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Abstract

Neutrality has long been seen as impartiality in war (Grotius, 1925), and is
codified as such in The Hague and Geneva Conventions. This dissertation
empirically investigates the activities of three neutral states in the Second World
War and determines, on a purely economic basis, these countries actually
employed realist principles to ensure their survival. Neutrals maintain their
independence by offering economic concessions to the belligerents to make up
for their relative military weakness. Depending on their position, neutral
countries can also extract concessions from the belligerents if their situation
permits it.

Despite their different starting places, governments and threats against
them, Spain, Sweden and Switzerland provided similar types of political and
economic concessions to the belligerents. This thesis comparatively investigates
neutral trade, labour and capital. Using standardized trade statistics, this study
shows that while all three neutrals were dependent on the Germans for most
basic goods, they were generally able to benefit from relative gains in prices and
excess imports of goods in periods of German weakness. In trade with the Allies,
at least two of the three countries permitted the illicit export of items necessary
for the Allied war effort, and did so at reduced relative prices.

All three neutrals benefitted from substantial services revenue and
positive balance of payments in all of their belligerent relationships. In several
cases the neutrals were able to force the belligerents to cover their balance of
payments deficits in gold because they needed to maintain access to the neutral
markets. The final chapters demonstrate that despite political promises, the
Spanish and Swiss governments constructed labour transfer systems to limit the

number of workers for Germany.
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Figure 0.1: Axis, Allied and Neutral Blocs at September 1939
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Axis Countries: the German Reich and the Italian Empire
Allied Countries: Great Britain, France and Poland their associated Empires

Neutrals: Belgium, Bulgaria, Denmark, Finland, Greece, Hungry, Ireland, the
Netherlands, Norway, Portugal, Romania, Spain, Sweden, Switzerland, Turkey
and Yugoslavia

Source: Author



Figure 0.2: Axis, Allied and Neutral Blocs at June 1941

Allies

Axis
7 >
Northern fo ¥
Irelandﬁ \
NBaing
Atlantic o \

Mediterranean Sea ARG
QTN %
0 500 Miles 'Q - 4 .
1 J o ',
I T Q
0 5500Km s cyp,us@

Axis Countries: German Reich, Italian Empire, Bulgaria, Finland, Hungary and
Romania

Axis Occupied: Belgium, Denmark, France, Greece, the Netherlands, Norway and
Yugoslavia

Allied Countries: Great Britain, the Soviet Union and their associated Empires

Neutrals: Ireland, Portugal, Spain, Sweden, Switzerland and Turkey

Source: Author
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Foreign Exchange Values

Table 0.1: Foreign Exchange Values Spanish Peseta to (average of year):

German
Reichsmark British Pound United States Dollar
1RM = 1f= 1$8=
Official Official Banknote  Official Banknote
Year Rate Rate Rate Rate Rate
2H1936 3.01 37.22 7.43
1937 3.45 42.36 8.57
1938 3.45 42.45 9.36
1939 3.56 40.65 10.74
1940 4.16 40.01 10.95
1941 4.24 40.50 38.10 10.74 9.85
1942 4.24 40.50 10.95
1943 4.24 40.85 10.95
1944 4.24 44.00 10.95

Source: AEdE, 1949; ECEdE, 1941

Table 0.2: Foreign Exchange Values Swedish Krona to (average of year):

German United States
Reichsmark British Pound Dollar
1RM = 1f= 1$8=
Official Official Official
Year Rate Rate Rate
1936 1.6255 18.74 4.038
1937 1.6850 18.74 4.038
1938 1.6850 18.74 4.038
1939 1.6850 16.95 4.038
1940 1.6850 16.95 4.200
1941 1.6850 16.95 4.200
1942 1.6850 16.95 4.200
1943 1.6850 16.95 4.200
1944 1.6850 16.95 4.200

Source: RBA, Penning- och kreditvésen, 1950, Table 72.
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Foreign Exchange Values

Table 0.3: Foreign Exchange Values Swiss Francs to (December of year):

German
Reichsmark British Pound United States Dollar
1RM = 1£= 18=
Official Banknote Official Banknote  Official  Banknote
Year Rate Rate Rate Rate Rate Rate
1936 1.745 - 17.35 21.35 4.35 4.35
1937 1.740 0.880 17.35 21.60 4.35 4.32
1938 1.7685 0.535 17.35 20.58 4.35 4.43
1939 1.790 0.480 17.35 17.20 4.35 4.61
1940 1.730 0.560 17.35 8.10 4.35 4.24
1941 1.730 0.320 17.35 6.85 4.35 2.90
1942 1.730 0.185 17.35 13.25 4.35 3.95
1943 1.730 0.130 17.35 9.25 4.35 3.02
1944 1.730 0.068 17.35 - 4.35 -

Source: SJdS 1946; SHvD.
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Chapter One
The Economics of Neutrality in the Second World War

This dissertation studies the economic behaviour of three neutral
countries during the Second World War. For the last sixty years, the popular
media, politicians and lawyers have increasingly used the traditional version of
wartime neutrality as impartiality to evaluate Spain, Sweden and Switzerland’s
wartime choices. Engaging in merchandize and invisibles trade with the
belligerents preserved the neutrals’ position, but did not endear them to either
belligerent group. This criticism has continued into the post-war era. The issue of
neutral complicity has been raised time and time again in the post-war era

during the Eichmann and Auschwitz trials.

“Of all the neutrals, Switzerland had the greatest right to
distinction. She has been the sole international force linking the
hideous-sundered nations and ourselves. What does it matter
whether she has been unable to give us the commercial
advantages we desire or has given too many to the Germans, to
keep herself alive? She has been a democratic state, standing for
freedom in self-defence among her mountains and in thought,

despite of race, largely on our side.”*

But as these words of Winston Churchill suggest, neutral survival depended on
economics in the period from the fall of France in June 1940 to the liberation of
Europe in May 1945. This dissertation makes two contributions to knowledge.
Firstly, this study develops more accurate economic statistics to reveal Spain,
Sweden and Switzerland’s wartime position. Second, it uses these new statistics

to define each country’s neutrality and the phenomenon more generally; in so

! Winston Churchill, The Second World War: Triumph and Tragedy, vol. VI (Boston, 1953), p.712.
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Chapter One: The Economics of Neutrality

doing, it chooses to ignore the popular moral arguments which have been used
measure the neutrals’ actions. Rather, using these new figures and certain
Samuelsonian assumptions about causation, this dissertation confirms Churchill’s
view of neutrals as rational economic actors who sought primarily to preserve
their own interests.

Dozens of books appeared in the mid-1990s accusing Spain, Sweden,
Switzerland, the Vatican and others of aiding Hitler’s war machine.? The situation
escalated in the late 1990s when the United States Senate held hearings into
missing assets and the economic gains made by the neutrals in the war,
threatening diplomatic retaliation for actions of fifty years before.®> The final
Eizenstat report, named for the leader of the United States Commission
investigating the neutrals, put considerable emphasis on the movements of gold
between the Third Reich and neutral countries as well as Jewish deposits in Swiss
banks. Subsequent reports of gold transfers were prepared by several European

Central banks.* Although the movement of gold in the Second World War is

> The most important texts presenting the revisionist position on Switzerland are Mark Aarons
and John Loftus, Unholy Trinity: The Vatican, the Nazis, and the Swiss Banks (New York, 1998);
Tom Bower, Blood Money: The Swiss, the Nazis and the Looted Billions (London, 1997); Adam
LeBor, Hitler’s Secret Bankers (New Jersey, 1997); Werner Rings, Raubgold aus Deutschland: die
Golddrehscheibe Schweiz in Zweiten Weltkrieg [The Robbery of German Gold: The Revolving Door
of Gold in Switzerland in the Second World War] (Ascona, 1990); Philipp Sarasin and Regina
Wecker, Raubgold Réduit Fliichtlinge: Zur Geschichte der Schweiz im Zweiten Weltkrieg [The
Robbery of Gold: The History of Switzerland in the Second World War] (Zurich, 1998); Jakob
Tanner, “Hand mit den Nazis,” Bilanz, 10 (1989), p.346-352; Isabel Vincent, Swiss Banks, Nazi
Gold, and the Pursuit of Justice (New York, 1997); Don Arthur Waters, Hitler's Secret Ally,
Switzerland (La Mesa, 1992); and Jean Ziegler, The Swiss, the Gold, and the Dead (New York,
1998).

3See United States Congress: Senate. Committee on Banking, Housing, and Urban Affairs, Swiss
banks and the status of assets of Holocaust survivors or heirs: hearing before the Committee on
Banking, Housing, and Urban Affairs, United States Senate, One Hundred Fourth Congress,
second session, April 23, 1996 (Washington, 1996); and United States Congress: Senate.
Committee on Banking, Housing, and Urban Affairs, Swiss banks and attempts to recover assets
belonging to the victims of the Holocaust hearing before the Committee on Banking, Housing,
and Urban Affairs, United States Senate, One Hundred Fifth Congress, first session on the inquiry
into the assets of Holocaust victims deposited in Swiss banks and the issues surrounding the
recovery and restoration of gold and other assets looted by Nazi Germany during World War I,
and the acts of restitution which must follow, 15 May 1997 (Washington DC, 1997).

* Jan Heuman, “Final Report on the Riksbank’s Wartime Acquisition of Gold” Riksbank
(Stockholm, 1997); International Commission of Experts (ICE), Switzerland: National Socialism
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important, there are underlying merchandise trade, services and payments
reasons for these gold payments which are not explored in these reports. The
movement of gold is only a small part of a much larger story about neutral-
belligerent relations.”

There has been considerable moral debate on why Spain, Sweden and
Switzerland chose to engage politically and economically with the belligerents
during the war. This dissertation also gives no weight to these morally-based
arguments since they are both difficult to measure and because neutral actions
need to be placed in context. Over the last decade, lawyers have been working
to trace confiscated assets and punish companies which were suspected of
trading with the belligerents.® A particularly vocal group of these revisionist
historians castigate the Swedes and the Swiss for “abetting genocide, by refusing
to offer sanctuary to Hitler’s victims, bankrolling the Nazi war economy and

”7 For the trade in material

callously profiting from Hitler’'s murderous actions.
goods, these authors cite Switzerland’s exports of precision instruments and
weapons, Sweden’s provision of ball bearings, iron ore, railway equipment and
other related goods and Spain’s contributions of wolfram and tungsten as one-
sided contributions to the German war machine.® One of these authors,

Professor Jean Ziegler, goes so far as to charge the Swiss government of being

and the Second World War (Zurich, 2002), p.245ff; Mugacia Commission, Report of the
Commission of Inquiry on Gold Transactions with the Third Reich (Madrid, 1998).

> William Z. Slany “Preliminary Study on US and Allied Efforts to Recover and Restore Gold and
Other Assets Stolen or Hidden by Germany During World War 11” United States Department of
State Report (Washington DC, May 1997).

® The most notable legal action was a 1996 class action lawsuit against European banks and
insurers on behalf of Holocaust victims and survivors. The largest settlement in this lawsuit came
from Swiss Banks, totalling some USD $1.25 billion (New York Federal docket #CV-96-4849).
Other smaller actions included suits in the United States Courts’ against various Austrian, French
and German companies for slave labour and museums to reclaim artwork seized during the war.
” Neville Wylie, Britain, Switzerland, and the Second World War (Oxford, 2003), p.2.

& Includes: Paul A. Levine, “Swedish Neutrality during the Second World War: tactical success or
moral compromise?,” in Neville Wylie (ed.), European Neutrals and Non-Belligerents During the
Second World War (Cambridge, 2002); Jordi Catalan Vidal, La Economia Espafiola y la Segunda
Guerra Mundial [The Spanish Economy and the Second World War] (Barcelona, 1995).
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more docile than the Vichy government.’ This dissertation does not address the
moral issues raised by these groups as measuring them is subjective.

Moreover, the moral arguments also lack context. To quote historian Paul
Levine on the reasons for this re-examination as they relate to Sweden, “that
two generations after the war, the Swedes hold a rather different understanding
of neutrality’s moral implications than do most scholars, establishment
politicians and other defenders of what might be called the traditional or

"1 This follows on the ideas raised by so-called ‘code-

standard view of neutrality.
of-conduct’ scholars, who assert “if the neutrals expect to enjoy their rights, they
must scrupulous observe their duties, especially the fundamental duty of
impartiality.”*? In order to understand their ideas, it is necessary to review the
arguments behind neutrality. Legal scholar Stephen Neff argues impartiality is a
modern phenomenon which it imposes obligations on those who want to remain
at peace.”® An entire chapter of Neff’s work, The Rights and Duties of Neutrals,
overviews the many rules created during the early twentieth century to protect
neutrals.'® Legal scholars see these treaties as valuable in protecting neutral
rights during the war.

But the treaties only provide the framework for neutral-belligerent
relations. The assumption inherent in the revisionist argument for Sweden is
their conduct was somehow wrong. But it is difficult to reach this conclusion.
How can we quantify we value of Sweden’s contribution to Germany of ball
bearings against the subjective worth of Allied signals intelligence or the rescue
of the Danish Jews? If we limit this just to the economic perspective, the ‘code-
of-conduct’ group argues Sweden provided strategic goods to one or both

parties which changed the course of the war in violation of the spirit, if not the

° Ziegler, The Swiss, p.163.

" paul A. Levine, “Swedish Neutrality during the Second World War: tactical success or moral
compromise?” in Neville Wylie (ed.), European Neutrals and Non-Belligerents During the Second
World War (Cambridge, 2002), p.305.

© Stephen C. Neff, The Rights and Duties of Neutrals (Manchester, 2000), p.172.

2 Ibid.

% Neff, Rights and Duties, Chapter 7.
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letter, of the treaties. But these individual sales are frequently not placed in
context.

For example, the Swedish provision of ball bearings and iron ore to
Germany is taken out of perspective with the overall wartime trade situation and
the Swedish need to earn German foreign exchange to buy food. If we follow the
logic of Mancur Olson, there are no strategic goods and therefore, individual
items must be examined in context of overall trade.™ As this thesis shows, the
Swedes provided similar goods to the Allies throughout the war, even allowing
Allied planes to land and boats to dock on Swedish territory to collect the much
needed Swedish exports.16 These sales were, at least in part, made to obtain coal
and petroleum products. While it is beyond the scope of this inquiry, the
guestion clearly arises: should the Swedish government have cut-off trade with
Germany and the Allies in order to satisfy their moral obligations, would it have
been acceptable to allow its citizens to starve and freeze? Although it does not
directly address the moral issues, this dissertation places these moral and ‘code-
of-conduct’ arguments within the larger economic framework of wartime
economic relations. Only then can we begin to understand them.

Several authors, most notably Neville Wylie and Christian Leitz, have
approached this subject as a question of international relations. Wylie’s edited
volume, European Neutrals and Non-Belligerents during the Second World War,
provides one of the most comprehensive currently available historical reviews of
European neutrality in the wartime period. This history includes both neutrals
which were victims of aggression and those who survived the war.'” However,
Wylie defines the neutrals according to the period in which they perished, not

the way in which they maintained their independence. This focus on the way

> Mancur Olson, The Economics of Wartime Shortage: History of British Food Supplies in the
Napoleonic War and in World Wars | and Il (Durham, 1965). Please see the introduction to
Chapter Two for a fuller exploration of Olson’s ideas.
16

See Chapter Two.
7 \Wylie, European Neutrals.
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they perished only tells half the story; importance has to be placed on
determining why the countries who survived remained neutral throughout war.

In his comparative work, Leitz focuses on only the five European neutrals
which survived the duration of the war;'® he reviews nominal German-neutral
trade statistics for a limited number of goods. Leitz asserts that each of the five
neutrals in his study provided a significant contribution to the German war
effort. But this results from a reliance on statistics from existing sources which
focus on specific goods; many are based on political archives as opposed to more
economically minded ones. As such, Leitz provides support for the revisionist
argument by not placing this merchandise trade in wider context. For example,
the discussion of Sweden does not give us overall statistics for Swedish-German
merchandise trade, but examples from what Leitz considers to be key goods,
such as Swedish iron ore or Spanish wolfram."® In this way it becomes anecdotal
— providing a history of things which are important based on the reading of the
political archives and not based on economic measurement. Although the first to
provide economic comparisons between the neutrals during this period, Leitz
leaves his readers without a general understanding of the economic relationships
between neutrals and belligerents. The present study builds on the work of both
Wylie and Leitz by using standardized statistics which allow for cross-neutral
comparison and which reveal neutral preferences.

In three separate articles, Bruno Frey and various co-authors have used
economic choices by bond investors to assess the perception of threats against

belligerents and neutrals.”® Using bond prices, Frey shows the turning points in

'8 Christian Leitz, Nazi Germany and Neutral Europe during the Second World War (Manchester,
2000).

9 Leitz, Nazi Germany, p.71 and p.p.131.

2 Bruno S. Frey and Marcel Kucher, “History as Reflected in the Capital Markets: The Case of
World War II” The Journal of Economic History, 60:2 (June 2000), p.468-496; Bruno S. Frey and
Marcel Kucher, “Wars and Markets: How Bond Values Reflect the Second World War,”
Economica, New Series, 68:271 (August 2001), p.317-333; Daniel Waldenstrom and Bruno S. Frey,
“Using Markets to Measure Pre-War Threat Assessments: The Nordic Countries Facing World
War II,” IMF Working Paper No.676 (2006).

-28 -



Chapter One: The Economics of Neutrality

the perceived threat against a neutral and which countries the markets believed
would be successful in maintaining their independence through concessions. In
particular, Frey is able to demonstrate that the price levels of Swiss bonds after
June 1940 suggest the effectiveness of the Swiss concessions, with the markets
perceiving little risk of invasion, especially relative to other neutrals.?* This study
builds on the Frey’s use of economics to explain how Sweden, Switzerland and
Spain’s wartime activities demonstrate they were trying obtain the best possible
deal from the belligerents while preserving their independence: neutrality is

realism.

Interpreting Economic Outcomes

Using three European neutrals, Spain, Sweden and Switzerland and three
different economic points of study, namely, merchandise and invisible trade
flows, labour movements and capital transfers, this dissertation contributes to a
retrospective understanding of neutral-belligerent economic relations. The
standards used to evaluate neutrals in this dissertation are different than most
political histories. Politicians representing countries during war often say one
thing and do another. This thesis is focused on and makes inferences from
economic outcomes. It provides the first economic cross-comparative analysis of
neutrality in the Second World War. Readers looking for a complete political
history of neutral-belligerent relations in the Second World War will be
disappointed. This study will provide the necessary background to understand
the economic and statistical changes highlighted in each chapter, but it will not
provide a complete diplomatic history. Rather, using these new statistics, it is
able to provide a picture of neutral-economic relations with the three countries.
From this, it is possible to draw retrospective conclusions on the neutral
countries’ policies during the war. It will answer questions such as how and to

whom Sweden continued to provide ball bearings and ball bearings machinery

2 Frey and Kucher, “History as Reflected in the Capital Markets...,” pp.484-485.
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during the war, but unlike Leitz, it will do so in the context of overall Swedish-
belligerent trade.”?

Connecting the new economic knowledge presented herein to the
political actions during the war and making claims as to causation, of course,
raises many issues. Spain, Sweden and Switzerland found themselves in a
difficult position. The use of economic outcomes limits the scope of the potential
conclusions. We do not know precisely what types of non-economic pressure
were exerted by the Germans and Allies. Readers should recognize the situation
is nuanced and can be complicated by cultural elements and political signals
exchanged between the partners which are not included in this study. This study
resists the desire to overly simplify the situation to cases of good and evil.

Nevertheless, by relying on preference theory, we can reach new
conclusions on Spain, Sweden and Switzerland’s wartime activities which are
different than the stated preferences shown in the diplomatic correspondence.
Paul Samuelson established revealed preference theory, which can be used to
show a consumer’s ultimate beliefs as they substitute until they maximize their
own utility.” This is compared against stated preference theory, which is just
verbal commitments to items which are not binding on an individual’s utility. The
principle unit in this Samuelsonian analysis would be the neutral government,
negotiating within the constraints set by the belligerents to obtain the best
results it can to the satisfaction of the belligerents and its own citizens; the
precise operation of this game will be discussed later in this introduction. The
revealed preferences show clear elements of economic realism. These results are

different than the diplomatic material in Wylie, Leitz and others, providing

22 | eitz, Nazi Germany and Neutral Europe, p.49-84.

2 paul Samuelson, “A Note on the Pure Theory of Consumers’ Behaviour,” Economica, 5:17
(1938), p.61-71; and Paul Samuelson, “The Empirical Implications of Utility Analysis,” Economica
6:4 (1938), p.344-356; see also Robert A. Pollak, “Samuelson’s ‘Dr.Jekyll and Mrs. Jekyll’ Problem:
A Difficulty in the Concept of the Consumer,” Michael Szenberg (ed.), et al, Samuelsonian
Economics and the Twenty-First Century (Oxford, 2006), p.116-145.
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amongst other things, overall trade statistics, prices, capital flows and labour
contributions by which is possible to interpret neutral actions.

The results of this dissertation suggest the three neutrals used realpolitik
or economic realism to survive the war, adapting their strategies in order to
survive. Contrary to the popular literature, from an economic perspective, the
neutrals were not pro-German in the face of military pressure. All three actually
made a specific effort to avoid being considered as such, using illicit trade and
other means to maintain trade links with the Allies. They provided advantages in
their terms of trade, labour and capital flows only where necessary to maximize
their own utility (in this case, to survive and sustain their populations). By linking
the economic outcomes to the changing events in the war, it is possible to
confirm neutrality is realism in this period. While certainly not the last word on

the subject, the new economic statistics herein provide a new and unique view.

Neutrality as Impartiality: Historical Context
As a legal concept, neutrality as impartiality first emerged in the early

seventeenth century, when the first vague definitions of non-participation in war
were penned by Hugo Grotius, a philosopher of modern natural law. Grotius
argued: “from those who are at peace nothing should be taken except in case of

28 \nith reference to

extreme necessity and subject to the restoration of its value;
the duties of those who remain at peace, Grotius circumscribed neutral actions
such that they should “show themselves impartial to either side in permitting
transit, in furnishing supplies to his troops and in not assisting those under

29 Grotius’ version of neutrality as impartiality remains the most widely

siege.
understood definition of the concept.
The Hague Conventions, Conference of London Declarations, Geneva

Conventions and other treaties of the late nineteenth and early twentieth

28 Hugo Grotius, De Jure Belli ac Pacis [On the Laws of War and Peace], vol.2:bk.3 (London, 1925),
p.783 (Translation).
% Ibid.
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century institutionalized the concept of neutrality as impartiality in war. The
treaties detail the rights and duties of neutrals on land and at sea. Land rights
include the inviolability of neutral territory, interment of combatants, rights to
trade and the neutrals’ duties in protecting prisoners of war; naval rights include
the ability to pass freely through the lines of war and maintain their trade
relationships amidst war.*® Legal scholar Stephan Neff argues these rights and
duties were part of the requirements of a new form of impartiality; and in effect
measurements of morality could be made from the neutral’s actions on these
issues.*!

Support for Neff’s position can be found in the legal changes neutrality
underwent after the First World War. New treaties established clear rules for the
impartiality with which neutrality should function and restricted the behaviour of
neutrals in war. Declarations of neutrality had to meet the minimum standards
of the Fifth Hague Convention, constraining the belligerents’ actions against
neutral states; a neutral’s behaviour was also restricted. With the adoption of
these rules, the international community sought to lower the levels of

uncertainty in wartime and prevent the spread of war to neutral countries.

* see The Fifth Hague Convention of 1907, which details the rights and duties of neutral powers
and persons in case of war on land. For a complete text, see Treaties and Other International
Agreements of the United States of America 1776 to 1917, vol.1: Multilateral 1776-1917
(Washington, DC, 1968). The International Naval Conference of London, 1908-1909 set
international rules for the transportation of neutral goods during wartime, including the rights of
inspection, seizure and blockade afforded to the belligerents and neutrals alike. For a longer
discussion of the conference and its impact on trade in wartime, see C.H. Stockton, “International
Naval Conference of London, 1908-1909” The American Journal of International Law, 3:3 (July,
1909), pp.596-618. On the lack of ratification of several treaties by potential belligerents, see
Stockton, p.596 and James Brown Scott, The Hague Conventions and Declarations of 1899 and
1907 (New York, 1915). A curious set of clauses made these treaties “international law” with
ratification by a small number of states. Visit www.unhcr.ch/html/menu3/b/91.html, last visited
3 March 2007 for a copy of the 1949 Geneva Convention and the Protocols of 1977. For the prior
Conventions (1864, 1928 and 1929) visit the Avalon project’s website on the laws of war at:
http://www.yale.edu/lawweb/avalon/lawofwar/lawwar.htm, last visited 3 March 2007. The
Swiss and Swedish governments, along with the International Committee of the Red Cross, are
entrusted with carrying out certain legal and humanitarian duties during times of war. These
duties include the documentation, transit, inspection and provision of privileges for prisoners-of-
war. For examples of the ways in which institutions lower systemic uncertainty, see Douglass
North, Institutions, Institutional Change, and Economic Performance (Cambridge, 1990).

31 Stephen C. Neff, The Rights and Duties of Neutrals (Manchester, 2000).
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The codification of neutrality as impartiality and agreements as to neutral
rights provided neutral states with methods of redress against belligerents which
violated their position. Examples include simple two-actor cases, such as the
bombing by the Japanese of the neutral United States vessel USS Panay in a
Chinese river in December 1937, for which the government of Japan paid slightly
over $2.2 million dollars compensation in order to pacify the US;** or the
bombing of the Swiss city of Schaffhausen in 1944 by the US, for which
compensation of $4 million was paid to Switzerland directly after the incident to
maintain relations and Allied intelligence operations in the country.®® These
payments reinforce the concept of neutrality as impartiality according to Neff’s

criteria.

The Rise of Realist Neutrality
The meaning of neutrality changed in the First World War. From this

point, the concept of neutrality as impartiality, whether measured according to
the Grotius or Neff-versions, changed. The military imbalance between neutrals
and belligerents, and particularly aggressive offensive tactics used in the Second
World War confirm a version of neutrality which is based largely on economic
realpolitik.>> Neutral countries had rights and duties, but they were constrained
by the power of the belligerent. What they were allowed to do was determined
by their trade in material goods, services, capital and labour as opposed to the
law or moral considerations. Support for this position can be found in the

writings of neutrality expert Nils @rvik, who after the war posited:

32 william Gerald Downey, Jr. “Claims for Reparations and Damages Resulting from Violation of
Neutral Rights” Law and Contemporary Problems, 16:3 (Summer 1951), p.488.

33 Jonathan E. Helmreich, “The Diplomacy of Apology: U.S. Bombings of Switzerland during World
War II” Air University Review (May-June 1977); also by the same author, “The Bombing of Zurich”
Aerospace Power Journal (Summer 2000), pp.48-55.

Jack Snyder, “Civil-Military Relations and the Cult of the Offensive, 1914 to 1984” International
Security, 9:1 (Summer 1984), pp.108-146.
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“The outcome of the struggle to establish [a system of neutral
rights] has at all times been entirely dependent on the
economic and military strength, the strategic position and the
perspicacity and persistence of the two sides. In short the
products of two forces pulling in opposite directions, the final
result being determined by the relative bargaining power of the

parties.”3¢

As @rvik describes, with the increasing relative military strength of the Great
Powers and their use of the cult of the offensive, neutrality evolved from
impartiality into a realist system where the belligerents and the neutrals
continually re-evaluated their relations on the basis of the power balance
between them. In this realist power balance there were two critical components:
the belligerent’s strength and the neutral’s deterrent against invasion. The
belligerent’s offensive strength over a neutral would have to be calculated with
respect to military, economic and political forces it could employ over the
neutral and the credibility of such threats. Similarly, the neutral’s defensive
deterrent would involve some combination of the same forces, although the
neutral not only has to ensure the credibility of its deterrent force, but also
broadcast its willingness to defend itself clearly to the belligerent. The rights and
duties of neutrals were not important to the relative power balance; they were
regularly ignored. The services the neutrals provided in the new version of
neutrality outlined by Neff are important as part of this power balance; they are
ultimately captured as economic payments in this dissertation (they were not

done through altruism).*’

3¢ Nils @rvik, The Decline of Neutrality 1914-1941 (London, 1971), pp.13-16.

%7 For more information on rational deterrence theory, see Christopher Achen and Duncan Snidal,
“Rational Deterrence Theory and Comparative Case Studies” World Politics, 41:2 (January 1989),
p.143-169; Jack S. Levy “When Do Deterrent Threats Work?” British Journal of Political Science,
18:4 (October 1988), p.485-512; and John J. Mearsheimer, Conventional Deterrence (Ithaca,
1983); Richard Ned Lebow, “Rational Deterrence Theory: | Think, Therefore | Deter” World
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This dissertation proposes a simple game in order to understand this
relationship. This game is based on same principles as those introduced in “The
Problem of Social Cost” by Ronald H. Coase.?® In this realist power balance, there
were two critical components: the belligerent’s overall strength and the neutral’s
deterrent against invasion. It is also important to note the neutral’s concession is
constrained by the maximum potential cost the neutral might incur if invaded.
The relative power balance between a single belligerent and a neutral can be

defined according to the following relationship:

Figure 1.1: Belligerent-Neutral Game: Single Belligerent Model

-Y, X
Attack
. B
Impartial
Trade 0,0
N Y, X
Attack !
Concede B
Trade
-Z,Z

Where: B is the belligerent and N the neutral

X is the net benefit or cost of war to the belligerent
X>0 represents a benefit for the belligerent
X<0 represents a cost to the belligerent

Z is the cost of any concession on the part of the neutral country
Z>0 represents concessions (costs) for the neutral
Z<0 represents benefits for the neutral

Y is the cost to the neutral in the event of war (Y>0);

Politics, 41:2 (January 1989), p.208-224; and Kenneth Waltz, Theory of International Politics
(Reading, 1979).

38 Ronald H. Coase, “The Problem of Social Cost,” The Journal of Law and Economics, 3:1960,
pp.144-171.
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The cost to the neutral in the event of war must be greater
than the concessions offered by the neutral (Z>-Y)

N chooses concessions if Z<Y

B chooses trade if Z>X

Concessionary trade is the equilibrium if X<z<Y

There are indifference points at X=0 and (X-Z)=0

This game from shows the estimation by the belligerent of deciding to wage war
on the neutral. The belligerent will wage war if they think they will benefit more
than they will lose; and it shows how a neutral can, by offering concessions,
make war by the belligerent less likely. X represents the net cost or benefit of
invasion for the belligerent. It can be both positive (representing a benefit) and
negative (representing a cost), depending on the relative positions of the neutral
and the belligerent. For example, a shortage of military troops and equipment on
the part of the belligerent would increase the costs of invasion; as would a
strengthening of the neutral’s deterrent. This increased cost of invasion would
lower the benefits, and hence, reduce the value of X. These values are fixed for
each instantaneous round of the game, but they can change with each new
round. The game can be played until either the neutral is invaded or the neutral
perceives threat from the belligerents to have ended.

Z represents the concession on the part of the neutral country. The
neutral has the choice whether or not to provide concessions and, if it does
provide them, the level and degree of the concessions provided. Concessions can
include both political and economic means such as trade, labour and capital
provision. The value of Z is positive when neutrals provide concessions; but when
they do not want to provide concessions and they adopt a strictly isolationist
neutral position, Z is set equal to 0. It is also possible for Z to be negative, as in
the examples of extortion from belligerents by neutrals profiting by the inherent
advantages of their position. Examples include situations where neutrals have
goods wanted or required by the belligerents and therefore, the belligerents

surrender to them.
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Belligerents’ Perspective
For the belligerent power, the game hinges on the relative values of X

and Z, namely, what it would win or lose in a war and what it would benefit in
concessions. A costly invasion or increased military deterrence on the part of the
neutral would lower the X value relative to both Z and 0. If the benefits of
invading the neutral are net negative, as in X<0, then it will not invade. But if the
benefits are less than the concessions Z>X, then the belligerent power has no
incentive to invade. The neutrals presented in this dissertation are all clear cases
of the value of the concessions exceeding the benefits of invasion such that Z>X;
each example with high costs of military invasion, and at least in the cases of
Switzerland and Sweden, limited strategic benefits. Each provided specific and
much demanded goods which were important for the belligerents’ war efforts
and which might have been lost in an invasion. If the benefits of war for the
belligerent exceed the value of the concessions offered by the neutral Z<X, the
belligerent power will invade. Neutrals including Belgium, Denmark, the
Netherlands and Norway are clear cases of large strategic benefits which

sustained only limited military costs for Germany.

Neutrals’ Perspective
This game has two players, insofar as the neutral power has the option to

give concessions to lessen the belligerent’s benefits from invasion. No neutral
would logically give more than is necessary to deter invasion, so the neutral
should always seek to minimize Z so that is only slightly larger than X. The game
also hinges on the relative values of Y and Z. No neutral country will offer more
in concessions than the costs of being invaded; therefore in the event of
concessions in our model, Z<Y. Belgium, Denmark, the Netherlands and Norway
offered only limited concessions to the Germans in the period before they were
invaded. These losses for these countries were also substantially less than

others; Norway and Denmark even maintained civilian administrations for much
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of the war. The overwhelming German strategic return from invasion make it
unlikely these neutrals could provide economic benefits sufficient to turn the
balance away from invasion in the way neutral countries which were more costly

to invade, such as Spain, Sweden and Switzerland, could.

Realist Neutrality amidst Multiple Strong Belligerents
As this simple two player model demonstrates, neutrals have to rely on

economic and military deterrents. The military disparity at the opening of the
Second World War was unusually stark. This meant the costs of invasion for a
belligerent were small compared to the benefits. The neutrals collapsed quickly
in the face of German aggression. During the interwar period, the Great Powers
made significant military advances, while the neutrals continued to rely on out-
dated technology and strategies. As the statistics in Table 1.1 suggest, these

changes gave the Great Powers notable advantages.®

3 Martin van Creveld, Technology and War: From 2000 B.C. to the Present (London, 1991); Larry
H. Addington, The Patterns of War Since the Eighteenth Century (Bloomington, 2004), pp.176-
189.
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Table 1.1: Selected Military

y Strengths of European Armies

Men Naval Forces Mechanized
Country under Tanks Heavy Guns Air Forces Forces
(Home Fleet) s
Arms (divisions)
Belgium lacked >0 modern 2 small warships; mit?!i?ed
& 600,000 10 200 obsolete coastal defence .
(1939) heavy guns 2 partially
vessels .
_ motorized
Denmark 14,000 none none 50 obsolete 2 coastal defence none
(1940) vessels
>0 anti- one partially
Finland aircraft; small coastal .
(1939) 125,000 none under 2,000 on order defensive vessels mc?tgr.lzed
. division
artillery o
10 destroyers one partially
Greece 333,000 none fewer than 300 obsolete 6 submarines motorized
(1940) 450 o
53 other vessels division
no anti-
Hungary tanks and . two motorized
21 1 1 | | |
(1941) 6,000 90 anti-air 89 obsolete not applicable brigades
weapons
Ireland )
(1939) 7,494 none none 4 fighters 2 patrol boats none
1 cruiser
1 destroyer
Netherlands 400,000 none 656 50 obsolete 3 submarines bicycle corps
(1940) obsolete
8 gun boats
5 minesweepers
Norwa fci:lkaanr:; 24 modern 7 destroyers
(1939)y 56,000 none anti-air 44 older 1 minelayer none
150 on order : 40 smaller vessels
weapons e
2 complete,
423 aircraft 1 incomplete
4,000 heavy of which motorized
300 field guns, 16 were infantry
. . 4 destroyers .
Poland 1.000.000 medium of which modern 5 submarines brigades
(1939) e tanks; 500 : 1,154 were : bombers and 6 minesweeners 100 armoured
light tanks of ‘front 27 were P cars
line quality’ modern 10 armoured
fighters transport
carriers
Sweden 79 anti- 257 modern 47 assorted
(1937) 403,000 none aircraft (1936) vessels none
(Sept. 1939)
30to 60
Switzerland o 200 . .
(1939) 435,000 none anti-aircraft modern not applicable bicycle corps
guns
. . 4 destroyers
Yugoslavia 110 light . ) ’
(1941) 700,000 tanks none 419 aircraft 1 cruiser, none

1 submarine
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Principal Belligerents:

Men Naval Forces Mechanized
Country under Tanks Heavy Guns Air Forces Forces
(Home Fleet) ..
Arms (divisions)
3 armoured
7 battleships / motonzed
2,200 planes, . . infantry,
. 1,927 guns . 2 aircraft carriers .
France - 3,000 high of which . 3 light
5 million . 7,500 more 19 cruisers .
(1939) quality 1,000 were mechanized
on order 58 destroyers .
modern f 3 light
77 submarines .
motorized
777777777777777777777777777 infantry
_ 7,940 total, 1_5 battleshlps 1 armou_red,
United 1,900 total all tvoes 4 aircraft carriers 4 motorized
Kingdom 897,000 969 total ’ . Yp 37 cruisers infantry
over 75mm including old .
(1939) bi-planes 105 destroyers 2 light
P 57 submarines mechanized
6 armoured,
5 battleships, 4 motorized
. 1 heavy cruiser, infantry,
(C-ilzrsn;;]ny msii;gn 4,732I;Igh 5,000 total rrféfjizrln 4 light cruisers 4 light
q ¥ 21 destroyers mechanized
57 submarines 2 airborne
infantry

Sources: Oxford University Press (ed.) The Oxford Companion to World War Il (Oxford, 2001), pp.
95-96, 252, 228, 316-318, 369-277, 402, 433-34, 610-611, 640, 702 and 853; British and German
Army figures taken from Mark Harrison (ed.), The Economics of World War Il (Cambridge, 1998),
p.14; Finnish anti-aircraft guns from H. Peter Krosby, Finland, German and the Soviet Union, 1940-
1941 (Madison, 1968), p.11; Finnish heavy guns, air forces, coastal defences from Olli Vehvildinen,
Finland in the Second World War (Basingstoke, 2002), pp.50-53; Dutch Naval forces (home fleet)
from A. Kroese, The Dutch Navy at War (London, 1945), p.7; Polish forces: Josef Garlinski, Poland
and the Second World War (London, 1985), pp.12-13; Greek heavy guns from J. Moher, “Summary
table of the Wartime Composition of an Infantry Division (Mountain Type): Greek Army 1940-

1941.”

Against sixteen mechanized German and French divisions, the best-

equipped neutral country could boast only two mechanized and two partially

mechanized infantry divisions. The Dutch and the Swiss still relied for mobility on

bicycle corps and requisitioned civilian transportation. Others had no provision

whatsoever for mechanized forces. Apart from ten experimental Belgian models,

the neutrals did not own a single tank, compared with some 4,700 German

models in 1939. The neutrals did have air forces, most notably the Swedes and

Swiss, who had some 257 and 200 modern aircraft, respectively, but again these
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were small compared to the German force of 2,564. Nor had the neutrals
developed any new strategies to counter the new belligerent armies; instead, on
1 September 1939 they choose to deploy their infantry on the basis of strategies
used in the Great War.*

It was to the advantage of the more powerful belligerents to invade and
expropriate the forces of the militarily weaker neutrals. Within nine months, the
war had absorbed the Netherlands, which had a weak military and a strategy
based on foreign intervention. The advantages of invading the Netherlands were
particularly stark for the Germans, who could capture the costal ports, gold
reserves and manufacturing centres.*’ The strategic advantage of attacking
France through Belgium made the latter’s military defences of little consequence
from a strategic perspective. The limited economic cost of attacking compared
with the benefits of not having to attack the Maginot line outweighed the few
costs for the Germans. No economic concessions sufficient to counter these
interests were deployed.

As seen in the maps in Figures 0.1 and 0.2, less than two years into the
war only four continental European neutrals were left: Portugal, Spain, Sweden
and Switzerland. In the face of the military power of the belligerents, these
remaining independent countries could not instantaneously reshape their
military forces. A country such as Switzerland, now surrounded by Germany and
similarly aligned lItaly, could not instantly build a military force capable of

countering German influence.** Nor could they build a Navy capable of

** sweden relied on a 1925 strategy almost identical to its strategy in the Great War; see Ulf
Olsson, “The State and Industry in Swedish Rearmament” in Martin Fritz et al, The Adaptable
Nation: Essays in Swedish Economy during the Second World War (Stockholm, 1983), p.60.
Switzerland relied on a defence-in-depth scheme from September 1939, later replaced by the
réduit; see Henri Guisan, Bericht an die Bundesversammlung Uber den Aktivdienst 1939-1945
[Report to the Federal Council about (my) Active Service 1939-1945] (Lausanne, 1946), pp.91-
126. Franco apparently lacked a grand military strategy for Spain (see FNFF).

1 Bob Moore, “The Netherlands,” in Wylie, European Neutrals, pp. 76-96.

* It took Germany three and a half years (1935 to 1938) to build an air force of 50,000 men
trained to use the various new types of aircraft; see La Rearmament Clandestine du Reich 1930-
1935 [Clandestine Rearmament of the Reich, 1930 to 1935] author unknown (Paris, 1954),
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protecting their merchant marine against the Allies. Instead they were
dependent on economic concessions to counter the belligerents’ desire to
conquer them. Sufficient concessions have to be offered to assuage both parties
without upsetting the other. Understanding this more complex situation with
two belligerents, B* and B?, and a neutral requires a multi-belligerent model of

the Coasian game.

The Multi-Belligerent Model
In so-called world wars, neutrals are faced with threats from not just one

belligerent, as in the previous game, but at least two belligerents, if not more. As
it takes only one belligerent to make war, this quickly complicates the game as
the neutral must satisfy multiple belligerents in order to maintain peace. It is
possible to build a multi-belligerent model of this Coasian-game to demonstrate
the additional levels of complexity faced with two or more belligerents.

This two belligerent model accounts for complexities created for a
neutral when trying to maintain peace with multiple belligerents. These
complexities are reflected throughout the political negotiations and in the
economic relationships portrayed in this study. The basic aspects of the
relationships are retained from the earlier single relationship model, including
the definitions of the variables X, Z and Y, and the need for (X+A)<Z<Y in order to
maintain peace. However, this two belligerent model also accounts for two
additional phenomena, multi-belligerent conditionality and the relative

advantage problem.

pp.139-154. Defensive efforts were made, but these were insufficient against the superior
German military of the time. Swiss General Guisan built a national réduit in July 1940, a series of
linked defensive fortifications in the Alps based on the defeat of the German mechanized forces
by the highly skilled Swiss troops. See Willi Gautschi, General Guisan: Commander in Chief of the
Swiss Army in World War Il (New York, 2003), pp.240-273. After fifteen years of spending under
$50 million altogether, Swedish military spending in 1939 increased to $322 million. It peaked in
1942 at $527 million (1938 dollars). Little information exists on Spanish military forces at this
time.
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Figure 1.2: Belligerent-Neutral Game: Multiple Belligerent Model

Y, X+A
Attack
] B
Impartial
Trade 0.0
N -Y, X+A
Attack
Concede B
Trade
-Z,Z

Note: This game is the same for both B* and B

Where: B is a belligerent, and N the neutral

B! represents belligerent #1 and B? represents belligerent #2; they
are at war with each other.

X is the net benefit or cost of war to the belligerent
X>0 represents a benefit for the belligerent
X<0 represents a cost to the belligerent

Z is the cost of any concession on the part of the neutral country
Z>0 represents concessions (costs) for the neutral
Z<0 represents benefits for the neutral

Y is the cost to the neutral in the event of war (Y>0);
The cost to the neutral in the event of war with all
belligerents must be greater than the concessions offered
by the neutral [(Z*+Z%)>-(Y'+Y?)]

Ais the value of trade with N to the adversary.

N chooses concessions if Z<Y

B chooses trade if Z>X+A, which is less likely.

So concessionary trade is the equilibrium given (X+A)<Z<Y

There are indifference points at X=0, (X-Z)=0, and Z=A

The relative advantage problem refers to one belligerent becoming
jealous of the other. For example, there is a distinct possibility belligerent one

(BY) will go to war if it thinks belligerent two (B?) receives more from the neutral
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which gives it a significant advantage in the war. As seen in Figure 1.2, this more
advanced model introduces the variable A, which in terms of Z, measures a
belligerent’s willingness for the neutral to provide a concession to the other.
There are several instances in this dissertation where one belligerent forces
changes to the neutral’s relationship with the other belligerent. For example, in
mid-1944, the Allies threatened retribution unless the Swedes reduced trade
with Germany;* in effect the Allies reduction of their tolerance to provide
concessions, A, forced to Sweden to reduce its concessions, Z, to Germany. As
seen in this dissertation, neutrals have to undertake complicated strategies,
including eschewing written agreements and allowing illicit trade, in order to
overcome the problem of one belligerent perceiving it has a relative
disadvantage over the other.

This model also uses multiple conditional statements which result from
the need to maintain peace with both belligerent groups. Switzerland, Sweden
and Spain were trapped between two belligerent groups, the Allies and the Axis.
As seen in the model in Figure 1.2, in order to maintain peace, the neutral has to
ensure the concessions are sufficient to offset the benefits from invasion for
both belligerents [(X*-2'<0) and (X*-2’<0)]. The need to maintain the conditional
‘and’ in that statement is very important, as once the conditions for invasion by
one party (let’s say B') are satisfactory, the value of the future deterrent offered
by the neutral to the second belligerent (B?) declines. Even if B* does not invade,
this instability creates a so-called bank run scenario where it is to the benefit of
all parties to invade. For example, Germany invaded Norway because it feared a
British invasion of the same territory. The neutral also has to ensure both
belligerents are satisfied with the concessions it has made to their opponents
[(Z'<AY) and (Z2<A?)]; this is especially important for the neutral countries at
points where the power dynamic between the two belligerents is shifting: for

example, as will be discussed in Chapter Two, Allied requests for Sweden to stop

* See Chapter Two.
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supplying Germany with ball bearings in 1943; had the Swedes not found a way
of implementing a reduction which proved satisfactory, it is clear the Allied
governments would have taken retaliatory action; this would have prompted
German action. For each belligerent-neutral relationship peace is marked by
(X+A)<Z<Y. The violation of any one of these conditions means the neutral is

faced with war. These conditions make the neutral’s position very tenuous.

Why Spain, Sweden and Switzerland?
The strength of this study can be found in the differences between the

three countries. Geographically, economically and politically, Spain, Sweden and
Switzerland were the neutral countries most affected by the Second World War.
Unlike Portugal or Turkey, they were not under particular control of either
belligerent group, but were subject to the whims of both. As seen in the Figures
0.1 and 0.2, Sweden and Switzerland were physically surrounded by the Axis
powers, cut-off from the rest of the world save for trade, capital flows and
communication unless mutually agreed to by both Germany and the Allied
powers. Although less isolated, Spanish dictator Francisco Franco’s political
desire to ally himself the fascist cause meant Spain also faced a strict Allied
blockade; all external Spanish trade required Allied consent.*® All three countries

were threatened by the superiority of the belligerent forces.

*® See Chapter Two
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Table 1.2: Population, Gross Domestic Product,
Territory of Selected European Countries, 1938

GDP, International
Dollars and 1990

Territory, sq. km. _ Prices
Per
Population, Total, Thousand

millions thousands People _Total, $bn | Per head |
Neutral powers
Spain 25.3 504 20 452 1 1,790 |
Sweden 6.3 450 71 26.8 4,725
Switzerland 4.1 41 10 298 6390
Selected Allied Powers
UK 475 245 [ 5 | 2842 | 5983
France 42.0 551 13 _ 1856 4424 |
UK dominions 30.0 19,185 639 1146
Allied Total 689.7 47,603 69 1,024.3 |
UK + France 89.5 796 e 4698 | 5252 |
Germany 68.6 470 7 3514 5,126
Austria 6.8 84 12 L2420 3,583 |
Italy 43.4 310 U _140.8 3,244
Axis Total 258.9 6,336 24 751.3 2,902
Germany, 118.8 864 7 516.4 4,346
Austria, + Italy

Notes: Neutral countries reported in 1990 international Geary-Khamis dollars.
Sources: Angus Maddison, The World Economy: Historical Statistics (OECD, 2003), Tables
la-1d. Mark Harrison (ed.), The Economics of World War Il (Cambridge, 1998), p.3.

The differences are more than just physical. The systems of government were

quite diverse: Spain, having just come out of a civil war, was a repressive military

dictatorship. Franco had fired many of the Spanish government’s technocrats,

giving the military control of most ministries. Sweden was a constitutional

monarchy, where King Gustaf V provided stability in times of controversy.

Switzerland

remained a Confederation throughout the war; considerable

temporary powers were transferred from the Cantons to the Federal
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government and especially to the Swiss military, whose chief, General Henri
Guisan, has since been framed as the national saviour. These effected how

decisions were made and communicated to the belligerents.

Figure 1.3: Nominal GDP Development in Spain, Sweden and
Switzerland, 1938-1945

140
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Source: Maddison, The World Economy, Tables 1b.

The three countries also had very different economic starting points.
Although Switzerland had the smallest population of the three, it was the richest,
with per capital GDP of about $6,390 in 1990 dollars. Economic development in
Switzerland had been retarded in the 1930s by the Swiss government’s
adherence to the strong franc policy and the French-backed gold bloc.*’” It was
until just before the war that things returned to pre-1930s levels.”® Over the
course of the war, the Swiss economy continued to contract slightly; as seen in
Figure 1.3, by 1943 the war retarded GDP growth by about 4% of 1938 levels.

Part of this GDP contraction could have been the result of changes in trade,

47 Zurlinden, Mathias. Gold Standard, Deflation and Depression: The Swiss Economy during the
Great Depression, SNB Quarterly Bulletin, 86:2 (2003).
*8 Maddison, The World Economy, Tables 1b.
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which fell from 16% of GDP before the war to 12% by the end of the war.
According to Maddison, there was a considerable 24% increase in 1945 GDP as
the war ended.”® As seen in Chapter Four, Swiss exports included finished goods
and machinery. Imports consisted largely of primary products. Unemployment
was less than 2% and just over 10% of the population under arms during the
peak periods in 1939/1940 as indicated in Table 1.1.

With vast sparsely inhabited lands, Sweden was somewhere in the middle
of the extremes of Switzerland and Spain. Almost as big as Spain in territory
terms, it had a population about one-and-a-half times the size of Switzerland
with a slightly smaller overall GDP output. The result was a GDP per capita of
about $4,725, with about 16% of the economy focused both on primary product
and specialty goods exports at the start of the war.”® Swedish GDP was stagnant
for the first three years of the war, but then increased steadily starting in 1943;
GDP increased 26% from 1938 to 1945.

Spain had the largest population, economy and territory of the three. But
it was poor by European standards. As seen in Table 1.2, Spanish GDP per capita
was $1,790 in 1990 dollars; amongst the main European belligerent powers, only
Italy had worse GDP per capita figures. Economic development in Spain had been
severely reversed by the Spanish civil war, with overall GDP 29% below the 1928
peak of $63.57 billion and the 1935 pre-war figure of $63.48 billion.”* As a result,
going into the war Spain had significant spare productive capacity which allowed
for a rapid increase in output. As seen in Figure 1.3, during the Second World
War, the Spanish economy increased output by some 33% between 1939 and
1944. Main exports throughout the war were largely primary products, including
wolfram, furs and food.”? Unemployment was rife, and although no reliable

statistics are available, it is suggested to have been as high as 40% of the

* Ibid.

0 Ibid; Osten Johannson, The Gross Domestic Product of Sweden and its Composition, 1861-1955
(Stockholm, 1967), Table 66.

> Maddison, The World Economy, Tables 1b.

*2 See Chapter Three.
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population during this period; although it is important to note skilled labour was
in short supply throughout the wartime period.™

Whether it is through physical encirclement, changes in trade patters or
through political rhetoric, Spain, Sweden and Switzerland were all threatened by
the war. As suggested in Tables 1.1 and 1.2, the main aggressors were physically,
militarily and economically larger than these three neutrals. Both the UK and
Germany were wealthier than Spain or Sweden on a per capita basis; with the
territories under the belligerent control came access to raw materials, skilled
labour and in some cases, capital. While there can be no question of consistent
shortages of all three throughout the war for the belligerents, their particular
policies of rationing material goods often made these shortages worse in neutral
countries. Despite some political overtures, each neutral was forced to engage in
economic realpolitik in the areas of goods trade, capital and skilled labour order
to ensure their survival. So while this section has shown these three had
different starting points and unique political perspectives, this dissertation
ultimately observes similar economic patterns for the three countries and

demonstrates they survived the war by analogous means.

Economic Concessions
Spain, Sweden and Switzerland survived their encirclement by Germany

through carefully conceived economic deterrents and concessions. Economic
engagement was the only way to maintain independence. Over six chapters, this
study examines Spanish, Swedish and Swiss trade, capital and labour exchanges
with the belligerents. It ultimately confirms the economic aspects of neutrality in
the Second World War demonstrate survival is marked a willingness to provide
concessions to the belligerents in order to secure their own position.

Despite the different political origins the three neutrals policies, their

economic concessions turn out to be quite similar. Following the existing

>3 Enrique Prieto Tejeiro, Agricultura y Atraso en la Espana Contemplo-Ranea (Madrid, 1988),
pp.58-59.
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literature on these countries wartime activities and Mancur Olson’s focus on
physical goods in wartime situations, the first three chapters of this dissertation
examine merchandise trade. Chapter Five integrates the merchandise trade into
the more general story of wartime payments, including trade in services and
capital transfers.

This is the first study to show that, despite the different political
agreements and two unique systems of payment, merchandise and services
trade as well as capital transfers across the three cases have many similarities in
GDP terms. In particular, it highlights the periodicity of the changes in
belligerent-neutral relations. With respect to both merchandise trade and
services earnings, this dissertation demonstrates that when Hitler wielded most
power, the Germans benefited from increased trade volumes, favourable pricing
and capital flows. This favouritism towards Germany was particularly notable
during its period of strength after the defeat of France in June 1940 and declined
following the increasing Allied successes after 1943.

The two most isolated countries, Switzerland and Sweden, also provided
concessions to the Allies in order to maintain the recognition of their neutrality
and access to Allied markets. Small goods critical to the Allies’ war effort were
smuggled through every available channel around the blockades; services were
extended to the Allies. Spain provided pricing benefits to the countries with the
greatest relative power and which could provide it with goods that it needed and
wanted — these countries being the United Kingdom and Germany.

In its two final chapters, this dissertation is the first to review the Spanish
and Swiss labour contributions to Germany. The Spanish provided a direct, state-
endorsed labour contribution at the apex of German power. The Swiss allowed
informal commuters to cross its borders. However, few workers were ever
transferred to Germany. This study revises downwards the number of labourers
from Spain and Switzerland estimated to have been employed to Germany’s

advantage. Germany was able to recruit only a handful of labourers from
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European neutrals. The first author to mention neutral labour contributions,
Edward Homze, cites German Labour Ministry statistics from October 1941
showing 39,564 neutral workers in Germany, who represent one-tenth of one
per cent of the German workforce;>* of these, he indicates that 16,970 (42.9%)
were Swiss and 1,300 (3.3%) Spanish.>® Using a new measure of what constitutes
a neutral wartime labourer, this work updates Homze’s figures to show a
maximum in Germany of 9,550 workers from Spain and about 1,800 from
Switzerland. Border transfers to/from France and Italy were even smaller; they
are not studied as these transfers were limited by agreements and were
interrupted by the war at greater intervals.”®

This study ultimately shows that, whether in trade, labour or capital
flows, the three neutrals in this study survived the war through concessions and
deterrents. Although this dissertation does not address the policy deliberations
behind the economic outcomes, the economic concessions are consistent with a
realist interpretation of neutrality and the abstraction created in the multiple
belligerent model. With military deterrents alone, it would have been very
difficult for these neutrals to resist German or Allied aggression. Nor could they
simply have built militaries sufficiently capable of opposing these belligerents. In
order to maintain a realist power balance between a neutral and a belligerent, it
became necessary for the neutrals to use economic means for their survival. In
this context, neutrality is no longer impartiality, with its sale of identical
guantities of goods and the provision of equal rights. Rather, as shown by the
merchandise trade, labour and capital concessions of these three neutrals in the
Second World War, neutral self-preservation is an exercise in economic realism.
Both as individual case studies and as cases viewed together for comparison, the

following chapters confirm this theory; finally, it is important to note these

> Edward Homze, Foreign Labor in Nazi Germany (Princeton, 1967), p.65.
55 .
Ibid, p.57.
*® BAr E3320B/1000-773/22, reports; StABS PD-REG/8c/(1)/2-1:3, correspondence, various dates
1939-1940.
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economic conclusions are ultimately preliminary and require support in light of
needed research into the political choices. Nevertheless, they do change the
existing view of Spanish, Swedish and Swiss neutrality during the Second World

War.
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Swedish-Belligerent Merchandise Trade in the Second World War

Abstract
This chapter details the system of Swedish-belligerent wartime

merchandise trade negotiations based on new nominal and real trade statistics.
It demonstrates there was some periodization to Swedish actions based on the
perceived power of the belligerents. Political promises of concessionary prices
were given, illicit trade traffic endorsed and contractual terms overlooked.
Updating the current statistics, it shows that Sweden benefited from consistent
goods import surpluses with all belligerents. It was solely focused on trade with
Germany during the war. Finally, it examines particularly contested areas,

including iron ore, ball bearings and Sweden’s energy position.

Remarks on Merchandise Trade
Mancur Olson has argued material goods are substitutable in times of

war and there is no such thing as strategic goods favoured by one party or
another. Olson uses the example of food, which he considered an ‘essential
product.””” In his view every nation and in particular Great Britain, “never need
fear that it would be completely without all kinds of food” as even the most
dependent on food imports will still grow some food at home.® A savvy
consumer will merely alter his preference set to ensure he was sufficiently
nourished.

Arguing against the physiocrats, Olson also states particular raw materials
are more important than manufactured goods or services, indicating the
producer can substitute for missing items. Substitution effects mean no one class

of material goods should be rated more important than another:

> Mancur Olson, The Economics of Wartime Shortage (London, 1963), p.9-14.
8 Olson, Economics, Chapter 4.
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“just as the consumer could increase his satisfaction from a given
income by making certain that the last penny he spent on each
type of goods brought the same amount of satisfaction, so the
producer finds that he will get the maximum production from a
given amount of resources, if he uses different raw materials

machinery and labour...”*®

In the merchandise trade chapters, revealed preferences show substitution
within the overall trade basket, but certain items were in particular demand. For
example, Sweden accepted more German coal to compensate for shortages of
petroleum. This type of substitution is in keeping with Olson’s theories.®

But Olson’s substitution idea is somewhat counterintuitive in a modern
war — certain speciality manufactures are demanded by the belligerents for
which there are limited viable substitutes. These strategic goods make it possible
to dismiss Olson’s claim. The overall increases seen in neutral export goods such
as Swedish ball bearings, Swiss watches and Spanish wolfram relative to overall
price deflators show how certain items were particularly demanded by the
belligerents. All three neutrals suffered from energy shortages and needed
access to fuels provided by the belligerents. Limited substitutes for these goods
were sometimes possible, but were either prohibitively expensive or of inferior
quality, as demonstrated by the ball bearings discussion in the case studies at the
end of this chapter. Substitution for these goods was therefore not entirely
possible. Trade between neutrals and belligerents continued using whatever
means possible to overcome blockades, including the British blockade running.®*

But even while dismissing Olson’s logic, this study maintains his focus on overall

39 Olson, Economics, p.13.
% see section on Fuels at the end of this Chapter.
®' See section in this Chapter “Ball Bearings to Germany and the Allies”
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merchandise trade. It provides the first overall nominal and real statistics for
belligerent-neutral merchandise trade during the war.

Focusing specifically on merchandize trade allows us to examine the flows
and relative importance of specific goods as well as the price changes within the
trade relationships. All three merchandise trade chapters are only concerned
with neutral-belligerent merchandise trade in isolation from all other balance of
payments categories. There are good reasons for this choice. The first is the
attempt to answer the questions of importance in keeping with the Olson
discussion. The second is volume: merchandise trade often dominated the
belligerent-neutral relationships during this period. The diplomatic
correspondence between the neutrals and belligerents is heavily focused on
merchandise trade; there is very little on the trade in services or capital flows.®
Political histories reviewed in all three demonstrate the importance accorded to
certain items based on the amount of time diplomats spent negotiating for these
items in trade agreements. The third is convention: even when drawing up
statistics, many of the National banks during this period only reviewed nominal
merchandise trade, excluding services.®® As a result, this thesis separates the
balance of payments discussion into four main categories — goods, services,
private capital transfers and government capital account — as seen in Table 2.0.
Additional discussion concerning the creation of the balance of payments
statistics presented herein can be found in the methodology in and the appendix
to Chapter Five. By examining merchandise trade separately from services and
capital transfers, we can better answer the questions posed about merchandise
trade.

The focus on merchandise trade in these three chapters means final
conclusions on the balance of payments cannot be drawn on the merchandise

trade alone without taking into account the other aspects of the current account.

%2 See the short political histories at the start of each trade chapter.
% See discussion in the Appendix to Chapter Five concerning sources.
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Shipping, transportation and other elements of the current account are covered
in Chapter Five as part of the reconciliation of the balance of payments for the
relationships. Therefore, the merchandise trade chapters will only discuss
merchandise trade account surpluses or deficits, and relate these to GDP. Final
conclusions on overall Swedish balance of payments will not be provided until
Chapter Five.

Table 2.0: Example Balance of Payments Relationship
Germany-Switzerland, 1939 in thousands of Sterling Pounds

1939
Examined In
+ - Net Chapter
I. Goods 10,988  -21,140  -10,152 Chapters 2,3,4:
.1 Exports 10,988 Merchandise
1.2 Imports -21,140 Trade
1=
3
S | Il. Services 8,450 -3,693 4,756
f 1.1 Freight and Insurance 3,920 -949
C
@ | 1.2 Other Transport Expenses 454 -516 Chapter 5:
3 | -3 Tourism and Travel 1,940 -196 Section on
1.4 Investment Income 1,444 -237 Services
1.5 Government Transactions 52 -1,795
11.6 Other Services 640
Chapter 5:
+ | lll. Private Transfers 4,808 -165 4,643 Private
3 Transfers
Q
(8]
<
= Chapter 5:
% IV. Government Capital Account 2,363 -464 1,898 Overall
@] Balance of
Payments
V. Errors and Omissions -1,145 -1,145

Source: See Appendix 5.5.

In order to obtain comparable results, all three trade chapters in this
work share common methodology. The trade analysis is based on ex-factory

values. Merchandise trade statistics are arranged according to 1948 SITC
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designations. The Paasche price indices used herein are based on tonnage
divided into currency values at the unit level. But during the war there are some
potentially non-random changes in underlying goods which make up these
categories. As a result, these indexes incorporate some systematic biases. For
example, Sweden exported increasing quantities of high value, lower weight
manufactures from 1938. This could artificially increase the Paasche price indices
of export goods reported in Tables 2.2-2.5 and Tables 2.8-2.11, lowering the
reported real export statistics. Hence it is likely overall real exports reported in
this chapter are in fact the lower bounds for these figures. Similarly, the Swedish
imports of lower value, higher weight goods (including coal and grains) increased
from 1938 onwards. This would push down the import price index and provide
an upper bound for the real import trade statistics. Further information on the
systematic biases can be found in the notes to the appendices to this chapter.

It is also necessary to take note methods of national accounting
conventions used in the trade chapters. For the merchandise trade chapters, the
importation of a good is represented as a debit; the exportation of a good is
represented as a credit for accounting purposes. The credits and debits are
added together to obtain a final balance of merchandise trade. Any remaining
differences between the chapters are discussed in methodology sections in each
trade chapter. The appendix to each chapter provides additional statistics and
further reinforces how these biases cannot be overcome given the available

data.

Introduction
This chapter shows during the war the Swedish government was able to

assuage the belligerents’ political demands and maintain friendly relations by
exporting various material goods, most notably iron ore and ball bearings.
Swedish trade was particularly beneficial for the resource-strapped German
Reich. The German government used military pressure and threats of blockades

to influence Sweden. To counter the German position, the Swedish government
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provided iron ore, ball bearings, machine tools and other requisite items for the
manufacture of German guns, tanks and aircraft. However, reflecting the
changing balance of power, the peak year of exports to Germany was 1941.
Sweden never exported its entire production of iron ore or ball bearings to the
German bloc. In exchange, Sweden benefited from a net merchandise trade
import surplus from Germany.

The Allies used both financial and diplomatic power to influence the
Swedish government. The Allied test for Swedish independence was continued
exports. Despite its geographic location within the German sphere, the Swedish
government allowed much-needed war materials to reach the United Kingdom
illicitly. The Allies were also successful in mandating the Swedish government to
reduce exports to Germany, despite continued Swedish dependence on German
fuel and food. The trade concessions by the Swedish government, in 1943 and
1944 in particular, enabled the Allies to recognize Sweden as a victim of the
conditions of war.

In a 1982 overview of Swedish trade, economic historian Martin Fritz
summarizes the Swedish wartime trade position with Germany.** A 1952
government report by Karl Amark measured authorized trade through the
blockade of the Skaggerak.® The standard political work on the subject, by W. N.
Calgren, does not create a unified understanding of the relationship between
politics and the actual trade which occurred.®® Examining Swedish trade relations
in these and other works depending on the same sources misses the illicit trade
and reveals the use of exclusively aggregate nominal trade statistics, ignoring the
changes in prices which help to explain the shifting power dynamics of the

relationship. This chapter expands on these works by illuminating the political

% Martin Fritz, “Swedish iron ore and ball-bearings in the German War Economy” in Martin Fritz
et al, The Adaptable Nation (Stockholm, 1982).

& Karl Amark, " Kristidspolitik och kristidshushdllning i Sverige under och efter andra vdrldskriget
[Crisis Policy and Crisis Housekeeping in Sweden during and after the Second World War]” in
Statens Offentliga Utredningar: Handelsdepartment (Stockholm, 1952), p. 996.

 W.M. Calgren, Swedish Foreign Policy during the Second World War (London, 1977).
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situation with new, standardized trade statistics. It compares trade with the
1938 benchmark used by the Allies to limit exports to Germany.

This work also updates a number of specific case studies and
incorporates them into the overall trade discussion to understand better the
shifting dynamics. Several studies have focused on specific Swedish case studies,
including iron ore, ball bearings and energy. Alan Milward’s 1967 article asserts
that Sweden could not have stopped the Second World War by withholding its
iron ore from Germany.67 In his 1973 book, German Steel and Swedish Iron Ore,
Martin Fritz reinforces Milward’s position and demonstrates that Sweden’s
importance to the German steel industry was declining.®® This chapter reinforces
Milward’s view, by further demonstrating that Sweden’s iron ore was sold to
Germany according to the war trade agreements.”> However, this chapter also
shows Sweden’s consistent benefit to Germany in providing iron ore particularly
cheaply, in real terms.

This chapter includes figures for Sweden'’s illicit ball bearings exports to
the Allies and shows that these were extremely important for Britain’s war
effort. In a 1982 study, Fritz examines Sweden’s ball bearing contribution to
Germany.”® He asserts that ball bearings and ball bearing steel were important
exports; Swedish-controlled production became an integral part of the German
war economy. This work expands Fritz’s study. It provides figures for Swedish
bearings exported to the Allies and examines the Anglo-American negotiations
with the Swedish bearings manufacturer, SKF, to pre-emptively purchase ball
bearings and terminate exports to Germany in 1944, It demonstrates that these
were Sweden’s most important export; any embargo would probably have

altered the course of the war.

%7 Alan S. Milward “Could Sweden have stopped the Second World War?” The Scandinavian
Economic History Review, 1967:XV, pp.127-138.

%8 Martin Fritz, German Steel and Swedish Iron Ore (Gothenburg, 1974)

® Ibid, p.53.

% Martin Fritz, “Swedish iron ore and ball-bearings in the German War Economy” Fritz et al, The
Adaptable Nation, p.29ff.
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Figure 2.1: Map of Sweden and Northern Europe, September 1939 Borders
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Finally, this study extends the work of Sven-Olof Olsson, who reviews the
availability of Swedish energy resources, imports and consumption during the
war.”” Olsson gives an excellent summary of imports from the German bloc, but
this study widens his analysis to include America’s contribution of petrol to
Sweden. Germany could not provide nearly enough petrol, leaving Sweden
beholden to the Americans. This petrol was crucial, forming a quid pro quo basis
for the illicit trade with the Allies, whereby fuel was exchanged only for ball
bearings. As part of this analysis, a full review of Swedish energy supplies is

provided.

Swedish Wartime Trade: Political Developments
This section outlines Swedish political-economic relations with the Allies

and Axis powers. The German invasion of Norway and Denmark transformed
Swedish trade. Before the war, Germany had been its single largest trading
partner, its share nearly 20% of all Swedish trade. However, the Allies combined
were Sweden’s largest trading partners by turnover, Britain accounting for
17.3% and the Americans 12.8% of its trade overall. With the invasion of Norway
in April 1940, Sweden was surrounded by German controlled territory and
subject to German government demands. It was increasingly dependent on
Germany for basic goods, such as fuel and food.

War trade agreements established the legal basis for commercial
relations between a belligerent group and Sweden for a particular period; actual
trade differed, being affected by prevailing wartime conditions. Unlike the other
neutrals in this study, Sweden conducted trade negotiations on a parallel basis
with the Ministry of Economic Warfare in London and the Auswidirtiges Amt in
Berlin. As this study unprecedentedly demonstrates, the Swedish approach was
pragmatic, given that they were caught between the desires of the two

belligerent parties: the Commercial Department of the Swedish Foreign Ministry

7 sven-Olof Olsson, “German coal in Swedish Energy Consumption,” in Fritz, et al, The Adaptable
Nation, p.33-56; Sven-Olof Olsson, German Coal and Swedish Fuel, 1939-1945 (Stockholm, 1975).

-62 -



Chapter Two: Swedish-Belligerent Merchandise Trade

negotiated first with whichever belligerent it perceived to have more power at
the time, establishing a consensus based on vyearly request lists. It then
approached the opposing belligerent to continue the process.”® This relative
power was based on both military and economic influence, with Germany often
issuing military threats and Britain and Americans using economic leverage. A
series of compromises by both groups of belligerents, mediated by Swedish
desires, led to the final agreements. It should also be noted that a separate
agreement was reached with the Soviets, outside this process.”®

Based on the statistics presented here, this study proposes to divide
Swedish trade relations in the Second World War into three distinct periods. The
first, from September 1939 to May 1940, covers the period before the German
invasion of Denmark and Norway. Trade in this period was much the same as
before the war; however, conditions for future wartime trade were established,
the Allies insisting on a 1938-based limit for exports to Germany. During the
second period, from July 1940 to September 1943, the Swedish government
increasingly deferred on most matters to German requirements. Germany
benefited from particularly good terms of trade throughout this period. Illicit
exports to the Allies ran concurrently. Then, from September 1943 until the end
of the war, Sweden increasingly deferred to the Allies and reduced trade with
Germany.

In the first period, Sweden agreed to standards under which its wartime
trade would be measured by the Allies. Initially viewing Britain as the stronger
power, the Swedish negotiated with London throughout late 1939. The resulting
Anglo-Swedish War Trade Agreement was signed on 28 December 1939.% It set

the wartime standards for British recognition of Sweden’s neutral position and

78 NA BT11/1140, Draft War Trade Agreement with the United Kingdom [1939].
7 RA UDA/1920ds/HP64Er/2766, agreement dated 7 September 1940 and RA
UDA/1920ds/HP64Er/2767, dated 8 September 1940.

8 pid; Gunnar Hagglof, Diplomat (London, 1971), p.121.
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for continued Swedish trade throughout the war.®! This agreement pledged the
Swedish government to maintain all wartime exports to Germany at or below
1938 levels of nominal value and promised not to re-export certain Allied
imports to Axis countries.®? It also made a spoken promise to limit exports of
iron ore to Germany;®® in exchange, the British government promised to limit
restrictions on goods to Sweden and hasten the procedure for Navicerts, which
permitted the safe transportation of cargo through Allied waters.®® This
agreement was viewed as a victory for Sweden. As suggested in Figure 2.2, a
similar agreement with Germany was signed on 26 December 1939; all
allowances for trade in the latter were based on consent from Britain.*

The April 1940 invasion of Norway and imposition of the blockade and
counter-blockade changed Sweden’s geostrategic position considerably.
Whereas the 1939 agreements had been negotiated on the assumption that
Britain was in the best position to control Swedish trade, Germany now clearly
held the military advantage in Scandinavia.®® Sweden was isolated: the Skagerrak
strait was closed to almost all shipping. Swedish trade outside the Baltic Sea was

now subject to both German and British consent.

8 Hagglsf, Diplomat, p.121.
8 NA BT11/1140, War Trade Agreement.
8 Calgren, Swedish Foreign Policy, p.18.
84 .
Ibid.
& Hagglof, Diplomat, p.121.
8 NA CAB67/3/41, report dated 18 December, 1939, p.4.
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from1

September 1939 1940 1941 1942 1943 1944 to May 1945
USSR 7 SEPTEMBER 1940 WAR TRADE AGREEMENT

DEC 1941
UK 28 DECEMBER 1939 WTA 16 MAY 1940 SHIPPING AGREEMENTS 23 SEPT 1943
AGREEMENTS 19 JUNE 1943 RIPARTITE 13 DECEMBER 1944
DECLARATIONS AGREEMENT AGREEMENTS
USA
8 JULY 1940 TRANSIT 10 JANUARY 1944
GERMANY 26 DECEMBER 1939 WTA CRAEMENT 19 DEC 1941 WTA| NOV 1942 WTA WA

Notes: Bold text denotes countries with which initial negotiations are held.

Sources: NA BT11/140; Calgren, Swedish Foreign Policy ; NA CAB67/3/41; RA UDA/1920ds/HP64Ct/2766; RA UDA/1920ds/HP64Ct/2774.
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Despite this change in power, the 1939 War Trade Agreements were not
replaced immediately and Sweden negotiated with neither belligerent group for
new long-term trade treaties.®” Because the 1939 Anglo-Swedish Agreement
was negotiated under more favourable circumstances than it could now obtain
(in terms of restricting Swedish-German trade), Britain insisted on maintaining
the existing agreements and limitations. Rather than a new agreement, the old
one was supplemented by a series of short-term supply agreements from May
to July 1940; the 16 May 1940 agreement gave Britain access to Swedish
shipping resources outside the blockade for which Britain agreed to give Sweden
access through the blockade to purchase necessities.?® The German government
increased its provision of basic goods, including fuels, as part of the 8 July 1940
deals linked to the transit of German soldiers in Scandinavia, some using
Swedish railroads.®

As seen in Chapter Five, in late 1941 Germany was accruing a capital
account deficit with Sweden. Temporary credits, which allowed trade to
continue, were arranged by the Swedish Government between October and
December 1941, amounting to approximately 200 million Kronor or about 20%
of annual Swedish-German trade.”® American intelligence reports suggest that
only 115 million Kronor of this trade credit was ever used.”® Germany used these
commercial credits to continue purchasing wood, paper, cellulose and other
non-war materials. Purchases of other Swedish raw and war materials, such as
ball bearings, received priority treatment and were not affected by these

credits.”? The German government paid these commercial credits before the

¥ Hagglof, Diplomat, pp.146-158.
8 NA FO837/820-821; FO837/890; NARA RG107/160/925, see report dated 6 December 1940.
8 Calgren, Swedish Foreign Policy, pp.15-72.
% Martin Fritz, “Wirtschaftliche Neutralitdt widhrend des Zweiten Weltkriegs [Business Neutrality
in the Second World War” in Rudolf Bindschedler, et al (eds.), Schwedische und schweizerische
Neutralitdt im Zweiten Weltkrieg (Zurich, 1985), p.76ff; NARA RG107/160/926, file marked “US
Trade Policy (BEW) HHN Dissenting 11/7/1942,” report dated 11 November 1942, p.24.
%1 NARA RG107/160/928, file marked “Statistical Reports,” undated memo marked “Received
ggom State Jan 22 1944 at Blockade Meeting,” attached tables.

Ibid.
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November 1942 Swedish-German War Trade Agreement covering trade in
1943.%

As seen in Figure 2.2, Sweden concluded a War Trade Agreement in
September 1940 with the Soviets. It called for increased trade between the two
countries on a barter basis. Soviet fuel was traded for finished Swedish
manufactures, including ball bearings and machinery. The Swedish government
extended trade credits totalling approximately 25 million Kronor. This
agreement was expected to greatly increase Soviet-Swedish trade from 20
million Kronor in 1939 to about 170 million in 1941. However, wartime
developments intervened. In June 1941 the German campaign in the East
restricted trade, as the ports of Leningrad and Tallin were overrun.** In
September 1941, the Soviet and British governments guaranteed the Swedish
government that no Russian designated material would be re-exported to
Germany. The British gave the Soviets dollars to pay for their Swedish wares and
accepted the material for onward shipment among the Allied supplies.”

From 1941 onwards, a limited number of British merchant ships and later
airplanes engaged in blockade-running.® While the precise statistics are
discussed later, the general impact of these operations on Sweden’s position is
notable. They were organised by British military staff. The first two British naval
operations were on Norwegian boats, commanded by captains with naval links;
in Operation Bridford, the boats were former naval vessels under the command
of British captains, several of whom were military officers. All were armed with
deck guns and had stowed weapons to which the crew had full access; when at

sea, these boats used SOE evasion tactics (which included changing flags to

> RA UDA/1920ds/HP64Ct/2457.

% RA UDA/1920ds/HP64Er/2766, agreement dated 7 September 1940; RA
UDA/1920ds/HP64Er/2767, memos dated 8 September 1940.

% RA UDA/1920ds/HP64Er/2773, minute dated 29 September 1941; RA
UDA/1920ds/HP64Er/2774, memorandum marked “Russian Contracts with Swedish
Manufacturers;” RA UDA/1920ds/HP64Er/2774, agreement dated 4 November 1941.

% RA UDA/1920ds/HP64Ba/3311-3317; NA BT60/68/2; NA H58/769; CAC BINN/1; CAC BINN/2;
CAC BINN/3, reports by Sir George Binney on Operations Bridford, Performance and Cabaret.
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confuse the enemy); crews were instructed to hide their secret equipment when
Swedish pilots boarded and while docked in Sweden.®” The American and British
planes were ex-RAF aircraft refitted for civilian use. They were commanded by
furloughed and ex-AAC and RAF officers.”® These operations created a double
standard, whereby Sweden was enforcing different rules for Britain and
Germany. Exports to Germany depended on British government approval, but
high-value exports to Great Britain were not subject to German control. Apart
from the actual circumstances of the blockade-running operations, these naval
and air exports from Sweden have not hitherto been reported as part of Swedish
trade. This is the first study to provide estimates of this trade and include them
in the export figures.

While allowing the Allies to smuggle goods, in late 1941, the Swedish
government initiated further negotiations with the German government. These
eventually resulted in the 19 December 1941 Swedish-German War Trade
Agreement which regulated trade for 1942.% Germany ultimately provided
increased levels of basic goods to Sweden in exchange for agreed quantities of
iron ore, ball bearings and other exports; parallel negotiations with Britain in
November/December 1941 resulted in the 19 December 1941 Anglo-Swedish

100

War Trade Agreement.” " In this, Britain succeeded in continuing the limitations

on Swedish-German trade imposed under the 1939 War Trade Agreement, even

though Sweden now depended on Germany for basic materials.*™

102

The negotiating pattern started to change in 1942.7° Although a follow-

on German-Swedish trade agreement was made in November 1942 covering

7 RA UDA/1920ds/HP64Ba/3311-3317; NA BT60/68/2; NA H58/769; CAC BINN/1; CAC BINN/2;
CAC BINN/3, reports by Sir George Binney on Operations Bridford, Performance and Cabaret.

% RA UDA/1920ds/HP73Ba/3311-3317, personnel lists.

% RA UDA/1920ds/HP64Ct/2452, agreement dated 19 December 1941.

100 FO837/851, agreement dated 19 December 1941.

Y bid.

102 NA FO837/823; NA FO837/824; NA FO837/826; NARA RG107/160/924, correspondence in file
marked “HH Notes;” W.N. Medlicott, History of the Second World War: The Economic Blockade,
vol.ll (London, 1952), pp.191-193.
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trade in 1943, Anglo-American-Swedish negotiators were much slower to
agree.'® For the first time, Allied negotiations included the Americans; they
wanted concessions which the Swedish-German agreement covering trade in
1943 precluded. In addition, the Allied-Swedish negotiations became linked to
the fate of two Norwegian ships under British charter held in Swedish ports.
Because the problem of the two ships was not resolved by 1942, the Allies
reinstated their blockade against Sweden and stopped all traffic from outside

104

the German bloc in early 1943.7" Rather pragmatically, the Swedish government

was unwilling to acquiesce to the various Allied demands on trade reductions

105
In

with Germany which would now violate their agreements with Germany.
what could have been a show of strength, Germany was aggressively harassing
Sweden’s borders with military and naval incursions.'%

Allied-Swedish negotiations eventually led to the 19 June 1943 Anglo-
American-Swedish Declarations regarding continued trade, which marked the
start of the third period in Swedish trade relations. The declarations were a
compromise: Sweden remained unwilling to sign a formal agreement which
would counter the Swedish-German agreement covering 1943 trade, but needed

197 The Allies needed to continue

the resumption of Skagerrak import traffic.
blockade-running flights from Sweden in order to maintain access to ball
bearings. The declarations, largely pledges of future cooperation, gave little
ground to either side.'®

However, amidst declining German military power and Allied economic

superiority, Sweden reinstated the Allies in primary negotiating position,

1% RA UDA/1920ds/HP64Ct/2457.

1% NA FO837/897; NA FO837/895; NA FO837/893; NA HS2/256 Operation Cabaret; Medlicott,
Economic Blockade, vol.ll, pp.454-465.

1% Gunnar Hagglof, Svensk krigshandelspolitik under andra viérldskriget [Swedish Trade During
World War Il] (Stockholm, 1958), pp.250-257.

1% calgren, Swedish Foreign Policy, p.145; NARA RG226/16/394/72768R.

NA FO837/897, various correspondence on negotiations.

Medlicott, Economic Blockade, vol.ll, pp.468-469 and pp.471-473; NA FO837/897, agreement
dated 23 September 1943; NARA RG107/160/928, undated memo marked “Received from State
Department Jan 22, 1944 at Blockade Meeting.”

107
108
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allowing them to set the initial quotas for discussion.'® The resulting September
1943 Tripartite War Trade Agreement was an important turning point in
Swedish-Allied trade relations. This was the first Swedish trade agreement to
include the US. The Tripartite Agreement returned to 1939 War Trade
Agreement principles, with Sweden agreeing to limit exports to the German bloc
at or below 1938 levels in many broad categories. Tonnage was now taken into
account, alongside prices. Iron ore exports were limited to approximately 90% of
their 1938 levels for Germany only and about 75% for the German-Axis bloc. The
Agreement reduced exports of ball bearings, machinery and other crucial
materials.'*°

Despite many protestations, Germany ultimately agreed to the terms
established by the Allies in their new Tripartite Agreement with Sweden. A final
Swedish-German War Trade Agreement was signed on 10 January 1944 after

111

lengthy negotiations.”™ " Although this policy reduced overall trade, it prevented

112

Allied blacklisting, asset seizures and other economic sanctions.”™“ In retaliation

for the reduced Swedish exports to Germany in the Tripartite Agreement,
Germany reduced some exports to Sweden, including fuels and food.**?

The Swedish government entered into a further War Trade Agreement
with Britain and America in 13 December 1944, which allowed Sweden to
stockpile materials in 1945 and confirmed the end of Swedish-German trade.’*
No further trade agreements were concluded with Germany during the Second

World War. The Swedish government finished exporting to Germany in early

October 1944. However, following the re-imposition of the German blockade of

109 Medlicott, Economic Blockade, vol.ll, pp.469-471.

NA FO837/897 Tripartite War Trade Agreement dated 23 September 1943; also see NARA

RG107/160/925, file marked “Sweden — Statistics — Ball Bearings,” memo “Swedish Exports to
Enemy Europe,” from H.H. Neff to Judge Patterson, dated 19 April 1944.

m Hagglof, Svensk krigshandelspolitik, pp.272-283.

Hagglof, Svensk krigshandelspolitik,pp.272-283.

RA UDA/1920ds/HP64Ct/2469, German-Swedish War Trade Agreement, dated 10 January

1944.

114 RA UDA/1920s/HP64Ct/2321, Allied-Swedish Agreement dated 13 December 1944,

110

112
113
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the Skagerrak in November 1944, only limited illicit Allied-Swedish trade by air
was possible.'™

In the negotiation of the War Trade Agreements, the Swedish
government unquestionably maintained a careful policy of appeasing what it
considered to be the stronger belligerent, while not materially damaging the
interests of the other. These agreements provided only a foundation for trade.
As will be shown for the first time in the next section, their terms were ignored
whenever the Swedish government could obtain some advantage in its

relationship with the belligerents.

Swedish-Belligerent Wartime Merchandise Trade
The Second World War created stark shortages of goods. This section

assumes that above all, the Swedish government wanted to maintain imports of
goods to sustain its population. This chapter is not concerned with the resulting
balance of payments flows, which are detailed in Chapter Five. With this in mind,
the Swedish government should seek to maximize its trade position in two
different respects. In trying to sustain its population through the war, the
Swedish government should firstly maximize nominal good imports and
minimize the export of goods which would damage their domestic position.
Secondly, in real trade terms, the Swedish government should seek to maximize
the prices of exports while minimizing the prices of imports. As previously
suggested, the Swedish government did not always work in an ideal world and
was faced with threats. They responded to these challenges by changing their

trade policies.

Methodology
Before the new trade statistics for German and Allied trade with Sweden

are examined, the methodology behind these statistics should be clarified. All

figures presented in Appendices 2.1-2.4 are standardized in accordance with

115

Calgren, Swedish Foreign Policy, pp.203-206.
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1948 SITC designations, allowing for cross-country comparability. When
discussing trade, this chapter’s reference point is always the neutral country.
Trade is measured as net exports. Therefore, a trade surplus reported in the
Allied-Swedish relationship in Table 2.1 reflects a goods trade balance in favour
of the Allies, with exports from Sweden exceeding imports. A negative figure
represents a trade deficit, where Sweden imported more goods than it exported
to the Allies.

Statistics include officially reported trade, together with all known
smuggling. The main resources are the Statistiska Arsbok [Swedish Statistical
Yearbooks - SAfSTA] and Handel Statistik [Trade Statistics - SOSH], which list all
trade in twenty standardized categories.’*® These are reported in value and tons.
To provide cross-country comparability, trade categories in the SAfSTA and SOSH
have been consolidated in accordance with the rubric in the notes to the
appendices; real prices have been calculated for each separate category, based
on available Paasche price deflators created for each category based on the
value and tons considerations.'” Further information on the systematic biases
can be found in the appendix to this chapter.

As far as possible, the Swedish statistics are supplemented from archives
in the Trade Department of the Swedish Foreign Ministry and available Allied
sources, to account for illicit trade from 1941 to 1944; these additions are
discussed in Table 2.6 and in the notes to Appendices 2.1 to 2.4. Allied statistics
are also used to highlight imports from Sweden relating to production overall.**®
Discussions by the German planning authorities on iron ore production, pricing
and availability are used when examining the provision of ferrous materials and

ball bearings to Germany.*®

118 SAFSTA; SOSH.

17 RA UDA/1920ds/HP64Ct-HP73Ba/various.

NARA RG107/160/922-926; NA FO837/series; NA CAB66 series; NA AVIA series, NA ADM
series.

"% )WM and IWM-D, FD Series; BA-K R13/I files.

118
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The German-Swedish balance of payments relationship involved some
compensation clearing, where prices were not so much determined by internal

market forces as by government negotiators.'®

Despite government
involvement, few individual transactions are statistically transparent. The effect
that this pricing may have had remains unknown. A complete discussion of
sources can be found in the notes to Appendices 2.1-2.4; and while error terms
exist and are reported as such in the statistics, the figures available represent

the most accurate available and are often the first, compliant with the 1948 SITC

standards, to have been presented.

Overall Balance of Merchandise Trade
On the surface, the nominal trade statistics clearly support the most

popular view in the current literature: Germany dominated Swedish trade from
1940 to 1944."** As seen in Figure 2.3, trade with the Axis bloc increased from
about 21% of total turnover in 1938 to over 80% by 1941. When Germany closed
the Skagerrak, Sweden’s potential for non-German foreign trade was
immediately reduced by up to 75%; this naturally shifted trade to the Axis
powers.'?? Carrying capacity was reduced by an even larger percentage, since
Sweden’s considerable merchant marine was immediately split in two; the ships
in Allied territory were compelled to sail for Britain and America, while those still
in the Baltic were pressed into Germany’s service.'?

As Figure 2.3 and Table 2.1 suggest, Swedish trade with the outside world
continued, despite the blockade, but at far below pre-war levels. Normal marine
traffic through the blockade was controlled by both Germany and the Allies;
approval for trade was often withheld if either side believed that it might be

used to aid its enemies. As seen in Figure 2.3, these restrictions led to significant

120 5ee Chapter Five.

Fritz, “The Swedish Economy: A Survey” in Fritz, The Adaptable Nation; Karl Amark,
Kristidspolitik och kristidshushdllning i Sverige; Calgren, Swedish Foreign Policy.

122 SAFSTA 1939, pp.162-163.

RA UDA/1920ds/HP64Ba/2324, see correspondence for the Sjéfartskommitten [Transport
Committee] dated June 1940.

121

123
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declines in trade with both Allies and neutrals. In 1938, 75% of overall Swedish
trade was with these countries; by 1941, they accounted for less than 20%. The
literature shows little improvement on these levels, but after Allied illicit trade
statistics were introduced a slight improvement ensued over 1943. By 1944, the
Allies had managed to double their 1941 levels of trade with Sweden. Having
previously benefited from small Allied import surpluses, for the last three years
of the war, the Allies sent Sweden imports at least twice the amount of nominal

Swedish exports.

Figure 2.3: Nominal Swedish Trade by Country Group, 1938-1944
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Sources: see Table 2.1

While the overall trade story of increasing German control is important,
the underlying terms of trade with each belligerent group are crucial to

understanding the nuances of the Swedish position. This chapter now examines
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Swedish trade with the German and Allied blocs in detail. Nominal and real trade
statistics, including illicit trade, are reported for each belligerent group, along

with selected information on price movements and the composition of Swedish

imports and exports.

Table 2.1: Sweden’s Foreign Merchandise Trade by Country Group, 1938-1944

(in millions of nominal Kronor)

IMPORTS 1938 1939 1940 1941 1942 1943 1944
Allies 523 569 237 42 173 136 161
Axis 469 680 1,186 1,323 1,267 1,308 1,098
Neutrals 1,089 1,249 581 282 340 370 419
Total 2,081 2,499 2,004 1,647 1,780 2,736 1,835
EXPORTS 1938 1939 1940 1941 1942 1943 1944
Allies 626 602 171 49 88 24 39
Axis 361 410 986 1,151 1,034 910 576
Neutrals 856 876 171 167 219 259 266
Total 1,843 1,888 1,327 1,367 1,341 1,193 881
BALANCE OF

M. TRADE 1938 1939 1940 1941 1942 1943 1944
Allies 103 33 (66) 7 (85)  (112) (122)
Axis (108)  (270)  (200)  (172) (233)  (398) (522)
Neutrals (233)  (373)  (410)  (115) (121)  (111)  (153)
Total (238) (610) (676)  (280) (439)  (621) (797)

Source: BdeE EIE; EACdE, 1941; rounded to the nearest whole number.

Notes: For definition of the trade blocs, see notes to Appendices 3.1-3.6; balance of
merchandise trade is reported as net exports: a negative figure indicates net Swedish
goods imports and a positive figure indicates net Swedish exports.

Swedish Nominal Trade with the German Bloc
This section reviews Swedish nominal trade with the German bloc. It

demonstrates that the Sweden benefited from trade surpluses throughout the
war. The Swedish government also benefitted from favourable terms of trade in
1942 and 1944 vis-a-vis the German bloc. Sweden sent Germany machinery, iron
ore and ball bearings, all three of which were essential for Germany’s war effort.

It also demonstrates the flexibility of Swedish policy: trade with Germany
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exceeded 1938 levels from 1941 to 1943, in violation of the Allied-Swedish

agreements.

From the start of the war, in both real and nominal terms, Germany

required additional exports of Swedish raw materials for the Axis war effort in

exchange for the coal, coke, chemicals, textiles and war material imported by

Sweden. As seen in Table 2.2, nominal Swedish exports in 1941 topped nearly

1.2 billion Kronor or about 3.2 times their 1939 levels, with exports declining

thereafter to 910 million Kronor in 1943 and 576 million Kronor in 1944. These

statistics suggest that the Allied efforts to reduce Swedish exports to Germany in

1943 merely prolonged a trend which started in 1941.

Table 2.2: Nominal Swedish Merchandise Trade with Germany and
the German Bloc, 1938-1944, in Nominal Kronor (in millions)

IMPORTS 1938 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Imported 469 680 1,186 1,323 1,267 1,308 1,098 6,862
Goods Imported

Index (1938=100) 100 145 253 282 270 279 234

EXPORTS 1938 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Exported 361 410 986 1,151 1,034 910 576 5,067
Goods Exported

Index (1938=100) 100 114 273 319 286 252 160

BALANCE OF

MERCH. TRADE 1938 1939 1940 1941 1942 1943 1944 | 1939-44
Net Exports (108) (270) (200) (172) (233) (398) (522)| (1,795)

Sources: see Appendices 2.1 and 2.2; figures rounded to the nearest whole number.

Notes: see notes to Appendices 2.1 to 2.4; the balance of merchandise trade is reported
as net exports: a negative figure indicates net goods imported into Sweden and a
positive figure indicates net exports.

Changes in Swedish

imports from Germany in nominal terms

demonstrate how dependent Sweden now was on Germany. As Table 2.2 shows,

from a nominal value of 469 million Kronor in 1938, Swedish imports rose to a
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peak of 1.3 billion Kronor in 1941. They were within 15 million Kronor of this
peak again in 1943; this is equivalent to 2.8 times 1938 levels. Unlike exports,
imports continued at similar levels in 1944, with a decline to only 1.1 billion
Kronor from the 1943 peak.

Total nominal Swedish exports to Germany and the German bloc from
1939 through 1944 amounted to 5.1 billion Kronor; Swedish imports from the
German bloc totalled 6.9 billion Kronor. Over the wartime period, nominal
Swedish imports exceeded exports by some 1.8 billion Kronor, about 14.9% of
Sweden’s 1938 NNI.*** Sweden, therefore, benefited from net imports of goods
and was not a net exporter of goods and overall contributor to the German war

effort.

Table 2.3: Value of Certain Goods in Swedish Imports
from the German Bloc, 1938-1944 as a Percentage of
Total Imports from the German Bloc (by nominal value)

Year Fuels Metals Machinery Foodstuffs Chemicals Textiles
1938 9.1% 16.1% 31.9% 1.3% 12.9% 15.5%
1939 9.6% 16.9% 25.9% 4.0% 14.8% 14.6%
1940 20.4%  14.5% 19.5% 5.3% 11.3% 12.2%
1941 2.4% 12.2% 15.6% 7.2% 23.6% 15.4%
1942 20.3% 14.6% 15.2% 11.0% 13.0% 12.7%
1943 23.3% 13.7% 15.0% 9.3% 13.2% 11.0%
1944 58% 13.6% 13.5% 6.4% 13.8% 11.9%

Source: see Appendix 2.2.

The composition of exports and imports also changed noticeably. The
nominal level of raw materials imported by Sweden from Germany rose and the
levels of manufactures declined. As Table 2.3 suggests, the greatest change in
Swedish imports (in nominal terms) from 1938 is the rise in fuels and food. Fuels
from Germany consisted largely of coal and coke. Although the wartime
statistics based on deliveries from Germany fluctuated dramatically, the general

trend rose, from 9.1% of imports from the German bloc in 1938 to 23.3% in

124 Bsten Johansson, The Gross Domestic Product of Sweden and its Composition 1861-1955

(Stockholm, 1967), Table 57.

-77 -



Chapter Two: Swedish-Belligerent Merchandise Trade

1943. Declines in the same period include machinery and textiles, with

machinery in particular halving as a percentage of total trade between 1938 and

1941.

Table 2.4: Value of Certain Goods in Swedish Exports

to the German Bloc, 1938-1944 as a Percentage of
Total Exports to the German bloc (by nominal value)
Animal

Year Products Machinery Metals Minerals Paper Wood
1938 13.6% 4.9% 16.8% 49.5% 5.5% 5.4%
1939 13.6% 6.2% 17.1% 48.4% 3.9% 8.1%
1940 5.4% 12.1% 19.9% 19.1% 17.2% 17.0%
1941 3.0% 11.6% 22.4% 17.4% 20.2% 18.3%
1942 1.3% 13.0% 20.4% 18.6% 26.3% 16.0%
1943 0.8% 14.1% 24.3% 25.2% 20.0% 11.6%
1944 1.3% 15.8% 20.6% 20.0% 20.2% 12.5%

Source: see Appendix 2.1.

As Table 2.4 reveals, the most striking changes in Swedish exports to
Germany are the increases in machinery, finished metals, paper and wood
exports. The greatest increases in trade involved paper and wood, the former
increasing four-fold to 20% of overall nominal exports in 1944 and the latter
representing at its peak 18.3% of exports in 1941. Equipment and machinery,
which included all-important ball bearings, rose from 4.9% of overall exports in
1938 to 15.8% in 1944. Metals increased from 16.8% (1938) to a peak of 24.3%
in 1943. Although mineral exports, iron ore in particular, rose in Kronor terms,
they declined over the period in percentage terms because exports of refined
iron ore were limited by the Swedish government (see discussion in the relevant

section).

Swedish Trade with the German Bloc: Real Statistics
Large price increases make the rises in nominal trade seem more

dramatic, in real terms, than they otherwise are. When adjustments are made to

bring prices into real terms, 1940 is the peak year for Swedish exports to
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Germany, with 880 million 1938 real Kronor from goods dispatched (equalling
2.4 times 1938 levels). Real Swedish export levels in 1941 are slightly lower than
these; but thereafter exports decline to only 1.5 times above 1938 levels in

1942/1943. By 1944 real exports decline to about 9/10ths of 1938 figures.

Table 2.5: Real Swedish Merchandise Trade with Germany and
the German Bloc, 1938-1944, in 1938 Swedish Kronor (in millions)

IMPORTS 1938 1939 1940 1941 1942 1943 1944 | 1939-44

Goods Imported
(1938 Kronor)

Goods Imported Index
(1938=100)

469 690 898 866 777 732 641 4,604

100 147 191 184 165 156 137

Import Price Deflator

(Index, 1938=100) [Pi] 100 99 132 153 163 179 171

EXPORTS 1938 1939 1940 1941 1942 1943 1944 | 1939-44

Goods Exported
(1938 Kronor)

Goods Exported Index
(1938=100)

361 437 880 862 556 523 326 3,584

100 121 244 239 154 145 90

Export Price Deflator

100 94 112 134 186 174 177
(Index, 1938=100) [Px]

BALANCE OF
MERCH. TRADE 1938 1939 1940 1941 1942 1943 1944 | 1939-44

Net Exports (108) (253) (18)  (4) (221) (209) (315)| (1,020)

Terms of Trade [Px/Pi] 100 95 85 88 114 97 104

Sources: see Appendices 2.1 and 2.2; figures rounded to the nearest whole number.
Notes: see notes to Appendices 2.1 to 2.4; the balance of merchandise trade is reported
as net exports: a negative figure indicates net goods imported into Sweden and a
positive figure indicates net exports. Price deflators are calculated based on value and
tons basis. This causes systematic biases. See notes in the Appendix to this chapter.

Swedish imports in real terms closely follow real exports. Using the price
deflator, the peak year for imports, 1940, declines by about 30% to 898 million
Kronor. Thereafter imports steadily decline, reaching 641 million 1938 Kronor or

1.3 times 1938 levels in 1944; this is approximately a 30% decline from the peak
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1941 value. Sweden remains a net importer, although the balances in 1940 and
1941 are considerably smaller, reflecting the improved German influence over

trade relations.

Figure 2.4: German-Swedish Trade,
Import versus Export Price Indices, 1938-1944 (1938=100)
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Sources: see Appendices 2.1 and 2.2; for index construction see notes to appendices.

As the terms of trade statistics suggest, from 1941 to 1942 and again
from 1944, the influence of improved trade pricing and increasing net imports
benefits Sweden in relation to Germany. As seen in Table 2.5 and Figure 2.4, in
1940 and 1941, Germany extracted relatively better prices for exports to
Sweden (called imports in graph). In 1942, Sweden extracted price concessions
from Germany, charging more for its exports than the countervailing traffic. The
pricing situation reverses in 1943, perhaps suggesting the Swedish reduction in

export traffic relative to imports gave Germany the pricing advantage. As
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confirmed in the terms of trade presented in Table 2.5, this situation reverses
and again to favour Sweden in 1944.

German pressure was effective in increasing exports of critical goods
from Sweden from 1940 to 1942; but even in this period Germany continued to
provide Sweden with excess imports in both nominal and real terms. In 1943 and
1944, Swedish import surpluses of goods increased further. Terms of trade
initially favoured Germany, but shifted towards Sweden as German power
declined. Unlike Switzerland, Sweden undertook very little of this trade on credit
and outstanding balances were discharged by the end of the war. Thus, although
Sweden may have been surrounded by German forces and at their mercy,

Germany did not materially exploit Sweden.

Swedish Nominal Trade with the Allied Bloc
This section reviews the Allies’ trade with Sweden, with details of legal

and illicit trading with the Allies through the Skagerrak blockade. From the
statistics presented below, it is evident the Allies provided Sweden with excess
nominal and real imports, including much needed petroleum products, food,
chemicals, cacao, tobacco, metals and textiles for Sweden. In exchange, the
Swedish government allowed the Allies illicit access to Swedish ball bearings,
machine tools and other goods, selling these items at a consistent discount to

the Allied supplies.'®

125 Nicolaus Rockberger, Géteborgstrafiken: Svensk lejdtrafik under andra vdrldskriget

[Gothenburg Traffic: Swedish Swedish Naval Traffic during the Second World War] (Stockholm,
1973), pp.246 and 263.
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Nominal lllicit Trade
This is the first study to provide information on Swedish illicit exports to

the Allies. lllicit trade refers to trade which was not approved by both belligerent
parties and otherwise excluded from official negotiations and reporting. Apart
from approved traffic to the Allies through the German marine blockade, two
illicit trade methods were approved during the war by the Swedish government:
blockade-running using British ships and the use of Allied and Swedish aircraft to
transport passengers, diplomatic materials and regular cargo from Sweden to
Scotland. The British (in particular) faced acute shortages of Swedish ball
bearings and similar specialty products for their war economy.*® No previous
study has given a comprehensive account of this trade, which was actively
chosen by the Swedish government to aid the Allied war effort; since the
Swedish government did not obtain Germany’s consent, it indicates a particular
pragmatism on Sweden’s part. As this section shows, the Allied desire for these
goods gave Sweden significant terms of trade advantages, allowing it to run
consistent surpluses of goods imports and gain pricing advantages while obliging
the Allies to recognize its neutrality.'?” Supplies of petrol were the Allies’ primary
bargaining tool; increased supplies were linked to their receiving additional
Swedish exports of ball bearings.'?®

In Table 2.6, trade through the Skagerrak is divided into three parts:
authorized naval traffic, blockade-running ships and air traffic; the latter two
bypassed the Skagerrak blockade. Examining the authorized naval traffic first,
from 1941 to 1943, the number of authorized vessels per month was meant to

129

be five, but only in 1942 was the full quota actually met.”” The quota of

126

Ibid; NA ADM199/7517, memo dated 5 March 1943.

NA CAB122/241, memo dated 1 December 1942.

NA CAB122/241, correspondence dated 27 May 1942, November 1942 and between January
and February 1943; NARA RG107/160/926, folder marked “US Trade Policy (BEW), HHN
Dissenting 11/7/1942,” report dated 11 November 1942, p.5, marked 55.

129 pA UDA/1920ds/HP64Ba/2321, declarations and correspondence dated 13 September 1944;
NA FO837/897 Tripartite War Trade Agreement dated 23 September 1943.

127
128
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authorized vessels was increased to six per month for 1944 to 1945, but the

actual figures are lower.™°

Table 2.6: Swedish Export Trade with the Allies, 1940-1944
Comparison of Types of Export Traffic and
Valuation of lllicit Trade in Nominal Swedish Kronor (millions)

To

May

EXPORT TRAFFIC 1941 1942 1943 1944 1945

Iicit Traffic Blockade Running Ships

to UK (Outbound) > / 13 14 0
Round-trip FlightstoUK 0 174 320 727 369

Authorized Traffic | Vessels Inbound 32 58 46 77 13
Vessels Outbound 35 62 44 78 6

To

May

EXPORTS BY VALUE 1941 1942 1943 1944 1945
Illicit Exports By Ship 21.1 216 14.3 14.3 0
llicit Exports By Airplane 0 1.4 6.3 13.6 7.0
Total lllicit Exports 21.1  23.0 206 27.9 7.0
'I[Irl:ec;tAﬁir:Sde as a Share of Swedish Exports to 43.4% 26.0% 85.8% 70.8% N/A

Sources: Nicolaus Rockberger, Géteborgstrafiken: Svensk lejdtrafik, p.246 and p.263;
NA HS7/191, report on “The Performance Operation,” from Sir George Binney to Sir
Andrew Duncan, Dated June 1942; CAC BINN/2, “Operation Performance;” NA
BT60/68/2 “Appendix A: List of Materials Shipping from Gothenburg to England in
January, 1941,” from “Report by George Binney, H.M. Legation, Stockholm;” and CAC
BINN/1, “Operation Rubble.”

Notes: lllicit trade is included in overall trade reported in Table 2.8. Vessels inbound
refers to ships travelling to Sweden; outbound refers to ships leaving Sweden.

Three different ship-borne blockade-running operations ran between
January 1941 and late 1943. To increase the chance of avoiding detection, these
operations typically occurred during the long Scandinavian nights in the early
months of the year. The first, Operation Rubble, in January 1941, used
Norwegian ships piloted by a British-Norwegian-Swedish crew to transport

Swedish iron, ingots, ball bearings, machine tools, spare parts and steels of

B30 Amark, “Kristidspolitik och kristidshushdllning...” SOU, p. 996; Rockberger, Géteborgstrafiken,

p.246.
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131

various qualities.”" 18,800 metric tons of goods were transported to the UK,

valued at 21.1 million Kronor (1,142 Kronor per ton).'*?

The Norwegian ships
released from behind the Skagerrak blockade were in addition worth 42.3
million Kronor, but were not counted as imports; they remained the legal
property of their Norwegian owners and were merely leased by the Allies.**?
Operation Performance in March 1942 was destined to bring the UK
Kingdom approximately 19,000 metric tons of specialty iron and steel materials,
machinery and ball bearings, together with 5,500 metric tons of Russian-owned

material for forwarding.**

As Table 2.6 indicates, only seven Norwegian ships
with 4,838 metric tons of cargo completed the journey to the UK after German
naval activity forced the return of half the material to Gothenburg harbour.’*
The received cargo was valued at 21.6 million Kronor (4,464 Kronor per ton).**
Bridford, the most successful blockade-running operation, began in
October 1943 and ended in March 1944. British Motor Gun Boats (MGBs),
manned with British crews (most seconded from the military), were to return
with supplies of ball bearings, speciality steels, machine tools and other items.*’
Over six return voyages, these boats carried 24-26,000 metric tons of material
urgently required for British war production.”*® No values are reported, but on
the basis of the lower per ton value of Operation Rubble, the cargo of Bridford is

estimated at 28.6 million Kronor. This conservative measure probably

underestimates the value of this cargo. Since precise sailing dates are missing,

BINA BT60/68/2, “Appendix A: List of Materials Shipping from Gothenburg to England in
January, 1941,” from “Report by George Binney, H.M. Legation, Stockholm;” and CAC BINN/1,
“Operation Rubble.”

132 1pid; and RA UDA/1920ds/HP64Ba/2800, folder marked “1944, Nov 21-Dec 19,” memo dated
6 December 1944,

33 Ibid.

134 NA HS7/191, report on “The Performance Operation,” dated June 1942; CAC BINN/2,
“Operation Performance.”

135 NA HS7/191, report on “The Performance Operation,” dated June 1942, p.55.

138 1pid; and RA UDA/1920ds/HP64Ba/2800, folder marked “1944, Nov 21-Dec 19,” draft memo
dated 6 December 1944.

137 NA H8/769, undated report on Operation Bridford, p.10ff; CAC BINN/3, “Operation Bridford.”
Ibid; note: precise manifest does not exist; based on ships’ carrying capacity and associated
notes in these reports.

138
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Table 2.6 spreads the total value of these shipments equally over 1943 and
1944,

From January 1940, the Swedish government also permitted civilian air
traffic from the UK; but the invasion of Norway and the imposition of the
Skagerrak blockade delayed a regular service until March 1942.**° Three
companies ultimately operated services from RAF Luechars in Scotland to
various points in Sweden during the war: BOAC, AATS (only April 1944-1945) and
ABA. The Swedish ABA operated sporadic passenger services with minimal
freight in Douglas DC-3 aircraft. Britain, using American Lend-Lease, provided the

141

new engines and spare parts for these ABA aircraft.™ BOAC employed a variety

of aircraft on the route from March 1942, including the Curtiss-Wright CW20,

142

Douglas DC-3, Mosquito and converted American Liberator aircraft;”™ this

British service was primarily a cargo operation.'”® The AATS began flying

144 The Americans and

Liberator aircraft primarily for passengers in April 1944.
British were limited to three aircraft on Swedish soil at any given time, although
towards the end of the war these rules were informally relaxed.'” America
imported fuel for these flights through the blockade.™*®

The Commercial Department of the Swedish government maintained

147

detailed records of the illicit exports.™" As Table 2.7 shows, the number of

139

NA BT60/68/2; NA HS7/191.

RA UDA/1920ds/HP73Ba/3311, folders marked “1940-1941” and “Jan-Feb 1942”

RA UDA/1920ds/HP73Ba/3312, telegram dated 23 March 1942, letter dated 23 March 1942
and correspondence dated between 23 May and 26 May 1942.

'*? RA UDA/1920ds/HP73Ba/3312-3313.

'** RA UDA/1920ds/HP73Ba/3312-3317.

144 RA UDA/1920ds/HP73Ba/3316-3317, see reports entitled “Oversikt over flygtrafiken mellan
Sverige och England under tiden...[Overview of the Average Air Traffic Sweden to England],”
various dates from 12 April 1944 to 1945.

4> RA UDA/1920ds/HP73Ba/3316, memo dated 18 February 1944.

Ibid and RA UDA/1920ds/HP73Ba/3316, memos dated 27 April 1944, 14 September 1944 and
18 September 1944.

7 RA UDA/1920ds/HP73Ba/3311-3317, reports marked “Oversikt over flygtrafiken mellan
Sverige och England under tiden...,” various dates from 1942 to 1945 and reports marked
“Statistik over visa uppgifter | lastningsbeskeden for de utgdende brittiska kurirflygplanen
[Statistics on Exports by Britain Courier Airplanes],” various dates from 1943 to 1945.

140
141

146
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round-trip flights increased consistently from 1942 to May 1945.

Excluding
passenger luggage and similar passenger-related cargo, total goods exported to
the UK by air increased from 46 metric tons in 1942 to 448 metric tons in
1944 As the end of the war approached (January to May 1945), the

annualized rate declined to about 350 metric tons.*

Table 2.7: Sweden-United Kingdom Air Operations, Cargo by Nationality,
March 1942-May 1945 (in kilograms)

American British Other

Diplomatic Diplomatic Diplomatic = Unclassified
Year Cargo Cargo Cargo®> Commercial® Total
1942 862 24,324 9,254 11,869 46,309
1943 0 32,845 5,810 170,119 208,774
1944 478 42,494 6,411 398,736 448,119
1945 0 17,003 0 144,684 161,687
Total 1,340 116,666 21,475 725,408 864,889
% Total 0.2% 13.5% 2.5% 83.9% 100%
Weekly 11 926 170 5,757
Average

Sources: RA UDA/1920ds/HP64Ba/2800, draft memo dated 6 December 1944; RA
UDA/1920ds/HP73Ba/3314, undated table marked “Export till Storbritannien med
kurirflyg under 1942;” RA UDA 1920ds/HP73Ba/3311-3317, reports marked “Oversikt
over flygtrafiken mellan Sverige och England under tiden...,” various dates from 1942 to
1945, and reports marked “Statistik over visa uppgifter | lastningsbeskeden for de
utgdende brittiska kurirflygplanen,” various dates from 1943 to 1945; BAMA
AW/1/6512, “Air Service — Midnight Sun Period,” memo dated 26 February 1944.
Notes: 'Losses accounted for on a percentage basis (see BAMA AW/1/6512); %Includes
Norwegian (11,067 MT), Russian (10,393 MT) and Polish Diplomatic Cargo (15 MT);
*Unclassifiable commercial cargo includes Swedish manufactures in transit to Britain for
itself or Russian government.

The transports included a variety of cargo. As Table 2.7 indicates, the
Swedish authorities divided the cargo into six different categories: American,

British Diplomatic, Norwegian Diplomatic, Russian, Polish and other commercial

148 RA UDA 1920ds/HP73Ba/3312-3317, reports marked “Oversikt over flygtrafiken mellan

Sverige...,” various dates from 1942 to 1945.

149 RA UDA 1920ds/HP73Ba/3312-3317, reports marked “Statistik over visa uppgifter |
lastningsbeskeden...,” various dates from March 1942 to 1945.

Y 1bid, from 1 January 1945 to 28 April 1945.
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cargo.”™ The high levels of British diplomatic cargo are noteworthy; it can be

stated with some certainty that the nearly one metric ton of British diplomatic
cargo per week was not entirely diplomatic correspondence. It probably
included some freight requiring export licenses which the British government
wanted to avoid.®* This is confirmed in part by the large cash expenditures of
the British Embassy in Stockholm in this period.™**

As expected, the air cargo consisted of very high-value materials needed
for the Allied war effort. Ball bearings, machinery, high-speed steel and other
similar items were exported as cargo. A 1942 Swedish report on air exports to
Britain recorded a value of 30,383 Kronor per metric ton for these goods.'”
Using this figure and the calculated tonnage of the commercial cargo for each
year, total exports by air in 1942 are estimated at 1.4 million Kronor, increasing
to 6.3 million Kronor in 1943 and doubling again to 13.6 million Kronor in 1944.

The figure then declined to 5.0 million Kronor in the last five months of the war.

All of these statistics are included in the nominal exports presented in Table 2.8.

Overall Nominal Trade with the Allies
Table 2.8 shows that after the Skagerrak blockade was imposed, Allied-

Swedish trade declined considerably. In the first full year of the blockade (1941),
nominal imports declined to 42 million Kronor, a mere 8% of 1938 figures. After
the illicit export programmes began in 1941, nominal imports increased to a
wartime peak of 173 million Kronor in 1942 and in subsequent years imports

ranged between 130 and 160 million Kronor.

151

Ibid, all dates.

152 RA UDA/1920ds/HP73Ba/3314, folder marked “1943 Febr.-April,” table marked “Export till
Storbritannien med kurirflyg under 1942 [Exports to Great Britain by Courier Plane 1942];” RA
UDA 1920ds/HP73Ba/3312-3317, reports marked “Statistik over visa uppgifter |
lastningsbeskeden...,” various dates from March 1942 to 1945.

153 BoE OV6/150-154, various dates from 1940 to 1945,

> RA UDA/1920ds/HP73Ba/3314, folder marked “1943 Febr.-April,” table marked “Export till
Storbritannien med kurirflyg under 1942.”
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Table 2.8: Nominal Swedish Merchandise Trade with the Allied Bloc,
1938-1944, in Nominal Swedish Kronor (in millions)

IMPORTS 1938 1939 1940 1941 1942 1943 1944 | 1939-44

Goods Imported 523 569 237 42 173 136 161 1,318

Goods Imported

Index (1938=100) 100 109 45 8 33 26 31

EXPORTS 1938 1939 1940 1941 1942 1943 1944 | 1939-44

Goods Exported 626 602 171 49 88 24 39 973

Goods Exported

Index (1938=100) 100 9% 27 8 14 4 6

BALANCE OF
MERCH TRADE 1938 1939 1940 1941 1942 1943 1944 | 1939-44
Net Exports 103 33  (66) 7 (85) (112) (122) (345)

Sources: see Appendices 2.3 and 2.4; figures rounded to the nearest whole number.
Notes: see notes to Appendices 2.1 to 2.4; the balance of merchandise trade is reported
as net exports: a negative figure indicates net goods imported into Sweden and a
positive figure indicates net exports.

Nominal exports declined to 171 million Kronor in 1940. In 1941, trade
declined to 49 million Kronor, only approximately 60% of which was legal (see
Table 2.6). Nominal exports to the Allies increased in 1942 to 88 million Kronor,
of which 26% is attributable to illicit traffic; but exports declined in 1943 as
Germany reduced the number of safe conduct ships and restricted exports to
the Allies. This resulted in 24 million Kronors” worth of exports in 1943, 86% of
which was sent via illicit sea and air traffic. Approximately 39 million nominal
Kronor were exported to the Allies in 1944, about 71% sent illicitly.

The periodic changes in overall trade flows are particularly notable,
supporting the new historiography presented earlier. Before the German
invasion of Scandinavia, Sweden was a net exporter of goods to the Allies. This
reverses briefly in 1940 and then returns to the pre-war situation in 1941, when
the British test for Swedish neutrality was established as continued excess

exports. This reverses again with the start of the illicit supply programme. By
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1943 and 1944, Swedish imports from the Allies are nearly five times the

countervailing traffic.

Total nominal Swedish exports to the Allied bloc from 1939 to 1944
amounted to 973 million Kronor, equalling 8.0% of Swedish 1938 NNI.'*®

Swedish imports totalled about 1.3 billion Kronor. This resulted in excess goods

imports of 345 million Kronor or 2.8% of Swedish 1938 NNI.**°

Table 2.9: Value of Certain Goods in Swedish Imports
from the Allied Bloc, 1938-1944 as a Percentage of
Total Imports from the Allied Bloc (by nominal value)

Year Fuels Metals Machinery Foodstuffs Chemicals Textiles
1938 28.6% 9.4% 8.7% 11.9% 5.2% 19.8%
1939 33.9% 9.7% 8.0% 10.4% 5.2% 21.8%
1940 19.2% 9.2% 6.8% 14.3% 4.5% 23.3%
1941 9.7% 0.8% 3.4% 29.0% 1.7% 42.3%
1942 11.4% 0.6% 2.2% 22.5% 3.5% 39.3%
1943 14.1% 0.3% 5.2% 38.7% 5.8% 28.3%
1944 8.1% 0.5% 3.2% 33.2% 4.3% 41.5%

Source: see Appendix 2.4.

The shifts in Allied trade changed the composition of Allied imports and
exports. As noted in Table 2.9, Swedish pre-war imports from the Allied bloc
were fairly diverse, including significant imports in each category of goods. By
1941, this trade consisted almost entirely of fuel, foodstuffs and textiles,
imported foodstuffs accounting for 33% and textiles for 42% in 1944. When the

blockade began, imported metals were strictly rationed, leading to substantially

reduced trade, as Table 2.9 indicates.

155

B8 1pid.

Johansson, Gross Domestic Product, Table 57.
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Table 2.10: Value of Certain Goods in Swedish Exports
to the Allied Bloc, 1938-1944 as a Percentage of
Total Exports to the Allied Bloc (by nominal value)

Animal
Year Products Machinery Metals Minerals Paper Wood
1938 10.9% 9.7% 15.3% 6.7% 31.3% 19.2%
1939 10.3% 9.8% 16.7% 5.8% 33.6% 15.4%
1940 10.0% 7.2% 19.3% 6.7% 41.2% 10.9%
1941 0% 52.9% 46.2% 1.3% 0.2% 0.0%
1942 0.1% 69.2% 22.1% 0.1% 7.7% 0.0%
1943 2.4% 89.9% 6.9% 0.1% 0.0% 0.0%
1944 4.3% 75.6% 10.6% 0.0% 0.0% 0.0%

Source: see Appendix 2.3.

Some changes in export patterns closely connect with the illicit trade

programme. As Table 2.10 reveals, from less than 10% of exports in 1938,

machinery (including ball bearings) had climbed to nearly 90% of exports by

1943; most of the remainder consisted of metals, including high-speed steel, at

the expense of all other exports. All previous pre-war exports in animal

products, minerals, paper and wood were reduced to virtually nil by Germany’s

wartime export restrictions. Only animal products were still exported from 1942

to 1944, largely due to the illicit export programme, which included some furs

for the UK and the Soviet Union.
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Swedish Trade with the Allied Bloc: Real Statistics

Table 2.11: Real Swedish Merchandise Trade with the Allied Bloc, 1938-1944
in 1938 Kronor (in millions)

IMPORTS 1938 1939 1940 1941 1942 1943 1944 | 1939-44

Goods Imported
(1938 Kronor)

Goods Imported Index
(1938=100)

523 545 172 19 81 52 70 939

100 104 33 4 15 10 13

Import Price Deflator

(Index, 1938=100) [Pi] 100 104 138 214 214 259 231

EXPORTS 1938 1939 1940 1941 1942 1943 1944 | 1939-44

Goods Exported
(1938 Kronor)

Goods Exported Index
(1938=100)

626 639 144 35 48 12 22 900

100 102 23 6 8 2 4

Export Price Deflator 100 94 119 137 184 200 177

(Index, 1938=100) [Px]

BALANCE OF
MERCHANDISE TRADE 1938 1939 1940 1941 1942 1943 1944 | 1939-44

Net Exports 103 94 (28) 16  (33) (40) (48) (39)

Terms of Trade [Px/Pi] 100 90 86 64 86 77 77

Sources: see Appendices 2.3 and 2.4; figures rounded to the nearest whole number.
Notes: see notes to Appendices 2.1 to 2.4; the balance of merchandise trade is reported
as net exports: a negative figure indicates net goods imported into Sweden and a
positive figure indicates net exports. Price deflators are calculated based on value and
tons basis. This causes systematic biases. See notes in the Appendix to this chapter.

Nominal exports were affected by precipitous price increases. In real
terms, at no point between 1941 and 1944 did trade exceed 15% of 1938 levels.
Price increases reduce the 1941 imports by about half, from 42 million nominal
Kronor to 19 million real 1938 Kronor; throughout the rest of the war imports
declined by similar amounts. Much as with Allied imports, Sweden increased the
prices of goods, reducing their real value. At no point between 1941 and 1944

were exports over 10% of real 1938 levels, the minimum being 2% of 1938 real
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export values, reached in 1944. As a result of the changes in the prices of goods,

the net import surplus is reduced to 39 million real 1938 Kronor.

Figure 2.5: Allied-Swedish Trade,
Import versus Export Price Indices, 1938-1944 (1938=100)
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Source: see Appendices 2.3 and 2.4; for index construction see notes to appendices.

The Allies had a pricing advantage over Sweden. As suggested by the
terms of trade presented in Table 2.11 and illustrated in Figure 2.5, Allied-
Swedish trade saw sizeable price increases in favour of the Allies. At their peak in
1943 the gains in import prices outstripped export prices by about 35%. This
increase in prices can be at least partially attributed to the restriction of imports
via the blockade.

Swedish pragmatism over trade is also highlighted throughout the Allied-
Swedish trade statistics. The Swedish government countered economic pressure

from the US and UK by establishing an illicit trade programme on price terms
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which favoured them; the Germans did not approve this trade and the Swedish
government flouted the terms of the German blockade, in particular after 1941.
In exchange, Sweden continued to receive from the Allies a net merchandise
trade surplus and economic support, including supplies of much needed oil. In
seeking to appease the Allies and maintain positive relations Sweden created a
political double standard: all Swedish exports to Germany had to meet Allied
approval, but the illicit (and important) exports to the Allies needed no German
consent. The Swedish government was willing to violate trade agreements with
the Allies and the Germans to satisfy the stronger party. Therefore, trade with
Allies indicates Sweden acted pragmatically, ensuring the delivery of resources
necessary to sustain the Swedish population.

From a strictly numerical perspective, Sweden’s wartime trade policies
navigated very successfully between the two sets of belligerents. The next
sections examine three specific areas of Swedish-belligerent trade so as to
determine in more detail how trade in scarce and much-wanted resources
enabled Sweden to both satisfy the demands of the belligerents and maintain its

much needed imports.

Iron Ore Trade with Germany
According to a 1944 State Department Report, iron ore was the single

most important Swedish export to Germany. The iron content of Swedish ore
was ideal for use in tanks, armaments and other applications where high-
strength steel was required.”’ This section overviews the iron ore trade and,
unlike previous studies, it demonstrates that the Swedish government
maintained exports to the entire German bloc at or below 1938 levels. It
demonstrates that the Swedish Government was able to dramatically increase
production allocated to Germany because it was no longer shipping to the Allies,

but did not export this excess capacity despite pressure. But it also shows (for

137 NARA RG107/160/928, file marked “Statistical Reports,” undated memo marked, “Received
from State Department, Jan 22, 1944 at Blockade Meeting,”
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the first time) that Sweden was providing substantial benefits to Germany,
continuing a pre-war policy of undercharging for iron ore of high quality from

Swedish mines.

Measuring Iron Ore Exports
The record of Swedish exports of iron ore depends on the measure used.

Most authors follow the wartime convention and use a financial measure of the
Swedish-German iron ore trade; however, this chapter presents both weight and
value measures to account for changes in real prices. It also examines the trade

at its height in 1942 in terms of Germany versus the entire German bloc.

Table 2.12: Swedish Nominal and Real Iron Ore Exports to
Germany, 1939-1944 (in millions of Kronor, as indicated):

Iron Ore Exports  Iron Ore Exports

to Germany to Germany
Year Nominal Real
1938 143 143
1940 131 136
1941 161 166
1942 144 136
1943 189 177
1944 84 71

Sources: Adapted from Fritz, German Steel and Swedish Iron Ore, p.106;
appendix 2.1; SAfSTA; NARA RG107/160/925, Table II,” and “Table IllI” from
memo “Swedish Exports to Enemy Europe,” dated 19 April 1944, file marked
“Sweden - Statistics — Ball Bearings;” RA UDA/1920ds/HP64Ct/2450, memo
dated 1 September 1940.

Most authors cite nominal figures which show that Sweden from 1941 to

1943 exported more iron ore than the 1938 War Trade Agreements allowed.'*®

As Table 2.12 shows, price changes in this period indicate that actual real

imports exceeded 1938 values in only two wartime years, 1941 and 1943."°

158 Fritz, German Steel and Swedish Iron Ore; Milward, “Could Sweden Have Stopped the Second

World War?”
9 Ibid.
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Figure 2.6: Swedish Iron Ore Exported to the German Bloc, 1935-1944
(in millions of metric tons of iron content)
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Sources: SAfSTA, 1939-1945; NARA RG107/160/925, “Table II,” and “Table IlI” from
memo “Swedish Exports to Enemy Europe,” dated 19 April 1944, file marked
“Sweden - Statistics — Ball Bearings.”

Figure 2.6 provides a graphical representation of Swedish iron ore
exports to the entire German bloc in metric tons of ferrous ore from 1935 to
1944. Although the Allied measure of unfair trade practices, as established in the
1939 War Trade Agreement, was exporting more than 1938 Kronor figures, it
made no mention of whether German-occupied territory should be counted as

160

part of the calculations.”™ As represented by the solid line in Figure 2.6, exports

by weight, apart from 1943, were consistently under the 1938 Germany-only

161

levels.”" The dashed line denotes the level of exports sent to all of German

occupied Europe in 1938 (the German bloc as defined by its 1942 peak; see

180 NA FO837/897, 1939 Anglo-Swedish War Trade Agreement [Draft].

NARA RG107/160/925, memo dated 19 April 1944,

161
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notes to appendices); it indicates that exports by weight never exceeded 1938
levels during the war. Even in 1943, exports were considerably lower.

After May 1940, Germany had both the military and economic means to
persuade Sweden to allocate additional iron ore production to Germany. The
Swedish government could easily have permitted excess exports to Germany
since it was no longer providing the Allies with iron ore; the production of over
two million tons previously allocated to the Allies remained available for
redirection.'®® Estimates indicate that Sweden could have increased exports of

iron ore to the German bloc by 73.4%.'%

Instead the Swedish government
resisted the German government’s desire to increase supplies. These statistics
review the current understanding to show that Sweden acted with some
restraint.

Although they did not increase, exports from Sweden to Germany were
maintained, despite wartime logistical challenges. Transportation problems
related to the invasion of Norway were quickly overcome: after June 1940, most
of the ore travelled via the Swedish ports of Luled to Northern Germany instead
of via Norway where it could have been blockaded or seized by the Allies (see
Figure 2.1). Although Germany had estimated a yearly delivery of 3.2 million
metric tons of ore from Northern Sweden, a yearly equivalent of 11.2 million
metric tons of ore was delivered via Luled in the second half of 1940.'%* As Table
2.13 indicates, Sweden provided about 28% of German iron ore consumption

during this period. Alan Milward has already proven that this iron ore was not

crucially important to the German war effort in the short term, but re-routing

162

NA CAB67/6/3, report dated 13 April 1940.

NARA RG107/160/925, file marked “Sweden - Statistics — Ball Bearings,” item marked “Table
II” from memo “Swedish Exports to Enemy Europe,” dated 19 April 1944; “Table C: Produktionen
av viktigare industrivaror aren 1936-1940 [Table C: Production in Selected Industries 1936-
1940]” in Sveriges Officiella Statistik: Industri och Bergshantering [Swedish Official Industrial
Statistics], Industri, Berdttelese fér ar 1940 av Kommerskollegium [Industrial Figures for 1940]
(Stockholm, 1945), p. 10; BA-K R131/532-533 for 1941-1942 and NARA RG242/T-84/195/1561073
for 1943-1944.

%4 SOSH, 1941, p.43.

163
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the iron ore trade was crucial to maintaining Germany’s imports over the long

term.'®®

Table 2.13: Germany’s Supply of Iron Ore, 1935-1944 (by source, in per cent)

Year

“Alt-
reich”!

Domestic Production

Rest of  Grosser-
“Reich”? raum’

Total

Sweden

Imports

Other
Imports4

Total

Total
1,000
metric
tons of
iron
content

1935

1936

1937
1938
1939
1940
1941
1942
1943
1944

224

211
23.0
24.5
26.0
37.5
254
22.8
20.1
24.0

5.7

17.6 0.0
31.9 14.2
32.9 16.7
33.1 18.0
40.1 11.2

224

211
23.0
24.5
31.7
55.1
71.5
72.4
71.2
75.3

40.1

46.1
45.5
39.3
41.2
39.5
26.9
23.2
27.5
23.9

37.5

32.8
315
36.2
27.1
5.4
1.6
4.4
13
0.8

77.6

78.9
77.0
75.5
68.3
44.9
28.5
27.6
28.8
24.7

8,252

10,726

11,976
13,725
15,099
13,378
18,704
18,153
20,250
10,980

Sources: Adapted from Tables 2 and 3 in Martin Fritz, “Swedish Iron Ore and Ball-
Bearings” in Fritz, et al, The Adaptable Nation, p.20; the Fritz figures are based on Wi
Rue Amt [Military Planning Authorities] and the Wirtschaftsgruppe Eisen scaffende
Industrie [Steel Industry Coordinating Org.] The figures for Swedish contributions differ
from those of the Planungsamt, the German economic planning organization; where
1938 is estimated as being 35.3%, 1939 is 40.9%, 1940 is 42.2%, and 37.6%

Notes: ' Includes Germany at its 1937 borders; % Includes areas absorbed into the
German Reich from 1938 through July 1940; including: Alsace and Lorraine, Austria,
Czech, Luxembourg and Western Poland; 3 Occupied areas and peripheral countries
under German control: Denmark, Finland, Norway, Belgium, Bulgaria, Danzig, Estonia,
France, Greece, Italy, Yugoslavia, Latvia, Lithuania, the Netherlands, Eastern Poland,
Rumania, and the Western USSR; * Declines as areas previously outside German Reich
are incorporated into its borders and become domestic producers.

The Swedish government gave Germany price benefits. When the

war

began, Swedish iron ore was significantly cheaper on a metric ton of iron

content basis than German domestic equivalents. It became even cheaper

during the war because Sweden maintained the price of its iron ore until 1945,

165
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though it allowed increases in other areas.'®®

The German Steel Industry
Coordinating Organization’s analysis in 1935/1936 gave the cost of producing
one ton of Thomas pig-iron using Swedish imported iron ore as approximately 42
Reichsmarks plus taxes of approximately 4 Reichsmarks, whereas producing one
ton of pig-iron in the Ruhr using domestic iron ore was estimated to cost over

167

twice as much, 97 Reichsmarks.™" Winkhaus, who conducted this study, further

indicates that prices did not change through 1939 and Swedish ore remained

168 Not taking into account the wartime

roughly half as expensive as German ore.
price changes and using only the Winkhaus discount of 52 Reichsmarks per ton,
total wartime savings from using Swedish ore could have reached 1.9 billion
Reichsmarks or 3.2 billion Kronor if the full difference were allocated to
Sweden;'® this saving equals 26.5% of Swedish 1938 NNI or 62.7% of Swedish
exports to Germany.170

Iron ore was one of the single most important wartime commodities.
This section has shown how Sweden maintained a dual policy of limiting exports
to Germany, while not substantially increasing prices to reflect their actual value
to the German government. By weight, the Swedish government maintained
exports to Germany below 1938 levels and upheld its 1938 spoken promise to

Britain.!”* This policy approach appears to have satisfied both Germany and the

Allies. The export of ball bearings reveals a similar dual policy.

166

RA UDA/1920ds/HP64Ct/2450, memo dated 1 September 1940.

187 BA-K R131/532-533, “Bericht des Herrn Bergassessor a.D. Direktor Dr. H. Winkhaus zur Frage
des Erz- und Schrottpreisausgleiches [Report of the assessor, Director Dr. H. Winkhaus, on the
question of ore and scrap metal price reconciliation].”

% Ibid.

189 SHVD, p.526.

Johansson, Gross Domestic Product, Table 57. See section on German-Swedish trade.
Calgren, Swedish Foreign Policy, p.18.

170
171
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Ball Bearings to Germany and the Allies’’?
Ball bearings were among the most sought after manufactures of the

war. This section reviews Swedish ball bearing exports to Germany and the
United Kingdom. Ball and roller bearings are speciality engineering products
which use balls to maintain separation between two moving axles; they reduce
rotational friction and support loads. They are essential in airplane motors,
tanks, automobiles, guns, submarine motors and similar war materiel. As
Sweden had the requisite high-strength raw materials, machine tools, patents
and highly-skilled labour force, it produced most of Europe’s ball bearings or
controlled subsidiary companies.

A fresh examination of the ball bearings industry in the Second World
War indicates that Swedish-controlled ball bearings were crucial to both German
and British war efforts. The Swedish parent company supplied more ball
bearings and machine tools to Germany, enough to significantly affect the
outcome of the war. But the Swedish government’s overall wartime activities
were more even-handed than the headline trade statistics might suggest, for
example, letting British planes and ships run the blockade from Sweden in 1942.
But, while it nominally controlled much German and British ball bearing
production, Sweden’s denying bearings or machines to either belligerent would

merely have slowed the war effort, not ended it.

72 For the purposes of this examination, the term “ball bearings” includes ball bearings, roller

bearings and, if applicable, their associated balls and rollers.
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Figure 2.7: Organisational Structure of SKF Sweden

SKF,
Sweden

VKEF, SKF USA Skefko,
Germany Industries UK

Source: SKF Archiv

Both Germany and the UK had two sources of Swedish ball bearings:
imports and Swedish-controlled local products. The parent company, Svenska
Kullagerfabriken (SKF), produced and directly exported ball bearings to both
belligerents. As Figure 2.7 shows, SKF also part-owned local manufacturing
facilities in both, producing ball bearings which were unaffected by Swedish
government export quotas and restrictions; although only part SKF-owned and
therefore out of the parent company’s direct control, these subsidiaries relied
on SKF supplies of Swedish-built machinery and technical knowledge transfers.
SKF Subsidiaries included the Vereinige Kugellagerfabriken AG (VKF),
concentrated in Schweinfurt, Germany, SKF Industries in Philadelphia, USA and
the Skefko Ball Bearing Company, in Luton, England, as well as other subsidiaries
throughout occupied Europe.'”® Together with its subsidiaries, SKF held a near
monopoly position in the manufacture of high-quality ball bearings in Europe.
While each country had other domestic ball bearings producers, none was able,

to paraphrase an American report, to acquire the raw material and intellectual

173

Martin Fritz and Birgit Karlsson, SKF: A Global Study, 1907-2007 (Stockholm, 2006).
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74 However, the

knowledge to produce bearings as robust and durable as SKF’s.
company was vulnerable to war-related actions, including blacklisting in the

Allied zone and the seizure of plants and assets at the end of the war.

German Imports from Sweden

Table 2.14: German Supply of Bearings with Swedish Origin
(in millions of nominal Kronor and per cent)

Swedish Origin Total Swedish
Production Swedish Total Production
VKF SKF Controlled German as a % of
Production Exportsto | Production Production German
Year inGermany Germany | for Germany + Imports Supply
1937 131 3.9 135 232 58%
1938 155 6.6 162 283 57%
1939 175 7.9 183 324 56%
1940 190 14 204 358 57%
1941 215 24 239 407 59%
1942 249 33 282 478 59%
1943 250 46 - - -
1944 195 - - - -

Sources: Fritz, “Swedish iron ore and ball bearings...,” in Fritz et al, Adaptable Nation,
Table 7; NARA RG242/T-71/108/611492-05, memo entitled “Der AuRenhandel
Deutschlands 1943 [German Trade 1943];” RA UDA/1920ds/HP64Ua/2800 memo dated
10 June 1944; NARA RG107/160/925, memo dated 13 March 1944; NA CAB66/29/6,
memo dated April 1944.

Notes: - = Figures Not Available

The growth in German purchases of Swedish ball bearings violated the

175

1939 Anglo-Swedish War Trade Agreement. As Table 2.14 illustrates, more

than 58% of German ball bearings production can be traced to Sweden and SKF.

Despite Allied efforts to limit them, direct SKF exports from Sweden constituted

176

10.5% (by nominal value) of all German production.”” All Swedish exports were

7% NARA RG107/160/925, report entitled “The Swedish Ball Bearing Business,” draft dated May

1944, in file marked “General Ball Bearings SKF,” p.9.

7> NA FO837/897.

176 Fritz, Swedish Iron Ore and Ball Bearings, p.28; NA CAB66/49/6, Table I, “Anglo-American
Differences over Blockade Measures,” dated April 1944, p.2. British figures indicate, with SKF
providing 22% of German production, that 1943 saw the most annual imports. This cannot be
verified with available German statistics.
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technically controlled by various War Trade Agreements. These agreements
were typically negotiated in parallel by the Swedish government on the basis of
British and German lists of acceptable goods. Once quotas were established,

Swedish companies received export permits.177

The Swedish government was
bound by a 1939 agreement with Britain to maintain exports to Germany at or
below 1938 levels.'”® In the area of ball bearings, measured in either nominal or
real Kronor, Swedish exports throughout the wartime period broke this
agreement.

Most studies suggest that exports increased nominally through the war
at an annual rate of 42%, from 7.9 million Kronor in 1939 to 45.5 million in
1943.'”° However, if nominal price increases of 49% from 1938 to 1943 and the
changing boundaries of the German trade bloc are allowed for, the annual

increase in real Kronor of production sent to Germany is 35%."%

German Domestic Production
About half the production of German ball bearings, mainly in

Schweinfurt, was controlled by Vereinige Kullagerfabriken AG (VKF).*** Although
SKF had no operational control, the VKF factories were almost entirely Swedish
in origin, apart from labour and energy inputs: they were developed with
Swedish capital, employed Swedish designs/intellectual property and used

Swedish machine tools.*?

As Table 2.14 indicates, VKF provided approximately
52% of the bearings produced in 1942, the last wartime year with reliable
figures.

SKF provided machines and supplies for normal operation and increased

capacity. VKF grew proportionately in the run-up to the war, with VKF's

77 Calgren, Swedish Foreign Policy.

178 NA BT11/140.

17 see Fritz, Swedish Iron Ore and Ball Bearings, p.28.

180 pA UDA/1920ds/HP64Ua/2897, table dated 10 July 1943.

81 See Table 2.14.

NARA RG107/160/925, report entitled “The Swedish Ball Bearing Business,” draft dated May
1944, contained in file marked “General Ball Bearings SKF.”

182
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Schweinfurt plant capacity increasing by 50% in 1938."% In late 1943 it tried to

184 The table shows

expand again, to make up for declining exports from Sweden.
that from 1939 to 1943 VKF increased its nominal production overall by 45%,
about 11% annually, largely thanks to SKF machines. SKF’'s provision of
machinery to VKF can be described as crucial for maintaining and increasing
plant production in this period — 48% of Germany’s supplies of bearings was

Swedish-related.

Allied Action to Limit German Ball Bearings
Allied pre-emptive attempts to end this Swedish-German trade were only

partially successful, given the nature of its supply chain. By late 1943, the Allies
were treating ball bearings as one of the “choke points” in Germany’s war
economy.'® America and Britain collaborated to limit both German domestic

186

production and Swedish imports.”™ Germany produced less because of Allied

bombings in August and October 1943, which damaged VKF's factories in

Schweinfurt.®’

As Table 2.14 indicates, VFK production declined by about 23% in
1944 to a nominal 195 million Kronor.'® However, although these activities
reduced the supply of bearings, their impact came only in late 1944, when
Germany had begun to lose the war.

The Allies also pressured the Swedish government, and later SKF, to

189

reduce ball bearing and machinery exports to Germany.”~ As part of the

Tripartite War Trade Agreement regulating 1944 trade, Sweden agreed in 1944

18 RA UDA/1920ds/HP64Ua/2897, correspondence dated September to November 1944; Martin

Fritz and Birgit Karlsson, SKF i stormaktspolitikens kraftfélt: Kullagerexporten, 1943-1945 [SKF in
A Policy Vaccum: Ball Bearing Exports] (Gothenburg, 1998); Fritz and Karlsson, SKF: A Global
Study, 1907-2007; RA UDA/1920ds/HP64Ua/2800, 2897-2898, various.

184 Fritz, Swedish Iron Ore and Ball Bearings, p.29.

185 NARA RG107/190/925.

186 NA WO0219/2201, documents dated between March and October 1944;
RA/UDA/1920ds/HP64Ua/2897, documents dated 22 January to 22 April 1944.

87 NA AVIA11/7; NA W0219/2201; NA FO115/4029-4031.

'8 Table 2.14.

18 NA HS2/267, “Schweinfurt — Bombing of Ball Bearing Installations. Liaison with SKF,”
correspondence dated from August 1942 to February 1944.
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to reduce its ball bearings exports to the German bloc to 29 million Kronor, **
about a third over its 1943 level. However, Sweden would not accept an Allied

¥ The Commercial

request in early 1944 to reduce all exports to Germany.
Department of the Swedish Foreign Office cited agreements with Germany and
the 1944 quotas established in the Tripartite Agreement.’®® Such levels
remained unacceptable to the Allies, who pre-emptively negotiated directly with
SKF to end its promised deliveries to Germany. Sweden did not attempt to stop
these Allied activities or enforce the SKF-German contract.

Representatives of the United States Commercial Corporation (USCC) and
the United Kingdom Commercial Company (UKCC), the two companies
responsible for all Allied pre-emptive purchasing operations, were involved in

193

these negotiations.” In April 1944, the American military forces in Europe

suggested paying the equivalent of 88 million Kronor to SKF if it defaulted on its

German contracts.®*

In negotiations with the American and British economic
warfare offices and representatives of the USCC and UKCC, SKF agreed for 22
million Kronor in cash to severely limit exports to Germany from 13 April until 12
October 1944. However, the American government also agreed, among other
benefits, to compensate SKF by the equivalent of 140 million Kronor for
bombing VKF in Germany and to unfreeze SKF assets in the US (which had

195

blacklisted it as an enemy cooperating company).”> The long list of benefits to

SKF for ending exports to Germany makes it seem that access to a neutral’s

190

NA FO837/897, Tripartite War Trade Agreement dated 23 September 1943; NA CAB6/29/6,
although the figure of 29 million Kronor is the most frequently mentioned in Allied and Swedish
correspondence and in the agreement, 26 million Kronor is also noted in several places.

191 RA UDA/1920ds/HP64Ua/2897, documents dated between 22 January 1944 and 22 April
1944.

192 pA UDA/1920ds/HP64Ua/2897, folder marked “1 April-April 30,” Aide-mémoire dated 22
April 1944.

193 NARA RG234/26/19, report “Preclusive Operations in the Neutral Countries in World War Il by
Blanche Britt Armfield,” section entitled “Swedish Ball bearings.”

194 NA W0219/2201, memo marked “Status of the VKF-Ball Bearing Factor and Export Position at
Gothenburg, Sweden” from Spaatz (USAFE) to Eisenhower (SAC, ETOUSA).

15 NA FO837/916, memorandum from Economic Warfare Division, American Embassy, London,
received by Ministry of Economic Warfare dated 28 November 1944, See further
correspondence on Allied-Swedish payments for SKF in NA FO 837/919 and NARA RG234/26/19.
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production goes to the highest bidder, notwithstanding previously agreed trade

patterns.

Figure 2.8: SKF Organisational Changes to Maintain the Export of Ball Bearings
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These Anglo-American tactics ultimately prevented the export to

Germany of 45.9 million Kronors’ worth of ball bearings, machinery and other

196

related items, amounting to 74.9% of 1943’s imports.”" The Allies seem to have

taken delivery of 20% of this amount, worth approximately 9.2 million nominal

197

Kronor.””" The Swedish government suspended exports to Germany after the

Allied-SKF agreement expired in October 1944, due to transportation problems

198

in the North Sea. However, despite their extraordinary cost, these pre-

emptive efforts did not curtail German domestic production.

19 NARA RG242/T-71/108/611492-05, memo entitled “Der AuRenhandel Deutschlands 1943,”

Reichsministerium fir Ristung und Kriegsproduktion; RA UDA/1920ds/HP64Ua/2800 SKF memo
dated 10 June 1944. NARA RG107/160/925, “Swedish Exports of Bearings 1943 as Compared
with 1942,” memo entitled “Ball Bearings” from Neff dated 13 March 1944.

197 NA FO836/916, letter from Stockholm to the Ministry of Economic Warfare, dated 21
November 1944,

198 NA FO837/916, see correspondence from April 1944 to November 1944,
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As Figure 2.8 illustrates, the flexibility in the bearings supply chain meant
that Swedish production could be shifted to Germany, by moving machines and
steel there. Consequently, in 1944, SKF exports of extra machines and suitable
steel increased, allowing Germany to continue production by itself and thus
maintain the levels of its armaments manufacturing. After the Allied actions
began to limit the export of finished products, SKF and the Swedish government
agreed to increase exports of ball-bearing steel; SKF Hofors mining subsidiaries
provided 20,820 tons of this in 1944, compared with an average of 12,600 tons
from 1941 to 1943."*° Exports of machinery in 1944 were also to be 200% of the
1943 total.’® German armaments, aircraft and tank production continued in
1944 at 25% above 1943 levels on average; in the circumstances, some ball

d.%* Thus, these Allied activities were

bearings stockpiles were probably deplete
in the short term ineffective and possibly too late to materially affect the

German war effort.

Preferential Ball Bearings Pricing?
According to the current political histories, SKF should have been re-

pricing all exported ball bearings in response to commercial demand.?®?

The long
waiting-lists and political pressure to be sent them should have increased prices
significantly, certainly above the overall export price index levels. However, the
statistics suggest that pricing responded to non-commercial forces — increases
for ball bearings do not reflect the overall export deflator for Sweden nor
necessarily relate to volume. However, as Figure 2.9 shows, the export prices of
ball bearings lagged behind the overall price index for Swedish exports to

Germany. Despite a near 35% rise in the overall price deflator from 1938 to

1941, the export prices of ball bearings declined 6% below 1938. It was not until

199 Fritz, Swedish Ball-Bearings and The German War Economy, p.24, Table 4.

RA UDA/1920ds/HP64Ua/2800, correspondence dated between 9 October and 20 December
1943.

Mg, Wagenfihr, Die deutsche Industrie im Kriege, 1939-1945 [German Industry in the War,
1939-1945] (Berlin, 1963), p.178.

22 £ritz and Karlsson, SKF: A Global Study, 1907-2007.

200
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1944, when ball bearings cost nearly double their 1938 levels that they exceeded
the overall export price index, which had increased by only 77% since 1938’s.2%
Although more ball bearings were exported, the quantities delivered in any

particular year do not particularly correlate with the prices charged.

Figure 2.9: German-Swedish Export Trade, Overall Price Deflator versus Ball
Bearings Price Deflator, 1938-1944 (1938=100)
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Source: Appendix 2.1; SOSH, 1938-1946

The existing view is also challenged by the preferential pricing for
Germany vis-a-vis the rest of the German bloc. Table 2.15 shows that Germany
also received consistent discounts for balls and rollers, compared to either the

204

occupied territories or the neutrals, before and during the war.”" The relative

discount to the occupied territories increased in these years. Calculating a

2% gee Appendix 2.1.

2% RA UDA/1920ds/HP64Ua/2897, file marked “Juli 1943 — Mars 31 1944,” table marked “SKF:s
Totalexport Exkl. Maskiner och Gangtappar under Aren 1938-1942,” dated 19 July 1943.
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straight discount for Germany, the maximum difference between Germany’s

price index and that for the neutrals is 29%.2%

Table 2.15: Total Exports of Ball Bearings (excluding machines) from 1938-1942

(in millions of nominal Kronor); with prices relative to those charged in Germany

(in percentages). Excludes transportation and insurance.

1938 1940 1941 1942

% of % of % of % of
Country or Kronor | German | Kronor | German | Kronor | German | Kronor | German
Countries (mil) Price (mil) Price (mil) Price (mil) Price
Germany 6.4 100 12.3 100 23.0 100 39.9 100
German
allied/annexed 9.1 113 8.1 114 9.0 111 3.1 99
territories®
German
occupied 8.7 124 8.5 127 11.3 136 13.1 133
territories®
Neutrals® 14.4 131 20.3 117 19.8 129 27.3 118
United 4.3 74 3.4 70 4.6 76 35 68
Kingdom
USSR 5.5 100 2.3 89 5.3 85 1.6 83

Source: RA UDA/1920ds/HP64Ua/2897, file marked “Juli 1943 — Mars 31 1944,” table marked
“SKF:s Totalexport Exkl. Maskiner och Gangtappar under Aren 1938-1942,” dated 19 July 1943.
Notes: Figures do not necessarily match Tables 2.5 and 2.7 because boundaries and border
changes were handled differently in this report; * Includes occupied France, Austria, Bohemia and
Moravia, Sudetenland, Slovakia, Poland and Croatia; ° Includes Norway, Denmark, Finland,
Belgium, Holland, Italy, Bulgaria, Hungary and Romania; ® Includes Switzerland, Portugal, Spain,
Turkey, Argentina and Sweden; for the first five, trade conducted with approval of both the Axis
and Allied powers.

These examples confirm that someone tried to ensure that Germany paid
less for these much-needed items. If SKF was setting the price levels, the
discounts suggest that the company wanted to ensure that Germany continued
to buy Swedish-made bearings and did not turn exclusively to the German-based

VKF. One reason was perhaps a desire to prevent the full nationalisation of the

205

Table 2.15.
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German ball bearings industry. But the destruction of the SKF archives after the
war prevents the exact motives from emerging. The Allies do not appear to have
been aware of these price differences.

The record for this aspect of Swedish-German trade indicates that SKF
controlled most of the German ball bearings used in the German war effort;
about 58% of them can be traced to Sweden. Until 1944 at least, SKF provided
Germany with more ball bearings than it had in 1938, as well as discounts. This
trade exceeded the levels set by the 1939 Anglo-Swedish War Trade Agreement.
Allied pre-emptive attempts to limit this trade came too late and were bypassed

too easily to affect the outcome.

The United Kingdom
SKF also had an important effect on Britain’s war effort, providing some

31% of British ball bearings production, including considerable quantities for
aero engines. As with Germany, Sweden’s part in Britain’s ball bearings supply
chain includes both domestic production and Swedish imports. Although the
archives of the British ball bearing control directorate are missing, the UK
depended on SKF for certain aspects of production. Britain was particularly short
of bearings under 1” and over 4” in diameter, all important for tanks, aeroplanes
and large motors.’® As late as March 1943, the Controller of Bearings in the
Ministry of Supply noted a severe shortage of aircraft bearings, which materially
affected production; it was “in [his] opinion, of the gravest importance to obtain
as many bearings from Sweden as possible with the absolute minimum of

7207

delay. Moreover, at various points hundreds of British tanks and up to 10%

(1,700 units) of all British aircraft production were awaiting Swedish bearings.’®

296 NA AVIA22/191, report entitled “Reply to the Enquiry from the Minister of Production

Regarding the Ball Bearing Industry,” points 2 and 3; BAMA AW/1/6512, “Air Service — Midnight
Sun Period,” memo dated 26 February 1944.

27 NA ADM199/7517, memo “Bearings from Sweden,” dated 5 March 1943.

28 NA AVIA38/333; NA AVIA38/381; NA AVIA38/409; NA AVIA38/811; Mark Harrison, “The
Economics of World War II: an overview” in Mark Harrison (ed.), The Economics of World War I
(Cambridge, 1998), p.15.
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Unfortunately, substitute American supplies were not available, since bearing
shortages also affected the US and Swedish metric specification bearings had no
suitable American substitutes.’®

It is also significant that ball bearings were among the few items whose
supply chains in America and Britain could not be integrated. Because of
scarcities in the US, America could supply only 10.6% of all British
requirements.”’® Though European and American ball bearings were different,
many were produced for the United Kingdom by SKF Industries of Philadelphia

or under licence.’'!

The war created continuing transportation problems; to
prevent shortages in Britain resulting in production delays, some shipments
were sent by special military air transport.?*? Because of the shortages among
the Allies, the UK had to continue importing ball bearings and raw materials
from Sweden. Swedish ball bearings were deemed of “overwhelming

213

importance to our [UK] war effort” by high-level ministers.” Imports from

Sweden were limited by the Skaggerak blockade, which at times prevented
British access to Swedish ball bearings and to the special steels, lubricating oils

and machinery for bearings needed to increase Britain’s output.”*

209

NA CAB115/195, memo dated 27 August 1940.

NA AVIA22/191, report Entitled “Reply to the Enquiry from the Minister of Production
Regarding the Ball Bearing Industry,” points 5 and 6.

2 bye to the lack of any relevant information, US-produced Swedish bearings are not counted
in this paper.

22 NA AVIA38/333; NA AVIA38/381; NA AVIA38/409; NA AVI 38/811; CAB115/195-197.

NA CAB122/241, Mr. Eden to Viscount Halifax, 1 December 1942.

See Calgren, Swedish Foreign Policy.

210

213
214
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Imports from Sweden
Wartime imports from Sweden provided about 15% of all British ball

bearings. As previously discussed, blockade-running ships and airplanes
maintained British imports from Sweden. This trade was an overt choice by the
Swedish government to aid the Allied war effort without German consent,
typical of the War Trade Agreement process.”’® Table 2.6 from the earlier overall
trade discussion reports the value of these imports. On the basis of statistics
from Operation Performance, the quantities of cargo can be determined by
type. As seen in Table 2.16, of the 49,000 tons of cargo sailed through the
blockade to the UK from 1941 to 1945, of which approximately 5,437 tons was
ball bearings and the steel for them. Some 98 tons of SKF machine tools destined

for the UK subsidiary, Skefko, were also smuggled in this way. **°

Table 2.16: Sweden-United Kingdom North Sea Smuggling Operations,
1941 to 1945, Exported Materials by Type

Metric

Description Tons % of Total
Bar Iron, Pig-iron and Ingots 26,166 53.4%
Rolled Steel 12,789 26.1%
Ball Bearings & Ball Bearing Steel for SKF 5,437 11.3%
Luton (Skefko)

Machine Tools for SKF Luton (Skefko) 98 0.2%
Spare parts for engines 588 1.2%
Ferro Chrome 2,744 5.6%
Other 1,078 2.2%
Total — all materials from all shipments 49,000 100%

Sources: RA UDA/1920ds/HP64Ba/2800, draft memo dated 6 December 1944; RA
UDA/1920ds/HP73Ba/3314, undated table marked “Export till Storbritannien med
kurirflyg under 1942;” RA UDA 1920ds/HP73Ba/3311-3317, reports marked “Oversikt
over flygtrafiken mellan Sverige och England under tiden...,” various dates from 1942
to 1945, and reports marked “Statistik over visa uppgifter | lastningsbeskeden for de
utgdende brittiska kurirflygplanen,” various dates from 1943 to 1945; BAMA
AW/1/6512, “Air Service — Midnight Sun Period,” memo dated 26 February 1944.
Notes: Does not include passengers or passenger luggage. Based on data available
from Operation Performance; probably understates ball bearings supply, since
Swedish raw materials were given priority during this period. See limited available
import statistics from FO837/905.

215 .
Ibid.
26 NA CAB115/197, cipher telegram dated 10 October 1942.
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From the unclassified commercial air cargo reported in Table 2.7 (see
overall trade section), the amount of ball bearings exported can be determined.
The air cargo reported consisted of very high-value materials needed for the
British and Allied war effort, including ball bearings, machinery and high-speed
steel. The 1942 report on exports to Britain recorded a value of 30,383 Kronor

217 Table 2.17 shows that of 725 tons of unclassified

per ton for this air cargo.
commercial cargo in the air smuggling operation, an estimated 399 tons was SKF
ball bearings materials with approximately 43 tons of machines destined for
Skefko.?'® These official statistics probably omit some of the more covert export
operations, including possible smuggling in the nearly one metric ton of Britain
diplomatic cargo reported in Table 2.7 (see overall trade section) and the

219 Unfortunately,

expropriation by Britain of the bearings meant for the USSR.
the lack of archives for the British ball bearings control organization makes it

difficult to assess these possible additions to Britain’s supply chain.

Table 2.17: Sweden-United Kingdom Air Smuggling Operations,
1941 to May 1945, Exported Materials by Type

% of total tons
Atlas Diesel Motors 6% 36
SKF Machines 6% 43
SKF Bearings 55% 399
USSR — Priority Commercial Materials 33% 239
Total Unclassified Commercial 100% 725

Sources: See Table 2.16.

Finished bearings from Sweden constituted a significant fraction of the
UK’s ball bearings supply. According to a post-war report, average annual British

wartime ball bearings supplies amounted to £16 million, resulting in production

217 RA UDA/1920ds/HP73Ba/3314, folder marked “1943 Febr.-April,” table marked “Export till
Storbritannien med kurirflyg under 1942.”

218 Ibid, all dates.

*1pid; RA UDA 1920ds/HP73Ba/3312-3317, reports marked “Statistik over visa uppgifter |
lastningsbeskeden for de utgdende brittiska kurirflygplanen,” various dates from March 1942 to
1945;
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from 1941 to May 1945 equivalent to 1,120 million Kronor.?*°

In total, the
United Kingdom imported some 5,300 tons of ball bearings from Sweden
between 1941 and May 1945. Using the 1942 air shipment value of 30,393
Kronor per ton, the value of the imported bearings totals 161 million Kronor.?**
Thus, Sweden directly provided approximately 15% of Britain’s ball bearings

supplies. As previously noted, they included the valuable small precision and

large bearings necessary for important parts of Britain’s war effort.

Domestic Production
Exports of machinery and similar equipment from Sweden allowed

Skefko to maintain domestic production during the war. As Figure 2.8 suggests,
machines and equipment sold by SKF were used at the Skefko Ball Bearings
works in Luton. Although Skefko was not wholly owned by SKF at the start of the
war, SKF and Skefko had a 30-year agreement to supply high-speed steel,
interchange finished products and pool patents, designs and technical
information within the group controlled by the SKF Company.???> This
arrangement continued throughout the war. Skefko’s machines depended on
imported SKF parts and materials for continued production. There are clearly
documented cases of Skefko’s waiting for machines and machine parts from

223

Sweden.””” British attempts to make substitutes led to increased rejection rates

and mechanical wear which ultimately damaged other parts.?**

220 NA SUPP 14/90, report entitled “Ball, Roller and Taper Roller Bearings,” dated 21 June 1951.

221 RA UDA/1920ds/HP73Ba/3314, folder marked “1943 Febr.-April,” table marked “Export till
Storbritannien med kurirflyg under 1942.”

222 NA CAB24/246. In 1936, SKF sold 55% of the company to British investors in what was
probably a defensive measure against the perceived risk of the state seizure of arms and
weapons manufacturing; after a Royal Commission had checked the feasibility of prohibiting the
private manufacture of arms in 1935-1936; see “Royal Commission on the Private Manufacture
of and Trading in Arms (1935-1936).” By 1943, SKF holdings were further reduced to
approximately 36% of the share capital; see NARA RG107/160/925, file marked “General Ball
Bearings SKF,” report entitled “The Swedish Ball Bearing Business,” draft dated May 1944, p.12.
23N A BT60/68/2 “Appendix A” from “Report by George Binney, H.M. Legation, Stockholm;” NA
AVIA11/8, Correspondence from Skefko Ball Bearing Company.

2% NA AVIA22/1171, memos regarding the efficiency of new ball bearings installations in Britain
dated between 1943 and 1944.
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Lack of SKF machines and machine parts would not have stopped
production but would certainly have progressively slowed it as equipment aged.
No complete list remains of the materials provided, but they are believed to
have included inter alia dies, stamping machines, lathes, grinding machines, balls
and rollers. According to government memoranda in 1942, Skefko had
approximately 16% of the United Kingdom bearings market,??’ equivalent to all

the 1941-May 1945 revenue of approximately 193 million Kronor.??®

Hence,
Swedish-dependent wartime production amounted to at least 31% of British

bearings supplies.

27 NA AVIA22/191, report entitled “Reply to the Enquiry from the Minister of Production

Regarding the Ball Bearing Industry.”
28 NA SUPP14/90, report entitled “Ball, Roller and Taper Roller Bearings,” dated 21 June 1951.
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Discounts Provided to the United Kingdom?

Figure 2.10: Anglo-Swedish Export Trade, Overall Price Deflator versus Ball
Bearings Price Deflator, 1938-1944 (1938=100)
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Source: Appendix 2.1; SOSH, 1938-1946

For direct exports of Swedish ball bearings to the UK, SKF price
negotiations seem clearly to have depended on political forces. Figure 2.10
reveals the prices for imported ball bearings rising faster than Sweden’s overall
price index for exports to Britain. But with air deliveries (1942-3), prices fell
below this index. The rapid rise in prices seen in 1944 is not an error, but rather
the effect of British commitments under the Allied pre-emptive purchasing
programme. This dramatically increased the overall cost of ball bearings to the

UK, whatever the volume.
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It should be noted that SKF’'s discounts for Britain’s ball bearings
purchases were even more substantial than for Germany’s.?*® Table 2.15 shows
that in 1938 SKF charged Britain 74% of the price to Germany for the same
material, though by 1943 this figure had fallen slightly, to 68%. Such discounts
off list price were commercial decisions agreed under the trade negotiations.?*
Their rationale remains unclear, but it may be argued that they derived from the
convertibility of the Pound versus other currencies received; since SKF set the
prices and retained only Kronor earnings, under-pricing gave no advantage.”!
The discounts could have been SKF’'s attempt, notable at the time, to maintain
favour and quash Allied blacklisting and other threats against itself and its British
and American subsidiaries.?*? Unfortunately, the loss of the SKF archives
probably put the precise reasons for these discounts beyond discovery.

The statistics make certain that the Swedish bearings industry,
specifically SKF, worked for the German war effort more than the Allies’ and
settled prices by factors beyond normal business considerations. But it should be
remembered that Sweden violated the established trade rules for both sides, as
the over-supplying of Germany and Britain’s blockade-running make clear.
Moreover, the Americans and British were allowed to pre-emptively contravene
Sweden’s previously agreed contractual trade terms with Germany. This does
not absolve the industry from working more for Germany than Britain, but does
demonstrate Sweden’s active role in ensuring both belligerents’ access to the
industry.

The Swedish government allowed much needed ball bearings to travel

from Sweden to Britain by blockade-running. These continued exports, creating

a double standard, damaged Sweden’s perceived impartiality: however, they

229 RA UDA/1920ds/HP64Ua/2897, file marked “Juli 1943 — Mars 31 1944,” table marked “SKF:s
Totalexport Exkl. Maskiner och Gangtappar under Aren 1938-1942,” dated 19 July 1943.

20 RA UDA/1920ds/HP64Ua/2897-2898.

1 RA UDA/1920ds/HP64Ua/2800.

22 gae relevant documents in RA UDA/1920ds/HP64Ua/2800, 2897-2898; Fritz and Karlsson, SKF
i stormaktspolitikens kraftfdlt: Kullagerexporten, 1943-1945.
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greatly benefited the UK and its war effort in an area where all the Allies were
facing acute shortages. They also allowed Sweden to gain access to much

needed Allied petroleum and heavy oil.

The Swedish Energy Supply Situation
Sweden had to import energy products during the war to maintain its

standard of living. This final section outlines Swedish energy requirements and
delineates the shift in suppliers when the Skagerrak blockade was set up. It
connects the heavy oil and petrol imported for the Swedish military with exports
of specialized Swedish goods. It dismisses the idea that Sweden could have

survived and maintained its standard of living in isolation during the war.
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Figure 2.11: Consumption of Energy in Sweden in fuel years 1937/1938,
1943/1944, 1949
In tons of coal equivalent comparison, with percentage figures
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Mineral Coal, 15% Fuels
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Sources: See Appendix 2.5
Notes: Comparison prepared using tons of coal energy equivalence; some
assumptions are made as to energy values of these materials; see Appendix
2.5.

Although wartime imports declined significantly, Sweden was a net
energy importer before, during and after the war. As Figure 2.11 displays, in the
1937/1938 fuel year, Sweden imported approximately 56% of various energy
products, including 34% in mineral coal and 4% in petrol; 44% of its overall
energy supply was produced domestically, including 16% electrical energy. In
fuel year 1943/44 there was less than a 10% decline in consumption; however,

there was a large decline in imported energy products. Coal had previously been
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27 mported

imported from German-occupied territory and oil from the US.
mineral coal from Germany declined to 14% of energy; petrol imports of 30,000
tons, all from the Allies, were below 1%.2*® The decline in foreign imports was
remedied by a large increase in domestic electrical, fuel wood and charcoal
production. For comparison, the origins of the energy supplies for 1949 are also
included in this chart. As a percentage of the overall figures, in 1949 imports
return to within 3% of their relative levels seen in 1937/38; actual imports of
fuel in 1949 are about 10% above the 1937/38 levels.?** Much of the difference
in the 1949 domestic supply figures can be attributed to an increase in electrical
energy production (principally hydro-electricity) and lower fuel wood
production.?*

With the onset of war, the provision of energy supplies to Sweden
changed considerably. Before the war, most Swedish energy imports came from
Great Britain. With the invasion of Poland in September 1939 and then the
blockade of the Skagerrak in April 1940, Germany became Sweden’s chief
foreign supplier of energy products. It supplied close to 100% of coal imports

until trade ceased in October 1944.°%

German supply patterns were erratic
month to month, with large swings in imports depending on availability,
transportation and the status of trade negotiations.

The exception to Germany’s absolute control of Swedish energy imports
was the Allied provision of high-octane petrol for airplanes and heavy oil, both

intended for Swedish military use. At the end of the war, Sweden was relying on

the US and UK for annual petrol imports of some 120,000 tons of aviation and

27 Rmark, “Kristidspolitik och kristidshushdllning i Sverige,” p.698; see electrical energy

conversion statistics referenced in Appendix 2.5.

238 NA CAB122/241, correspondence dated 27 May 1942, November 1942 and between January
and February 1943.

%% Rmark, “Kristidspolitik och kristidshushdllning i Sverige,” p.698.
0 SAfSTA, 1939-1949.

241 Olsson, German Coal and Swedish Fuel, p. 327ff.
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heavy oil.>** As noted above, Sweden informally linked a continued supply of ball

bearings through the Skagerrak to American fuel.**?

These supplies proved
crucial, for Sweden had to maintain fuel imports in order to reduce the threats

against its essential military power.

Table 2.18: Sweden’s Imports of Mineral Oil (in metric tons)

1941 1942 1943 1944
Imports from Allied Bloc 55,255 68,478 119,948 127,188
Total Imports 131,887 108,339 147,621 137,391
Allied Trafficin % 42 63 81 93

Source: Nicolaus Rockberger, Géteborgstrafiken: Svensk lejdtrafik under
andra vdrldskriget (Stockholm, 1973), p.272.

Sweden almost completely depended on the United States for oil in the
last years of the war. As Table 2.18 shows, although in 1941 Germany provided
over half the Swedish imports of mineral oil, by 1944, it was providing less than
7%.*** This increasing dependency for fuel imports would have given the
Americans substantial diplomatic and political power over the Swedish
government. The Swedish government’s decisions to permit SKF to void its
contracts with Germany in April 1944 and suspend exports in October 1944 must
be considered in the light of the pressure that the US could have placed on

Sweden by blockading fuel.**®

2 NA FO837/897, War Trade Agreement; for summary see: NARA RG107/160/928, undated

memo marked, “Received from State Department, Jan 22, 1944 at Blockade Meeting.”

23 NA CAB122/241, see correspondence dated 27 May 1942, November 1942 and between
January and February 1943.

248 Rockeberger, Géteborgstrafiken, p.273.

NA FO837/897, Tripartite War Trade Agreement dated 23 September 1943; summary of main
points in Medlicott, Economic Blockade, vol.ll, pp.470-472; see summary NARA RG107/160/928,
file marked “Statistical Reports,” undated memo marked “Received from State department, Jan
22, 1944 at Blockade Meeting;” Calgren, Swedish Foreign Policy, pp.147-156. NA FO837/897
Tripartite War Trade Agreement dated 23 September 1943; also see NARA RG107/160/925, file
marked “Sweden — Statistics — Ball Bearings,” memo dated 19 April 1944.

245
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Table 2.19: Swedish Industrial Energy Consumption 1939-1943

% Provided
Industrial % Provided by German-
Consumption by Energy origin
Year in coal tons Imports Imports
1939 9,351 94% 17%
1940 8,267 71% 59%
1941 7,102 67% 67%
1942 7,831 51% 50%
1943 7,716 62% 62%
1944 7,976 45% 45%
1945 8,218 5% 0%

Sources: Olsson, German Coal and Swedish Iron Ore, tables
67 and 69; Appendix 2.5.

Sweden could not have survived without energy imports. Germany
supplied Sweden with coal, used not only for manufacturing exports, but also for
domestic purposes. Germany provided approximately 23% of all Sweden’s
energy supplies from mid-1940 to 1943. As Table 2.19 shows, during this period,
Swedish industry, including mining and ore extracting, consumed about 62% of
these imports; but only one-twelfth of this figure went into exports.**® Thus,
Germany provided a net gain equivalent to about 20% of Swedish energy use.
Had Sweden stopped trading with Germany altogether, it would have had to
compensate for this net loss of 20% of its energy supplies. The only alternative
resource, Swedish timber, cost about three times the price of German mineral
coal and, from a domestic perspective, was a finite resource. Shortages and
increased energy costs would have made it impossible to maintain living
standards without these German imports.?*’

Under a full blockade, imports of mineral oil, crucial for Swedish
transportation and defence, would have stopped. Even if the limited quantities
of exports to the UK are taken into account, Sweden was still a large net energy

importer from the US. There was no way to replace the Allies’ petrol and heavy

oil, used by the Swedish military. The only way to obtain these imports and

2% German-Swedish trade taken from Johansson, Gross Domestic Product of Sweden, Table 16.

247 Olsson, German Coal and Swedish Fuel, p.242.
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maintain the Swedish standard of living was to acquiesce to the US’ demands.

The illicit export programme therefore ensured Swedish (energy) survival.

Conclusions
Swedish government trade policy during the Second World War is best

described as a pragmatic, flexible policy designed to use trade for political and
economic survival. This is the first study to provide updated nominal and real
trade statistics, including illicit trade. It shows that Sweden favoured one
belligerent over another, depending on events: it provided Germany at the peak
of its power with additional trade in valuable goods and discounts. As German
power declined, the Swedish government increasingly satisfied American and
British demands. Nevertheless, Sweden still imported more goods than it
exported to both belligerent groups and did not provide substantial trade
credits. Through this trade the Swedish government was able to import
sufficient quantities of fuel and other goods to maintain the country’s standard
of living.

The policy fulfilled the stated aims of the Swedish government,
maintaining domestic stability and international recognition of Swedish
independence. However, the Swedish government’s means of implementing this
policy, including providing goods in excess of international agreements, using
reduced relative prices and allowing the use of its soil for blockade-running
activities, distances its version neutrality from the impartiality on which it had
traditionally been based. The Swedish position will be examined further in the

conclusion to Chapter Five.
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Total Exports (NOMINAL TERMS)
Total Exports (NOMINAL), 1938=100

Total Exports (REAL)
Total Exports (REAL), 1938=100

Nominal - By Category (Nominal Kronor):
Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Sub-Total

Various consumer products [1]
Unclassified trade [2]

Total Nominal Trade

Nominal - By Category (in Percent of Nominal Kronor):

Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Various consumer products

Unclassified

Total

Real - By Category (Real Kronor, 1938=100):
Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Sub-Total

Various consumer products [1]
Unclassified trade [2]

Total Real Trade

1938
361.1
100

361.1
100

1938
49.2
0.0
4.1
14.0
0.0
17.8
60.7
178.7
0.3
19.8
1.8
19.4
365.7
0.1
-4.7
361.1

1938
13.6%
0.0%
1.1%
3.9%
0.0%
4.9%
16.8%
49.5%
0.1%
5.5%
0.5%
5.4%
0.0%
-1.3%
100.0%

1938
49.2
0.0
4.1
14.0
0.0
17.8
60.7
178.7
0.3
19.8
1.8
19.4
365.7
0.1
-4.7
361.1
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1939
410.3
114

436.9
121

1939
56.0
0.0
59
6.9
0.0
253
70.2
198.7
0.1
15.8
15
334
413.8
0.1
-3.6
410.3

1939
13.6%
0.0%
1.4%
1.7%
0.0%
6.2%
17.1%
48.4%
0.0%
3.9%
0.4%
8.1%
0.0%
-0.9%
100.0%

1939
59.2
0.0
5.2
6.5
0.0
24.6
74.0
219.8
0.1
17.6
13
323
440.7
0.1
-3.9
436.9

1940
985.5
273

879.9
244

1940
52.8
30.8
27.6
17.3

0.0
1194
196.6
188.5

1.8
169.8

12.4
167.2
984.3
2.8
-1.6
985.5

1940
5.4%
3.1%
2.8%
1.8%
0.0%
12.1%
19.9%
19.1%
0.2%
17.2%
1.3%
17.0%
0.3%
-0.2%
100.0%

1940
47.8
60.5
18.4

9.7
0.0
101.7
168.4
197.0
1.2
132.8
6.2
135.1
878.7
2.5
-1.4
879.9

1941
1,150.9
319

861.5
239

1941
34.4
15.6
26.2
373

0.0
133.6
257.5
199.8

17
232.7

0.8
210.6

1,150.1
0.6
0.2
1,150.9

1941
3.0%
1.4%
2.3%
3.2%
0.0%
11.6%
22.4%
17.4%
0.1%
20.2%
0.1%
18.3%
0.1%
0.0%
100.0%

1941
17.4
30.3
16.2
12.3

0.0
84.2
196.3
206.1
1.0
140.8
0.8
155.4
860.8
0.5
0.2
861.5

1942
1,034.4
286

660.7
183

1942
13.6
8.5
21.5
11.2
0.0
134.2
210.9
192.8
11
271.5
25
165.3
1,033.0
0.7

0.7
1,034.4

1942
1.3%
0.8%
2.1%
1.1%
0.0%
13.0%
20.4%
18.6%
0.1%
26.3%
0.2%
16.0%
0.1%
0.1%
100.0%

1942
5.5
255
12.8
4.2
0.0
82.8
1211
181.8
1.0
115.8
1.6
108.0
659.9
0.4
0.4
660.7

1943
910.4
252

522.9
145

1943
7.0
0.2

18.5
123
0.0
128.4
221.6
229.6
0.1
181.9
2.6
105.9
908.1
0.7
17
910.4

1943
0.8%
0.0%
2.0%
1.3%
0.0%
14.1%
24.3%
25.2%
0.0%
20.0%
0.3%
11.6%
0.1%
0.2%
100.0%

1943
1.6
0.2
9.4
4.2
0.0

62.7
105.4
213.8

0.1
67.6
1.9
54.7
521.6
0.4
0.9
522.9

1944
576.2
160

325.8
90

1944
7.7
0.0

143
28.8
0.0
90.8
118.8
115.4
0.4
116.4
10.2
717
574.5
0.3
15
576.2

1944
1.3%
0.0%
2.5%
5.0%
0.0%
15.8%
20.6%
20.0%
0.1%
20.2%
1.8%
12.5%
0.0%
0.3%
100.0%

1944
5.6
0.1
8.9

156
0.0
55.5
53.4
97.5
0.3
41.9
7.8
38.2
324.8
0.2
0.8
325.8



A dix 2.1: lish Merchandise Exports to German Bloc (in Millions of Kronor)

1938 1939 1940 1941 1942 1943 1944
Total Exports (NOMINAL TERMS) 361.1 410.3 985.5 1,150.9 1,034.4 910.4 576.2
Total Exports (NOMINAL), 1938=100 100 114 273 319 286 252 160
Total Exports (REAL) 361.1 436.9 879.9 861.5 660.7 522.9 325.8
Total Exports (REAL), 1938=100 100 121 244 239 183 145 90
Real - By Category (in Percent of Real Kronor, 1938 Prices,
1938=100): 1938 1939 1940 1941 1942 1943 1944
Animals and their products 13.6% 13.6% 5.4% 2.0% 0.8% 0.3% 1.7%
Arms and military goods 0.0% 0.0% 6.9% 3.5% 3.9% 0.0% 0.0%
Chemicals and their derivatives 1.1% 1.2% 2.1% 1.9% 1.9% 1.8% 2.7%
Edible foodstuffs and drinks 3.9% 1.5% 1.1% 1.4% 0.6% 0.8% 4.8%
Fuels 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Machinery, equipment and vehicles 4.9% 5.6% 11.6% 9.8% 12.5% 12.0% 17.0%
Metals and their alloys 16.8% 16.9% 19.1% 22.8% 18.3% 20.2% 16.4%
Minerals, materials and their derivatives 49.5% 50.3% 22.4% 23.9% 27.5% 40.9% 29.9%
Other consumer manufactures 0.1% 0.0% 0.1% 0.1% 0.1% 0.0% 0.1%
Paper and paper manufactures 5.5% 4.0% 15.1% 16.3% 17.5% 12.9% 12.9%
Textiles and their raw materials 0.5% 0.3% 0.7% 0.1% 0.2% 0.4% 2.4%
Wood and other industrial plant materials 5.4% 7.4% 15.4% 18.0% 16.3% 10.5% 11.7%
Various consumer products 0.0% 0.0% 0.3% 0.1% 0.1% 0.1% 0.0%
Unclassified -1.3% -0.9% -0.2% 0.0% 0.1% 0.2% 0.3%
Total 100.0%  100.0% 100.0% 100.0% 100.0% 100.0%  100.0%
Price Deflators (Paasche) by Category (1938=100) - See Notes 1938 1939 1940 1941 1942 1943 1944
Animals and their products 100 94 110 197 249 445 137
Arms and military goods 100 51 52 34 129 27
Chemicals and their derivatives 100 114 150 162 168 196 160
Edible foodstuffs and drinks 100 106 178 303 267 295 184
Fuels
Machinery, equipment and vehicles 100 103 117 159 162 205 164
Metals and their alloys 100 95 117 131 174 210 223
Minerals, materials and their derivatives 100 90 96 97 106 107 118
Other consumer manufactures 100 92 145 161 111 155 112
Paper and paper manufactures 100 90 128 165 235 269 278
Textiles and their raw materials 100 114 201 109 152 135 131
Wood and other industrial plant materials 100 104 124 136 153 194 188
Overall Price Deflator (Paasche), 1938=100 100 94 112 134 157 174 177

Sources and Notes: see attached notes.
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Total Imports (NOMINAL TERMS)
Total Imports (NOMINAL), 1938=10C

Total Imports (REAL)
Total Imports (REAL), 1938=10C

Nominal - By Category (Nominal Kronor):
Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Sub-Total

Various consumer products [1]
Unclassified trade [2]

Total Nominal Trade

Nominal - By Category (in Percent of Nominal Kronor):

Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Various consumer products

Unclassified

Total

Real - By Category (Real Kronor, 1938=100):

Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Sub-Total

Various consumer products [1]
Unclassified trade [2]

Total Real Trade

1938
469.5
100

469.5
100

72.9
2.0
452.9
16.2

469.5

1938
2.1%
0.7%
12.9%
1.3%
9.1%
31.9%
16.1%
3.1%
1.2%
2.1%
15.5%
0.4%
3.5%
0.1%
100.0%

469.5
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1939
680.1
145

689.8
147

1939
16.3
13.7

100.8
26.9
65.2

176.2

114.6
22.8

115
99.2
2.6
658.8
21.2

680.1

1939
2.4%
2.0%
14.8%
4.0%
9.6%
25.9%
16.9%
3.3%
1.3%
1.7%
14.6%
0.4%
3.1%
0.0%
100.0%

1939
15.6
12.2
82.9
21.4
59.6

181.2
151.4
24.2
9.2
13.8
95.1
1.8
668.3
21.5
0.0
689.8

1940
1,186.6
253

898.0
191

1940
53.1
70.7

134.0
63.3
2423
231.6
171.9
20.1
103
136
144.6
8.2

1,163.6
20.1

2.9
1,186.6

1940
4.5%
6.0%
11.3%
5.3%
20.4%
19.5%
14.5%
1.7%
0.9%
1.1%
12.2%
0.7%
1.7%
0.2%
100.0%

1940
39.2
60.3
94.4
44.2

158.0
184.0
160.3
1.1
9.3
133
99.3
7.3
880.5
15.2
22
898.0

1941
1,323.5
282

866.0
184

1941
62.1
47.8

312.7
94.9
314

207.0

161.1
224
11.2
91.0

204.2
11.7

1,257.5
25.2
40.7

1,323.5

1941
4.7%
3.6%
23.6%
7.2%
2.4%
15.6%
12.2%
1.7%
0.8%
6.9%
15.4%
0.9%
1.9%
3.1%
100.0%

1941
29.9
54.6

198.8
41.8
19.0

1233

156.2
10.6

9.1
87.5
81.2
10.8

822.8
16.5
26.6

866.0

1942
1,267.4
270

776.6
165

1942
43.7
28.9

164.7
140.0
256.8
1923
185.1
285
8.6
15.0
161.0
14.2

1,238.9
26.6

1.9
1,267.4

1942
3.4%
2.3%
13.0%
11.0%
20.3%
15.2%
14.6%
2.2%
0.7%
1.2%
12.7%
1.1%
2.1%
0.2%
100.0%

1942
18.1
29.8
93.8
54.7

150.3
125.2
175.5
13.0
5.2
9.6
76.5
7.4
759.2
16.3
12
776.6

1943
1,308.6
279

732.1
156

1943
417
345

173.0
121.0
304.4
195.7
178.7
329
8.8
136
1443
18.4

1,266.9
293
124

1,308.6

1943
3.2%
2.6%
13.2%
9.3%
23.3%
15.0%
13.7%
2.5%
0.7%
1.0%
11.0%
1.4%
2.2%
0.9%
100.0%

1943
15.9
52.0
92,5
35.3

1815
98.0
149.7
125
33
3.6
54.5

708.8
16.4
6.9
732.1

1944
1,097.5
234

640.9
137

1944
52.0
49.0

151.9
70.0
64.0

147.8

149.4
30.7

9.3
11.3

1306
10.7

876.5
433

177.8

1,097.5

1944
4.7%
4.5%
13.8%
6.4%
5.8%
13.5%
13.6%
2.8%
0.8%
1.0%
11.9%
1.0%
3.9%
16.2%
100.0%

1944
203
53.4
76.9
26.4
35.8
92.7

126.1
10.6
3.0
3.0
57.6

511.8

25.3
103.8
640.9



A dix 2.2: Swedish Merct

1938
Total Imports (NOMINAL TERMS) 469.5
Total Imports (NOMINAL), 1938=10C 100
Total Imports (REAL) 469.5
Total Imports (REAL), 1938=10C 100
Real - By Category (in Percent of Real Kronor, 1938 Prices,
1938=100): 1938
Animals and their products 2.1%
Arms and military goods 0.7%
Chemicals and their derivatives 12.9%
Edible foodstuffs and drinks 1.3%
Fuels 9.1%
Machinery, equipment and vehicles 31.9%
Metals and their alloys 16.1%
Minerals, materials and their derivatives 3.1%
Other consumer manufactures 1.2%
Paper and paper manufactures 2.1%
Textiles and their raw materials 15.5%
Wood and other industrial plant materials 0.4%
Various consumer products 3.5%
Unclassified 0.1%
Total 100.0%
Price Defl s (P he) by Category (1938=100) - See Notes 1938
Animals and their products 100
Arms and military goods 100
Chemicals and their derivatives 100
Edible foodstuffs and drinks 100
Fuels 100
Machinery, equipment and vehicles 100
Metals and their alloys 100
Minerals, materials and their derivatives 100
Other consumer manufactures 100
Paper and paper manufactures 100
Textiles and their raw materials 100
Wood and other industrial plant materials 100
Overall Price Deflator (Paasche), 1938=100 100

Sources and Notes: see attached notes.
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Imports from the German Bloc (in Millions of Kronor)

1939
680.1
145

689.8
147

1939
2.3%
1.8%
12.0%
3.1%
8.6%
26.3%
22.0%
3.5%
1.3%
2.0%
13.8%
0.3%
3.1%
0.0%
100.0%

1939
104
112
121
126
109

97
76
9
99
84
104
148

99

1940
1,186.6
253

898.0
191

1940
4.4%
6.7%
10.5%
4.9%
17.6%
20.5%
17.9%
1.2%
1.0%
1.5%
11.1%
0.8%
1.7%
0.2%
100.0%

1940
136
117
142
143
153
126
107
182
111
103
146
112

132

1941
1,323.5
282

866.0
184

1941
3.5%
6.3%
23.0%
4.8%
2.2%
14.2%
18.0%
1.2%
1.0%
10.1%
9.4%
1.2%
1.9%
3.1%
100.0%

1941
208
88
157
227
165
168
103
212
124
104
251
108

153

1942
1,267.4
270

776.6
165

1942
2.3%
3.8%
12.1%
7.0%
19.4%
16.1%
22.6%
1.7%
0.7%
1.2%
9.9%
1.0%
2.1%
0.2%
100.0%

1942
242
97
176
256
171
154
105
219
165
157
210
192

163

1943
1,308.6
279

732.1
156

1943
2.2%
7.1%
12.6%
4.8%
24.8%
13.4%
20.5%
1.7%
0.4%
0.5%
7.4%
1.3%
2.2%
0.9%
100.0%

1943
262
66
187
343
168
200
119
262
270
376
265
187

179

1944
1,097.5
234

640.9
137

1944
3.2%
8.3%
12.0%
4.1%
5.6%
14.5%
19.7%
1.7%
0.5%
0.5%
9.0%
1.0%
3.9%
16.2%
100.0%

1944
257
92
197
266
179
159
118
290
312
375
227
173

171



A dix 2.3: Swedish Merchandise Exports to Allied Bloc (in Millions of Kronor)

1938 1939 1940 1941 1942 1943 1944
Total Exports (NOMINAL TERMS) 626.1 602.2 170.6 48.6 88.3 24.0 39.4
Total Exports (NOMINAL), 1938=100 100 96 27 8 14 4 6
Total Exports (REAL) 626.1 639.0 143.7 35.4 47.9 12.0 22.3
Total Exports (REAL), 1938=100 100 102 23 6 8 2 4
Nominal - By Category (Nominal Kronor): 1938 1939 1940 1941 1942 1943 1944
Animals and their products 68.2 62.3 17.0 0.0 0.1 0.6 1.7
Arms and Military Goods 15.0 18.9 1.0 0.0 0.0 0.0 0.0
Chemicals and their derivatives 183 21.1 7.0 0.1 0.3 0.1 0.3
Edible foodstuffs and drinks 5.7 4.0 0.2 0.3 11 0.0 0.0
Fuels 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Machinery, equipment and vehicles 60.5 58.7 12.3 25.7 61.1 21.6 29.8
Metals and their alloys 95.9 100.6 33.0 22.4 19.5 1.7 4.2
Minerals, materials and their derivatives 42.0 35.1 11.4 0.6 0.0 0.0 0.0
Other consumer manufactures 0.6 0.3 0.0 0.0 0.0 0.0 0.0
Paper and paper manufactures 195.7 202.5 70.2 0.1 6.8 0.0 0.0
Textiles and their raw materials 3.1 2.2 0.2 0.0 0.0 0.0 0.0
Wood and other industrial plant materials 120.2 92.9 18.5 0.0 0.0 0.0 0.0
Sub-Total 625.4 598.8 170.9 49.3 88.9 23.9 36.0
Various consumer products [1] 0.5 0.6 0.1 0.0 0.0 0.0 0.0
Unclassified trade [2] 0.2 2.8 -0.3 -0.8 -0.7 0.1 3.4
Total Nominal Trade 626.1 602.2 170.6 48.6 88.3 24.0 39.4
Nominal - By Category (in Percent of Nominal Kronor): 1938 1939 1940 1941 1942 1943 1944
Animals and their products 10.9% 10.3% 10.0% 0.0% 0.1% 2.4% 4.3%
Arms and military goods 2.4% 3.1% 0.6% 0.0% 0.0% 0.0% 0.0%
Chemicals and their derivatives 2.9% 3.5% 4.1% 0.3% 0.4% 0.3% 0.8%
Edible foodstuffs and drinks 0.9% 0.7% 0.1% 0.6% 1.2% 0.0% 0.0%
Fuels 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Machinery, equipment and vehicles 9.7% 9.8% 7.2% 52.9% 69.2% 89.9% 75.6%
Metals and their alloys 15.3% 16.7% 19.3% 46.2% 22.1% 6.9% 10.6%
Minerals, materials and their derivatives 6.7% 5.8% 6.7% 1.3% 0.1% 0.1% 0.0%
Other consumer manufactures 0.1% 0.1% 0.0% 0.0% 0.0% 0.0% 0.0%
Paper and paper manufactures 31.3% 33.6% 41.2% 0.2% 7.7% 0.0% 0.0%
Textiles and their raw materials 0.5% 0.4% 0.1% 0.1% 0.0% 0.0% 0.0%
Wood and other industrial plant materials 19.2% 15.4% 10.9% 0.0% 0.0% 0.0% 0.0%
Various consumer products 0.1% 0.1% 0.1% 0.1% 0.0% 0.0% 0.0%
Unclassified 0.0% 0.5% -0.2% -1.6% -0.8% 0.3% 8.6%
Total 100.0%  100.0% 100.0% 100.0% 100.0% 100.0%  100.0%
Real - By Category (Real Kronor, 1938=100): 1938 1939 1940 1941 1942 1943 1944
Animals and their products 68.2 66.1 16.5 0.0 0.0 0.0 0.2
Arms and military goods 15.0 23.0 1.9 0.0 0.0 0.0 0.0
Chemicals and their derivatives 183 18.6 4.7 0.1 0.2 0.0 0.2
Edible foodstuffs and drinks 5.7 3.8 0.1 0.0 0.5 0.0 0.0
Fuels 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Machinery, equipment and vehicles 60.5 62.7 10.6 17.9 335 11.1 18.1
Metals and their alloys 95.9 106.3 28.3 17.1 11.3 0.8 1.9
Minerals, materials and their derivatives 42.0 37.9 11.9 0.7 0.0 0.0 0.0
Other consumer manufactures 0.6 0.4 0.0 0.0 0.0 0.0 0.0
Paper and paper manufactures 195.7 225.0 54.9 0.1 2.9 0.0 0.0
Textiles and their raw materials 3.1 1.9 0.1 0.0 0.0 0.0 0.0
Wood and other industrial plant materials 120.2 89.8 15.0 0.0 0.0 0.0 0.0
Sub-Total 625.4 635.4 144.0 35.9 48.3 11.9 204
Various consumer products [1] 0.5 0.7 0.1 0.0 0.0 0.0 0.0
Unclassified trade [2] 0.2 2.9 -0.3 -0.6 -0.4 0.0 1.9
Total Real Trade 626.1 639.0 143.7 35.4 47.9 12.0 223
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A dix 2.3: Swedish Merchandise Exports to Allied Bloc (in Millions of Kronor)

1938 1939 1940 1941 1942 1943 1944
Total Exports (NOMINAL TERMS) 626.1 602.2 170.6 48.6 88.3 24.0 39.4
Total Exports (NOMINAL), 1938=100 100 96 27 8 14 4 6
Total Exports (REAL) 626.1 639.0 143.7 35.4 47.9 12.0 22.3
Total Exports (REAL), 1938=100 100 102 23 6 8 2 4
Real - By Category (in Percent of Real Kronor, 1938 Prices,
1938=100): 1938 1939 1940 1941 1942 1943 1944
Animals and their products 10.9% 10.3% 11.5% 0.0% 0.0% 0.3% 0.7%
Arms and military goods 2.4% 3.6% 1.3% 0.0% 0.0% 0.0% 0.0%
Chemicals and their derivatives 2.9% 2.9% 3.3% 0.2% 0.4% 0.4% 0.9%
Edible foodstuffs and drinks 0.9% 0.6% 0.1% 0.1% 1.0% 0.0% 0.0%
Fuels 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Machinery, equipment and vehicles 9.7% 9.8% 7.4% 50.7% 69.8% 92.3% 81.2%
Metals and their alloys 15.3% 16.6% 19.7% 48.3% 23.5% 6.6% 8.5%
Minerals, materials and their derivatives 6.7% 5.9% 8.2% 1.8% 0.0% 0.1% 0.0%
Other consumer manufactures 0.1% 0.1% 0.0% 0.0% 0.0% 0.0% 0.0%
Paper and paper manufactures 31.3% 35.2% 38.2% 0.2% 6.0% 0.0% 0.0%
Textiles and their raw materials 0.5% 0.3% 0.1% 0.1% 0.0% 0.0% 0.1%
Wood and other industrial plant materials 19.2% 14.0% 10.4% 0.0% 0.0% 0.0% 0.0%
Various consumer products 0.1% 0.1% 0.1% 0.1% 0.0% 0.0% 0.0%
Unclassified 0.0% 0.5% -0.2% -1.6% -0.8% 0.3% 8.6%
Total 100.0%  100.0% 100.0% 100.0% 100.0% 100.0%  100.0%
Price Deflators (Paasche) by Category (1938=100) - See Notes 1938 1939 1940 1941 1942 1943 1944
Animals and their products 100 94 103 176 1,784 1,595 1,015
Arms and military goods 100 82 51
Chemicals and their derivatives 100 114 150 162 168 196 160
Edible foodstuffs and drinks 100 104 195 687 227 70 181
Fuels
Machinery, equipment and vehicles 100 94 116 143 183 195 165
Metals and their alloys 100 95 117 131 173 210 221
Minerals, materials and their derivatives 100 93 96 96 224 196 268
Other consumer manufactures 100 92 145
Paper and paper manufactures 100 90 128 165 235 269 278
Textiles and their raw materials 100 114 201 109 152 135 131
Wood and other industrial plant materials 100 104 124 136 194
Overall Price Deflator (Paasche), 1938=100 100 94 119 137 184 200 177

Sources and Notes: see attached notes.
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A dix 2.4: dish Merct

Total Imports (NOMINAL TERMS)
Total Imports (NOMINAL), 1938=100

Total Imports (REAL)
Total Imports (REAL), 1938=100

Nominal - By Category (Nominal Kronor):
Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Sub-Total

Various consumer products [1]
Unclassified trade [2]

Total Nominal Trade

Nominal - By Category (in Percent of Nominal Kronor):

Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Various consumer products

Unclassified

Total

Real - By Category (Real Kronor, 1938=100):

Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Sub-Total

Various consumer products [1]
Unclassified trade [2]

Total Real Trade
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1938
522.7
100

522.7
100

1938
28.6
0.3
27.0
62.2
149.6
45.7
49.0
4.6
2.0
5.3
103.7

485.5
4.9
324
522.7

1938
5.5%
0.1%
5.2%
11.9%
28.6%
8.7%
9.4%
0.9%
0.4%
1.0%
19.8%
1.4%
0.9%
6.2%
100.0%

1938
28.6
0.3
27.0
62.2
149.6
45.7
49.0
4.6
2.0
5.3
103.7
7.5
485.5
4.9
324
522.7

Imports from the Allied Bloc (in Millions of Kronor)

1939
569.0
109

544.5
104

1939
33.2
0.3
29.5
59.3
193.1
45.7
55.3
5.0
1.4
5.2
124.2
10.4
562.6
5.3
11
569.0

1939
5.8%
0.1%
5.2%
10.4%
33.9%
8.0%
9.7%
0.9%
0.2%
0.9%
21.8%
1.8%
0.9%
0.2%
100.0%

1939
31.6
0.3
243
45.8
176.5
47.6
73.4
5.3
1.4
6.2
119.0
7.0
538.4
5.1
11
544.5

1940
236.8
45

171.7
33

1940
13.8
0.2
10.6
338
45.5
16.0
21.7
13
0.7
1.7
55.1

201.6
1.7
335
236.8

1940
5.8%
0.1%
4.5%
14.3%
19.2%
6.8%
9.2%
0.6%
0.3%
0.7%
23.3%
0.5%
0.7%
14.2%
100.0%

1940
9.9
0.1
7.5

24.3
29.7
12.7
20.1
0.7
0.6
1.6
379
1.0
146.1
1.2
24.3
171.7

1941
41.6

19.4

1941
5.7
0.0
0.7

12.1
4.0

0.3
0.3
0.1
0.1
17.6

42.4
0.1
-0.9
41.6

1941
13.6%
0.0%
1.7%
29.0%
9.7%
3.4%
0.8%
0.7%
0.1%
0.3%
42.3%
0.3%
0.2%
-2.1%
100.0%

1941
2.7
0.0
0.5
5.6

0.8
0.3
0.1
0.0
0.1

0.1
19.8
0.0
-0.4
19.4

1942
173.3
33

80.9
15

1942
9.0
0.0
6.1

39.0
19.7

1.0
0.8
0.0
0.8
68.1

148.3
0.3
24.6
173.3

1942
5.2%
0.0%
3.5%
22.5%
11.4%
2.2%
0.6%
0.4%
0.0%
0.4%
39.3%
0.0%
0.2%
14.2%
100.0%

1942
34
0.0
35

143
11.5
2.4
1.0
0.4
0.0
0.5
324
0.0
69.3
0.1
11.5
80.9

1943
135.5
26

523
10

1943
9.1
0.0
7.8

52.5
19.2

0.4
0.7
0.1
11
38.4

136.4
0.5
-1.4
135.5

1943
6.7%
0.0%
5.8%
38.7%
14.1%
5.2%
0.3%
0.5%
0.1%
0.8%
28.3%
0.1%
0.3%
-1.0%
100.0%

1943
2.7
0.0
4.2

15.3
11.4
35
0.3
0.3
0.0
0.3
14.5
0.1
52.6
0.2
-0.5
52.3

1944
160.8
31

69.5
13

1944
3.8
0.0
6.9

534
13.0

0.9
0.8
0.1
1.4
66.7

152.2
13
7.3

160.8

1944
2.3%
0.0%
4.3%
33.2%
8.1%
3.2%
0.5%
0.5%
0.1%
0.9%
41.5%
0.1%
0.8%
4.5%
100.0%

1944
13
0.0
35

19.5

33
0.7
0.3
0.0
0.4
29.4
0.1
65.8
0.6
31
69.5



A dix 2.4: dish Merct

Total Imports (NOMINAL TERMS)
Total Imports (NOMINAL), 1938=100

Total Imports (REAL)
Total Imports (REAL), 1938=100

Real - By Category (in Percent of Real Kronor, 1938 Prices,
1938=100):

Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials
Various consumer products

Unclassified

Total

Price Deflators (Paasche) by Category (1938=100) - See Notes
Animals and their products

Arms and military goods

Chemicals and their derivatives

Edible foodstuffs and drinks

Fuels

Machinery, equipment and vehicles
Metals and their alloys

Minerals, materials and their derivatives
Other consumer manufactures

Paper and paper manufactures

Textiles and their raw materials

Wood and other industrial plant materials

Overall Price Deflator (Paasche), 1938=100

Sources and Notes: see attached notes.
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1938
522.7
100

522.7
100

1938
5.5%
0.1%
5.2%
11.9%
28.6%
8.7%
9.4%
0.9%
0.4%
1.0%
19.8%
1.4%
0.9%
6.2%
100.0%

1938
100
100
100
100
100
100
100
100
100
100
100
100

100

Imports from the Allied Bloc (in Millions of Kronor)

1939
569.0
109

544.5
104

1939
5.8%
0.1%
4.5%
8.4%
32.4%
8.8%
13.5%
1.0%
0.3%
1.1%
21.9%
1.3%
0.9%
0.2%
100.0%

1939
105
112
121
129
109

%
75
9
99
84
104
148

104

1940
236.8
45

171.7
33

1940
5.8%
0.1%
4.4%
14.1%
17.3%
7.4%
11.7%
0.4%
0.4%
1.0%
22.1%
0.6%
0.7%
14.2%
100.0%

1940
139
117
142
139
153
126
108
182
111
103
146
112

138

1941
41.6

19.4

1941
14.0%
0.0%
2.3%
28.9%
12.6%
4.3%
1.6%
0.7%
0.2%
0.6%
36.1%
0.6%
0.2%
-2.1%
100.0%

1941
208
88
157
215
165
169
104
212
124
104
251
108

214

1942
173.3
33

80.9
15

1942
4.2%
0.0%
4.3%
17.7%
14.3%
3.0%
1.2%
0.4%
0.0%
0.6%
40.0%
0.0%
0.2%
14.2%
100.0%

1942
267
97
176
273
171
161
105
219
165
157
210
192

214

1943
135.5
26

523
10

1943
5.2%
0.0%
8.0%
29.3%
21.9%
6.7%
0.6%
0.5%
0.1%
0.5%
27.7%
0.1%
0.3%
-1.0%
100.0%

1943
339
66
187
343
168
202
120
262
270
376
265
187

259

1944
160.8
31

69.5
13

1944
1.8%
0.0%
5.0%
28.1%
10.4%
4.8%
1.0%
0.4%
0.1%
0.5%
42.3%
0.2%
0.8%
4.5%
100.0%

1944
294
92
197
273
179
153
123
290
312
375
227
173

231



Appendix 2.5: Swedish Energy Consumption (1937/38, 1943/44 and 1948)

Domestic Fuel
Electrical Energy
Swedish Mineral Coal
Fuel Wood

Charcoal

Peat

Shale Oil

Motor Spirit

Tar

Total Domestic Fuel
Imported Fuel
Mineral Coal

Coke and Briquettes
Petrol

Paraffin

Heavy Oils

Total Imported Fuel

Grand Total

Sources:

Unit of Measurement

1,000,000 khw = 388 TC
1,000 tons = 800 TC
1,000 m*3=17TC
1,000 m*3=17TC
1,000 tons = 500 TC
1,000 tons =1,500 TC
1,000 tons =900 TC
1,000 tons =1,500 TC

No conversion

1000 tons = 1,050 TC
1,000 tons = 1,600 TC
1,000 tons = 1,500 TC
1,000 tons = 1,500 TC

Quantity in
Units of
Measurement

7,479,381,443
450,000
260,000,000
20,000,000
30,000

0

20,000

0

6,200,000
2,130,000
502,000
107,000
473,000

1937/38

Equivalent in
Tons of
Mineral Coal

2,902,000
360,000
4,420,000
340,000
15,000

0

18,000

0

8,037,000
6,200,000
2,236,500
803,200
160,500
709,500

10,109,700

18,146,700

%

16%
2%
24%
2%
0%
0%
0%
0%

44%
34%
12%
4%
1%
4%

56%

100%

Quantity in
Units of
Measurement

9,337,628,866
560,000
430,000,000
50,000,000
1,160,000
45,000
40,000
30,000

2,500,000
1,200,000
30,000
7,000
85,000

1943/44

Equivalentin
Tons of
Mineral Coal

3,623,000
448,000
7,310,000
850,000
580,000
67,500
36,000
45,000

12,811,000
2,500,000
1,260,000

48,000
10,500
127,500

3,946,000

16,757,000

%

22%
3%
44%
5%
3%
0%
0%
0%

76%
15%
8%
0%
0%
1%

24%

100%

Food and Agriculture Organization of the United Nations, Forestry and Forest Products: World Situation 1937-1946 (Stockholm, 1946), pp.19, 78-84;
Food and Agriculture Organization of the UN, Minutes of the International Timber Conference 1947, Czecholsovakia, April-May 1947, Document number G.2/15, in FAO/F47/Co3/Cl/2;

SAfSTA, 1939-1949

Notes:

TC = Tons of Mineral Coal Equivalent
Electricity realized at an energy equivalence of 388 tons of coal per million kwh.
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Quantity in
Units of
Measurement

15,279,756,326
320,000
240,000,000
1,380,000
200,000
30,000

40,000

0

4,360,000
2,370,000
780,000
250,000
2,220,000

1949

Equivalent in
Tons of
Mineral Coal

5,928,545
256,000
4,080,000
23,460
100,000
45,000
36,000

0

10,388,005
4,360,000
2,488,500
1,248,000

375,000
3,330,000

11,801,500

22,189,505

%

27%
1%
18%
0%
0%
0%
0%
0%

47%
20%
11%
6%
2%
15%

53%

100%




Notes to Appendices 2.1-2.4
Swedish-Belligerent Merchandise Trade in the Second World War

Purpose
These notes explain how the nominal and real trade merchandise figures

and the price statistics for Swedish trade with each belligerent bloc are
calculated and reported in Chapter 2. Statistics are standardized across this work
in accordance with the international standards immediately after the war. These
notes provide information on calculating real price and trade figures, how the
Swedish trade statistics are standardized and on the assumptions made as part

of this process.

Overview of Steps for Calculations
1. Develop nominal trade statistics to comply with 1948 SITC standards (14
categories of trade) from the SOSH standards (20 categories of trade).
2. Calculate price deflators from the SOSH figures for 19 of the 20 SOSH
trade categories (excluding the various/undetermined category).
3. Depreciate the SOSH categories by their relevant price deflators, report in

accordance with SITC standards.

Methodology
The best period for evaluating Swedish trade during the Second World

War begins in January 1941 and ends in December 1944. These appendices use
the lowest level figures available to develop nominal and real trade statistics for
Swedish trade. Although there are no particular limitations on the availability of
data, the dramatic shifts in control of the European map make it difficult to
evaluate the 1939 to 1940 wartime period; however, statistics for these two
years, together with those for 1938, are provided as comparisons (with 1938

forming the base year for Allied evaluation of Swedish trade relations).>*°

6 NA BT11/1140, “Sweden: Draft War Trade Agreement with the United Kingdom [1939]”

-132 -



Notes to Appendices 2.1-2.4

Unfortunately, the yearly figures cannot be divided into shorter periods to
account for the changes and fractional first and last years of the war. Finally, it
should be noted that the illicit trade with the Allies is reported in the Allied

d;**” there are no similar smuggling

section on a where-known basis, as indicate
figures for German-Swedish trade. Despite extensive auditing, there is no
evidence to suggest other manipulations of the trade statistics and therefore all

other figures are used unchanged from the available statistics.

Sources
There are two principal sources for the trade statistics, one of which is an

official government publication, while the other is based on statistics presented
in this text.

1. The annual Swedish Official Statistics Trade (SOSH) reports are
considered the standard, lowest level trade statistics for Swedish
trade in this period. These books provide the following statistics,
which are used in these appendices, for 1939 to 1944.

a. Imports and Exports by Country (in Swedish Kronor); verified
with and matching SAfSTA figures.?*®

b. Imports and Exports of Goods by Country (in Swedish Kronor)

c. Imports and Exports of Goods (in Swedish Kronor and Metric
Tonnes)

2. Estimates of illicit trade not included in the SOSH. This trade is valued
according to the methodology in the text and figures provided in

Table 2.6.

247

See Tables 2.6, 2.7, and 2.8.

Sveriges Officiella Statistik, Handel Berdttelse For Ar 1939 av Kommerskollegium (SOSH), 1938-
1946; Statistiska Arsbok for Sverige Tjugodttonde Anganden (SAfSTA), 1938-1946.

248
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Archival Sources

SOSH Imports and Exports by Country
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This SOSH (1939) table shows imports and exports by value in Kronor for each

country.
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This SOSH (1939) chart shows imports and exports to/from Danzig and some
German exports (tyska riket). These amounts are reported in weight and Kronor.

SOSH Imports and Exports by Category and by Country

Notes to Appendices 2.1-2.4
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SOSH Imports and Exports by Good (value and metric tons)

Tab. 2 Ar 1939 till viket inférda och dirifrin utférda varor, fordelnde i grupper,
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As these two images show, the SOSH provides the total amount of imports and
exports for each SOSH category by weight and ton.
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Standardization
1. The following standards are applied in Appendices 2.1-2.4:

a.

Countries: The countries in each belligerent bloc are standardized
as follows:

German controlled Europe includes states from the first year in
which they either joined the Tripartite Pact or were occupied by
Germany. The German bloc includes Germany, Denmark (1940-
1944), Finland (1940-1944), Norway (1940-1944), Belgium (1940-
1944), Bulgaria (1941-1944), Danzig (1939-1944), Estonia (1941-
1944), France (1940-1944), Greece (1941-1944), Italy (1940-1944),
Yugoslavia (1941-1944), Latvia (1941-1944), Lithuania (1941-
1944), Luxembourg (1940-1944), the Netherlands (1940-1944),
Poland (1939-1944), Rumania (1939-1944), Austria (1938-1944),
Czechoslovakia (1939-1944), and Hungary (1940-1944).

Allied territories include Great Britain, Australia, Canada, India,
China, France (1938-1940), Brazil (1942-1944), United States
(1942-1944), Cuba (1942-1944), Haiti (1942-1944), Dominican
Republic (1942-1944), Iran, Iraq, India, Palestine, Netherlands
Antilles (1940-1944) and Egypt.

Any amounts reported in currencies other than Kronor have been
converted at the standard rate listed in the currency notes at the
beginning of this work.

Categories: trade reported in Appendices 2.1-2.4 is categorized on
the basis of the 1948 SITC standards, for ease of use and

comparability.

Standardization: Categories of Goods

This paper standardizes the Swedish categories of goods as reported in

the SOSH import and export statistics. Trade is reported in the SOSH statistics in

20 separate categories: 19 distinct categories for types of goods and one
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category for unknown or unspecified trade (‘various’). Each is consolidated into
twelve master categories based on the 1948 SITC statistical guide, plus separate
categories for arms and unknown trade. The trade categories are consolidated to
provide easy comparability across neutrals. The following is a guide to the way in

which the Swedish statistics are consolidated.

Table 2A.1: Standardization of Categories of Swedish Imports and Exports

Swedish SOSH Import/Export
Category (translated from Swedish
No. into English) SITC Category
1 Live animals and animal substances  Animals
Vegetable matter Food
Fats, oils and waxes of animal or .
3 . Animals
vegetable origin
4 Fopd, beverages, tobacco, and Food
animal feeds
5 Mineral and fossil substances Minerals
6 Chemicals and pharmaceuticals Chemicals
7 Hides and skins Other Consumer
Manufactures
8 Leather Other Consumer
Manufactures
9 Wood'and cork materials; basket Wood
materials
10 Eulp, péper a.nd paperbqard Paper
(including printed materials)
11 Textiles Textiles
12 Footwear, hats, umbrellas Other Consumer
Manufactures
Stone and Mineral substances .
13 . Minerals
(finished products)
14 Noble Metals Metals
15 Base Metals Metals
16 Machinery, appliance and electrical Machinery
goods
17  Transportation (equipment) Machinery
. . Other Consumer
18  Instruments (inc. musical) and scales
Manufactures
19 Arms and ammunition Arms
20 Various Goods Various
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Calculating trade

Nominal and real imports and exports for each Swedish-belligerent trade

relationship are calculated in three steps: the reckoning of nominal trade, price

deflators and the real trade.

Step 1: Nominal trade for each belligerent bloc

Construction

d.

Nominal trade by category is constructed by adding the relevant SOSH
categories for each country into the standardized 1948 SITC
categories for each belligerent bloc, according to the above rubric.

For trade with the Allied bloc, the estimates of illicit trade (as per
Table 2.5) are added to the machinery category of Appendix 2.3
(Swedish Exports to the Allied bloc).

The master category ‘Various Consumer Products’ (with note [1] in
the appendices) includes items which are known, but for which there
is no available price deflator. These are mostly small items which have
little impact on the overall trade statistics.

The unknown category (with note [2]) is the error term, representing
the difference between the available unit level statistics and the total

reported for the bloc by the Swedish authorities.

Step 2: Price deflators for the SOSH price categories
Construction

Price indices for Swedish-belligerent trade are assembled from the
overall import/export statistics for each of the twenty SOSH
categories of goods presented. There is only one set of price statistics
covering all 20 SOSH categories: import/export prices per ton values

for each category are for all trade (not individual blocs) for the entire
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period from 1938 to 1944. The base year for the 20 SOSH-based price
deflators is 1938.

Step 3: Real trade by type and group
Construction

a.

Real trade by SOSH category is constructed by taking the SOSH
reported category of nominal trade for each bloc and depreciating it
according to the relevant constructed price deflator for this category.
Real trade by SITC category is then calculated by adding the relevant
SOSH categories for each bloc into the standardized SITC categories
for each country.

In order to obtain an overall real price deflator by bloc, the total
nominal trade in a given year is divided by total real trade (both
excluding the ‘unclassified and various ‘category of trade).

For price deflators for categories of individual goods: the total
nominal trade in an SITC category is divided by the total of real trade
in this category in any given year.

Real unclassified trade represents the nominal unclassified trade
depreciated, based on the assumption that this unclassified trade
inflated at the same rates as the overall trade for which price
deflators are known.

Real various trade represents the nominal various trade depreciated,
based on the assumption that this unclassified trade inflated at the

same rates as the overall trade for which price deflators are known.
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Assumptions in constructing SITC-standardized real trade statistics and

sensitivity analysis (where possible)

1. Using the available figures, reported price indices are based on tonnage
divided into currency values at the unit level. This approach is subject to
faults. It ignores potentially non-random changes in underlying goods which
make up the categories and so incorporates some systematic biases. It is
possible to comment on some of these biases as they relate to the
construction of price indices:

a. Based on the change in composition in exports reported in
Appendices 2.1 and 2.3, Sweden exported higher value, lower weight
goods during the war than before. This could artificially increase the
overall price index reported and lead to lower real exports. It is likely
overall real exports reported in this chapter are in fact the lower
bounds for these figures.

b. Similarly, the Swedish imports of lower value, higher weight goods
(including coal and grains) increased relative to before the war. These
statistics are included in Appendices 2.2 and 2.4. This would push
down the price index. Therefore, it is likely reported Swedish real

imports provide an upper bound for the real trade figures.

2. Some biases are created by the use of Paasche as opposed to Laspeyres price
indices. As there are large variations in the underlying quantity components
of some goods, Paasche indices are more appropriate. This privileges the
most recent quantities of goods over those from the pre-war consumption
basket. However, in order to increase transparency, Laspeyres are also

presented in Tables 2A.2-2.A.5 as follows:
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Table 2A.2: Paasche and Laspeyres Price Indices for
Swedish Exports to Germany, 1938=100

Paasche Index as
Reported in Laspeyres

Period Appendix 2.1 Index
1938 100 100
1939 94 93
1940 112 110
1941 134 132
1942 157 154
1943 174 171
1944 177 174

Table 2A.3: Paasche and Laspeyres Price Indices for
Swedish Imports from Germany, 1938=100

Paasche Index as
Reported in Laspeyres

Period Appendix 2.2 Index
1938 100 100
1939 99 99
1940 132 134
1941 153 151
1942 163 165
1943 179 179
1944 171 142

Table 2A.4: Paasche and Laspeyres Price Indices for
Swedish Exports to the Allies, 1938=100

Paasche Index as
Reported in Laspeyres
Period Appendix 2.3 Index
1938 100 100
1939 94 94
1940 119 119
1941 137 140
1942 184 186
1943 200 200
1944 177 162
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Table 2A.5: Paasche and Laspeyres Price Indices for
Swedish Imports from the Allies, 1938=100

Paasche Index as
Reported in Laspeyres
Period Appendix 2.4 Index
1938 100 100
1939 104 111
1940 138 126
1941 214 135
1942 214 197
1943 259 281
1944 231 236

3. In addition, there are also problems related to the lack of country specific
data.

c. Use of non-country specific price deflators: the use of non-specific
price deflators cannot be avoided. The SOSH does not present
complete tonnage figures for exports to specific countries. As a result,
the same price indices must be used for each individual country
presented. In the case of Swedish-German trade, this has a smoothing
effect, lowering import prices while increasing export prices. This is
confirmed by Swedish Foreign Ministry records which examine the
price situation for 1938 to the first half of 1941 in regard to trade with

Germany:249

%9 RA UDA/1920ds/HP64Ct/2450, memo dated 1 September 1941.
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Table 2A.6: Comparison of Overall Swedish-German
Export Price Deflators, 1938=100

Overall Price Swedish Foreign
Deflator (from Ministry
Period Appendix 2.1) Estimates
1938 100 100
1939 94 93
1940 112
2H1940 106
1H1941 110
1941 134

Table 2A.7: Comparison of Overall Swedish-German
Import Price Deflators, 1938=100

Overall Price Swedish Foreign
Deflator (from Ministry
Period Appendix 2.2) Estimates
1938 100 100
1939 99 106
1940 132
2H1940 153
1H1941 177
1941 153

d. The values expressed in Table 2.6 depend on the estimates of value
given in the George Binney reports, as described in the text.>*° These
per ton value figures may be incorrect; but because no other figures
exist it is impossible to determine the effects of these assumptions, if

any.

20 NA HS7/191, report on “The Performance Operation,” from Sir George Binney to Sir Andrew

Duncan, dated June 1942; CAC BINN/2, “Operation Performance;” NA BT60/68/2, “Appendix A:
List of Materials Shipping from Gothenburg to England in January, 1941,” from “Report by George
Binney, H.M. Legation, Stockholm;” and CAC BINN/1, “Operation Rubble.”
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Chapter Three
Spanish-Belligerent Merchandise Trade in the Second World War

Abstract
This chapter demonstrates that Spain used its possession of important

natural resources to obtain particularly favourable terms of merchandise trade.
In answering the question of what constituted Spanish wartime merchandise
trade, this chapter first provides a brief overview of the political relations
between Spain and the principal belligerents. It provides comprehensive nominal
and real statistics for Spanish trade with Germany, the United States and the
United Kingdom from archives hitherto not generally used. It also examines
several case studies, including those of Spain’s energy supply and the high-

density lightweight metal wolfram, which was used in armour piercing shells.

Introduction
Considering the close political links between the two countries, Germany

did particularly poorly in its economic relations with Spain. Spain and Germany
shared a special ideological relationship after Germany supported Franco and his
Nationalists during the Spanish Civil War.”! Germany unsuccessfully sought to
use this relationship to exploit the Spanish position in certain raw materials. This
chapter demonstrates that, although nominal trade increased consistently from
1939 to 1943, Germany suffered from increasingly poor terms of trade after
1939, as Spain paid less for its German imports and charged more for its exports.
As part of Germany’s payment for Spanish resources, Spain was able to exact
particularly valuable goods from Germany, including military equipment needed

for the German war effort.

2! Christian Leitz, Economic Relations Between Nazi Germany and Franco’s Spain, 1936-1945

(Oxford, 1996).
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Figure 3.1: Map of Spain
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Political and economic relations between Spain and the Allies were
particularly frosty during the war, but the Allied governments had to deal with
Spain lest it become absorbed into the German sphere by default. The Allies used
economic threats and petroleum embargoes as a way of regulating Spanish
political outcomes. The effectiveness of the petroleum embargoes is examined in
the last section. The economic relationship between the Allies and Spain
improved in nominal terms from 1942 onwards, as Allied pre-emptive and supply
purchase activities substantially improved the Spanish terms of trade. Spain also
benefited from favourably priced exports in its relationship with the Allies.

The Spanish trade system was considerably less stable than other
neutrals’ and subject to short-term political influences and demands; but this

flexibility benefited the Spaniards. There were no long-term agreements, as in
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the Swedish or Swiss cases.??

The Spanish government’s trade policy was
throughout the war based on a quid pro quo system, whereby one side
exchanged goods with another without long-term agreements to fix quotas and
prices. The party setting the terms of the quid pro quo trade at a particular time
determined the relations between the states. This lack of bilateral agreements
created consistent trust problems between Spain and its trading partners.
Instead of agreements which forced upfront compromises, each individual

wanted to ensure continuous maximum gain at minimum cost.?*

When any
given counterpart did not like what the other was doing (economically, politically
or militarily), it was immediately free to alter the terms of trade, withdraw
and/or seek other retribution.

Given Spain’s monopoly position in a few critical resources, the short-
term nature of this system increased the likelihood that Spain would always gain
the greatest benefit. A unique system of permits and currency controls gave the
Spanish government considerable authority over trade. This government refused
to export goods without requisite imports or other payments; when combined
with Spain’s much-desired exports, this system provided an obvious tool for

obtaining favourable terms of trade and scarce wartime imports.”*

If they
wanted access to Spanish goods such as wolfram and food, there could be only
the most limited version of Mancur Olson’s Economics of Wartime Shortage
version of substitution by belligerents for other Spanish merchandise.”*

Consequently, in its relations with all three major belligerents Spain enjoyed

particularly good terms of trade. It was able to obtain necessary imports, break

250 Chapters Two and Four.

NARA RG84/UD3162/2/600, correspondence between dated 9 April through 30 August 1941.
BoE OV61/29, documents dated after 7 October 1943.

Mancur Olson, The Economics of Wartime Shortage: History of British Food Supplies in the
Napoleonic War and in World Wars | and Il (Durham, 1965).

253
254
255
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sanctions, charge higher prices for exports and sometimes receive gold in
payment for exports.>®

Academic interest in the economic relationship between Franco’s Spain
and the belligerents has been renewed within the last fifteen years; however, no
single study has comprehensively examined Spanish trade relations or offered
any complete nominal or real trade statistics.

The most detailed political-economic study of Spanish-German relations
is unquestionably Christian Leitz’s Economic Relations Between Nazi Germany
and Franco’s Spain, 1936-1945." Leitz, building on the theses of Angel Vifia,
Rafael Garcia Pérez and Jordi Catalan Vidal, asserts that Germany had a first
mover advantage in trading with Spain during the Second World War, from the
strong Spanish-German economic cooperation in the Spanish Civil War.?*® This
did not change until Spain’s physical isolation from German-occupied territory in
late 1944. However, these conclusions rely on specific goods and anecdotal
evidence; indeed, the statistics on which Leitz’s thesis relies are largely from
political archives as opposed to more economically-minded ones. Although the
statistics presented below confirm Leitz's thesis on the increases in levels of
nominal trade, they also show other clear trends which are not evident in Leitz’s
study. For example, the price indices and real trade statistics indicate the

Germans suffered from poor terms of merchandise trade with the Spaniards.

256

BoE OV6/94, memo dated 2 July 1939 and letter dated 7 September 1939; BofE OV6/102,
letter dated 27 August 1940.

7 Christian Leitz, Economic Relations Between Nazi Germany and Franco’s Spain, 1936-1945
(Oxford, 1996).

28 Angel Vifias et al, Politica comercial exterior en Espafia [Politics of Spanish International Trade,
1931-1975] (Madrid, 1979); Angel Vifias, Guerra, dinero dictadura: Ayuda fascista y autarquia en
la Espafia de Franco [War, Money and Dictatorship: Assisting Fascism and Autarky in Franco’s
Spain] (Barcelona, 1984); Rafael Garcia Pérez , Franquismo y Tercer Reich: Las Relaciones
Econdmicas Hispano-Alemanas Durante la Segunda Guerra Mundial [Francoists and the Third
Reich: Spanish-German Economic Relations During the Second World War] (Madrid, 1994); Jordi
Catalan Vidal, La economia Espafiola y la segunda Guerra mundial [The Spanish Economy and the
Second World War] (Barcelona, 1995); Jordi Catalan Vidal, Fdbrica y Franquismo, 1939-1958. El
modelo espafiol de desarrollo en el marco de las economias del sur de Europa [Industry and
Franco, 1939-1958: Development of the Spanish Economic Model in the South of Europe (Doctoral
Thesis, Universidad Auténoma de Barcelona, 1992)
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Prices on goods sold to German rose faster than the countervailing traffic. In
addition, trade with the Allies and other neutrals remained quite strong
throughout the war, notably after 1942. By comparison German-Spanish trade
increasingly stagnates, suggesting only a short initial period of German
success.”® By failing to observe these trends, Economic Relations is missing a
crucial component of Spanish economic relations during the war.

Leonard Caruana and Hugh Rockoff have better delineated the links
between the politics and economics of Allied-Spanish wartime relations. In two
articles, the authors explore the ‘carrot and stick’ approach taken by the Allies
with respect to Spain;*®® determining that Allied economic policies were
successful in changing Spanish political attitudes in August 1940 and again from
August 1941 to April 1942. A third embargo event, from February to May 1944,
was not deemed successful. While the Spanish economy unquestionably could
not function without petroleum products, overcoming sanctions is a function of
more than merely finding access to a particular good. Understanding terms of
trade is important, with especial reference to petroleum shipments. This work
shows that, despite being the sole provider of petroleum and consistent
unhappiness with Franco’s policies, America failed to increase the price of
petroleum sold to Spain during the war; even when the American government
threatened a large price rise in 1943, it was unable to carry it through. This was
despite substantial increases in the cost of Spanish exports to the US. Therefore
if sanctions and the withholding of fuel was the Allies’ last resort to change
Spanish attitudes, the relatively short duration of the various sanctions events
and the subsequently poor economic terms obtained by the Allies suggest that

the Spaniards were successful in overcoming Allied pressure. These and other

%9 BdeE EIE.

269 | eonard Caruana and Hugh Rockoff, “An Elephant in the Garden: The Allies, Spain and Oil in
World War II” European Review of Economic History, |l (2007), pp.159-187; Leonard Caruana and
Hugh Rockoff, “A Wolfram in Sheep’s Clothing: Economic Warfare in Spain, 1940-1944,” The
Journal of Economic History, 63:1 (March 2003), pp. 100-126.
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authors misinterpret this situation, because they lack comprehensive trade

statistics, which are presented here for the first time.

Spanish Wartime Trade: Political Developments
This section outlines the political aspects of Spanish-belligerent relations

before and during the war. As a result of the new statistics presented below, the
political relations concerning Spanish-belligerent trade appear to break down
into five periods. The first, a pre-war period from July 1936 to August 1939,
provides some basis for wartime trade relations. The second period, from
September 1939 to June 1940, covers the first Spanish blockade, when Germany
was geographically isolated from Spain and therefore trade relations were
largely in limbo. The period from June 1940 to December 1941 represents the
apex of the Spanish-German trade relationship. During this eighteen-month
period, Germany promised Spain considerable quantities of goods in exchange
for Spanish entry into the war. In the third stage, between January 1942 and
August 1944, the Anglo-American pre-emptive purchasing programme shifted
the position of the Spanish government, enabling it to maintain a rivalry between
the two belligerents, to its own greatest benefit. In the last period, after August
1944, Spain once again found itself isolated, both land and sea routes being
regulated by the Allies.

The Spanish government’s initial trade patterns in the Second World War
are explained through the trade and capital relationships established by the
Nationalists during the Spanish Civil War. From mid-1938 onwards, Germany
wanted to obtain long-term, low cost access to resources. To this end, Germany
provided the Spanish Nationalists with substantial military and economic aid
during the Spanish Civil War. As Table 3.1 shows, with expenditures three times
income levels during the Civil War, the Nationalists owed their financial existence

to the generosity of Germany. From early 1937 onwards, and amid mounting
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debts, Germany began to demand repayment in Spanish raw materials.?®

Specific German requisitions included iron ore, lead, mercury, zinc, copper, skins,

fluorspar and wolfram.?*

All trade had to go via a transfer system, which
ensured that any payment by a German company to Spain was credited against

the Spanish government’s debt to Germany.*®3

Table 3.1: Income and Expenditure of the Nationalist Administration,
1936 to 1939 (in millions of Pesetas)

Period Income Expenditure
1936 July-Dec. 396 819
1937 Jan-June 552 1,291

July-Dec. 680 2,252
1938 Jan-June 791 2,602
July-Dec. 847 3,258
1939 Jan-Mar. 418 1,722

Source: Leitz, Economic Relations, page 23.

The economic debt created by Germany’s provision of weapons in the
Civil War sustained Germany’ supply of Spanish natural resources until at least
the start of the Second World War. In 1936, many Spanish iron ore and pyrite
mines were owned by British and French companies, including Rio Tinto,
Orconera Tharsis and the Société Francaise des Pyrites. Instead of negotiating to
purchase pyrites directly for cash from these companies, the German
government encouraged Spain to pursue its need for credit against its Civil War
debts.***

Spain and Germany were hardly ever closer than in early 1939. On 24
January 1939 Germany and Spain signed a cultural treaty.?®® At the end of March

266

1939, the Spanish government agreed to enter the Anti-Comintern Pact;”™ this

261 Leitz, Economic Relations, p.19-22.

252 NARA RG242/T-83/229/894.

263 BA-K R7/738, memo dated 15 March 1940; BA-K R121/842 report marked “Entwicklung.”
NA FO371/21310-21312, in particular, a report from Rio Tinto dated 9 June 1937; Vifias et al,
Politica comercial exterior, pp.168-171; NA FO371/21316, letter dated 3 November 1937.

255 ADAP D/II1/716/697ff, Deutsch-Spanisches Kulturabkommen, unterzeichnet in Burgos am 24
Januar 1939 [German-Spanish Cultural Treaty, signed in Burgos on 24 January 1939].

266 ADAP D/I11/768/750ff; ADAP D/IIl/776/760ff.

264
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was followed immediately by a German-Spanish Treaty of Friendship on 31
March 1939.%%’ Yet, as so many authors have asserted, Franco never fully

268 |n March 1939 discussions with Hitler and Mussolini,

committed to Germany.
Franco indicated that Spain would be unable to assist Germany and ltaly in a
European war until its recovery was complete; he did not specify how long this
might take.?*’

The second period, from September 1939 to May 1940, represented an
abrupt break from the pro-German status quo. On 22 August 1939 Franco
centralized the management of international currencies (and hence,
international trade) under the Instituto Espanol de Moneda Extranjera (IEME) in
the Ministry of Commerce. The IEME sought to maximize Spanish quid pro quo
purchasing power by forcing countries to pay for Spanish goods in products or
currencies desirable to the Spanish government. The IEME would not grant
export permits before payment.?’°

With trade routes blocked, the first round of German-Spanish economic
negotiations, which started in October 1939, proved to be largely fruitless.
Without land or sea access, it was impossible for Spanish and German
representatives to negotiate as if trade could resume immediately. The only
agreement resulting from these negotiations was an administrative change in the
method of fund transfers between the two countries, to account for the
formation of the IEME.*"

British negotiations ultimately established a quid pro quo trading pattern

between the two countries: the British demanded exports of Spanish pyrites

267 ADAP D/III/773/752ff.

268 Leitz, Economic Relations; Angel Viias, Guerra, dinero dictadura; Rafael Garcia Pérez,
Franquismo y Tercer Reich: Las Relaciones Econdmicas Hispano-Alemanas; Jordi Catalan Vidal, La
economia Espaiiola y la segunda Guerra mundial.

269 ADAP D/II/755/737ff; BoE OV6/93; NA FO371/24508; NA C7778/40/41.

270 BoE 0V6/94, letter and enclosures dated 7 September 1939.

Garcia Pérez, Franquismo y Tercer Reich, p.110-11; BA-K R121/3647, various memos; ADAP
D/VIII/482/446ff.

271
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before approving any exports to Spain.>’?

The British and Spanish governments
ultimately concluded two separate agreements from these negotiations. The
Anglo-Spanish War Trade Agreement of March 1940 established the basis for
future Allied-Spanish trade, including a prohibition on the re-sale of certain Allied
imports to Germany and a trade loan from the UK of £2 million (81 million

273

Pesetas) for Spanish purchases.””” The Spanish government was slow to use this

274
trade loan.

The second agreement was a Trade and Payments Agreement,
which specified the operation of a clearing system between Spain and the
Empire; this was a regular commercial clearing agreement and is discussed in
Chapter Five.”””

Commercial trade between the neutral US and Spain during this early
wartime period was based on staples purchased by privately-owned commercial
trading companies, for example, Spanish olive oil, rabbit and lamb skins,
mercury, wines and some Spanish books for export. As part of the trade process,
each American Consulate certified the exports.?’® American records suggest that
these exports were paid out of existing American balances of Pesetas and
earnings from imported American films.*’’

With the German victories in the west, the Spanish government more
closely aligned its interests with those of Germany. With a few minor exceptions,
Germany dominated Spanish foreign and trade policy during the period from

May 1940 to November 1941. Franco provided considerable verbal support for

the German war effort and furthered the idea of joining the Axis at some point in

22 David Eccles (ed.), By safe hand: letters of Sybil and David Eccles, 1939-42 (London, 1983),

pp.19-57, 61-2, 67, 72-92; NA FO371/24496-502, letter dated 4 January 1940.

23 \W.N. Medlicott, History of the Second World War: The Economic Blockade, vol.l (London,
1952), p.510ff; NA FO371/24496-502, War Trade Agreement, version dated 26 March 1940.

7 NA FO371/24501, memo from Madrid Embassy, June 1940.

BoE OV6/99, Trade and Payments Agreement, dated 18 March 1940.

NARA RG84/27/600, consulate reports dated March-April 1940; NARA RG84/52/631, import
and export reports for 1940.

2”7 NARA RG84/27/600, memo dated 1 March 1940; NARA RG84/27/600, annual economic
reports from various American Consulates, dated March-April 1940; NARA RG84/52/631, various
economic and trade memoranda.

275
276
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the near future. Considerable progress in dividing the spoils in Africa and the
Mediterranean was made in anticipation of Spain’s joining the war on the Axis
side, but discussions were suspended when Franco refused to set a date for
entry into the war. The German government guaranteed that Spain would
receive Gibraltar. Germany would provide aid to strengthen Spanish defences in

North Africa and the Canary Islands.?’®

They also agreed to divide all British
mining and economic interests in Spain.?’® In late October 1940, the Spanish
government also claimed the right when it entered the war to take French North
African possessions;?*° and an emboldened Franco followed this by claiming the

Tangier zone in North Africa on 4 November 1940.%!

However, Spanish entry
into the war depended on economic and military provisions from Germany,
which never materialized.

In their late 1940 trade negotiations with Germany, the Spanish
government consistently returned to the German government promise to assist
Spain in economic preparations for a war position.zg2 Germany made clear its
desires for raw materials at the Franco-Hitler meeting at Hendaye on 23 October
1940;°® and during Sufier's subsequent visit to the Obersalzberg on 18
November 1940.%* Spain requested thousands of tons of wheat, cotton, rubber,
jute, tin, oil, coal, fertilizers, military goods and other such products from

285

Germany.”™ Food and fuel shortages were noted as being particularly acute,

even if the Spaniards were net food exporters; the Spanish government was

286

down to less than two months’ supply of gasoline in August 1940. Machines

278

Ibid, points 3 and 6.

27 ADAP D/XI.1/126/185ff; ADAP D/XI.1/66/66; ADAP D/XI.1/70/92.

280 ADAP D/XI.1/222/322.

81 ADAP D/XI.1/286/394.

82 ADAP D/II1/755/737ff.

283 DGFP D/XI/124; also Luis Sudrez Fernandez, Esparia, Franco y la Segunda Guerra Mundial
(Madrid, 1997), pp.246-258.

284 ADAP D/X1.2/352/502.

28 ADAP D/XI.1/67/98ff; ADAP D/XI.1/97/142; ADAP D/XI.1/124/181ff; ADAP D/XI.2/352/502.
2% NARA RG84/30/711.2.
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and industrial equipment were also needed, for Spain to develop domestic
industries.

However, Spain’s refusal to enter the war meant that Spanish-German
trade relations would ultimately return to the quid pro quo principle. The
German government was unwilling to deliver ex gratia the manufactures, oil and
agricultural items which the Spanish urgently required. The government wanted
a definitive commitment for Spain to enter the war. When Franco refused to set
a date for declaring war, the German government claimed that their exports
were reserved for their allies and Spain had not joined as promised.”®” On 13
November 1941, the German Foreign Ministry suspended all discussions
concerning joint military action.”®® Germany now balked at selling military
equipment which Spain could not buy from any other source, including a
previous Spanish order for 40 Junkers Ju-88s, 200 tanks, 2,000 trucks, howitzers,
artillery and other similar items which would have dramatically modernized
Spain’s military and allayed Franco’s principal apparent strategic concerns.?®*

With the increasingly close Spanish-German relationship, the Allies

generally had little trust in Franco’s regime.”*

However, the policies were not
uniform. From July to August, 1940, the US imposed stringent rules prohibiting
most exports (including petrol) to Spain. It permitted international aid to reach
Spain only through the International Committee of the Red Cross.”’* An
agreement for the importation of oil from the US was reached in January 1941.
In exchange for continued American provisions, the agreement specifically

obliged Spain not to re-export the American fuel; but the mistrust and lingering

doubts about the actual use/destination of the oil meant that America hesitated

287 ADAP D/XI.2/702/984; ADAP D/XI.2/682/962ff.

253 ADAP D/XIII.2/467/633.

2% Fundacion Nacional Francisco Franco (FNFF), Franco la historia y sus documentos, vol.ll
(Madrid, 1986), pp.373-374.

20 NA FO837/735, memo marked “Anglo-Spanish Economic Relations,” undated.

Denys H.H. Smith, Diplomacy: America and the Axis War (London, 1942), pp.128-129; FRUS
1941/11:Europe/p.880ff.
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to fulfil the terms of the agreement.”®* Trade relations remained poor through
late 1941 as the new American Ambassador in Madrid, Alexander Weddell,
remained unaccredited in Madrid, the Spanish government refusing to receive
his credentials.”*®

The British, however, believed that Franco could be economically enticed

d.”** In December 1940, London lent

to remain neutral or even become pro-Allie
an additional £2 million for trade in wheat and petroleum, in the hope of
engendering Anglo-Spanish cooperation.’”® Ultimately, the loan was spent on a
variety of goods, including wheat, rice, codfish, nuts, coal, rubber, cotton, tin,
jute and chemicals; all were part of normal Anglo-Spanish trade relations.”®®

In the third period, from December 1941 to August 1944, Spain became a
centre of economic rivalry between the belligerents. In December 1941, the
British initiated a programme to deprive Germany of access to neutral raw
materials and pull Spain closer to the Allies. The squeeze on the German supply
system created by the Russian campaign made materials from the European
periphery, including Spain, particularly important for Germany. Spain had been
expected to supply wool, skins, olive oil, pyrites, mercury and, most importantly,
wolfram in vastly increased quantities.”®” Although the initial British effort failed,
due to insufficient resources, this programme became the basis for Allied-Axis

economic rivalry in Spain until August 1944.%%

22 NARA RG84/57/711.2, correspondence and reports dated between 26 December 1940 and 8

January 1941.

293 NARA RG84/53-55/various, concerning Ambassador; NARA RG84/55/710/various,
correspondence regarding Embassy employees summoned before tribunal; NARA RG84/56/710,
memo dated 30 July 1941; NARA RG84/30/711.2, report marked “Spanish Oil Negotiations.”

294 NA FO837/730, memos dated between 19 November and 24 December 1940.

NARA RG84/52/900, regulations established 8 July and 26 July 1940.

2% BdeE EIE.

27 NA FO837/743, memos dated 24 November and 13 December 1941; NA FO837/749, telegram
dated 10 January 1942 and letter dated 13 January 1942.

2% NA FO837/758, memo dated 29 May 1942.
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In March 1942, the US and the UK agreed to a joint pre-emptive purchase

d.”®® The £14 million budget would be used to

programme for a six-month perio
acquire critical goods, including wool, sheepskins and wolfram.>*® The UScCC
shared the costs of the programme, which was administered entirely by a British
subsidiary in Spain (UKCC).>*

This change in Spanish export policy is linked to a combined Allied offer in
March 1942 of increased trade and consistent access to fuel. In exchange for
exerting more control over the metals markets, the US agreed to supply oil to
Spain for 90 days from 20 March 1942 and to the Allies’ delivering 2,000 tons of
rubber to Spain in mid-1942.%%

The March 1942 decree created an open market with fierce belligerent
competition.*®® The decree placed a Spanish government organization called the
Consejo Ordenador de Minerales Especiales de Interes Militar [Special Military
Council for Minerals] in charge of all minerals transactions, including wolfram. All
transactions had to be approved by the Consejo Ordenador and were subject to
payment for a guias or tax stamp.>® This programme changed wolfram trade
patterns; whereas most of 1941 production was in mines owned by Germany or
had been presold to them by others, it now went to the highest bidder. It is
important to note that Spanish trade rules often caused wolfram to be
purchased and stockpiled, pending export permits.>*

The centralization of wolfram allocations under the Consejo Ordenador

enabled the Spanish government to exact increasingly exorbitant taxes. In June

1942, the Spanish government increased the wolfram export tax to 50 Pesetas

299

NA T263/4, undated report, “U.K.C.C. Wolfram Purchases, Spain & Portugal, 1940-1944.”

NA FO837/735, note of meetings dated 22 December 1941 and 1 January 1942.

3% NA FO837/756, memo dated 7 April 1942; NARA RG234/16/19, History of Preclusive
Operations in World War Il (HOPWWII), no page numbers provided; NARA RG84/UD3162/5/631,
minutes dated 25 June 1942; NA T263/4.

*%2 NA FO837/756, memos dated 14 and 21 March 1942.

*3 Ibid.

3% NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report.

*% NARA RG84/UD3162/34, chart dated 30 March 1944,
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per kilo, equivalent to approximately 27% of the minimum purchase price of 180
Pesetas per kilo.>°® In January 1943, the Spanish government further increased
the taxes on wolfram, replacing the export tax with a production tax payable by
the buyer. This change allowed the Spanish government to benefit not only from
the wolfram exported, but also from any wolfram stockpiled pending export. The
early 1943 tax was scaled to mineral content; for a typical production value of
65% wolfram per kilo, the tax was 100 pesetas, exactly double the old tax. At
April 1943 price levels, a tax of $9,132 per ton (41%) was added to the purchase
price of $22,260.%°” These taxes generated considerable sums for the Spanish
state and gave it incentives to maintain the competition.

The Spanish government-mandated Allied imports of wolfram from Spain
were subject to countervailing trade. In June 1942, America and Britain agreed to
solve a shortage of counter-trade and available funds in Spain by two different
methods. First, the Allies agreed to enforce price increases to match those now
charged by the Spanish government for wolfram. This was reported to include a
200% increase in the price of oil, a two-fold increase in the price of sulphates,

308

and a two-thirds increase in the price of rubber.”™™ The new statistics presented

in this chapter indicate that the Allies failed to enforce these price increases.

The Americans and British also agreed to allow Spain to purchase
additional goods which had no military value from Allied or third-party neutral
stocks. These planned transactions included tobacco from West Africa and Brazil;

309

and cotton from Brazil and the Congo.”™~ The US introduced additional controls

on Spanish goods imported to ensure that Spain could not obtain the same

310

goods from other sources.”™" But even with all these proposed changes, the Allies

still projected an estimated deficit of S8 million or about 17% of the purchasing

3% NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report.

307 .
Ibid.
3% NA FO837/761, undated draft of telegram marked “T4/76.”
NA FO837/761, meeting minutes dated 12 June 1942.
319 ADAP E/II/81/144.
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311

programme’s budget in the second half of 1942.°"" The debts were initially

covered by temporary facilities and then eventually repaid in gold, because no
corresponding imports could be agreed.**?

As presented in Chapter 5, from mid-1943 onwards, the US and UK were
able to continue wolfram purchases using only gold. In the spring of 1943, the
UKCC found itself nearly £4.5 million in debt to the Anglo-South American Bank
in Madrid. In March 1943 the bank forbade the Allies to carry out any further
operations and export permits were withheld by the Spanish government until
the debt was cleared. The gold was transferred by ship from the UK to Spain,
starting in November 1943 .33

Competition and higher prices also compelled Germany to increase its
provision of goods for Spain so as to remain active there. In discussions from
January through June 1942, Germany offered Spain 594 million Pesetas worth of
military equipment in exchange for Spanish raw materials (297 million Pesetas of
which had previously been included in the 1941/42 Spanish trade statistics, but

314

had not yet been delivered).”™" In the Spanish-German Commercial Agreement,

December 1942, Spain agreed to unbalance the German-Spanish trade

315

relationship through November 1943.°> The Spanish government allowed

Germany to run a deficit of 100 million Reichsmarks until February 19433
These funds were to be repaid through the delivery of long delayed military
equipment.

June 1943'’s trade negotiations set quotas for the year starting December

1943. The German government once again offered war materiel in exchange for

311

NA FO837/764, budgets dated 17 August 1942.

NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report.

BofE, OV61/29, various.

314 ADAP E/I/149/265; ADAP E/IV/293/519.

31> AMAEC R2066/E4, Das deutsch-spanisch Wirtschaftsabkommen wurde am 16 Dezember 1942
[German-Spanish Commercial Agreement of 16 December 1942] signed by Stohrer and Jordana;
ADAP E/IV/293/519; ADAP E/IlI/158/271, telegram dated 5 August 1942; ADAP E/II1/239/414,
telegram dated 28 August 1942.

*'® FRUS 1943/I1:Europe/639; AMAEC R2066/E4.
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additional wolfram; it also sought price increases of at least 200 per cent for

37 The Spanish government

most goods, including the military equipment.
objected; correspondence indicates that they eventually agreed to price
increases of between 71% and 125% over the previous year.>'® These increases
are seen to a more limited extent in the statistics presented here.

Having expended all their available Pesetas by August 1943, the German
government intended to withdraw from the wolfram market. This would have
damaged Spanish interests; within the month, the price of wolfram ore declined
from 243 to 130 Pesetas per kilo.**® Three months later, the Spanish government
offered Germany a 420 million Peseta payment (100 million Reichsmarks) to be

credited against the existing Spanish Civil War debts.??°

The Spanish Minister for
Commerce allowed the funds to be used to buy strategic raw materials, including
wolfram.**!

Once they were aware of Franco’s loan payment to Germany, the Allies
punished Spain. The US and UK had unsuccessfully sought an export ban on
wolfram, starting in November 1943. In exchange, Britain and America offered
the Spaniards membership of the United Nations, a defence arrangement and

some trade enticements.m

Now, in retaliation for the German payment and the
Laurel incident, the US swiftly cut off petroleum supplies and threatened a trade
embargo. The Laurel incident, when Franco sent a letter of congratulation to the
Laurel government of the Japanese-occupied Philippines on 18 October 1943,

immediately led America to question Franco’s intentions.>?* From January 1944

onwards, the US suspended exports of fuel oil, grain and cotton. The British also

317

ADAP E/VI/119/207ff.

Leitz, Economic Relations, p.164 and AMAEC R2066/E4.

319 FRUS 1943/I1:Europe/638.

320 Leitz, Economic Relations, pp.33 and 183.

Medlicott, Economic Blockade, vol.ll, p.564ff.

322 FRUS 1943/I1:Europe/45-72; NA FO837/786 and FO837/787 correspondence dated between

10 November 1943 and 31 December 1943; similar offers continued through February 1944: see
NARA RG84/UD3162/38/710, telegram dated 4 February 1944.

323 Eor more information on the Laurel incident, see J.W. Cortada, “Spain and the Second World

War,” Journal of Contemporary History, 5 (1971), pp.66-67.

318
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suspended coal exports to Spain in February 1944. The American government
further demanded full withdrawal of the Spanish military contribution to the Axis
(the Blue Division), the repatriation of the Italian warships held in the Balearics,
release of Italian merchant ships in various Spanish ports, a complete wolfram
embargo and the suppression of the activities of the German Consulate in

324

Tangier.”" The US specifically linked petroleum and wolfram, stating that only a

Spanish embargo on the latter would release the former.>*
The May 1944 Allied compromise with Spain resulted in partial embargo

326 Byt most

based on figures originally suggested by Britain in February 1944,
importantly for bringing an end to these matters, the Allies had been short of
Peseta funds since January; thus, they were forced to stop their purchases of

wolfram in April 1944.3%

Once pre-emptive activity was forced to stop and the
market was left to Germany, these issues were quickly resolved. A wolfram
guota for Germany was established in negotiations with the Spanish government
which started in early April 1944. The Allies obtained a yearly export figure of
600 tons of wolfram to Germany, with only 60 tons to be exported to Germany

between the date of the agreement and 30 June.**®

As part of the agreement, all
of the US’ demands were met, with the exception of the Italian warships issue,
which was submitted to arbitration; in exchange, America was to resume oil
exports to Spain starting in May. Allied pre-emptive purchasing of wolfram

restarted immediately.?*

4 The Spanish Ambassador to the United Kingdom came to believe (apparently on the basis of

sources in Whitehall) that the British were not interested in a wolfram embargo or the Italian
warships. See FRUS 1944/IV:Europe/338, telegram dated 16 February 1944. There were
additional conflicts between the Allies which are not discussed here; see FRUS
1944/IV:Europe/329ff; FRUS 1944/IV:Europe/331-382.

32> NARA RG84/UD3162/35/800, correspondence dated 23 February 1944; FRUS
1944/IV:Europe/297-329.

326 FRUS 1944/IV:Europe/329ff.

327 NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report.

328 FRUS 1944/IV:Europe/398ff.

329 FRUS 1944/IV:Europe/410ff; NA FO115/4020-4021 Anglo-American Agreement with Spain and
German Agreement with Spain.
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The period between May and August 1944 marked the turning-point for
German trade with Spain. Germany’s purchasing slowed as it became unable to

export its existing holdings of over 1,000 tons.**

Every possible attempt was
made to transfer, smuggle and liquidate stocks of goods in Spain after the Allied
landings in Normandy. The Allies, through both their Embassies in Madrid and
consulates elsewhere in Spain, put considerable effort into tracking German

31 The statistics

supplies and ensuring that exports were limited to quotas.
presented herein confirm a steady decline in trade volumes. Regarding wolfram,
the Allies were able to prove illicit wolfram smuggling at the Irin border station
above the quotas agreed in May 1944. Allied governments insisted that this
smuggling should stop. A Spanish order to confiscate all the remaining German
wolfram and return it to Madrid for safekeeping was issued on 25 July 1944. By
25 August, all 1,031 tons of German-owned wolfram was in storage in Madrid

and the entire French-Spanish border was under French military guard.3*

Very
little additional Spanish wolfram made its way to Germany.

Thus, in the third period the Spanish government benefited from
maintaining a belligerent rivalry for natural resources. The Spanish government
could increase its imports in exchange for exports to the belligerents; it used its
position to raise significant revenue through taxation. It feigned pressure for
political change and adopted an attitude of pragmatic self-preservation,
benefiting from its trade without jeopardizing its position with either belligerent
group.

The fourth period, from September 1944 to May 1945, is marked by the
increasing isolation of Spain from Germany and her Axis partners. Spanish-

German trade continued, but only by a comparatively inefficient air service. For a

while, the Allied governments limited Spanish-Allied diplomatic relations and

% NA FO115/4023.

331 NARA RG84/UD3162/34/711.3, correspondence dated between 19 February and 29 June
1944; NA FO115/4023.

332 Medlicott, Economic Blockade, vol.ll, p.581.
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constricted Spanish-Allied trade in the light of a perceived continuation of
Spain’s bias towards Germany. This ended abruptly when the American and
British governments realized that this position threatened their post-war trade
interests in Spain. Consequently, Spain suffered few shortages and little
economic pressure.

Almost immediately after the French-Spanish border closed, America and
Britain pressed for the complete cessation of all trade between Germany and
Spain. This included the remaining supply route, a Lufthansa air cargo service.**
It remains difficult to know exactly what was traded between Germany and Spain
from September 1944 to May 1945. According to Spanish records, this airline
was used to move military goods for Spain from Germany; return flights were
used to export much needed controlled goods from Spain to Germany, including
Allied penicillin, Spanish wolfram, iron ore, pyrites, mica, wool, leather, mercury

and lead.®*

Representations by the Allies to stop this trade began in September
1944 and continued through December.?*® However, the Spanish allowed the
route to continue (albeit sporadically) until Germany abandoned it in April
1945.%%°

In this period, the Spaniards acted pragmatically and treated the
belligerents equally on this particular point, even at this late stage in the war.
The Anglo-Americans were also given landing rights in Spain from September
1944 onwards. The British Overseas Airways Company (BOAC) had collected
information on this route as early as May 1944 and started services on 3 October
1944.% The BOAC service, initially run via Lisbon on a once-weekly basis, was
limited by aircraft and crew availability, not by the Spanish government. Britain

sought to augment services, given a large backlog of freight and passengers, but,

due to equipment shortages, the service remained once weekly, at least until

333 FRUS 1944/IV:Europe/444-455.

3% AMAEC R2149/7.

FRUS 1944/IV:Europe/444-455; NA FO 371/39830.
AMAEC R2149/7.

337 BAMA AW/1/6507, letter received 30 May 1944.
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early 1945. 3 Thus, the Spanish government appears to have afforded each

belligerent equal opportunity to run air services to/from Spain. Obviously, the

Allies did not depend solely on this route for access to Spanish resources.
Starting in September 1944, the Allies reduced trade with Spain by

eliminating the pre-emptive purchasing campaign.**

From the Spanish
perspective, it was replaced by competition between the two Allies for post-war
economic interests. Both the Allies created and maintained separate forward-
looking trade policies with respect to Spain and neither was willing to sacrifice its

long-term economic interests there. The division weakened their joint position in

the final months of the war.>*°

Spanish-Belligerent Wartime Trade

The Second World War created stark shortages of goods. Like the
discussions for Sweden and Switzerland, this section assumes that above all, the
Spanish government wanted to maintain imports of goods to sustain its
population. This chapter is not concerned with the resulting balance of payments
flows, which are detailed in Chapter Five. With this in mind, the Spanish
government should seek to maximize its trade position in two different respects.
In trying to sustain its population through the war, the Spanish government
should firstly maximize nominal good imports and minimize the export of goods
which would damage their domestic position. Secondly, in real trade terms, the
Spanish government should seek to maximize the prices of exports while
minimizing the prices of imports. As previously suggested, the Spanish
government did not always work in an ideal world and was faced with threats. It
responded to these challenges by changing trade policies. This section

demonstrates the Spanish authorities benefitted from imports and terms of

3% Ibid and report dated 28 October 1944.

NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report.
NARA RG131/390, letters dated 17 January 1945 and 25 January 1945; NARA RG131/382,
memorandum dated 30 January 1945; FRUS 1945/V: Europe/681-724.
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trade advantages with the Germans, while providing the Allies with relative

export discounts in order to ensure continued imports.

Methodology

Before the new trade statistics for German and Allied trade with Spain
are examined, the methodology behind these statistics should be clarified. The
methodology used for Spain is similar to that for Sweden and Switzerland, but
there are some notable differences given the sources. All figures presented in
Appendices 3.1-3.6 are standardized in accordance with 1948 SITC designations,
allowing for cross-country comparability.

In discussing trade, this chapter’s reference point is always the neutral
country. Trade is reported as net exports. Therefore, a merchandise trade
surplus reported in the Allied-Spanish relationship in Table 3.2 reflects a goods
trade balance in favour of the Allies, with exports from Spain exceeding imports.
A negative figure represents a trade deficit, where Spain imported more goods
than it exported to the Allies.

Statistics include all officially reported trade, adjusted to account for
Spain’s use of accruals or anticipatory trade. The main sources are the records of
the Instituto Espafiol Moneda Extranjera [IEME - Spanish Institute of Money

341 these

Exchange], which was part of the Banco de Espafia [Bank of Spain];
records provide a complete list of all trade in standardized, specific categories.
To provide cross-country comparability, trade categories in the IEME have been
consolidated in accordance with the rubric in the notes to the appendices; real
prices have been calculated for each separate category, based on available
Paasche price deflators. The official Spanish trade statistics published by the

Spanish Ministerio de Hacienda [Ministry of Business] on which previous studies

have been based are not used in this work because these are not available for

3 BdeE EIE.
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the entire period and are believed to have been retrospectively altered by
Franco after the war.>*?

The Paasche price indices used herein are based on tonnage divided into
currency values at the unit level. But during the war there are some potentially
non-random changes in underlying goods which make up these categories. As a
result, these indexes incorporate some systematic biases. For example, Spain
exported increasing quantities of significantly denser and higher weight raw
materials from 1938. This could artificially decrease the Paasche price indices of
export goods presented in this chapter, increasing the real export statistics.
Hence it is likely overall real exports reported in this chapter are in fact the upper
bounds for these figures. Similarly, the Spanish imports of higher value, lower
weight goods (including manufactures) increased from 1938 onwards. This would
also down the import price index and provide an upper bound for the real trade
figures. Further information on the systematic biases can be found in the notes
to the appendices to this chapter.

As discussed further in Chapter Five, the German-Spanish trade
relationship was based entirely on compensation clearing, where prices were
determined not by market conditions, but by government negotiators. Despite
government involvement, few individual transactions are statistically
transparent. What effect this pricing system may have had remains unknown.
The only changes made to the Spanish statistics concern the allocation of the

33 In the Spanish trade

‘anticipatory’ imports and exports in 1943 to 1945.
statistics, anticipatory trade is classified as Convenio Especial Alemdn [German
Special Agreement] or Anticipos [Advances]. Spanish exports in this category
were ultimately wolfram and mercury; Spanish imports from Germany in this

same category were mostly deferred German military goods originally promised

3%2 Available via AMAEC R2073 series; on retrospective changes to these figures, see the previous

discussion of Vinas’ work.
3%3 BdeE EIE, 1943-1944.
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in 1942 and 1943.3* A complete discussion of sources can be found in the notes
to Appendices 3.1-3.6. While error terms exist and are reported as such in the
statistics, the figures available represent the most accurate available and are

often the first comprehensive statistics to be presented.

Overall Balance of Merchandise Trade
Superficially, the nominal trade statistics clearly support the most popular

view in the current literature: German domination of Spanish trade in the Second
World War.** These statistics are presented by country group in Table 3.2. The
Spanish Civil War set the stage for long-term growth in the nominal Spanish-
German trade. Nominal growth over prior year overall trade (import and export)
figures exceeded 580% in 1940 and 490% in 1941. Growth continued throughout
1943. The early increases occurred, despite being denied direct access to
German markets for nine months, from September 1939 to June 1940. As Figure
3.2 indicates, at its 1941/42 peak Germany controlled more than 50% of all
Spanish trade. Despite year-by-year variations, trade with the Axis-controlled
countries over the entire period provided Spain with more goods than it

exported; the periodization of this trade will be discussed later.

% For Germany, see: BA-MA RW19/445-49 and BA-MA RW19/381, reports of OKW WStb dated

between July 1943 to 14 December 1944; for Allies and US, see NA FO371/39789 and NARA
RG84/UD3162/34, chart dated 30 March 1944.
345 . . .

Leitz, Economic Relations.
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Table 3.2: Spain’s Foreign Merchandise Trade by Country Group, 1939-1944
(in millions of nominal Pesetas)

IMPORTS 1939 1940 1941 1942 1943 1944
Allies 473 769 691 692 1,137 1,024
Axis — Europe 52 324 749 977 1,551 1,105
Axis — Asia 0 0 0 9 3 4
Neutrals - Europe 38 111 137 231 326 375
Neutrals - Americas 36 54 217 228 139 227
Total 599 1,258 1,795 2,136 3,156 2,736
EXPORTS 1939 1940 1941 1942 1943 1944
Allies 308 430 385 725 1,163 1,139
Axis — Europe 17 307 955 1,151 1,601 817
Axis — Asia 0 0 0 0 0 0
Neutrals - Europe 6 41 88 167 348 348
Neutrals - Americas 10 23 33 48 88 115
Total 341 801 1,462 2,092 3,200 2,419
BALANCE OF

MERCH. TRADE 1939 1940 1941 1942 1943 1944
Allies (164) (338) (306) 33 26 115
Axis — Europe (36) (17) 206 174 50 (288)
Axis — Asia 0 0 0 (9) (3) (4)
Neutrals - Europe (32) (70) (49) (63) 22 (27)
Neutrals - Americas (26) (31) (184) (179) (51) (112)
Total (258) (456) (333) (44) 44 (316)

Source: BdeE EIE; EACdE, 1941; figures rounded to the nearest whole number.

Notes: For definitions of the trade blocs, see notes to Appendices 3.1-3.6; balance of
merchandise trade is reported as net exports: a negative figure indicates that net goods
were imported by Spain and a positive figure indicates net Spanish goods exports.

Axis trade overtook Allied trade in 1941. As Figure 3.2 shows, more than
60% of 1939 nominal Spanish trade overall was with the Allies, but only 32% in
1942. Imports from the Allied countries were lower than from Axis Europe;
despite starting with a nine-fold advantage in 1939, the Allies were by 1941
providing 10% less to Spain than the Axis powers. This is no doubt partially due
to the various sanctions imposed by Britain and America; but even when the
sanctions were removed in 1942, Germany continued to provide more imports

until 1945. Table 3.2 shows that before the start of the pre-emptive purchasing
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programme, the Allies consistently provided Spain with more imports than they
received in exports; after 1942, Spanish-Allied trade resulted in modest net

exports from Spain.

Figure 3.2: Nominal Spanish Trade by Country Group, 1939-1944

i
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Source: See Table 3.2.

Spanish maritime trade was controlled by the Allied powers throughout
the war. Trade with other neutrals was subject to Allied approval. As Table 3.2
demonstrates, overall import and export trade with both European and
American neutrals increased about eleven-fold, from 80 million Pesetas in 1939
to 901 million Pesetas in 1943. This neutral-neutral trade provided Spain with
excess merchandise exports. This chapter challenges the existing conceptions of
Spanish-belligerent trade and shows Spain benefiting substantially from

particularly favourable terms of trade, considering its position.

Spanish Nominal Trade with Germany
From 1940, the first partial year that Spain and Germany were

reconnected via the French land bridge, Germany took increased exports of
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Spanish raw materials in exchange for machinery, chemicals and food. As Table
3.3 shows, nominal Spanish exports to Germany were above 1939 levels for the
entire war; this suggests that German efforts to penetrate the Spanish mineral
products export markets succeeded in increasing the volume of trade.**®
Nominal Spanish exports to Germany exceeded 1.3 billion Pesetas or 213 times
their 1939 levels in 1943. There was a decline in Spanish-German trade after
1943, but not the total blockade sought by the Allies. As previously discussed,
the Allied governments attempted to reduce Spanish-Axis trade in 1943/44; but
they obtained agreement with the Spanish authorities on only limited reductions
from May 1944 3% Limitations were imposed, as discussed above, but, as the
statistics suggest, trade continued.>*® What should otherwise have been almost a
complete curtailment of trade was reduced to a restriction. Table 3.3 shows that
in nominal terms there was a 42% decline in Spanish exports between 1943 and
1944, from 1.4 billion Pesetas to 765 million.

Nominal Spanish imports from Germany increased considerably, but had
started from a notably higher base, making the increases seem less substantial.
As Table 3.3 shows, nominal imports grew consistently until 1944; at their peak,
nominal goods imported from Germany increased to 1.4 billion Pesetas, or 68
times their 1939 levels. Imports from Germany decline less than exports, with
only a 24% reduction to 1.0 billion Pesetas in 1944, due almost entirely to an
increase of Spanish military imports which had been deferred in the past.
Although between 1940 and 1943 Spain consistently exported more than it
imported, it had net imports of 271 million Pesetas in 1944. This turns what had
been, until 1944, an overall wartime Spanish export surplus into a small deficit of
51 million Pesetas. The late surge in Spanish imports relative to exports

demonstrates Germany’s difficult position in 1944-45.

346 . . . oy . P . .
See earlier discussion of Germany’s pre-war political-economic activities in Spain.

FRUS 1944/IV:Europe/329ff.
Leitz, Economic Relations, p.208.
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348
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Table 3.3: Nominal Spanish Merchandise Trade with Germany, 1939-1944

in Nominal Pesetas (in millions)

IMPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Imported 20 92 457 705 1,366 1,036 3,676
Goods Imported Index

(1939=100) 100 453 2,269 3,504 6,785 5,147

EXPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Exported 6 92 624 770 1,368 765 3,625
Goods Exported Index

(1939=100) 100 1,422 9,673 11,941 21,218 11,863

BALANCE OF

MERCHANDISE TRADE 1939 1940 1941 1942 1943 1944 | 1939-44
Net Exports (14) 0 167 65 2 (271) (51)

Sources: see Appendices 3.1 and 3.2; figures are rounded to the nearest whole number.
Notes: see notes to Appendices 3.1 to 3.6; does not include German occupied Europe as
reported in Table 3.2; balance of merchandise trade is reported as net exports: a
negative figure indicates net Spanish goods imported and a positive figure indicates net

exports.

Total Spanish goods exports to Germany from 1939 to 1944 amounted to

3.6 billion nominal Pesetas. Spanish imports from Germany were 3.7 billion

Pesetas or 8.4% of Spain’s 1939 Gross Domestic Product (GDP).

349

Over the

wartime period, Spanish net merchandise imports of 51 million Pesetas or about

0.13% of Spanish 1939 GDP.**° Although small, the nominal net Spanish imports

from Germany refute the idea that Germany was somehow able to exploit

Spain.351

349

Progress of Spain (1850-2000)] (Bilbao, 2003), p.288.
% Ibid.

351

171; Catalan Vidal, La economia Espaiiola.
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Table 3.4: Value of Certain Goods in Spain’s Imports
from Germany, 1939-1944 as a Percentage of
Total Nominal Imports from Germany (by nominal value)

Year Minerals Metals Machinery Arms  Chemicals Food
1939 0.4% 1.1% 17.1% 0.4% 56% 32.3%
1940 0.9% 0.2% 48.6% 2.8% 30.7% 8.9%
1941 1.4% 0.4% 69.3% 0.4% 16.8% 4.0%
1942 1.6% 0.% 42.7% 24.3% 17.4% 4.5%
1943 1.2% 0.2% 19.5% 62.4% 7.9% 2.7%
1944 0.8% 0.1% 21.7% 64.6% 7.2% 1.6%

Source: see Appendix 3.2.

The composition of exports and imports in nominal terms also changed
noticeably over the war, according to the particular desires of both sides.
Germany did not become the sole supplier of goods to Spain, but it did provide
virtually all Spain’s machinery and arms imports at the time.>** As Table 3.4
suggests, the most striking change between 1939 and 1944 was the steady
reduction in food as a proportion of Spanish imports from Germany; from 32.3%
in 1939 to 1.6% in 1944. Chemicals and machinery showed higher levels of
imports from 1940 to 1942, but lower levels thereafter. Levels of machinery
were consistently high until 1942, accounting for deliveries of trucks, vehicles
and other potential civilian/ military goods. After 1942, these declined in favour
of military goods exchanged for Spanish wolfram exports. Demonstrating the
superior Spanish position, Germany had previously denied the export of
advanced military equipment, claiming that such supplies were allocated only to
their Axis allies; but in 1942 the restrictions were relaxed and in 1943 completely
removed in order to repay the temporary trade credits granted by the Spanish

government.353

352 BdeE EIE.
353 ADAP D/XI.2/450/657; AMAEC R2066/E4.
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Table 3.5: Value of Certain Goods in Spain’s Exports
to Germany, 1939-1944 as a Percentage of
Total Nominal Exports from Germany (by nominal value)

Animal
Year Minerals Wood Products Metals Textiles Foodstuffs
1939 0% 88.4% 0% 0% 0% 0.1%
1940 8.5% 0.2% 12.5% 28.0% 6.9% 29.5%
1941 4.7% 5.0% 5.1% 7.4% 12.4% 58.3%
1942 8.0% 5.1% 3.8% 8.4% 1.8% 44.9%
1943 42.6% 3.5% 2.0% 2.1% 3.5% 37.6%
1944 50.6% 4.6% 7.9% 0.2% 4.6% 15.6%

Source: see Appendix 3.1.

Minerals and metals were only a part of the Spanish export regime to
Germany. As the nominal amount of Spanish exports increased, the percentage
figures for cork, the principal wood export, declined in the rather atypical export
year of 1939. As Table 3.5 reveals, the most significant exports were foodstuffs,
which at their peak in 1941, made up 58.3% of all Spanish exports to Germany,
and remained above 40% in 1942; second came minerals, which increased
dramatically from 8.5% in 1940 to 42.6% in 1943 and 50.6% in 1944. Animal
skins, another item very much in demand throughout this period, declined from
12.5% of all exports in 1940 to 2.0% in 1943. Apparently the Spanish government

received clear nominal terms of trade advantages in their trade with Germany.

Spanish Trade with the Germany: Real Statistics

This section will show that, despite its initially subservient political
relationship, the Spanish government benefited from superior terms of trade in
the German-Spanish trade relationship, notably after 1943. Despite the Civil
War-era debts and control of much Spanish trade, the German government

provided relative discounts on German exports to Spain.
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Table 3.6: Real Spanish Merchandise Trade with Germany, 1939-1944

in 1939 Pesetas (in millions)

IMPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Imported 20 102 417 617 1,309 1,026 3,491
Goods Imported Index

(1939=100) 100 508 2,072 3,064 6,594 5,100

Import Price Deflator

(Index, 1939=100) [Pi] 100 89 110 114 104 101

EXPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Exported 6 87 525 423 370 222 1,633
Goods Exported Index

(1939=100) 100 1,341 8,136 6,551 5,737 3,443

Export Price Deflator

(Index, 1939=100) [Px] 100 106 119 182 370 345

BALANCE OF

MERCHANDISE TRADE 1939 1940 1941 1942 1943 1944 | 1939-44
Net Exports (14) (15) 108 (194) (939) (804) | (1,858)
Terms of Trade [Px/Pi] 100 119 108 160 356 342

Sources: see Appendices 3.1 and 3.2; figures rounded to the nearest whole number.
Notes: see notes to Appendices 3.1 to 3.6; does not include German occupied Europe;
balance of merchandise trade is reported as net exports: a negative figure indicates net
Spanish goods imported and a positive figure indicates net exports. Price deflators are
calculated based on value and tons basis. This causes systematic biases. See notes in the

Appendix to this chapter.

When adjustments are made to bring prices into real terms, some

periodization is evident. 1941, the peak year of German power in Europe, is also

the peak year for Spanish exports to Germany, with 525 million 1939 Pesetas. By

1943 exports were reduced to 370 million 1939 Pesetas or about two-thirds of

1941 levels. Meanwhile, real imports remained relatively similar to nominal

imports, due to price stability. These were price reductions for trade, causing an

initial increase in real trade. These price reductions appear to have been

informally agreed as part of the 1940 German commitments to Spain, in
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exchange for joining the war.***

In 1941 real imports increased to 417 million
Pesetas or 20 times 1939 levels. For the rest of the war, prices remained
relatively stable, with imports of 1.3 billion Pesetas in 1943, equal to 65 times
1939 levels.> If trade is seen in real terms, the Spanish trade advantages over
Germany are even more evident.

Figure 3.3: Spanish-German Trade
Import versus Export Price Indices, 1939-1944 (1939=100)
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Sources: see Appendices 3.1 and 3.2; for index construction see notes to appendices.

Spain benefited from very favourable terms of trade with Germany. As
the differences between the nominal and real statistics suggest, the Spanish
government extracted significant price concessions from Germany for goods sent

to Spain, while charging Germany more for their Spanish exports. As the terms of

354

ADAP D/XI.2/414/606; ADAP D/XI.2/420/617; ADAP D/X|.2/448/653.
335 AMAEC R2066/E4.
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trade statistics in Table 3.6 and the price deflator statistics in Figure 3.3 imply, a
considerable price gap in Spain’s favour developed in 1939. With the exception
of 1940 and 1944, the price gap increased throughout the war. It is especially
evident after the Allies begin pre-emptive purchasing operations in Spain in late
1942 and especially in 1943; the slight fall in 1944 is likely the result of one-time
fall in Wolfram prices due to Allied withdrawal from the Wolfram market (see
Wolfram section).

From the statistics presented herein, the Spaniards unquestionably had
particularly beneficial trade dealings with Germany. While the pre-war German
influence on the Spanish economy is noteworthy, it was ultimately successful
only with respect to increasing volume of trade and not in promoting economic
dominance over Spain. Throughout the war, the Germans had to give Spain more
imports to purchase the same quantity of Spanish exports. The Germans
supplied goods at reduced prices relative to Spanish exports. The Spaniards
contributed much-needed primary goods to the German war effort at
disproportionally high prices, in particular after 1942. Spanish relations with

Germany are not just pragmatic; they are particularly self-beneficial.

Spanish Nominal Trade with the US
The Spanish government benefited from particularly favourable nominal

terms of trade with the US until 1942; afterwards, although it had pricing
advantages, it was exporting more goods than it was importing. Goods exported
from Spain to the US from 1939 to 1940 rose only modestly, increasing to 133
million Pesetas from 74 million Pesetas; exports held virtually steady in nominal
terms at 139 million Pesetas in 1941; meanwhile, imports nearly tripled from
1939 to 1940 and were still more than double 1939 levels in 1941. As described
above, from 1940 until 1942, the US imposed trade sanctions on Spain which
were designed to prevent Spain’s importing requisites from the US, including raw

materials; but, as Table 3.7 shows, through 1942 the main impact of these
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sanctions appears to have been to limit Spanish exports to the US.>*® Thus, in
1942, Spain was for the first time since 1939 exporting more to the US than it
was importing.

After sanctions were lifted in March 1942, Spanish-American trade

357

increased rapidly. In 1943, nominal Spanish exports rose to 701 million

nominal Pesetas, or nearly 2.5 times the previous year. Not all the increases in
exports were part of the joint pre-emptive purchase programme. Exports of the
most prominent item in the programme, wolfram, represented about 288 million

358

of the 426 million Peseta increase in exports during 1943 over 1942;>" the rest

of the increase represents supply purchases for the US government.>*

In 1943 and 1944 the US provided Spain with more goods, but, on a
nominal net basis, Spain was exporting more. The US provided Spain with
imports worth 614 million Pesetas in 1943 or about four times 1939 levels. There
was a decline in nominal trade to 468 million Pesetas in 1944, which can be

360

attributed to Allied sanctions early in 1944." In 1943 Spain exported about 12%

more goods than it imported and in 1944, just over 20%.%%

336 NARA RG84/27/600, annual economic reports from various American consulates, dated

March-April 1940; NARA RG74/53-55/various concerning new Ambassador.

37 NA FO837/756, memos dated 14 and 21 March 1942.

38 NARA RG84/UD3162/34, chart dated 30 March 1944.

% NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report; NA FO837/761.

%0 see previous political discussion; FRUS 1944/IV:Europe/338, telegram dated 16 February
1944,

%1 BoE 0V61/29, various; see Chapter Five.
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Table 3.7: Nominal Spanish Merchandise Trade with the United States,
1939-1944 in Nominal Pesetas (in millions)

IMPORTS 1939 1940 1941 1942 1943 1944 | 1939-44

Goods Imported 147 443 351 182 614 468 2,205

Goods Imported Index 100 301 239 124 418 319

(1939=100)
EXPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Exported 74 133 139 275 701 591 1,913

Goods Exported Index 100 179 188 371 948 800

(1939=100)
BALANCE OF
MERCHANDISE TRADE 1939 1940 1941 1942 1943 1944 | 1939-44
Net Exports (73) (310) (212) 93 87 123 (292)

Sources: see Appendices 3.3 and 3.4; figures are rounded to the nearest whole number.
Notes: see notes to Appendices 3.1 to 3.6; does not include other Allied countries or
Allied occupied Europe as reported in Table 3.2; balance of merchandise trade is
reported as net exports: a negative figure indicates net Spanish goods imported and a
positive figure indicates net exports.

Total Spanish exports to the US from 1939 to 1944 amounted to 1.9
billion nominal Pesetas or 4.69% of Spanish 1939 GDP;*? total trade flows from
the US to Spain over the same period were 2.2 billion nominal Pesetas. This
results in net Spanish net merchandise imports of 292 million Pesetas, equivalent

to 0.68% of Spanish 1939 GDP.**®

362 prados De la Escosura, El Progreso Econémico, p.288.

383 Ibid.
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Table 3.8: Value of Certain Goods in Spain’s Imports
from the United States, 1939-1944 as a Percentage of
Total Nominal Imports from the United States (by nominal value)

Year Minerals Machinery Fuels Chemicals Textiles Food
1939 2.5% 20.1% 50.0% 4.0% 3.8% 11.5%
1940 3.5% 4.7% 54.8% 3.0% 7.5% 23.0%
1941 0.5% 8.3% 44.6% 3.0% 14.3% 23.6%
1942 0% 2.6% 38.1% 4.2% 35.3% 18.4%
1943 0% 1.3% 54.5% 13.3% 25.6% 5.0%
1944 0% 14.4% 57.0% 2.4% 22.0% 4.1%

Source: see Appendix 3.4.

Table 3.9: Value of Certain Goods in Spain’s Exports
to the United States, 1939-1944 as a Percentage of
Total Nominal Exports from the United States (by nominal value)

Animals
Year Minerals Wood Products Metals Chemicals Foodstuffs
1939 0% 3.6% 0.2% 15.6% 0.2% 73.6%
1940 0% 8.2% 0.8% 10.5% 3.6% 65.8%
1941 2.8% 9.7% 2.5% 5.3% 14.4% 57.5%
1942 36.7% 3.4% 7.3% 19.1% 2.9% 23.5%
1943 55.5% 1.8% 8.1% 4.0% 2.1% 24.2%
1944 22.3% 3.7% 2.6% 0.1% 5.4% 63.1%

Source: see Appendix 3.3.

Finally, there was a shift during the war in the types of import from and
export to the US. Nominal imports from the US consisted almost entirely of raw
materials, notably after the start of the pre-emptive programme in 1942. As
Table 3.8 indicates, in 1939, Spanish imports from the US consisted largely of
fuels and food.>®* By 1941 textiles were also amongst the principal imports. After
1942, imports changed to raw materials exclusively, including fuels, chemicals
and textiles; machinery exports declined significantly after 1939 since Spain no
longer imported heavy trucks from the US because they required

disproportionately large amounts of scarce petrol, whereas similar German

3% NARA RG84/79/631, consular reports dated between January and December 1942,
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1.3% The emphasis on raw materials

vehicles used more easily obtainable Diese
and the lack of significant quantities of manufactures in the exported goods
suggests that the American government did not provide Spain with goods and
materials which might aid Spanish militarization, in keeping with Spain’s stated
policy throughout the period.**®

As Table 3.9 also shows, Spanish exports to the US consisted of raw
materials, mainly minerals and foodstuffs. Apart from 1942-43, foodstuffs
totalled more than 50% of exports in every year of the war. No previous author
has made the point that these were such an important part of Spanish exports to
the US.*®’ Foodstuffs included high value goods such as almonds, wine, canned
vegetables, preserved fish and many other goods for both the domestic
American market and military purchasing for troops in Europe and Africa.
Wolfram, which had priority as part of the pre-emptive programme, exceeded
30% of exports in 1942-44.3%® Other exported goods throughout the war included

cork (classified as a wood product), animal skins and chemicals.*®

35 See section on energy for a discussion of sanctions. NARA RG84/UD3162/126/600, consular

reports dated between January and December 1943; NARA RG84/UD3162/102/631, consular
reports dated between January and December 1944,

6 For example, NARA RG84/53-55/various concerning Ambassador; FRUS 1945/V:Europe/667.
%7 For example, in Leitz, Economic Relations, the only reference to food exports is Table 5.1:
Foreign currency obtained from the export of principal Spanish export products, p.172. While this
provides general figures it does not highlight the importance of food in the American, German or
British trade relationships with Spain.

368 NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report.

3% NARA RG84/UD3162/126/600, reports dated between January and December 1944; NARA
RG84/UD3162/102/631, reports dated between January and December 1943; NARA
RG84/77/631, purchasing reports; NARA RG84/79/631, reports dated between January and
December 1942.
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Spanish Trade with the US: Real Statistics

Table 3.10: Real Spanish Merchandise Trade with the United States, 1939-1944

in 1939 Pesetas (in millions)

IMPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Imported 147 747 564 242 775 527 3,002
Goods Imported Index

(1939=100) 100 508 383 164 527 359

Import Price Deflator

(Index, 1939=100) [Pi] 100 >9 62 s 79 89

EXPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Exported 74 150 113 116 178 131 762
Goods Exported Index

(1939=100) 100 203 152 156 240 177

Export Price Deflator

(Index, 1939=100) [Px] 100 88 124 237 395 452

BALANCE OF

MERCHANDISE TRADE 1939 1940 1941 1942 1943 1944 | 1939-44
Net Exports (73) (597) (451) (126) (597) (396) | (2,240)
Terms of Trade [Px/Pi] 100 149 200 316 500 507

Sources: see Appendices 3.3 and 3.4; figures rounded to the nearest whole number.
Notes: see notes to Appendices 3.1 to 3.6; does not include other Allied countries or

Allied occupied Europe as reported in Table 3.2; balance of merchandise trade is
reported as net exports: a negative figure indicates net Spanish goods imported and a
positive figure indicates net exports. Price deflators are calculated based on value and

tons basis. This causes systematic biases. See notes in the Appendix to this chapter.

Expressing Spanish trade in real statistics only accentuates Spain’s

favourable trading position throughout the war. As Table 3.10 demonstrates,

nominal Spanish imports from the US were affected by price decreases. In a

highly unusual situation for wartime, prices for goods from the US were lower

than their 1939 levels for the entire war. This caused their real value in 1939

Pesetas to increase. These unusual changes have been verified in both the
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Spanish documents and from available American Embassy statistics.>’® Prices for

Spanish exports also declined briefly in 1940, although not nearly to the extent of

the import prices for that same year. The prices of Spanish exports were

consistently above their 1939 levels after 1940. The precise reasons for this fall in

prices are unclear and there are clearly political motives as suggested in the

previous section. Overall real exports show no discernible pattern. From 1939 to

1940, real imports from the US increased nearly five-fold. By 1942, real imports

declined to 242 million 1939 Pesetas, 1.6 times 1939 levels. They increased again

to over five times 1939 levels by 1943, and declined again to about 3.6 times

1939 levels in 1944.

Figure 3.4: Spanish-American Trade
Import versus Export Price Indices, 1938-1944 (1939=100)
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Sources: see Appendices 3.3 and 3.4; for index construction see notes to appendices.

370

BdE EIE; ECEAE; NARA RG84/27/600, annual economic reports from various American

Consulates, dated March-April 1940; NARA RG84/52/631, various economic and trade

memoranda.
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By contrast, Spanish real exports to the US rose throughout the war. Only
in 1940 were the prices of Spanish goods lower than in 1939. From 1940 to 1944,
the increasing price of Spanish goods reduces their real value. Exports peak in
1940 at roughly double 1939 levels, after which time they decline slightly, only to
increase again in 1943 to 178 million 1939 Pesetas, 2.4 times 1939 levels. By
1944, real trade falls again, to 1.8 times 1939 levels. As a result, in every single
wartime trade year, Spain benefits from net real imports from the US.

Spain increasingly benefits from the terms of trade during the war. As
seen in the statistics in Table 3.10 and in graphical form in Figure 3.4 the terms of
trade are increasingly against the US. At its peak in 1944, the export price
deflator is five times the import deflator (1939=100). Spain clearly acted quite
rationally, exploiting the demand for its natural resources to enforce price
increases in the Spanish-American trade relationship, especially after 1942.
Despite attempts to do so as discussed previously, the US failed to impose price
increases on exports to Spain. Consequently, a considerable term of trade gap

favours Spain during the entire period.

Spanish Nominal Trade with the UK
This section shows that nominal Anglo-Spanish trade was conducted on a

considerably more equal footing than Spanish trade with Germany or the US. As
previously suggested, the political relationship between the UK and Spain was
more stable than between the US or Germany and Spain. As this section outlines,
trade and prices in Britain’s relationship were also more stable: overall price
increases in goods imported from the UK were met with similar price increases in
exports.

As Table 3.11 reveals, nominal imports did not change significantly during
the first two years of the war. Spanish imports from the UK increased in nominal

terms from 227 million Pesetas in 1939 to 308 million Pesetas in 1942 (a 36%
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increase). Spanish imports for the remainder of the war remained stable and

within a nominal 20% band, despite the various diplomatic events between the

two countries. Imports increased modestly in 1943 to a nominal value of 362

million Pesetas from a value of 308 million in 1942; they returned to 312 million

Pesetas in 1944.

Table 3.11: Nominal Spanish Merchandise Trade with the United Kingdom,
1939-1944 in Nominal Pesetas (in millions)

IMPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Imported 227 279 269 308 362 312 1,757
Goods Imported Index

(1939=100) 100 123 119 136 160 137

EXPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Exported 192 257 211 436 432 483 2,011
Goods Exported Index

(1939=100) 100 134 110 227 225 251

BALANCE OF

MERCHANDISE TRADE 1939 1940 1941 1942 1943 1944 | 1939-44
Net Exports (35) (22) (58) 128 70 171 254

Sources: see Appendices 3.5 and 3.6.

Notes: see notes to Appendices 3.1 to 3.6; does not include other Allied countries or
Allied occupied Europe as reported in Table 3.2; balance of merchandise trade is
reported as net exports: a negative figure indicates net Spanish goods imported and a

positive figure indicates net exports.

It was not until the pre-emptive purchasing programme began in 1942

that exports from Spain to the UK increased significantly. Previously, Spanish

exports to the UK had risen slightly in nominal terms, from 192 million in 1939 to

211 million Pesetas in 1941. Spain benefited from a small import surplus of 10%-

28% of exports during this period. After the pre-emptive goods purchases began,

exports from Spain more than doubled, from 211 million Pesetas in 1941 to 483
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million in 1944. Hence, from 1942 onwards, Spain was exporting more than it
was importing.

Total Spanish exports to the UK from 1939 to 1944 amounted to 2.0 billion
Pesetas, 4.95% of Spanish 1939 GDP;*"* total trade flows from the UK to Spain
over the same period were 1.8 billion Pesetas. This results in net Spanish exports
of 254 million Pesetas, 0.64% of Spanish 1939 GDP.3’? The UK was the only one
of the three major belligerents reviewed in this chapter to import more from
Spain than it exported, suggesting, at least in nominal terms, that it maintained
relatively beneficial terms of trade vis-a-vis the Spanish government. This is
possibly a function of the importance of the UK in the Spanish political situation

as examined earlier.

Table 3.12: Value of Certain Goods in Spain’s Imports
from the UK, 1939-1944 as a Percentage of
Total Nominal Imports from the UK (by nominal value)

Year Minerals Machinery Fuels Chemicals Textiles Food
1939 4.6% 4.9% 14.7% 24.7% 12.2% 15.5%
1940 0.7% 8.5% 11.2% 16.6% 19.4% 29.2%
1941 0.7% 12.8% 25.0% 13.0% 10.7% 23.4%
1942 0.2% 13.7% 18.1% 19.2% 14.7% 22.5%
1943 0.1% 9.8% 14.7% 18.3% 8.3% 41.6%
1944 0.2% 18.9% 7.1% 14.1% 22.9% 30.6%

Source: see Appendix 3.6.

371 prados De la Escosura, El Progreso Econémico, p.288.

72 1bid.
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Table 3.13: Value of Certain Goods in Spain’s Exports
to the UK, 1939-1944, as a Percentage of
Total Nominal Exports to the UK (by nominal value)

Animals
Year Minerals Wood (Skins) Metals Chemicals Foodstuffs
1939 0.0% 3.7% 0.0% 23.6% 0.9% 55.8%
1940 0.0% 5.2% 0.1% 14.6% 2.6% 71.8%
1941 5.5% 7.3% 0.0% 27.0% 10.3% 44.7%
1942  18.4% 3.2% 27.3% 18.1% 2.8% 20.1%
1943 58.5% 1.3% 2.8% 13.5% 5.6% 14.6%
1944 47.1% 1.4% 0.0% 9.4% 12.2% 28.2%

Source: see Appendix 3.5.

As Table 3.12 suggests, Britain provided coal, chemicals and food to
Spain, including all its imported potatoes, copper sulphate and coal, from 1942-
44. These items were given priority by Spain, to Britain’s advantage in pricing the
exports.

Spanish exports to the UK during the war follow the pattern established
in both the American and German cases. As Table 3.13 shows, primary Spanish
exports during the war were minerals, animal skins, metals, chemicals and
foodstuffs. Because of increased supply purchasing (iron and copper ore) and the
pre-emptive campaign for wolfram, minerals were unquestionably the main
export to Britain in 1943-44. Minerals, which included iron ore, copper and
wolfram, rose in importance from no trade in 1939 to 59% of nominal exports in
19433 As the pre-emptive campaign changed the trade priorities, the
percentage of foodstuffs exported went down, from a peak of 71.8% in 1940 to

14.6% in 1943; although they returned to 28.2% in the final year.

Spanish Trade with the UK: Real Statistics
After increasing to 1.8 times 1939 levels by 1942, Spanish imports in real
terms declined from 157 in 1942 to 104 in 1944 (index values). These statistics

were affected by changing prices, with a period of price deflation from 1940 to

373 ASTUK, 1945, pp.205-208.
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1942. At the low point in 1941, prices for Spanish imports from the UK had fallen

as low as 65% of their 1939 levels. Although unusual, these price changes are

confirmed by both the Spanish and ASTUK statistics.>’*

Table 3.14: Real Spanish Merchandise Trade with the United Kingdom,
1939-1944 in Real 1939 Pesetas (in millions)

IMPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Imported 227 303 413 357 351 236 1,887
Goods Imported Index

(1939=100) 100 134 182 157 155 104

Import Price Deflator

(Index, 1939=100) [Pi] 100 92 65 86 103 132

EXPORTS 1939 1940 1941 1942 1943 1944 | 1939-44
Goods Exported 192 263 229 356 200 335 1,575
Goods Exported Index

(1939=100) 100 137 119 186 104 174

Export Price Deflator

(Index, 1939=100) [Px] 100 98 92 122 216 144

BALANCE OF

MERCHANDISE TRADE 1939 1940 1941 1942 1943 1944 | 1939-44
Net Exports (35) (40) (184) (1) (151) 99 (312)
Terms of Trade [Px/Pi] 100 107 142 142 210 110

Sources: see Appendices 3.5 and 3.6.

Notes: see notes to Appendices 3.1 to 3.6; does not include other Allied countries or
Allied occupied Europe as reported in Table 3.2; balance of merchandise trade is
reported as net exports: a negative figure indicates net Spanish goods imported and a
positive figure indicates net exports. Price deflators are calculated based on value and
tons basis. This causes systematic biases. See notes in the Appendix to this chapter.

Due to slight price declines, the real export values were about 10% higher

than their nominal values in 1941. In real terms, export volumes reached a 1942

37% BdeE EIE; ECEJE; ASTUK, 1939-1945,
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peak of almost 1.9 times 1939 levels. This reflected the price increases in various
goods from March 1942, when the Spanish metals market opened to

3% In price terms, 1943 marked the peak of export price rises;

competition.
meanwhile, exports were already falling from their 1943 levels. It is important to
note, in real terms, that Spain benefited from an import surplus in every year
except 1944,

As Figure 3.5 illustrates, the Spanish government exacted price advantages
from Britain in 1941/1942; but on a relative basis these were smaller than for
other belligerents. From 1942 to 1944, the effects of the pre-emptive purchasing
programme gave Spain import price advantages. However, in 1944, the price gap

narrowed, with a decline in export prices and a notable increase in import prices;

figures almost returned to their 1939 levels.

37 NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report; BdeE EIE.
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Figure 3.5: Spain-United Kingdom Trade
Import versus Export Price Indices, 1938-1944 (1939=100)
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Sources: see Appendices 3.5 and 3.6; for index construction see notes to appendices.

The Spanish government exercised considerably more control over its
trade with the belligerents than the haphazard nature of post-Civil War trade
relations seems to suggest. The withholding of export permits until such time as
the requisite imports were available allowed it more easily to react to changing
conditions and requirements. It had complete control over its actual trade and
could deal with all belligerent demands when it chose. The Spanish government
allowed the importation or exportation of more goods than agreed; or withheld
exports of particular goods while insisting on additional commensurate imports.
The possession of several minerals important for the war, together with much-
needed food exports allowed Spain an advantage in requesting commensurate

imports, typically on favourable prices.
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The Pre-Emptive Purchasing Programme: Wolfram>®”’
As seen in the previous section’s trade statistics, the Spanish position

over the two belligerent groups reached its pinnacle during the Allies’ supply and
pre-emptive purchasing campaign from 1942 to 1944. This finding raises the
question of effectiveness: did the Allied campaign actually attain its original goal
of limiting the exportation of goods to Germany? Because of the complexity of
the programme, this section focuses on the pre-emptive good largest in volume,
wolfram. It shows an Allied programme successful in limiting German trade, but
also rivalry over Wolfram at the expense of both Allied and German influence. By
introducing overall trade statistics and real prices, it builds on the work of
Christian Leitz, who states, “The Spanish government used wolfram not only to
boost its revenues, but also to force the Allies as well as Germany to grant

certain concessions.”>’®

Did the Allies Obtain their Objectives?
The US and UK successfully limited the Spanish-German wolfram trade;

but in financial terms, not quantitatively. The rivalry among countries interested
in wolfram allowed Spain to exploit available extra production capacity. It forced
Germany to pay more for acquisitions and to pay in civilian and military goods,

which its war effort needed.

377 All references to wolfram ore (price, quantity etc) in this section have been adjusted to the

standard 65.6% wolfram (WO3) content ore to account for variations in the ore sold to the
belligerents. As a result, some gross wolfram tonnage figures do not directly match their original
sources. However, this is a more accurate way of measuring the actual amount of wolfram
provided to the belligerents.

%78 Christian Leitz, “Nazi Germany’s Struggle for Spanish Wolfram during WWII,” European
Historical Quarterly, 25:71 (1995), p.80.
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Table 3.15: Spanish Wolfram Production and
Purchases in Spain by and Exports to Germany and the Allies,
1939-1944 (in metric tons)

Spanish German Exports to Allied Exports
Year Production | Purchases Germany | Purchases to Allies
1939 228 n/a 74
1940 296 | n/a 394
1941 504 800 318 72 20
1942 1,476 805 794 701 438
1943 3,619 1,309 834 2,795 943
1944 n/a n/a 835 1,088 336

Sources: Letiz, Economié Relations, p.176; NA F0837/721; NA FO837/758; NA
FO837/786, NA FO371/39654; NARA RG84/UD3162/34, chart dated 30 March
1944.

Notes: It is unclear why purchases by Germany and Allies exceed Spanish

production; there were stockpiles of the metal in Spain, but figures for this are
unclear.

Before proceeding, some background should be provided on wolfram
purchasing in Spain between 22 March 1942, when the Consejo Ordenador took
control of wolfram allocation, and August 1944, when the Spanish ban on
wolfram exports came into force.’”® As Table 3.15 and the chart in Figure 3.6
show, exports of Spanish wolfram to Germany and the Allies increased
substantially over this period. It should be remembered that the German and
Allied purchases combined sometimes exceed production. However, as Table
3.15 shows, Spanish wolfram production increased at roughly the same rate as
German and Allied purchases, from the 1939 figure of 228 metric tons to 3,619
metric tons in 1944. Part of the Allied pre-emption plan had been to buy all the

wolfram available, forcing a supply crunch.**

But, although Spain could
apparently produce unlimited wolfram, the Allies could prevent Germany from
accessing some through pre-emptive purchasing (see Table 3.15 ) Rather, the

Spanish government allocated sufficient wolfram supplies to placate both Allied

379

NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report.
380 .
Ibid.
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and German desires. By increasing the volume and prices of sales, as well as
taxing wolfram production, the Spanish government maximized its own position.

If the single goal of the pre-emptive programme was to limit Germany’s
wolfram purchases, it may be called successful. The supply programme did not
stop the Spanish-German wolfram trade; in fact, as Table 3.15 indicates, Spanish
wolfram exports to Germany increased. However, the Allies did prevent the sale
to Germany of considerable additional stocks of wolfram through the pre-
emptive programme. The Allied competition and control of access to other
wolfram sources in East Asia meant that German wolfram stocks actually

381

declined in 1942-1943. Consumption had to be cut to replacement levels.”™" By

the end of 1943, Germany had only 10.6 months of wolfram in stock and was

forced to reduce the amount of wolfram in shells.®?

The inability to further
expand exports to Germany clearly aided the Allied war effort and to this extent

the pre-emptive programme was a success.

Spain’s Benefit from the Allied Purchase Programme
The Spanish government obtained considerable trade advantages over

wolfram as a result of the belligerent competition; this allowed it to improve the
general terms of trade in its favour and tax exports. From March 1942 onwards,
Franco controlled the allocation of production through the Consejo Ordenador

and the provision of export permits for transferring wolfram from Spain.383

381 |\WM-D FD3039/49/111/98, “Statistische Schnellberichte zur Kriegsproduktion: Jahresheft 1939-
1945,” [Quick Statistical Reports on War Production: Annual Issue, 1939-1945] p.23; IWM-D,
FD4733/45, marked “Wolfram,” p.30.

382 |\WM-D FD2690/45 (11), translated Speer document (Flensburg) dated 12 November 1943,
p.2.

*% Ibid.
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Figure 3.6: Allied Wolfram Purchases from Spain in Metric Tons of WO;
and Cost per Metric Ton in Pesetas (including taxes)
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Source: NARA RG84/UD3162/34, chart dated 30 March 1944.

Spain did not benefit by consistently increasing prices. Christian Leitz
argues that prices increased dramatically during the war to account for the
increased competition in purchasing; he cites prices of between 125,000 and
275,000 Pesetas per ton during the period, with an emphasis on increases over

time. 3

However, new statistics show there was only limited price-time
dependency. As the line graph in Figure 3.6 indicates, wolfram prices ranged
from 125,000 to 400,000 Pesetas per metric ton, including taxes; prices clearly

did not increase according to the volume procured or necessarily show a time-

384 Leitz, Economic Relations, p.176.
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dependent pattern. Rather, they were based on the artificial conditions created

by the Spanish trading system.

Table 3.16: Wolfram Trade by Belligerent Group

Net Taxes Total Cost Same
Allied and Excluding Volume at
Purchases Total Cost Charges (in Taxes (in January 1942
Year (m.tons) (in Pesetas) Pesetas) Pesetas) Prices (Ptas.)
1942 701 151,655,934 36,373,030 115,282,904 31,119,344
1943 2,795 715,174,430 260,758,529 454,415,901 260,305,649
1944 1,088 243,523,792 89,414,315 154,109,477 103,951,769
Allied
Total 1,110,354,155 386,545,874 723,808,281 395,376,763
Net Taxes Total Cost Same
Axis and Excluding Volume at
Purchases  Total Cost Charges (in Taxes (in January 1942
Year (m.tons) (in Pesetas) Pesetas) Pesetas) Prices (Ptas.)
1942 805 174,254,963 41,793,162 132,461,801 35,756,597
1943 1,309 334,966,126 122,131,428 212,834,698 121,919,313
1944 740 165,631,991 60,814,884 104,817,107 44,359,510
Axis Total 674,853,079 224,739,473 450,113,606 202,035,420
All Belligerents 1,785,207,235 611,285,348 1,173,921,887 597,412,183

Sources: Leitz, Economic Relations, p.176; NARA RG84/UD3162/34, chart dated 30
March 1944; NA 837/721; NA FO837/758; NA FO837/786, NA FO371/39654; AMAEC
R2073/E4; AMAEC R2073/E5; BA-MA RW19/440; BA-MA Wi/IB2.3; BA-K R7/734-736.

Notes: Axis and Allied purchases includes only purchases in Spain; it excludes quantities
smuggled from Portugal.

The main beneficiary of the pre-emptive programme was the Spanish

government. Indeed, Spain pressed its direct advantage with respect to wolfram

through increased volume and taxation. As noted above, in June 1942 the

Spanish government initiated a wolfram export tax of 50 Pesetas per kilo,

equivalent to approximately 27% of the minimum purchase price of 180 Pesetas

per kilo.*® In January 1943, the Spanish government further increased the taxes

385
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on wolfram, replacing the export tax with a production tax payable by the buyer.
This change ensured revenue for the Spanish government from the quantities of
wolfram stockpiled, regardless of whether the wolfram was eventually exported.
The new tax was scaled to mineral content; for a typical production value of 65%
wolfram per kilo, the tax was 100 Pesetas, or exactly double the old rate. In April
1943 price levels, a tax of 100,000 Pesetas per metric ton was added to the
purchase price of 243,747 Pesetas.**®

As Table 3.16 indicates, net taxes collected on wolfram amounted to
611.3 million Pesetas or 15.2% of Spain’s 1939 GDP and 1.8 billion Pesetas on
total wolfram sales, 44.2% of its 1939 GDP.*®’ Therefore, on an annual basis
from 1942 to 1944, approximately 5% of annual Spanish GDP was collected in
wolfram taxes and slightly less than 15% of annual GDP comprised wolfram sales.
If wolfram prices are returned to the level before the pre-emptive programme
began in January 1942, the total benefit to Spain exceeds 1.2 billion Pesetas or
29.4% of Spanish 1939 GDP. On this reckoning, the benefit from the Allied pre-
emptive purchasing operations could be as high as 10% of Spanish GDP per
year.® As these GDP figures suggest, the main beneficiary of this market was
Spain and its economic success was a defeat for the Allies. The Anglo-American
alliance lacked adequate methods to counter the Spanish position, as
demonstrated by the more favourable terms of trade for Spain than for other
neutrals.

In consequence, the Allied supply and pre-emptive purchasing campaign
can be classed as a success in limiting goods to Germany. However, the Allied
activities handed the Spanish government an advantage over both the Allied and
Axis countries. It failed to cut Spain’s links with Germany, but forced Germany to
ration other exports and pay for wolfram in much-needed civilian and military

goods. Of course, this came at a high cost to the Allies, who paid in gold,

3% NARA RG234/16/19, HPOWWII; NA T263/4, UKCC purchasing report.

Prados De la Escosura, El Progreso Econdmico, p.288.
38 Ibid.
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petroleum and other resources and also in disadvantageous terms of trade with

Spain.

The Spanish Energy Supply Situation
Spain had to import energy products during the war to maintain its

economy. This final section provides an overview of Spanish energy
requirements. Although Spain, dependent on fuel imports, could not have
survived as an isolationist neutral during the war, this section demonstrates the
ineffectiveness of Allied sanctions in changing the terms of trade. In barter
based, compensation clearing systems, the final terms of trade help to
retrospectively determine the relationship between the belligerents and the

neutral.

Fuel Supply Situation in Spain
Spain was, then, a net energy importer during the war. As Figure 3.7

illustrates, Spain in 1942 imported 42% of its energy products. The principal
source for these imports was the US, which provided approximately 32% of total
consumption. These imports were divided between gasoline, kerosene, gas oil
and lubricants in proportions which can be estimated on the basis of the 1941
figures to be 9.6% gasoline, 0.5% kerosene, 7.1% gas oil, 12.4% fuel oil and 0.5%
lubricants, all as percentages of total energy consumption.*® Coke from the UK

and US totalled 3% of net consumption.*®

In other imports, fuel wood from
Sweden made up 2% of overall consumption;*** while mineral coal from the UK

provided 7% of total energy.>*> Germany is believed to have provided a negligible

3% NARA RG84/57/711.1, correspondence dated between 8 January and 16 July 1941.

3% NARA RG107/921/folder marked “Statistical Reports (Capt. Newmark),” report dated 25
February 1944,

91 SASTA.

NARA RG107/921/folder marked “Statistical Reports (Capt. Newmark),” report dated 25
February 1944,
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guantity of aviation fuel and petrol, mostly for use in Lufthansa aircraft and for
allocation by the German Embassy for German companies.**

Hydro-electricity was the sole source of domestic energy production.
Approximately 3.88 billion kilowatt-hours (Kwh) were produced in 1941, the last
wartime year for which statistics are available. 1941 production is assumed to be
similar in 1942, for no new plants were inaugurated. When converted into
equivalent mineral coal terms, this equals 58% of all energy consumption in
Spain in 1942. Hydro-electricity was generated in every district, except Huelva.>**
There are few comparable pre-war statistics for either electricity or energy
imports, due to the problems created by the Spanish Civil War; the post-war
statistics are clouded by autarkic periods, embargoes and generally poor
relations with one or more of the Allies.

The Allies held clear advantages in imposing sanctions on Spain. Only the
US supplied petroleum and together with the UK it controlled Spanish shipping
and access to other international energy resources; Spain produced no crude oil
and continental Spain had no refinery capacity.’® When Germany failed to
provide requested fuels in 1940/1941, the Spanish government could not viably
replace US imports.**® Logically, the US should have been able to exert its will on
the Spanish government and benefit from particularly good terms of trade;
however, as demonstrated previously, this was not the case. The remainder of
this section examines why the Allies failed to obtain advantageous terms of trade

and turn Spanish policy to their benefit, given this petroleum monopoly.

*% BdeE EIE.

3% AEE, pp.643-645.

NARA RG84/57/711.1, correspondence dated between 8 January and 16 July 1941.
3% Ccaruana and Rockoff, “An Elephant in the Garden...”
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Figure 3.7: Production and Origins of Energy in Spain in 1942
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Notes: Comparison prepared using tons of coal energy equivalence. It is not
possible to provide pre- and post-war comparisons, due to the changes in
consumption caused by the Spanish Civil War and the effects of fuel autarky
policies in the intermediate post-war period.
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The Allied Oil Embargoes: Curious Lack of Success
The US and UK attempted three times to use their near-monopoly control

of Spanish fuel resources to influence Spanish policy by imposing fuel sanctions
in various degrees. The sanctions by harnessing Spanish dependence on the
Allies for fuels, were meant to change Spanish behaviour. Caurana and Rockoff
believe that the first two set of sanctions were successful though the third was

7 Armed with the new price statistics, it is clear from an

only partially so.*
economic perspective that these sanctions failed. In its analysis this chapter will
focus on three periods of sanctions: a total embargo on oil for Spain in August to
November 1940; a second period of reduced supplies in 1941 to 1942; and a
third total embargo between February and May 1944,

The first embargo began formally on 1 August 1940 when Britain and
America withheld fuel exports to Spain. Both were concerned that Hitler would
try to solve his fuel supply problems by purchasing US-supplied fuel from Spain.
They emphasized the need to prevent the rumoured refuelling of German U-
Boats in Spanish waters. They were also very concerned about the increasingly
close political relationship between Spain and Germany.

In response to the embargo, Franco applied to Germany for assistance,
asking inter alia for 400,000 tons of gasoline, 200,000 tons of fuel oil and
200,000 tons of coal.>*® The Spanish request represented about a year’s supply at

% In some cases the Spanish figures represented

1940 consumption rates.’?
months of German domestic and occupied production.*® Germany, already

short of fuel, was unable to provide Spain with oil. The Spanish government tried

97 caruana and Rockoff, “An Elephant in the Garden...;” Leitz, Economic Relations; Medlicott,

Economic Blockade, vol.l.

398 paul Preston, Franco (London, 1993), p.372.

3% caruana and Rockoff, “An Elephant in the Garden...,” p.169.

0\ G. Jensen, “The Importance of Energy in the First and Second World Wars,” The Historical
Journal, 1968:ll, p.551.
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other sources, including Romania and South America; but trade with these
countries was subject to Allied naval consent, which was withheld.*®*

On this occasion, Spain ultimately had no choice but to agree to negotiate
with the US over fuel. A lack of policy coordination between the American War
Department, which was concerned with planning for the American entry into the
war, the Commerce Department, which was handling trade at the time, and the
State Department prevented the US from exploiting its advantages over Spain.*?
Spain’s petroleum stocks were low and its needs urgent; Spain often had only
one or two months of a particular fuel left. An agreement was signed on 7
September 1940, which allowed America‘s State Department experts to verify
and monitor the levels of Spanish oil consumption.*® Given the on-going
diplomatic disputes on other issues, it is unclear why the Allies did not pressure
Spain further to secure more than monitoring. As previously demonstrated in the
trade section, the US suffered from poor terms of trade with Spain in 1940 and
1941; the American Ambassador in Madrid was unaccredited and subject to

%% This would suggest that, while the first period of sanctions

harassment.
succeeded on paper, it was actually fruitless. The US had unreasonably modest
goals, considering what the Allies were facing at the time. As if to accentuate the
failure of the first set of sanctions to correct the underlying problems, the second
period of sanctions followed in less than a year.

The US imposed a second period of sanctions, known as the “squeeze,”
starting in the summer of 1941 and lasting until April 1942. The reasons for
starting the squeeze were political and the solution economic. America wanted

to distance the Spanish government from its increasingly close relationship with

Germany. Two incidents in July 1941 caused America particular concern and led

*1 caruana and Rockoff, “An Elephant in the Garden...,” p.170.

NARA RG84/53-55/various concerning Ambassador and relations with Spain.
NARA RG84/30/711.2, correspondence dated from 7 September to 30 September 1940; NARA
RG84/57/711.2, correspondence dated between December 1940 and 22 May 1941; NARA
RG84/57/711.1, correspondence dated between 8 January and 16 July 1941.
404 . . . . . .

See previous discussion of Spanish-American trade relations.
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to the start of the sanctions: Franco announced that Spain was sending the Blue
Division to fight on the Eastern front and specifically demonized America for its

% Many less substantive factors have also been

economic encirclement of Spain.
cited as additional reasons for the squeeze, including the pro-Axis Spanish press,
U-Boat refuelling in Spanish waters and further concern that Spain might aid
Germany.406

Officially, the US demanded renewed access for verification to Spanish
statistics on fuel use and storage facilities, masking an attempt to ensure that
Spain met its commitment not to re-export fuels. Without completely limiting
fuel, the squeeze reduced the amount of fuel provided to Spain 