
in point. The ernd of the Miller era did nct ses only his
departure: Adolf FKirdorf left on I0 March 1875 to becomz 2

irecitor of the Aachener Hitter—-Actien—Versin and
successfully recrganized it. Miller was & friend sf the

¥irdor+t familyy and helgped both of the brothers Adolf and

Emil Kirdord on their i1llustrious careesers.S®

Two octhzr tzlertaed men whe left the Union were Caspar
Hzinrich Jucho and August Hidnne, who came ouvt of the
company s bridce-building division. Caspar Heinrich Jucho,
wom digg in 19204, was & bridge-building engineer who worked

at beth ke dachener Hitten—Actien—Verein at Rothe Erde an:
at the Uniorn, which he left in 1277 to set up the firm

., Juchoc- Hz was unusual in beir

u)

s memts=r of the FRadical Party (Freisinn) at a time whan all

— N —

L) z a
7

1n

.
Buhr industrializte voted National Liberal. Hie =o-
Ing. Heinrich Jucho, becams gresident of the Dortmund

Chamher of Commerce and Industry.e°

The ¥l6nne family comes from Hamm: its most famous

sch, Franz Urbig. Zum 27. Januar

Deutsche

&0. IHY Dortmund 1863-1942, pp. 107-108.
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representative was the banker Carl Eldnne of the
Schaaffhausen ‘scher Bankverein and the Deutsche Banl. August
klanne was born at Milshorn near Meschede. He worked at the
fnion as an engineer, where he specialized in the by~
products of coke producticr, espe-ially gazs. He worked or
the producticn, purification, and storage of gas, and the
constructiocn of gas furnarces, He patented zome of his
inventionz and left to s=t up hic owm firm in 1879, which

szsn= to have concentrateZ on bridge-building instesd of gas

Bortourd. Hie son, Moritz Klinne,; alsc served as prezident
of the Dortmund Chamber of Commerce and Industry.e?
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anclude: although gquite possible that the

Union was plagued by bad management,; the evidence does not
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p In fact, some of the
directors lite Miller and Brauns displayed great talents,

yet theproblemes of the Union were too much for them. It i

Ui}

clezr, however, that worbkforce and management alike were

very demcralized. The Union could rot build up a core

worbforce; nor could it retain talerted managers, who in one
[ ]

imstance (8dslf Hirdorf! left for ancther iron and stesel

firm, but in three cther instarces (Miller, Juche, KElé-n2)
left teo go intc business for thesselves. Thic iz a very

striking development for heavy industry, where one might
expect the urge to sslf-employment tc be relatively
suppressed. Thezz mer sought to brealk away from an

unsuccezeful enterprise, but they sought independence eve

&1. IHE Dortmund 18&£7-19487 p. 10685,
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more. This the Union could nmot cffer; it was tied to +he
apron—-strings of the Discontc-Gesellschaft. The rough-
edged mer. of the Ruhr did nct cars te submit themselves +o
the orders of a RBerlir banlk. The Disconto-Gesellschaft had
to settle for meeher (ard presvumably less talented!?
characters: former civil servants ard Disconto-Gesellochaf+t
prensurs from the Revier (=
al richkname for the Ruhr, which indicatesz ite

e~clu=zive character! dc mot like to have to submit +o the
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oecially when that banb has

no hope of understanding the complicated and idiosyncratic

business of coel, ircn, arnd stesl.
C. The He-richshittte 1872-1204,
Anocther preoblesr of the Unison was the crippling of the
Gutlying works asz Dortrund was developed at their expence.

This section will evamire t-e stunting of the peripher=zl
works, using the HenrichHshitte as an example. The stunting

€ a

af these worles is a strong indication that the merger w

The Henrichshitite originally produced railway rails.

artet aftter 1873, the works
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locled for nmew areas of aztivity and stopped making rails.
For 2 time - tz the grea* annoyance cof Alfred Krupp - it

manufactured gurs. In 1875/7& the Henrichshiitte produced
109,472 guns of varipus typesz. PBut this business was €000

shut dowrn for lack of orders, and the Henrichshitte evpanded

its foundry and machine shop. The worke concentrated on the

production of guality plate. The Union did make some



improvements. in 1874 the blast-furnace works got a new
blowing apparatus; in 1874 a new rolling mill began
operation; three years after that twc new blast—furnaces

were blown in. But these improvements were more than

cutweighed by the cataztrcphic decizion of 1880/81 to
concentrate all EBessemer stzel manufacture at Dortmund. The

henichshitte’'s Reszzemer works was closed. This brought
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= consequences. Whaen Oskar Stillich saw the

(hs wrote in 1904} the workes had twe bElsa

mn

t_
furnacesz. One2 of them was new, since it hsd been built
izr. deztroyed = blast-furnace in 1900, It
procuces 200 tonnes of pig irse a day. The second antigue
furnace ‘gresumnably dating from 1879) produced only 120

tonrnez of pig ir20 & day. An ancient bellows had to be

ocperated by four tc siv men; at other works, this was done
by =lectricity,. The pig-iron flowed into the foundry hall,

waz there zllowed tc hardern and then hachked by hand into

enallier pieces., some of which were sent to Dertmund, the

naijzrity =21d 2= thsy wers, because the Henrichshitte had no
Bezsemer works. Instead cof the ideal process of pig-i-on

m*

beirg mads intc stesl in crne hesat, the pig-ircn had to be
transported F0 Yilometres to Dortmund, reheated, made intc

ingzs*t =te=l, and then trarmsported back another 20 kilometres

n

the Henrichshiitte toc be made into plate. Instead of thi

complicated procecss thke Henrichshutte continued tc meke

steel by the antiguated process of puddling in 1902707, It
is true that the Bessemer process did ncot immediately

replace all puddling works,; ard in some places steel couvld
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still be made profitably by puddling for mary years. The
last puddling works in the United Statec survived until
1948. PBut it is one thing to puddle steel in the Americer
backwoods, and ancther thing to puddle steel in the Ruhr in
1902, irn the centre of one of the derisect railway networks
in the worlid, where Bescemer wortve lie cheel by jowl.e=

Ir. the sumre- of 1892 the Henrichehiitte began to seeb

out & new market for its products by commencirg the

ot

manufacture of welded pigfe. Much of thice was made into oil

-

drums for the Devtzch-Ameribanische Petroleumgesellshsft, a

Tz yez- 1922 bsgan with = cetastrophe at the

Herrichstitt=: EBlast Fur-nace I expleded. The bodies of =six
workers were taten dead cut of the ruins. This accidsert,

the crisis of 19200701, and the 12¢2 recrganization of the

Union mads the Union decide to spir off the Henrichshitte as

& separate public limited zorpany with = capital of 10
millicn marks. An EGM cf the Unicn on 2 July 1902 approved
this. Thus af+er three decades the Union broke the bandes of

creation — symbolically., in

n

the merger whiczh had led to it

the last ,sar of the life of Adolph ven Hansemann. The Union
justified its decision in these words:

“The merger of the Dortmund works with the works
Herrichshiitte and Horst plus their mines, although
it was very well considered at the time, has not

&2. Stillich, Eisen— und Stahl-Industrie, pp. 114-11&:
Henrichshitte 1854-1954 pp. 42-45) Alfred Krupp, Esgeh
[12741 to Sophus Goose (?) in: H. A. Krupp, Al fred ¥ruppc

Briefe und Niederschriften vol. Zs Dacs Jahr 1874 fpl. 2.

&3. Stillich, Eisen— und Stahl-Industrie, p. 1153
Henrlhhshthe 1854-19254, p. 405.




proved itsezlf over the course of time and under
changed circumstances. In particular, ingoct
(Bessemer} steel has gradually driven out wrought
(puddled) iren and the consequence for the Unior
has been & total dislocatior of its manufacturing

programme. The works in Horst and the
Henrichshitte were chiefly based orn the pnddling
process. This had to be shut down in part, in

Fart szubstartiszlly reduced and the steel
producticn, which can only be operated profitably
cn a large scale,; concentrated at one place.
Although great sums were evpended to suit the
works’ eguipment to the changed circumstances, the
evil remained that the development of the works

was hindereg by the need on all sides to take
account of the assigned manufacturing programme.
In additiorn the free action of the works was
especislly hi ndE'““ in the commercial area because
cf the constantly expanding development of
syndicates and conventions in the iron industry.
The nead for one works to belong to such
as=scoiaticns would hinder another works from
exglociting the advantages which fell te competing
free works without effort. The conflict of
interssts which resulted from this could often be
sztiled cmly at the cost of sacrifices for the
entire enterprice. "<

In the end, however, tte Henrichshiitte was not spun off but

instead was sold to the lozomeotive firm Herschel & Sohn of

erschsl was pursuing vertical integration because

f incresszing cartellization, and the Henrichshitte waz able

to make rails, railway tyres,; boiler—plate and other railway

material. 0On 24 March 1774 an EGM of the Union approved the
.

sale of the Herrickshittte for 9.4 millien marks, with effect

from 1 March 17904, Henschel paid 4.1 million marks down in

I\

cazh and promizsed to pay the rest by 16 April 1909, paving
4%% in ths interim on any outstanding balance. Since the

lized in the Union s booksz at

i

Henrichshiitte was capits

&4. 5. D. Bzedeker, ed. Jahrbuch fir den Oberbergamtcshberirk
Dortmund. Eirn Fithrer durch die rheinisch-wecstfi&lischen Berg-—
urnd Hitttenwerke und Salinen in wirtschaftlicher und
finanzieller Beriehung wvol. 6: 1201-1904 (Essen, 1903) pp-
S39-54Q0; Henrichshiitte 1854-1254 p. 464.
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because of this

1
1

First, the cag

under the Union”

to

L) <
1872

Henzchel did not

marks,
book
talization

<

=

2.4 million

the Union wrote off 1,878,441 marks

lcse. Two points are worth noting.

-

of the Henrichshitte increased

management, from 7*/z million marts in

marhs in 1924, Secondly, this sale teo

inzlude the colliery “Carl Friedrichs

Erbstcllern” - which waes irclude? irn the originsl 775
@illicn markes, and whizh by 20 Jure 1909 was cZagfitalized i-
the Uniocn ' bzslance shest et 7,23£%,847 marks. This txles no
- e -4 = T —— 4
account of, howaver, am-arts writte— off against the
Hernrichshitts during ths varicus rzorgenizations, such as
2,371,254 ~zr-iz during the recrganization of 18%9& alone. =S
The prcblams =i bz Union’e peripheral works ars better
reflect=z? in the capitalizaticrs of the cther works:
L e L~ L L R 4 p ,:r§55
T b ~ n
- =z - »
: Soid ipe dyge-} 70 Jurz 194690 Tot:d
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1 : . . Q0! — a) .
65. Jakrbuch fir den QRAE Dortmund vol. &: 1201-1904 pp
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oIF-S40.
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The table above males evidernt how the Dortmund works
xpanded at the expense of the other works; and shows how
the devslopment of the Uniocn made nonsense of the original
mer ger .

The Henrichshitte became part of the Thyssern group
after 1945 and enperienced an unexpected new prosperity: but
the fall of the dollar in recent years has plunged the
German stesl industry inteo zrisiz, ard this historic
steslworks is now being closed down.

H. The Unicprn‘s Coal Supplies.

+ the rubricz Othfrezen, BRredelar and

~

Svabensverke in tte table above, the Union had terrible luck

with it

m

iror ore suppliz=. But in this it was not zlones

few Ruhr ironworks made succecsful iron ore acquisitions,

n

partl y because Seraman ircr ore depnosit {twith the partiazl
excepticon of the Siegerland) did not live up to their
promiss.®* Thg Unior was set apart, however, by the
pircblems it eupsrienced with its coal supplies; and some of
these problems can be ascribed to bad management decisions,
rather thar just toc bad luck.

Oskar Stillich comments that althéugh the Union at the
beginning of the twerntietr century had a deficit in iron
ore, it had & surplus in coal. PBut this surplus was not the

benefit it appeared, since most of this was described as

Forderkohlie - an sverage grade which was less valuable than

the specialized higher gradss. Is particular, the Union did

445, Dn the Union’s irom ore problems, see Stillich, Eiser—
und Stahl-Industrie, pp. 100-1035.
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not produce encugh "fat coal" (as some bituminous grades are

called on the Continent: Fettkohlern or houilles graisses)

which it needed to make coke. In 1902 the Union had to buy
80,000 tonnes of coke for the Dortmund works alone.
flthough the Unicon appeared tc produce more than enough cosl
for its own needs, Stillich claims with good reason that the
Unicn produced the wrong kind of coal, and was still
dependent on ouiside suppliers.e”

The Union had two collieries when it was founded in

1872z "

0

arl Friedriche Erbsicllen" and "Glickauf Tiefbau-.
Nzither was a bad property, since they were only shut down
in 19243 cther mines ir the scuthern Ruhr where the seams
are thin bad to be shut down much earlier, before the First
World War. The Urion cicd, however, suffer a drastic fall in
procuction: from 577,845 tonnes in 1872777 to
273,£51 tonnsz in 1877/2C.%% The Union acquired three more
collieriesz: "Brockhauser Tiefbau" in 1887, "Adolf von
Hensemann®” in 1899, and “kKaiser Friedrich” around 190%. The
evidence suggests that the acquisition of "Brockhauser
TiefSau" was & mistake, because it was a mine in the

L] .
. thz Erink of closure; but most of its cosl

soutkern Ruhr on
hat Sees =old 4o the Henrichshittes before 1887, arnd it did
Lborder on and rcound cur YCarl Friedriche Erbstollen™. Ths

acquisition of “"kaiser Friedrich" is less defensible,

because it produced anthracite: useless for an iron and

&7. Stillich, Eisen— und Stahl-Industrie, pp. 105-10&.

&9. Ibid, p. 10&.
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steel company which needed cohke. e

The acquisition of "Adclf von Hansemann” was more
complex and deserves more attention because of the Disconto-
Gesellschaft s involvement with this mine. In 1872
Friedrich Brillc and the Disconto-Gecellschaft purchased the
collieries "Rheirn—Elbe" and "Alma" from the Scciéteé des

Charbonrnages de Gelsenkirchen of the Belgian entrepreneur

rt+
2

Charles Detillieux. At the same time Grillo and the
Disconto-Gesellcschaft alsc acquired the panels which

evertuzlly became the collisry "Adolf von Hansemann™ in

Mengede from the Yorranditoeszellschaft auf Aktien A. Boucard

ccmpany because there wsrse no fewer thar four investors in

the Mengede minss who sat on the supervisory board of the

Scciété desz Charbonnages de Gelsenkirchen, and André

Boucard, the active partner (Gérant) of the Mengede company,

the szcrstzr-y of the Belsenlbirchen company.”°

The DPisczomto-Besellschaft bought the Mengede panels for

Bil0,000 marls and then formed the Mengeder BRergwerks—Actien-—
.

Gessllschaft with & share capital of &6 million marks, 40%

pPaid up. Ir 1275 the panels were consolidated under the

&9. Gebhardt, Ruhrbergbau, pp. 235-236, 241-242.

70. Schachtanlage Adolf von Hansemann, pp. 3, 9-10; Rondo g
Cameron, France and the Economic Development of Euwrops 1800-
1914, Conguests of Peace and Seeds of War (Princeton, 1?61)
PE. 374-373, I89-399; Hans Seeling, Wallonische Industrie-—
Figniere in Deutschland. Historische Reflektionen (Liége,
1983) pp. 132-133, 158; Société des Charbonnages de '
Belsenkirchen Detillieux st Cie,, Statute (Paris, 25 April
1872) p. 2 in: EBBA, GBAG Archiv, Az. 1 10 00, Nr. 1.
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name "Adolf von Hansemann®. Sinking of the first chaft
began on 2 June 1873, but tock almost until the end of the
century to complete, andwas punctuated by numerous
accidents. At the beginning of August 18746 the bridle cable
broke on the winding cable, and a large water container
(Wasserkasten! and & bucket fell into the shaft. The
sinking crew retrisved the bucket, but thz water container
caught on the pit frame. The company had te stop sinking
the shaft, let the shaft flcod, laid cff all warkers,; and
sgld all superfluocus machinery.”?

The catastrophe which hit the mine was not without its
effect on the Disconto-Besellschaft itcel f. Its holdings of
unlisted sscurities for which it had set aside no special
reserves totalled SE£2,552.%0 rmarks as of I! Decembor 1874;
178,71& marksz of this were shares of the Mengeder
Bergwsrkz-fctizsn-Gessllschaft, written down to half of the
amount paid on them. As of 1 December 18785 40% of the
share capital had been called up; the Disconto-Gesellz=chaft
had therefore paid in 257,432 marks, so it owned a nominal

11 thece share

-

S. The 1

4]

0

n

=
=

ari

1]

893,522 marks worth of sh

i}

m

(not just Mengede, but at least two D%hEF holdings — bonds
of the Crefeld-¥empen District railway and shares of the
Leutsch-Belgische La Plata Bank — as well) totalled 424,962
marks for 187&6. Clearly the Mengeder BRergwerks—Actien-—
Gesellschaft made its contribution to 1874, the annus

terribilis of the Disconto-Gesellschaft, when neither its

partners nor its supervisory board received any

71. Schachtanlage Adolf von Hansemann, pp. 9-10, 20.

295



compensation.”®

Sinking resumed in 1882. Yo clear out the shaft, the
bottom was filled with concrete, the shaft drained, and then
- with great difficulty, naturally - the concrete and the
water container embedded ir the concrete dug out together.
Work proceeded slowly with freguent floodings at high rates
of inflow. OCrie greobles was that the tubbings supplied from
the Dortsunder Union, which were left over from 1874, were -
ly becausze of the poor guality of the iron, partly
because at 45 millimetres they were too thin -~ too weal for
the water pressure of 17 atmocs=pheres. In Spring 1824, when
the shaft was 2IC metrecs below the surface it hit a cleft
where the water flowed in at the rate of 22 cubic metrez a
minute, so none of the pumss could handle it. After

ith minirg ezperi=. the company decided to let
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aradoxes which typifies mining,; was as uneventful as the

™

first shaft had been difficult. All water flows were eacily
masterad, and on the night of 3/4 May 1821 the shaft reached
the coal measures at a depth of 254 mE;res below the

surface. The shaft waz sunbk further to 450 metres below the

zcond levelsz installed at 299

0

surface, and thes first and

and 4Z7 metres. In 1894 Shaft 2 began mining coal to cover

72. Schachtanlage Adolf von Hansemann, p. 33; Disconto-
Gesellschaft Annual Report, 187& p. 8, Deutsche Bank AG,
Historisches Archiv.
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the mine’'s own requirements.”S

A colliery needs at least two shaftes for the sake cof
ventilation and safety, and Shaft 3 was begun in August
1894. Unfortunately the sinking of the third shaft was
accompanied by a macabre accident. The third shaft was wet
and often flooded. While drilling at the rock, Wilhelm
Kirten, a membar of the sinking crew, got his foot stuck in
a borehole, and could not remnove it. At the came time the
shaft began ta flood and the rest cof the crew evatuated;

Kirtern drowned. By the timec the shzxft wazs drained aoain

mn

bis bedy had decaysed into a shapelesz mass, Becauss the

and sinking continued using thz Vind-Chaudron process. The
Hind-CThaudron prcocezs was invented by the Berman Gustav Kind
and perteczted by the Eelgian Jossph Chaudron when the latter
1ting "Daklbusch”. Curiocusly,; both ¥ind and Chaudron
WErEe invesiocrs in "Adolf von Hansemann".  The Kind-Chaudron
process essentially invelves lowering a2 moveable inner
sleeve intc the mins-shaft, inside of which excavation can
continue undisturbed by water breaks. The opening of the

[ ]
toalfields in Kent, where German investores played an
important role; was facilitated by use of the Hind-Chaudron
process. Shaft 2 of "Adolf von Hansemann” reached the coal
measures on S December 18%4. After construction of the

levels, & cokery and other surface installations, the mine

77. Schachtanlage Adolf von Hansemann, pp. 21-29 and table

-

facing p. &62.
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at last commenced {full production on 1¢ June 1899.74

We can date ar interest by the Dortmunder Union in
"Adolf von Hansemann" at least from 1892, when Hermann
Brauns, the General Director of the Union, joined the
supervisory board of the Mengeder Bergwerlc-Actien-
Gesellschaft. The Mengeder Bergwerks-AG soon ran into the
proclem that it had expended its entire six million martks
shaire capital on the mine by the first quarter of 1893,
After that ths company borrowed from the Disconto-
GCessllzszhaft. To raise new funds,the Mengeder PBergwerbkc-
Actien—-Gesellschaft was liguidated and its assets passed to
the Gewerkzs=chaft der Mengeder Steinknohlengruben. All the
existing sharseheclders of the Menpeder Bergwerks—AG accepted

hares for one Kux of the new

)]

the offer tc sxchangs ten

CoTpany. Qf ++z 1990 Kuven of the new Gewerkshaft,; the

ordinary joint-steock company that it can raise new funds
through Zutussen from ite cshareowners (called Gewerken).
The Gewerkschaft Mengeder Steinkohlengruben accordingly

L
raicsed arother &'/- million marks through Zubussen which it
used to complete the mine. The mine accordingly cost 123/

million marks to complete.”

In 1899 the Union bought the mine for 2 million marks.

74, Schachtanlage Adolf von Hansemann, pp. 29-32 and table
facing p. 62; Wilhelm Kesten, Geschidte der
Berguerksqgesellschaft Dahlbusch (Essen, 1952) pp. &68-69; H.
Stanley Jevons, The British Coal Trade (London, 1913%) pp.
162, 191-1922.

75. Schachtanlage Adolf von Hansemann, pp. 36, 48-49.
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The Union reached this price by the following line of
reasoning: the sharehcolders of the Mengeder Bergwerks—-AG had
xpended & million marks an sinking the mine; the
Gewerkschaft Mengeder Steinkohlengruben had called up

ancther &4 million marks in Zubussen. But of this total 1245

million marks, money spent on the first shaft and on the
interest on the share capital of the Mengeder Rergwerks-AG
wae literally money down the drain; the Union calculated
that at I'/2 million marks. The Union paid @ million marks,
or 2000 marks worth of Union shares per Kuy, if the Gewerken

chose shares inst

n
m

ad of cash, which they 211 did. The Union
only had to acguire 429 kEuxen, since it already held SOt.
Tha new Urnicn =shares which were thus not required were

the Disconto-GCe=zellschaft at 115% and

underwritten b

gd tz the existing sharshoclders of the Union 2t the

icized this trancsaction
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becauszses although ths Unizn paid 2 aillion marke at par,
Union shares were feitching 130% in the market, making its
offer really worth 11.7 million marks. (On the last stock
market day of 1892, Union class "C" cshares were quoted at
127 /2%.) Another criticism I would make is that if we
examine the balance shest of the Mengeder Bergwerks=—A5 of 31
December 1884 - cre year before the second shaft was begur -
we find 3.9 millicn marks already called up, or nearly half

a million marks more than the Union's figure. This evidence

b lage Adolf von Hansemann, pp. 48-49; Saling’s
irsen—-Fapiere 34th edition 121071911, pp. B70-872.
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suggests that Lindenberg
Union paid too much for
prudent esztimate would h

lost down the first shaf

marks, and tc cffer the

at par.

worth of shares a mill

There is another question:

"Adolf von Hanszemann™, 1

virtually contr
urnlikely.
guring the sink

ing

acciden ne

-

nsigh

ac -

chast
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acguired "A&dolf von Hans

Rizconto-Geszellschatt.

the Urniocrn s acguisition

property never seemsz to

-
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Lindernberg, Spekulat

mista
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is right in asserting that the

"Adolf von Hansemann®. A more

ave been to calculate the amount

t and in interest at 4 million

shares to the Gewerken at 115%, not

This would have cost the Union 7.4 million marks

ion and a half less than it actually

would the Union have bought

¥ the Disconto-Gesellschatt had nct

ol ver the thion? It seems
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did border on one of Gelsenkirchen = collieries,

"Erin" Possibly Emil Kir

poison fruit of "Adol¥f von

many of Gelsenkirchen s ot
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from 19093 on. This was tzo moch

and the general meeting of
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lion marks: one account had it

that the lucky pwchaser of the mine was to be the Disconto-
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Gesellschaft itself. But thern the Union had second thoughts
and realized that its iron and steelworks in Dortmund viere
¢ extenzive that it could not dispense with ownership of
its own ccal mines and independence from the cartellized
coal market. instead of selling "Adolf von Hansemann", the

Union embaried upon the reorganizaticn of 1902, reduced its

.

share capital and =clZ off the Henrichehiitte. The Discontc-
Geszllschaft did have the descency to pay the Union Qo QD0
fmarks campenzation for the damage - although a stricter

critizc woold demand five times that amount in compensation,

lion markes initial overpayment, plus 21/4

[

millicrn markz darage fros the subsequent euplosion.”®
ter thisz sccident "Adolf von Hansemann™
confounded the sceptics and bscame & very good property.
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purss which could 1i4t 11 cubic metres of water a minuvte,
versuz a water inflow of ocnly 2'/2-3 cubic metres per
mirute. Im 1701/0Z thes mine raicsed 138,499 tonnes of ceel,

FCES02 265,201 tonnes; in 1908/70% 422,007 tonnes of coal

()
b
[y
~l'|

as well &= producinc 243,211 tornnes of coke, %,288 tonnes of
L
ammonia, and 7,511 tonnes of . "Adolf wvon Hamnsemann®

accounted o~ its cwn for 45% of the Unicn's total coal

groduction in 1202/09 cf 2239,8%7 tonnez, and was even more

73. E.M., "Eine Wetterexplocszion im Forderschachte der Zeche
“Rdol von Hansegann ™" in: Berg— und Huttenmannische Zeituno
{(Leipzig, 15 February 1901} wvol. 60, No. 7, p. 85; Stillich,
Eisen— und Stahl-Industris pp. 1CG7-108; Lindenberg,
Spekwlationsbank pp. 3&-37; Schachtanlage Adolf von
Hansemann, table facing p. &23; Jahrbuch fir den OPAD
Dortmund, vol. &, pp. 279-540; Saling’'s Birsen-Papiere T4th

edition ‘°‘!’1°11 F. 848,
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dominant in coke producticn: 777 of a total 374,422 tonnecs.

This single acquisition, in spite of the moszt inauvspicious

beginnings pcssible, turned arcund the Uriicrn "= cecal

m

situation from acceptable ir 1292 <o comfortable by 1909,
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zeded to be because the laszt

colliery could display its wvirtues. "fdzlf vor Harzemamp oo
greatest virtue was that it lzy in *he tand of £zt cos!
mines near th=s Lippe which wers ides! for coking cosl, =s
opposed to the Urnicn'z other colliemicss, which werz lo-ated

- = T o e T A — - - — - - -—— K . . a2 —

Gesellzchaft, the Unicr s purztazs of "Adolf von Hansemznn®
— ! wr L —— ') gy — L = = t - - - — = e 1

al \.K_\Eu!.l}« turned cut for the bezt, "Adolf von Harnsemarr!

g cocal producers ir ths Rueh-, and by the

o~
Hil
or
p
[#8

s anc =sccond, "Adcolf von Hamsemsanr ™.

r+

With hindzight, it is clear that 1872 wae toc eszrly a
date to form a vertically integrated cocal-to-steel company
in the Ruhr, because many of the novthew-n fat coal mines

suchk as "Almza", "First Hardenherg", "Minister Stein”,

"Erin" - only commenced productian in the 18707=. A compery

. . ) e e
7%2. Saling = BRirsen—Fapiere Z4th edition 1212112;; jafull qu
872; Schachtanlage Adcl!f von Harnsemann, table facing p. &=
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formes 1n 1872 woulo have to be based upon the collierizz =7

the scutine n Ruir g which did not have

m
m

bundant suppli=sz of
tne &t coals neeced to mare coke. This was exactly ths

unlon S proislenm. was slightly bettzsr in

this respecit Lhan the oths’ @ines. Gne of ths most peculier
aspects Or Lhe LAIGH S CoSi PGiacy 15 that twoe of the thres
Coaaler 482 1O PLICA&aSE0 were ot 1n the fat coal flielcocs of
tae e Lny ocwl ratner 10 the antnracitic faelos of ths
Bluciiy am&: y VBrOCHEOGALSEr JisToLauw” anc Tiaesser Friediriont.
Toe uwvi.ln Couwlid =&, in dervence of

TErLornausSer ii@tDact Lhad 1L was =i, it
N&aG NRtneritc suppiied tne menricnshutte, and that 1L Jownzed
oWt Tthe pan=i: of "Car: Friegrlcrns crostolien". eonE Cf this

Couia L& 2a81C 1N Tavour Cf The &Cguisition OF "la.szer
Friegiricn . Feriaps Thne. &lldui=iTlon Can oniy De wihlzomsztzzd

as & isst-minuile pantc, & lorschiusspabik Dy the ivron

- - — - - - - —.r ——eme— - e - ——=1% N ——
IRGUEZtry wN1CHh teared thaéat SO0h THEre WOl o N CCi.igrics

L2 acguirs anc 10 wWokio DE Qe:ivered to thne tendsr merdiss

o7 tne coa: carteii so the dJnion bought "Haeiser Friedrizhy,
even Thnougn 1Ts antnracite Coals were unsuiiec to the

- - .
Unilon = regulremsnits. S0 tfar &= Lhése Touw miINES &rE
Cconcerted, ws Mmay Say Lhat e ouhidn S MINes wai'se Too o
tal: Escept URalser rriedr.acn went back o the sightesnts
CENiury, whico woilda ME&N Narrow ievels and galleries
preveniing the installerion ©F moLen Maifiing equipment? anc
proguces the wrong type of coal. Gogquisitions only mads
this probles worse, Since in respect of +at coals=s
“Brockhauser Tietbhew ang "raiser Friearich” wers even mors

T0¢4



poorly placed than "Carl Friedriche Erbstolen" and “Glickauf
Tiefbau". Interestingly, the Union’'s successor company,
Hugo Stimnes” Deutsch-~Lux, alsc had the weakness of having

collieries chiefly in the sauvthern barmd of anthracite

piroducers; but in the case2 of Deutsch-Lux the problem was
remedisd by & merger in 1920 with the biggest owner of fat
csel minez, the SGelsenkirchensr Bergwerks—Actien-

"

Thz acquisition of \dclf veon Hansemann® balanced and

T

cancelled cut many wealknesses. In theory, the Dortmunde-

m

Uricor should have suffered from being compelled to acqguire

cclliery the Discontoc—Geszellezhaft did nct want. The owner

of "Adolsd ve- Hansemsann", the Mengeder Bergwerhks—AG, had
airread, =u fr-om the Dizcornto-Gessllschaft s
predilection for confining Lbusiness within its own group of

‘ktatsu”: the =inking of "Adolf von

Marsemann” was delayed becauss the mine used poor qQuality

a1l arnd also producsd much cske,

waz Zupolying the Unioo with nearly thres—guartesrs

cimally, & cppossd to the iron ore mines, where the
Unicn suffered from bad luch more than anything else, in the
. . . . _ . .
instance of the coal mines we Can pinpoint a numb=r of inept

Urinn s management decided to buy
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“Frockhauser Tiefbauw'" and, EVEN WOrSE vy aiser Friedrich™;
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paradcnically, the Union almost sold off "Adolf von
Harsemarn™ after the accident of 1701, and only did not do
su because it had second thoughts. Thess actions betrsy an
inept and haphazard ztyle of marnagement, with no deerp

understanding of the industiry: the cort of managemsnt =tyle

one would enpect from financiers and buresucratzs who are

reacting tc eventz rather than following = stretegy.
I. Cocnclusion.
n R —_F = - - -
An analysis of the Dortmorndsrs Urnion must amswer tec

fie Discorto-Cezsllachatt tc blame for ’

rt

he Union

m

The ar=zwe- to the first guestion is iteelf in two
parts.  The firs* part iz thes various causes which brovght

sbout the Unicn'z rapid collapse in the early 1870°s. These

4

de the iritiz) overcapitalization of the Dortmunder

Hittsz, whizh wa=z brought into the Union at what Strouskerc
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n thougt it produced less than Horst

-

enrichshitte; ths shopping spree the Union emberled

Upzm 2t ths heigtt of the boom, which eventually led to
[ ]
horrendous stock losses; and the hkiring of more workers at

id and underskilled,

n

the height of the boom, who were cverp
One of the most remsriable causesz of the Union's early
lcssez wes ths deliberate policy of the Disconto-
Gesell=chaft, mantioned in Meye~"= letter tc Goose of 13
March 187& (s2e above pp. 255-256), encouraging the
Ubniocn to work flat out in spite of any losses, hoping that

thiz wewuld then causze competitors to drop out of the market.

N
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This policy almost certainly did not outlast the 1870°s, hut
it would have left a heritage of profligacy.

Unlike its competitors like ¥rupp or the Phoenix,
however, the Unior did not juct svffer during the 1270°s:
the reorganizations of 187S =nd 1278 were followsd by twe
more in 18%9& angd 19C2. The Union’ s problems were more deeply

rcoted than such temgcorary problemsz ace stock losses which

E-ought abzut the initiel catastrophs. The merger- was a
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spreading from Horst, Hattinger, Portmung, Aplerbeck and

Hasslinghauzen in the west to Bredzlsar and Cthfreszen in the

east ancd Svatens.srks in tre north. BGeographical disgcersion
can be fstal in heavy indastr, where ths products are
difficult o tranesport. 11 thess workes except Dortmunc,
Horzty and Hatitingen were shut down By the engd of the
century. Although Horst and the Henrichshitte 1n Hattingen
survived, they were crippled ty ths concentraticn of steel

L]
was at lsast ths opinion of Wilhelm Heinrich Muller (ses
sbove p- 281). A th5ircd problem was that Dortmund,
urntil the opening of the Dortmurnd-Em= canal in 1897, waz a

vEry unmstuitable place to establish a Bessemer works, since

it was not possible to bring in the iron ore by water, as it
is at Duisburg on the Rhine. rupp and Thyssen both choz=e

to establish their steslworks at Duisburg or on the oppesite

shore, in Rheirnhausen. {The Hoesch family was of &
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inaugurated & long stretch of declining pricecs lasting until

- : e 3 3
1287. This year, which S. B. Saul recommends as a more

useful terminus for the end of the long decline in prices in

the nineteenth century than 1894, is also better suited +

the history of the Ruhr, since 1887 saw prices in heavy

jor}

industry pick up agein and this boom culminated in the Rubr

miners’ strike of 1B89.9° The price declire penalized

vertically integrated firmz and assisted firmz which were
not sc integrated, such az Acgust Thyssern's first wventurs,
the tubes factory Thyssen & Cz.®' The probler was edpresssc

ir

ry,

he
uce

ch,

conditicn=s of the ircn indastiry in 1278:
"Todey mearly =11 those works which produce the
raw maeterizls themnsslves are in a far more
unfavourable situation than those which merelsy
grcc=z=s the materials. Today our entire indust
starting with ccal arnd iron ore mining, operate:s
at & lc=s=. Those works whizh are situated on t
mozt natural and solid basis, in that they prod
their raw materials themselvesz have to strugg
with +vastly greater difficulties than works hhl
=3y . Just manwfacture steel rails ard must
purchase their coal and pig iron. Today we can
buy cur raw materials more cheaply than we can
producs them ourselves. 8=

Sebhardt and Gerzld Feldrman, for esxample — have asserted

that vertical integration is always tc & company’'=

o o
Lo = E"-

Thz Myit =f the Great Degpression, 1877-1B94

{London an

Sa
d Basin
Freundt, Kapital und Arbsit (Rerlin, [192%91) p. 321.

82. Stillich, Eisen— und Stabl-Industrie, p. 4C.

cstoke, 1289} pg. 19, 175 Friedrich Artur

B1. Paul! Arnst, August Thyssen und sein Werk (Leipzig, 192%°0
pPp. 11 + 12 (=Ergdnzungsbandezur Zeitschrift far
Handelswissenschaftliche Forschung, vol. 7).



benefit.s=

I would qualify this by saying that this is only true during
a period of rising prices. 1In a period of falling prices or
effective disinflation non-integrated firms are often more
advarntageously placed.

Finally, one of the most important reasons for the
failure of the Union was that although the Union underwent
numerous capital reductions - five if we include the merger
intc Deutsch-Lux - the Union's capital was never reduced by
encugh at one blow. Adelph von Hansemanrs did not measure up
to his father David Hansemann as a company doctor: David
Hansemann knew surgery had to be severe in order to succeed,
and so he reduced the share capital of the Phoenix from &
million thalers to &00,000 thalers at one stroke. Al though

Cumuilatively the Uniorn s original share capital was reduced

s}

to 1/40 by 1910, no single reduction was severe enough.

This brings me to the second question: to what extent
Can the Disconto-Sesellschaft be blamed for the failurs of
the Union? In my opinien, much of the blame for the Union's
failure can be assigned to the Disconto-Gesellschaft. First

o

there was the Disconto-Gesellschaft s deliberate policy,
mentioned in Meyer = letter to Goose, of allowing the Union
to run up lcsses soc long as it worked flat out. Among the
longer term problems, the Disconto—Gesellschaft can be

blamed for the geographical dispersal, to some extent for

the vertical integration which was a problem in 1873-1887,

82Z. Gebhardt, Ruhrbergkbau, p. 213; Gerald D. Fe}dman, Iron
and Steel in the German Inflation 1916-1927% (Princeton,

1977) pp. 15-14.
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and for the crippling of the Horst works and the
Henrichshiitte because these problems were the result of the
original merger, and the merger was due to the impetus of
the Disconto-Gesellschaft. The merger bore all the earmarks
of & decision taken by a Berlin bank: it was the result of a
temporary financial constellation, not the fusion of
companies which actually fitted together for industrial
FEASORS. The fall of Strousberg meant that the Disconto-
Gezssllschatt suddenly found itself owning both the

Hernrichshitte and the Dortmunder Hitte, amd it deluded

s

tself intoc thinking that there were other reasons in favour

)
..h
n

merger other than common ownership. The Disconto-

f

]

zescellschatt car alsc be blamed for the Unicn’'s demoralized

i

Wy

(1}

managemsnt: talented heavy industrial managers had no desire
tc be tied toc the agpron strings of & Berlin bank, and rather
than grant the Union mere autonomy, the Disconto-
Secsellschaft prefsrred to send intc the management pliable
government buresaucrats and bank employees. A dominant bank
can cramp talented managers. This helps to explain why

nks, and the Disconto-Gesellschaft in

universal b

1]

particular, noct only financed disasters such as the
Dortmunder Union, the Harzer Union, or the Commerner
Bergwerks— und Hutten—Actien-Verein, but were alszc more
likely tc be invelved with mediocre companies such as the
Phoerix or the Unicn Electricitats-Gesellschaft as opposed
to the successful, but idiocsyncratically managed companies
in the =ame industry, such as the Mechernicher Bergwerhks-—

Actien-Verein, tha Metallgesellschaft, Krupp, Siemens, or

211



the A. E. 6. Curiously, in the one instance whare it sesams
most likely that tne Disconto-Geselischatt did directly
interfere, namely the acquisition of "Adolf von Hansemsann”,
the acquisition turned ocut very well. But this was an
unexpectea bonus: a more likely result would be the problems
"paolf von Hansemann” i1tself experienced with the shodoy
tubbings 1t was forced to buy from the Dortsunder Union in
the 1870°'s. Finally, the aecisions over the financiel
policy of the Dortmunder Unicon were entirely in the hands of
the Disconto—-Gesellschafty; ano we can safely blame ths
Disconto-Gesellschaft, and Adolph von Hansemann in
particular, for neit carrylng dut & severe encugh capital

reduction.

it is bBizarre that the Disconto-Gesellschatt stuch wiih
the Union for so long. 1ne ozt plausible explanaticn liss
in the psychology oFf ASG.pn von hanssnanhn. Hansemanis
esercized autccraiic powsr within the CTiscontc—Gesellszhatt,

anc coulo be very stubborn: one Can hame the inst

1]

ICS whESES
e retused to beiieve that he had Geen swindled ocvsr =oaGe

resn golc mines.®?* Maximilian Harden has made a very

7
G

perceptive CGmmEnT:

“He woulo have reorganizec the Dortmunder Union
tern times over i+ it had besen nelessaiy: since he
was inwardly convinced that anything that he
touched must eventually turn cut for the bezt."e"

.

Significantly, 1t was not until the last year of Hansemann =

™me

84. Max von Schinckel, Erinnerungen LHamburg, 19283 pp- 223
254.

et
m

65. Dis [Maximilian Hargen?i, "Hansemann® in: Die Zuxunt
Harden \Berlin, Sctober-—December i903) voi. 49, p. 4597.
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life that the Dortmunder Union took the decision to sell off
the Henrichshiitte, and by that time Hansemann was so broken
in spirit that he did nct utter a word at annual general
meetings of the Dortmunder Union.®<

The Dortmunder Union disaster is by no means unique
among industrial ventures of the Disconto—-Gesellschatt: if I
wantec toc demonstrate the Disconto-Gesellschaft's
incompetence one could as well study the histories of the
lead mines "Neue Hoffnung" and "Bertha Isabella", the lead
mine and smelter company Commerner Bergwerks— und Hiatten-—
Actien-Verein, the collieries of the Bochumer Bergwerks-—
Aactien—-Gesellschaft and the Mengeder Rergwerks—Actien—
Gesellschaft (whick I have partly discussed abovel, the iron
ore mime Harze- Union, the Gresat Venezuela Railway, the
Erunswick Railway Company, or Victor Popp ‘s Internationale
Druckluft— und Electricitidts-Gesel schaft. In the scale of
the disaster and in its persistence the Dortmunder Uniocn is
unigue. Much of the blame for this can be placed at the
door of ths Disconto-Gesellschaft, for putting through &
merger for financial reasons, rather than industrial ones;
for choosing managars who tiad no t;chnical training, and
demoralizing good managers through interfering in the
Union s management; for interfering in technical questions,
such as where to purchase tubbings; and for never carrying

cut a capital reduction that was severe enough.

8&. Steller, Filihrende Minner, p. 27-

— e



IV, Investments in Iron and Steel, Second Fart:

Relations with Krupp.

A. Krupp arnd the Bankers.

The experience of the Dortmunder Union might lead one
to think that German barnks were so generous that although
they often lent to poorly-run companies, they were alsc very
munificent towards well-run companies. This was by no means
the case. The financial history of the greatest GBerman iron
and steel corncern, Friedrich Krupp of Essen, provides the

ctlascic example, and ha beern used before by critics of the

il

German banks.?
banks
3l though Krupp had contacts to other, before 1848 - the
connection with the Cologne bank J.D. Herstastt % Co. can be
dated back toc 1825 - Frupp' s chief source of finance before

then was relatives and silent partners: until 1844 Krupp's

0}

silent partner was his cousin Friedrich von Maller, after
thzt he was replaced by the wealthy merchant Friedrich
Heinrich S&élling, a partner of the firm Arnold Theodor
861ling of Essen and Rctterdam. I; May 1849 Krupp began

negotiations with what was to be his first important banking

connection, Sal. Cppenheim jr. + Cie. of Cologne, who

1. Jaceb Riesser, Die deutschen Grossbanken und ihre
Konzentration im Zusammenhange mit der Entwicklung der
Gesamtwirtschaft in Deutschland (Jena, *1212) p. 5 note 1
(taking issue with Alfred Lansburgh); Alfred Kriger, Das
Kélner Bankiergewsrbe vom Ende des 18. Jahrhunderts bis 1875
(Essen, 1925} p. 10%9; Dr Klara van Eyll, "Kélner Banker im
19 Jahrhundert und ihr Einfluss auf die Industrialisierung
in der Rheinprovinz® in: Mitteilungen der Industrie- und
Handelskammer zu kKéln (1973) p. 256.
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granted him a credit of up to 30,000 thalers in November
1849. This credit was very welcome, since in the period
1848-1830 Krupp was expanding rapidly and had already spent
some 16,500 thalers. But Krupp did not know how to handle
his bankers and his bank accounts. What a banker regarded
as a ceiling, Krupp regarded as a floor. Nor were matters
assisted by Krupp’'s tendency toc finance investment by
overdrawing his accounts without warning. By October 1850
Krupp had exceeded his credit by 6,000 thalers, and
Oppenheim iszued s first warning. Krupp was able to reassure
him by showing that he held numerous bills drawn on the
Cologne-Minder. Railway for supplying rails; this settled

ce the Coclogne—Minden Railway was an Oppenheim

matters, si

)

venture, Dagobkert Oppenheim was the chairman of its board,
and Oppenheim tock care of its banking requirements; a
bill on the Cologne—-Minden Railway was almost as good as a
bill on the housze of QOppenheim. ©On 12 July 1855 Sdlling
agreed to guarantee &ll funds borrowed by Krupp from
Oppenheim over 30,000 thalers and up to S0,000 thalers. But
although the credit limit was increased yet again - to
80,000 thalers - by 30 Jure 1854 Krupp was in debt to
Oppenheim to the amcunt of 97,000 thalers. The bank took

ible, refused Krupp's attempt to

m

the most severe line pos
draw upon them for another 7,000 thalers, and threatened to

take serious measures. The crisis was only settled by
Sélling agreeing to increase his guarantee to 100,000

thalers. Fortunately, Krupp had some 65,000 thalers woirt

of bills on the Cologne-Mindern railway, which, as Sitlling
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said later, he used "to stop Oppenheim's mouth”. Ry the end
of 1855 Krupp had reduced his debit with Oppenheim to around
17,680 thalers. The connection was not wholly broken off
because Krupp did not want to offend the Cologne-Minden
Railway, but the link with Oppenheim was limited to cashing
bills of the Cologne-Minden Railway. Oppenheim was an
object of Krupp s particular hatred. By 1874 Carl Mevyer
said that the {firm Krupp had no connection whatsoever with
Oppenheim. =
When the Disconto-Gesellschafrt was founded in 18531,
Krupp acquired some shares; but it was only somewhat later
that he began to borrow from the Disconto—Gesellschaft.S
The Discontc-Gesell=z=chaft was noc more enthusiastic about
Erupp than the House of Oppenheim was. Hermann Weise, the
Frocurist of the Disconto-Gesellschaft made the following
explanation to Ernzt Waldthausern, a silent partner of Krupp,
in 185& about why the Discontc-Gesellschaft did not like
lending to Krupp:
"With wus the largest sum is — as you know - &6C,000
thalers; that Krupg can use thiz and would 1‘“e to
have it, 1 am inwardly convinced:; the guestion is
whether it iz reascnablecand justified to entrust
him Nlth +triz amount — or any money at all. No
matter how mu:“ T adrire Hrupp as an ingenious

indust t, urntil mow I have had very little
causs rz the way he handles money."

U'l

Bom

0 '*"
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2. "Die Finanzlage der Firma Fried. Krupp von 1844-1867.
Geschichtliche Studie. Als Handschrift gé:Eruckt. Geheim:
Nicht zur Ausgabe bestimmt“ (Essen, March 19208) pp. 18-192,
I0-31, 47, S4; in: H.A. Krupp WA X a. 3. 80; Abkls of
Carl Meyer, Berlin, & April 1874 to F. W. Gehra in Breslau,
H.A. Krupp, WA II 13. (kKopierbuch}) fols. 20-21.

Z. "“Finanzlage Krupps 1844-1863" p. 19. in: H.A. Krupp WA X
3. 8C.
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Waldthausen added:
"There you have not only the opinion of the
Disconto-Gesellschaft, but of all the rest of the
financial world which has had dealings with the
Firma Krupp!'"“<
In the 1850°'s Krupp also initiated links to a number of
other banks: to the Schaaffhausen scher Bankverein of
Cologne from 1853, and to the Berlin private banks
Mendelsesohn & Co., Rcocbert Warschauer & Co. and S.
leichrbdder during the course of the decade; Krupp begsn
working with the private bank Wilhelm % Conrad Waldthausen
of Essen in 1856. S6lling had a keen merchant s noss for
the course of the conjuncture, and in 1855 he became very
concerned about how much Krupp had borrowed from the
variocus bankers. Or 10 Dctober he wrote to Alfred Krupp:
"1f we did not have the high overdrafts at the
bankers, Schaaffhausen 113%,000, Herstatt 70,000,
Dicconto—-Ges. 20 to 40,000, I would not be so
conc=rred about the matter; but so long as these
accounts are rnot brought down altogether to a
reazcnable amount of about &£0-100,000, I shall

remain very worried, and I believe rightly so."®

Cn 27 QBctob

m

r 18S¢& GElling repeated his warning:

"You car count on the fact that in the new year &
warning & la Oppenheim will come [from Herstattl,
and then we will not havee any 45,000 thalers drawn
or the Coclogne-Minden Railway with which tc stop

4. Ernst Waldthausen 25 September 1856 to the Krupp -
Procurist Theodor Topp in: “"Finanzlage Krupps 1844-18463" pp-.

S5&4-57 in H.A. Krupp WA Xa Z.80.
5. "Finanzlage Krupps 1844-18467 pp. 18-192 in: H.A. Krupp WA
Xa Z. 8C.

&. Friedrich Heinrich S&lling 10 October 1856_tn Alfred
Erupp in "Finanzlage Krupps 1844-1863" p. 93 in: H.A. Krupp

WA Xa 3. BO.
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his mouth."”

It is interesting to contrast the situation of Krupp
with that of the Phoenix. By straining every sinew, Krupp
never seems to have been able to borrow much more than
300,000 thalers from various bankers, if we total the
amounts in S6lling's letter of 10 October and add another
100,000 for Oppenheim. The FPhoenix, on the other hand, was
able to borrow no less than £80,000 thalers on current
account from its bankers, Sal. Oppenheim jr. + Cie. and
Edward Blount & Co. of Paris in 1855.® pAand the Phoenix was
a much more mediocre enterprise than the already famous firm
of Krupp. It hac already undergone one recrganization in
1855, and five years later it would need the sharp knife of
David Hansemann tc recover. Yet the Phoenix was largely a
creation of financiers and private bankers; evidently
Oppenheim, for one, felt he could trust his like more safely
tharn & brilliant but unpredictable character like Alfred
Krupp. This turned out to be a sericus error of judgement.

Another instance of the distrust the bankz had for
Krupp came in 1859, after the death of Friedrich S&lling:
S6lling s silent partnership was o}fered tc both the

Schaaffhausen "scher Bankverein and J. D. Herstatt. Both

refused it.”®

7. Stlling, 27 October 18%& to Krupp in “Finanzlage Krupps
1844-18&3" p. S84 in: H.A. Krupp WA Xa 3. 80.

8. Rondo E. Cameron, France and the Economic Development of
Europe 1800-1214. Conguests of Peace and Seeds of War
(Princeton, 19&61) p. 393.

7. "Finanzlage Krupps 1844-18B63" p. 52 in: H. A. Krupp, W.A.
Xa. Z. 80.
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The turning point for Krupp’'s financial saga came in
1858, when Wilhelm Ludwig Deichmann opened his own private
bank in Cologne. Deichmann had been one of the partners of
the Cologne private bank Abraham Schaaffhausen & Co. at the
time of its collapse in 1848, and atoned for this by working
to rebuild the bank in the form of the Schaaffhausen scher
Bankverein. (The collapse of Schaaffhausen in 1848 was due
to illiguidity because of the unusual events of that year;
Schaaffhausan had more than encugh assets toc cover its
liabilities, the assets just happened to be in loans to the
iron industry and irn Cologne property, which were very
illiguid.? Py 1858 the bank had recovered enough so that it
could repay the government the funds extended to it, and
Deichmann left the bank to set up his own firm. Deichmann
had numercus family connections among the "Cologne cligue”

(KGlner Kliangel! which he could tap, and one of the most

prominent members of the Kiélner Klingel, Adolpgh vom Rath, a
member of the wealthy Cologne family of sugar refiners,
became a partner in Deichmann & Co.*®

Krupp at once opened an account, and in the first year
of existence of the new bank (1858), the turnover in his
account totalled 150,000 thalers. FKrupp had at last found a
private banker who believed irn him. Deichmann gave
evidence of this in a letter of 11 May 18592, when he

extended Krupp a further credit of 60,000 thalers, and added

no less welcome words of praise for kKrupp:

10. Gert von Eynern, Die Unternehmungen der Familie vom
Rath. Ein Beitrag zur Familiengeschichte {(Bonn, 1230) p.
157.




"You are in a far more fortunate position than
most of the other large establishments, since you
do not need the help of the bankers, upcn whom one
can rarely count in evil times."212
No less astonishing than the willingness with which
Deichmann extended this credit is the timing: the outbreak
of the Italian brought about a panic on the London Stock
Exchange in 1859, which began in the third week of April and
continued into the beginning of May.? Deichmann was
anything but a fair weather friend. 1t doez seem as though
Deichmann may have later been more cautious, or Krupp s
demands outstripped Deichmann s resources, for in 1865 Krupp
turned toc the French kbanker Baron F. A. Seilliére for
further locans.*® But when Krupp began further massive

expanzion i 1871, Deichmann extended a credit in unlimited

n

amount,; and added, "The larger the sums you draw upon us,
the more we like it."24

Y rupp continued to spread his business among numerous
banks. Thiz was partly deliberate policy, and partly
because Krupp was soc pugnacious that he often quarreled with
tis bankers. In 1874 Carl Meyer remarked that Krupp had an

active comnmection to Mendelssohn & Co. and Robert Warschauer

11. "Finanzlsge Krupps 1844-1863" pp. 18-19, T9-60 in: H.A.
Krupp WA Xa . BQC.

12. David Morier Evans, The History of the Commercial Crisis
1857-58, and the Stock Exchange Panic of 1839 (London, 1850)

pp. 148-170.

13. Cameron, France and Econcmic Development, pp. 395-3%97;
Wilhelm Berdrow, Alfred Krupp (Berlin, 1927) vol. 2 p. 8%9.

14. Kriiger, Kélner Bankiergewerbe, p. 109.




& Co.*=
One of the most important banking connections of ¥rupp
was with the e:cl i i 3
usive Berlin banking house of Meyer—Cohn,
favoured by Emperor William I and scions of the Prussian
aristocracy, including the Hohenlohe family and Friedrich
von Holstein. The connection to Meyer—Cohn seems to have
been on an easier footing than those with Mendelssohn,
Warschauer, and Bleichrider, partly because Meyer—-Cohn, as &
newar and less traditional banking house - and with a
clientele whose finances were often in a far more confused
state tharn Krupp s - was more tolerant of Krupp- e irregular
financial hakits. Alfred Krupp brought this out in a letter
to the Prokura around October 187&:
"I+ the businesz in Petersburg is realized, then
the question of how to receive the payment arises.
Previocusly the money went via Mendelssohn, now we
will probably recommend another house, not
Rleichribder or Warschauer, because they would
prove themselves to be no better. The bird is not
yet on the roof, toc say nothing of it in the hand,
But ore must still prepare oneself for this
guestion. Ferhaps the Russians have another house
for their business, otherwise I will propose
Meyer—-Cochn, a= socn as there is something to

propose."te

Krupp alsc came into contact with ofher banks who were

15. Carl Meyer, Berlin, & April 1874 to F. W. Gehra in
Breslau in: H. A. Krupp, WA II 13, fols. 20-21.; Werner E.
Mosse, Jdews in the German Economy: The German—Jewish
Economic ¢lite 1820~1935 (Oxford, 1987) p. 276.

16. Alfred Krupp, probably October 1874 to the Procura, in:
ARlfred Krupps Briefe und Niederschriften vol. 15S: Das Jahr
1874 fol. 278 in: H.A. KErupp On Meyer—Cohn see: Helmuth
Rogge, Friedrich von Holstein. lebensbekenntnis in Briefen
an eine Frau (Rerlin, 1232) p. XXIX; Bundesarchiv Koblenz,
Nachlass Chlodwig Hohenlohe, Nr. 385 and Nr. 981; Fritz
Sterrn, Gold and Iron: Rismarck, Bleichrider and the
Building of the German Empire {(New York, 1977) p. 251
Mosse, Jews in German Ecornomy pp. 99, 101, 173, 176,
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agents for foreign governments. Thus Krupp supplied the
Roumanians with cannon; and their agent in Berlin was the
Disconto—Gesellschaft.” Finally, Krupp was always willing
to spread his nets wider in the hope of raising more locans:
thus in March 1873 Krupp began negotiaticons with the
Freussische Central-Bodencredit-Actien-Gesellschaft of
Berlin for a five yesar loarn of 10 million thalers, at an
interest rate of I% pluz a fee of 2%, secured by a mortgags
dgainst all of Krupp's land. This waz a very out-of-
character financial transaction for the Preussische Central-—
Bodencredit-AG, since it was established as a mortgage bank,

designed to raise money for East Elbian agrarians through

9

"

issuing Pfandbriefe. The proposed loan, however, did riot

come to fruition.?®

Frupp’'s financial situaticon was never disastrous; the
firm was toco good an establishment for that tc be the case.
But until Krupp opened his account with Deichmann in 1832,
Erupp had constant gquarvels with his bankers and money was
always very tight. It is certainly true that Krupp did not
know how to manage his financial affairs correctly; hs
proceeded along merrily until a crisis arose. But the
bankers were demanding too much in requiring that Krupp be &
financial mastermind, as well as an industrialist of genius.

Banks should be the handmaiden, not the mistress of

industry; and they should worry about the financial affairs

17. M. Miller, Vienna, 29 November 1881 to Friedrich A.
Krupp in Essen in H.A. ¥rupp, W.A. IV 238,fcl. 16.

18. Extract from file W.A. IV 114 in: H. A. Krupp, W. A. IV
h 147, fcl. 4.



of their clients, leaving their clients to produce the
product and market it. The history of Krupp s relations
with his bankers is one of the blackest marks against the
Serman banks. Oppenheim appears in a very unflattering
light; and the two universal! banks involved, the Disconto-
Gesellschaft and the Schaaffhausen scher Bankverein, appear
no better. Krupp’s salvation was the extensive and diverse
network of private bankers which Germany had in the 185C's,
substantial parts of which had disappeared by 1214. Thus
Krupp could continue knocking on numerous doors, until he
found a Deichmann and a Meyer-Cohn who would put up the
funds he needed.

B. The ¥rupg Loan of 1874

During the boom years of the early 1870's, Krupp went
on a shopping spree. It was during these years that Krupp
made his first big move upstrean, acquiring numeir-cus iraon
mines and collieries. Money was devoted to other purposes
as well: Krupp built a workers ™ colony at Cronenberg. This
huge increase in spending combined with the sudden collapse
of the iron market in 1873 caused Krupp to rack up vast
losses in 1874.'% As we have seen, Krupp sought one new
source of capital through raising a mortgage from the
Freuscische Central-Bodencredit-AG in March 1873: but this
plan fell through. Carl Meyer sounded out the Disconto-

Gesellschaft, and Adolph von Hansemann proposed a loan at 5%

plus 2% of any profits of the factory. "Death would be

19. Alfred Krupps Briefe und Niederschriften vol. 20:1884-
1827 fol. 280 note 2 in: H. A. Krupp.
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preferable”, was Alfred Krupp's reply.=2° Finally Krupp
returned to one of his favourite ideas, which he had already
suggested to Bismarck in 1866: since Krupp s plant was so
important to the security of Prussia, the Prussian
government should supply him with more capital. In a letter
to the Procura (unlike much smaller companies which had
directorzs, Alfred Krupp was such an autocrat that he only
tolerated a board of Procurists - the Procura - below him)
of 17 January 1874, Krupp began with suspicions of
Deichmanr ‘s intentions and then outlined his plans to pump
the state for mcocney:

"From indications I beforehand inferred what is
now happening. -

"Deichmann wants his bills tc be covered and it
almost appearsz acs if Deichmann in future wants to
guide the rudder . . . .

"Finally I will tell you what I have in mind. I
will come tack to the entire 10 millions from the
State, and I will tell Bismarck that I must keep
them for 10 yesars. 1f the State cannot agree to
that, I will say toc him that my decision i= then
firm - since I do not want to have anything to do
with bank usury — that the factory is to pass into
cther hands as soon as the contracts for Prussia
and BGermany are assured of fulfillment.

"I will further demand that the State take an
interest in the existence of the factory through
ar investment of capital, because I deo not want to
see an enemy destroy theefactory on my stle
account. I only want to retain the factory in the
everit of a new war if the State has guaranteead to
participate in any loss. "=

Krupp did persuade the Prussian government to concern

itself with bailing him out, but the loan did not come from

20. Alfred Krupp, Essen, 18 July 1879 to the Firma in Essen
in: Alfred Krupps Briefe und Niederschriften vol. 18: 1879-
1880 fol. 120 in: H. A. Krupp.

21. Alfred Krupp, probably 17 January 1874 to the Procura,
transcription from W. A. IV 114 p. 129 in: H. A. Krupp W. A.
IY h 147.
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the Prussian government directly, but rather from the
Seehandlung. The Seehandlung was a very peculiar Prussian
financial institution. It ws originally founded by
Frederick the Great in 1772 as a company to trade in the
South Seas. It socon lost this purpcse, however, and under
the Finance Minister Rother in the early nmineteenth century
1t became a2 holding company for Prussian state enterprises.
After the end of the Rother eras in 1848, Prussia operated

with two

mn

tate banks: Ths Bank of Prussia was merely a

rt

note—issuing bank, but the Sesshandlung acted as a
development bank like the Industrial Rank of Japan or ths

Fevelopment Banlk of Singapore. In this period it was

stremely common for the Seehandlung tc underwrite new

m

issues of private companies, usually in asscciation with the
Discontc—Besellschaft, evern where nc state interest can be
discerned: in 1872 it underwrocte shares of the
Gelsenkirchener Bergwerks-AG and bonds of the Dortmunder
Union.®® Frussia accordingly met Krupp’'s demand by having
the Seehandlung undertake the lead in underwriting a 10
million thaler loan for Krupp: and this was enough to make

.
the other major banks fall inte line and come up with the
money.

One of the most curious participants in the

22. "Bestandsinformation fiur den Wirtschaftschistoriker aus
dem Deutschen Zentralarchiv Potsdam: Der Bestand
Preussische Staatsbany (Seehandlung) im Deutschen
Zentralarchiv Historische Abteiling II, Merseburg" in:
Jahrbuch fir Wirtschaftsgeschichte (Berlin, 1970) III p.
261; Ottoc Glagau, Der BRirsen— und Grindungs—-Schwindel in
Deutschland. (Zweiter Theil von "Der Biérsen— und Griindungs-—
Schwindel in Berlin! {Leipzig, 1877) pp. 347-3F49.
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underwriting was the Disconto—Gesellschaft, which, with 147
of the loan, would have a rarticipation second only to the
Seehandlung itself. Yet at the same time that the Disconto-
Gesellschaft was supplying these funds to Krupp, the
Dortmunder Union alsc needed funds and the Disconto-
Gesellschaft soon had to swallow a new issue of Union
preference shares. 1In the cass of Rothschild, Carl Meyer
rioted that he worked against the Krupp locan because he had a
heavy positicr in Union preferencs shares.2® The Disconto-
Gesellschaft never seems tc have displayed a similar enmity.
I would suggest two reasons for this, First of all, even in
a time of crisis Krupp was still the premier name in German
industry, and banks were falling over each other toc get &
share of the loan: thus Julivs Schwabach, the partner of S..
Eleichréder, demanded and obtained for his house a place in
the smaller and more prestigious consortium committee
instead of the larger confidential commission

(Vertrauenscommniscsion! =24 The Breslauer Disconto-BRani:

complained to Carl Meysr about being left out of the
consortium and requested a sub-participation instead.®= I+f

the Discontoc-Gesellzschaft did not want this attractive

23. Carl Meyer, Eerlin, 3 November 1874 to Sophus Goose in
Esser H.A. Krupp W.A. IV 143292 fol. 24,

24, Emil Russell, Berlin, 4 April 1874 to Carl von BRitter in
Berlin, in: "Acta betreffend die Ausgabe und Uebernahme von
10 Millionen Thir. S% Anleihe der Firma Friedrich Krupp
Buszstahl Fabrik zu Essen. Consortial-Geschaft 1874-1876
vol. I" in: Geheimes Staatsarchiv Preuscsischer Kulturbesitrz,

Rep. 109, Nr. S022, fol. 4.

25. Carl Meyer, Berlin, &6 April 1874 to F. W. Gehra in
Breslau in: H. A. Krupp, W.A. II 13, fols. 20-21.



business, other banks were more than willing tc leap in.

Secondly, and in my opinion the more important reason, the
Disconto-Gesellschaft had toc retain the good will of the
Seehandlung, which was always the lead underwriter for
Prussian and German government bonds. The president of the
Seehandlung, Carl von Ritter, was favourably disposed
towards Krupp, and whatever the private preferences of the
Disconto—-Gesellschaft, the Disconto-Gesellschaft could not
afford to coffend the Seehandlung. Rothschild was located in
Frankfurt, did not work in clopse proximity to the
Seehandlung, and did not depend on Prussian and German
government business for his bread and butter; he could
afford the luxury of declaring his enmity to the Frupp
lgan. The Disconto-Gesellschaft could not.

Carl Meyer summed up the relations between Krupp and
the bankers over the 1874 lpan very well in a letter ot
Ernst Eichhoff (Krupp’'s brother—-in-law! of March 1B874:=<

*You bhelieve that money must now be cheaper than
in the previous year! - This belief does not
correspond to the actual circumstances. There is
no turnover in the best securitiez. To name an
example, the S% tax—free preference sharesz of the
fustro-French Staatsbahny pavable in gold, are
gqucted at ?2%, and were issued the previous vyear
above par! - A great number of industrial
=ztablishments have issued senior bond issues
(Priorititsanleibhen?, e€.g. the Dortmunder Union
cix millions at &%, in spite of this high interect
rate the Disconto-Gezellschaft has not been able
tc place this loan; the Disconto-Gesellschaft has
it in its own box!
"gleichrider is not mighty enough to issue such a
loan'! Even Deichmann = are of the opinion that
only the group Central Boden-Credit/Disconto-
Ges./Rothsechild can conclude such a loan! In

24. Gert von Klass, Die Drei Rinqge. tLebensgeschichte eires
Industrieunternehmens (Tiébingen, 1953) pp. 118-120.




The

urgency of the matter

Meyer
convincing
because by

Gesellschaft could report

addition I would ten times prefer to deal with
Hansemann than with Bleichriéder, since the
arrogance, yez the impudence (Frechheit) of
leichrdder ‘s partner Schwabach is unbearable' I
already had more than enough when I dealt with him
last summer about increaszing the Hank credit'! -
"I had written this much, when Meyer-Cohn visited
me (at ten in the morning to give me the
following important and bitter information!
"Yesterday evening he was at a social gathering,
where there was also an important member of the
directorate of the Bank of Prussia' The
conversaticr came to Mever—-Cohn’'s business
connection to you and the gentleman in guestion
said the following!
‘1l advise you seriously not to engage yourself
further with Herr Krupp, the possibility can
certainly not be excluded that ¥rupp will soon get

intc seriﬁus difficulties, and even if the
finally reach a favourable settlement, you will
still h““ sericus obkligations to fulfil! Herr
Krupg ha= thz manis of wantlng to buy evervything.
The Coclogne bankere have become very cautiocus and
want toc go no further!” - So vou see that your
difficultie=s are known!

"ffter FPrince Bismarck roundly declared to me that
he mever carm no- will approve a loan,; that he can
cnly help in the form of advances - it i= last
effort to approachk him yet again'! — We cannot
receive further advances, since evervthing which
haz been ordersd frsm us has been paid for -
besides they do not provide any lasting benefit.
"Relata referc! But it seems to me, since I stand
somewhat distant from matters, that there ics no
time to loss in order tc avoid a catastrophe.”
fcllowing day Meyer emphasized once again the

in a let toc Eichhaoff:=27
=f could perkaps learn within twenty-
from Prince Bismarck that it is

c be satisfied fraom state funde! 1
ucceed in keeping him from any such
it could harm more than it helped."

"The

zeems to have been successful in finally

the firm in Essern of the urgency of the matter,
25 March 1874 Emil Russell of the Discontoe—

+to Bitter that the term= of the

27.

Klass,

Drei Ringe p. 120,

18



loan were agreed in all essentials between the bankers and
Krupp.2® The actual contract was signed in Berlin on 7
April 1874. The proportions of the various membere of the

consortium were:=2%

1. Kbnigliche Beneral-Direction der Seehandlungs-
S T = 47%
. Direction der Disconto-Gesellschaft, BRerlin.... 14%
- Bank fir Handel und Industrie, Berlin......... . Su
- Berliner Handels-Gesellschaft, Berlin....eeeee.. 7%
Bankhaus S. Bleichréder, Berlif.eee.ecececncnnn. 7%

f. Schaaffhausen scher Bankverein, Cologne..... S%
Bankhaus Sal. Oppenheim jr. + Cie., Cologne.... S%
Deichmann % Cie., CoOloOgne. . s veueerronencacen .. 10%

M=o th R

Wri

r+

tc Friedrich Wilhelm Gehra of the Breclausr

a
10}

Hisconto-Bank, Carl Meyer emphasized that the firm Krupp had
hac no influence whatscever on the formation of the
consortium. It was particularly odd that the Bank fir

Handel und Industrie, the Rerliner Handels-Gesellschaft, and

o}

ppenheim were included, since they did not figure then
amcong KErupp s bankers, but Warschauer and Mendelssohn; with
whom the Firm had am active relationship were left out. In
particular, we can imagins how Krupp must have gritted his
teeth at the thought of having to work with his old enemy
Oppenheim again. Krupp did not ever like working with

.

Cppenheim when it was to his own advantage,; such as using

Cpperheim s influence with Emperor William I (Oppenheim was

n

on friendly terms with the Emperor; and even more so with
the Emprezsz Augusta, since their period in Koblenz) to get

the Emperor = support for iron tariffs. Krupp liked even

28. Emil Russell, Berlin, 25 March 1874 to Ritter in
022

Berlin in: GStA PE Rep. 109 Nr. 5022 fol. 1.

2%9. Contract between Krupp and the loan conscortium, Berlin,
7 April 1874 in: GEBtA PK Rep. 109 Nr. S022 fcles. &7-68.
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less having the loan that was to save his firm being
subscribed to this hostile party. PBut Krupp had no choice
in the matter. Oppenheim was a close ally of the Disconto-

Gesellschaft, and the Discontc-Gesellschaft could lay down

the law.=°
The bond issue was for 10 million thalers, paying

interest &t SX and repayable zat 110% over the years 1876 to

18827, with the bonds toc be amortized chosen annually by lot.
This loan is generally regardsd as thez first example of the

izssue of Fartizalobligaticnen (tradeable bonds of uniform

amounts}) in Germany,

although as I remarked above (see
above,pp. 173-175 ) there are some indications that the
fnhal* bond iszue of 1859 was the first issue of this type.
Thiz loan had tc be repaid very rapidly, and so toc get Krupp
over the trough of the 1870°c a similar loan was iszued
lazter in the decads=.>?

In addition toc underwriting the twoc Krupp loans, the
Seehandlung made numercus Lombard loans to Krupp during the
187¢0's - lcans against collateral which is usually, as in
this casze, publicly quoted securities. The Seehandlung even

.

made Lombard loans to Krupp against the security of the

Krupp bonds themselves on several occasions.

0 srl1 Meyer, Berlin, & April 1874 to Friedrich Wilhelm

.

Gehra in Breslau im: H. A. KErupp, WA II 137 fols. 20-21%.

%i. Ibid; further details in Saling’s Birsen-Papiere.

Z2. L. Wiegand and Carl Meyer, Essen, 30 August 1875 to the
Seehandlung in Rerlin, and Sophus Goose, Essen, 23 February,
1879 to the Seehandlung in Berlin in: "Acta Betr. die dem
Herrn Fried. Krupp in Essen gewahrten Lombard-Darlehen”,
GStA P¥, Rep. 109, Nr. 5022, fols. 1 and 21.



The eminent names of the borrower and the underwriters
alike assured as good a reception as could be expected for a
security issued during the depthes of a financial crisis. In
underwriting this loan, the Seehandlung had the further
advantage that it could commarnd the resources of the entire
government aprparatus. Thus on Saturday, 2 May 1874, the

Neue Rirsen—-Zeitung of Berlin (a paper which Glagau says

chivalrously tock the side of the public against the
stockiobbers; hence probably ar anti-Semitic muckraking
paper) doubted whether the Seehandlung hzd obtained a first
mortgage or the ¥rupp properties — as in fact it had. This
called forth & letter from the Berlin Police President von
Madasi, asking whethsr the Seshandlung wished to pursue a
zinzt the Neus Birsen—-Zeiting. The answer

libsl action ag

Yet the cricis continued to deepen, and we hear of
panic reactiocns, such as reported in Carl Meyer ‘= letter to
Sophus Goose of 1& November 1875:

"Signatura temporis — even Krupp is brolke
(pleite)!! - Meyer—Cohn was just here! on Saturday
a gentleman from the higher nobility scld S000
thalers Krupp: on Monday°a relative of his also
scld & couple cf thousand thalers! Meyer—Cohn is
struck by this, and since he knows the gentlemen
more closely, he asks the reason why! He is then
told “hat they had been to a social gathering on
Friday; some members of the Reichstag were alcso
presernt! The talk comes toc the desperate situation
cf industry' A m.o. parliament [English in
criginall thereupon =ays that the great

ZZ. von Madai, Hinigliches Polizei-Praesidium, Berlin, © May
1874 to Bitter, President of the Seehandlung, Berlin, GStA
PK, Rep. 109, Nr. S022 fol. 179 and Bitter s minute at
bottom of same? Ottc Glagau, Der Borsen— und Grindungs—
Schwindel in Berlin. Gezammelte und stark vermehrie Artikel

der "Gartenlaube" (Leipzig, 1876) pp. 81-82.
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industrialist Krupp is irretrievably lost!' The
govgrnmgnt will not and cannot help, his collapse
is inevitable! The information comes from
government circles'! -"
Meyer himself had a better grasp of current buciness
affairs, and dismissed this idez as a "fairy tale®
(Mahrchern) -=% And Meyer wished he could profit at the
expense of the panic of otherz; writing to Goose two days

later he remarked.>S

"What do you say to the price of the Krupp bonds:
?7%. If only we had the money toc buy some!'™

It would be interesting to know who the gentlemen from
the highsr nobility were whs panicked and sold their Krupp
bonds. A possibility iz two members of the Hohenlohe
family, the Dultesz of Ratibor and Ujest. This is because we
krnow the, were cliernts of Meyer-Cohni;=® they fit the
picture of two related speculatsrs from the higher

g orn inside information fits their

Ll
[n 8
("}
)

nobility; thes tr
raffish characters; and they moved in government and
political circles and can easily be imagined at such a

ccial evering. PBut unless confirming evidence comes to

n

light, we cannot know for sure.
L]

One of t conditicns aof the Seehandlung in

-y

1=
uncerwriting the loan was the installation of Carl Meyer as

financial comptroller. The firm also established an

34. Carl Meyer, Berlin, 1& November 1875 to Sophus Goose in
Essern in H. A. Krupp WA IV 1439 fol. 72.

35. Carl Meyer, Berlin, 18 November 1875 to Sophus Goose in
Essen, H.A. Krupp. WA 1V 1439, fcl. 70.

%6. Bundesarchiv Koblenz, Nachlass Chlodwig Hohenloche, Nr.
F85 and Nr. 981.
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accounting department (Rechnungsrevisionsbureau? which at

last drew up some reliable accounts of the firm s financisl
activities.=7 An interesting aspect was the condition of
the locan that Krupp supply regular quarterly reporte on
the firm’'s firnancial situation and the amount of ordercs and
rarw materials the factory had to hand. These reports were
invariably accompanied by a covering letter written by Carl
Meyeir, which sought to put matters in the best light

passible, such as this letter of 1& December 1874:3©

"In the railway branch,; namely in rails, such
colossal ordercs at profitable prices have come in,
th=st in spite of a capacity which has expanded vet
again the establishment is amply supplied with
arde~zs for the whole year 18754¢

These reports were then read by the Seehandlung, the
Disconta-Gesellschaft, and the Berliner Handels-—
Gesellechaft. Thus the Disconto-Gesellschaft was in the
passession of extremely full information about the financial
situaticn of one of the Portmunder Union s chief
competitors. I shall discusse this conflict of interecsts in
further detail! in the next section.

Ts conclude the remarks about Krupp s 1874 loan, Krupp
was in an extremsly weak position ;ig—a—vis the bankers in
1874: it ic & trough in thes history of the firm. But weak
though ¥rupp s position was, and although it had teo make

important concessions (such a

n

giving the bankers recular

Z7. Carl Meyer appointed vrupp financial contreller: kKlass,
Drei Ringe p. 1215 Notiz von Nidas: "Die Entstehung des
Krugp "schen rRechrnungsrevisionshureaus und Musser, seir

erster Leiter” in: H.A. Krupp, WA VII £. 834

38. Carl Meyer, Essen, 1& December 1874 to the Seehandlung
in Berlin GStA P¥ Rep. 109, Nr. 5022 fol. 2=1.



insightsinto its financial situation), in the end Krupp
still came up trumps for two reasons: first of all, as=s
Germany ’'s premier industrial concern Krupp was too valuakle
a client for the banks to reject it totally; and equally
important, Krupp had a very powsrful ally in the form of the
government and the Seshandlung, which permitted it to issue
& loan at a time when cther companies had no such good
fortune.

C. Krupp s Relatigrne with the Dortmunder Union.

In the 1870's, the Dizconto-Gesellschaft was lending
vast sums toc two competing firms: ¥rupp and the Dortmunder
Unicn. I rnow propocse to exanine how the Disconto-

Gesellscmaft coped with this conflict of interests. I will

extent Krupp end the Dortmunder Union
reall, werz competing enterprises: I shall thern discuss the
specific instance of competition for the Russian railway
market; and I shall finally treat the industrial

crganization which provided 2 forum for the management of

this conflict, nam=ly the rail cartel.

r+

Orie might at first think that there was no conflict of

interests becausze Krupp and the Dortmunder Union were not
truly competing enterprises: Krupp made guns and specialty
steels, the Union made some steel but was above all a mass
producer of lower grades of iron, especially rails.

Although there is some +ruth in this distinction between the
upmar ket Erupp and the downmarket Union, both companiez had

such & broad palette of products that they competed in

numerous sectors. Krupp was very dependent on the railway

T34



market: Krupp's emblem, the three rings, symbeolizes nct gunc
but seamless steel railway tyres.3® Krupp enjoyed
converting business competition into personal enmities, and
I have already referred to Krupp's dislike of “a certain Mr
F- Grillo, who iz much engaged in enterprises, who is very
clever and cunning and from whoms 1 kept hitherto away. "4°

In 1872, wher the Urion was being founded, Grillo hired away
& Krupp foreman, Osann, and Krupp reacted as if he had been
stung. Momentarily distracted from the fleshpots of
Torquay, Krupp dashed off a long fulmination te hics brother-

an indispencsable need for

1 ard prison officiale,

so must not bhe afraid of
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In Novemter 1272, discussing the purchase of iron ore mines
in S8gsin, KErupp ssid ke did ncot want to have to share the
Lines with & comtinantzl corpetitss such as the Socieéts

vtz John Cockerill, but was willing

t5 do =c if that was the only way he could prevent a German

2?. ¥lass, Drei Ringe, pp. 48-4%.

40, Alfred Krupp, Essen, 4 August 1875 (in English) to
Longsdon in London, Alfred Krupps Briefe und Niederschriften
vel. 14: 1875 fol. 32Z in: H.A. Krupp.

41. Alfred Krupp, Torquay, 22 February 1872 to Ernest
Eichhoff, AYred Krupps Briefe und Nisderschriften vol. 11:
1872 fols. 95-96 in: H. A. Krupp.
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competitor, such as the Union, from moving into Spain.“=
Finally, in 1874, when the Urion began the manufacture of
guns, Krupp immediately warned his managers to be on their
guard against "intrigues of big ring—-leaders from that cide"
who would presumably try to woo away ¥Krupp technicians.=®=
In additicn, on 3 November 1874 Carl Meyer warned Sophus
Gocse not to give the representation of Krupp in Munich to
the sama agent az the Union, lest Adclph von Hansemann and
Emil Russell learn teoo much about Krupp s businecs.se

ith the collapse after 1277 this competrition
increased, and it was fiercest in the Russian railway
market. The 1872 collapse marked a secular change acs
Garmany amnd most of the other advanced industrial nations
completed their main and secondary railway lines. After
187Z, there was only one market in Europe which was
underdevelcpsd srcugh sfﬂl to reguire railways yet
developed enough to pay for them: the Russian Empire. Here
the railways were being built by idiosyncratic Jewizh
railway king=.2" Fporemost among them was Samuel Peliakoff,

who built two parallel lineses in the scutheast of Russia and
L]

42. flfred Hrupp, Yilla Higel,
Alfred ¥ruppos Briefe und Nisder

1872 fol. 272.

2 November 1872 to Lorsbach,
schriften vol. 11: Das Jahr

47, fAlfred Krupp, Essen, nco date 18741 to Sophus Goose? in:
Olfred KFruops Briefe und Niederschriften vol. 13: Das Jahr
1874 fol. 2 in: H. A. Krupp.

44, Carl Meyer, Berlin, 3 November 1874 to Sophus Goose in
Essen, H.A. Krupp, WA IV 1439, {fols. 24-25.

4%, Thscdore H. von lLaueg, Sergei Witte and the
Industrialization of Russia (New York and London, 196Z) pp.
4Z-44,




the Ukraine: kozlov-Voronezh—-Rostov, and Orel-—-kKursk-kKharkov—
Taganrog, with a link in the south between Taganrog and
Rostov.®® Carl Meyer thought well of Poliakeoff, saying that
Poliakoff did not impre=s Meyer as a Strousberg.*”
Krupp was socn doing a lively business with Poliakoff -

tc the dismay of the Dortmunder Union. On 7/19 December
1374, the Union s agents in St. Petersburg, Messieurs Becker
& Grube, reported that Erupp had scld 22,000 imperial tons
of steel rails at £11 S=. 2 ton c.i.$. Odessa or Taganrog.
Fayment could taks place over two years at 6% per annum.
erker & Gr-ube said that since, according to their
informaticn, ¥rupp had not used any Petersburg houses te
provide funds for these genercus credit terms, he must have
cbtained those funds from the Disconto-Gesellschaft in

Berlin if he did not have the funds itself. That wzas like a

red rag to the Dortmunder Union: Krupp was ruining the
Russiar railway market with low prices and easy credit, and
he was doinmg it, morsover, with credit supplied by the
Unior s own bankers, the Disconto-Gesellschaft. Sending
this letter by Becker & Grube on to Emil Ruscell, Wilhelm

.
Heinrich Miller added that Krupp could bhe making very little
indesd on these csales: freight and insurance from Essen to

Taganrog via Holland would be £1. Ss., which would mean that

the price of steel rails in Ecsen would be £10 or 67 thalers

44. Kurt Grunwald, "Europe’s Railways and Jewish
Enterprise. German Jews as Picneers of Railway Promotion®
in: Leo Baeck Institute, Year Rock VII (London, Jerusalem

and New York) pp. 187-192.

47. Carl Meyer, Rerlin, 19 February 1875 to Sophus Goose in

Essen, H.A. Krupp, WA 1439 fcl. 33
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15 groschen; since Krupp had to allocate ancther thaler for
fees and rail guarantees, at most he could be makking 664
thalers 1% grozchen (199.50C marks) on 1016 kilos of steel
rails (or 194.7%46 marks per metric tonne). Adblph von
Hansemann immediately forwarded this correspondence to
Bitter, adding that the two years credit extended to
Poliakoff was extremsly supsrfluous since the shares and
tonds of his railway bore an unlimited guarantee of the
Russian governmert, and the government promptly paid
Foliakoff 35 soon as he completed a section.=e

The z=zsence of the complaint of Recker % Grube, the
Dortmunde- Unicrn, and the Disconto-Gesellechaft was this:
Krupg was stesling crderz awsy from his competitors through
dumpingy predative pricing and cheap credit. Krupp could
nd trhiz Zhesp credit becanse of the funds provided
by REis ican. It wag the duty of the Seshandlung to put an

end toc this unbearable situaticn by bringing pressure to

Yet this pressure never seems to have materialized on
The correspondence ends with Hansemann s

.
letter. Asparently the Seeshandldung felt Krupp’'s actions
were part of gerfectly normzl competition, and had no desire

to do the Dortmunder Union s dirty work. The correspondence

was simply placed ad acta, it was filed and forgotten.

48. PBecker & Grube, Petersburg, 7/19 December 1874 to the
Direction of the Uniocn,; Actien-Gesellschaft fir Rergbau,
Eisen— und Stahl-Industrie zu Dortmund; Director Wilhelm
Heinrich Miller, Dortmund,; 27 December 1874 to Emil Russell}
Adolpt von Hansemann, Berlin, 24 December 1874 to Ritter;

i GSta PE Rep. 109, Nr. S022 fols. 235-237.

-
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The Disconto-Gesellschaft does seem to have tried to
prevent Krupp from cutting prices, urging Krupp to take into
account its debt burden asz a cost of production. In August
1874 Carl Meyer held talks with Hansemann, “"who also let
fall the contemptucus remark that with our [Krupp &1l
liabilities we cannot go below etc.!'" Two days later Mever
wrote to Gocse, "Recent events with Hansemann + Seehandlung
have taxad me severely — in spirit! The pills are too
bitter for me!"2*® At times, Meyer became soc demoralized
that he even believed that the Union wacs better equipped
than Frupp. He informed Gopss in November 1874:9°

"In any case Hansemanrn, who knows the production
of the Unian, has seen that our production
techrniques are more complicated and expersive! He
only says Bochum in order to not say Union!'™

But much as the Disconto-Gessllschaft might have liked
tc blunt the fierce edge of ¥rupp s competition, in the end

it did not have the power toc do sc, because it could exert

intention of saying anything of the kind. This ics an
interesting example of a conflict between banks and
industry;: and in this case the Disconto-Ge=ell=chaft could
not erercize any influence bezause Krupp had a very powerful

= i

ally in the Seshandlung.

49, Carl Meyer, Berlin, 28 August 1874 to L. Wiegand and
Sophus Goose in Essern, H. A. kKrupp, We IV 1439, fol. S; Carl
Meyer, Berlin, ZC August 1874 to Sophus Goose in Essen, H.A.
Krupp, WA IV 1439, fol. 7.

SG. Carl Meyer, Berlin, T November 1874 to Sophus Goose in
Essen in: H.A. Krupp, WA IV, 1439 fol. Z5.



Sc the Disconto-Gesellschaft changed tack; if it could
not force ¥rupp to stop dumping in the Russian market,
perhaps it could reach an agreement instead. In March 1876
Russell and Hansemann discussed with Meyer the possibility
of an agreement to divide up the Russian market. They
explained that they were willing to let the Union run up
losses soc long as it continued to produce flat out (see
above,pp.25525¢). The idea behind this was clear: sooner or
later one of the competitors would collapse, and the Union
could then mop up the market. As Meyer reported it: =2

"Both [Hansemann and Russelll believe the other
competition will soon pack it in, Raare
especially; an ‘influential party” has indicated
trat one will not and cannot sit quietly and watch
a further price reduction! Bochum is in deep with
ite bankers!

'gn the guestion was then ventilated if we, ¥rupp-
Unizr - would neot want tec reach an agreement in
Russia for large obijects! There is so much demand
there that we will not lack for work and we will
snon be the only {(i.e. solvent) German works which
will still compste in Russia. Then it would be a
foclishrness if the prices were ruined only by us!
That i= worth hearing out: I will write to Wachter
about it, the DS will do the same ta its
Peterzburg representative!

"The 1latect Bochum prices, however, (£9 25. = 160
M. lecc Rochum) indicate that one still cannot
helieve the “influence’.”

I+ woulZ be interesting to know whence the Disconto-
Gecellcochaft heard that the Pochumer Verein was on the
ropes: probably Oppenheim, whc would be well placed to know
all that happened in the Schaaffhausen ‘scher Bankverein, or
perhaps from the Schaaffhauser scher Bankverein itsel#.

There are no further indications, haowever, that the

51. Carl Meyer, Berlin, 1T March 1874 to Scophus Goeose in
Essen, in: H. A. Krupp WA IV 1439 fols. 150-1352.



Dortmunder Union and Krupp actually reached an agreement to
divide up the Russian railway market. Krupp and the Union
did reach an agreement, however, when they joined the
German rail cartel.

The rail cartel was originally founded in 1858. It was
a reaction to the crisiz following the panic of 1857 and
thus analogous in its formaticon to the first prescsure group
in coalmining, the Verein fir die BRergbaulichen Interessen,
alsc founded in 1852. The director of the rail cartel,

R /-\
which bore the formal name of the "Vereinig te Rheinisch-
S
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The rail cartel was the longest lasting and

r+

most successful of all German cartels, for three special
reasons. Firzst of all, rails were scld with guarantees by
the rail manufacturer, and German railways felt they could
orily legally enforce a guarantee if the manufacturer was
also domiciled in Germany. This excluded foreign
competition. Secondly, German railways (as opposed to
Britizh railways! ceonducted open bidding and always
anncunced which manufacturer had w;n the order. Thus the
cartel could monitor cheating; by contrast, it was never
able suux&s%ﬂv to extend itse control to narrow—gauge mine
and factory railways, which were sald through more informal
methods and where it was easy to make under—the-table deales.
Thirdly, the state takecver of the railways at the end cof

the 1870's confronted the rail manufacturers with a

monopsony. The Prussian Fiskus (the section of the



treasury which dealt with state enterprises) was notorious
for its hard bargains, and the rail manufacturers felt they
had to cartellize in self-defence. Even at the height of
the inflation period in the 1920°'s some attempted to
preserve the cartel to protect themselves from the
government. The rail cartel formed the sound core around
which the Stahlwerksverband crystallized in 1903. In fact,
we can regard the Stahlwerksverband as just a continuation
of the cld rail cartel under a new name, since it was split
into successfully cartellized "A" products, which were
chiefly railway materiel; and the uncartellized (and hence
booming?! "B" products.S=

I want tc bring out three points here. To begin with,
we must remember that the rail cartel was a very unusual
cartel: it wasz unusual because of its success,; and unusual
reasons brought about this success. Anocther point is that
the cartel wa=z= not fostered by the banks - contrary to

ertisns that the banks encouraged the

=
=

n

Gerschenkron’

in
11}

formation of cartels toc stocp guarrels among their
"children">® - but the impetus for the cartels arcse from

industry iteelf. Finally, it is important to bear in mind

that all cartels {and other restraints on trade, such as

52. Max Mengeringhausen, Die Entwicklung der
Schienenfabrikation in Deutschland Doktor Ingenieur
Dissertaticn (Munich, 19228) pp. 98, &0, 7Z-74, 76
(Typescript in StUE Frankfurt/Main); Gerald D. Feldman,

Iron and Stesl in the German Inflation 19216-19223 (Princeton,

1977) pp. 31-33, 121.

=3%. Alerander Gerschenkron, Economic Backwardness in

Historical Perspective. & Book of Essays (Cambridge, Mass.,
1942} p. 15,
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trade unions) were illegal in German until 1849 (when a new
Gewerbeordnung was pPromulgated). Because of this we know
very little about this early cartel. Hanns Jencke, a later
Krupp manager, remarked that when he first joined Krupp‘'s
the firm was member of a number of railway material
cartels, but their existence had to be kept secret because
of public hostility,. =4
Enthusiasm among industry for the rail cartel! was
mixed. Alfred Krupp hated it. For him it was an
"accursed association which incidentally is below
cur dignity and debases us by linking us te every
twnimportant institution, with scoundrels {(Lumpen)
and bungleres (Pfuschern)."Ss
There was more enthusiasm from Leocpold Hoesch, and even
more so among the younger generation of general directors
such as Louis Baare and Wilhelm Heinrich Miller. The
monthly meetings in Diisseldorf of the cartel were alsc a
great socilal occasion for the iron industry, and permitted
industrialistz tc meet up—and-coming managers. It was at
such a conference that lLeopold Hoesch offered a partnership
to Wilhelm Heinrich Miller.Se
A protoccol of the rail cartel *from 1874775 has given us
a glimpse of how the rail cartel worked. Essentially it

operated on the principle of bid-rigging. The cartel

already knew what big rail orders were imminent. The Krupp

4. Walther Bacmeister, Emil Kirdorf. Der Mann — Sein Werk
(E=sen, =2193&) p. 4.

S55. Hans-Carl Scheibler and Karl Wilrath, Westdeutsche
Ahnentafeln {(Weimar, 1939) vol. 1, p. 228 (= Publikationen
der Gessllschaft fur Rheinische Geschichtshunde vol. 44).,

S56. Scheibler, Westdeutsche Ahnentafeln, pp. 214-215.
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representative at the meeting wondered how the cartel knew,
and it is possible that in this one aspect the banks may
have played a crucial role, by informing the cartel of
upcoming rail orders. The cartel would agree on a price,
and the member who was to get the order would simply bid ene
thaler lower than the rest.=”

The cartel fell apart during the boom years of the
early 1870's, but as early asz 13 December 18732 Druckenmiiller
visited Carl Meyer tc ask him if ¥rupp would care to join a
revival of the rail cartel!, encompassing both iron and
steelworks. Krupp did join, but a year later Mevyer remarked
"We appza~ toc be the dupe:z in the rail cartel and will
remein sc . . . I wish very much that the whole story was at
an end!"s®

The cartel apparently broke up again after this. In
1876, however,; the cartel was successfully revived. 0On 4
March 1875 Emil Russell visited Carl Mever and they
discuszed plans for a new rail cartel. The impetus came this
time from Louis BRaare. The firm of Krupp was to preside
over the cartel; the crganization was to be very strict; all

viclations were to be severely fined. The iron cartel had
thee right idea, which Jjust recently fined Hoesch twenty

thousand markz because of a viclation. Meyer felt a quota

of 14 times the average was not encugh for Krupp, and

=7. "Schisnenvereinigung 1874/73" in: H.A. Krupp, WA IV 249,

S58. Mengeringhausen, Schienenfabrikation p. 76é. ; Carl
Meyer, Berlin, 12 December 1877 to Sophus Goose in Essen in:
H.A. ¥rupp, WA IV 1479, fols. 81-82., Carl Meyer, 23 December
1874, +transcription from F A II B 19 1 p. 20 in: H. A.
Krupp, WA IV d. 517,

344



Russell agreed. Meyer and Russell also discussed how to
secure the cartel against competition from iron rails;
Russell said that he believed that steel rail prices were
already so low that iron did not come into consideration.
Another problem was how to fit eastern works such as the
Marienhitte in Cainsdorf and the Vereinigte Kénigs— und
Laurahiitte in kKénigshiitte into the cartel; Meyer thought it
might be best to treat them as foreign territory. Putting
the caze tc Boose for Krupp joining the cartel, Meyer said
that if Erupp succeeded in selling 15,000-20,000 tonnes at
better prices in both 187& and 1877 it would be profit en
clair and would make it easier for Krupp to compete abroad
(becausze the profits from domestic sales could cross-—
subsidize discounting in foreign sales). Anocther important
point was the prospective takeover by the Reich of the
railways — which the Minister pf Justice, Heinrich
Friedberg, regarded as certsin. 1f this happened (it did
rict, but the state takeovers of railways had a similar
effect), Krupp s should join the cartel to ensure its quota
cf rail orders. Meyer added:
npere Yrupp is afraid, si;ce we are by far the
mo=t advenced, that ws may bind curselves with
lese well ecuipped works. He was very astonishad
tc hzar that Union, Hoesch, Meiderich etc. are
rather bstter tham worse eguipped than we are!"se
Meyer struchk the Procura in Essen as too enthusiastic
for the cartel, and they urged him to play hard to get.

Meyer promised he would, and would conduct the negotiations

52. Mengeringhausen, Schienenfabrikation p. 763 Carl Mever,
Berlin, 5 March 1876 to Sophus Goose in Essen, H.A. Krupp,
wa IV fols. 125-127.
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with Russell in the sense "that we do not want to know
anything of such an actual cartel!'" But Meyer once again
put his view to the Procura in favour of a cartel. Mever
began by saying that he was basically opposed to a cartel.
In addition he would only conclude 2 cartel for 1-13/.
years, which is how much longer he expected the hard times
to last. Meyer advocated a cartel because he thought Alfred
Krupp and the members of the Procura, such as Goose and
Minssen, were over—optimistic about Krupp s situation. First
cf all, he did not beliesve he could yet trust the firm s
figures; they were better than they had been before 1874,
but Meyer felt there were still important errors in the
accounts. Even if he accepted Minssen’'s figure for the cost

tonne of steel rails - 145 marks - Mever was
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rict yet certzin if the conditions prevailed toc allow that
low & cost of production. ¥rupp was still locked into
contracts to buy ancther 20,000 tonnes of iron eore at high
prices. In addition, the cost of production might rise
again if Krupp needed to secure supplies of coke which was
fres from phosphorous. Alfred Krupp had remarked that the
Sparnish iror cre would be useless ;f one added phosphorocucs
contained in the cocke. (This concern was actually something
of a red herring: it is true that impurities in coal affect
the guality of iron, but most of these impurities, most

notably sulphur, burn off during coking and are not present

in coke.*®®) Meyer returned toc one of his favourite themes:

5G. Colin William Roberts, £ Legacy from Victorian
Enterprise: The Briton Ferry Ironworks and the Daughter

Companies (Gloucester, 1982} pp. 43-44.
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Krupp s backwardness compared with other works:
"You should alsc consider that many competing
works are still better equipped than we are.
Namely Meiderich, Hoesch, and even the Dtmdr
Union, who can fabricate directly from their
blasF furnaces, an advantage, which Herr AK rates
so highly, that he is holding fast to the thought
of setting up a similar establishment at a later
period,; possibly in Spain, possibly in
Duisburgt e
It is interesting to note that Meyer particularly
feared the newer firms such as the Rheinische Stahlwerke of
Meiderich (established 18&9) and the Eisen— und Stahlwerl
Hoesch (established 1871) as well ac the Deortmunder Union,
but not older works such acs Phoeni» and the Hoerder Verein.
learly what he feared was that the newer steslworks had
equipment to manufacture steel in one heat, and were thus
better equipped than Krupp. Meyer s fears were probably
exaggerated - we already kriow the tribulations of the
Dortmunder Unicn, and the Rheinische Stahlwerke suspended
payment in 1877 - but it iz a sign of a good businessman if
one fears and anticipates one’'s competitors.

Meyer was able to overcome the doubts of the Procura,

and the new rail cartel was formed in 18746. The quotas were
[

divided up as follows:®?

1. Rhenish-Westphalian Group Shares
1. Friedr. Krupp, Essen 152,000
2. Bochumer Verein, Bochum 98,000
3. Union, Dortmund ?1,857
4, Gutehoffnungshiitte, Oberhausen 58,937
5. Hoerder Verein, Hoerde oR, 987
&. Dsnabricker Stahlwerk, Osnabrick 58,987

&1. Carl Meyer, Berlin, 8 March 1876 to Sophus Goose in
Essen; Carl Meyer, Rerlin, 10 March 187& to Sophus Goose in
Essen in: H.A. Krupp, WA IV 1439, fols. 132-134, 142,

62. Mengeringhausen, Schienenfabrikation p. 79.
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N
7. Rheinische Stah lwerke, Ruhrort =8,987

8. Eisen- und Stahlwerk Hoesch 97,597
9. Phoenix, Laar 56,107
10. Aachener Verein, Rote Erde 56,107

Total, Rhineland-Westphalia 748,454

I11. Saar-Mosel Group
11. Gebrider Stumm, Neunkirchen (Z/7)
12. de Wendel & Cie., Hayingen (4/7) 74,328

III. Sundry works

13. Ver. Koénigs- und Laurahiitte 59,9582
14. Kinigin—-Marienhiitte, Cainsdorf 42,452
15. Friedenshiitte, Morgenroth 35,000
1&. Bochumer Stahlindustrie, Bochum 22,771

Total, entire cartel 1,000,000

The cartel applied to Bessemer or Martin steel rails of at
least 16 kilos/metre in weight. (Iron rails weigh on average
70 kilos/metre.) Steel ingots suitable for the manufacture
of rails were included ir the guotae and rould not be
delivered tc cartel outsiders. Replacement rails were not
part of the guoctas,; but could not be delivered to outsiders.
Cartel members were to reduce their guarantee on rails from
1¢ years to S years. Within the Rhenish-Westphalian Group,
there was & regular settling of accounts every sivy monthe in

ash. The cartel applied only tc Germany and Luxembourg, e

r

Thi=z cartel attracted a good deal of attention, az
opposed to its predecessor, becaus#® of the debate over the
introductior. of pig-iron tariffs. What the oppornents of the
iror industry particularly objected to — Eugen Richter
damned thics in & speech in the Reichstag on S May 18772 - was
the dumping of rails in export markets. These conditions
prevailed during the variocus troughs in the iron industry,

namely 1874-1878, 1883-1888, and 1892-1897. Rails were sold

&Z. Mengeringhausen, Schienenfabrikation, pp. 79-80.




at 2/3 of the domestic price or even less, cometimes as low
as half the domestic price.e=

Although “"dumping” is the expression which prevails in
the literature, it is a concept withmany flaws. Dumping
assumes the sale of production below cost, in a process
initiated by the manufacturer. But in many instances the
market was so weak that prices did not fall because the
manutacturer deliberately cut tham, but the market gave way
before the manufacturer. In addition, cost=s of production
were in a state of constant fluctuation. Carl Meyer =aid in
the passage I gucted above that he did neot believe that
Erupp knew the true cost of manufacturing rails. The cost
of production constantly varied with the guality of the
cutput of the coal and iron ore mines, with wages, and in

reacticon toc numercus technical innovations, of which the

r

he Thomas process. Dumping is a flawed

0
)

ost important wacs
concept because it imagines the manufacturer having a fixzed
production cost and then going out to sell below cost.

This is not the way it happened. Rather, Carl Mever or

Wackter in St. Petersburg would win orders for Krupp, which
L )

might be a mark or two pelow the cost of productien,; and

ther they would go back toc the factory and technicianz like

Minssen would reduce production coste by ancther mark or two

=0 that Krupp made a profit after all.

The unwelcome publicity which the rail cartel received

made Alfred Krupp want to break it up. On 22 July 1880 he

wrote tc the Procura that under protective tariffs the

&4. Mengeringhausen, Schienenfabrikation, pp. .52, 60-&63, 77 -
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cartel was just an association of cutpurses, and he did not

want to make prices like "Jewish traders (Handelsjuden) and
petty pedlars.” He repeated this argument in a letter to
Hanns Jencke on 10 August. On 16 December 1880 he again
wrote to the Procura, saying that now that Bismarck had
become Minister of Trade he could be rightly indignant about
the continuation of the rail cartel, because the iron
industry had him to thank for the protective tariff. The
state railways would buy rails overseas az a counter-—
measure. Bismarck must be given, through Krupp's exit from
the cartel, a document of thanks and acknowledgement for the
protective tariff.==
The Procura, however, did not act on Alfred Krupp’'s
suggestion guickly encugh and on 2 April 1881 he wrote to
them:
*"So the cartel i issalved. One can only sssume
that it would ha Eeen better for us in the eyes
cf the governmentz, of Bismarck, and of the
railways if we had done it since now Baare will
writz to all the directorates and make himself the
favourite child and through good will towards him
fich away orders from us in front of our nose. He
will enjoy the fruit which I would have liked to
seen saved for us, when he says now that he would
have regarded it as an irjustice te still
corntinue after the introduction of the protective
tariff & grouping which was no more justified. In
short I believe that Baare has already been
everywhere, that he will have even put his iron in
the fire with Minister Maybach and that he will
take away lovely orders in front af our nose."

For this reason Krugpp felt the firm should quickly tie up as

many long term contracts for rails as possible: he estimated

&65. Alfred Krupp 22 July 188C to Procura; Alfred ¥rupp 10
fugust 1880 to Hanns Jencke; Alfred Krupp 1& December 188
to Procura, summaries in H. A. Krupp, F.A.H. II B. I5& fols

33-42.
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the cost of steel rail production at 10S marks, and he
suggested rails be sold at an average price of 125 marks.ee

It is interesting to note that Krupp’'s cost of
production for rails had fallen by nearly a third - from 145
marks in March 1876 to 10S marks in April 1€81.

In the 1880's, however, the rail cartel was once again
revived, and this time on an international basi=s. The
earliest proposer of such an idea was Wilhelm Heinrich
Miiller, who reported to hic father on ? January 1B76:27

rr Ruzsell has enthusiastically taken up an
uggested by me: to found & rail cartel,

lar to the one which has existed for Germany

- many years, for foreign countries as well. I

would take over its direction as general

representative. Herr von Hansemann is also

intereszted in such an organization. At the moment
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this guestion is not yet ripe. The
representation can only, because iron rails are
rnict euportable to Bslgium and England, relatse to
cstgel rails. The stesl! rail cartel however iust
recently fe21l1 apart because one could not reach a
new contract. The works are now wgglng a war to
the desath, which must however onoce aga:
rnaturally lead tc a peace, and — atter the heavy
finarcial sacrificesz — a lasting peace. 0Only when
crie has reached an agreement for the domestic
marlet will it ke time to extend the cartsl to
foreign parts.”
The first irnternational agreesment for railce was signed
[ ]
on T January 18287 betwesen Servaes, the General DPRirector of

the Fhoenin, who reprezented the German rail cartel,; and
Director Wittgenstein for the Austrian cartel. (The
Wittgensteins were an Austrian Jewish family who had

n the Bohemian iron industry, notably

(=5

important holdings

&5. Alfred Krupp, Essen, 2 April 1881 to Procura in: Alfred
Frupps Priefe und Niederschriften vol. 19 (1881-1287) fols.

S4-55.

&47. Scheibler, Westdeutsche Ahnentafeln, p- 228.
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the Prager Eisen—-Industrie—-Gesellschaft, or "Prageisen”;
the philosopher was a member of this family.) The second
international rail cartel was concluded on 28 January 1884
in London, when fifteern British firms, five Belgian firme,
and the Berman cartel founded the International Rail
Manufacturers’® Association. But the British and Belgians
were never as enthusziastic about the cartel as the Germans,
arid when the market in Britain revived in 188B&, the cartel
was dissclved as of 202 June 1884. The GBermans then drsw up
a tighter cartel amcong themszslves plus the Eissnhittenverein
Didelingen f{(of Dudslangs in Luxembourgl). The rail cartel
was gradually sxtendzsd to tzke in other railway materiel,
fisgkrlatez, and served as the core of the
Stahlwarksverbarnd in 1903.e°

D. Conclusion.

rn the first part of this section, ! hoped to show how

[

the willingness of bankers lend to medioccre concerns
{Dortmunder Union, Phoenix) did not mean that they were
equally free with their money with talented industrialists.
No Berman industrialist has a higher reputation than Krupps:
.
a reputaticn established as early as the Great Exhibition of
1i851i. VYet the bankers treated Krupp very badly. This is
why it was important for German industry that there were
numerous small private banks in the 1830°s; a Krupp could
keep on knocking on many doors until e found one opened by

a Deichmann or a Meyer—Cohrni. The loan of 1874 shows the

Di=contc-Gesellschaft placed in a delicate peosition: it ics

68. Mengeringhausen, Schiepenfabrikation, pp- 80-91.
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already deeply involved with the Dortmunder Union, yet has
to provide funds to one of the Union's bitterest rival=s. We
then see the Disconto-Gesellschaft attempt to deal with this
problem: first by strong-arming Krupp to stop cutting
prices, and when it could noct do this because cof Krupp s
ally, the Seehandlung, it attempted toc reach agreement
tetween the Dortasundesr Unicn and Krupp. A plan to divide up

thie Rus=zian market was suggested, but never seems to have

reached fruiticn; an agreement was reached, however, within

the wider Jramewcorks of the rail cartel. I want to
emphasize once again that the impetus for thise cartel,
howeveir ; came from industry — not the banks.
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V. Investments in Coal—-Mining:
The Gelsenkirchener Bergwerks—Actien Gesellschaft.

A. Introduction

Aamong all the industrial companies founded by the
Disconto-Gesellschaft, there are only two unqualified
succeszes: the potash mine, Xaliwerke Aschersleben, and the
Ruhr colliery, the Gelsenbtirchener Bergwerks-Actien-—
Gesellschaft. Disasters like the Dortmunder Union are much
mcre common: although not on such a large—scale nor lasting
for so many years, the hicstories of the lead mines "Neue
Hoffnung", "Bertha I=zabella", and the Commerner Pergwerks—
und Hitten—Actien-Verein, of the iron ore mine Harzer Union,
cf the collier-iee cwned by the Bochumer Bergwerks-Actien—
Gesellschaft and the Mengeder Rergwerks-fActien-Gesellschaft,
of the Brunswick Railway Company, the Crefeld-kampen
district railway, and the Grest Venezuela Railway,of Victor
Popp = Internationale Drucklufi- und Electricitats-
Gezzllschaft show that the Dortmunder Union was not an
isclated episcde. I do not have the space to discuss any of
thece ventures in detail (although I have touched on the
Mengeder Bergwerks—éctien—aesellschb¥t above, pp-29¢-1f) but I
have listed them in outline form (see above, pp-40-43 ).

Ircnically, the Gelsenkirchener Rergwerks—fActien—
Gezellschaft sharss the same crigins with the Disconto-
Gesellschaft s greatest failure, the Dortmunder Union: it
too was a joint Grindung of the Ruhr industrialist Friedrich
Grillc and the Disconto-Gesellschaft. The GRAG is often
produced as procf that Grillc and Hansemann were not really

at fsult for the failure of +the Union: the two companies, S0
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similar in their origins, so different in their fates, show
how aleatory business is, and we should not blame Grillo and
Hansemann, but chance.® But this coincidence in founders
does not cancel the fact that by the early 1870°c the two
enterprises already had strikingly different backgrounds.
The Unicn merged widely separated works, with different

needs and different products; the GBAG was made up of two
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y under the same managemesnt for
twanty ysars. The GEAC was founded according to a formula

which had succeeded befsores, at the mine "Consclidation", =z

n

Grillc well knew:; the Unio~ according to 2 formula which had

failed before, &t ths Phoeriy, ac Yarsemann should have
koown. The collieriez whizh were to form the GBAG had a
decade of =uc-zesz behind them, urnder & brilliant manager,
Charles DPetilligany the coopornents of the Urnion had never
bzen ezpecially profitable, had often undergone drastic
recrganization, and had had mediocre or strikingly bad

managers, suchk as Nicclaus Druckenmiilller and Bethel Henry
Strousberg. Eut there were alsoc elements Hansemann and
3rillec ceould nct be expected to foresee. The coal industry
underwent no drastic revolution in tée next twenty vyearcs,

-1 =
el a D

+ the ircn industry shifted from iron and puddled steel

b

rt

O Bessemer steel
All called for huge new investments — and the Unicon was

saddled with old technclogy from the first. Furthermore; in

the perscn of Emil Kirdorf Grille and Hansemann chanced upon

1. Maximilian Miller—-Jdabusch, So waren die Grinder jahre
{Diisseldorf, 1957} p. 42.
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one of the greatest managers in the history of the Ruhr.
Another ironic connection between the most and least
successful enterprise in the Ruhr is that it was Wilkelm
Heinrich Maller, the Beneral Director of the Dortmunder
Unicon and a friend of the Kirdorf family, who recommended
Emil Kirdorf to Friedrich Grillo.= Finally, although one
should not ascribe sverything to it, we carnot entirely
discount the factor of luck, which is especially important

in the aleatory busines The Union was
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remarkably unlucky. The GRPAG's collieries, by contrast,
were cnly rarely visited by ac-idents — extraocrdinarily good
luck for & mining company.
The following outline will give an overview of the
history of the GBRAG:
1545-18%7 Concessions granted for the coa! mines
"Rh=zine-Elbe" and “Alma".
Z—1857 Transitory phase under the Phoenix.

105

S W R ¢

1857-1872 Mines sunl and start producing under
Charles Detillieux.

Pre-—
history

B )

73-187%9 GEAE fourded, fends off the depression.

20-189F Pericd of growth through acguisitions on

the way to cartellization.

1897-1203 RWKS founded. Further growth and
acquisitions in a cartellized coal
market. ¢

190Z-1212 Iron conquers ccal in the RWES. GRAG
Lecomez a mixed coal and iron concern.

1212-192&5 GRBAG abs=orbed into Stinnes concern and
then into Vereinigte Stahlwerke.

1926-1931 Pseudo-stabilization. Share purchases of
GEBAG by Friedrich Flick.

1922-1945 Crisis of Vereinigte Stahlwerke, Flick

bzailed cut by the state. Drastirc

recrganization, end of the traditional

GRAS. Armam=nts boom, noiselescs

2. Friedrich Artur Freundt, Emil Kirdorf. Ein Lebensbild.
Zum finfzigijdhrigen Gedenktage seines Eintritts in den
Ruhrbergbau (Essen, [122131) p. 103 Walter Bacmeister, Emil
Hirdorf. Der Mann — Sein Werl (Essen, 2192&6) p. 20.
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inflation, Vereinigte Stahlwerke
reprivatized in 1936.

1945-1954% Vereinigte Stahlwerke broken up. Alliecs”
plans for further dismantling and
denazification fended off.
Reconstruction.

19556-196& Last hurrah of the coal industry. GRAG
shifts more resources to oil production;
1947 digcovers il in Libya.

1964 Cricic of the coal industry begins.

12£9 BRAG mines go to Ruhrkchle AG.
1973-1978 Veba acquires GEAG.

1979 Veza sells GBAG to Deutsche BF AG of

Hamburg.
In the following chapter, I shall concentrate on the
rpericd 1873I-1879. The BBAGC s growth through acquisitions

from 128C does provide many interesting examples of the

notably by Oskar Stillich and Friedrich Artur Freundt.> For-

n

the 18727°=, however, Kirdorf c correspondence with hi
bankers has Lbeer preserved, and this correspondence has not
hitherto been sxploited, Wirdor-f s cor-esponderce with his
bankers {chisefly Emil Russ=211) shows many parallels with
other "dialcgues bstween management and the supervisory
board", such as that between Nicolaus Eich of Mannesmann and

Man Steinthal of the Dsutsche Bank which Hartmut Pogge-von

m
(=]

Strandmann has recordesd, and the dialogue between Jaccob

cher of the Rheinische Stehlwerkes and Arthur

X
B
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Salomornzohn of the Disconto-Gesellschaft, which Werner Mosce

3. Oskar Stillich, Steinkchlenindustrie (Leiprig, 1904 pp.
134-19¢ (=Nationaldkoncmische Forschungen auf demr Gebieste
der Brossindustriellen Unternehmung, vol. 2); Fried-ich
Artur Freundt, kKaspital und Arbeit (Berlin, [{19291).
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has recorded.”® The Kirdorf-Russell correspondence provides
us with another glimpse of how the relationship between a
universal bamk and its industrial client could operate at

its best.

B. The E=stablishment of the Gelsenkirchener
Bergwerkse—-ACtien—-Gecellschaft.

After his apparent succezs in founding the Dortmunder
Urion in 1872, Friedrich Grillo looked around the Ruhr for
new proiscts. Among Grille s new plans was one to acquire
a1l the minzs in the Geleentirchen depression (as the Essen
Mulde, or geslogical depreszicn was called — =& place where
ip) under foreign ownership and consnlidate

ther. A similar venture, thes consolidation and merger of

fi

r+

numercus mines to form

he apprepriately named
wConsolidation" im 1247 had been one of Grillo’s outstanding
zurcessez.S The Franco-German antagonism after the war of
1870-71 led Fremch capita! to shun, if not to withdraw from;
Rhineland-Westphalia, and so Grillo concsidered the time ripe
to take ove- the foreign-owned collieries. The minezs under

conzideration were five: "Dahlbusch" - BRelgian capital under

-
1)

the leadership © osegh Chaudron; JSHibernia™ and "Shamrock"”
- Anglo-Irish capital under the leadership of William Thomas

Mulvany; ant the French ccllieries "Rhein—-Elbe" and "Alma".

4. Hartmut Pogge-von Strandmarng Untérnehmenspolitik und
Unternehmensfithrurng. Der DRizlog zwischen Aufsicht=rat und
Vorstand bei Mannesmann 1900 bis 1919 {Dlicseldorf and
Vienna, 1972); Werner E. Mosse, Jows in the German Econcomy:
the Berman—-Jewish Economiz Elite 1820-1935 (Ouford, 1987)

Ep. 260-270.

. Freundt, Kapital und arbz=it, p. 15; DRie

teinkohlenbergwerie der Usreinigte Stahlwerke AE. Dis
Schachtanlage Alma in Gelsenkirchen (Essen, 19Z20) pp. 16-17.
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"Dahlbusch" turned BGrillo down, and instead its owner, the
Sociéte Anonyme Belge-Rhénane de la Fuhr converted itsel+f
intc the Bergwerksgesellschaft Dahlbusch in 1873,
"Hibernia" and "Shamrock" entered into negotiations, but
Grillo dragged them out for tactical reascns and missed his

cpportunity. Insteaed the Berliner Handele-Geesellschaft and

1

- Bleichrider bgught the mires from the Gewerkschaft

)
n

Hibernia for 5,384,000 thalercs (16,152,000 marks) and formed
the Hibernia und Shamrock Bergwerksgesellschaft, an AG with
a share capital of 5,600,000 thalers (16.2 million markes).e
"Rheirn-Elbs" and "Alma" were owned by the Sociéts dec
Charbonnages de Gelsenkirchen Detillieux et Cie., a Société

en Commandite par Actions (Kommanditgesellschzaft auf

Aktien), which had Charles Detillieux as its Bérant

n

r
n

(Gegchcftesinhaber). Detillieun agreed through an

ermediary, the Berlin and Breslau private banker Jacoh

Landau, to sell his mines for 4,240,000 thalers (12,720,000

n

marks). The contract was signed on 15 January 1873 with

&. Freundt, Kapital und 6rbeit, p. 16; Gerhard Gebhardt,
Ruhrberghzsu. Geschichte. Aufbau und Verflechtung seiner
Gesellschafter und Orgarisaticonen Essern, 1957) pp. 117-
118, ZT1; Wilhelns kKesten, Geschichte der
Bergwerksgesell=chaft DReblbusch {(Esser, 1252) pp. 27-Z2:
Kurt Bloemer=s, William Thomas Mulwvany (1804-1885). Fin
Beitrag zur Geschichte der rheinische—westfilischen
Groszinducstrie und der deutsch-englischen
Wirtschaftsberighungen im 19. Jahrhundert (Essen, 1922) pp.
70-74 (=Verbfentlichungen des Archivs fir Rheinisch-
Westf3lische Wirtschaftsgeechichte — Rheinisch~
Westfilischesz Wirtschaftsarchiv in Kéln, vol. 8); Hanms
Firstenberg, Carl Firstenberg. Die Lebensgeschichte eines
devtschen Bankiers 1870-1914 (Berlin, 1931) pp. 122, 127,
36%2. Firstenberg confuses the two Mulvany enterprises
Hiberniz % Shamrock and the Prussian Mining and Ironworks
Company, which cwned the mines "Hansa" , "Zollern", and
"Erin". The latter went bankrupt in 1877, but Hibernia was
unaffected.
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effect from 1 January. Grillo, who never let himself be
bound to one bank, but who flirted with them all, in this
case decided to bring in the Disconto-Gesellschaft to help
him set up the company; the year before, they had combinred
tc form the Dortmunder Union. It was a natural choice,
since one of Detillieu. s bankers was that close ally of the

Disconto-Cesellschaft, the Colegne bank Sal. Oppenheim jr. +

Cie. On T January 1877 Grillo and the Disconto-Gesellechaft
fourdsd the Gelsenkirchener Bergwerks-Actien-Besellschaft,

marks) — 262,900 thalers mcr-e than Detillieur =old it fo-.

For the Grinderishre, that was by no means excessive.”

of tF

m

The chisf azcest

n

company — the cellieries
"Rhein-Elba" and "Alrz" - were extremely valuable
possecssions. Trey bordered cor each other forming a fairly
regular corcession where the coal lay well in the seams and
which was larger than mozt of the neighbouring minez. The
size of “"Rhein—-Elbe" was 414 hectares, "Alma" 347 hectarecs,
togsther 7&1 hectaress; among reighbouring mines, "Hannover®

was 414 hectares, "Dahlbusch® 40C¢, "Hclland”, "Centrum" and

"HKénigsgrubs" T10¢ hectarssz apiecsz, "Bonifacius" 276 and the
famcus “"Hibernia” only 207 hectares. "Consolidation” and

the vast "Monspol" were biggeir, but "Maonopol" had yet to

begin production, and consolidated (as they would be in

7. Statute, Société des Charbonnages de Gelsenkirchen
Detilliew: et Cie (Paris, 25 April 1872) p. I, BRA, GRaG
firchiv, Bz. 1. 10 OO0 Nr. 1; Freundt, Kapital und Arbeit,

pp. 12, 1&; Schachtanlage Alma, pp. 15-19; Gebhardt,
Ruhrbergbaw, p. 192; Rondo E. Cameron, France and the
Economic Development of Furope 1800-1914. Conguests of Peace
and Sesds of War (Princeton, 1961) pp. Z74-375.
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1877) "Rhein-Elbe” and "Alma" together would even overtop
“Consolidation"”. Because the mines were in the centre of
the Essen geoclogical depression (Mulde),they possessed all
the better types of coal, from the gas coal seams to
anthracite. The anthracite, lying deepest, could not be
profitably mined, but it was not a very valusble type of-:
toal. The sears were remarkably thick and of high quality;
mcst of the gas coal seams were over a metre thick. Tre fzt
coal seams were even thicker, soc that famous sesams 1ike
"Laura" cculd boazt of 3 thiclness of Z.2% petresz

"Viktoria® 2.40 metres, “Sustzv- 2 metres, "Mathiaz" 2.50

metres, "Hsrrenbark"” 2 meitrsz and "Dickebank" 2 metres.
"Rhein-Elte” had only beern rined at the 1S2 metre level; and

The two mines were remarkably good chiects; and in Emil
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Hirdcrf they found cne of thz asst talented
Ruhir . In his very first year ¥Yirdorf won his spurs by
increasing cutput substarntizlly:

Monthly produaction of the GBAG (tonnes), 18737

January 2?,335.2
Teb-uary 21,3221

October Fg,911.8
December TE,259.6

Mines and mine manager alike had remarkable gqualities, They

8. Freundt, Kapital und Arbeit, op. 16-17; Bruno
Simmersbach, Die wirtschaftliche Entwicklung der
Celsenkirchener Bergwerlks—-Aktien—-Gezellschaft vorn 1877 ki
1704 (Freilberg/Saxony, 19056} pp. S-6&.

n

?. Simmersbach, Entwicklung der GBAG, p. ZF1; Freundt,
HKirdorf, p. 14.
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An Overview.
irdorf ‘s correspondence with his bank

D.1873-1879:
Before I discuss the specific preblems ra

K



the GBAG's experience during the 1870°'s, acs depicted by

Kirdorf in the annual reports.

The Gelsenkirchener Bergwerks-Actien—Gesellechaft wa

n

founded at a very late stage in the Grinder jabre, but not

tooc late to enjoy one year more of boom: the decline which
hit the railways in 1872, and the ironworks in 1873, only

hit th

fot

m

coal market in 1874, Long term caontracts did

»

T
m

prevent the GBRAG from immediatsly reaping the full benefits
ot the remarkable increases in coal prices which toobk place
in 1873, and the boom also brought ite disadvantages:
between January ard December 18737 wage:s increased 30.7%.

There was a shortage of railwsy wagons, and the mine had to

n

tocckpile ceoal until the shortage was relieved. Fortunately
by December it had sold nezrly all its cosl. Gelsernkirchen
cosl was scld abroad and used to mzke gas to illuminate
Faris. The comgpany alsc sold cozl to eastern Germany and tc
railway comnpaniscs. 100,000 wagons af coal had heen =old
under contracts comcluded in 18735, but to be fulfilled in
1874 - at 1877 price=s. Kirdorf commented furthe-, acs he
wrote the annual report in spring 1B74:
"The totally extracrdinary height ceoal prices
have reached can no longer be maintained without
damaging cther branches of industry, and the
expected reverse has now come about. We can
expect, instead of a roaring boom,; quieter
trading conditions.”
The company hoped it could compensate for falling prices by

increasing output and reducing the costs of production.?®®

In the annual report for 1874 Hirdorf reported that the

10, GEAG Annual Report, 187Z, BRA, GBAG Archiv, Az. 1 30
00, Nr. 1.



drop in coal prices had come, but far more than expected:
prices fell by as much as 30-S0%. As early as 11 January
1874 a meeting of the Essen operations committee (one of the
two committees of the administrative board: the other was
the Berlin financial committes) urged the following
economies because of the falling coal prices:

1) Dismissal of a1l workers whose servicee could

be dispensed with;

2) All poscsible cost savingss

3) Bradual wage reductions.
Later that year the management could report to the
administrative bcocard ths success of its attempt te 1limit the
number of workers to only those needed, to reduce wages and
also, increase productivity, and thereby reduce the
production costz which had increased =oc substantially in the
years of the boom. In fact, on "Alma"” the workforce was
reduced, yet ocutput rose; this was because the previous year
some special timbering operaticne had to be carried out,
which were now complets. Fortunately for Belsenkirchen,
the good lie of the seams made for low production costs, and
the good quality of the coal meant there was always a demand

L 4

for it. PBut the coal market was extremely cutthroat. In
some instances the company had to grant price concessions,
in other cases, especially with coal merchants, the company
had to allow them to pay compensatioh {Reugeld) to get ocut
of their contracts; this unsold coal then had to be dumped
on a weak market. The GBAG said it could have sold more of
its gas coals tec the Berlin municipal gasworks, if it had
rot been for the 20% increase in railway freight rates,

effective 1 August 1874, A history of the GBAE written in
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1898 blamed this rate increase for the GBAG's loss of the
Berlin market to Upper Silesia. Actually, the railways
granted concesszions tc the GBAG so it kept ite customers (as
we will see below). The increase could not be made to stick:
the railways were toc hungry for bkusineszs. The GBAG
continued to sell gas coals toc Faris and other gas

companies, ard alsc sold coal to varieus railway

Coal demand acted strangsly in 1875. From the
beginning of ths yesar prices fell steadily. Suddenly in the

ecame sc lively that it was almost impossible

o
[t
r-'-
L
3
ot
Q
m
3
m
r}
0.
r

tc satisfy the call for bestter gualities of coal, especially

gaz coals. I~ MNovember 1875 thz demand could be satisfied
only with the greatest effort. "Alma" achieved the then

increditle output of 24,000 centnerc (1200 tonnes) a day.

Irn the coal production of that year in the Regierungsbezrirk

Arnsherg - the Prussian regionsal government district which
included the most productive part of the Ruhr — "Alma”
ranked sscond, after the giant "Consclidation®; "Rhein—-Elbe"”

was sixth. By the time Kirdorf wrole the annual report in
spring 1875, however, demand had fallen off again. But
Gelsertirchen had expanded the market for its gas coals, and

was now exporting toc Belgium as well.*=

11. Sitzung, Essener Retriebs-Comité, 11 January 1874, BBA,
GRAG Archiv, Az. 1 24 00, Nr. 1; Bericht der Direction far
das Beschaftsjahr 1874, attached to Verwal tungs-Rath
Sitzung, 1& February 1875, BEA, 8BAG Archiv, Az. 1 24 00,
Nrr. 1; GBAS Annual Report, 1874, BEA, GBAG Archiv, Az. 1 30
00, Nr. 1; GEAG Festschrift 1898.

12. GBAG Annual Report, 1875, BRA, GBAG Archiv, Az. 1 30 00,
N, 1.



1875 saw matters get steadily worse:
"1f previously many people could observe that
although the iron industry was in a bad state,
coalmining in Westphalia had made astonishing
progress and thereby concluded that things were
not so bad with industry overall, the
development of recent months has shown that the
coal industry too is seriously threatened by the
ironworks ' reductiors and closures of
operatiocns, and cannot easily withstand the
resulting shortfall in demand. The lescer grades
of cocal especially find no takers, even at rock-—
bottom prices."

The mild winter of 1B7S might explain why there was no
increase in demand, but noct why demand should fall, a= it
had since December 1876. Fortunately the mines in the area

of BGelsernkirchen had held up better because of the high

T

guzlity of their coal. The GBEAG had been able to sell &ll
itz coal at an average price of 40.77 marks per 100 centners
(8.154 marks per tonne>. The company was fortunate that
much of itz producticn wes already secured by multi-year
cantracts, at favouratle prices by the level of 1874, "Alma®

ernjoyed a high reputaticn for its gas coals, which the

two minees in 1877). The production of the mine increased
again, but the labsur force only insubstantially; the
compary instead had the miners work overtime during periocds
of peal demand. Since, however, prices were continuing to
fall, the company was considering cutting production. In
1874 the company had begun toc sink a second shaft for
“Ehein-Elhe”": this reached its intended depth of 320 metres

this year, and was then finished inside and ready to begin

266



production in 1877.3=

In 1877 the company increased production and
productivity yet again. “Rhein-Elbe" was able to do that
more easily than "Alms", for the first level on "Rhein-Elbe"
reguired nc more timbering and ripping, but all work there
was exclusively cosl-getting. "Alma" had a relatively bad
lie cf the seamz, s0 its inRcreases in productivity was all
the more noteworthy. Since 1872 the GBAG's production
costs had fallen by 11.2Z9 pfennigs per centner cof coal,
compared to a fall of 44.34 pfennigs in the sale prics

(compare table ahovel. If "Alra" had not reduce

88
e
+
n
n
[u}
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n

¥ production so substantially, its coal would have sold at
a lozs from March 1277 crnwards. It is more than likely that
Gelsenkirchen at specific moments sold cozl below cost, in
cther words engagsd in dumping. PBut the term "dumping™
impiies something intended, which does not correspond to the

constantly fluctuating costs and prices of the coal market:

-

Gelsenkircten did not “dump", ths market goave way before it,
and Mirdorf scld the coal anyway in the hope that by the
time he fulfilled these contracts e would have reduced his
costs enough =2 he could make a profit. Coal prices
remained soft un+til the second half of 1877; in September
they firmed, in the last guarter the liveliest demanrd drove

them up, but only for a short period. If the overall poor

industrial outlool meant that coal prices had to fall, thers

1Z. GEAG Annual Report, 1874, BRBA, GBAG Archiv, Az. 1 30
00, Nr. 1; Zeitschrift fiir das Berg—, HGtten—, und Salinen—
Wesen im Preussischen Staate (Berlin, 1875-1877) vol. 24,
Statistischer Theil, pp. 98-992; vol. 253, Statistischer
Theil, p- 973 vol. 2&, Statistischer Theil, p. 8.
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was still no reason for them to fall as far and as fast as
they had. Gelsenkirchen had resisted this movement to the
best of its ability. But Gelsenkirchen would rather cut
production than enter into long term contracts which offered
little insurance against an increase in the costs of
production. Fortunately, the figures for January and
February 1878 sesmed to indicate that an upswing (perhaps

the up

n

wing) was at hand.4

1872 was not as bad a

n

1877, but still could not be
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true recovery. Like cther companies,; the

GEBAGS occasionally was forced to have playshifis
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tockpile coal. In 1878 its

stockpile waszs 4750 tonnez. Firdorf observed in the annual
repcrt that the cold weather winter of 1878-1879 would help

some, but "s true improvement we can only ewpesct from a

Bewerkstitigkeit), which wz hope will not be long delayed.™

¥irdorf gprobabl, means that he hopez the agitation for iron
tariffs will succeed. Orce again the company succeeded in
raducing its costs of production. The GBAG al=c invested
its remarkably substantial cash pile in 4% Prussian consols
arnd Germarn governmant bonds.*S

The following year Kirdorf could finally report that
the crisis was over:

“1879 showed us in the first three quarters the

14. GBAG Annual Report, 1877, BRA, GBAG Archiv, Az. 1 30 00
Nr. 1.

15. GEBEAG Annual Report, 1878, BBA, GBAG Archiv, Az. 1 30 00,
Nr. 1.
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same troubled picture of more ecoromic
stagnation as in previous years; but it has
brought us the conversion to a national ecoromic
policy and the lively upswing in the last

uarter in business activity, especially in
heavy industry, finally assures us of the
proszpect of better times. We hope all the more
for a lasting and sustainable improvement for
Sur company as well, since at the at first too
stormy price increasegs are gradually being
directed intc the right channels, which will
bring a stable development and prosperity for
all branches of industry. The excessive
=spsculaticon of the yesars 1872-1874 ultimatel
brought about the egqually excescive pessimi
the last five years. whick iz now over at 1

The "national esconomic policy" was Bismarchk = re—
introeduction of pig—ircr ta-iffs. The cosl itndustry revived
because the wintes of 1879-128%0 was very cold and set in

ea~ly; demanZ froo the iron industry alsoc picked up, which

Fiag orcerrz for rails fleooding ir from the United States.te
Ir the LCegressicn of 18751872, &0-70% of cesl mines
in the Ruhr ocperate at a locss.'7 The GBAG, by contrast,

gaid a dividend every year {(often a very high dividend) and
to write down its properties and endow a large

rezserve fund. Kirdor¥ < hand vis—a—-viece hizs banker=s must

&. GRBAG Arnnual Report, 1879, BRA, GBAG Archiv, Az. 0 00,
Nr-r. 1; on the cold winter of 1879-1880, Walther Dabrit:z,
"Entstehung und Aufbau des rheinisch-westfilicchen
Industriebezirks" in: Beitrags zur Gecchichte der Technit
und Industrie. Jahrbuch des Yereines devtscher Inqgenieure,
ed. Ceonrad Matschoss {(Berlin, 1925} vol. 15, p. &24; on the
demand from the United States for rails, see the interesting
lettersz of Gustav Scodeffroy to Gerson von Bleichriéder,
Hamburg, 7 October and 20 October 1872, Bleichridder Archive,

Bo. XXXIV, folder 7.

i7. "Emil! Kirdorf und die Gelsenkirchener Bergwerks—-fttien-
Gesellschaft” in: Die Stadt Gelsenkirchen (Rerlin-Friedenau,
1927} p. 24 (=Monographien deutscher Stadte. Darstellung
deutscher Stidte und ihrer Arbeit in MWirtschaft,

Finanzwesen, Hvgiere, Sozialpelitik und Technik. vol. 20:
Gelsenkirchen?!.




have been stfengthened by the fact that the GBAG's lowest
dividend (3*/2%, 1877) was never as low as those of the
Discontc-Gesellschaft: 4% (1876) and 5% (1877). How did the
GBAG succeed where others failed? First of all, "Rhein-Elte®
and “"Alma" were remarkably good properties: their coal lay
well, it was a good quality gas coal, they were much larger
than nearly all their competitors. There was alsc ar
eiement of luck: "Rhein-Elke" and "Alma” were not visited by
serious accidents during thesze critical years. Thirdly,
Kirdof was a manager of genius. Fourth is the special
factor of the lcong term contracts with the Paris gasworks -

which I will discuss below. Finally, te survive in this

o
[ ]

pericd one 4 to increaze productivity., Output per man per

shift reached & very high level (for German conditions) in

et

thiz periocd, a level almocst unigue in the history of the
mine {(see table abovel. The desperate need to increacse

cutput per man must have torn at the nerves of masters and

men alike. Freundit, whco wrote his history of the GBAG in

4]

loz= corntact with Kirdorf, gives vent to thz despair men

must have felt in 1877: .
"Industry hse ancther ten years before it in
which it must fight about wages, producticn
costs, prices, freight rates, markets,
technology, in short fight for its existence.
Tern years — ! ... A generation uses up the
best yearz —-f its manhood in this struggle.™

It is noteworthy that Freundt assigns the end of the pericd

of falling prices to the same year, 1887, as does S. PB.
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Saul.*® Kirdor+ expressed this despair no less eloguently
in a letter to Emil Russell of 22 February 1877:
"Market conditions are pitiless at the moment ;
the pricec are falling in & shocking fashion
gnd the competition will be certain to undercut
it. One is therefore forced tc be travelling
almost constantly, and after all that in spite
of all efforts cne still cannot keep up the
sales."*®
Profits bore the brunt of crisis: dividends at the GERAl
fell from 23% (1873) to Sr/.% (1877, a fall of 746%. The
GBAG s net profit on each tonne of coal sold fell by 79%,
while coal prices fell only Se%. Wages 211 the least,
deaclining by 27% between 18737 and 1877, a decline partly
offset by dezlinez in principal foodstuffs: wheat fell =3
12%, ryes by 28%; potatosz fell by I5% by 1874, but recouped

lcs=z and in 1877 were only 18% lower tharm in

187= If we azzume that these foodstuffz convey an adeguate

picture cf miners’ expense=z, in "real term=" GBAG minercs’
wages =211 by cnly soms 10%. If miners’ wages had bheen
linket toc coal prices more directly, such as through =
sliding scale &z sxisted in South Wales at the same time,
they would have been worss off. Of the cother hand, when
recovery came 1n 1879 and 1827, thes tables above show
profits rapidly increa=zing while wazes remain stable. The
GBAE wage figures are for average wages per shift, however;

since productivity increased, those paid by piece ratecs

18. Freundt, Kapital und Arbeit, p. Z1; S. B. Saul, The Mvth
cf the Great Depresszign 1873-18%46 {(London and Rasingstoke,

1969) pp. 13, 15, 17.

19. Emil Kirdorf, 22 February 1877 to Emil Russell, BEA,
GRAG Archiv, Az. 1 24 70.
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(bedinge! - generally faceworkers, the "labour aristocracy”
— increzased their share of wages at the expense of these not
paid by piece, whose wages would have been cut more severely

than average.=2°

t

]

one thing which emerges from the annual reports iz th
Kirdarf{ was gradually cenvinced that what the coal industry
neeced was not high prices per se, but rather stability. In
1873 he noted that the high prices could nct be sustained

without damaging the rest of industry. In Movember 1875

there apgpeares to have occurred whaet on Wall Street would be
callied a cla=sic bear market rally - prices had fallen so
far thsat consumers felt thsy could not fall any further,
panichtec and all jumped into the market at the same time.

In the last guarter of 1877 there wazs the "liveliest
demand"”. The winter of 1872-1879 was also a time of lively
demand. Thues the overall picture of the 1870°'= is one of

falling coal prices, but freguently punctuated by buying

arnics — vsually in winter a= one might expect. HKirdorf

el

summed up ithe decade by saying that excessive speculation in

AN

ust as excesa3ive pessimism in the

[N

1872-1274 had led to

following five years. The cther idea which the experience

Q

cf the 1870°'c iapressed upaon Kirdorf was the need tc cut

C

production. Ey 1877 Kirdorf was not only afraid that
producticn costs could not be reduced further: he was afraid
he could not sustain the low level already achieved, and

would rather cut preducticn than enter into long term

20. Freundt, Kapital und Arbeit, p. 2303 J. H. Morris and L.
J. Williams, The South Wales Coal Industry 1841-1875
(Cardiff, 1958} pp. 282-284.
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contracts for fear lecst a sudden move of production costs
against him mean he could only fulfil his contracts at a
loss. But such a move taken unilaterally would only bensfit
competing mines, and in the absence of a multilateral
agreement the GBAG had nc choice but to increase production
still further.

It is interesting t& see how these two ideas, the nesd
for price stability and the nes? tc restrict production
multilaterally, began to germinate in Kirdorf’'s mind during

the 1870 s. Thizs iz not to =

-
ot

vy that from 1 January 18973

Ds

Kirdor{ wasz seeking nothing mo than to establish the

=
(8]
E
m

Rhenish—-Westphalian Coal Cartel. BRut by the end of ths
1872 s the germs wers already present.

Gne word more abour the Pepression of the 1870°s. It
wes clearly a tremendous strain constantly tc increase
roduction, caonstantly to incresase sales. But look at the
record of the S5BAG: production rose, productivity rose;, a
good dividend was always paid, wages fell only moderately,
esployment was stable and (after 1880) ricsing. Not all
companies hed such & happy experience: the Rheinische

Stahlwerke suspended payment in 1877, the Harzer Unicn went

o
]

nkrupt in 1879, the Schaaffhausen scher Bankverein, &

sajor lender to Ruhr industry, paid no dividends for 1875

=)

and 1874 and had tc be reorganized. Gelsenkirchen waz a
stunning island of prosperity.

E. Special Froblems of the 1B70°s

1. Introductiocorn: Kirdorf s Correspondence with his Bankers

It is especially fortunate that Kirdorf s



correspondence with the Discorto-Gesellschaft in this pericd
has been preserved in the files of the GRAG. There is no
other collection of documerts - with the partial excepticon
of Carl Meyer s correspondence at Krupp's - which caste such
a vivid light on what it was like to be a Ruhr inductrialist
in the 1870 's. At times Kirdorf could be very deferential

rs: an 7 November

m

towards senior Discontc-Gesellschaft partn
1875 Hansemann could scold Hirdorf like a schoolboy over an
error in the annual report which arcse becauss Kirdorf got
the number of worters on "Alma" wrong.2* A similar instance
cocurred in garly 1880 when Kirdorft wrote up the balance
shest for 1879 and concluded that to write as much off as in
s revicus years would not perait the payment of a &%
dividend, and recommended that the machirnery and stocks

X K]
.} b w

3
b
m

iniverto itten dow- by S5¥% instead of 7r1/2%.

Al¥rzd Lent wrote back and agreed, but propcesd instead that

merous pieces of property the

[

HEvelmann's farg {ore of n

of
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n

SBAE acqguired in the 18707z, presumably becau
subsicdence) be deprecisated by 7*/2% instead of 10%4; and
Kirdorf accepted thisz suggestion. *At the time,; Lent,
alttough a Disconto-Gesellschaft pa-tner, was not yet a
member of the adoinistrative board of the GBAG - he jeined

; he had no right to help draft
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its annusal balance sheet.=®2 Most of Kirdorf s

21. Adolph von Hansemann, 7 November 1874 to Kirdorf, BB&,
BBAS Archiv, Az. 1 24 70.

22. Kirdorf, & February 1880 tc Russell; Alfred Lent, 17
March 1880 to Kirdorf; Kirdorf, 12 March 1880 to Lent, BPA;
GRAG Archiv, Az. 1 24 70; Gelsenkirchener Bergqwerks-—
Altien—Bezellschaft 1873-1913 (Dicseldorf, [19131), Appendixy,
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correspondence, however, is with Emil Russell, with whom he
developed a much clozer working relationship than he could
with the much older Hansemanr (Mirdorf was born in 1848;
Russell in 1837; Hansemann in 1824). Russell and Kirdorf

would meet before m=etings of the adsinistrative board and

(32

discuss all outstanding guestions. A letter of Russell frev
Dortound on 1& Fehruar, 1277, for exangple; said that such =

mesting was unnecessary oo thet oc

n

azion, because they
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rizal was very

clear .2 This close relationship with Russell could lead to
bizarre situations: in Juns 1877 Russell and Wirdorf held
the proxiez of the Disconto-Gesellschaft in the annual
gerner-al mesting of the Berg—Mark Railway Company. It would
ke hard tc imagine anything more incestucus: the largest
German bamk has its pariner, Emil Russell, whe from 1874

urtil 1881 wazs alsc General Director of one of the largest

]

Rubhi ironworks, and Kirdorf, the directcr of cne of the
largest Ruhr ccllieries, represent it inm the annual genera

meeting of ocne of the most imsportant railways serving the

Suhr 11 three industries had acdte conflicts of interest:
higher cocal prices hur-t the ironworks and the railwaves,
higher iron prices hurt the railways, mineowners and
irornmasters were constantly complaining that freight rates
were too high. Ne doubt it further impressed on Kirdorf the

need toc lcok beyond the petty interests of the collierie=z to

a4

2Z. Emil Russell, Dortmund, 16 February 1877 to Kirdorf,
BBA, GBAS Archiv, Az. 1 24 70.
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the general interests of all of heavy industry. At the time
he was more concernad with getting into the good books cof
the Discontoc-Gessllschafi. "It was an honocur and a plez=zure
for me, he wrote toc Russell, "to be of service to you and

yourr valued company.”"=24

2. baz Comparisz ¢ A Vital Market

Az I have said before, the years 18£9-1872 witnezzed a
railway boom; in 1872, howsver, high prices began to kill

ff the boom,arnd the cycle reverzed itself savagely. It was

It

easier to survive in the 1870’ 1+ & company could escspe

from this vicious zircle. The fact that the GPAG'=s cozls
rere ideally suited for producing gas, and the contracts
with gaswoarkzs which it theraby wcn, gave the GBAG exactly

such & means of escape: & market which was not dependent on

isted the crisis better tharn

Gasworks re

n

nearly any otter industrial comparies. Privately owned

vtation as onz of the
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most secure invesiments: and this was certainly trues of the
worlkz after the Crash of 1873, The premier German
v waz the Dautschs Contingntal—Bas—Gesel1schaft of
founded con 12 March 18S%, which in 1B87&
cixteen cities: Dessauw, Erfurt, Eupen,
Frankfurt/Oder, Gotha (lsased), Hagen, Herbesthal,
Luckenwalcde, Monchen—Gladbach/Rhey t, Milheim/Ruhr,
Nardhausen, Potsdam, Ruhrcrt, and in Russia Warsaw and

Lemberg (Lvov!, in Rustria Cracow. The share price and

24, Kirdorf, 20 June 1877 to Russellj Russell at the Union,
25 Juns 1877 to Kirdorf at "Rhein-Elbe"; Kirdorf, 26 Juns

1877 to Russell, BBA, GEAS Archiv, Az. ! 24 70
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dividends of Cocntigas show a remarkable stability:

Pividends and Share Fricez of Contigas, Dessau (in%)

ividend Share Price
18&%9 11r/5:% 16L£%
18702 11v/5% 160%
1371 12 /2% ieay
1872 182 /.% 1847%
1372 132 /2% 1747%
1874 13% 174 Z/4%
137S 13 1/32% 169%
1876 13 1/3% 159 1/4%
1877 1Z% 167%
1878 1Z2% 139%-
1879 13% 1£5%
188¢ 1Z% 175%
1881 13% 1e7%
18832 KA 170%
188% 17% 187%
NOTES: “Bourse takes fright over implications of electric
light.
SOURCE:Saling s Birsen—Fapisre, Eighth edition, (Berlin,
1883} pr. 48%9-491, 4%945-492,

The dividends and share grices of cther German gas companies

listed in Salirg’s Pirsen-Fapiere — the Allgemeins Gac-

Aztien-ECesell=chaft of Magdeburg, the Meus Gas=-Gesellschaftt

ite of Berlin, the Thiringer Gas-Gesellschaft of Leiprig

arnt thes Schlesische Gas-Gotizn-Sesellschaft of Breslau -
show & similar stability. CEComewhat surprisingly, the gas
campanizz were able tc preszsrve their positior ageinst

L]

ci stream, and most gas companies had their leozal
concessions amsnded so that they supplied electric light as

well.=® The gas industry never consumed as much ceoal as did

the ironworks and the railwaysz,; but the unusual stahility of

25. This account of the German gas industry relies on the
biography of the chief managsr of Contigas, DOechelhiuser:
Wolfgang von Geldern, Wilhelm von Dechelhiuser als
Unternehmer, Wirtechattspolitiker, und Sozialpolitiker
(Munich, 1271) (= Tradition. Zeitschrift fir
Firmengeschichte und Unternehmerhiographie, Beiheft 7).
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the market made it very attractive. One man with a most
expert knowledge of the coal market, the Upper Silesian coal
merchant Eduard Arnhold, invested in the Berlin—-Anhaltische
Maschinenbau-Actien—Gesellschaft because that company
preduced machinery for the gas industry, and Arnhold wished
to establish links to the gas industry to expand the market
for Upper Silesian coal.=e

Strousberg made the bourse’'s high opinior of
Geisenkirchen s Paris gas ccal contracts an element in his

attack on Friedrichk Grilleo:

"I dc nct attach Herr Grillo because he hacs
2t a high estimaete aon the value cf khis=
cllieriss, but rather I disapprove of the

blatant charez pusting (Ma-ktschreiereien)

which he uses to achieve a fraudulent agio.

The repcrtz of multi-year contracts with

Fari=z for gas coals, among cther things, are

de=zigned tc drive up the price of the

shares. "
Strouskearg was often an extremely perceptive fimancial
Journalist, but like Ottc Blagau, for whom Gelsenkirchen was
“the gpeak of swindle”, he could not distinguish between a

swindle and & perfsctly solid company-=27 The bourse was
right, and Strousberg wrong, in pinpointing the gas coal

+H Paris as an excellent foundation for

[

contracts w

Gelserkirchen’'s prosperity.

in

Ths business relationship whereby Gelsenkirchen ceoal

24. Kurt Zielenziger, Juden in der deutschen Wirtccha+ft

(Berlin, 1720 pp. 157-1G8.

27. Bethzl Henry Strousherg, Dr. Strousberg und sein Wirken
(Berlin, =187&) p. 88; Otto Glagau, Der Borsen- und
Griindungs—Schwindel in Deutschland (Zweiter Theil von "“Der
Bérsen— und Grindungs-Schwindel in Berlin".) (Leipzig, 1877)
p. S22; Miiller-Jabusch, Criunderiahre, p. 42.
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illuminated Paris went back to the Detillieux period.=e 1t
is ironic to consider that the later Pan—German Kirdorf
should have owed much of his success to French business
cbnnections; but as Béhme has observed, Kirdorf could be as
cool and sober in business as he was a hothead in
politics.=®® 1In fact, during the first few years of the
GBAG Kirdorf worked side-by-side with a French holdover
from the Detillieux period, August Demmler,>©

We have the minutes of a meeting of the Essen
committee of 10 May 1875 discussing the offer of the Paris
Gas Company to purchase 90,000 wagons of coal from 1874—
1880 at 10 francs (= 12.90 marks) a tonne. A lengthy debate
ensued; 1t was a difficult decision because of the size of
the contract and the price, which was below the current
market price. 1In the end, the committee decided to accept
the offer because it would only amount to a seventh of
Gelsenkirchen s output, and Gelsenkirchen s ocutput was
rising. If the coal market improved Gelsenkirchen would
have more than esnough coal to s=l11 at better prices. At the
same time Gelsenkirchen still made a handsome profit at the
comparatively low price of the contract, so if the coal
market collapsed it had a good insuranée policy. The

committee agreed to take up the offer, but to try to limit

28. GBAG Annual Report, 1873, BBA, GBAG Archiv, Az. 1 30 00,
Nr. 1; Freundt, Kirdorf, p. 13.

29. Helmut Béhme, “"Emil Kirdorf, tberlegungen zu einer
Unternehmerbiographie” in: Tradition. Zeitschrift fir
Firmengeschichte und Unternehmerbiographie (Munich, 1269
vol. 14, pp. 36, 41, 46.

30. Gebhardt, Ruhrbergbau, pp. 198, 308.




it to 1876-1878, possibly 1879, sc it would last only three

or four years.®! In the event, the committee must hav

regretted they had not made the contract longer,
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at the table of coal pricesz above will show. On 29 May 1874

7]

the GBAG signed ancther contraczt with the Paris Bac
Company.S=
Kirdorf showed himnself eager to oblige his most

important customer with thoze little things which add up ir

a businmess relationship. Thus Kirdorf tried to ghtain {for
Edouard Beclsr of the Paris GBa=s Cormpa-y, per their regusst,
a pocition on the Cerman stzrd 2% the Par-is Exhibition of

nilarly,, when fzchmarmn; the GBAG = cashier and

booklaessr, quit tc tets up 2 post at the cclliery"Hug:",
¥srdorf lst him lezve az szon as peossible, partly bscaucse
that was hiz policy when anyone left to go to & competitor,

i}
in

partly as a favour to soms "Paris friende” who were

interested ir "Hugo".=2* These French links presumsably led
tc & proposal in Septembsr 1B, when a Faris finance

partnercehip in a planned (alas,
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unspecified in the doguments: iron ore?) Spanish venture.
FRucsell wazs scegtical of the propoczal: since the beginning

of the ysar & distorbirng promction swindle (bedenklicher

73, Eczener Betriebs-Comité, Sitrzung 10 May 1875, BEG, GBAG
rchiv, ARz. 1 24 00y Nr.o 1.
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2. Kirdorf, 29 May 187& to Hansemann in Berlin, BBA, GRAG
Archiv, Az. 1 24 72

%3. Kirdorf, 11 November 18756 to Russell, BBA, GBAG Archiv,
Az. 1 24 70,

X4, Kirdorf, 30 June 1879 to Hansemann, BBA, GBAG Archiv,
Az. 1 24 70.



Grindungs-Schwindel) had raged in Paris; even if the firms

were respectable, it could lead to comments in the press.=S
Russell was remarkably prescient, since the new year braug+t
the Bontoux crash.

A chance to get another gas company as customer was
killed off by the high freight rates of the Prussian State
Railways. Senator Gustav Godeffroy, the president of the
supervisory board of the Norddeuteche Bank and 2 membsr of
the GBAG s administrative board, wanted to use Gelsentirchen
coal in ths Hamburg gasworks. The Cologne—-Minden Railway
ciftered a rebatz; but because part of the jiourney lay over
¥ the Prussiar State Railway, the state railway
claimed a&ll the rebate. Urtil Cologne—-Minden reduced its

i1l more, good German money would continue to wander
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tate reilways,

especially aggressive since the rate increase of 1 August
1874, ¥Kirderf sent alorng a lettsr of his brother Adolf,

=f the fiacherner Hitten-Verein at the Rothe Erde near
HGazhen. A= if it was not hard snough to compste with

Ezlgian industry, which had cheap freight rates within

il

=lgium, good water routes, and better quality workers who
dicd rot lose time for school or military service, freight
rates from Dclhain, Liége and Charleroi to German cities

were cheapsr than from Rothe Erde. The Rhenish Railway -

which, Emil remarked, was often guite decent in such msttercs

35. Russell, Berlin, 12 September 1881 to Kirdorf at "Rhein-
Elbe", BEA, GBAC Archiwv, Az. 1 24 70.
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wanted to reduce rate:s accordingly, but was being resisted
by thes accursed state railways. At least twoc Rhenish
industrialists, then, had nc zause to be surprised wher the
state taksover of the railways at the end of the 1870°c
piroduced no improvement in freight rate schedules, =s

~s menticned abcve, the GEBAG wacs able to retzin the
contract with the Berlin municigzal gasworks in spite of the

" - — ' o
;mt rate increasse of 1 August 187

N

thanbks to special
concessionzs from the railway companies. This cont=act
caused an irtereszting conflict betwsen the Dizconto-—
Gesellzchaft and the G%£T. The Dicconto—-Gesellschaft had a
very clcze relaticrnship with the Magdeburg-Halberstadt
Railway Company.S7 One wculd expect the Disconto-
Gesellsch=ft to try tc get Magdeburg-Halberstadt to burn
Gelsenkirchen coal, and &- try to get Gelcenkirchen to sernd
its cocal via Magdeburg-Halberstadt., Thice was indead *the

CaseE. O 12 Msy 1877 Emil Russel

[

wrote to Kirdor+t that

LL

Magdeburg-Halbsrstzdt had regueszted that Gelsenkirchen sen
ts coal shipm=nts to Berlin; that is for the Berlin

L . "
municipal gasworks, ever the Cologne-Minden—Magdeburg-

Minden—-Harmrnocver-Lehrte-Stendazsl -
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J&., Emil Kirdorf, 12 January 1877 to Senator Gustav
Godeffroy in Hamburg; Adels Eirdort, Director, Aachener
Hitten—Actien-Verein, Rcthe Erde bei Aachern, 9 January 1277
tc Godeffroy, BR&, GBAG Archiv, Az. ! 24 70; Dabritz
“Entstehung und Aufbau des rheinisch-westfalischen
Industriebezirks", p. &&-

Z7. Walther Dabritz, Grindung und Anfinge der Disconto-
Gesegllschaft, Berlin. Ein Beitrag zur BRank- und
Hirtschaftsgeschichte Deutschlands in den Jahren 1850 bics
1875 (Munich and Leipzig, 19231) pp. 163-1464; cf. the remarks
ocf Strousberg, Dr. Strouskterg und sein Wirken, p. 3064,
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Berlin; Magdeburg-Halberstadt controlled the Berlin-Lehrte
line). They promiszed to match any ceoncessions offered by
the competition. Russzell could only support this request,
especially since Gelsenkirchen supplied Magdeburg-
HalberstaZt with zZoal. Russell had promised the railwzay to
suppgort their demand; he also assured Kirdorf that the cozl
=upply contract would be awarded to Gelsernkirchen as it had
in the paszt. ¥Kirdorf wrote back twc days later. For the

the contract with the Berlin gasworkz had expired and
there was nothing to transport, although shipments would
resume oo 1 July. BGeglsenhkirchen did favour Magdeburg-
Halb=rstadt, but it would not neglect the other linecs

B 1y because it was now negotiating a

contract with the Rerlin, Fotsdam, and Magdeburg Railway

The Berlin, Potsdam, and
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Magdebur zy Company had alseo offered some very

.‘

urabls rate - deliveries to the Berlin gaswcrke,
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which Magdeburg-Halberstadt had yet to match. On & July

(¥

alr

1877 Russell wrote toc Hirdorf a Magdeburg-Halberstadt

s}

W

had renewed their reguest that all shipments toc the Berlin
L]
municipal gasworis, which recommenced on 1 July, go vi=

their lines. Fatal! wrote bach Kirdorf. Gelsenkirchen ' =

Magdeburg agent had just concluded a coal =supply contract
with the Berlin, Potsdam and Magdeburg Railway Company, and
had promised tc throw some business their way. But as of 1
July all ccal for the Berlin gasworks — only ten trains &

wesk — had been going via Lehrte. Dbergiiter—Inspector Heine

{who had complained to Rucsszell) must have not know what he
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was talking about.

Russell replied; and added that Kirdorf was absoclutely

correct to favour Berlin, Potsdam and Magdeburg if hs ha

just concluded a contract with them - nc need +o ey pose

onesel
reasorc.

atiocnship waz betwee

and Magdeburg-Hzalberctadt. It

iy

-~

the horse-tra ig; the do ut des, which

the time. Finally

ellschaft sought to have the

n

raibatsu”,

s there often were to this co-
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=

T fournd in Pogge-von

of Mannesmann,

the Deutsche Banl gi

Fav 2

m

the Foumarian oil

nor ! business cencsiderations
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interests of the "zaibtatzsu": Thyesen

below Mannesmann’

il

Grillco

-

In the foraaticn of th as in that aof tre

Berlin, 19 May 1877 to Kirdorf in
Kirdorf, 21 May 1877 to Russell;
in, & July 1877 to Kirdorf in Gelsenkirchen;

1877 to Russell in Berlin; Russell, Kurhaus Taracep
(Sw1tzerland}, 12 July 1877 to Kirdort in Belsenkirchen,
BEA, GBAG Archiv, Az. 1 24 70.

Russell,

genkirchen; Russell
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Kirdorf,

Yes, Heine must have been misinformed,

it ie interesting

co-operate with =ach

where Nicolaus Eich of

ive it the ordear

company Steaua Romana.
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Dortmunder Unicn, the Disconto-Gesellschaft and the Ruhkr
magnate Friedrich Grillc met on an equal footing. This was
symbolized by the establishment of a Berlin committes for

financz, chaired by Hansemann, and an Essen committee for

operaticn

th

s Chaired by Grillc. Friedrich Funke was vice-
chairman of the Essen committes; the other memberc= were
tudwig von Boro of the Essener Credit—-Anctzalt, Thecdor
Movius of the Schaaffhauszen scher Pankversin, and the

anrcerzs Freiherr Albert von Oppenheim and
sacoh LEE Eltzbacher.®® Grillo toc wanted his "zaibatsu® to

work together: somstimesz thiz coincided with the interestzs

)]

onto-Gesellschaft, as when the administrative
board meeting of 11 January 1274 urged the GBAG to conclude
a leng-terms contract with the Dortmunder Union tc supply the
Urnion with czal.?? 0On onz cccasion when Grillo s interests

onto-Gesellzschaft Grille
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conflicted with th
wrung & remarkable concession from Hansemann. The meeting of
the Essen committee on € April 1877 decided that the company

"will gpern an account with the Essener
Credit—-Anstalt, per the permission of the
Fresident (of the administrative board)
Geheimer Commerzienrath von Hansemann, since
its proximity offers great advantages and
conveniences; it goes without saying that the
chief banking connection of the company will
remain the Disconto-Gesellschaft in
Perlin."4=

403, Essener Betriebs-Comité, Sitzung, 8 April 1873 and 132
October 1873; VYerwaltungsrath, Sitzung, 14 February 1874,
BEA, GBAG Archiv, Az. 1 24 Q0,; Nr. 1.

41, Verwzaltungsrath, Sitzung, 11 January 1874, BBA, GBAG
Archiv, Az. 1 24 Q0, WNr. 1.

42, Essezner Betriebs-Comité, Eitzung, 8 April 18732, PBA,
GBAG Archiv, Az. 1 24 02, Nr. 1
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The Essener Credit-Anstalt, founded in 1872, was Grillo’'s
creation, the conversion ts the joint-stock form of the
ssen banking house of his cousin, Ludwig von Born. Grille
deliberately chose not tc seek the co-operation of the
Disconto-Besellschaft in setting up the banl, for fear lest
this indegendsnt source of finarce for Ruhr industry might
beccme a vassal of the Perlin institution. It wazs a
remarkable ccncession on Hamsemann's part to allow the GBAG
n an account at a bank which had bsen set up in
opposition to the Berlin bank. 6Grillo’'s position weakened

after the crash, fo- the Essener Credit-&n

n

talt nearly

colilapsed - it wrots 40CY% off the shares it held for ite own
account in 1372, and a further 9&£3 /% in 18771278, Ludwig

von Born was thrown oot of the bank in a stormy
sharehcliders’ mesting in 1274, although he did not leave the
admiristrative board of the GBAGD until 1886.45

Grills ang Funke, veteran Gewerken (shareholders of a

Szwerbschaft), were more accustomed to the extensive control

over dey-to-day cperationz which Gewerken enjoyed (logically
encugh, since they were liable teo &heir last collar stud if
anything wernt wrong) and unused to the separation of
investor from manager of the new public limited companies.
They regarded the management (VYorstand) as "so—called
directors"; in their view, they were the managercs. In this

attitude they were not alone: similar conflicts between

4Z. Walther Dabritz, Denkschrift zum Finfzigjdhrigen
Pestehen der Eszener Credit—-Anstalt in Essen (Essen, 1922
pp- S54-57 and Appendix; Freundt, Kirdorf, pp. 12-13; GR&G
Feztschrift 1213%, Appendix S.
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Adelbert Delbriick, the president of the superviscory bocard of
the Deutsche Bank, and Georg von Siemens, its managing
director, are well documernted. Only the revision of the
German companies act in 1884 introduced the sharp sepa-ation
between supervisory board and management which is now

characteriztic of German company structure. In t+= GRAG

¥

matters were further confused by *the Ezzern comrittesz =

Matters became worse when the mining engineer August
Pemmlier left +tc retur-n tc France, and Grillo felt more
entitled tc interfere ir the techriczl running of the mins,

partly btecauss Kirdorf 2= commercial director (kaumdnnischer

L r=ctor) theoretizally should have concentrated on sales
LI SCTOF Y ) 5

finance, and accounting.?® Mirdorf began to see Grille”

"

-+
']

hand everywhere. The BGBAG had hirad as their =sales agent in
Riga a man recommended by the Dortmunder Unien (i.e.
Russell?; but he was thern lured away by a better offer which
tirdorf suspected camse from "Conseclidation™ or "Dahlbusch™,
in other words orne of Grillo's mines. (Al though
"Consclidation”" definitely was a G*illo mine, Wilhelm
Kesten = thorough history of "Dahlbusch" shows no

involvemsnt by Friedrich Grillo, so in that respect

44. Bacmeister, Kirdorf, pp. 21, 4&; cf. Karl Theodor
Helfferich, Georg von Siemens. Ein Lebensbild aus
Deutschlands grosser Zeit (Berlin, 19233) vol. 1, pp. 219-
329; Fritz Seidenzahl, Hundert Jahre Deutsche Rank 1870-1970
(Frankfurt/Main, 197¢) pp. 27, 29.

45, Bacmeister, Kirdorf, p. 46.
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Kirdorf 's belief was unjustified.)=** In November 18756
Kirdorf gave vent to ancther cry of "Hichst fatal'" because
the "Essen gerntlemen” were cppcsed tc his proposal to set up
a cokery.®”

In the meantime, towesver, the conflict between Kirdorf

ang wililo climared ard wae decided in Kirdorf s favour.
Arccording to Freundt and Bacmeister (writing at Kirdorf s
berzzt irn the 19220z z2rnZd 193¢ s}, after Demmler t departure
the works

managers (Betriebsfihrer) begarn to act on their
cwrn and place their cwrn orderswith supplier-sz. Kirdeor$d told

them to stop; whersuvpon they appsaled to Grillo, who wvoheld

-+
r
m
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n

lightly differ=nt account emergss from the

documanis, which doss not nececssarily excludes the Freundt-

b3

Bacnesister wver=sicno. In & letter of 1 May 1874 Hirdordt
compiained btz Fuzssll that Grillo was interfering in
perscnnel matterz st the colliery,; undercutting Kirdorf's

authority. Hoffmarnn (presumably one of the Betriebstfihrer),

tacked up by Brillo,; wanted to grant scome concessions to the

overmen (Obercteiger): Kirdorf, backed up by Rusesell, did

nct. The miners resented Kirdorf; Mirdordt believed thst
Grillc must have turned the miners againest him, becsucse

birdorf said that he had alwayz been very gentle with the

n

fia

miners. 14+ it continued like this, Kirdorf would have no

choice but toc give vp & positicn he had grown to love.

4&. Kirdorf, Gelsenki-chen, 7 March 1874 to Russell,; ERA,

e :
GBAG Archiv, Az. 1 24 70; Wilhelm Kesten, Geschichte der
Bergwserksgesellzchaft Dahlbusch (Essen, 1952); Gebhardt,
Ruhrbergbau, pp. 115-112, 147-149.

7. Kirdor$, 14 November 18786 to Russell, BBA,; BBAG Archiwv,
z. 1 24 70,
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Russell wrote back the very next day. The next full
meeting of the administrative board, he promised, would
solve the problem in a way which would meet with Kirdorf =
full satisfaction. Russell was leaving Berlin in a few days
tc go to Elberfeld with Hansemann to arrange some business
with the Berg-Mark Railway: he would then return to
Dortaund, where he and Virdorf could talk the matter over.4®
According tc Bacmeister, Kirdorf’'s hint he might leave
the BBAL waz no idle threat: Kirdorf was negotiating with
Louls Baare of the Bochumer Yerein about entering its

management; he was alsg talking with Director Klénne of the

3

aut becoming General Director of Siemsns %

r

Deut=zche Bank

]
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i

xI
]
[
i
W
-4

ntacts with Baare are more than likely, since

]

Eaare made & similar cffer at the same time to HWilhelm
Heinrich Miller, and Miller was a friend of the ¥Mirdorf
family and served cn several occcasions as their private
head—hunter. EBut Bacmeizter must have garbled the story
akout negotiations with Siemenz, since Carl EKElénne did not
leave the Schaaffhausen scher Rankverein for the Deutsche
Bank until 1900.4° .

Whatever happened at the administrative board meeting,

8. Freundt, Kirdorf, p. 18; Bacmeister,; Kirdorf, pp. 46-47;
Kirdorf, 1 May 1876 to Russell; Russell,; Berlin, 2 May 187¢&
to Kirdorf in BGelsenkirchen; Hansemann, Berlin, 3 May 187&
to Kirdorf in Belserkirchen, BBA, GPAG Archiv, Az. 1 24 70,

4%, BRacmeister, Kirdorf, p. 47: Hans-Carl Scheibler and Karl
Wilfrath, Westdeutsche Abnentafeln (Weimer, 1939} vol. 1,
Pp. 226-228 (= Publikationen der Gesellschaft fir Rheinische
Beschichtskunde, vol. 44); Erich Achterberg and Maximilian
Miller-Jabusch, Lebensbilder deutscher Bankiers aus funf
Jahrhunderten (Frankfurt/Main, 1253) p. 24S5; Seidenzahl, 100
Jahre Deutsche Bank, p. 18C.
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it is not recorded in the minutes, so we must again rely on
Freundt and Bacmeister. Grillec wanted the works managers to
be directly subordinate tc the administrative board, which
would have mezant directly subordinate to Grillo. Grillo and
Funke wanted to fire KMirdorf. Adolph von Hansemann

cdeiivered a lecture on the legal! situation, in particular
the rightz of the mansgement (Vorstand) in the new public
iimited companies. PRussell concurred with Harzemarnn =
e«position, and concluded that whe* Grillo wanted was
impossibla. Not the administrative board, but the
marnagement had control ouvsr the works mansgers, and if

Firdocsf wesntsd to fire ther, he waz answerable to the

administrative boar-d, but the administrative board could mot
stcg hirg doirng =co. "Vou ars fighting about the Emperor s
beard, " summed up Russell. "I a word, Herr Kirdorf is

(SN T-)

It i= true that German company law was developing
towards & definite separation of the functions of the
suparvisory board and the management; but until 1884 the

clear. *® Hansemann and Russell

n

actual law was by rnio mean
enphaszized the legal situatiocny; not because that reflected
the reality, but rather to build 2 golden bridge for
Brillo = retreat. Essentially, they meant that Kirder-f had
the full confidence of the Disconto-Gesellschaft; they were
not going toc fire him to oblige Grillo, and Grille had
better reconcile himsslf to that fact.

Anc Grillo was reconciled. A few days later he met

S50, Freundt, Hirdort, p. 18; Bacmeister, Kirdorf, p. 47.

390



Kirdorf at the mine, and it was as if nothing had ever come
between them. As Racmeister puts it: "A ‘Kerl  head shown
him his teeth. That won Grilleo s respect."St  The two men
worrned together extremely closzely and harmoniously in the
series of mergers of the GRAG irn the 188C- . In later years
Kirdorf would =till refer indirectly to hic conflict with

Grillc, describing Grillc as not as far—seeing as Hansemann

and Russzsll. PBut the histories of the GRBAZ, which were
written irn clcze contact with Kirdorf, always give Brillo
his full dus and usually reproduce B-ille’s poartrait.

4, Comzsolidatizn and Expansion

As Grillc had shown wher he formed the appropriately
named "Ccrosclidatiorn” in 1867, mining conselidation had
numercuzs advantages, and these consclidations foreshadowed

a7

the more large—-scale mining mergers after 18806, On 27

the Prussianm mining regulatory
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avthorities) approved the cconsolidation of the BBAE's two
mines under the name "Vereinigte Rhein-Elbe und Alma". The
immediate cauzs was that from 1875 the GRBAG had been mining
"Aima's" gaz cocals from the second level on “"Rhein-Elbe*;
tion permitted this to centinue without specific

permission from the Oberberganmt.®% A second reason was

prestige: in the last two years of separate operation, 1876
and 1877, “"Alma" ranked third in production in the

Regierungshezirk Arnskerg, after second-place "Vereinigte

S1. Pacmeister, Kirdorf, p. 47.

2. BBAS Annual Report, 1874, p. S4, and 1877, p. X, BEA,
GEAG Archiv, Az. 1 30 00, Nr. 1.
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Prasident" and the huge "Consclidation". "Rhein-Elbe” ranked
seventh in 1874, fifth in 1877. Consolidation catapulted
“Vereinigte Rhein-Elbe und Alma" intc first place ir 1878,
nudging "Consclidation” intc second place, while the
luckless "Vereirigte Préaszident” of the Bochumer Pergwerks—

esellschaft (another Disconto-Gesellschaft venture)

o
fi
rt
[*H
m
ot |
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rarn. into water- problems zrd plummeted to eighth place.
"Vereinigte Rhein-Elbe und Alm:z" stzyed in first place until
189C, when "Consclidaticn” edged it out once again.==

A third impulse towards cornsaolidation was the second
prcklem. Mining experts were realizing, somewhat

belatedly, thzt it was dangerous to have anly one exit from

]

a desp mine. The annuel report of & December 18732 of
Pruszsiarn Mining and Ironworks Company said:

"The second shaft should be made conditio
sine qua nen for every mine, as it is in
England; not only to save lives through
proper ventilation and the chance of escape,
but alec +o raice greater masse=s of coal and
sspecially as a reserve in the case of
accidentz to the pumping system of orne shafi,
so that the damage can be repaired without
stopping ths prﬂductisnfthe entire mine. "

The e.pense of sinking this second ,shaft, however, brought

down the Pruzsiar Mining and Ironworks Company. During

"

1274-1874 the GBAG sank a second shaft on "Rhein-Elbe", but
had cnly one shaft on "Alma". Sinking shafts is an
unpredictable and expensive operation. All that was neesded
wac for an accident to panic the government into introducing

legislatiorn - as the accident at Hartley in Northumberland

==, Sege the statistical reports in the Zeitschrift fiar dacs
Berg—., Hitten—, und CSalinen-Weser im Preussischen Staate
(Perlin, 1877-12%91) vols. 25-I9.
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had in Britain - and the company would be faced with a huge
bill. Ey consclidating "Rhein-Elbe" and "Alma" into one
mine with three shafts,the GEAQ got around this problesr.s4
A fourth advantage emerged after the consclidation:
this was the chance it cffered to cstop people,; who often
¢icd not know any better, from drawing inconvenient contracstes
between the quality of "Rhein-Elbe" ceoal and the guality of
"Alas" coal. Cr. & May 18782 Kirdorf wrote to Russell that
customers would not take "Rhein-Elbe" gas coals,; although
they would taks gas coals from "Alma”; yet "ARlma" was

actually going through a bSad period. Only Paris had tre

s

gcod senss to taks "Rhein-Elbe” gas coale with no

Bérsen—Zeitung drew attentiocrn tc Gelsenkirchen s poor July

results. Kirdcocrf admitted that this was bad in itself, not

n

least becasuse July had besn an unusual month. Put the

1

pted that the price of

J

Beirliner Birsen—Zeitung had also

"Alma 3" ctoal was now below that of "Rhein-Elbe" coaljg
previgusly "Alma" gas coal! had been the most expensive in
the Ruhr. FKirdorf remarke? that "Rhein-Elbe" was higher

supplying the Pa-i= Gas Company: but the

m
n

because 1t w

rk

know thiz and drew unwelcome conclusions.
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Kirdor$f therefore advised that henceforth the mines be

referred tc cnly as "Vereinigte Rhe2in-Elbe und Alma",; and

4, Stillich, Steinkgblenindustrie, p. 162; J. A. &, Ritson,
*Metal and Coal Mining 1750-1875" in: Charles Singer et al.,
ed., 6 History of Technology, vol. 4: The Industrisl
Revolution 1750-185%0 (O«ford, 1252) p. 92.

55. Mirdorf, & May 1878 to Russesll, BBRA, BRAE Archiv, Az. 1
24 70.
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the results not be broken down by shaft. In Kirdorf's
opinicn, the merger of numerous mines to form
"Consolidation” had brought that mine incalculable
advantages. This episode may also explain why it is not in

its report for- 1877, but for 1878, that the Zeitschrift far

Berg, Hitten—-, und Salinen-Wesen stops listing the

piroduction for "Rhein-Elbes" and "Alma" separately.Se

In 1879, with the wors=t of the Depreszicn over, KHirdor¥
tock hie first s=teps towards expansion: he wanted to
purchaszse a shaft which the neighbouring mins "Helland" was
about to =hut down because its gas coals had run out.,
"Molland™ wz2s willing tc sell: it needed the money to buy
new eguignent,; and to pay back some of its share capital,
zince it waz running cut cf coal. FKirderf warted to buy the
sheft bEzauvse wiith it Gelsenkirchen could reach the cos? in
utheazt corner of "Vereinigte Rhein-Elbe und &Alm=".
Furthermors, “"Hclland” had hitherto dominated the Dotch
ket through two big customer=, although recently
"Corsclidation” had overtaten it — as I shall shortl
discu=s=s helsyw. But with this shafd = gas coals giving out,
"Helland' woold lcss thesz customers. If Gelsenkirchen
Lought thes shaft and mined the continuation of this vein in
the "Veresinigts Rhein-Elbs und Alma" coal panel, it would
rnaturally fall heir tc these customers. Russell wrote back
that it was better to wait and do nothing; i1f, as Kirdorf

implied, "Holland" was in a state of effective self-—

5&6. Kirdorf, 22 August 1878 to Russell, BBA, GBAB Archiv,
Az. 1 24 70,
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liquidation, it was better toc let "Holland” take the
initiative. Gelsenkirchen could then pick up the shaft for
next to nothing. In fact, "Holland"” lasted much longer than
Kirdorf and Ruscsell expected: itz main installation,
"Holland */2", cnly shut down after the First World War.S”
S. Exports

Although export contracts were not as vital for the
berman coal industry as they were for the Pritish coal
industry cor became fcr the German iron and steel industry,

they were =till significant: the GRAG's most important

contract was that with the Paris gasworks., From 1878 the
GBAC alsc besgan to export to the highly competitive markset

of Belgium.®® All eupcrt markets were very cutthreat: we
Save already seen rivel ccollieries steal away the GBAG =

agent in Riga.®® Towards the end cof 187& Hirdorf offered
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regpresentative office of the GBAG to
Becker & Grute. Urfo-tunately Becker & Grubke turned the

NDor-+tmund to consult with

rdorf went Lo

)

11 again abtout Rus=zian business, writing to Russell:

"I< we do nct succeed in exporting
sigrnificantly next Year, then prospects for
cur coal industry are even more dismal, since
tte offers for next vear are already very,
very chszap and with the spring prices will

=7. Kirdorf, 1 January 1279 tc Russell; Russell, Berlin, =2
Jariuary 18729 to Kirdorf, BEBA, BPRAG Archiv, Az. 1 24 70;

~e T

Gehhardt, Ruhrbergbsu, p. <£oo.

so. GEAG Annual Report, 1875, p. S5, BBA, GBAG Archiv, Az. 1
¢ 00, Nr. 1; Stillich, Steinkohlenindustrie, pp. 148-149.

<9. Kirdorf, 9 March 1876 to Russell, BRA, BBAG Archiv, Ar.
1 24 70.
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certainly drop still further."ee
The most ruthless epicsode occurred that very same
December 1876 when "Consolidation® grabbed a near-monopoly
ot the Lutch market. 1Its Dutch agent, Herr von Benninge~,
learne? that month of & planned new tariff schedule of the
Dutch Rhenish Railway Company and the Cclogre—-Minden Raiiway
under which special low terms would be grarted to collieries
which orde-ed zi» zpecial t-ai

b el
P

n

2 wesk., Benningen found ozt

from his uncle, whc was president of the Dutch Rhenist

Rzilway. He then snapped up most of the Duteh market by
trading zZn this inzide infeormaticr, undercutting all his
competitors, sirce freight ratez from the Ruhr to Amsterdam,
Fotierdan and the Hagus wsre conly 44, 45, 44 marks for him,
es cgposed to E2 qerk= for them. "Holland”, which had
hitherts domirnatsd the Dutch market, learned of the new
tariff schedule conly in January, but was abkle to confirm ite

two bigges=t customers, sc that it was assured of six extra
trains a2 weshk. The other two collieriez which previocusly
ad had a big share of the Putch market — Hibzrniz and

Gelsenkirchen - wers now shut out.e?
*

&. The GEAZ and the Disconto-Gesellschaft

[
¥

If therz was cne matter in which the GBAG was totally
irn the hands of its bankers, it was deciding how to invest

its large caszsh reserves. In advising the GBAG, the

60. Kirdorf, 11 December 1874 to Russell in Dortmund;
tirdorf, 12 December 187& to Russell in Dortmund, BREBA, GRAG
Archiv, Az. 1 24 70.

61. Kirdorf, 1 March 1877 to Emil Russell, BBA, GBAG Archiwv,
Az. 24 70.
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Disconto-Gesellschaft acted in & very correct and loyal
fashion. In May 1878 Russell recommended that Kirdorf
invest his large current account surplucs of 1.2 million

marks in some sound securities: securities of the Reich, of

Prussia, or of railway companies ta

....
1

cen over by the kingdom

of Frus

n

is. Kirdori agreed, and Russel! recommended the
purchase of 300,000 markz nominal 4% Frussian conscls, first
because there had just besn a new lssue, soo the price was

still reiativel:

r

depresz=zed, the =sscuritiesz "could still ke

!

had at favourable terms" ard & huge order pf this size would

nct force up the price; s=sconly, the market in Prussian

conz=ols was the most liguid of ary security, and thus least

exposed to viclent price fluctusticns. FKirdorf answered:
"For your advice of yesterday let me express
my deepect tharnks. I am all the more obliged
+o you, since hers we are too unfamiliar
with preczticesz of the stect sxcharnge and so
would not havez known what government security
we should propocss to cur president [of the
administrative bgard, i.2., Hansemannl."s=

This irncidert reflects very well on Russell and the
Bicconto-Cezellschaft. True, the Disconto-Gesellschaft

portfocliic which it wanted to clear ocut. But clearly it was

1]

in the Dis-orto-Gesellschaft’'s interest that the GBRAL keep
its current account in credit for as long as possible, on

which it woulld pay s&Y 2*/=2%;: the Disconto-Gesellschatt

could then invest in Prussian consols, and pocket the

2]

£5  Russell, BRerlin, S May 1878 to Kirdorf; Kirdorf, 6 ™

et e &

{878 toc Russell; Russell, Berlin, 20 May 1878 tc Kirdorf;

Kirdorf, 21 May 1872 to Russell, BBA, GBAS Archiv, Az. 1 24

7O,
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difference. ts investment recommendation was alsoc a very
sound, gilt-edged security. The Disconto—Gesells:haft, in
fact, recommended at its own initiative that the GPAG talke a

measure which was probably to the Disconto-Gecsellschaft -

in

disadvantage.
As the head of a successful compary Kirdorf was in =

vary strong positisn; ard ke tegan to reap the benefits. Ir

Lite you I hope the uggizh demar?d will ke
tramsitory in nature. At an rate
Selzserkirchen haz a Zifficult yvear ahead of
ity which will reguire all your snergy nnd
circumsgs=scticn, which have helped ue so ofter
if—‘ fLE '--a:"_ &g

the casth.
F. Coaoclusion.
The tirdorf-Fusszsll corvrecspondence has muck in common

with thoss cther dislogues between managers and thei-
¥y boards which are kricwn to us: Eich/Steirnthal at

anc Hasslacher/Salomonschn at the Rheirische

&Z. Kirdeorf, 7 February 1879 toS Russell; Russell, Berlin, 9
February 1879 to Kirdocrf at "Rhein-Elbe"; Hansemann acz
prezident of the GPAC administrative board, Be. 1in, 11 Mzrch

1879, toc KHirdorf at " Yer. Bheirn-Elbe + le 's BBEA, GRAG
Archiv, B=. 24 70,

&%4. Alfred Lent, Berlin, 11 June 1BEZ to ¥irdorf, BRA, GEAG
Archiv, Az. 1 24 70,
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Stahlwerke.*® In the GBAG’'s acguisition phase after 1880,
the Disconto—-8Bessllschaft (and Friedrich Grilleo) acted acs

intermediaries in the zamz way as the bankers acted as

m

intermediarie

in planning mergerszs a2t the Rheinicsche
Stahlwerhs. €So far as the gquesztion of control gess, the
espondence confirms the findings of Pogge-von Strandmann
and Mosse: the final decicicn remesired with thes marager of

e irndustrial cocopany. There is = difference of degrec,

of thr=z special factors. First; the

unclear legsl situasticrn befors 1824, Secondly, Kirdorf’

in

youth (ke only turmed thi-ty in 1878) and relative
inexperience. Finally, Russell’'s peculiar doubkle position

as partrner cof the Dizconto-Geszellschaft and Generzal Directer

cf the Dortmuncer Unizon meant that ke bad 5 technical
hnowledge of Ruhr heavy irdustiry which Steinthal and
Szlomonscotn could mct claim. Russell occasionally exerted
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avour of the Discontoc-Gesells
Le wrote two letters on behalf of the Magdaburg-Halberstadt
Railway — but the final decision as to whether to send coeal
via Sterdal or via Foisdam remained with Kirdorf. The
zettlement of the conflict with Grillo confirmed Kirdorf s
fresdom of disposition. Kirdorf s pesition was strong
because his company was strong. With weal companies; like

the Dortmunder Union or the Mengeder Bergwerks-Actien-

Mannezmann; Mosse, Jewec in the

55. Pogge-von Strandmann,
E - T LT
Germar. Economy, PR. 263-24&7.
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Gesellschaft, on the other hand, the gloves came off and the
Disconto—Gesellschaft intervened extensively. This is not
that different from the situatiorn in Anglo-Saxon courtries;
what is unusual is the degree of this interference, most
peculiarly the Dizconto-Gesellschaft s willingness te second
ite own managers to industrial companies, such as David

Hamsemann at the Phgoenix or Emil FPusszell at the Dortmurder

industrial vernture cof the Discornto-Gesellschaft. Orne r

m
m
i
1]

3

for that surcess wez that "RBhein-Elbe" and "Alma" were
ropertiez. Put another vary importart
in Emil Yirdorf the Disconto-Gessllschaft

= did no*t mind being nominally

subordinate “o a Ferlin bank. Thiz is surprisirng in view of
Lird--{ s notoricusly cheleric nature; but if Hirdorf's
ange” was fierce, =C WETE tis loyaltiss. This, and the

clearly great talsnts of Eri! FRussell as ar intermediary,

=z a wvery succeszzful managerial relationshiz and

40Q



V1. Conclusiorn.

The thesis above has attempted to remove some of the
auvra of success which has surrounded the German urniveres}
bant.e. The story of the rise of Berman industry in tre
nineteenth centuwy certainly, 1s = success story — but it 1c
& story 1In whach tooc mult of thz credit for =
given to tne universal banks. I have discussed the ventures
of only one bank, the Disconto-Gesellschaft, albeit z bant
which was always in the top two joint-stock banks during

i

e

S0

21i—-1714; but Faul Model s work on the Berlin banks (bzased
on tne annual reports) suggests that there would be few
recorgs of cutstanding successes among trus universal banbs
iike the Drescner Rank, tne Bank {fur Handel. und Industrie
and the Schaaffnausen scher Bankvereln to offset the
Disconto-Geseilschatt’'s faiilures.* The Deutsche Bank and,

atter 183%, the Berliner Handels-Gesellschatt certainly

i

ere
successyuis but neither, I woulo argus, was & true universsl
bank. I have here been able to esamine in detai1l Gnly thres
Discontoc-Geselliscnaft ventures;: althougn 1 have studied most
of the others. The Dortmunder union wes the most common
case; 1 have indicatec above tnat al thiough they were never
on such a large scaie, the hHarzer Union, the lead mines
“Beritha Isabelia®, 'Neue Hoffnung", and the Commerner
Bergwerks— und Hutten—Actien-verein, the collieries Mengeder
Bergwerks—-Actien—Gesellschatt and tne Bochumer Bergweins—

Actien—Gésellschaft, the bBrunswick Raillway Company, the

L
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j. Faul Model, Die grossen Berliner Effektencanken e
Ltoen (Jena, 1B%6).




Crefeld—hempen district railway, the Breat Venezuela Railway
and thne Internationale Druckluft- und Electricitats-
Besellschaft were similarly disastrous. The history of
Krupp snows the problem from the entrepreneur s point of
view: Krupp had unhappy experiences with Oppenheim,
Herstatt, the Schaaffhausen scher Banmkverein and the
RDisconto-bBesellschaft until he finally found Firm suppcrf in
the houses of Deichmann and Meyer—-Conn. Finally,
Gelsenkirchen shows how banws and industry could work
together at their best and is one of the two ungualifisc
industrial successes of the Disconto-bBesellschatt - the
gther being the Kaliwerke Aschersleben. Kirdorfd anc
Russeli ‘s successftul working relationship between
incgustrialist and banker 1s not unigue in German company
hizstory: parallel esamples are the dialogues between
Nicholaus Eich of Mannesmann and Max Steinthal of the
Deutsche Bank, between Jacob Hasslacher of the Rheinische
Stahlwerke and Arthur Salomonschn of the Disconto-
Gesellschatt. These companiles have rich archives and thess
dialogues have survived partly because these companies waire
success+ul. Fremdlang ana Tilly have proposed that resesarch
into tne relationshlp betwesen industrial companies and
universail banks begin by basing itselt on the great company
archives (Mannesmann, Krupp, Siemens, Gelsenkirchen).?® This
suggestion is excellent, but it contains the danger that we

will end up with a misleading number of success stories, and

2. Rainer Fremdling and Richard Tilly, "German Banks, German
Growth, and Econometric History” in: The Jownal of Ecornpmic
History {(New York, June 1974) vol. 36, pp. 416-424,
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in viewing the peaks of Mannesmann and Gelsenkirchen we will
not see the financial quicksands of the Crefeld-Kemps=n
district railway, the Mengeder Bergwerks—-Actien—
Gesellschatt, or even the Dortmunder tUnion.

1 see two sets of reasons emerging from the above stud,
as to why universal banks found it difficuit to select and
finance i1ndustrial companies, and why private banks were
more successtul at this. Farst, there was a clash of
management styles. Commercial banking is well suited to a
bureaucratic style of management: many of its proglems can
be reducea to routine papetr work. The Disconto-Gesellzschatt
was Mmanagec i1 & very bureaucratic fashion. But this caused
cilashes with less inhibited entrepreneurs, most
outstancingly Krupg, who would overdraw his account with
little regara for financiai punctilio. Entrepreneurs dislike
peing subordinated to a bureaucratic monolith — it is
notaple now many talented men Maller, Adold Firdorf, Juchc,
lonne) chose to leave tne Dortmunder Union. This helps
explain not only why the Disconto-Gesellschaft financed so
many oisastrous enterprises, but also why it financed so
many mediocre and second-rate enterprises. In the Eifel
lead-mining industry, for example, it did not finance the
Mechernicher Bergwerks—-Verein, managed by the skilled
Kreuser brothers (the Kreusers obtained +funds from the
Cologrne piivate bank Seydlitz & Merkens instead) but rather
the second—rate Commerner Bergwerks— und Hatten-Actien-—
YVerein. This helps explain why so much money and effort

went intc the medioccre FPhoenix, instead of going to Krupg.
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(The bankers also seem to have favoured the Phoernix over
Krupp because they had more control over the Fhoeniax than
over the idiosyncratic Krupp.) This further helps explain
why the Disconto-Gesellschaft ano so many other meajor barks
devoted so much time and money to the Union Electricitits-
Gesellschatt, which was always a poor thiro after Siemens
and A. E. B. Many of the most successful entreprencsurs,
like Friearich Grillo, August Thyssen, and the Mertons of
the Frankfurt fFletallgesellischatt did not deal with any one
bank, but preferred to keep the banks at arm s iength oy

t

[

playing them of+ agsainst each other. A0 unfortunate resu
has been that often the most successful captains of ingustry
in Germany have not had any particular talent +for indusiry
or marketing, but rather were skilled at handiing the banks.
We only nave to contrast the banks’ treatment of Alfred
Kruppg with the way they fell over each other in their rush
to lend money to Dir. Strousberg. Bethel Henry Stroustbeirg,
Hugo Stinnes, ang Frieoricn Flick were supertb financial
manipulators, but all too often had no feeling for incustry.

The less pureaucratic and more entrepreneurial styie of
private banks often proved better guited to financing
ingustry. The great strength of the financial system in
Germany 1n the nineteentn century was the vast number of
private banks. Thizs is the second reason for the poor
record of the universal banks, and the better record of the
private banks. A Krupp could go on knocking on doors until
he found one cpened by Deichmann or Meyer—-Cohn. A

paradoxical advantage was that private banks had marrow
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Capital bases. It was not unusual for a private bank to be
brought under by a poor investment: Strousberg brought down
Jos. Jaques in 1875, Wilhelm von Born went bankrupt in 188%
for undisclosed reascns, the praobiems of the Allgemeine
deutsche Kleinbahngesellschaft compelled Jacob Landau to
merge 1nto the Nationalbank fir Deutschland in 1893. A
private bank could not keep alive a Dortmunder Unicm, and
companies which should have gone under, went under. P
private bank could not, like & universal bark, attempgt tc
turn & disastrous company 1nto a mediocre one. The larges
number of private banks meant that eventually a goos
entrepreneuwr could find ome to provide him with venture
cap:rtal. Their narrow capital bases meant that they could
not keep bac companies aiive. Both these characteristics
wera advantages.

It nas hitherto been assumed that universal bants
pirayed a major role in the rapid rise of German indusiry in

the mineteernth Ccentury. The history of the Disconto-—

i

Gesellschatt suggests that this rolie was by noc meEans a
successful as is commoniy assumed, and that we should turn

t

1
-9

....
bl

our attenticn to otrner investors, guch as foreigr cap
merchants, and private bankers, in trying to explain the

ingustrial revelution in Germany.
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