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In this article the nature of German trade poficies during the 19305 is re-
examined®. Drvawing evidence from the German-Swedish case of bilateral lrade
agreements in the 19305, the paper argues that small countries bad opportunities
to benefit from bilateral trade agreements, depending on how they drewe up the
agreements avid whetber they were willing to make some concessions o Germany
in return. The German-Swedish agreements evolved from broadly-written and
incomplete contracts into detailed specific contracts that placed the bargaining
power between the two countries on an equal footing. The vesulis in this paper
confirm Wittmann's and Milward’s findings on German endedvours 1o cooperate
with its trade partners.

¢ Grateful acknowledgements are made to Handelsbanken’s research foundation for
financing the work on this article and to Dr Mikae! Lonnborg and Dr Mikael Olsson at
sodertorn University College and Lynn Karlsson at the Department of Economic History,
Uppsala University, for reading drafts and making valuable comments.

* While scholars such as Frank C. Child, The Theory and Practice of Exchange Control in
Germany: A Study of Monopolistic Exploitation in ternational Markets, International
Scholars Forum, 10, (The Hague 1958), Albert O. Hirschman, National Power and the
Structure of Foreign Trade, 2. expanded edn., The Politics of the International Economy,
(Berkeley, Calif.: Univ. of California P., 1980}, Arthur Schweitzer, “The Role of Foreign
Trade in the Nazi War Economy,” The Journal of Political Economy 31, no. 4 (1943),
represent the conventional view that claims that Nazi trade policies exploited smaller
European countries, the recent hypotheses represented by Alan 8 Milward, “The Reichsmark
Bloc and the International Economy,” in Der “Fitbrerstaal™ Mythos Und Realitdt: Studien
Zur Strukiur Und Politik Des Pritten Reiches, eds. Gerhard Hirschfeld and Lothar
Kettenacker, Verdffentlichungen Des Deutschen Historischen instituts in London (Stuttgart:
Kletnt-Cotta, 1981, 1981), Larry Neal, “The Feonomics and Finance of Bilateral Clearing
Agreements: Germany, 1934-8,” Ecoromtic History Review 32, no. 3 (1979), A.O Ritschl,
“Nazj Feonomic Imperialism and the Exploitation of the Small: Evidence from Germany’s
Secret Foreign txchange Balances, 1938-1940%, Economic History Review 54, no. 2 (2001),
who claim there is no clear evidence of exploitation,
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1. Introduction

The hitateralism of the 1930s is commonly regarded as an aggravating
factor contributing to the disintegration of the world economy*. The
conventional view on interwar bilateralism is that it originated from the
economic policies of the Weimar regime, with the introduction of the
exchange controls that sought to balance Germany’s payments to foreign
creditors*. According to Child, Schweitzer, Einzig, Petzina and others,
however, bilateralism was 4 German initiative and an offspring of the
Nazi regime’s aim {or autarchy®.

According to Fllis and Child, the control system became an appropriate
plattorm for the Nazi aspiration for political and economic hegemony on
the Furopean continent. Biased bargaining power enabled Germany to
force the bilateral clearing agreements onto its small trading partners. By
doing this, Germany emerged as a bilateral monopolist and strengthened
its position at the expensce of its smaller partners®.

The exploitative German policies were reported by contemporary
observers, such as Einzig and Schweitzer, The monopoly power perspective,
however, was put forward by Hirschman in 1945°. By analysing the pattern

*Barry Fichengreen, Globallzing Capital: A FHstory of the Tnternational Monetary System
(Princeton, NJ: Princeton Univ. Press 1996), p. 88

*Howard 8. Ellis, Exchange Control in Central Europe, Harvard Feconontic Studies, 69
{Cambridge, Mass.: Harvard Univ, Press 1941),

* Schweitzer, "The Role of Foreign Trade in the Nazi War Economy.”; Dieter Petzina,

Autarkicpolitik I Drittens Reich: Der Nationealsozialistische Vieviabresplan, Schriflenveibe
Der Viertefjabrshefle Fiir Zeftgeschichte, 16, {Stuttgan 1968). By minimising the interface

with the volatile capitalist cconomics in the Western world, the influence from slumps

was reduced.

= Child, The Theory and Practice of Exchange Controf in Germany: A Shudy of Moropolistic
Exploitation in Internctivona! Markels, Paul Rinzig, Blovdless Fnoasion: German Feonomic
Penetration inio the Danmitbian States and the Balbans, (London: Duckworth 1938}, Ellis,

Exchange Control in Central Europe, Hirschiman, National Power and the Structure of
Foreign Trade.

7 Paul Finzig was born in Thungary 1897 and moved to Ingland in 1919 w0 study ceonomics;

in 1921 he began his carcer ag a journalist at the Finagncial News. He wrote a number of
publications, most of them on financial issucs. Hirschman's National Power and the
Structure of Foretgn Trade was re-edited in 1980 with an extended theoretical appendix.

Hirschman, National Power and the Structure of Foreign Trade.
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of German foreign trade, Hirschman concluded that German trade
frequently exceeded that of its partners in its bilaleral exchanges. From
this, Hirschman sketched a monopoly power theory from which he
deduced that Germany gained the advantages of 2 monopolist. Bilateral
agreements enabled Germany to exploit its smaller trading partners, hence
the drive for bilaicralism. More importantly, this became the foundation
of the conventional hypothesis which was adopted by, for instance, ChilcP,
who claimed that the German monetary authorities manoeuvred the
composition and the terms of trade in their own favour, at the expense of
their partners. The usually-stated evidence of the exploitative German
policies has its foundations in the pattern of bilateral relations between
Germany and central and southeast Furopean countries (the Reichsmark
bloc). The growing commerce within the bloc has been interpreted as one
of the results of German economic penetration of the East, marking the
beginning of the imperial political and economic ambitions of the Third
Reich®. However, since archives have been opened to the public, new
sources (such as government and business documents and diaries) have
been used, which seem 10 contradict the conventional hypothesis. For
instance, in 1979 Neal concluded that there is no clear archival evidence
that Germany’s bilateral relations were biased towards a German advantage.
According to the monopoly theory, the terms of trade for Germany should
have risen; instead they fell, and there were no changes in the pattern and
composition of trade that could be derived from Nazi foreign economic
policy™. Moreover, in 1981 Milward argued that the basis for a trade

# Child, The Theory and Practice of Exchange Control in Germany: A Study of Monopolistic
Ixploitation in International Markets. Child’s conclusions were derived from data on
Germany's terms of trade, exchange balances and cash revenues.

* Germany's trading bloc partners during the 1930s were Bulgaria, Greece, Hungary,
Romania, T'urkey and Yugoslavia, Milward, “The Reichsmark Bloe and the International
Fconommny.” p. 377, According to Volkmann, the penetration of the South-cast was iniuated
in 1933, This marked the first step to annex adjacent countries to a German cordon
économigue in the preparations for war, Hans-Erich Volkmann, “Aussenhandel Und
Aufriistung in Deutschland 1933 Bis 1939, in Wintscheft Und Kiistung Am Vorahend Des
Zieitent Welthrieges, ed. Friedrich Forstmeier and Militdrgeschichidiches Forschungsamt,
(Disscldorf, Droste 1973), pp. 82-85.

w Neal, “The Econcmics and Finance of Bilateral Clearing Agreements: Germany, 1934-8.7
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offensive on foreign markets was overthrown when the Nazis came into
power. The Hitler regime’s high priorities for the national economy were
strengthened in the interests of foreign policies. Germany’s difficulties in
competing in international trade, due to the overvalued Reichsmark (RM),
forced Germany to seek cooperation rather than conflict®.

Furthermore, in 2001 Ritschl re-examined German strength in its
bilateral exchanges with smaller (“weaker”) countries. By applying the
means of measurement used by Child on, until then, unused sources,
Ritschl conducted an analysis of Germany's net inflow of convertible
cash reserves from a supposedly “weak” country. Ritschl found that
Germany’s bilateral exchanges with its smaller partners frequently
resulted in deficits. However, according to Ritschl there was one
exception, namely Sweden'™

1.1 The Case: the Small Country of Sweden and Belligerent
Germany

The case regarding Sweden and Germany differs from that of
Germany and South-eastern Furcpe. For instance, unlike the Balkan
countries, Sweden was positioned on the periphery of the sterling bloc,
both economically and politically. Moreover, Germany did not have a
monopoly over the Swedish market during the interwar period, which
undermines the monopoly theory. Nonetheless, the Sweden-Germany
case has significant similarities to the Germany-South-eastern Europe
case. Sweden was a small country, rich in raw materials and earning
convertible currencies, and became of strategic interest to the German
rearmament programmes and the subsequent trade offensive initiated
in 1936. Similarly, Sweden and Germany had concluded a bilateral
exchange clearing agreement, by means of which Germany may have

" Milward, “The Reichsmark Bloc and the International Economy.” p. 401.

® According to Ritschl, Germany managed to extricate currency from Sweden. This may
be interpreted as a result of an exploitative German policy, similar to the German - South-
East European case. Ritschl, “Nazi Economic Imperialism and the Exploitation of the
Small: Bvidence from Germany's Secret Foreign Exchange Balances, 1938-1940.”
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acquired tools to implement its exploitative policies. Hypothetically,
this line of interpretation is confirmed in the literature on the subject.
According to Chikl and Eliis, German exploitation of the South-eastern
European countries was evident in the biased terms of trade in favour
of Germany, and in a shift in the composition of trade. Wittmann's work
on German-Swedish economic exchange during the 1930s shows that
there was a shift in the composition of trade between Sweden and
Germany: for example, Sweden took on a subordinate role as a supplier
of raw materials to Germany, but there was also a significant shift in
terms of trade, in favour of Germany. Thus, this may be regarded as a
result of an exploitative German policy towards Sweden. According to
Wittmann, the Swedish market was “gently” annexed to the German
continental economy, as has been stated to be the case with the South-
east Buropean countries, by those who continue to adhere to the
conventional view',

Unfortunately, Ritschl leaves this subject unchallenged by referring
1o Wittmann's detailed study of German trade policies on the Swedish
market. However, with regard to the political nature and motivation of
Germany’s bilateral agreements, Wittmann, in turn, lcaves the issue open
for interpretation. On the one hand, the quantitative data that address

" Klaus Winmann, Schwedens Wirtschaftsbezichungen Zum Dritten Reich 1933-1945,
1. Aufl. ed., Studien Zur Modernen Geschichte, 23, (Minchen: Oldenbourg 1978), pp.
110-111. This conclusion concurs with Baker Fox's interpretation of small-state behaviour
during the war. According to Baker Fox, Sweden adopted an intense-negotiating method
by putting the Gerrpan demand for Swedish raw materials in the balance. Germany would
not risk being deprived of valued goods that Sweden possessed. Annette Baker Fox, The
Power of Small States: Dipfomacy in World War IT, (Chicago, Il.: Univ. of Chicago Press
1939, pp. 1-9. See also Bengt Nilson, Handelspolitik under shdrpt konkurrens: England
och Sverige 1929-39, Bibliotheca Historica Lundensis, 58, (Lund: LiberFérlag/Gleerup
1983}, who has examincd the British and German competition on the Scandinavian
markets during the 1930s. See also for instance Martin Fritz, German Steel and Swedish
from Ore 1939-1945, Meddelanden frém Fronomisk-historiska instititionen vid Géteborgs
Universitet, 29, (Goteborg 1974), Sven-Olof Olsson, German Coal and Swedish Fuel
1939-1945, Meddelanden fran Ekonomisk-bistoriska institutionen pid Goteborgs
Universitet, 36, (Uppsala: Almqvist & Wiksell 1973), who have examined the exchange
of strategic resources such as iron ore, fuels and steel. Fritz and Olsson conclude that the
German-Swedish markets became interdependent,
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the effects of the exchange support the conventional hypothesis, On
the other hand, Wittmann’s qualitative analysis, which addresses the
rationale of the exchange, suggests that Sweden had a relatively strong
bargaining position. This article is based on the assumption that both
views may be correct. It is argued here that small countries such as
Sweden had opportunities to gain from the bilateral agreements.
However, the purpose, design and application of the agreement were
of great importance to make it benefit the small country. In all probability,
small countries made concessions to German bargaining oflers, but
Germany made concessions as well (as it takes two to conclude a
continuous hilateral agreement). Therefore, losing in one sector may
have been acceptable, if there were other gains, of a higher priority, that
balanced the losses. Research on German trade policies, too, has been
restricted to analysing the effects of the exchange in terms of winners
and losers. However, before we can evaluate Germany’s foreign
economic policics, we need to study not only the economic macro-level
effects of the hilateral agreements, but also the motives for entering into
a bhilateral relationship, from the point of view of contemporary
politicians, government representatives and diplomats™.

Contractual theory offers suitable tools for analysis, Here, contracts
are analogous to agreements, which, in turn, may be regarded as
institutions that mitigate risk, uncertainties and transacticns costs. The
hilateralism (i.e. the payment and the clearing agreements) of the 1930s
is, indeed, an excellent example of risk management by formalising
institutions. In times of rapid change (in prices) or crisis, risks and
lransaction costs tend to increase and economic performance is put at
risk due to these obstacles. However, such obstacles may be mitigated

¥ Surprisingly enough, there has been litle research done on interest groups. What role
did they play during the period? Interest groups reflect cconomic conditions, According
to Rogowski a country’s economic structure creates political alignments that affect the
policies in a direction that tavours their own interests. Thus, we know what to look for
and how 1o analyse it Ronald Rogowski, Commerce avd Coalitions: Tow Trade Affects
Domestic Political Alignments, (Princeton, NJ.: Princeton University Press 1989), Sce
also Mancur Olson, The Rise and Decline of Nations: Feonomic Growth, Stagflation, and
Soctal Rigidities, (New Haven: Yale U P 1982).
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depending, firstly, on the efficiency of the existing institutional framework,
and, secondly, on the capacity of traders and {inanciers to bridge
conflicting interests by formalising issues involving risks and/or issues
associated with high transaction costs; i.e. by concluding new agreements,
new institutions are created .

Contracting parties always differ in needs (or else they would have
been fully satisfied to go along with established practice and/or verbal
agreements). The greater the divergence, the higher the risk aversion
or the higher the incentives for opportunistic behaviour (one party may
be betier off than the other), the greater is the need for formal, specific
“rules” * Thus, in an attempt to retain international commerce, the
bilateral agreements offered new rules that explicitly encompassed
rights and obligations, hence reducing risks, uncertainties and
transaction costs.

As negotiating parties seek to formalise issues at risk or those
associated with uncertainty or high transaction costs, thesc issues become
objects for negotiations and agreements, Thus, bargaining positions, as
well as the design and content of the agreement, indicate the parties’
motives to conclude an agreement. By analysing the German-Swedish
agrecments — the motives, the diverging or perhaps coinciding interests,
as well as the exercise of bargaining power — the nature of the German
foreign economic policies may be identified.

” See chapter 1 in Oliver Eaton Williamson, The Feonomic Institutions of Capitalism:
Firms, Markels, Relational Contracting, (New York: Frec Press 1987).

» Theoretically, if the interests diverge to an extent that the parties cannot meet, or if the
agreement seems unprofitable, the least favoured party will seck an exit from the
agrecment. Thus, all agreements are based on mutuality and rust. However, wo safeguard
against viokations of agreements, formal agreements are combined with explicit rights to
impose sanctions. “T'he greater the interests, the more the interests diverge or the higher
the risk aversion, the more cxplicit and vigorous the sanctions are. Long-term relations
interlink markets and make exiting harder, and if one party considers the agreement
inefticient, it will either try for adjusted terms or exil the agreement by violating it, if the
gains from the violation exceed the offects of the sanctions. However, this was not the
case for Germany. Although the bilateral agreements were concluded al a government
level, rade was still performed by traders, and it is unlikely that the traders would have
accepted unfavourable terms in a continuous exchange. Moreover, there is no cvidence
[rom the literature that any state imposed sanctions within the bilateral exchange.
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1.2 The sources

This article is based on internal trade, financial statistics and documents
that originated from trade between Sweden and Germany. Empirically,
the German-Swedish bilateral exchange clearing agreement consisted of
several agreements on different levels. First, there was a general agreement
which was accessible to the general public, This agreement created the
framework for economic exchange, as it pointed out basic principles.
Secondly, when this was applied, a number of sub-agreements were
added to the general agreement. These agreements were concluded in
various forms of protocols: revisions and additions that related directly
to the general agreements. The former carried very little information of
significance, while the latter were highly substantial, although, at the
rime, the sub-agreements were strictly classified. The disapproval of the
other creditor nations regarding the Swedish demand for full payments
on the Kreuger loan was deemed to require precautions: French or English
intervention in the negotiations between Germany and Sweden might
have alfected the outcome negatively for the Swedes. These agrecments
were frequently re-negotiated by government or accredited business
representatives.

Thirdly, the applied Swedish-German bilateral exchange clearing
required a well-organised bureaucracy to supervise and moritor the
exchange in accordance with the general agreement and particularly
the sub-agreements. The Swedish bilateral clearing exchange was
administered by the Foreign Office and the Clearing Office, under the
Swedish Central Bank. The archives contain raw and computed
statistics, as well as prognoses and trends on the bilateral exchange
clearing. Today the archives are open to the public at the National
Archives in Stockholm.

The following section (2) provides a general outline of the
background of the hilateral agreements of the period. In section 3 the
German-Swedish bilateral exchange is analysed, from the first
negotiations in june 1933 until the agreement was signed in December
the following vear. The initial bargaining positions, as well as the
outcome of the negotiations and the putting into practice of the
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agreement are analysed. In section 4 the structure and composition of
the trading is presented and commented on in brief. In section 5
conclusions are presented.

2. The Origin of Bilateralism

According to the conventional hypothesis, bilateralism was a German
initiative. Indeed, it may well have been a German initiative directed to
the countries of central and south-eastern Europe. Germany was the
monetary as well as the financial centre of the Reichsmark bloc, and when
the crises hit Europe, Germany became the bloc’s creditor while its bloc
partners became vulnerable debtors. As we shall see, bilateral trade and
payment agreements offered the sets of rules required both to extricate
financial claims and maintain trade and payments.

As far as the Western European countries and Germany are concerned,
however, the initiative came from the other direction. During the 1920s
Germany was a major market for foreign investments and aid for both
private financiers and international economic recovery ventures such s
the Dawes and the Young programmes. Germany entered the 1930s
highly indebted. In July 1931 the Reichsbank estimated Germany's total
foreign debt to be 23.5 billion RM*. The impact of the liquidity crisis and
the Great Depression was clearly evident in German foreign trade and
its monetary reserves®, The German trade surpluses of 1929-33 became
deficits in 1934, and during 1931-33 German monetary reserves were
drained”. As we know, the Weimar Regime and the succeeding Nazi

™ Hikan Lindgren, “Sverige och den tyska finanskrisen i béran av 1930-talet”, Conference
Paper (“Norden i handelspolitiska maktkampen 1919-1939"), (Gothenburg 2002), p. 11
#Knut Borchardt, Perspectives on Modern German Economic History and Policy,
(Cambridge: Cambridge University Press 1991), pp 144-148. Gabriel Kielland, Fra ¥4 valita
#if viearing: Fn oversikt over valutaclearing-systemets wiklingsbistorie, (Oslo 1943), p. 63.
” In 1930 the Reichsbank’s assets amounted to 2.8 billion Reichsmark. In December 1934
only 7 per cent of these assets remained. “Auswirtiger TTandel. Die deutsche Handelshilanz:
Uberschuss im Reinen Warenverkehr*; “Gold und Deckungsdevisen. Reichsbank und
Privatnotenbanken.® Statistisches Jabrbuch Fiir Das Deutsche Reich, (Berlin: Statistisches
Reichsamt 1936). Sce also C. W, Guillebaud, The Feconomic Recovery of Germarny from
1933 to the Incorporation of Austrin in March 1938, (London 1939), pp. 20-31.
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Regime acted vigorously. The exchange control in 1931, the standstill
agreements of 1932 and, in particular, the moratorium of 1933 that
prohibited pavments to foreign creditors were considered an act of
discrimination by the crediror nations. Of course, the Western European
creditors reacted to German economic policies.

The foreign creditors appointed a committee composed of
government as well as business representatives to work out and negotiate
a long-term solhation to extricate their financial claims. One of the first
meetings was held at the World Conference in London in January 1933
The committec advocated joint action. By impaosing compulsory unilateral
clearing agreements, the creditors would acquire substantial means to
counter the German moratorium. This suggestion may appear dramatic,
but during 1931-32 several countries associated with the committee
(Belgium, France, Great Britain, the Netherlands, Sweden and Switzerlund)
experienced trade deficits with Germany*. Spccifically, Germany had
export claims on these creditor countries, which the creditors could
threaten 10 freeze legally by imposing a unilateral compulsory clearing
law to force Germany to settle the financial claims. These assets could
be expropriated and distributed to the creditors, but, more importantly,
such a law provided the creditors with bargaining power®.

It was acknowledged among the creditors that Germany’s capacity to
carry out fully its financial labilities was limited. With the reparations in
mind, the creditors commenced negotiations internally to work out « realistic
payment plan. There were several reasons for this. Firstly, the creditors
realised that Germany’s limited monetary reserves made it impossible for
the country to fulfil completely all the financial claims which were coming

# National archives (NA). Utrikesdepartementes arkiv (UD). H 90 Ct, Vol. 2187a. PM
betriffande Kreugerlanets likstiillighet med andra tyska rikslan, 7 Dee. 1944, The main
forum for the contintious discussions was the newly formed financial organization, the
Bank for International Settlements.

A "Per auswiirtige Handel nach Erdeeiten und Lindern (Reiner Warenverkeht)”, Statistisches
Jabrhuch Fir Das Dewdsche Reich, (Berdin: Statistisches Reichsamt 1933).

2 Wittmann, Schwedens Wintschafisbeziehungen Zum Dritten Reich 1933-1945. pp. 49-
52, Centre for Business Nistory in Stockholm. Svenska bankforeningens arkiv, Fi, 116.
Det tyska transfer-liget medio januari, 15 Jan. 1934
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due.? In the main, the claims were divided between government loans and
private claims. The private cluims differed in size, terms and value, and
above all they were distributed among private claim holders, while the
government loans, which generally derived from international joint ventures
undertaken in the 1920s such as the {unding of the German recovery
programmes, were approved Dy the Germans and were relatively easy to
settle. Moreover, these loans were guaranteed by governments, while the
holders of private claims had 4 relatively weak bargaining position, as they
were represented by single intermediaries such as banks®. Countries like
England and France advocated that government loans should be settled
and thar private claims should be lefi out of the payment plan.

From a Swedish point of view, this was unacceptable. The reason for
this was the Swedish Kreuger loan, which was granted on a private basis
in 1929%, Tt was, by definition, a private claim, but since it was a long-term
loan with low interest rates, its terms and conditions had significant
similarities to the government loans®. But neither the Germans nor the

= Private claims were g major target of the German monetary policies. The Germans made
frequent efforts o lower liabilities through standstill agreements and reduced interest
rates. The passing of the Emergency Decree of December 1931 laid the foundation For
these policies. In 1934 the Dividends Limitation Law prohibited the cashing of dividends
in excess of 6 per cent. Instead, dividends exceeding this rate were to be paid over to
the Gold Discount Bank, for investment on behalf of the stockheoiders in Government
honds, to be distributed in 1938, Of course, the purpose was to keep the money in
Germany. Guillebaud, 1he bconomic Recovery of Germany from 1933 to the incorxovation
of Austria in March 1938, pp. 24, 28-29 and 76-77.

=NA, UD. H 90 Ct, Vol 2183, PM, 19 Junc 1933; Rapport frin den svenska
fochandlingsdelegationen, 22 June 1933,

*The Kreuger loan amounted to 125 million dollars and was granted by the Swedish
Match Co. (the parent company of the Kreuger Group). In exchange the company was
granted 4 monopoly in the German match market. In January 1930, at The Hague
conlerence, when the participants in the Young plan met, the Kreuger loan was linked to
the Young plan. In the opinion of the Kreuger Group this agreement equated the Kreuger
loan with the Dawes- and the Young foan, NA, UD, H 90 Ct, Vol, 2183, PM. 19 June 1933.
# From a Swedish perspective, the amount at stake was considerable, and therefore the
Swedes could not submit to the English and French position. In Novermnber 1934 government
loan claims amounted to 143 million USD while private claims twotalled 265 million 17SD.
The Kreuger claim was the largest separate claim (101 million USD). The Swedish financial
claims amounted to about 259 million USD — to be compared with the active turnover
volume of Swedish-German trade which amounted to 113 million USD in 1934.
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other creditors approved of the Kreuger claims. From the point of view
of the creditors, the Swedish demands endangered the payment plan since
they would have created precedents [or other holders of private claims
to raise similar demands. The Germans, for their part, saw an opportunity
to reduce their financial liabilities”. In view of the fact that Sweden and
the more influential England and France differed in opinion as well as in
bargaining power, Sweden chose to leave the joint negotiations®,

2.1 The German-Swedish Bilateral Exchange Clearing Agreement
Negotiated and Concluded

In June 1933 the Swedish negotiators put [orward demands for full
payment of all claims coming due, the Kreuger loan in particular. The
negotiations were strictly classified to avoid interference from other creditors
who did not approve of the Swedish claims, The Swedes adopted the means
of pressure that had been discussed at the joint creditors’ negotiations, albeit
in a modified form. During the joint creditors’ internal negotiations, a
continuous bilateral clearing exchange agreement was suggested by the
Swedish trade bureaucracy. It could be designed to bridge the diverging
interests. But more importantly, it could constitute the basis for a new set
of rules, as well as a formalisation of mutual incentives for continuing
negotiations. Further, since it was formally autonomous, the terms and
conditions of the agreement were under no influence from other creditors®.

T Wittmann, Schwedens Wirtschafisbeziehungen Zum Dritten Reich 1933-1945, pp. 72-
80; NA. UD. 1190 Ct, Vol. 2183, Memo on the 6 % external loan of 1930 (Krcuger), 24
June 1933,

*The Swedish creditors were mobilised in the financial interest group, the Swedish
Bankers' Association (Svenska bankfdreningen). The Association was aceredited by the
Swedish government to act in the creditor negotiations with the English and French
government and business representatives. Regular diplomats generally lacked the
experience needed to participate in negotiations on financial or trade issues, while the
business representatives (such as the banker Jacoh Wallenberg of the Stockholms Enskilda
bankand Petrus Brundell, head of the Association) were highly experienced and skilled
negotiators. NA. UD. H 90 Ct, Vol. 2187 A, PM betriffande Kreugerlanets likstillighet med
andra tyska rikslin, 7 Dec. 1944,

#NA. U 1 90 Ct, Vol 2185, Rapport frin Svenska beskickningen i Berlin, 1 July 1933,
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In order to force the bilateral agreement on the Germans, the Swedish
negotiators advanced an unconditional demand: if the Germans did not
fulfil their financial liabilities fully within the framework of a bilateral
agreement, Sweden would freeze and expropriate all German assets in
Sweden by imposing a unilateral compulsory clearing agreement. At the
time, the Swedes apparently considered risking a breakdown of the
Swedish-German economic exchange to be far less expensive than
accepting a discriminating German economic policy.

Although the Germans initially rejected the Swedish demands, the
negotiations continued. The Swedish government were of the opinicn
that the Germans had to choose between risking an economic war with
Sweden or accepting the Swedish bilateral agreement. If Germany chose
conflict, other states might adopt the Swedish methods, as had been
evident a1 the joint creditor negotiations, and this could eventually result
in isolating the German economy. On the other hand, if Germany
accepted the bilateral agreement, new negotiations had to be started, in
which Sweden had to meet German counter-demands. Germany could
thereby affect the setting and the outcome of the negotiations. On this
basis Germany accepted the Swedish demands™.

The German-Swedish general bilateral clearing agreement was signed
in August and in December 1934. The agreement encompassed principles
and rules for trade and payments on the financial claims, as well as the right
10 impose sanctions if the agreement was violated. Rather than setling out
specific goods and quantities for exchange, the initial agreement was
designed more as a broad framework for drawing up future agreements.
However, there were also practical reasons, A framework allowed the
negotiators to update and adjust the agreement when problems occutred.
On a practical level, it was impossible to identify, predict and forestall all
the eventual problems in the economic exchange. The contractual design
required continuous negotiations to monitor the exchange in line with the
agreement. On both sides, task groups were formed to negotiate trade and
payments issues, and also to analyse trends, gather information and make

#NA. UD. H 90 Cr, Vol. 2185, PM rorande det tyska transfermoratoriel, 28 June 1933,
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strategic recommendations to their respective governments. In Sweden the
organisation was made up of diplomats and businessmen. The organisation,
named the Government's Committee { Regeringskommissionen), was active
until the end of World War I1.

The agreement was characteristic of the period®. The basic principle
of the German-Swedish agreement was that Germany was to have a
regular bilateral trade surplus, such as it had traditionally enjoyed. Bilateral
equilibrium was defined in terms of the trade surplus, assumed to amount
to about 90 million RM (137 million svenska kronor, SEK). The volume
and composition of trade was to be decided by each country respectively.
Since the exports of both countries had to develop proportionally (to
avoid clearing deficits), the German import plans became the yardstick.
This meant that Germany announced future import commitments, so that
the initiative was in the hands of the Germans®.

All German-Swedish cross-border payments were to be made within the
bilateral clearing. Two interlinked accounts were established in the central
banks of each country. Payments fell into three main categories: i) Clearing
Jundsthat referred to payments from trade that were scttled per contra. Since

2 In Purope, the most adopted bilateral form was bilateral clearing exchange which meant
that pavments were settled per contra between two specilic intertinked central banks
accounis. The bilateral clearing exchange was based theoretically on a principle of the
cquilibrium of trade and/or payments. Politically, the agreements aimed for reciprocity,
but in practice the principle was proportionality: purchases and offset purchases were
distributed in separate commodity classes, and in most agreements there was a guiding
principle that Germany’s exports 1o its trading partners should exceed the offset purchases.
In most of the clearing agreements, the surplus was 1o be used for paymaents on financial
claims. The agreements differcd in design depending on what was to be scttled. The
agreements had common features in principle, but in their details they were unique. The
initial Western European clearing agreements were either statements of principle or they
were specitic and complex. However, both modes were difficull 1o design in 2 way that,
benefited both parties, and, when put into practice, most of the clearing agreements did
not function well, as they were cither wo complicated to put into effect or 1o vague 1o
bridge diverging interests. As 4 consequence, agreements were renegotiated and adjusied
on an ad hoc hasis. Therelore the bilateral agreements evolved during the 1930s, See
chapter 1 in P. Nvboe Andersen, Bileteral Yachange Clearing Policy, (Copenhagen 1946),
* NA. Clearingnimndens arkiv (CLN}, Ik, Vol. 15, Supplement to Protokoll (iber
Besprechungen des deutschen und des schwedischen Regierungsavsschusses vom 20
Juni bis 10 Juli 1935,
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the German exports were to exceed the Swedish exports, a surplus emerged
in the accounts. The surplus was to be distributed on the principle of two
fifths in favour of ii) Transfer funds that referred to the Swedish financial
claims, including the Kreuger loan, which gained the same status as
government loans, and three fifths in favour of iii) the Reichshank’s Option
Junds that were distributed to the German account, at the disposal of
Germany for re-building the monetary reserves and financing imports,

The distribution of the surplus followed a chronological, hierarchical
order of payment. The first tranche of the surplus was distributed to re-
payments on 4) the Reichsbank, b) the government loans; the second
tranche was distributed to a) private claims and b} the Reichsbank.
Regarding the tranches (volume) and the distribution (payment order),
Germany was at an advantage. However, Sweden benefited as well,
although the Swedish government committee considered the distribution
of the surplus a major concession. The distribution of the surplus was to
cover German financial liabilities, The annual payments required for the
government loans and the private claims coming due amounted to about
30 million RM. (Thus, the rest of the surplus was distributed to the
Reichsbank.) However, the bilateral clearing agreement had weak support
in Berlin, and therefore it was necessary to create incentives for the
Germans to accept the agreement.

Consequently, when the German-Swedish bilateral exchange clearing
was in effect, German monetary reserves increased, for example in 1938-
40). Unfortunately, Ritschl's analysis does not include the first eight years
of the hilateral exchange clearing. If it had done so, Ritschl probably
would have found that the German monetary reserves resulted in rather
modest surpluses and even deficits, since the agreement did not function
well when put into practice.

3. The German-Swedish Bilateral Exchange in Practice

One of the typical features of the bilateral agreements of the 1930s
was that they they revealed weaknesses when in operation. The German-
Swedish case was no exception. According to the agreement of December
1934, Germany’s exports were to exceed Swedish exports by 90 million
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RM, but increasing German demand for Swedish raw materials, combined
with increasing transportation difficultics, left the clearing system in a
state of imbalance®.

The surplus intended for distribution on capital account, however, did
not materialise, A German deficit arose instead. [t meant that there were
no credit balances to distribute for financial claims. This may or may not
have been a deliberate German breach of the agreement to force the
Swedes to renegotiate and remodel the agreement to Germany’s
advantage. This may well be the conventional line of interpretation®. [t
is true that the German-Swedish clearing agrecment was not desired in
Berlin, but it could not he abandoned without Swedish sanctions and the
Swedes made it perfectly clear they would respend vigorously to such an
action®. Although the deficit was intolerable, the Swedish government
committee connected the malfuncrioning with diverging German domestic
priorities and foreign economic needs, rather than with cunning German
foreign-trade policies. This interpretation of events has been confirmed
by Milward®. The Weimar regime’s aim for domestic economic growth

* German import plans were supervised by the exchange-control authorities (Reichstelleri).
According to the German negotiators, the problem was related to the exchange control.
German import companics had o apply for authorisation. If approved by the proper
Reichstelle, the importer was issued a certificate that specified the goods (o impor, to
what amount and in what quantity. German imports were based on plans that were
coordinated by the autherities. The authorities, in turn, based their plans on the importers’
previous imports and commitments made in agreements. Peter Hedberg, Trade and
Peayments between Sweden and Germany 19341045, The Swedish-German Clearing
Epoch from a Contractual Fconomic Perspective, Uppsala Studies in Economic History,
64 (Uppsala: Acta Universitatis TTpsaliensis: Univ.-bibl. distributdr, 2003), pp. 47, 78-79.
* As mentioned above, Child claimed that the exchange control enabled Germany to
manoeuvre the compaosition of trade to its own advantage. However, the Swedish historian
Nilson ¢laims that this was not technically a breach of agreement, but rather an attempl
to disavow the agreement. Nilson, TTandefspolitik under skdrpt konkurrens: fngland
uch Sverige 192939, pp. 102-104,

#1he Swedish negotiators threatened to freeze German assets and compensate the deficit
with an old loan granted by German banks to Sveriges Altmdnna Iypoteksbank, 1 bond
loan issued in 1878. In 1935 the Governments committee estimated that the German
banks held claims amounting to about 4.8 million SEK. The Germans raised strong
objections to the threat. KA, CLN. FlIb 17, Vol. 486, VPM, 12 June 1935.

% Milward, “The Reichsmark Bloc and the International Economy.”, p. 401.

508




Bileterabisn: and Burgaining Power. Belligerent Germany and the Small Country of Sweden during the 1930y

and the resolution of social unrest (in particular, the troublesome
unemployment problem) e¢velved under the Nazis. This meant that
available resources were to be used for government expenditure and for
German industry’s demand for raw materials”, Moreover, according to
Wittmann, the German attitude towards bilateralism changed in the mid-
1930s. This was to a considerable extent a result of the fact that the German
Government Committee emphasised the advantages of the bilateral
exchange with Sweden to the leaders in Reichswirischaftsministerium
and Auswdrtiges Amt Sweden was a strong sules market, rich in raw
materials and a prestigious hard currency market, and so the agreement
was not disadvantageous to the German economy after all>,

On these grounds the Germans announced that they would go along
with the agreement. Swedish government loan creditors were to be fully
compensated from the German reserves, which was regarded as a
German concession and a decision to procecd with the agreement”. In
July 1935 new negotiations were commenced, which resulted in a
modified agreement. The most important modifications were that the
clearing surplus was to be divided equally, with half going to the
Reichsbank and half to the Swedish creditors (previously 3/5 and 2/5
respectively). The revised distribution agreement was clearly in Sweden’s
favour, Furthermore, both parties agreed to aim at a surplus of about 60
million SEK, which, in practice, was sufficient™.

The focal point was that the agreement revealed the German
incentives to make provisions for a sufficient clearing surplus. If the
surplus increased, the Reichsbank’s share increased. If the surplus was

* Richard James Overy, War and Economy in the Third Reich, (Oxford: Clarendon Press
1994), pp. 61-62. See also Timothy W. Mason and Jane Caplan, Social Policy in the Third
Reich: The Working Class and the “Nutional Community”, (Providence, R.L; Oxtord:
Berg 1993),

¥ Wittmann, Schwedens Wirtschaftsbezichungen Zum Drilten Reich 1933-1945, pp.
119-128.

* Ibid. pp. 73. NA. CLN. Fk. Vol, 15. Supplement to Protocol Vereinbarung tiber gewisse
Anderungen der schwedisch-deutschen Verrechnungs-, Reichsanleihe- und
Transferabkommen vom 22. Dezember 1934, 19 July 1935,

 The surplus initially estimated (90 million RM) did not prove to be attainable. This
optimistic prognosis was based on favourable pre-crises conditions.
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stable or diminished, the Reichsbank’s share diminished. The financial
claims, however, were to be paid anyway. If the clearing surplus did not
suffice, Germany had to use its reserves. According to the modified
agrecment, the Germans had to maintain their commitments (i.e. their
exports) to be able to gain from it.

The Swedish Government Committee regarded the modified
agreement as a success. The main purpose of the agreement — to promote
trade and scc to it that the Germans re-paid their debts — had been
achieved. However, the Swedish private-claims creditors were not
satistied. They did not trust German export capacity to exceed Swedish
exports, nor did they trust German monetary policies, However, they
had weak support from the Swedish government. In January 1936 a new
private claims agreement was signed, modelled upon a preceding Anglo-
German private-claims agreement. This offered a conversion of private
claims into funding bonds, outside the clearing system. The funding
bonds agreement meant generally reduced interest rates, but also better
guarantees of getting paid. The private claim holders were satisfied with
the agreement, and, from a German perspective, this was a favourable
agreement, since the funding bonds agreement could be accepted as a
precedent for Germany’'s other bilateral relations. Germany —
hypothetically — gained a basis for a general reduction of interest rates
on all private claims.

The modifieded and additional agreements of 1935,/1936 provided a
new basis for the German-Swedish cxchange. But the econommic and
political preconditions changed, too, in favour of 4 continued bilateral
clearing agreement. In 1936 the second four-year plan was initiated in
Germany, which gave the armaments industry high priority. Increasing
demand for Swedish raw materials, such as iron ore and forestry products,
and Swedish demand for fuel, consumer goods and finished manufactured
goods, such as chemicals, boosted the trade flows. As Table 1 below
shows, the trade flows expanded rapidly and relatively proportionally
throughout the interwar period. From 1935 till 1939 the volume of trade
neatly doubled. During the period 1935-38 the clearing surplus amounted
to about 55-64 million SEK which was sufficient to fulfil the financial
claims, as agreed. Tn 1938 the Czech and Austrian markets were added
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to the German-Swedish cross border payments®. This also meant that
Swedish-Austrian financial relations were to be added to the German-
Swedish clearing exchange*. The additional loans gained the same status
and rank as the government loans*. In 1938 the annual “Austrian”
amortisations and interest amounted altogether to about 1 million SEK*.

In 1939 armaments had a decisive effect on trade flows. In Table 1the
German-Swedish bilateral cxchange clearing for the period 1934-39 is
outlined. Compared to the trade turnover of 1934 and 1937, the increase
exceeded more than 321 and 400 per cent respectively. While Germany
prepared for war, the Swedish government ordered a stock of staple
commexdities that were expected to be in short supply during the anticipated
war. In 1939 the clearing surplus amounted to about 144 million SEK, a
053 per cent increase compared to 1934, The surplus in 1935, which was
second largest during the period, amounted to 64.4 million SEK. In 1939,
after distributing the clearing surplus to the Reichsbank and the creditors,
about 76 million SEK of the surplus remained in the clearing account in
Stockholm. This meant that there were mecans of payments available (o
include the private claims within the clearing. However, doing so would
require a recluction in interest rates and claims coming due could be cashed

@ Sudetenland was geographically defined as Germany, whereas Bohemia administratively
became a protectorate. These countries were insignificant in Swedish foreign trade.
Hedberg, Trade and Paymenis between Sweden and Germany 1934-1945. The Swedish-
German Clearing Fpoch from a Contractual Economic Perspective, pp. 106-108. In 1936-
37 the Austrian share of the Swedish trade turnover amounted 1o 0.07 per cent, while the
Czech share amounted to about 2 per cent. Kommerskollegium, Sveriges Officiella Statisttk
(SOS Handel). Berdttelse For Ar 1936 Av Kommerskollegivm (1930); Kommerskollegium,
Sveriges Qfficiella Statistik (SOS Handel). Berdittelse For Ar 1037 Av Kommerskollegivm
(1937,

= KA, UL, H 94 Ct', vol. 2337, Overenskommelse med Tyska Riket angiende tillimpning
av den svensk-tyska avrikningsoverenskomnelsen den 22 december 1934, 23 Nov. 1938;
Overenskommelse med Tyska riket angaende tillimpning av den svensk-tyska
avrikningsoverenskommelsen den 22 december 1934, 11 Nov. 1938,

* NA, CLN. Fk, vol. 15, Supplement B to Abkommen tiber die Dawes-, die Young- und
clie Kreuger-Anleihe sowie gewisse Osterrcichische Anleihen (Reichsanleiheabkomimen).
28 Q1. 1938, Durchfiihrungsvereinbarung Gber die Internationale Anleihe des Deutschen
Reichs von 1930 (Young-Anleihe); Vol. 487, PM angiende kommande svensk-tyska
clearingfiwhandlingar, 22 Aug. 1938.

M NAL CLN. G IV, Vol. 844, Transforstatistik,
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TABLE 1. German-Swedish clearing trade payments,
1934-39 Million SEK. Current prices

1934 1935 1936 1937 1938 1939
1 Sept. - 31 Dec.

German exports 103.7 315.1 340.4 4263 4286 5786
Swedish exports 84.6 250.7 2848 366.4 3709 4348
Surplus 19.1 64.4 55.5 58.9 57.7 1438

Source: NA. CLM. Fllb 17, vol. 487, FiM No. 2 angéende vissa handelspolitiska fragor | farnaliande tilr
Tyskland, 23 Movember 1937,

at only hall value. The other half remained as a credit to be used in
Germany™, On the one hand, for the holders of private claims this meant
a loss in value, bul on the other hand it meant that the Swedish government
had to safeguard their claims from future breaches of agreement.

The recurring issue in the negotialions was the size of the Swedish
creditors’ and the Reichsbank’s clearing surplus tranches. Table 2below
shows the shares of the Reichsbank and of the Swedish holders of
government loans (the Kreuger toan included) from the distribution of
the clearing surplus. The payments Lo the Swedish creditors amounted io
about 30 million SEK annually, During the first half of 1935 the clearing
did not funclion well and the distribution of the surplus was revised to 4
50/50 distribution of the surplus. From the modified agreement in 19353,
there were means available in the clearing accounts that sufficed o pay
the Swedish creditors fully. Thus, the distribution of the clearing surpluses
was carried out according to the agreements in 1935 and the lour years
that [ollowed. In 1939, however, the surplus amounted to nearly 144
million SEK. The use of the excess surplus in 1939 was 10 be decided in
future negotiations. Neither the Germans nor the Swedes paid more than
that stipulated in the export contracts or financial agreements. Tt is,

S NAL CLN, Pk, vol, 15, PM hetritfande Privatschulden-abhkommen, 31 Oct, 1938; CLN.
Fill 17, vol. 487, Mceddelande angiende Reglering av avkastning under dr 1939 4 svenska
sk, privattordringar 1 Tyskland Genom kommissiondrerna Skandinaviska
kredilaktiebolaget, Svenska handelsbanken, Stockholms Enskilda bank, Gateborgs bank
och Stockholms intecknings garanti, T April 1938; NA. UD, 0194 G, Vol 2337, PM No. 4
Angiende handelspolitiska forhandlingar med Tyskland, 4 Nov, 1938,
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TABLE 2. The distributlon of the German-Swedlsh clearing surplus to the
Relchsbank and the Swedlsh holders of Government loans, 1934-39.
Million SEK. Current prices

Year 1934 1935 1936 1937 1938 1939
Clearing surplus 184 64.4 55.5 59.9 57.7 1438
The Reichsbank's share 11.2 30.4 298 28.4 29.1 30.8
The Swedish Government 12.3 304 296 285 201 371

lpan creditors

Source: NA. CLN. Vol 488. Transferstatistik.

however, most interesting, that the German share of the surplus never
exceeded the Swedish. Even though German bargaining power
(hypothetically) kept pace with Nazi rearmament, the Swedish share
cxcceded the German share; thus Nazi power was not reflecied financially.

3.1 A Solution for the Private Claims

The large surplus of 1939 allowed for a reimbursement of the private
¢laims within the clearing. Previous settlements had not been very successful.
Even though the parties agreed on reduced interest rates andl a conversion
to funding bonds, there were only a few payments in 1935 and 1936. Until
then, private-claims creditors had not been favoured. This was, on the whole,
the result of German monetary policies, but also of weak support from the
Swedish government, which left these claims unregulated as they were
difficult to include in the clearing without a reduction of the government
loans. The low status of these claims was clearly manifested in the negotiations
and the agreements. The initial Swedish bargaining position was to settle
first the Kreuger and the government loans by agreeing on 4 new set of rules
to make the Swedish-German exchange an operable system. The status of
private claims was enhanced as the clearing functioned. From the perspective
of a4 private-claims creditor there were both possibilities and reasons for re-
entering the clearing. The surpluses of 1938 and 1939 indicated that the
clearing was functioning as planned and that there were sufficient surpluses
to guarantee the private claim creditors, both practically and formally —as
the private-claims creditors gained status as a part of the clearing.
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4. The Structure and Composition of Trade

As mentioned in section 1, Child stated that the German monetary
authorities used their bargaining position to manoeuvre the compaosition
and the terms of trade in favour of Germany, at the expense of its small
partners. Tt is also true that the clearing trade was specialised. The expanding
trade flows from 1936 onwards coincided with the implementation of the
Second Four-Year Plan. According to Schweitzer, the aim of the overall
plan was autarchy®, Specifically, the main objective was to strengthen
German domestic industrial capacity for military as well as civil demands®.

Tronically, the former included a dynamic trade policy that resulted
in increasing German demand for Swedish raw materials. As raw materials
were given high priority in German monetary plans, mining and forestry
were regularly favoured, while imports of finished goods were placed
under German restrictions. Clearly, Sweden’s role as a supplier of raw
materials and primary products grew. However, the importance ol the
German market should be viewed in a wider context, From 1890 to 1930,
Swedcen experienced a transition from a semi-agrarian to an industrialised
economy, Industrial branches like mining, steel, engineering and forestry
expanded. This affected the structure and composition of Swedish trade
during the first decades of the century, On the one hand the Swedish
economy relied to a greater extent on the import of finished and consumer
goods, whereas exports were composed of raw materials (such as iron
ore) and primary products {such as pulp)®. Perhaps the most significant

" Schweitzer, “lhe Role of Foreign Jrade in the Nazi War Economy.”

* Mason and Caplan, Social Policy in the Third Reich: The Working Class and the *National
Community”, pp. 300-301.

* Tor instance, in 1890 the share of pulp and paper cxports amounted to a modest S per
cent of the export volume, while in 1930 it was up o 30 per cent. Lennart Schén, En
modern svensk ekonomisk bistoria: Tillodxt och omvandling under fvd sekel 1. uppl.
ed., (Stockholm: SNS forl. 20000, ch. 4, Maths Tsacson, “Den hogindustriclla epoken,” in
Industrinlismens tid: Fhonomisk-historiska perspektiv pa svensk industriell omvandiing
wnder 200 dr, ed. Maths & Morell Isacson, Mats (Stockholm: SNS forl., 2002), ch. 5, Mats
Larsson, “Storldretagande och industrikoncentration,” in Indistricdismens tid: Fhonomisk-
historiska perspektiv pd svensk industrioll omeandting under 200 dr, cd. Maths & Morell
Isacson, Mats, (Stockhelm: SNS férl, 2002), ch. 6
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example is the share of iron ore in Swedish exports to Germany, which
increased from 38 per cent in 1935 to over 50 per cent in 1938%.

Nonetheless, the composition of German-Swedish trade was discussed
when the Swedish government committee met for internal discussions in
November 1937, From the Swedish point of view, it was argued that the
demand for Swedish finished goods on the German market was increasing,
but that the import plans gave priority to raw materials and primary
products; i.e. the manufacturing industries werce put at a disadvantage™.
On this basis the Swedes contemplated imposing trade restrictions on, in
particular, the export of iron ore™. However, such restrictions were of little
interest for the Swedish cconomy, nor were they feasible to introduce.
Mining and forestry belonged to the most profitable scectors. Furthermore,
diminishing intcrnational trade made such markets as Germany highly

-aluable in a long-term perspective. Reduced iron ore of forestry exports
would have resulted in troublesome diminishing income, shut-downs and
regionally concentrated unemployment®,

Another long-term consideration was that the German market provided
for strategic gains, Fuel prices in Poland and Germany were lower than
in the British marker, but in addition transport costs across the Baltic sea
were lower than those from Britain. From this perspective, the gains from
the German fuel market were massive. Since the Germans would have
reacted to any restrictions, the prospects of a continuous exchange would

# NA. CLN. Fk, Vo!. 15. Rapport fran Svenska beskickningen  Berlin rérande de svensk-
tyska handelspolitiska forhandlingarna, 8 Jan. 1938; PM No. 2 angiende vissa
handelspolidska fragor i forhillande till Tyskland, 23 Nov. 1937; PM No. 3 angiende vissa
handelspolitiska frigor 1 forhallande till Tyskland, 26 Nov. 1937,

N NA. LD, TIP 64 CL, Vol 2334, PM av Higgtof angaende vissa handcelspolitiska fragor i
forhallande till Tyskland, 5 Nov. 1937.

W NA. CLN. Fk, Vol 15, Rapport frin Svenska beskickningen i Berlin rorande de svensk-
tyska handelspolitiska férhandlingarna januari 1938, 4 l'ch. 1938,

= Swedish specialisation in raw materials and primary products is evident in the bistorical
statistics. During 1915-35 the forest and the iron ore industries” shares of total Swedish
export volumes expanded from about 33 to 50 per cent. Whereas the forest industry
dominated Swedish exports as a whole, iron ore export dominated Swedish exports to
Germany. In 1935 the iron ore share towalled 38 per cent and in 1938 50 per cent.
Kommerskollegium, Sveriges Qfficiella Statisttk (SOS Handel). Berdttelse Fér Ar 1936
A Kommerskolfegitim.
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have been jeopardised®, Technically, the modified agreement of 1935,/1936
specifically allowed the Germans to choose their imports. The Swedish
government was aware that the Swedish raw material market was the
major German incentive to continue with the agreement, and it seemed
risky to change the conditions that made the system function. After all, as
long as the financial issues were settled, the principal Swedish aim of the
bilateral clearing exchange agreements was achieved™.

5. Conclusions

There are several conclusions to be drawn. Bilateral agreements bridged
diverging interests, evident in incompatible economic policies. The
bilateralism of the 1930s is commonly regarded as an aggravating factor
leading to the disintegration of the world economy. According to Child,
Schweitzer, Finrig, Petzina and others, bilateralism was a German initiztive
and an offshoot of the Nazi regime’s aim for autarchy. The German-Swedish
case differs significantly from this view. Bilateralism should be viewed not
as destructive, but rather in terms of reactive institutional change. Diverging
interests that emerged from the crises (seen in incompatible economic
policies) had to be bridged with a new set of rules that defined and
formalised the parties’ rights, liabilities and commitments. Empirically, it
was the German monetary policies which suspended payments to foreign
creditors that triggered the West European creditors’ reaction. In order to
extricate their frozen assets, the creditors united, A compulsory clearing
law was advocated as a means to force Germany to fulfil its financial
liabilities. Even though the joint venture failed, the means were adopted
and applied by separate countries in negotiations with Germany. It is to
be noted that these initiatives directed the construction and design of the
bilateral agreements. The shaping of the bilateral systems was generally
tavourable to the creditors, although German incentives to continue with

» Hedberg, Trade and Pavments betiveen Sweden and Germary 19341945, The Swedish-
German Clearing Epoch from a Contractiial Economic Perspective, pp. 139-141.

* NA. UD. H94 Ct, Vol. 2334. Korrespondens Hiigglof, Utrikesdepartementet till Vinell,
Svenska beskickningen i Berdin rorunde de svensk-tyska handelsforbindeserna, 8 Dec. 1637,
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the agreements were one of the foundations. In this sense, bilateralism
was beneficial compared to the probable alternative — a continuous
downward spiral in world trade and finance.

It is important to recognise the underlying principle of mutuality that
permeated the construction and design of the German-Swedish bilateral
exchange. This principle contrasts sharply with the conventional view on
German trade policies. It is true that German bargaining power was
strengthened pari pessie with the armaments and the political power that
followed [rom the Sccond Four-Year Plan in 1936. Also, after being put
into practice, most of the bilateral agreements were maodified, which may
have created an opportunity for Germany to coerce its partners to concede
to German demands, as claimed by Ellis, Child and others. Tt is also clear
that the Swedish market became of strategic interest to Germany after the
introduction of the Second Four-Year Plan. According o Hirschman and
Child, this created a strong incentive to initiate a forceful policy with regard
to small countries like Sweden. Hlowever, as Nyboe Andersen has pointed
out, even though the agreements were adjusted and modilied, principles
and mcthods were generally not changed (i.e. proportional balance or
hilateral balance, the pricrities and contents of the agreements that aimed
for financial issucs). The German-Swedish case differs from the conventional
view. The contractual adjustments made in 1935 were in favour of the
Swedes (1.e, dividing the clearing surplus 50/50 brought guarantecs for a
long-term settlement of the financial issues). Thus, the modified agreement
should be regarded as a German concession that manifested the will to
continue or, as Milward and Wittmann expressed it, to cooperate, Of course,
both parties disagreed on several issues that had to be negotiated. Even #f
the bargaining power became biased in favour of Germany, and #fthere
was a strategy of exploitation, they were restrained by some factors.

Yoremost among these [actors was the contractual design: general
agreements were supplemented and/or adjusted in sub-agreements in a
process of trial and error, As 4 resudt, the bilateral system evolved gradually.
The system (in terms ol agreements) cxpanded both vertically, as separate
issues became codified, and horizontally, as the agreements included more
and more exchange-related issues. Every single issue had to be negotiated,
but the negotiations aiways started from the initial principle that an

=]
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exchange must be advanlageous to both economies. This contractual
principle and method, however, created a complex set of rules that could
not he revised easily. As a result, Sweden's bargaining power was
surprisingly strong compared to that of Nazi Germany, when it was a matter
of adjusting the terms of bilateral trade to changing circumstances. 1ue to
the costs and efforts of drawing up a new functional agreement, this was
never an option, An agreement that was in favour of only one party would
most certainly have closed ofl all trade and thus all financial relations™.
From a Swedish perspective, two issues may be regarded as
disadvantageous. The privatc claims of Swedish investors were obviously
not supported by the Swedish government. The Swedes were aware of
the strained German monetary reserves and the general resentment against
private claims by foreigners. The possibility of including them in the
agreement probably appeared difficult. In the light of the overall gains
to Sweden, however, this was an easy sacrifice for the government to
make. The other possible disadvantage for Sweden was the regression
in its pattern of exports back to raw materials and primary products, But
this was a temporary sctback without sericus long-run costs, while the
iron ore and timber industries renewed their profitability in the meantime.
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TABLE 1. German-Swedlsh clearing trade payments,
1934-39 Million SEK. Current prices

1 Sept - 31 Dac 1934 1935 1936 1937 1938 1939

German export 103.7 315.1 340.4 4263 428.6

578.6

Swedish export 84.6 250.7 284.9 366.4 3709 434.8

| Surplus 19.1 64.4 EE.5 59.9 57.7 1438

Source: NA. CLN. Fllp 17, Vol. 487. PM No. 2 ang&ende vissa handelspolitiska fragor i férhallande tilk
Tyskland. 23 Noverber 1937,

TABLE 2, The distribution of the German-Swedish clearing surplus to the
Reichsbank and the Swedish holders of Government loans, 1934-39,
Milllon SEK. Current prices.

1934 1936 1936 1937 1938 1939

Clearing surplus 191 64.4 555 59.8 57.7 143.8

The Reichsbank's share 11.2 30.4 29.6 28.4 201 30.8

. 12.3 30.4 29.6 285 291 371
loan creditors

Souwrce: NA. CLN. Vol. 488. Transferstatistik.










