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Introduction

When publications mention the Dutch tax haven, it almost always pertains to the current tax haven. However, its history is much older than commonly assumed and has undergone several stages of development. It emerged during the First World War, thrived in the interwar period, declined in the late 1930s, revived in the 1950s, and since then has become one of the most significant tax havens in the world. By examining its evolution, I identify the central factors in the development of tax havens. The phases are investigated based on the following research question: Which endogenous and exogenous factors contributed to the rise, growth and decline prior to the Second World War, and which factors explain its postwar resurgence and growth?

The only history of the Dutch tax haven based on archival research was written by J. Vleggeert and H. Vording. Their article ‘How the Netherlands Became a Tax Haven for Multinationals’ is limited to post-1945 developments.1 In contrast, my study covers the period from 1914 to 1996 and is based on extensive archival research. This study reaches several key conclusions. First, it shows that the tax haven emerged by chance during the First World War when foreign capital took advantage of pre-existing facilities, such as banking secrecy. Furthermore, it demonstrates that both the financial sector and the government effectively protected banking secrecy during the subsequent boom. Additionally, the study highlights that the decline of the tax haven was primarily due to the uncertainty brought about by the impending Second World War. At the same time, this study reveals that the revival of the offshore sector in the 1950s was made possible by factors such as the availability of facilities like the participation exemption, the tax treaty network, and favorable rulings from the tax authorities.2 Another significant finding is that the growth of the tax haven thereafter can be attributed to various factors, including favorable tax legislation, customer acquisition efforts by a government agency, and the utilization of the Antilles route.

This route involved the untaxed flow of dividends from third countries through the Netherlands to Curaçao (see diagram 1). Due to a symbiotic relationship between the Dutch financial sector and the Curaçao offshore, a separate chapter in the study is dedicated to that tax haven.

In terms of the research question, my research indicates that most of the factors that contributed to the different stages of development in the Dutch tax haven also appeared in other tax havens. I arrived at this conclusion by comparing the factors found with those listed in tables 1 and 2. These tables were extracted from my dissertation and were based on the factors identified in international literature that influenced the emergence, growth, and decline of tax havens.3 The tables provided here are slightly more comprehensive than the ones in my dissertation, as they include eight additional factors. The factors related to concluding tax treaties, rulings, and the termination/revision of tax treaties were derived from my research on the history of the Curaçao tax haven. The factor effective defense tax haven was sourced from a study by C. Farquet.4 The factors of neutrality, war, and capital flight due to tax increases in Table 1 were based on a study by S. Guex.5 The factor war in Table 2 came from a study by S. Watteyne.6 Most of the factors mentioned in the tables are self-explanatory; however, the term agglomeration effect requires some clarification. It describes how financial firms can benefit from the availability of complementary services from lawyers, accountants, and other facilities. These services enhance the international reputation and competitive position of a tax haven.7 Based on my research on the Dutch tax haven, I have identified 13 factors that were not mentioned in Tables 1 and 2. In the case of nine of these factors, it is evident that they also played a role in other tax havens. However, four factors are unique: the absence of withholding tax on interest and royalties; the non-taxation of foreign capital; a generous participation exemption; and customer acquisition by a government agency.

With my research, I also aim to contribute to studies that examine the history of a specific tax haven. Alongside the article by Vleggeert and Vording, the following studies are of interest:

– M. Hampton’s dissertation on the Jersey tax haven.8

– A. Hudson’s dissertation on the emergence and development of offshore activities on the Bahamas and the Cayman Islands.9

– C.R. Schenk’s article on the history of the Singapore tax haven.10

– An article by C. Boise and A. Morriss that discusses the rise, growth, and decline of the Curaçao offshore.11

– T. Freyer and A. Morriss’ article that investigates the development and expansion of the offshore sector on the Cayman Islands.12

– The books by C. Farquet which primarily focus on the evolution of the Swiss tax haven.13

– My dissertation on the history of the Curaçao offshore.

– The article published by J. Jonker and me on the symbiotic relationship between the Dutch financial sector and the Curaçao offshore.14

– S. Guex’s article on the key factors contributing to the rise of the Swiss tax haven.15

– S. Watteyne’s article on the Belgian tax haven, 1890-1914.16


TABLE 1. Endogenous and exogenous factors facilitating rise or attenuation of decline

[image: Image]

SOURCE: Van Beurden, De Curaçaose offshore, 64 Table 8, 332; Farquet, La Défense du paradis fiscal Suisse, 467; Guex, ‘The Emergence of the Swiss Tax Haven’, 362, 364.




TABLE 2. Endogenous and exogenous factors that weakened growth or caused decline
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SOURCE: Van Beurden, De Curaçaose offshore, 64 Table 9, 336; Watteyne, ‘Emergence of, and Threats to, the Belgian Tax Haven’, 90.



The chapters are arranged as follows. The first two chapters describe the rise (1914-1918) and the heyday (1918-1938) of the Netherlands as a tax haven. The third chapter explains how the financial sector and its political allies defended the facilities offered by the Dutch fiscal safe haven. The fourth chapter discusses the downfall from 1938 to 1940. The fifth chapter focuses on the abolition of banking secrecy after the Second World War and the failed attempts of the financial sector to reintroduce it. The sixth and seventh chapters discuss the rise and growth of the Curaçao and Dutch postwar tax havens until 1981. The eighth chapter turns to American pressure on the Netherlands and the Netherlands Antilles (1979-1993) to amend several tax treaties. The ninth chapter describes the extensive package of measures that the Netherlands introduced from 1994 to 1996 to make the offshore more attractive. The final chapter examines the continued growth of the tax treaty network and the extent of offshore activities after 1981.

I am grateful to Joost Jonker for meticulously reviewing my drafts and generously offering advice.
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CHAPTER 1

Rise of the Netherlands Tax Haven, 1914-1918

The Netherlands was already a potential tax haven prior to the First World War. This becomes evident when we apply the following definition to the facilities offered by the Netherlands. A tax haven is a jurisdiction with no or low taxation for non-residents. That jurisdiction must possess at least one of the three characteristics: secrecy, flexible regulation, and the ability to establish letterbox companies.17 The main criterion is clearly met, as owners of foreign capital were not subjected to taxation. Additionally, the Netherlands had banking secrecy and allowed for the use of numbered accounts, thereby meeting the requirement of secrecy. Furthermore, the country had flexible regulations that made it easy for foreigners to establish companies or banks.18 Consequently, the Netherlands had all the features of a tax haven. This did not mean, however, that it was a functioning tax haven. This transformation gradually occurred during the First World War, as incoming foreign capital and German dummy companies took advantage of the existing facilities. Unlike other tax havens, such as Luxembourg, where special legislation was introduced in 1929 to minimally tax holding companies, the Dutch tax haven was not purposefully built through the introduction of specific laws.19 Another example is Curaçao, where special legislation was introduced in 1951 (see 6.2). During World War I, the neutral Netherlands served as a supplier for the German war economy and as a conduit country for securities from Germany. Additionally, it was also a safe haven for flight capital from Germany and Central European countries. A proposed bill that threatened to undermine secrecy was withdrawn due to opposition from the financial sector. Likewise, banks fought a bill that would have prohibited the import of securities from abroad.

1.1 Supplier for the German war economy

During World War I, the neutral Netherlands proved vital for the German war economy, as it supplied various products, semi-finished goods, and raw materials.20 To avoid problems with Britain and France, the Netherlands could not deliver goods that they might use directly or indirectly for war purposes. Nonetheless there were numerous instances that such goods were still being sent to Germany, often with the knowledge of the Dutch government. One example is the Rotterdam company Wambersie en Zonen, a charter and cargo carrier. In September 1914, the Dutch Minister for Agriculture, Industry, and Trade, M. W. F. Treub, was informed that this company, in collaboration with German entrepreneurs, intended to establish a new company. This new company would accommodate their fleet of 36 tugs, which would sail under the Dutch flag and with a Dutch crew, but would serve German companies and the German government. This maneuver gave the company a veneer of neutrality, while in actuality it was German.21

Numerous similar ‘dummy companies’ were established, particularly in Rotterdam, which gave transactions with Germany a Dutch appearance.22 No wonder that by 1916, more than 200 of these ‘Dutch’ companies found themselves on the British blacklist.23 Legally, these companies were Dutch, therefore the true owners could remain in the background. This arrangement enabled the circumvention of Allied measures. An additional advantage was that the capital of German companies invested in the Netherlands was beyond the reach of the German tax authorities, because Dutch banking secrecy, as discussed in Section 3.1, provided effective protection.

The British tried to prevent the Germans from receiving supplies for their war economy via the Netherlands. In the Channel, they checked the cargo of ships destined for the Netherlands on the basis of extensive British contraband lists. Goods that appeared on those lists were seized and assessed by a British judge to determine if there were sufficient grounds for expropriation.24 To ensure that imports to the Netherlands and exports to Germany remained intact as much as possible, a group of bankers and shipowners founded the Nederlandsche Overzee Trustmaatschappij (NOT) in November 1914. C.J.K. van Aalst, president of the Nederlandsche Handel-Maatschappij (NHM), was the chairman of NOT’s executive committee.25 With a thousand personnel, NOT had to make it clear to the English in appropriate cases, that certain imported goods would not be transported to Germany.26

The NOT succeeded in its intent, as it managed to maintain exports to Germany and prevent significant disagreements with Britain. Despite the promises to Britain, the Netherlands still supplied essential raw materials to the Germans. In September 1915, the NHM signed a contract with the German commercial attaché to supply 500 tons of Banka-tin for 1.2 million Netherlands guilders (NLG). The attaché, on behalf of the German government, claimed in the agreement that this tin would be solely used ‘for industrial purposes’. However, this promise was empty, as it was impossible to control its actual usage. The NHM had permission to sell granted by the Minister of Colonies.27 It is not surprising that the NHM, the largest bank in the Netherlands, acted as a tin-seller, since it was responsible for tin production on behalf of the Dutch state on the island of Banka in the former Dutch East Indies.28 In other words, Germany was purchasing this tin, an essential metal for the arms industry, from the Dutch government. Also in that year, the NHM signed a supply contract for Banka-tin with the Austro-Hungarian government, which was fighting alongside Germany against the Allies.29

It therefore seems that the NOT was one large deliberate cover-up. The government and businesses intentionally cooperated to deceive other countries. As a neutral country, the Netherlands not only supplied the German war economy with essential goods but also became a hub where Germans could trade hard-to-sell securities.

1.2 Conduit country the Netherlands

After the start of World War I, Germany decided to fund the purchase of goods in neutral countries by selling off their foreign securities, mainly Russian and American. Russia, which was at war with Germany, naturally rejected these securities. Therefore, the Germans sold significant amounts of Russian securities in Amsterdam, as the Netherlands was a neutral country. These securities were then sold to the Russians. This conduit role of the Netherlands came to an end when the Russian government prohibited all shipments of securities from neutral countries in mid-1917.30

Selling US securities directly to America was very difficult for the Germans due to the British blockade of shipping traffic with Germany. The United States had no objections to the purchase of these securities, as the country had not entered the war on the Allied side until mid-1917. The Germans also found the solution to this problem in conduit country the Netherlands.31 The securities routing via the Netherlands to America was increasingly used by the Germans, especially when, at the end of 1915, stock prices in the United States rose sharply. The importance of this route was evidenced, among other things, by the fact that at the end of 1915, the press began reporting on a gold shipment from the US to Amsterdam worth £100,000 (about 1,100,000 NLG) as compensation for received securities.32 The increase in the Dutch gold supply in 1915 of 223.5 million NLG was exceptionally high and certainly not only due to the sale of these securities from Germany to the US. The gold flow to the Netherlands was partly compensation for Dutch shipping and the sale of large batches of foreign, mainly American, securities.33 From August 1914 to December 1915, the Netherlands sold $100 million in securities to the US. Part of it undoubtedly consisted of German securities that were sent via the Netherlands or American securities that were first sold to Dutch, who then sold them at a profit to Americans.34

Britain did everything to prevent the Germans from selling American securities in New York via the Netherlands. The British used the fact that shipping between the Netherlands and the United States was forced by English minefields to sail along the British coast. Since the ships were then in English territorial waters, the British had the right to search them and seize any enemy (German) property that they found. They confiscated letters, bills of exchange, coupons, and securities from mail bags.35 In early 1916, the English extracted nearly a million dollars in American securities from the mailbags of the Dutch ship the Noordam.36 The British measures were thwarted by crew members of Dutch ships who smuggled packages of securities to the US to sell them there.37 It also happened that Americans bought German securities at a low rate, and paid the Germans by wire. The securities would then be delivered after the war via Dutch or Swiss banks.38 The Germans, having occupied Belgium, also used the route via the Netherlands for American securities which they had forced the Belgians to sell to them at a steep discount. When the British realized this, they seized those securities as well.39 American gold en route to the Netherlands was also confiscated by Britain.40

In mid-1916, the route came under pressure because insurance premiums rose to 4%, following the torpedoing of the Dutch ship Tubantia by a German submarine.41 Several large insurers even refused to provide insurance unless exorbitant premiums were paid.42 The U-boats also brought additional work for the Dutch financial sector. U-boats frequently intercepted ships carrying securities. These valuables then reappeared in the Netherlands, where they were traded.43

The Netherlands was not only a crucial hub for the Germans to dispose of their securities, but Amsterdam also became a significant destination for capital seeking a safe haven.

1.3 Flight capital to the Netherlands

During World War I, a significant amount of flight capital, in the form of money and securities, arrived in the Netherlands from Germany, Austria-Hungary, and other Central European countries.44 The Netherlands was an attractive refuge for several reasons: its neutrality, favorable location, reputation for political stability, banking secrecy and numbered accounts, no withholding tax on interest and royalties, exemption from taxation for foreign owners of capital, and a stable international traded currency, the guilder.45 While the Netherlands had a strong currency, the value of the German mark decreased by 12% between July 1914 (the month the war broke out) and November 1914, and the Austrian-Hungarian crown decreased by 16% in the same period compared to the guilder.46

The flight of capital from Germany is partly attributed to the weakness of the German mark. Another contributing factor was the pressure exerted by the government on German banks to subscribe to war loans. Under threat of martial law, the banks felt compelled to subscribe for substantial amounts. Additionally, German savings banks refused to release deposits to their customers unless they were willing to lend money to the state.47

The financial flow to the Netherlands is apparent in the soaring number of deposits held by the six largest commercial banks. The amount of these deposits surged from 89 million NLG in 1914 to 259 million in 1918.48 It is important to note that this increase was largely driven by hoarding, spurred by the scarcity of goods and inflation. A key advantage for foreign depositors in the Netherlands was that these funds fell outside the scope of tax authorities in their home country and were not subject to taxation in the Netherlands.

In addition to the German capital that flowed into Dutch banks, German financial institutions settled in the Netherlands and acquired stakes in Dutch companies. One such company was Erdmann & Hethey (E&H).

1.4 Arrival of German financial institutions

E&H represented influential groups from Germany and managed large private assets from that country.49 The company operated on the Amsterdam stock exchange through around twenty security traders. E&H acquired interest in companies such as the Amsterdam Java Rubber Compagnie, the Cultuurmaatschappij der Vorstenlanden, the Trade Association Amsterdam, the Nederlandsch-Indische Handelsbank, and Sumatra Rubber Cultuurmaatschappij Serbadjadi. As these interests were often significant, partners A. Erdmann and A. Hethey were able to obtain positions as commissioners in those companies.50 Because of its strong ties with Germany, the firm was blacklisted by the French government, so French nationals were prohibited from engaging in trade with it.51

At the stock exchange, it was believed that E&H had almost unlimited resources due to the support from German financiers, given the postwar economic situation. This assumption was not unusual, as Germany would likely require a refuge in a neutral country for its financial transactions. The Netherlands was already preparing for this. The perception that E&H was backed by substantial German fortunes was reinforced by the fact that the company owned several large office buildings on Amsterdam’s expensive Keizersgracht and Stadhouderskade, had a reputation for generous spending, and employed a staff of 100. The company and its partners also owned a country house on the Merwede Canal and villas near Nijmegen.52

The dismay must have been considerable when, in April 1918, it became known that E&H could no longer fulfill its financial obligations. The stock market subsequently experienced sharp drops. NHM, Hope & Co., Rotterdamsche Bankvereeniging (Robaver), and other major banks hastily formed a support syndicate that could provide over 10 million NLG to support the market. In the end, the syndicate did not need to intervene, as the large batch of securities that entered the market yielded more than expected.53 However, in May, E&H and its partners declared bankruptcy.54

About two months later, Vulcaan Rotterdam, a subsidiary of the German Thyssen Group, opened the Bank voor Handel- en Scheepvaart.55 This foreshadowed what would happen a few months later when the war ended: an invasion of German banks.56

1.5 Defense of secrecy

To tackle the budget deficits resulting from World War I, the Dutch government aimed to increase tax revenue.57 One proposal was the implementation of a securities tax. In early November 1915, Minister of Finance Treub presented the bill to the Lower House for consideration. Under the proposed tax, foreign securities would be subject to a 1 per mille rate, while other securities would face a 0.5 per mille rate. The government sought to prevent security owners from evading the tax. Article 18 of the draft law therefore stipulated that each year, banks and other institutions holding securities for their customers would be required to provide the tax inspection with the following information: names, places of residence, and values of the securities. Violations of these provisions would be a criminal offense. The law was scheduled to take effect by May 1, 1917.58

The following financial institutions informed the Lower House of their opposition to Article 18: the Amsterdamsche Bank, Banque de Paris et des Pays-Bas, Adolph Boissevain, Hope & Co., the Incasso-Bank, Lippmann, Rosenthal & Co, the Nederlandsch-Indische Escompto Maatschappij, the Nederlandsch-Indische Handelsbank, the Rotterdamsche Bankvereeniging, Gebr. Teixeira de Mattos, Vermeer & Co, Wertheim & Gompertz, Wiegman’s Bank, the Associatie-Cassa, the Kasvereeniging, the Ontvang- en Betaalkas, the Association for the Securities Trading in Amsterdam, the Association for the Securities Trading in Rotterdam and the Federation for Money and Securities Trading in the Province.59

The institutions stated that they had never disclosed information about their customers to the state, unless compelled to do so by a judge. Their business model was based on ‘trust and confidentiality’. They claimed that many of their customers would ‘exert pressure’ to avoid disclosing the requisite information. Therefore, they faced a ‘choice between not fulfilling their legal obligations’ or losing a client. The financial institutions also argued that ‘evasion of tax returns remains widely possible.’ For instance, customers could keep their securities elsewhere (e.g., at home) or reduce the amount of securities held in deposit as the time for filing tax returns approached. In addition, the institutions reported that customers would transfer their securities deposits abroad ‘in large numbers’ to evade the Dutch tax authorities.60 In short, Article 18 would result in capital flight. It is noteworthy not only that the institutions acknowledged that many of their customers had used secrecy for tax evasion, but also that they stated they would refuse to provide fiscal information if their customers objected or caused a commotion.

The Lower House took its time to review the draft law. It was not until July 1917 that the written procedure was completed. Many members of the Lower House supported the objections of the bankers and securities traders. In the Upper House there was already opposition to the bill.61 Treub eventually submitted an amending proposal to the Lower House in April 1918. As a result, financial institutions were only required to provide the name and place of residence of their customers, not the value of the securities.62 In March 1919, S. de Vries, Treub’s successor, withdrew the bill due to the ‘serious objections’ raised against the draft.63 To obtain the intended tax income, he proposed raising the stock exchange tax, which is a duty imposed on the buying and selling of securities.64

The main concern for the financial sector was clearly secrecy, not higher duties. Secrecy was considered so essential that even telling the tax authorities that a customer possessed securities was considered excessive. In short, the interest of the financial sector in protecting secrecy took priority over the accuracy of tax information. The resistance from the banks also preserved the trading of securities.

1.6 No import ban on foreign securities

Minister of Finance Treub stated that Dutch citizens had purchased a minimum of 200 to 250 million NLG in foreign securities since January 1, 1917. This capital was invested outside of the country, even though the Dutch government required hundreds of millions for exceptional expenses. Most of these securities were from Germany, issued by cities and provinces. The German government permitted the issuance of bonds abroad exclusively to provinces and cities, ensuring that funds were still accessible for subscriptions to German war loans.65

To keep Dutch capital in the country, the government presented a bill to the Lower House on May 10, 1918. This proposal granted the Minister of Finance the authority to prohibit the importation of foreign securities if special circumstances arose as a result of war or danger of war. The minister also possessed the power to determine when the ban would be lifted. Therefore, it was the minister, not parliament, who could implement or lift the ban. Violation of the ban constituted a criminal offense and could result in the confiscation of the securities, imprisonment or a fine. To prevent a rapid influx of numerous (German) securities, the government aimed to have the draft law come into effect within a few days.66

That didn’t work out because the Lower House took their time with the draft law. Only on 1 June 1918 did the Parliamentary Commission consider that the draft had been sufficiently explained by the government and was ready to be sent to the plenary.67 The Lower House adjourned on 7 June without approving the law and did not reconvene until 9 July.68 On 8 July, the liberal R. Patijn submitted an amendment, and the next day, Treub informed the House that the government had decided not to proceed with the draft ‘under the given circumstances.’69

It is not clear what circumstances were involved because he did not further explain his decision. It probably had something to do with one or more of the following ‘circumstances’: Patijn’s amendment, the time taken by the Lower House to discuss the draft, criticism of the draft by the Lower House, opposition from the banks, and articles in magazines and the press.

Patijn’s amendment stipulated that a possible ban would apply until at the latest 1 July 1920. The parliament, not the minister, would then be able to decide whether or not to offer an extension. Treub may have found this annoying, but it does not seem to be a substantial change, since the slow treatment of the bill by the Lower House resulted already in a wide importation of German effects.70 In other words, a ban would only have a limited effect. During discussions of the draft in the Lower House, several members expressed concerns about the potential consequences of ‘prohibiting the import and issuance of foreign securities’, stating that it ‘could have very fatal and far-reaching effects’.71

Another factor was the resistance from the banks. In late May 1918, the influential Amsterdamsche Bankvereeniging, which consisted of all major metropolitan banks, sent a detailed petition to the Lower House expressing disapproval of the bill.72 The banks argued that significant amounts of securities were deposited with Dutch banks by foreign banks and individuals, and that the importation of such securities, which were only intended for safekeeping, would not harm the Netherlands.73 It was a valid point. However, Treub could not make an exception for this category in the bill. The banks likely made substantial profits from foreign capital refugees who were able to securely store their securities with Dutch banks, out of reach of their own tax authorities.

Several articles were published defending the bankers’ position. In these articles, it was claimed that citizens lost the freedom of choice of shares under the proposed legislation and that the ‘banking profession was being deprived of its freedom of action.’74

The discussion not only focused on the damage to Amsterdam as an international financial center but also on the role of the capital after the war. It was argued that the draft law would prevent Amsterdam from becoming a thriving international financial center after peace was restored.75

With the exception of Patijn’s amendment, all of these mentioned factors likely played a role. However, it is not possible to gauge their impact based on the available data.

The trade in German securities continued. The Hollandsche Crediet- & Effectenbank placed an advertisement in June 1918 offering 5% bonds from the cities of Leipzig and Frankfurt. After the legislation was repealed, the bank only promoted Leipzig’s bonds, as those from Frankfurt had already been sold out.76

We noticed that due to the opposition of banks and securities traders, a bill that would have affected secrecy was withdrawn, and another bill that aimed to prohibit the import of securities from abroad did not reach the finish line. Partly for that reason, the Netherlands became a significant tax haven after the war.

In the opening chapter, we have established that prior to the First World War, the Netherlands had the characteristics of a tax haven, but did not yet function as one. The transformation gradually took place during the war. It is impossible to pinpoint precisely when this shift occurred, as there are no specific criteria and we lack quantitative data on the influx of flight capital and tax avoidance by German dummy companies. Nonetheless, a functioning tax haven clearly existed before the war ended. This is apparent because in May 1918, when the Amsterdamsche Bankvereeniging objected to a proposed bill to restrict imports of foreign securities, it mentioned that foreign banks and foreign citizens were depositing large amounts of securities in Dutch banks.
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CHAPTER 2

Heyday of the Netherlands Tax Haven, 1918-1938

Much European flight capital found the way to the Netherlands after the end of the war. Some of Germany’s flight capital ended up in German banks, which came to the Netherlands in significant quantities. This led to a remarkable cycle where loans made to Germany from the Netherlands were funded by German flight capital. German attempts to prevent capital flight had minimal impact. Numerous German companies came to the Netherlands to take advantage of the generous participation exemption and to keep their profits beyond the reach of the German tax authorities.

2.1 Flight capital

After the First World War, a significant amount of flight capital flowed to the Netherlands from Germany, the successor states of the defunct Austro-Hungarian Empire, and the Balkans to the Netherlands. In those countries, capital was affected by political unrest, high taxes, and high inflation or even hyperinflation.77 In Germany, if someone received a dividend payment of 100,000 marks, they would end up with only about half of that amount in 1920 after taxes.78 Because of these unfavorable conditions, Germans sought to transfer their capital and company profits abroad, beyond the reach of the German tax authorities.79 From 1923, flight capital also started pouring into the Netherlands from Italy, and especially Belgium, and France.80 Determining the exact scale of German capital flight to the Netherlands is difficult. Estimates until 1923 range from 250 to 800 million NLG, approximately 5 to 15% of Dutch GDP (gross domestic product) in 1923.81 There are widely varying estimates of the total amount of capital flight from Germany to other countries. Until the end of 1922, the amounts range from 2 to 6 billion Goldmark.82 The estimates for 1924 to 1930 are from 5 to 9 billion Reichsmark.83

The influx of flight capital into the Netherlands is evidenced by the strong growth of deposits with the six largest commercial banks. As described earlier, during the war these increased from 89 million NLG in 1914 to 259 million in 1918 (see 1.3). Partly due to increasing flight capital, deposits with those six banks rose to 484 million NLG in 1930.84

It is noteworthy that many foreigners utilized branches of major banks in the border regions, and frequently had numbered accounts.85 In 1934, the Maastricht branch of the Amsterdamsche Bank had sixteen numbered accounts. Nine belonged to Germans, four to Dutch citizens, two to French citizens, and one to a Belgian customer.86 Numbered accounts ensured the utmost secrecy, offering an ideal protection against the tax authorities in their home countries. Only the bank manager knew the identity of the account holders. In addition, many of these customers preferred not to receive correspondence by mail, but instead came in person to collect it.87

The German flight capital went not only to Dutch banks but also to German banks that flocked to Amsterdam.

2.2 German banks invasion

A study conducted by De Nederlandsche Bank in early 1926 revealed that most of the foreign banks established in the Netherlands were under German control. Seventy banks in the Netherlands were either established or controlled by foreigners or foreign companies. In nine cases, the Bank was unable to determine the actual power holders. Among the remaining 61 banks, 45 were fully German-owned and five had significant German influence.88

2.2.1 Establishment of branches and daughter companies

Many German banks and some large German companies established a bank in the Netherlands after World War I. In addition to receiving flight capital, they engaged in commercial transactions and currency trading.89 The establishment of these banks was not a problem, as there were no legal restrictions on foreigners wanting to set up a bank in the Netherlands.90 The German banking system also moved to Amsterdam because it was prohibited from operating in London until five years after the peace, and it was no longer welcome in Antwerp, Brussels, and Paris.91

The most important German banks that opened a branch or subsidiary in Amsterdam were Mendelssohn & Co., Warburg & Co., Deutsche Bank, Dresdner Bank, and Darmstaedter und Nationalbank.92 The Bank voor Handel- en Scheepvaart (see 1.4) which established itself in the Netherlands during the war held a special position. Not only was it located in Rotterdam, but it was solely responsible for managing the foreign assets of the Thyssen-Bornemisza family, who were the owners of the Thyssen group. According to a confidential balance sheet from 1932, this bank had a capital of 12 million NLG and reserves of 20 million NLG.93 Given that the Amsterdam branch of Mendelssohn & Co. was significantly more important than other German banks in the Netherlands, it provides a good representation of the activities of these banks. Therefore, it merits a closer look.

2.2.2 Mendelssohn

Founded in 1920, the subsidiary of Mendelssohn & Co., a limited partnership, experienced rapid growth and, by 1926, claimed to have a balance sheet total of 202 million NLG. It was the fifth-largest bank in the Netherlands, after NHM, Amsterdamsche Bank, Robaver, and Twentsche Bank.94 The subsidiary’s impressive expansion was partly attributed to the efforts of the energetic F. Mannheimer. He was the first German banker to settle in Amsterdam, became a partner in the subsidiary, and owned a fifth of the shares with voting rights.95 Even during the First World War, Mannheimer was dispatched to Amsterdam by Mendelssohn & Co. Berlin and the Deutsche Reichsbank to handle international currency and securities transactions.96 On behalf of the Reichsbank, he also established connections with wealthy Dutch families such as the Van Beuningens from the Steenkolen Handels Vereeniging (SHV). Mannheimer possessed an air of self-importance, boasted about his extensive wine collection, smoked expensive Havana cigars, and arrived at his office in a Rolls Royce, often keeping his staff waiting. When he felt that it took too long in receiving a Royal Award, he donated 15,000 NLG to the Rijksmuseum for the acquisition of Italian Primitives. This gesture seemingly paid off; in 1927 he was appointed an officer in the Order of Orange-Nassau for his contribution to Amsterdam’s position as a financial center.97 Additionally, he held a unique position as a co-manager of the assets of the former German emperor Wilhelm II, who had taken refuge in the Netherlands.

2.2.3 Assets ex-emperor Wilhelm

The asylum granted to the former emperor, on Queen Wilhelmina’s intercession, almost caused a breakdown in relations with Britain and a blockade. Wilhelm II didn’t have to worry about the Allies seizing his assets in the Netherlands through Mendelssohn & Co. Berlin in Germany, because Mendelssohn & Co. Amsterdam was legally separate from Mendelssohn & Co. Berlin.98 In other words, the imperial assets were safe in the Netherlands. In 1946, it was estimated that the former emperor, who had died in 1941, had assets of 3.4 million NLG in the Netherlands. Among these assets were his residence, the Huize Doorn castle (worth 250,000 NLG), an inventory worth 2 million NLG (including paintings, gold, and silver), securities valued at 880,000 NLG, and bank accounts totaling 290,000 NLG.99

2.2.4 Loans to Germany
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