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1. Introduction  

Germany’s central bank, the Bundesbank, and its currency, the deutsche mark, have been 

viewed as the world’s role models for a strong and independent central bank, low inflation, 

and a stable currency (Berger and de Haan 1999, Bernholz 2013). The new currency in 1948 

laid the foundation for the German “economic miracle” and the Bundesbank provided the 

necessary stable monetary order for a well-functioning market economy (Bernholz 1989). 

Despite becoming part of the European Central Bank in 1999 and losing its dominant 

influence in Europe, the Bundesbank remains the most respected public institution in 

Germany and ranks before parliament (Hayo and Neuenkirch 2014). Given the pride of 

Germans in the Bundesbank, it is of some irony that both the Bank and the currency were 

imposed on Germany after the Second World War, and that many German experts and 

politicians were initially opposed to the design of the central bank and important features of 

the currency reform. When Germany became independent from Allied rule and developed 

concrete plans for the institutional design of the Bundesbank, there still remained strong 

political opposition from the German government with regard to the degree of independence 

that the Bundesbank would have. But there is another irony, in the fact that the Allied 

countries that implemented currency reform and designed the forerunner of the Bundesbank, 

the Bank deutscher Länder (BdL), the United States, the United Kingdom and France, in their 

own countries did not follow the institutional model they imposed on Germany. None of their 

central banks had a level of independence that was comparable to that of the Bundesbank 

(Goodman 1992).1 

This case of imposed institutions is remarkable because the German population very 

quickly adopted the design that was imposed on them by the Allies and made it their own. 

From being considered an Allied reform then, it is usually considered as a “German” reform 

today (Wandel 1979). That the imposition of institutions is accepted and successfully 

maintained is not necessarily always the case, as other examples show. Indeed, Acemoglu et 

al. (2011) and Krasner and Weinstein (2014) name Germany and Japan after the Second 

World War as two rare cases in which large scale institutional reform was successfully 

imposed on other countries.2 Importing institutions often fails, as Berkowitz et al. (2003) 

argue, because local conditions are not sufficiently taken into account. Carlin (2010) stresses 
                                                 
1 There were a number of currency reforms in Western and Eastern Europe after the war that 
differed in institutional detail (see Klopstock 1946 and Gurley 1953) and degree of success 
(Dornbusch and Wolf 1990) from the German reform. The combination of currency reform 
and central bank design was unique to Germany. 
2 However, Japan did not experience the same fundamental change in monetary institutions 
and currency reform as did Germany (see Holtfrerich and Iwami 1999). 
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that German recovery after World War II worked relatively well because it could build on 

existing institutions.3 But even if this is the case, it does not apply to monetary institutions, 

which were radically changed.  

The success of the imposed institutional change is probably due to the experiences that 

Germans had had twice in short time with government controlled monetary policy. Already 

after World War I the victors had demanded that the Reichsbank be made free from political 

interference, but independence could not be defended against Nazi power (Holtfrerich 1988). 

In 1945, Germany was characterized by a complete collapse of political and economic order 

and a situation in which money had become largely useless because of repressed inflation. 

The Reichsbank was completely discredited due to its role in financing Hitler’s war and, as a 

consequence, the Allies not only created a new institution, but they also protected it against 

excessive political influence and against the will of German politicians and experts. On the 

German side, instead, early plans for currency reform and in particular for the new central 

bank were still inspired by the Reichsbank’s structure and the Allied institutional setup thus 

went against the expressed wishes of most German officials.  

A few years later, the situation had changed. When the Allies gave up control of 

Germany and the Bundesbank was to be created, the attempt by the government to gain 

stronger control of monetary policy failed not least because of public support for the 

independence of the central bank (Goodman 1992, Berger 1997b, de Haan 2018). The design 

of the Allies had gathered sufficient public support to ensure the Bundesbank’s unique role 

and independence, and a clear institutional break with earlier German monetary history. This 

was not least due to the skilled press and public relations policy of the new central bank (Mee 

2016).  

The currency reform and central bank design thus underline the importance of foreign 

influences on Germany’s institutions and how decisive they were in granting independence in 

the first place. While formal oversight of monetary policy rested with the Allies, they used it 

only sparingly, which helped to establish central bank independence. Not surprisingly, and in 

line with standard theories of political influence on monetary policy, when the Allies lifted 

their supervision, the new Germany government was tempted to reign in central bank 

independence. By that time, however, public opinion was firmly on the side of the central 

bank and the government had to back-off. Thus, the German example shows that 

independence is not only a question of institutional design but also needs public support to be 

                                                 
3 Ritschl (2005) shows that many institutional structures of the postwar order in Germany are 
actually left-overs from the Nazi era.  
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successfully defended (Hayo and Hefeker 2002). One could argue that this public support 

ensured that de facto independence of the German central bank was greater than it was de 

jure. 

The story of how monetary stability and central bank independence came to Germany 

has a double connection to Peter Bernholz. First, the importance of central bank independence 

and monetary stability is a focus of his work, which combines economic history, institutional 

economics, and political economy. A recurrent theme is the importance of a stable monetary 

regime, supported by independence of the central bank and preferably some anchor, such as 

gold, for the currency (Bernholz 1989, 2003). He repeatedly stressed the importance of stable 

monetary systems in Germany, or Switzerland whose central bank has a reputation similar to 

the Bundesbank, and for the transition from the Bundesbank to the European Central Bank 

(Bernholz 1998, 2007, 2013).  

In Bernholz (1989), he analyzed in great detail what is needed to ensure a stable 

monetary constitution (see also Bernholz 1986). In his view, a completely independent central 

bank is not enough, but what is required in addition is a prohibition on government budgetary 

deficits as well as a mechanism that limits the money supply.4 Any change to this constitution 

should require a parliamentary majority of two thirds and a public referendum, and no 

emergency clause should allow the breaking of these rules. His ideal monetary constitution 

would be one with currency competition and free banking but without a central bank. 

Competing monies should be based on a gold standard so that anyone could demand payment 

in gold, and government-controlled central banks should be ruled out by the Constitution. 

Bernholz (2013) subsequently modified his view and argued that a move to a gold standard 

required the coordinated decision of most large countries, which cannot be expected. As a 

second best, the independence of the central bank should be a fourth institutional and 

independent pillar along with the government, parliament, and judiciary. The central bank 

moreover should adhere to a strict monetary rule. 

Secondly, there is a personal, if indirect, connection between Bernholz and the early 

years of the German mark. Before becoming a professor, he worked as a postdoc at the 

Universities of Munich and Frankfurt with Hans Möller and Heinz Sauermann, who were 

important in the German currency reform debate. Both were involved from very early on in 

the discussion of German currency reform and belonged to the group of German experts on 

whom American advisers to the military government relied. Möller was part of the group in 

                                                 
4 Bernholz (1989) also analyzed the position of German ordoliberals concerning money in a 
market economy, which is an important intellectual foundation for the Bundesbank’s role.  
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Rothwesten that prepared the currency reform, while Sauermann contributed to the American 

plan for the currency reform. Both wrote extensively on the creation of postwar monetary 

institutions in Germany (Möller 1961, 1967; Sauermann 1950, 1955, 1979). 

 

2. The need for reform  

When the second world war ended, Germany had a monetary overhang, controlled prices, a 

shortage of goods, and a monetary institution without credibility. Large parts of the fiscal 

expenditures of the war machine had been deficit financed by money creation, which had 

increased money supply (Dornbusch and Wolf 1990). During the war, commercial banks 

invested most of their deposits in government bonds, which became worthless after the 

regime collapsed (Brackmann 1993, Buchheim 1988, 2001). Money supply was estimated at 

60 bn Reichsmark in 1945 and between 180 and 240 bn in checks and saving accounts. The 

value of production, in contrast was estimated at only 35 bn Reichsmark (Sauermann 1950). 

At the same time, prices had been fixed at their 1936 levels, so that in 1946 the price level in 

the American zone was at 120 percent of the 1936 level, while the money supply was up 500 

percent for bank deposits and 1000 percent for currency, reflecting high repressed inflation 

(Gundlach 1987, Buchheim 2001).5 Bank accounts, however, were only blocked in the Soviet 

zone but remained open in West-Germany so that the public had access to their accounts 

(Sauermann 1950). Aggravating the problem, in addition to circulating Reichsmark, so-called 

military marks were issued by the occupation forces (Möller 1976).6 

Black markets developed in which prices were much higher than their official level 

(see Mendershausen 1949). Money had little purchasing power and people resorted to barter 

trade and substitute currencies, such as cigarettes. As a consequence, productivity declined 

because employees spent their time hunting for goods instead of working. Many employers 

started to pay their workers in goods rather than money (Gundlach 1987), and firms, rather 

than selling their goods for useless money, resorted to hoarding intermediate and final 

products (Buchheim 1988, 1998). Given these circumstances, monetary reform was widely 

expected already from 1945 on, and many Germans expected it to happen rather sooner than 

later (Sauermann 1950). When it eventually came in 1948, a large increase in black market 

                                                 
5 Shifting resources to war efforts increased prices for civilian goods already in 1935/6, 
prompting the Nazis to freeze prices in 1936 and wages in 1938 (Dornbusch and Wolf 1990). 
6 The Soviets issued more than three times as much of these marks than the western Allies 
which then flowed back to the US zone and were converted into US-dollars (Backer 1978, 
Petrov 1967). This would later create political problems when a joint currency reform was 
discussed (see below). 
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prices between May and June was a clear indication that it was widely expected at the time, 

despite secret preparations of the currency reform.7 

While need for monetary reform was uncontested, the Allies had fundamentally 

different ideas of how a post-war order in Germany should look, which also influenced, and 

significantly delayed, plans for central bank and currency reform.8 The Soviets and the French 

wanted foremost that Germany would be decentralized and never again be able to threat its 

neighbors (Pollard 1985, Wandel 1980). This was initially also the American position under 

the Morgenthau plan. While President Roosevelt adopted Morgenthau’s ideas, other parts of 

the government and the military forces opposed it. Since the American occupation zone was 

not economically viable alone, a wish for economic cooperation with other zones and to leave 

Germany soon increasingly influenced American policy (Blum 1969, Brown 1947). President 

Truman quickly reversed Morgenthau’s directives and in September 1946 secretary of state 

Byrnes in a speech in Stuttgart called for economic cooperation among the occupation zones 

as it became increasingly clear that Morgenthau’s policy would lead to economic disaster in 

Germany and become too expensive for the western Allies. It took until July 1947, however, 

before the Morgenthau position was officially reversed, shortly after the Marshall plan, 

calling for European cooperation more broadly, was announced.9 This, and the beginning cold 

war, also led to a shift in the French position, culminating in the official merger of the three 

western zones (Pollard 1985, Wandel 1980). 

From the beginning the British position favored a planned economic system with 

directed production plans that came close to a fully planned economy (Ambrosius 1977). In 

early 1946, they created a “Zentralamt für Wirtschaft” (central office for the economy) with 

far-reaching powers because they were convinced that a planned economy would be better 

suited for rapid reconstruction. The US zone instead favored a decentralized economic system 

with private ownership of resources. When the two zones agreed to merge, effective January 

1947, a bizonal Wirtschaftsrat der Länder (economic council of states) that was to coordinate 
                                                 
7 One important part of the currency reform was the liberalization of prices that followed. 
This was a German decision, however, and is therefore not the focus of this paper. There is 
some debate whether this particular step was supported by the US military government. 
Folklore has it that Erhard did this against the wishes of the military government but this is a 
myth (Bernholz 1979). In fact, the American plan for currency reform already contained the 
advice to liberalize prices (Sauermann 1979). 
8 Another conflict that made cooperation difficult was the issue of German reparations. While 
France and the Soviet Union insisted on reparations, Britain and the USA were hesitant, given 
post-World War I experience (Wandel 1980). 
9 Occupation policy was officially regulated in JCS directive 1067 of April 1945, which called 
for the pastoralization of Germany. While the US military government in Germany never 
actually followed this policy, it was officially reversed with JCS 1779 only in July 1947. 
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reconstruction and economic policies was created. In early 1947, a Sonderstelle Geld und 

Kredit (special office for money and credit) was added to the finance commission of the 

economic council. Ludwig Erhard became head of the Sonderstelle and decisive in the 

German discussion about currency reform.10 This group eventually came up with the 

Homburg plan for currency reform, but the Germans and the Allied worked separately, and 

the Germans were not informed about American plans (Sauermann 1979). Only in April 1948 

did the American specialists meet with the German group. 

 

3. The creation of the Central Bank system 

This section shows that strong differences existed between the Allies’ plans and German ideas 

about the set-up and independence of the central bank. The design of the banking system, in 

particular the degree of centralization, was also contested among the Allies, which might 

explain why it took so long to set it up. Supervision of the new central banking system rested 

with the Allies, who, however, left it a relatively large degree of leeway. This was used to 

establish political independence not only from German political influence but also from 

Allied interference.  

 

3.1. Allied plans for a Central Bank 

The Potsdam agreement among the four Allies of August 1945 envisaged a decentralized 

economic system, which was nevertheless to be treated as a single economic unit. The 

commander of the American Occupation forces in Germany (OMGUS), General Lucius D. 

Clay, interpreted this as implying the decentralization of the banking system and bank 

supervision at the state level; the establishment of a central bank for each federal state; the 

elimination of the Reichsbank, and also of the central offices of the six big commercial 

banks.11 The US plan for the banking system, developed already in November 1945 by Joseph 

M. Dodge, head of the Financial Department of the US military government and financial 

adviser to Clay, thus advocated a state-based system of central banks and banking 

supervision, similar to the federal banking system in the United States.12 Due to the 

experience under the Nazi regime, the close connection between the political system and the 

private banking system would be dissolved and bank power in general be reduced. In the three 
                                                 
10 Erhard later became economics minister (1949-1963) under Chancellor Konrad Adenauer 
and his successor (1963-1966). 
11 The six German big banks are Deutsche Bank, Commerzbank, Dresdner Bank, Bank der 
Deutschen Arbeit, Berliner Handelsgesellschaft and Reichskreditgesellschaft (Bennett 1950). 
12 Dodge was a private banker and Clay’s adviser until June 1946. He was succeeded by his 
deputy, Jack Bennett.  
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Western zones, banks continued to operate, with the three occupation forces having quite 

different ideas about how a new banking system should be designed. In contrast to the 

Americans, the British favored a more centralized banking system. They did not share the 

view that there was an excessive concentration of power in the existing system but wanted to 

avoid local bank monopolies under decentralization (Adler 1949). In the Soviet zone, private 

banks were closed and a new state-controlled and owned banking system was established 

(Buchheim 1998). 

The other Allies also disagreed with the US side about how to deal with the 

Reichsbank and how centralized the banking system should be. While the US wanted to 

abolish everything connected with the Reichsbank, the French and British wanted to build on 

existing Reichsbank offices and use the existing network between them for payments across 

the occupied zones. But while the French wanted to decentralize, the British pushed for 

centralization of the new central banking system. One reason for this might have been the 

traditional good relations between the Bank of England and the Reichsbank and that 

representatives of the Reichsbank preferred a centralized central bank system (Dickhaus 1998, 

Bibow 2010). Following the Bank of England model of a centralized central bank system, in 

November 1945 the British created a coordinating Reichsbank head office for the British zone 

in Hamburg.  

In April 1946 an additional plan by Dodge, presented to the Allied Control Council, 

suggested a Länder-Union-Bank as a coordination and control body. The plan was rejected, 

however. When the Allies were unable to agree on banking policy, the Control Council 

decided in October 1946 to leave banking policy to the respective military government in 

each zone. The US continued to push ahead with its plans and on January 1, 1947 state central 

banks (Landeszentralbanken or LZB) began to operate in the US zone. A reason for pushing 

this issue forward fast in the US occupied states was to create the state central banks before 

state parliaments became effective and could attempt to influence the system (Buchheim 

2001). The French quickly followed the US example and in February 1947 created 

Landeszentralbanken in the French zone. Eventually, the British position was no longer 

tenable and in early 1948 Landeszentralbanken were also created in the British zone. 

Formally, the LZBs were independent of the Reichsbank structure, which was 

abolished. But the new banks took over personnel, buildings, as well as the assets of the 

Reichsbank offices. The LZB’s capital stock was held by the respective states and was 

intended later to be transferred to private banks, but this did not happen, and the banks 

remained property of the respective states (Buchheim 1998). The directorate of the LZB, led 
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by the president and his deputy, was appointed by the prime minister of each state and could 

be recalled any time without further explanation. Also, the president of the governing board 

(Aufsichtsrat) was nominated by the prime minister, and the president of the LZB 

automatically became his deputy. Further members comprised the president of the banking 

supervision authority and representatives of commerce, agriculture and labor groups, because 

the governing board was to explicitly represent the broader economic interests of industry and 

stakeholders. The board was in charge of shaping general policy, supervision of the directors, 

and setting policy, but there was no formal direct authority of politics over this body. Given 

that many positions were political appointments, however, at least indirect political influence 

cannot be ruled out. 

Legally, the LZBs were in charge of regulating currency circulation, providing the 

payment network for commercial banks, acting as a fiscal agent for state governments, and 

conducting payments with other zones. In another break with the former system, LZB offices 

were no longer allowed to directly deal with private firms and compete with private banks in 

commercial activities. The LZB had no authority over money creation, and could thus not act 

as a “normal” central bank. For this, another body would have to be created. The British were 

successful in convincing the Americans that a Bank deutscher Länder (BdL), a bank of 

German states, should be created as a coordinating mechanism. It was established on March 1, 

1948 by the Americans and British and soon joined by the French. The system was held open 

to possible later Soviet participation but the Soviets created their own institutions in their 

zone. 

Policy at the BdL was set by the central bank council (Zentralbankrat or ZBR), in 

which the presidents of the LZBs were members. Besides all of the LZB presidents, the 

council comprised the president of the governing council and the president of the directorate, 

responsible for implementation of decisions and daily business, who were both elected by the 

council members. Decisions were based on simple majority vote. Thus, in contrast to the state 

central banks, there was no direct influence of the state governments on the BdL council. This 

was considered necessary to allow for a later accession of other zones. The council was to be 

responsible only to the Allied Banking Commission (ABC) but not to German or bizonal 

authorities (see below).13 

Along with the BdL was thus created a new monetary institution to coordinate a 

federal central banking system. It was to be responsible for the payment system and also for 
                                                 
13 Nominally, the president of the governing board had more power than the president of the 
directorate. De facto, however, Wilhelm Vocke of the directorate would become more 
influential than Karl Bernard of the governing board (Marsh 1992, Mee 2016). 
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banking supervision, serving as fiscal agent of state governments and the military 

administration. The BdL also served as bank for the LZBs, conducting payments for them and 

refinancing them. The LZBs had to held their reserves with the BdL and were to implement 

the policy set by the BdL, in particular interest rates, making them practically agents of the 

BdL.14 Moreover, it was to set minimum reserve requirements and discount rates. The new 

bank was also responsible as a “bank of banks”, thus separating the central bank function 

from the commercial banking system. Like the state central bank, the BdL only interacted 

with the banking system and official entities, which was a clear break with the tradition of the 

Reichsbank, which also pursued commercial activities (Holtfrerich 1988). The second 

substantial change was the strong federal element that had not been present in the Reichsbank, 

but which was welcomed by representatives of the new states. Lastly, in contrast to the 

Reichsbank organizational structure, the BdL and the state central banks were legally 

independent, but the LZBs held the capital of the BdL.  

While there was a clear break with the Reichsbank’s institutional structure, this was 

less the case with regard to high ranking officials. In fact, many of those who had served in 

the Reichsbank system joined the new central bank system (Buchheim 1998, 115).15 Only in 

the US zone were exclusively persons without Reichsbank connection appointed. It is 

therefore not surprising that, even among the LZB presidents, not all were convinced that a 

decentralized system would be the best solution. In the first election for the presidents of the 

governing board and the directorate, the LZBs presidents voted for persons with a past in the 

Reichsbank. Particularly Wilhelm Vocke, president of the directorate, was a proponent of a 

more centralized system. 

 

3.2. German plans  

German plans for a central bank differed from the US plan in several aspects but, even among 

German officials as well as in the press and public discussion, there were two opposing 

lessons from the Reichsbank’s history to be learned for the new institution. While one group 

believed that the lesson from the Nazis’ abuse of the central bank required full independence 

to avoid a repetition, others believed that the Reichsbank’s misdirected monetary policy was 

chiefly responsible for the disastrous consequences of the Great Depression. An independent 

                                                 
14 With the creation of the Bundesbank, the two-tier system was abolished and the LZB 
became mere administrative offices of the Bundesbank (Hauptverwaltungen). 
15 On the personal connections between the Reichsbank and the new central bank, see Marsh 
(1992) and Mee (2016). 
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central bank should not be able to make the same mistakes again (see Mee 2016 on this debate 

in Germany). 

The bizonal state council (Länderrat) of German officials, in discussions with Dodge 

in 1946 for one, proposed a much stronger political role for government in the state central 

banks. Not only should the president of the governing board be nominated by the prime 

ministers of the state, but all members should be political appointees. In addition, the 

president of the governing board should be a delegate of the state government, and finally the 

state banking supervision authorities should have the right to veto all decisions and decide in 

case of a conflict between the directorate and the governing board. Dodge protested 

vigorously, stating that this “would preserve the Fuhrer principle throughout” (Buchheim 

2001, 5).  

Even people who would later have high ranking positions in the central banking 

system in Germany explicitly voiced opposition against too great independence of the central 

banks, arguing that interest rate policy, minimum reserve requirements, and open market 

operations are instruments with important economic consequences that should be under the 

control of government (Buchheim 2001, 6).16 In the end, the US prevailed and the political 

influence on appointments and the arbiter role for the banking supervision authority were 

cancelled. 

A similar conflict emerged with respect to the structure of the federal central bank 

(BdL). While the US plan for the BdL insisted on the council being formed by the presidents 

of the state central banks and the directorate, the German side voiced different criticisms. One 

side, represented by Wilhelm Vocke from Hamburg and later first president of the directorate 

of the BdL, criticized the strong position of the state central banks in the council. Since they 

were political appointees of their state governments, there was a danger of political influence 

on monetary policy, he believed. His idea rather was to give sole monetary policy control to 

the directorate. This position obviously ran against the US concern for decentralization and 

had no chance of realization.  

Members of the Sonderstelle Geld und Kredit instead were convinced that future 

economic policy would mainly be credit policy and thus wanted to ensure that the 

government’s economic policy would not be undermined by an overly independent central 

                                                 
16 Bibow (2010, 499, FN11) cites Miksch, an important adviser of later economics minister 
Erhard, that “central bank independence is very unpopular in Germany itself. It does not arise 
from the will of the Germany people but is part of the institutional setup that has been 
imposed by the victors to rule out a resurrection of German power politics” (my translation). 
See below on the public’s position concerning central bank independence. 
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bank. There should be some independence of avoid monetary financing of fiscal policy, as 

experienced under Hitler, but full independence was not favored. Too orthodox monetary 

policy was to be avoided and the perceived monetary policy mistakes of the Reichsbank 

during the Great Depression were not to be repeated. For this reason, a German advisory 

council (including Erhard) proposed to the Americans that representatives of commerce, 

banking, agriculture and labor should be part of the central bank council. In the council, only 

half of the seats should be given to the LZBs and the rest should reflect such broader 

economic interests (Buchheim 2001, 12).  

In its Homburg plan, the German concept for the currency reform, the Sonderstelle in 

April 1948 also proposed the creation of a currency bureau (Währungsamt) that would report 

to the head of the governing board, who would be the later chancellor of the federal 

government. The currency bureau should be responsible for preparing currency policy, and it 

should hear the positions of the states as well that of the BdL, without undermining the policy 

of the BdL. But it should serve to coordinate monetary policies and general economic policy. 

This would compensate for the too great independence of the BdL and ensure that monetary 

policy could be influenced if the need should arise to support the government’s policy 

(Buchheim 2001).  

Even the presidents of the four state central banks in the US zone (Grassmann, 

Pfleiderer, Tepe and Veit) supported the idea of economic councils and thus accepted a 

diminished role for themselves, to ensure that banking policy would become part of a unified 

economic policy. This is in marked contrast to the later law, which required monetary policy 

support of general economic policy by the central bank, but only conditional on this not 

violating the main tasks of the central bank (“unter Wahrung ihrer Aufgaben”), thus reversing 

priorities by putting its own tasks first and viewing support of government policy as a 

subsidiary task. 

In a final meeting between the Americans and the Germans before the laws were to be 

decided upon, the German side again brought in their ideas. Minor ones would be accepted, 

such as the name for the institution “Bank deutscher Länder” but the creation of economic 

councils was rejected; there would only be the presidents of the state central banks and the 

directorate. Also, Erhard’s proposal to eliminate the supervisory role of the Allied Banking 

Commission was rejected. While the US showed some openness for this idea, the French 

insisted on the supervisory role of the ABC (Buchheim 2001, 13). Thus, not surprisingly, in 

the military law creating the BdL, which entered into force on March 1, 1948, the Allied 
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position prevailed over the German one. In protest, the German commission in its report 

explicitly disavowed any responsibility for the law (Buchheim 2001, 14).  

 

3.3. Allied supervision of the Central Bank 

Along with the central bank system, in 1948 the Allies created an Allied Banking 

Commission (ABC) with the expressed aim of supervising the policies of the BdL. The BdL 

law explicitly stated that the central bank council would be subject to the rulings of the 

Commission and report to it. It was comprised of the financial advisers of the US, British and 

French Military Governors and was housed in the same building with the BdL in Frankfurt.17 

Thus, while the central bank system in Germany would be independent of German political 

influence, this was not true for Allied influence. In fact, in early 1948, General Clay, the US 

supreme commander in Germany, wrote that the only reason for not subjecting the BdL to the 

bizonal economic council was that the US still hoped to convince the other allies to join. 

Should this fail, he would be open to discussing how the BdL could be subjected to the orders 

of the bizonal leadership (Bibow 2010, 499).18  

Remarkably, this independence was in considerable contrast to the situation of the 

Allied central banks in their own countries. The Banque de France, the Bank of England and 

also the US Federal Reserve were all subject to political orders concerning interest rate 

policies. In fact, the Bank of England Act of 1946 had nationalized the bank and explicitly 

made it subject to the legal control of the Treasury (Goodhart 2018). Likewise, the Banque de 

France was officially nationalized in 1945 and ordered to simply execute the orders of the 

treasury (Bignon and Flandreau 2018). From the onset of the war, in the US there had been 

close cooperation between treasury and central bank as well, to manage federal debt and 

setting interest rates. Only in 1951 did the so-called Accord restore independent interest rate 

setting discretion to the Federal Reserve (Meltzer 2003). 

In general, it seems that the ABC did not interfere much in decision making at the BdL 

because Vocke closely coordinated and communicated with the ABC (Holtfrerich 1988). 

Nevertheless, from time to time, the BdL seems deliberately to have risked or even sought 

conflict with the ABC in order to stress their independence from Allied supervision (Berger 

1997a, 1997b, Bibow 2010, de Haan 2018). Already in its first decision with the election of 
                                                 
17 In the ABC the conflict about centralization between the Americans and the British 
continued. The British strongly supported Vocke, the president of the BdL directorate in his 
push of more centralization against the US position for decentralization (Dickhaus 1998). 
18 In 1988 the Bundesbank itself would write about this time that it was independent from 
German authorities but that it, as in 1924-1930, was dependent on foreign political bodies 
(Bibow 2010, 501). 
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the president of the directorate and the governing board, the members of the ZBR voted for 

Abs and Schniewind, against the declared wishes of the ABC. When the ABC refused to 

appoint them because of their alleged connection to the Nazi regime, Vocke and Bernard were 

elected instead (Marsh 1992, Dickhaus 1997). 

In another instance, in 1948 the BdL refused to increase the interest rate despite strong 

price pressures and the expressed wish of the ABC. After the currency reform, prices were 

increasing with a rate of 20 percent and the ABC threatened the BdL about enforcing an 

increase in interest rate. A compromise was reached that left interest rates unchanged but 

increased minimum reserve requirements. Berger (1997a) argues that subsequently the ABC 

even shielded the BdL from political pressure and thus helped to defend its political 

independence (see also Mee 2016, 133). 

With the establishment of the German Federal Republic in 1949, the powers of the 

ABC moved to the Allied High Commission and its Finance Committee, and in 1951 the 

Allies ceded all supervisory power of the BdL. But even before that Vocke wrote to Adenauer 

that the ABC would no longer use their right to intervene in BdL policy, of which he had been 

assured by British contacts (Berger 1997b, 51). The BdL was thus able to establish some 

independence from the ABC and use it at the same time in defense against influence from 

German politicians. 

 

4. The creation of the Deutsche Mark 

The currency reform again shows that not only did strong differences develop between the the 

Allies and the German side, but also there were conflicting ideas among the Allies that 

considerably delayed the implementation of the reform. Ultimately, the conflict between the 

western Allies and the Soviet Union sealed the economic and political division of Germany. 

 

4.1. Allied plans for currency reform 

As argued above, currency reform was considered necessary to restart industrial production 

and was widely and early expected. Thus, parallel to banking, the Allies worked on plans for 

currency reform, and already, in mid-1945, the four Allies met in Berlin to discuss currency 

reform. But again, the Allies could not agree and negotiations among them would take 

considerable time. In the end, the US side prevailed with its plans for West-Germany.  

Several parts in the US administration had considered plans for currency reform 

during the war (Kindleberger and Ostrander 2003), and in early 1946, the US government sent 

a team consisting of Gerhard Colm and Raymond Goldsmith to Germany to cooperate closely 
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with Dodge, Clay’s financial adviser, on the so-called Colm-Dodge-Goldsmith (CDG) plan, 

which was to become the basis for currency reform.19 The group had their first draft ready by 

April 5, followed by another on May 14, and handed the final version on May 20 to General 

Clay, but it was not presented to the German public (Wandel 1979, 322). The plan was 

accompanied by more than 200 pages of appendix that analyzed in detail the financial and 

monetary situation in Germany, the government budget, the state of banks, and reform 

experiences in other countries (Sauermann 1955). A large group of Germans was involved in 

the preparation of this plan (including Sauermann, Gottlieb, Metzler, Mendershausen) but 

officials from the German side, such as Erhard and his Sonderstelle, were involved only later 

and had little influence on the final outcome.  

The plan itself suggested three steps: the conversion of Reichsmark into a new 

currency at the ratio of 10:1 and a similar reduction for bank deposits, mortgages, public and 

private debt (excluding the Reich debt), but not for recurrent payments such as wages or rents; 

a mortgage of 50 percent of the value of real assets like land, buildings, plants and equipment 

to be put into a fund for the equalization of war losses (Lastenausgleich) to compensate losers; 

and a progressive capital levy of up to 90 percent on gains in wealth between 1935 and 1945 

(Backer 1978, Brackmann 1993). While the State Department accepted the report, the War 

Department did not, objecting to the loss-equalization and capital levy. A compromise was 

reached in which it was agreed that these steps would be left to a future German government 

to decide (Möller 1976). Clay objected to this in turn by pointing out that this would place a 

heavy political burden on a new government that would need to build popularity. 

The British also objected to CDG because British plans wanted to socialize Germany 

instead of the American plans to put Germans in charge. Even conservative British officers 

entertained socialist ideas and viewed the current situation as a way to gain more control over 

the German economy (Wandel 1979, 325). A radical currency reform would imply losing 

control and a destruction of private property by strong devaluation. In their view, blocking 

part of the saving accounts with a gradual later release to allow for gradual inflation and a 

strong increase in taxation would be preferable, so as to reduce the monetary overhang 

gradually rather than through a currency reform (Turner 1987, Kindleberger and Ostrander 

2003). Especially the American idea of imposing a capital levy on wealth owners and 

canceling government debt was considered a recipe for disaster by the British side.  

                                                 
19 This should not be confused with Dodge’s plan for a new central bank from November 
1945. The currency plan is reprinted in Colm-Dodge-Goldsmith (1955), the first time that it 
was made publicly available in Germany. It is introduced by Sauermann (1955) and reprinted 
along other plans and additional material in Möller (1961). 
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The French objected too because they believed that the Germans were being treated 

too lightly. Their ambitious plans for requisition of German resources and production required 

easy access to German currency reserves or generous allocation of a new currency (Gottlieb 

1956). Moreover, currency reform would have made the Reichsmarks in the possession of the 

Allies lose much of their value, thus making the financing of occupation costs more difficult. 

In particular the French and the Soviets used Reichsmarks along with military marks at 

overvalued exchange rates to finance their occupation costs (Petrov 1967, Wandel 1980). But 

in the end, the US prevailed and Clay delegated the implementation of currency reform to 

Jack Bennett (Dodge’s successor as financial adviser) and Edward Tennenbaum (Gundlach 

1987).20 

 

4.2. The German role in currency reform 

Also in Germany already during the war, planning for a post-war monetary system and for the 

reconstruction of economic order was taking place.21 One group of academics around Walter 

Eucken of Freiburg University saw a strong connection between a sound currency and the 

economic order in general, and had a strong influence on the debate in Germany (Bernholz 

1989). Overall, Kindleberger and Ostrander (2003) estimate that round about 250 such plans 

existed in the early post-war period, of which several are reprinted in Möller (1961), and 

Sauermann (1955) reports that the working group that came together in Rothwesten examined 

some 30 plans by German experts for their own work. Another plan was prepared by Erhard’s 

special office for money and credit. The Sonderstelle called on a group of experts that 

prepared the so-called Homburg plan that was presented on April 18, 1948.  

On April 20, German experts met with Allied officials in Rothwesten (near Kassel in 

Hesse) to work out the currency reform and prepare necessary legislation.22 The so-called 

Konklave lasted 49 days, with about 20 meetings and was chaired by Tenenbaum for the 

trizonal group (Möller 1976, 446). While the Germans stayed there, liaison officers from the 

                                                 
20 Wandel (1979, 320, 323) calls Tenenbaum the “father of the deutsche mark” and that he 
“like no other person, was responsible for the development and implementation of the 
German currency reform”. He goes on that Tenenbaum implemented it against “lively 
opposition” from Germans and in part even against Washington’s will. Tenenbaum later 
confirmed that he personally chose the name “Deutsche Mark” over several alternatives 
(Kindleberger and Ostrander 2003, 189).  
21 The Nazi government was concerned with a reorganization of the currency system after the 
war and let experts propose and discuss their plans relatively freely (Herbst 1977, Tribe 
2001). See James (1994) for Nazi plans for an international monetary system after the war. 
22 A full list of participants can be found in Sauermann (1979). Möller (1961) has a list of 
regulations and laws that were prepared at Rothwesten and relied heavily on German experts. 
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Western Allies traveled back and forth to Berlin and zonal headquarters. In small groups, the 

German experts prepared laws, announcements and proclamations that in the end were much 

closer to the CDG plan than the Homburg plan (for details of the work of the group, see 

Möller 1976). On May 14, a group of German politicians, including Erhard, met with the 

experts in Rothwesten. Möller (1976, 449) describes the meeting as dramatic because there 

was wide disagreement, for instance about the conversion of debt contracts, between the 

experts and the politicians, as well among the experts themselves.  

The German proposals differed from the final plan in several important aspects and 

were based on the Homburg plan, accepted by the currency committee of the bizonal 

economic council, which the German participants at Rothwesten were instructed to pursue 

(Brackmann 1993, Wandel 1980). In contrast to the US plan, the monetary overhang should 

be blocked but not immediately deleted. Eighty percent of saving accounts and Reich 

government debt should be exchanged against compensation bonds so that the total loss of 

these claims would not become obvious immediately. Moreover, other than in the US plan, in 

the German plan the loss-equalization (Lastenausgleich) should be connected to these claims 

and not be treated separately.23 Tenenbaum instead insisted on a definitive solution of the 

overhang problem and complete cancellation of most claims. Only this would solve the 

monetary overhang immediately and avoid creating expectations of later conversions and 

corresponding political pressure. In this view, a harder solution would be better than a weaker 

one in order not to create inflationary pressure later (Buchheim 1998).  

Moreover, as mentioned above, the Homburg plan wanted to create a Währungsamt 

(currency bureau) under the direction of the President of its governing board (who should be 

the later chancellor). It should prepare the change from old to new money and later be 

responsible for all measures concerning the currency. Due to the strong position of the 

chancellor in the federal government, this would make him a “super minister” (Möller 1978, 

455). This was not acceptable to the Allies and the currency bureau was later created as a 

department within the BdL and without government influence. 

Also the rate of conversion of private debt differed in the German perspective. The 

Homburg plan advocated a change of 1:1 whereas the Dodge plan foresaw a rate of 10:1. 

There was no provision of a cash endowment for firms and no compensation for Reich bonds 

since no haircut was planned. Lastly, as well, the endowment of cash per head was treated 

differently. The German plan foresaw a per capita endowment of 50 DM and also a slightly 

                                                 
23 This issue was finally treated in separate legislation in 1949 and 1952 without Allied 
influence. 
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higher conversion of savings accounts (Buchheim 1998, 121). When the German position was 

not successful, the currency committee of the bizonal Wirtschaftsrat (economic council) 

explicitly disavowed any responsibility for the final plan and the same is true for the German 

members of the Konklave in Rothwesten (Buchheim 1998, 119). Hielscher, Erhard’s 

successor as head of the Sonderstelle since March 1948, left Rothwesten in protest and the 

remaining German members of the Konklave protested in a letter that they had no influence 

on the Allied plan (Brackmann 1993, 261). 

In the end, the solution was that each person living in the three western zones obtained 

initially 40 Deutsche Mark (DM) in exchange for 40 Reichsmark. A further 20 DM would be 

paid out later. Recurrent payments, like wages, were converted 1:1. Coins remained in 

circulation but lost 90 percent of their value as the DM initially only existed in paper form 

(Benz 1988). Official entities, including military governments, the post and railway obtained 

60 DM for each employee. Bank and savings accounts were converted with deprecation of 

10:1, of which only 50 percent was immediately available. In late September the rate was 

adjusted to 10:0.65 and 70 percent of the blocked accounts were deleted. Assets of 

commercial banks were not converted; instead banks received compensatory balances at the 

state central banks at a reduced rate (15 percent for demand deposits, 7 percent for saving 

accounts). For government bonds they received roughly 16 bn DM, which corresponded to 4 

percent of total government debt. The conversion was finished in late 1949.24 

Americans and Germans agreed on the fact the currency reform was imposed on 

Germany. In private memoirs, Tennenbaum later wrote: “The monetary reform, however 

much it may have met the yearnings and needs of the German public, was in fact dictated by a 

Military Government that professed to be trying to introduce democracy. It would be 

ridiculous to deny this.” (cited by Meardon 2014, 356). On the German side, Emminger 

(1986, 23), a later Bundesbank president, wrote that “[o]nly an occupation force could 

undertake such a drastic monetary reform” and Möller (1976, 437) also believed that Germans 

could not have pursued such a harsh measure without making compromises. Moreover, it 

would certainly have been impossible for Germans to keep preparations secret (Wandel 1979, 

321).  

 
                                                 
24 The conversion rate was based on estimates about production capacity in 1946 and used the 
average velocity of money from 1931-33. But this overlooked that production capacity in 
1948 was higher than in 1946 and it neglected a strong increase in velocity that led to an 
initially strong price increase after the reform (Gundlach 1987). Hielscher (1948), however, is 
a contemporary critique that the endowment was too high and responsible for the price 
increase after the reform. See also Dornbusch and Wolf (1990). 
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4.3. The delay of currency reform 

The Potsdam agreement between the four Allies envisioned a joint policy concerning 

monetary and banking matters, so that currency reform was the responsibility of the Allied 

Control Council. Currency reform was much more discussed in the West than in the Soviet 

zone, however, because the strict control of the banking system and the price system made 

reform in the Soviet zone much less urgent and because the Soviets had an interest in 

continuing to use military marks and Reichsmarks (Wandel 1979, 1980). 

Nevertheless, before the CDG plan was presented, the Allies had discussed where and 

under which conditions the new money could be printed in Germany. Already in October 

1945 was a committee set up to discuss this. The Americans pushed for the reform to rid 

themselves from the responsibility for German development. While initially on the US side, 

the Soviets soon started to block negotiations, frequently breaking up meetings on new orders 

from Moscow. Conflict erupted between the US and the Soviet about the question of who was 

to be allowed to print new currency. The Soviets insisted on a second printing office in 

Leipzig in the Soviet occupation zone and demanded that the US hand over the engraving 

plates so that they would not depend on the US for access to new cash. The US side resisted, 

fearful of losing control over money circulation in Western zones when money from the 

Soviet zone spilled over, and the western Allies blocked the Soviet plan for a second printing 

office in Leipzig (Gottlieb 1956). This fear was based on experience because the Soviet had 

used the plates for printing Allied military marks to create much more money than was agreed 

upon, which then flowed back into western zones (Bennett 1950, Rundell 1964, Petrov 1967). 

Clay’s military government still hoped for a common currency reform with the Soviets 

in order not to fully separate the four zones. Only after the failed Allied conference in 

Moscow in September 1947 was it finally decided to go ahead with reform in Western zones 

and to start printing currency in the US and ship it later to Germany. Between February and 

April 1948, some 23,000 crates of banknotes arrived in Bremerhaven and were secretly 

transported to Frankfurt. 

Even during the printing of the new currency, which took several months, the 

Americans continued to seek a compromise. Thus, the new currency did not show any official 

insignia of the western zones, so that it could have been used in a joint solution. Only in early 

1948 did Washington decide to no longer pursue a common solution and instructed Clay to 

delay further negotiations. In March 1948 the Soviets officially left the Allied Control 

Council, and the western Allies pushed forward and convened the Konklave in Rothwesten. 

But even when the Soviets left the Allied Control Council and started their blockade of 
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Berlin, the introduction of the currency reform of June 20, 1948 was delayed for a couple of 

days in West-Berlin in the hope of reaching a last minute agreement with the Soviets on a 

joint solution for Berlin. Only when, four days later, the Soviets declared their own currency 

reform, the DM was also introduced in West-Berlin. 

 

5. From the Bank deutscher Länder to the Bundesbank 

The final design of the Bundesbank, which followed the Bank deutscher Länder, as well had 

to be defended against political ambitions to gain influence over monetary policy. With the 

protection of the Allies gone, the BdL fought with the federal government over relative 

influence. As this section now shows, public opinion ultimately sided with the central bank 

and the Adenauer government backed off.  

The German constitution of May 23, 1949 obligated the federal government to create a 

federal central bank, called the Bundesbank, but without making a statement concerning the 

Bundesbank’s political independence.25 With the creation of the German federal state, the 

Allied Banking Commission requested from the government that it create the legal design for 

the new central bank. In 1951 a so-called transition law was put in place and on August 1, 

1957 the Bundesbank eventually succeeded the Band deutscher Länder as the central bank of 

Germany. As before, a conflict arose between the position of the BdL, which wanted to give 

maximum independence to the new central bank and the federal government, which wanted to 

reign in the central bank’s independence. According to Hentschel (1988, 10), politicians of all 

parties were of the opinion that total independence of the BdL was a mistake of Allied policy 

that needed correction. Some 25 different versions of the law were presented and discussed 

before compromise was eventually reached in 1957. 

In 1949 the BdL began preparations for creating the Bundesbank. According to its 

plan, the BdL would be directly transformed into the Bundesbank, making the presidents of 

the directorate and the governing boards subject to the approval of the German 

Bundespräsident (the head of state), and creating a board, comprising the BdL presidents, the 

federal chancellor and the ministers of finance and economy, in which all important monetary 

decisions would be discussed. The BdL thus acknowledged that some discussion with the 

government would be necessary but according to its plan there would be no involvement of 

the federal government or parliament in the appointment of its presidents. Moreover, while 

the board should “trustfully” discuss policies, final decisions would lie exclusively with the 

                                                 
25 The Bundesbank’s independence was regulated by ordinary law and could have been 
changed by a simple parliamentary majority (Stern 1998). 
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Bundesbank (Bibow 2010). The conflict was thus a fundamental one: while the BdL aimed at 

a degree of independence not present in any other central bank at the time, the government’s 

position was that the government should have the ultimate say over monetary policy, allowing 

a better coordination across policy fields.  

Adenauer, the German Chancellor, was convinced that all economic policy decisions 

should be the prerogative of the government and not be shared with an independent central 

bank. In a letter to Fritz Schäffer, his minister of finance and initially responsible for the 

preparation of the Bundesbank law, he confirmed his view that the government could not 

forgo having decisive influence on monetary and currency policy (Buchheim 2001, 18).26 

Schäffer shared the view that monetary and fiscal policy should to some extent be 

coordinated, and in his first draft of the law duly proposed to simply transfer the ABC’s 

power to the government, thus giving it control over the central bank’s policy. The BdL 

protested against Schäffer’s initial draft substituting the government for the ABC. It argued 

that the German government could not be compared to the occupation forces. 

A later draft thus was more tailored to indirect influence on monetary policy. The 

mandate of the Bundesbank should be to secure the currency, taking into account economic 

necessities, and the German president should have the power to dismiss individual ZBR 

members before their term expired. Moreover, government representatives should be fully 

involved in decision making in meetings of the ZBR, and in cases of conflict a federal 

committee for monetary and economic decisions should decide. This committee would be 

chaired by a person appointed by the German president and be decisive in case of a tie. 

Chancellor Adenauer later went even further. The draft of September 1950 not only wanted to 

maintain the federal committee as an arbitration panel, which was vigorously opposed by the 

BdL, but now the chancellor himself would be chairing the committee, having decisive 

influence on monetary policy. 

Not only the BdL but also economics minister Erhard voiced opposition to this 

proposal. Although Erhard as well believed that monetary policy should not be allowed to go 

against government policy, he favored the legal independence of the central bank and trusted 

in his capacity as economics minister to convince the bank of his opinion. Part of his support 

for the BdL’s position might also have been due a power struggle within the German 

government (Bibow 2010). Erhard did not fully accept Schäffer’s responsibility for central 

                                                 
26 Throughout the discussion about the status of the Bundesbank Adenauer would keep his 
position, never accepting a necessity for central bank independence. The central bank should 
not become “a state within the state” (Berger and de Haan 1999, Bibow 2010, 559). 
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bank matters and thus might have sided with the BdL to undermine Schäffer’s power. As 

Erhard became more powerful over time, this conflict weakened.27 

Not surprisingly, the state governments as well wished to protect the federal structure 

of the central bank, and also public opinion sided with the BdL. While the German 

government preferred control over the Bundesbank’s policy, the state governments favored 

the decentralized version and an independent central bank and objected to losing their 

influence to the federal government (Berger 1997b, 53).  

The final decision was postponed and a transition law was passed in parliament before 

work on a final Bundesbank law started. The compromise reached with the transition law of 

1951 envisaged a slight change in the allocation of seigniorage revenue between states and 

federal government and allowed members of the federal government to take part in meetings 

of the central bank council and to suspend decisions for 14 days (Buchheim 2001). The law 

contained the phrase that the BdL would be obliged to respect the general economic policy of 

the federal government and to support it as long as this would not conflict with its tasks. The 

central bank would thus be independent from direct order but obliged to cooperation.  

This did not solve the issue with Adenauer, however. In addition to Adenauer’s 

fundamental conviction that the central bank should follow the general economic policy of the 

government and a personal animosity between the BdL’s President Vocke and him 

(Holtfrerich 1988), there were also concrete policy conflicts. One conflict arose over the 

current account deficit that developed during 1950/51 within the European Payments Union. 

The EPU was created in 1950 as a clearing union among European countries to economize on 

the use of scarce convertible US dollars. Countries were allocated quotas that entitled them to 

credit from the EPU to finance their imports. Germany soon exhausted its quota and would 

have to apply for additional loans from the EPU. The BdL advocated strict austerity and 

increased its discount rate from 4 to 6 percent. This came directly after Adenauer had 

summoned the central bank council to Bonn to put pressure on it not to increase interest rates. 

Adenauer intervened with the ABC to force the BdL to change its policy but the ABC sided 

with the BdL; in addition the EPU made its credit conditional on a strict policy of austerity 

(Berger 1997a, 1997b). 

The second conflict came in the run-up to the 1957 federal election in Germany. 

Between 1952 and 1955 the BdL had in several rounds lowered its discount rate but shifted 

course in August 1955 as prices began to rise and increased the discount rate from 3 to 3.5 

                                                 
27 After 1953 the responsibility for the Bundesbank law moved to the economics ministry and 
thus to Erhard. 
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percent. Moreover, the BdL had signaled privately to the government that it should not 

consider using a fiscal reserve (the so-called “Juliusturm”) that had been accumulated to pay 

for the later expected rearmament of the country. But the government continued to prepare 

plans to use these savings in the run-up to the election, despite the bank’s warning. The 

chancellor in turn let the BdL know that he expected consultation before further changes of 

interest rates and was supported in his position by the head organization of German industry 

(Bundesverband der Deutschen Industrie or BDI), which criticized the central bank’s move 

and was an important supporter of the government. To defend itself against this political and 

interest group pressure, and given that the final Bundesbank law was still in parliament, the 

bank sought help from ministers Erhard and Schäffer.  

Adenauer sent the two ministers to Frankfurt in March 1956 to veto a second increase 

in the discount rate but both supported further tightening. Schäffer sided with the BdL on the 

grounds that the fiscal saving should not be used for election purposes whereas Erhard was 

concerned about price pressure. Both advised the council to ignore their veto using a 

formalistic legal argument. Consequently, the bank ignored the government’s veto and 

increased the discount rate further. In addition, the ministers surprised Adenauer with a 

stabilization plan for fiscal tightening in a cabinet meeting. In an angry speech before a public 

BDI meeting a couple of days later in Gürzenich (Cologne), Adenauer openly attacked his 

own ministers and threatened to take independence away from the central bank. The 

independence should have its limits if the central bank ignored the government’s policy 

guidelines (Berger 1997a).28 Following this event, however, public reaction in Germany was 

overwhelmingly on the side of the BdL. Virtually every newspaper, the financial industry and 

even small business associations came out against Adenauer and he finally backed off (Berger 

and de Haan 1999, de Haan 2018). 

The Gürzenich affair was a clear sign that public opinion would from now on side 

with the central bank in favor of independence and against government intervention 

(Neumann 1998). This had not always been the case so unambiguously. Given the increase of 

inflation after currency reform, the central bank’s initial image was not impeccable. 

Moreover, the early discussion about monetary and central bank policy still focused on the 

legacy of the Reichsbank and was often critical of Vocke’s background in the Reichsbank. 

But, as Mee (2016) shows, public opinion shifted markedly between the late 1940s and the 

mid-1950s.  
                                                 
28 Berger (1997a) sees this as a tactical move by Adenauer to calm industrial interests by 
making the central bank a “scapegoat” because he later went along with the stabilization 
program of Schäffer and Erhard. 
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One reason for this was the skillful public relations and press policy of the Bank 

deutscher Länder and in particular Vocke. Already in 1948 a financial journalist named 

Muthesius approached Vocke and suggested influencing public opinion in the BdL’s favor. 

He used the “Zeitschrift für das gesamte Kreditwesen”, a publishing house that was close to 

the Bundesbank later, and contacts with other journalists, to improve the BdL’s public 

standing. There even was a formal agreement two years later between the BdL and Methusius 

concerning the “cultivation of public opinion” (Mee 2016, 153), leading to a gradual shift of 

public opinion in the BdL’s favor. In other instances, the BdL even sent money to friendly 

journalists (Mee 2016, 199). 

In the end, there were only minor changes from the transition law of 1951 to the final 

Bundesbank law of July 1957 (Berger 1997a). Before 1957 the council consisted of the 

directorate, the president of the governing board, and the LZB presidents. Of the directorate, 

only the president was entitled to vote. After 1957, there was only the council with one 

president of the Bundesbank and all members of the directorate became entitled to vote in the 

council.29 Since all members of the directorate were nominated by the federal government, 

this might look like an increase of federal political influence, but the LZB presidents remained 

in the majority. The LZBs at the same time lost their independence and became mere main 

offices of the Bundesbank within the federal states. Moreover, the Bundesbank was now 

wholly owned by the federal government and thus all seigniorage revenue flowed to the 

federal government.  

 

6. Conclusion 

The currency reform of 1948 and the creation of an independent central bank system that later 

became the Bundesbank were initiated by occupation forces in post-war Germany and was 

largely an American design. At the time, both were not unambiguously supported by German 

officials or economic experts as later impressions would suggest. Instead, many experts at the 

time argued that both were imposed on Germans against their will. The German “economic 

miracle” beginning with currency reform, however, soon created public support for the DM 

and an independent central bank. The clear institutional break with the tradition of the 

Reichsbank and the experiences with hyperinflation after the First World War and the 

repressed inflation after the Second World War created the environment in which a radical 

reform became acceptable. Yet, in contrast to the public, not all politicians shared the 

                                                 
29 Karl Blessing was appointed first president of the Bundesbank. He also had a background 
in the Reichsbank (Marsh 1992). 
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preference for central bank independence and there were repeated attempts to influence 

monetary policy. In particular, the first federal chancellor, Adenauer, was not a friend of 

central bank independence and made repeated attempts to constrain the independence of the 

new institution. Later chancellors, like Schmidt and Kohl, also had their conflicts with the 

Bundesbank but in each case the public was firmly on the side of the central bank (de Haan 

2018). 

That independence could finally prevail is partly due to the American occupation force 

that ensured the initial independence of the central bank and insisted on political 

independence for the Bank deutscher Länder, thereby setting an important precedent for the 

structure of the Bundesbank. The ABC gave more independence to the BdL than was codified 

in law and the bank knew to use this to establish its independence from the German 

government later on. But it is also due to public support that ensured that the central bank won 

the conflict with the federal government in drafting the Bundesbank law and securing its 

independence. The Bank deutscher Länder and later the Bundesbank were very skillful in 

creating public opinion in their favor, which later helped to survive the Adenauer 

government’s attack on its independence (Berger and de Haan 1999). While it is true that the 

central bank was successful in its conflict with the Adenauer government, it is hard to imagine 

that it could have achieved this, had it not been for the Allies who created the institutional 

tradition that ensured independence. The widespread support for the Bundesbank and the 

quick acceptance of the new currency and central bank as “German” in the country should not 

mask the initial resistance against both. 

And while the performance of the deutsche mark and Bundesbank are exceptional in 

international comparison, it also clear that its actual design does not fully conform to what 

many economists view as the ideal central bank constitution. Peter Bernholz, in accordance 

with the German ordoliberals, has always argued for a rule-based monetary policy (Bernholz 

1989, 2013). The Bundesbank, apart from the early years in which it was constrained by the 

fixed exchange rate system of Bretton Woods, was always free to set its policy as 

discretionary and not rule-bound. A monetary policy, however, that takes away discretion, 

such as rule-based monetary policy, a currency on the gold standard, or competitive money 

creation would create a monetary system that does not depend on the wisdom of central 

bankers. In fact, one could argue that a rule-based monetary policy is the exact opposite of 

central bank independence (Bibow 2010) whereas Bernholz’s strong advocacy for the central 

bank as a fourth pillar next to government, parliament and judiciary must be understood as a 

precondition for a credible policy rule. The monetary policy setup in Germany was arguably 
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not what Peter Bernholz would have preferred because the bank was not subject to external 

policy rules and independence was only secured by ordinary law. Constitutionally guaranteed 

independence of the central bank was only achieved with the European Central Bank. 
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