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Abstract
This thesis is an examination of the British conduct of economic
warfare during World War II. The research is based on archives at the Public
Record Office, the Bank of England, the British Library of Political and
Economic Science, the Churchill Archive Centre at Cambridge University,
and the United States National Archives and Record Administration II.
The Ministry of Economic Warfare was created to wage economic
warfare against the Axis Powers, in the belief that it could disrupt the German
economy, and thereby aid the Allied war effort. This was expected to be
accomplished either indirectly, through lowering German civilian morale, or
directly, by interfering with German industrial production and food supply.
Economic warfare was expected to reduce the magnitude of the challenge that
the British military would face in fighting the German army. This thesis
details the operations of the MEW and the limitations on its strategy.
The MEW's activities were shaped by a range of factors, the most
important of which was the war itself. But the Ministry was also affected by
domestic politics and the problem of cooperation with the permanent
bureaucracy. Some of the interdepartmental relationships, especially with the
Foreign Office, were strained, with the result that blockade measures were
not fully enforced. The cooperation of adjacent neutrals was necessary for the
success of economic warfare, as was the assistance of neutrals which had the
ability to assist the British effort. The most important country in this regard
was the United States of America, whose assistance and demands served to
shape British strategy.
The MEW did not achieve the goals which British strategists had
anticipated in 1936, but the primary cause of this was the German military
successes. The thesis demonstrates that there were some successes, but the
British government was unable to hinder the German economy seriously until
Allied military successes contributed to its widespread disruption. The one
achievement of the MEW was in the field of trade. The MEW was able,
through the United Kingdom Commercial Corporation, to build up British
trade relationships for the post- war period by developing new markets.
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Introduction

This thesis is an operational study of the Ministry of Economic Warfare
from 1939 to 1945. It examines the theoretical underpinnings of economic
warfare, the resulting expectations and arrangements, and how economic
warfare was prosecuted in the reality of wartime. Special attention will be
paid to Britain's conduct of economic warfare and the Ministry's activities.
The military prosecution of the war, the international situation and internal
and external forces all served to affect, often detrimentally, the Ministry's
plans. There were wartime influences on economic warfare, both internally,
from British civil servants, businesses and civilians, and externally, from other
countries. It is only with an awareness of what the MEW was working against
that its successes and failures can be understood. Both economic warfare and
the ministry which led it, the Ministry of Economic Warfare, require a critical
re-evaluation in light of its overall objective, the means at its disposal for
achieving that goal, and the enemy it was fighting.
Economic warfare, as the subject of this thesis, is different from a
traditional blockade, which interfered with imports of war materiel into
enemy ports. The definition of economic warfare, was expanded by the
British government to include exports and imports of all goods from enemy
territory. Control of the seas was only a partial means to this end. Most of the
weapons of economic warfare were diplomatic, relying on strong trade and
Introduction
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diplomatic relationships to force neutrals and allies to refrain from trade with
the enemy. Economic warfare also anticipated physical destruction of
production and distribution means through both sabotage and bombing. All
these weapons were aimed at the enemy's economy as a whole. It was a
strategy which was supposed to dislocate the economy to the extent that
either the enemy would be unable to proceed with the war, or it would cause
hardships at home, in turn encouraging a popular revolt, overthrowing the
government, and enabling peace. The Ministry of Economic Warfare was
charged with the responsibility for applying this strategy.
The secondary literature leaves room for a focused review of Britain's
pursuit of economic warfare in World War H. The existing literature, while
helpful, is inadequate for several reasons. The first reason is that most works
discuss a small part of the economic warfare effort, leaving British economic
strategy as a whole unexplained. Some of the relevant literature is written
from the American viewpoint, which reflects a much more optimistic look at
economic warfare and its fruits. This is explained by the different aims of the
American economic warfare effort, as well as the greater financial power
which supported their strategy. Most of the writings also refer to "the
economic blockade" rather than to economic warfare, reflecting a lack of
understanding of the British strategy.
There is one work which discusses the "Economic Blockade" during the
war years from the British government's view; Professor Medlicott published
his official history in two volumes, in 1952 and 19591. He was a member of the
Ministry during the war, and in his writings he uses only information
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available to the British government by 1945. Working closely with the British
Government, he began writing in 1941, and circulated chapters to relevant
departments in 1944.2 Thus his writing on the MEW, while very informative
due to his access to the Ministry and to some of the most relevant documents,
does not have the benefit of temporal distance, full knowledge of German
conditions or an objective examination of the war years.
Economic warfare was a popular strategy early in the war, and there
has been a good deal of attention on this period, during which the Ministry
was trying to cut Germany off from her sources of supply. Imlay's recent
article3 examines the British outlook on economic warfare, and argues that
the British Government's opinion on the blockade fluctuated widely during
this period, first being unduly pessimistic, and then becoming excessively
optimistic. He claims that the government was uncomfortable with the
uncertainty, and that panic made it overlook practical obstacles to the
strategy.
In the first year, the Ministry focused on several key materials which
were needed by the Germans, primarily iron ore and oil. Salmon 4 discusses
the British hopes that the blockade would cause a crucial shortage of Swedish
iron ore which would have an early and profound impact on the German war
effort. His insightful examination of the importance of Swedish iron ore and
the options considered by the British government is quite comprehensive, but
W. N. Medlicott. The Economic Blockade. vols. 1 and 2 (London: Her Majesty's Stationery
Office and Longmans, Green and Co., 1952, 1959).
2
Public Record Office, Kew, London (hereafter PRO). FO/ 115/4069, MEW History.
Talbot Imlay, "Allied Economic Intelligence and Strategy During the 'Phoney War."
Intelligence and National Security. 13, No. 4 (1998), 107-132.
Patrick Salmon "British Plans for Economic Warfare against Germany 1937-1939: The
Problem of Swedish Iron Ore" The Second World War; Essays in Military and Political
History. Ed. Walter Laqueur (London and Beverly Hills: SAGE Publications, 1982)
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ends in late 1939. Bond5 discusses some of the other difficulties which the
British government faced in interfering with Swedish iron ore export, looking
at plans to reduce Swedish production. In the pre-war years, the situation
could have been turned to be more favourable to the British, but was not
because of mistakes made by the British authorities. Overall, the strategy of
targeting a single commodity was not successful.

The Ministry's efforts continued, even after the military successes in
May and June 1940 made it clear that Germany was not in a position of
weakness. Intelligence gathering, an important responsibility of the Ministry
throughout the war, was the primary task during this time. Intelligence was
necessary for an effective blockade, as well as other British strategies. Several
historians have written about the gathering of intelligence. Hinsley's official
history on intelligence in World War 116 covers the MEW to some degree, as
the Ministry was an integral part of the British Government's intelligence
organisation. He points out that the MEW's estimates of production often did
not agree with other intelligence estimates, a problem which dogged the
Ministry throughout the war. Dilks discusses the MEW in relation to the
Industrial Intelligence Centre (IIC), and provides a valuable discussion of
British intelligence gathering and the difficulties which the intelligence
organisations faced in working together.7 But both discussions of the MEW
Brian Bond, "British War Planning for Operations in the Baltic before the First and Second
World Wars" In Quest of Trade and Security: The Baltic in Power Politics, 1500-1990,
Volume II: 1890-1990. 107— 138.
6
F. H. Hinsley. British Intelligence in the Second World War. vol. 1 (London: Her Majesty's
Stationery Office, 1979).
David Dilks, "Appeasement and 'Intelligence' s' in Retreat from Power; Studies in Britain's
Foreign Policy of the Twentieth Century Volume 1, 1906 - 1939. (London: The MacMillan
Press Ltd., 1981).
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touch only on its use and gathering of intelligence, and not on the broader
Ministry or economic warfare itself. Pimlott's biography on Hugh Dalton,8
sheds lights on the Ministry during this period, as Dalton worked as Minister
of Economic Warfare from April 1940 until February 1942. But Pimlott does
not focus on the Ministry itself, or on economic warfare.
With the new political situation and the diminished diplomatic and
financial strength of Great Britain, the British government as a whole faced
difficulties in relationships with neutrals. This was a particular obstacle for
the MEW, which was largely dependent on diplomatic pressure for
implementing its weapons. It was a problem not only in direct relations with
neutral governments, but also in encouraging people and companies to obey
economic warfare restrictions. Relations with neutrals were a focus for the
Ministry's efforts, though difficulties with them continued to hamper the
MEW throughout the war. Both Smyth 9 and Preston1° discuss economic
relations between Spain and Britain during the war, and touch on preemptive purchasing and the political difficulties of enforcing the blockade
against an adjacent-neutral. While useful for understanding the difficulties
between Dalton and Hoare, the British Ambassador to Spain, these books are
only loosely related to the MEW.
Problems of smuggling and doaking also dogged the MEW. The
MEW's dependence on the Black and Statutory Lists meant that evasion or
disregard of these restrictions made the blockade much less effective. Aalders

Ben Pimlott, Hugh Dalton. (London: Papermac; Macmillan Publishers, 1985).
Denis Smyth, Diplomacy and Strategy of Survival; British Policy and Franco's Spain. 194041. (Cambridge: Cambridge University Press, 1986).
'° Paul Preston, The Politics of Revenge; Fascism and the Military in Twentieth-Century
Spain. (London: Unwm Hyman, 1990).
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and Wiebes's controversial book, The Art of Cloaking11 discusses some of the
crucial problems which faced the British government in waging economic
warfare. These stemmed from both the financial benefit of dealing with the
Germans, and arrangements which were made well before the war to enable
doaking.
Throughout the war the MEW's relations with the American
government were strained. The MEW was forced to make concessions which
hindered its entire effort when the United States was a powerful neutral
which wanted to avoid blockade restrictions. Even once the American
authorities agreed to wage economic warfare against Germany, other
problems arose. Part of the difficulty stemmed from the fact that the
American definition of economic warfare was different from the British.
While both attempted to use economic and financial pressure to assist the war
effort, for the Americans this meant supplying allies and neutrals with their
requirements, as well as denying goods to the enemy; the latter being the
focus of the British effort. Because of this different definition, as well as a
result of the greater American financial strength which allowed her greater
negotiating dout, the overall American position is that economic warfare was
a successful strategy. The American literature on this topic is written from this
viewpoint. Gordon and Dangerfield'2 discuss the Allies' economic warfare
effort in great detail, focusing on the United States and the Board of Economic
Warfare, on which both authors served. The authors condude, at odds with

Gerard Aalders and Cees Wiebes, The Art of Cloaking; the Case of Sweden Ownership; the
Secret Collaboration and Protection of the German War Industry by the Neutrals.
(Amsterdam: Amsterdam University Press, 1996).
12
Gordon and Royden Dangerfield, The Hidden Weapon; the Story of Economic
Warfare. (New Yorle Harper and Brothers Publishing, 1947).
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this thesis, that the joint effort ran extremely smoothly, and that bombing and
blockade worked hand in hand. Rostow' 3 also works from this expectation,
and contends that the joint effort was a success.

Of course, the MEW was not acting in a vacuum, and the political
framework within Britain is important for understanding what the Ministry,
which was held hostage to political and military shifts, over which it had no
control, could achieve. These shifts were often to blame for the changes in
expectations of what the Ministry could and should accomplish. Peden'4
discusses how it was expected that the British mobilisation effort would be
ramped up while the MEW was active, allowing for an easier victory when
the lime came for the British forces to be deployed. Kennedy' 5 examines
Britain's overestimation of her sea power, and the failings of the blockade, as
well as Britain's unexpected financial weakness, all of which hampered her
efforts. Jeffreys' 6 discusses some of the domestic difficulties which interfered
with MEW plans, and the production problems which faced the British
government, while Sayers 17 touches on the international financial aspects of
the MEW policies.
The existing literature does not cover the British economic warfare
effort as a whole. Either the focus is on the 'blockade," a term which does not
reflect accurately the MEW's mission and activities; or it concentrates on a
13

WW Rostow, Pre-Invasion Bombing Strategy. (USA: Cower, 1981).
CC Peden, "The Burden of Imperial Defence and the Continental Commitment
Reconsidered' The Historical journal. 27, No. 2 (1984), 405-423.
15
Paul Kennedy, Strategy and Diplomacy 1870 - 1945. (London: George Allen & Unwin,
1983).
16
Kevin Jeffreys, The Churchill Coalition and Wartime Politics. 1940 - 1945. (Manchester:
Manchester University Press, 1991).
14
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small part of the overall British effort or a short period of the war; or it is
written from the American point of view, giving a distorted view of the joint
effort. Each of these works give glimpses of different parts of the British
economic warfare effort - but show a lack of understanding of the scope and
complexity of the British strategy. Each component worked together to create
the British economic warfare effort, dedicated to disrupting the German
economy. Only by looking at the entire picture can the Ministry's activities be
understood.

This thesis does what others have not, giving a more complete look at
the MEW and what it attained, set in the wider context of the British war
effort and the international situation. This context is required in order to show
the limitations of the strategy; by looking at each fragment in relation to each
other, a more complete picture is drawn.
This thesis relies heavily on primary sources. The most directly
relevant documents are those from the Ministry itself, in the PRO record class
FO/837, which covers the Ministry's operational handbooks, internal
discussions about policy, and the progress made by economic warfare. The
correspondence between the Foreign Office, the Ministry, and other related
departments, is in PRO class FO/371 and these documents shed light on the
discussions and disputes which were on-going. These two classes of
documents are most centrally related to this topic. Correspondence from
other government departments relating to the co-operative effort were also
consulted, as well as ifies from the Prime Minister's Office, the Cabinet, and
17

RS Sayers, Financial Policy 1939 - 45. (London: Her Majesty's Stationery Office and
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relevant Sub-Committees. The Bank of England was intimately involved with
the British economic warfare strategy, and their archives shed additional light
on how policy was implemented, and the problems which arose. The private
papers of Sir Frederick Leith-Ross, who served as Director General of the
MEW from 1939 - 1942, Winston Churchill, and Hugh Dalton were consulted
as well. American sources are from the National Archives in Maryland, USA,
and include the Board of Economic Warfare and Office of Economic Warfare
files. Only American and British primary sources were consulted.

The following chapters discuss the MEW from its inception until the
end of the war. The first four chapters trace the formation, orgarusation and
operations of the Ministry in a roughly chronological form, although some
issues are covered thematically for reasons of clarity. Chapter One examines
the choice of economic warfare and the pre-war arrangements for economic
warfare, the creation of the new Ministry, and its bureaucratic organisation.
Included is a description of the Ministry of Economic Warfare as it was
envisioned before September 1939, induding its organisation and staff
arrangements.
Chapter Two examines the structure of the Ministry, and how it
evolved during the war. The three Ministers are introduced, along with the
other key members of the MEW staff. The changes in the structure and
general strategy are detailed, and the differences in the Ministry under the
stewardship of the different ministers is examined. The main legislation

Longmans, Green and Co., 1956).
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which accumulated for economic warfare is indicated, although legislation of
an incremental nature is not discussed.
Chapter Three examines the weapons used by the MEW. As the
strategy was extended beyond a traditional blockade, it required the
development of new weapons to be implemented. There were two main
categories of weapons, those that worked by direct action, requiring military
or naval action, and those which were more indirect, working through
political, financial and legislative channels.
Chapter Four examines how the British economic warfare effort
changed as the war progressed. The Ministry's abilities and its status within
the British political system fluctuated with the war. While many hopes were
pinned on economic warfare, the Ministry was very limited in what it could
accomplish. With the Soviet Union and the United States as allies, the British
economic warfare effort was stronger. But as the Allies were engaged in a
traditional war, economic warfare lost importance in light of the overall war
effort.
Once the chronological development of the Ministry is established, a
straight thematic approach to the British economic warfare effort is used in
order to clearly set out the difficulties and pressures faced by the Ministry.
Chapter Five examines the four major operational problems that confronted
the MEW in their efforts: international law, smuggling, cloaking operations
and difficulties in working with neutral countries. International law, and the
blockade within it, played a key role in determining the activities of the
MEW. The amount of smuggling, often with the help of neutrals, undermined
the effectiveness of the blockade, as did the use of cloaks. The British
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government was dependent upon neutrals for assistance in blockade measure
and thus diplomatic relations were very important to the Ministry. The British
government faced these difficulties to varying degrees throughout the war.
Chapter Six deals with the American economic warfare efforts and
how the United States' position first as a neutral, and then as an ally after
December 1941, affected British economic warfare. The American Board of
Economic Warfare worked alongside the British Ministry, but their
relationship was strained. Difficulties were caused in part by the differences
in their economic warfare definition and strategy.
Chapter Seven examines the interdepartmental assistance needed for
MEW operations. The MEW was the titular head of the economic warfare
effort, but it required the co-operation of other departments in order to act.
The overwhelming objective of victory over the Axis Powers was the same,
but each department had its own mandate, opinion as to how to prosecute the
war, and internal political agendas. An examination of the interdepartmental
stresses which affected the Ministry is therefore necessary to understand the
limitations of the British economic warfare in World War II. While the
Ministry worked with many of the British government departments, it was
the relationship with the Foreign Office which had the greatest effect on
economic warfare strategy.
Chapter Eight details the effect that economic warfare had on British
businesses and trade. This chapter also explains the working of the United
Kingdom Commercial Corporation and what it attempted and achieved,
particularly in its attempts to develop new markets and to open trade with
Turkey.
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The operations of the MEW is a large subject and there are many issues
which are tangentially related to economic warfare. There are distinct areas
which are connected to the topic, but four specific areas will not be covered in
detail in order to maintain the focus of this thesis on operations. These items
will be mentioned where they touch on economic warfare. The first area is
sabotage. The Special Operations Executive (SOE) was established in the
summer of 1940, in order to work against the Germans from within Europe,
using sabotage and encouraging resistance. It was under the aegis of the
Minister of Economic Warfare because both were alternative means of
undermining Germany. Originally under Hugh Dalton, the SOE was
transferred, along with the MEW, to Lord Selborne in

1942,

when Dalton left

the Ministry. The Executive Head of the SOE was Major-General Sir Collin
Gubbins. With headquarters at 64 Baker Street, London, the SOE had 13,300
members at its height, and was disbanded in

1946.

While the SOE took the

interest of the Ministers, it was not related to the operations of economic
warfare, and was distinct from the MEW itself.
The second is bombing. Britain planned a strategic air offensive against
German industry. This offensive was planned and effected by Bomber
Command, which was under the control of the RAF. Sir Arthur Harris took
command of the campaign in

1942,

and industrially important sites were

targeted. This was important to MEW strategy, as direct destruction of
production means was crucial to affecting the German economy, but there
was little MEW input into the actual selection of targets. As the war
progressed, the objectives were less and less related to economic warfare, and
the MEW's limited role was lessened.
Introduction
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The third issue is international trade. Economic warfare is, of course,
intimately related to trade, as it is through pressure on imports and exports
that the German economy was expected to be damaged. The Ministry's
interest in these transactions was mainly pre-emptive, made for the purpose
of keeping the items out of Germany, or related to general pressure which
could be exerted against a country. While the accumulation of sterling
balances by certain neutral countries, such as Denmark, made trade with
those countries more attractive for economic and fiscal reasons, they were not
determining factors for economic warfare strategy. The Ministry's decisions
were made on a variety of other factors, such as the commodities involved
and their availability to Germany, which were considered more germane.
Fourth, there is the issue of inter-Allied financial assistance. The
American Lend-Lease Act, signed in 1941, and British Reverse Lend-Lease,
allowed Britain to continue waging the war by providing necessary funding.
It was related to all British military activity, as well as to its supply necessities,
and was a significant factor in Anglo-American relations. Each of these is a
large topic in its own right, and it would not be possible to do them justice in
this thesis. The focus on economic warfare in this thesis means that these
agents of economic warfare will be mentioned only where they touch on the
operations and activities of the MEW, but will not be discussed in detail.
Because of the extent of co-operation with the United States, the
American economic warfare efforts, as they relate to the British strategy and
operations, are discussed in the thesis. The Allied economic warfare efforts by
other countries, most specifically France, are excluded, except for the
diplomatic and political pressure issues which were raised within Britain.
Introduction
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These countries played a limited role in the overall Allied economic warfare
operations and policy decisions, and the exclusion is necessary in order to
maintain the focus of the thesis.
This thesis examines relations with neutrals as they relate to Britain's
economic warfare effort. Certain neutral countries were of greater importance
than others. Specifically, Sweden, Switzerland, Turkey, Portugal and Spain
were the most important in terms of economic warfare matters. They were the
only neutral countries within Europe, and it was with these countries that
Britain was most engaged in political and economic negotiations in order to
interfere with German trade. British strategy was taxed most in regard to
these neutrals, as there was almost no physical way for Britain to interfere
with their exports to Germany. While the author recognises that there were
other countries which remained neutral for some or all of the war, such as
Eire, and Brazil, they did not play as large a role in economic warfare, and
therefore are not discussed in detail.

It is through an examination of these issues that this thesis explores
how economic warfare was waged and the factors which influenced its
prosecution. There were many internal and external factors which interfered
with the task of the MEW, and made it impossible for economic warfare to
meet the high expectations placed on the strategy.
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Chapter 1
Building the Economic Warfare Strategy

The strategy of economic warfare attempted to use Britain's economic
strength to supplement traditional means of warfare. Moving beyond the
traditional definition of a blockade, economic warfare was expected "to so
disorganise the enemy's economy as to prevent him from carrying on the
war." 1 The policy dated from the early 1920s, when the British government
was looking for alternative weapons which would allow her to defend herself
without spending excessive amounts on rearmament. It was important to the
government that defence efforts cause the smallest disruption possible to the
economy. Secure in the knowledge that Britain had strong trading
relationships and control over the sea, it was a natural choice for the British
government to look to economic warfare, which would use these strengths in
the place of traditional weapons. The Advisory Committee on Trading and
Blockade in Time of War was set up in 1924 on the basis of the
recommendation of the Committee of Imperial Defence (CID) made in
December 1923. 2 It was this Advisory Committee which began investigating
the possibilities of applying economic pressure on other countries.

World War I was a milestone in the evolution of British strategic
thinking about the role and effectiveness of blockade; the relevant lesson
1 Coiiiimttee of Imperial Defence in July 1939, as quoted in W.N. Med1icott The Economic
Blockade. vol. 1(London: Her Majesty's Stationery Office, 1952), P. 1.
2 PRO. CAB/47/3. Committee of Imperial Defence, Advisory Committee on Trade Questions
in Time of War, Memoranda, March 1927 - April 1931.

Chapter 1

page 23

being that economic warfare could aid the general war effort. The blockade
made fighting the war more difficult for the enemy; it interfered with the
prosecution of the war, arid wore away at civilian morale. In World War I
industrial shortages could be partially bypassed by reassigning priorities,
finding substitutes, or developing synthetics. 3 However, the ability to work
around shortages was limited, and finding alternates consumed both time
and resources. There were also materials for which there are no substitutes,
such as food. The shortage of food in the winter of 1918 was popularly
acknowledged as the cause for the German acceptance of the Versailles
Treaty. According to the popular perception, it was the starving civilians
who forced the government to surrender, and to accept the very unfavourable
terms offered by the Allies. And it was also generally accepted that the
blockade was the single biggest cause of food shortages in Germany. As these
conclusions were taken at face value, economic warfare was seen as a
"proven" tool for defeating the enemy, and when looking for a weapon,
British strategists considered economic warfare. 4 This attention to economic
warfare encouraged the formation of the Advisory Committee on Trading
and Blockade in Time of War.5

The economic warfare policies of the Allies did contribute to German shortages. For
example, the supply of nitrates from Chile, a necessary ingredient for gunpowder, was
almost completely cut off in the autumn of 1914 by Allied blockade. It was only through
the chemical manufacture of artificial nitrate using the Haber-Bosch process that the
German war effort was able to continue. William H. McNeil, The Pursuit of Power;
Technology. Armed Force. and Society since A.D. 1000. (Chicago: University of Chicago
Press, 1982) p. 324.
4
Laqueur, ed. The Second World War; Essays in Military and Political History
(London: SAGE Publications, 1982), p. 32.
5 However, it must be remembered that the actual rewards of economic warfare during
World War I, while not inconsequential, only aided the war effort which was already in
place. The blockade was only able to force the surrender in 1919 once the war had been
effectively lost. Economic warfare did not replace soldiers on the battlefield; the two had
to work in tandem to defeat Germany. This was not necessarily understood in the 1930s,
as can be seen by the fact that economic warfare planning was not paired with military
action, and was expected to be effective early in the war. The lack of understanding of the
strengths and weaknesses of economic warfare is partially to blame for the unrealistic
hopes placed on economic warfare in the late 1930s.
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Britain in the 1930s
In the 1930s economic recovery was an important goal, and the
government looked towards increased trade; the free interchange of goods
was seen as a means of accelerating economic recovery. 6 Because of her
relatively high export ratio, Britain was dependent on world trade, and she
hoped to profit from its revival. This meant that she was, more than most
other countries, a 'hostage' to the fortunes of the world economy. Any
disruption of trade, whether by a temporary slump or, worse still, war,
affected her economy more than it affected those of her more protectionist
neighbours. And war would mean, in Paul Kennedy's words, a "reduction in
exports, an increase in imports, a decrease in invisible earnings, and losses of
manpower, shipping, etc." 7 These expectations served to further encourage
non-militaristic solutions to political problems, because war would damage
British economic interests.
Germany was a major trading partner, and integral to Britain's
international trade. As Table 1 shows, Britain traded extensively with
Germany in the pre-war period, and Germany retained a favourable balance
of trade. The British government was worried that any drastic change in
international trade, or in financial dealings with Germany, would disturb
normal trade and credit arrangements, with possibly disastrous results.
Within the British government, there were some who saw Germany's
economic strength as having positive results for Britain. Some believed that

6 Ke.iedy, Strategy, p. 17.
7 Kennedy, Strategy. p. 17.
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Table 1
Anglo-GermanTrade,1929-1938 (€m)8
Year
British
British Balance to
_______ Exports Imports Germany
1929
1930
_1931
_1932
_1933
1934
1935
1936
1937
1938

60.2
44.1
32.0
25.4
24.6
22.9
28.1
27.9
31.4
28.5

68.8
65.5
64.2
30.5
29.8
30.6
31.8
35.3
38.8
31.9

8.6
21.4
32.2
5.1
5.2
7.7
3.7
7.4
7.4
3.4

Germany, being primarily a capitalist society, would continue to trade and act
as a credit partner. This would lead to greater world prosperity, and should
therefore be encouraged. 9 This was based on the idea that a strong Germany
would increase the general volume of trade, which would also benefit Britain.
This opinion was supported by a theory which had been promoted by the
United States Secretary of State, Cordell Hull: multilateral trade would create
a symbiotic relationship between nations, which could be a powerful force for
peace.'°
Despite relative German economic strength, the Foreign Office was
convinced that the German economy was unstable. As early as 1935 it
received reports which suggested that Germany had a dangerously high
deficit, and that levels of financing could not be continued at the current rate
without a budget crash." The British government was convinced of
Forbes, 'London banks" p. 579. Source - Custom and Excise, Annual statement of the trade of
the United Kingdom, 1932, IV (1934), 1935, JV (1937), 1939, IV (1941).
9 Forbes, "London banks" p. 572-3.
'°G.C. Peden "A Matter of Timing: The Economic Background to British Foreign Policy, 19371939," History. Volume 68 (1984), 15-28, p. 21.
Report by the British Ambassador to Berlin, Sir Eric Phipps, as reported in Peden
"Timing', p. 18.
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Germany's economic instability and her lack of international purchasing
power, which were seen as possible causes for war and also as openings for
economic appeasement.'2 It was calculated to be in Britain's interest to aid
Germany. According to the theories of the day, by both building up the
German economy and by increasing international trade, the German state
would be more stable, and would have less reason to go to war, and Britain's
trade would be increased. Furthermore, with the increased economic
interdependence, each country would have more to lose in a conflict. The
theory that international trade could cause countries to intertwine their
economies so completely that none could afford to lose main trading links by
going to war 13 was widely espoused. Many thought that economic instability
was the mostly likely factor to push Germany towards war. Based on the
hope that with a strong economy, Germany would be stable and satisfied, the
British government was interested in alleviating what it considered to be
Germany's economic problems, 14 which would then leave no reason for
German belligerency. Britain facilitated the establishment of new trading
relationships between Germany and other countries in the hopes that with a
strong enough economy, the Germans would lose interest in territorial
gains.' 5 Accordingly, the British government assisted in the German attempt
to isolate South-eastern European countries by making them reliant solely on
Germany. A Cabinet paper stated that countries in Eastern Europe would
appreciate any help that allowed them to be solely dependent upon Germany
for economic goods. 16 On October 18, 1938, Leith-Ross, the future Director
12 The

beliefs later suggested German vulnerability to econonuc warfare measures.
Norman Angell, The Great Illusion. 1933 edition (New York: Arno Press, 1972).
14 Peden, 'Timing"
p. 21.
15 It is interesting to note that after this, the British government attempted an economic
warfare effort which assumed that Germany would have few trade relationships on which
to depend in the face of a British blockade. In fact, it seems that even in the 1930s
Germany had more effective weapons for economic warfare than did Britain.
'6 PRO. CAB 24/276, CP 127(38), "British Influence in Central and South-Eastern Europe," 24
May 1938.
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General of the MEW, suggested "new steps to increase German trade with
Southeastern Europe" 17 He wanted countries to allocate to Germany more free
foreign exchange, up to 25% more, which could be used to pay for additional
imports from south-eastern Europe.18

These attempts at economic appeasement resulted from the lack of
British preparation for a traditional conflict, which forced the British
government to seek non-military solutions. As detailed below, Britain's
inability to wage a conventional war stemmed, in large part, from the
extensive delay in war preparation. The British government was unable to
shift the economy quickly, and the requisition of factories and other industrial
capacity could not be mandated during peacetime, which stifled British
rearmament.
While active rearmament began in 1934, it was not politically popular,
and the British government was reluctant to take active measures to prepare
for a possible future conflict. As Baldwin explained to the Commons in 1936,
"to have asked a mandate for rearmament from this pacific democracy would
have made loss of the election certain, and hence postponed rearmament all
the more." 19 Not only were the citizens afraid of conflict;, they were also
worried about the economic situation. The economic repercussions of
aggressive rearmament would have required extensive restrictions on the
home market, which Treasury officials believed would undermine public
support for rearmament.20

E. Kaiser, Economic Diplomacy and the Origins of the Second World War
(Princeton: Princeton University Press, 1980), p. 286-7.
18 Kaiser, Economic, p. 287.
19Feiling, p. 312.
Hilimer in Dilks, p. 84. The Treasury was right; in 1936 the attempt to aggressively buildup the military met with significant resistance.
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Even after the government had made the decision to rearm,
rearmament efforts took place at a slower rate than planners would have
preferred. The facilities were not available for accelerated production.
Factories had to be built and workers had to be trained. These factors made it
impossible for Britain to re-arm quickly. The Treasury strove to build up a
defence that could be maintained within a balanced budget. 21 This was
sensible, as long as military needs could be met. But in fact, Treasury
restrictions on spending slowed rearmament and stunted Britain's military
ability.22
The importance of trade over politics prevented a steady course of
military industrial build-up. Up until 1939, even when the Treasury made
funds available, deliveries lagged. 23 This was a result of the low priority of
rearmament, and the lack of fully functional facilities able to fill the orders.
British rearmament was further hampered by domestic issues, where the
focus on "normal trade" hindered efforts, and the Treasury was loathe to
interfere in the ordinary workings of the economy. It tried to stop the War
Office from bringing new firms in to meet gun production needs, instead
suggesting that the work be postponed until the new Royal Ordnance
Factories were available. 24 Because of a housing boom, builders were in short
supply, but the government did not prioritise the building of factories
because of a fear of the possible political repercussions. 25 When the
government investigated the possibility of increasing production of war
materiel, the conclusion was that it was impossible to increase production
21 G. C. J'eden. British Rearmament and the Treasury: 1932 - 1939. (Edinburgh: Scottish
Academic Press, 1979) P. 88.
The charge was made as late as 1939 that the war would be lost because of the Treasurys
tight control over expenditure, which was hindering the war effort. Churchill Archive
Centre, Cambridge (hereafter CA). CHAR 23/1. Letter from Morton to Churchill, 14
October 1939.
23 Dilks, p.184.
24 Dilks,
p. 171.
25 Medlicott in Dilks, p. 84.
22
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without reducing civilian production. 26 Indeed, according to R.A.C. Parker,
"no effort was made to ... prevent civil trade competing with rearmament
work."'

In April 1939, Britain had no army divisions available for immediate
mobiisation, except for three in Egypt and Palestine. Within one month the
British government hoped to be able to field an additional two divisions. In
contrast, intelligence at the time determined that 106 German divisions were
available. There were thirteen British divisions (one armoured, three
motorised and nine infantry) which had neither equipment nor reserves, and
while efforts were made to prepare them for action, it was expected that it
would take a year and a half to get them battle-ready.
The British assumed that the French would fight Germany first, and
this would give Britain time to rearm and to mobilise her resources.28
Rearmament would be easier after war broke out, as by then the government
would no longer be bound by peacetime political restrictions, and there
would be no opposition to mobilisation with the enemy already fighting. The
British Expeditionary Force (BEF) and other direct mobilisation efforts were
low priorities in the pre-war planning, as they were not expected to be called
upon for some time. This seemed a sensible strategy in 1939; excluding
planes, France had all the necessary equipment. In fact, in 1939, they had
more tanks than Germany, and the French army was considered the best in
the world in terms of mobilised units.29

RAC Parker 'British rearmament 1936-9: Treasury, trade unions and skilled labour,"
English Historical Review, 96, No. 379 (1981), 306-343, p. 307.
27 Medlicott in Dilks, p. 83.
28 David Reynolds. Britannia Overruled; British Policy and World Power in the Twentieth
Century. (London: Longman, 1991) p. 142.
David Reynolds. "1940: Fulcrum of the Twentieth Century?" International Affairs. 66, No.
2 (1990), p. 327.

Chapter 1

page 30

With the lack of rearmament in the 1930s, the British government was
relying solely on the appearance of strength to deter aggression. There was
little chance in the late 1930s that Britain could meet Germany on the field of
battle and emerge victorious with her inadequate military. When it was clear
that appeasement and deterrence were not working, the British government
turned to a new strategy. While working to raise the military's operational
ability, the British government needed something that would allow it to
pursue war with Germany. Economic warfare, which had remained popular
in the minds of British planners, was seized upon as the new weapon in the
British arsenal. Strategists wanted to use economic weapons to weaken
Germany, making her more vulnerable to military attack when it came.

Economic Warfare in the 1930s
The British choice of economic warfare was in accordance with the
conventional wisdom of the time. Basil Liddell Hart propounded his theory of
'the strategy of the indirect approach' in the 1930s. He argued that the best
strategy was to postpone battle, and work to break down the enemy by other
means so that it would be easy to deliver a decisive blow. 30 According to this
theory, economic warfare would be waged until the military was
strengthened, using the British navy, which was expected to be able to exert
significant influence over sea-borne trade. Liddell Hart's theories, and those
of his contemporaries, had no difficulty in finding an audience.
The British Government's investigation of economic warfare was not
specific to Germany. The Advisory Committee on Trading and Blockade in
Time of War developed British strategy for various scenarios. In November
Stafford. 'The Detonator Concept British Strategy, SOE and European Resistance
After the Fall of France." Journal of Contemporary History, volume 10, number 2. Sage
Publications, (April 1975) p. 188, footnote #14.
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1927, the Advisory Committee considered whether economic pressure could
be applied to the Soviet Union during a war which resulted from a Soviet
violation of Afghanistan. 31 In the early 1930s it considered the effect that
economic pressure would have against France or against Japan. In April 1931,
attention turned to Italy, and to the question of whether Italy would be able to
import essential raw materials across her land borders. While it determined
that such imports would be possible, the Committee argued that an effect
would still be felt, and Italy might be forced to capitulate within a year.
The focus of economic pressure remained uncertain until early 1938. In
April 1937 the Committee for Imperial Defence asked that plans for war with
Germany, including economic pressure, be developed. In December 1937, the
Minister for Co-ordination of Defence directed that Japan be given priority
instead. And in March 1938, the work reverted to the previous priority. From
March 1938 the Committee focused on Germany, and the plans for economic
warfare were formulated on that basis.32
The Committee considered different issues, such as attempting to use
economic pressure when there was no formal declaration of war, and it
examined issues of international law and economic warfare. The legalities of
various actions were considered in an attempt to ensure that the pressure
could be justified by international law. It considered questions such as
whether forced rationing would have to be effective in order for it to be a
legitimate part of a blockade. The Committee's work was buttressed by the
experts at the time, who believed that Germany was susceptible to blockading
pressure, based on her extensive trade relationships, and the fact that the
German war economy would depend upon some vital raw materials which
31

PRO. CAB/47/3. Trade Questions in Time of War. Memorandum 55, November 1927.
PR0.
CAB/47/3. Trade Questions in Time of War. Memorandum 176, July 16, 1938.
32
This is based on the requirement of the Hague Convention that if a blockade is not
effective, it has no standing in International Law.
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were outside her borders despite attempts at autarky. TM The British
government believed that Germany would have a harder time economically
with a long war than would Britain, which was expected to make Germany
more vulnerable to economic attack. As discussed above, the British
government did not have many alternatives, and thus was encouraged to
believe that a blockade would provide an alternative to war for which she
was unprepared, arid which would be effective until conventional weapons
were available.
The question arises of why the British government believed that
Germany would be vulnerable to economic pressure. Peden blames the
British perceptions of German vulnerability on inadequate economic
intelligence, arguing that the Foreign Office opinions were 'based on a
mistaken view of the importance of conventional economic factors in Hitler's
decision-making."35 The British expected that the German army would have
extensive stocks before going to war, would need reserves, and that these
requirements would form German military strategy. But, as Peden points out,
conventional economic issues were not determining factors. The German
army used their stocks as needed, without concern for reserves. The British
expectations of German vulnerability were further based on an expectation
that Germany would be unable to obtain needed supplies. The extent of
German military victories, which provided large raw material stocks to
Germany, could not have been anticipated before 1940. But the fault in the
logic was that much of the needed supplies could be obtained from eastern
and south-eastern Europe. The question then arises as to why British
strategists believed that it would be possible for Britain to impose pressure on
this trade. Ignoring the extent of this problem was not a matter of inadequate
M Kennedy, Strategy p. 75.

Peden, "Timing" p. 26.
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intelligence, but rather of refusing to see the obvious. The belief that Britain
had financial as well as naval power advantages over Germany seems more
wishful thinking than a reflection of reality.

There was a second target for economic warfare and a corresponding
theory as to why it would be effective. This was based on the popular
perception that everyone wanted to avoid war, except Hitler, and that there
could not be peace until the Nazi regime collapsed. Chamberlain, among
others, believed that Hitler's power over his people was tenuous, and that
with some pressure applied, the German people would revolt against their
Führer and embrace peace.36 In September 1939 Chamberlain wrote "But
what I hope for is not a military victory - I very much doubt the feasibility of
that - but a collapse of the German home front." 37 This would be assisted, if
not caused, by economic warfare measures. Chamberlain's basic assumption
was "the belief that Hitler might be overthrown by moderate forces in
Germany under the impact of economic pressure."38
The expectation that the German people could be encouraged to revolt
led to the belief that Germany could be defeated without the full deployment
of the British army.39 Chamberlain wanted to fight a short, limited war,
ending with a compromise peace and with a more "moderate" German
regime. It was hoped that Britain could fight with a minimum of social or
economic upheaval. 40 Even if the war lasted longer, without full-scale
mobilisation it was possible that dislocation of the economy would be
Perhaps his only agreement with Chamberlain, Hugh Dalton was also a proponent of this
theory. He believed that the blockade would bring German civilians to overthrow Hitler,
and asked to lead the MEW because of his belief that it would be possible to bring a
knock-out blow to the Germans through economic restrictions. Ben Pimlott. Hugh Dalton.
(London Papermac; Macmillan Publishers, 1985) p. 281.
Quoted in Stafford, p. 188, footnote #11.

Quoted in Stafford, p. 188, footnote #13.
39Stafford, p. 188.
Paul Addison. Churchill on the Home Front. 1900-1955. (London: Pimlico, 1993) p. 327.
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minimal. Considering Britain's financial position in the 1930s, this was a
priority.
Britain had much to gain by using economic warfare as its first
weapon. It might allow the British to win the war with a minimum of
bloodshed, despite a lack of military readiness, and it enabled them to declare
war with a small military presence. The British government hoped to use
what it believed to be Britain's place in the world economy to fight against
Germany. Despite her fall in international trade, Britain had strong trading
relationships with much of the globe. In 1932, the countries that were
important to British trade were the Scandinavian countries, the U.S. and
Argentina. Additionally, she had strong trade agreements with Canada,
South Africa, Australia, New Zealand and India, and imported many of her
agricultural needs from the Balkan States.41 As Britain exported as well, trade
connections with these countries were solid and it was expected that these
relationships would allow Britain to deny Germany imports. Britain also
worked in the pre-war years to strengthen her trade relations in the Far East.
In late 1936 and early 1937 British trade with China rose, resulting in large
part from China's hostility to Japan and her resistance to trade relationships.42
Relations with China, however, lost any economic significance as she was
invaded by Japan in July 1937. Trade was brought to an effective standstill
within the next year.
British expectations about her financial and economic power can be
better understood by looking at her trade partners in 1938. Table 2 lists the
top dozen destinations for British exports and their value in pounds. The
range of countries listed, and extent of imports which each was purchasing
from Britain demonstrates why these trade relationships were expected to
41

pp. 86, 93.
V.H. Rothwell. 'The Mission of Sir Frederick Leith-Ross to the Far East, 1935-1936," Th
Historical Journal.. (18, No. 1 (1975), 147-169) page 168.
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Table 2
British port Trade, 1938
_________ Value
India, Burma Ceylon
39.9
South Africa
39.5
Australia
38.2
Canada
22.5
Germany
20.6
USA
20.5
Eire
__________ 20.3
__________ 19.3
New Zealand
19.2
Denmark
15.8
France
15.1
Netherlands
13.1
provide leverage in international politics. What is particularly interesting
about this list is that the majority of British trade (in terms of value) did not
take place with Europe, or with countries that Britain was trying to influence
as a major part of her economic warfare strategy. The British government was
working on the assumption that these trade relationships would give it
significant negotiating strength. British trade, while supplying British needs,
and helping to build up economic strength, was not a factor in a strong
economic warfare campaign.

Ministry of Economic Warfare
While the strategy of economic warfare was decided, the question
remained of how it would be implemented, and who would control it. It was
originally accepted that there would be a Ministry of Economic Warfare, but
the form was not decided. The Advisory Committee on Trading and Blockade
in Time of War considered the arrangement of the Ministry. It was generally
from Statistical Abstract for the United Kingdom (1939), Table 281, as printed in Scott
Newton. Profits of Peace; The Political Economy of Anglo-German Appeasement.
(Oxford: Clarendon Press, 1996) p. 66.
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accepted that the Ministry would be under the Foreign Office in the event of a
major war. By 1928, the organisation for the Ministry was proposed, with
much of the power centred in the Foreign Office. As the proposed tasks of the
Ministry expanded, however, so did the machinery, and by early 1937, it was
agreed that the Ministry would be split into seven departments.
This arrangement remained until July 1937, when the Board of Trade
questioned the idea of a separate Ministry. The Board of Trade proposed that
there be a Minister of Blockade, whose full time job would be to co-ordinate
the blockade work which would be done by peacetime departments. It was
expected that the blockade work would be an aggregation of sections of work
which were handled, during peacetime, by the Foreign Office, Board of Trade,
Department of Overseas Trade, the Treasury and the Admiralty. The tasks of
economic warfare were similar to those done in peacetime, and the
departments that handled the individual tasks, such as intelligence gathering,
negotiations, and trade restrictions, would continue to do so. It was expected
that this arrangement would avoid overlapping. 44 This proposal was
considered for six months, but the Sub-Committee on the Board of Trade
Proposals in Regard to the Ministry of Blockade recommended that in the
case of a major war, a separate Ministry would be needed. The Advisory
Committee agreed that a Ministry of Economic Warfare would be established
under a Cabinet Minister, with an adequate staff. It would be responsible for
the initiation of plans as well as for the direction of blockade policy and for
the actual administration of a considerable part of the work. The Minister was
expected to be a member of the Committee of Imperial Defence. But this
Mimstiy was not expected to be independent; the Foreign Office was
regarded as the Parent Department, and the plans called for the Ministry,
PRO. CAB/47/3. Trade Questions in Time of War. Memorandum 150.
PRO. CAB/47/3. Trade Questions in Time of War. Memorandum 163.
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especially the Minister, Plans and Co-ordination Division and the Foreign
Relations Divisions to be located as close to the Foreign Office as possible,
preferably in the same building. In March 1938, the Committee of Imperial
Defence approved the title of Ministry of Economic Warfare and these
arrangements.48
At this point, the organisation of the Ministry (See Table 347)and most
of the key personnel were designated. Leaders for most of the departments
were chosen, mostly from within the Foreign Office. The Legal Department
was not yet determined, but the others were in place. The Intelligence
Department was almost entirely in readiness, given that the Industrial
Intelligence Centre was going to be transferred to the MEW, and would
become the Intelligence Department.
It is interesting to note that the majority of the staff for the Ministry of
Economic Warfare was to be drawn from the civil servant pool, mostly from
within the Foreign Office. Tentative staff requirements published in
September 1938 called for 162 administrative staff members, including the
officers of the various sections. The suggestion was made that staff "could, if
necessary, be drawn from outside the Civil Service, but we consider that there
would be great advantage in obtaining the services of officers from the
(suggested) departments."48 Those civil servants suggested who were not
from within the Foreign Office were in the Board of Trade, Department of
Overseas Trade, or Industrial Intelligence Centre. Tables of the allocation of
officers to the Ministry, and their sources listed outsiders as "Temporary
Assistants from outside Civil Service."49 From these discussions it is clear that
PRO. CAB/47/3. Trade Questions in Time of War. Memorandum 167.
"p' PRO. CAB/47/6. Advisory Committee on Trade Questions in Time of War. Memoranda.
January 1938 - August 1939. 173.
PRO. FO/837/2. Organisation of the Ministry of Economic Warfare, published September
14, 1938.
PRO. FO/837/2. Organisation of MEW.
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Table 3
Proposed Ministry of Economic Warfare, 1938

Minister of
Economic
Warfare

________J Foreien I

I

I

I Europeanl F-

I Commodities I

I Commodities
I I

_____ -l_European
_____
II

II

nientaryl
I Commodities I I
European ifi
IV
rlandpressl ____-_European
____

I"

Co-ordination

I

Eastern__}- - American

F

I

ceneraifFinancial I
Pressure

£u1

'Navicert and
General
annd

Mediteanean

North '
America

' South and

Europe

I

Central I
hj-j America

North Sea
________

I iI

General
Intellieence

I
R resentative
ofr W. Malkin

R resentative
oYProcurator

Intelligence Al
Enemy

Representative
fromBoard of
Trade?

Commodity

I Countries I I lntellieence

__________ ___________
I Neutral U_I Liaison and I
General
Countries

I

Intelligence B
RatiOflulig
Intelligence
___________ __________
I Black List
Prize Court
Section
________

Enemy Trade'
____________

F'-I

I Establishment
I Establishment I---1 Accounts I
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the Foreign Office expected that it would control the Ministry of Economic
Warfare. Even if the Ministry was not based within the Foreign Office, the
preponderance of Foreign Office civil servants in a temporary, wartime
department, would have ensured that the Ministry was an extension of the
Foreign Office.
While discussions were on-going about the form that the Ministry
would take, economic warfare policy and strategy was also being debated.
Novel economic warfare weapons were designed to meet the new challenges
of the mid-to-late 1930s, 5° and most of the planning for the Ministry of
Economic Warfare took place between 1937 - 1939. It was during this time
that the Committee of Imperial Defence, the Advisory Committee on Trade
Questions in Time of War and the Sub-Committee on Economic Pressure on
Germany met to discuss their various options.51
At the first meeting of Sub Committee on Economic Pressure on
Germany, held in July 1937, not all members were convinced of the
effectiveness of a blockade against Germany. If there was a wide gap in the
blockade it was "doubtful whether any effective economic pressure could be
exerted. It would probably be impracticable in such a situation to ration
neutrals and control sources of supply," 52 at least according to traditional
blockade policy. It might be more effective if British "efforts would be
directed more towards interference with mobilisation and intensity of output
than to an endeavour to restrict the access by the enemy to supplies of raw
material." Looking to economic warfare, the difficulties in making a

These will be detailed in Chapter 3.

51 PRO. CAB/47/ 12. Trade Questions in Time of War, Economic Pressure on Germany. July
1937—July 1939.
52 PR0. CAB/47/ 12. Trade Questions in Time of War, 29 July 1937, p. 5.
53 PR0. CAB! 47/ 12. Trade Questions in Time of War, 29 July 1937, p. 5.
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traditional blockade work were apparent, and understanding that it would
not be possible to encircle Germany, blockade policy had to be revised.M
Other difficulties in enforcing the blockade were foreseen: the British
government realised that rationing Norway and Sweden would not be
sufficient if the Soviet Union would supply Germany with her requirements.55
Ralph Hawtrey in the Treasury pointed out that" even a rationing system
would not prevent the enemy gethng supplies from the rationed countries.
Any rationing system would be bound to include some margin with which
the rationed country could do without." 56 In its pre-war analysis, the British
government expected that it would only be able to rely upon a small amount
of international co-operation. It expected Czechoslovakia would be its only
ally in the early days of the war, and that Britain would have to wait until it
was certain that France and Britain would win before Poland, The
Netherlands and the Soviet Union joined her. 57 While the planners had
considered the possibility of German occupation of some European countries,
the Committee concluded that it would not significantly help the German
economy. 58 The adjacent neutral countries had raw materials, but they were
not, for the most part, large exporters of these commodities. So while
Belgium produced coal, the British Government did not expect that the
Germans authorities would be able to convince the Belgian Government to
provide them with the quantities of coal needed. Additionally, both oil and
rubber needed to be imported, and without these two key commodities,

54 PR0. CAB/47/ 12. Trade Questions in Time of War, 29 July 1937, P. 4.
PRO. CAB/47/ 12, Trade Questions in Time of War, Sir William Malkin (in the Foreign
Office), 29 July 1937, p. 6.
PRO. CAB/47/ 12. Trade Questions in Time of War, 29 July 1937, p. 6.
57 PR0. CAB/47/ 12. Trade Questions in Time of War, 29 July 1937, P. 9. These expectations
were so far from reality that the economic warfare calculations had to be revised
immediately in 1939, when Czechoslovakia and Poland were both occupied.
58 PR0. CAB! 47/12. Trade Questions in Time of War, 29 July 1937, p. 9.
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waging a war would be impossible. They were crucial for maintaining the
army, tanks and airplanes upon which Germany relied.
In June 1938, the Committee of Imperial Defence wanted to establish a
contraband control system as quickly as possible. The government would
decide which goods were considered contraband on the basis of their
usefulness to the German military or economy, and would do whatever
possible to block the transport of these goods into Germany. Negotiations
continued about what to target and how to avoid giving undue offence to
neutrals.59 The Declaration of London of 1909 had divided goods into three
broad categories: absolute contraband, conditional contraband and free
goods. Absolute contraband included goods that could only be utilised by the
enemy for the active waging of war, such as guns, ammunition, and military
platforms. Conditional contraband were goods such as raw materials, textiles,
or other commodities which

could be

used by the military but also had a

legitimate civilian use. This included metals that were destined to be
armaments, or had military value. Free goods were all goods which did not fit
into either of the above categories; such as medical supplies, consumer goods,
and luxury items. 6° With the new scope of economic warfare, all imports were
to be subject to interference. Extensive lists were made of every material
which would conceivably be of use to the German government.
The role of foreign-exchange restrictions was debated in the summer of
1938. Some saw a general embargo on such transactions to be a sensible
move, based on the belief that any means available to inconvenience the
enemy should be used. The Treasury noted, however, that it was important
for Britain not to hurt herself in the process. After all, if such an embargo
were to damage London's role as a world financial centre, then interfering
59 PR0. CAB/47/12. Trade Questions in Time of War, 2 June 1938, P. 6.
Declaration of London, 1909, Chapter 2, articles 22-25, 27- 29.
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with the important, though invisible exports, was not a sensible strategy. It
was possible that an economic embargo would only slightly inconvenience
the enemy while it could permanently damage London's position in the world
financial market. But at the same time, London's position as a world centre
for financial operations did allow the British government to bring pressure
against the Germans and this leverage could not be ignored at a time when
every possible weapon was needed. 61 At that early date it was not foreseen
that finance would be a primary weapon. The Committee thought that "The
Black List would apply primarily to the trade of ... [a] neutral country; a
financial boycott would be merely incidental." 62 But the Black List itself would
be enforceable only because of London's traditional position as the centre of
the financial world.
The British government had concerns about working with the French.
The Foreign Office was concerned about working so closely that full
disclosure would be required, and it did not wish to share information to that
extent with a foreign government. The FO thought that there "was always a
serious risk of leakage if any information was given to the French." If there
were leaks ahead of time, the effect of the blockade would be lessened, since
supplies could be bought earlier. But it was important that the Allied lists be
the same and current. Recognising this, it was agreed that the complete lists
would be shared with the French authorities.
Another British concern was about different definitions of the term
"enemy." In World War I there had been disputes over whether it was based
on nationality or domicile, and these distinctions caused many problems in
terms of enforcing the blockade. The British definition of enemy used in
61 PRO.

CAB/47/ 12. Trade Questions in Time of War, 1 July 1938, p. 9.
PRO. CAB/47/ 12. Trade Questions in Time of War, 1 July 1938, p. 11.
PRO. CAB/47/ 12. Trade Questions in Time of War, 9 March 1939, p. 1.
PRO. CAB/ 47/12. Trade Questions in Time of War, 9 March 1939, p. 3.
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World War H was quite broad. It was defined as one of four things. Either
"Government agencies in enemy territory"; "any person or business resident
or established in enemy territory"; "any branch (in any country) controlled
from a principal place of business in enemy territory"; or "any company or
other body of persons which constituted or incorporated under enemy law."
While the French government was not inclined to use such a wide definition,
the British were able to push the French to accept the British version, arguing
that the blockade would be meaningless if a narrower definition was used.

Much of the pre-war planning by the Advisory Committee was put
into practice on the outbreak of war. The Handbook of Economic Warfare,
published for use within the British government, detailed the economic
warfare machinery, and contained lists of items that were considered
contraband. The Committee's recommendations, made in September 1938
about the machinery for future blockades, were adopted in large part, and
formed the basis for the Ministry of Economic Warfare as it was established in
September 1939. The Ministry had most of its administrative personnel in
place, and most of its policy had been determined by the Advisory
Committee. The decision had been made to attack the German economy as a
whole, and to enforce this blockade through pressure on neutrals, trade
agreements with other countries, and while there would be some interception
of ships on the high seas, this was expected to be a much smaller part of the
British blockade effort. These plans, which were based on British estimates of
what Germany would do, were put into place in 1939, and were the basis for
Ministry operations in the early part of the war.

PRO. FO/837/3, Handbook of Economic Warfare, 24 July 1939, annex V.
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Chapter 2
Structure of the Ministry

The Ministry of Economic Warfare went through many changes as the
war progressed, and the structure evolved as the Ministry's tasks and strategy
altered. Many adjustments were made as a result of shifts in the relative
importance of the Ministry, since the political fortunes of the Ministry
followed the progress of the war. This chapter follows the MEW, from its
beginning in September 1939, through to the end of the war, examining the
changes in the ministerial structure and in its personnel along the way.
The first of the three Ministers of Economic Warfare was Ronald Cross,
who was appointed on 3 September 1939, along with Sir Frederick Leith-Ross,
who served as Director General. Cross was elected Unionist MP for
Rossendale in 1931, a position he held until the end of the war. From 1935-37
he was a Government Whip. He served in many departments: appointed
Lord of the Treasury in 1937; Vice-Chamberlain of FIM Household, a position
he held from 1937-38; and Parliamentary Secretary at the Board of Trade,
from 1938-39, when he was appointed to the MEW.1
Aside from two years as private secretary to Prime Minister H.H.
Asquith, Leith-Ross spent much of his career in the Treasury. Despite having
no formal education in economics or finance, he attained the position of
Deputy Controller of Finance in the Treasury before he was appointed Chief
1 Cross

left the MEW in May 1940, when he was appointed Minister of Shipping, a post he
held until 1941. After 1941 he served as High Commissioner in the Commonwealth of
Australia. In 1950 he was elected Conservative Ml' for Ormskirk, a position he held for 2
years. At that time he was chairman of the Public Accounts Committee. He died 3 June
1968.
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Economic Adviser to the Government in March 1932. In this capacity he acted
as the British Representative for international bodies. In 1938 he negotiated a
revised German payments agreement to ensure service of guaranteed
Austrian loans following the Anschluss. In September 1939 he was appointed
to the MEW, and was intimately involved in the negotiations with allied and
neutral governments. He enjoyed dealing with the post-war economic policy
questions for the Ministry, and served as Chairman of the Inter-Allied Post
War Requirements Committee from 1941-43, doing preparation work for the
United Nations Relief and Rehabilitation Administration. In February 1942 he
followed Cross' successor, Hugh Dalton, to the Board of Trade.2

As detailed in Chapter 1, the structure of the Ministry was arranged
before the war, into seven departments: Plans, Foreign Relations, Prize,
Intelligence, Legal, Establishment and Financial Pressure. (see Table 3) Each
department was expected to deal with what was anticipated to be a key area
in economic warfare. The Custodian of Enemy Property was set up in order
to hold the assets of enemies affected by the Statutory List. In November
1939, provision for this was made under Section 2 (2) of the Trading with the
Enemy Act which applied to enemy firms as well as to the businesses listed
because of their enemy associations.
With the outbreak of war and the expansion of government to meet
requirements, the MEW was not able to find a permanent home immediately.
It occupied a building at the London School of Economics from September
1939 until March 1940, when it relocated to Berkeley Square House for the
duration of the war. 3 During the initial phase of the war a representative from
2 LeithRoss became deputy general of European Regional Office, in which he served from
1945-46. In March 1946 he took a 5 year appointment as governor of the National Bank of
Egypt. In 1951 he became director of the National Discount Company and then National
Provincial Bank, for which he was deputy chairman in 1952. He joined the board of
Standard Bank and served as Director there for 15 years. He died 22 August 1968.
Medlicott, Blockade, vol.1. pp.63-64.
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the French Minis tére du Blocus had an office in the same building as the MEW
to facilitate the co-operative effort. This Ministére worked with the MEW in
developing the Allied economic warfare effort.

The British government strategy of looking at single commodities
rather than damaging the German economy as a whole led to one of the early
modifications of the MEW bureaucracy - the establishment of separate
sections to deal with individual key commodities. At the suggestion of
Viscount Edward Halifax, the Foreign Secretary, Cross set up a special section
to deal with the oil problem at the end of October 1939. The section was to be
composed of several administrative officers from the MEW and a petroleum
expert, along with suitable staff. It was to concentrate on centralising
information and initiating plans for the blockading of oil, with pre-emptive
purchases left to the Petroleum department. 4 Similar sections were planned to
deal with oil seeds and food stuffs, non-ferrous metals, rubber, iron and
manganese, and raw textile materials. In March 1940 nine committees were
set up. Each looked at sources, what was needed and what the MEW could
do in order to limit the supply.5
The MEW made pre-emptive purchases in an attempt to keep
important commodities out of German hands. To make these purchases more
efficiently, the United Kingdom Commercial Corporation (UKCC) was
established in April 1940.6 The Board of Directors were chosen for their trade
experience and knowledge of the countries with which they would be
dealing, as well as because of their previous experience in the civil service.
4 PRO. FO/371/23951, Political, Western. Co-ordination files. W15780, Organisation of
Petroleum Section, 30 October 1939, letter from Cross to Halifax, 28 October 1939.
5 Medlicott, vol. 1. P. 59.
6 PRO. FO/ 837/5. 'Economic Blockade", vol. 1, Economic Warfare Policy. Daily Press
Summary, 6 November 1941, No. 115, p.2.
After the entry of the US into the war, the UKCC worked alongside the United States
Commercial Company (USCC), its American counterpart.
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Lord Swinton, Philip Cunliffe-Lister, was appointed Chairman. He had
worked in the Board of Trade and the Department of Overseas Trade, serving
as President of the Board of Trade for most of the 1920s. Sir Frank Nixon and
John Henry Hambro were the joint managing directors. Nixon had been
appointed to the Treasury in 1912, and worked as Director of the Economic
and Financial Section of the League of Nations from 192O-23. Hambro was a
very successful businessman, as his family controlled Hambros, a leading
merchant bank which had strong associations with Scandinavia. This
background in international finance was considered very important for the
UKCC, and he was an important member of the London financial world.8
While the UKCC was responsible to the MEW, it was not a government
department, but rather a company, with His Majesty's Government as
shareholder. It had no direct responsibility to Parliament, but was funded by
the Treasury.9 It was established with a £1 million budget for the first year,
with which it was expected to make purchases which would support the
MEW's policies. Despite its funding, upon its conception the Corporation was
expected to work independently: "The operations of the company will not be
subject to Treasury control; the intention of the Government being that the
Company should be given as free a hand as possible to manage this very
tricky business in its own way." l° The issue of government control of the
Corporation was the subject of questions in the House of Commons. The
response was that all matters of policy were determined by the Board of the
UKCC.1l Despite this independence, the UKCC had to follow British
governmental policy, and the Corporation co-operated with the MEW, Board
' He served as Director of Whitehall Electric Investments from 1946.
8

In 1944 he was given a CMG for his UKCC work, and he served as Chairman of Hambro
from 1963 until his death in 1965.
PRO. T/263/59. UKCC - General (Correspondence). Letter from Drogheda to Brittain, 5
June 1942.
'°PRO. T/236/408, United Kingdom Commercial Corporation, Appointments of Chairmen,
letter from Swinton to Cross, 28 February 1940.
11 H.C. DEB 5s, Vol. 393 [Col. 5261 2 November 1943.
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of Trade and Foreign Office. It was these bodies which appointed members to
the Board of the UKCC, giving their input to the UKCC's strategy indirectly.
In autumn 1942, the Treasury moved to appoint several new directors to the
Board of the Corporation, with the approval of the MEW, Foreign Office and
Board of Trade. This was done because the extent of the Corporation's
activities was growing and because of fear of losses from those activities. The
Treasury was concerned, that while the business ability of the active directors
was very high, they were not senior enough. It
felt that the accession of two of three men whose names and
reputations count, not only nationally but internationally,
would be a sort of guarantee to the general public that the
rather peculiar activities of the Corporation are conducted on as
sound lines as possible.12
But when looking for suitable members, the Treasury had difficulty in finding
appropriate men willing to take on the task, despite the assurances that their
presence would be needed only once every three weeks. 13 Instead, the two
additional members appointed were both businessmen. Angus Campell was
suggested by Hugh Dalton, then at the Board of Trade, as a man able to
represent merchant interests. A Manchester businessman whom the Treasury
had originally considered not illustrious enough for the position, he agreed to
take the position in December 1942. A week later Ernest Lever, another
prominent businessman, was also appointed.
Lord Swinton was appointed Cabinet Minister Resident in West Africa
in 1942. Because he moved outside England, Sir Francis Joseph took the
position of Acting Chairman.' 4 (This was done by the Treasury, without

12 PRO.

1/236/409, IJKCC, Appointment to the Board, letter from WLF to Wilson-Smith and
Sir R Hopkins, 13 October 1942.
' PRO. T/236/409, IJKCC, Appointment to the Board, memo from WLF to Miss Culhane, 19
November 1942.
14 It was the Treasury which led the search for an Acting Chairman, and chose to look for
someone who was an ex-Minister, preferably a member of the House of Lords, rather that
someone from the City. PRO. 1/236/409, UKCC, Appointment to the Board, letter from
Catto to Fraser and Horace Wilson, 16 June 1942.
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consultation with the MEW. 15) After working in the British government, as a
Staff Captain in the War Office from 1916-17, and Assistant Secretary for the
Ministry of National Service from 1917-18, Joseph worked in industry. He had
worked for the Federation of British Industry from 1935 and as Government
Director of Imperial Airways Ltd. From 1937 - 40, he served on the Royal
Commission on Location of Industry, and in 1942 he joined the UKCC.
When Swinton returned to London in 1944, he was appointed to the
Cabinet as Minister for Civil Aviation, and agreed to step down from the
UKCC.' 6 The independent nature of the Corporation meant that it was
inappropriate to have a Chairman who was a member of the Cabinet, or to
retain an Acting Chairman when the Chairman was in the country. When
Swinton did not offer himself for re-election, Joseph was elected as
Chairman, 17 and continued to run the Corporation until the end of the war.
While the UKCC was begun in order to make pre-emptive purchases
and to hinder the German economy, during the war its focus shifted. While
making government purchases, it also worked towards assisting the
development of trade with other countries and benefiting British trade. It was
successful in doing so, and at the end of the war, the Corporation dedared a
£10 million profit.'8

'5 PRO.

T/236/409, UKCC, Appointment to the Board, letter from Catto to Fraser and Horace
Wilson, 16 June 1942.
16 PRO. T/236/408, United Kingdom Commercial Corporation, Appointments of Chairmen,
Telegram from Lord Swinton quoted in letter from Chancellor of the Exchequer to the
UKCC Secretary, 23 November 1944.
17 PRO. T/ 236/408, United Kingdom Commercial Corporation, Appointments of Chairmen,
letter from Francis Joseph to John Anderson (Chancellor of the Exchequer), 28 November
1944.
18 PRO. T/236/409, UKCC, Appointment to the Board, letter from D. Davidson, 23 October
1945.
Further details about the UKCC are covered in Chapter 8.
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Staffing
The Ministry's staff numbers fluctuated during the course of the war.
These changes were determined in large part by the political expectations of
economic warfare. When it was expected that the blockade would damage the
German war effort, more resources were available. Accordingly, the MEW
staff peaked in June 1940. Thereafter, when the situation in Europe was seen
as bleak, and the blockade was not expected to have a significant effect on the
German war effort, the reduced importance of the Ministry meant cuts in
staff. After July 1940, Contraband Control Bases were closed because it was
impractical to bring ships in. Consequently there were staff cuts because those
members dealing with the bases were redundant. Between August 1940 and
October 1942 there was a slow increase in the numbers as it was recognised
that the earlier cuts had been too drastic, and new staff were necessary to
implement the new blockade machinery, and in order to expand the Enemy
Branch.19 Between 1942 - 1944 the Ministry regained some of its previous
importance because of its role in intelligence gathering. But after April 1944,
as the Enemy Branch was split off and the Ministry was winding down, the
staff levels fell to their lowest point. Table 4 gives further details about the
MEW's overall staff numbers.
Hugh Dalton's diaries shed much light on the staffing of the MEW.2°
Dalton noted the shortage of staff, such as typists, and shared his opinion of
the quality of staff members. Known for his acerbic style, it is not surprising
that his diaries reflect his opinion that the FO had staffed the MEW with its

'

PRO. T/ 162/1023, MEW, Administrative Staff, Memorandum, October 1943.
Dalton's Diaries contain many entries in which people are ridiculed, or derided. The
number of such entries, and Dalton's reputation for complaining about people, suggest
that the comments are based on Dalton's attitude that other people were doing the wrong
thing. Thus it should be borne in mind that Dalton's comments may have been
unnecessarily ascerbic.
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Table 4
MEW Personnel Numbers
Date
Staff
September 1939
886
December 1939
985
March 1940
1,259
June 1940
1,506
August 1940
933
October 1942
1,358
April 1944
approx. 1,300
May1944
617
December 1944
353
May 1945
282
less competent members. In March 1940, Dalton was growing more and
more convinced that the FO had carefully selected its less competent
members for the MEW, based on reports received from Hugh Gaitskell in the
MEW. He wrote "Mounsey was useless and had obviously been handed over
to MEW by the FO because the latter knew this. ... Ingram and Stirling, both
from the FO, were weak as water." In April 1940 Dalton approached Sir
Orme Sargent from the FO at a diplomatic function, and gave his opinion
about the FO staff members at the MEW. According to Dalton's report,
Sargent denied that the FO was obstructing the MEW, or that they had
unloaded to the MEW all their unwanted staff. Dalton remained quite
sceptical. 24 Even once he became Minister in May 1940, Dalton seems to have
felt that his "incompetent" staff were all from the FO, and should be returned
there. One MEW staff member, P. Broad, had been drinking heavily, to which
Dalton responded that "he must at once be returned to store at the FO."

21

Medlicott, Blockade. vol. 1, P. 68.
Even Cross had difficulties with the FO staff, and by 19 September 1939, he had to hire a
new Establishments Officer. Cross had found that "old Robinson, the FO dugout, was
much too slow." British Library of Political and Economic Science Archives, London.
Papers of Hugh Dalton, (hereafter, HDP) Dalton Diary, Vol. 21, entry for 19 September
1939.
HDP, Dalton Diary, Vol. 22, entry for 17 March 1940.
24 1P3P, Dalton Diary, Vol. 22, entry for 4 April 1940.
HDP, Dalton Diary, Vol. 25, entry for 21 August 1941.
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Once Dalton became Minister of Economic Warfare, the staff situation
changed. Two weeks after his appointment, Mounsey offered his resignation
on the grounds of health and age. Dalton accepted it, but did not ask his
views on his successor. Instead he decided to make the Earl of Drogheda and
Noel Hall joint secretaries immediately under Leith-Ross. They were two very
different characters, one firmly establishment, and one an academic like
Dalton, but together they were a powerful team, and were effective in their
work. Officially responsible to Leith-Ross, the two Joint Directors handled
most MEW operations. Henry Charles Ponsonby Moore, Earl of Drogheda
had worked in the Foreign Office from 1907-18, before leaving to practice law.
Acting as Joint Director of the MEW from 1940-42, he worked well within the
bureaucracy, and helped to smooth relations. He worked along with Noel
Hall who, like Dalton, was an academic economist. Director of National
Institute for Economic and Social Research since 1938, he took leave for war
duties, and was Joint Director of the MEW from 1940-41. In 1941 he took
charge of the Economic Warfare work handled by the British Embassy in
Washington.28

26

wrote in his Diary that "There may be some FO chagrin over this." Dalton permitted
Leith-Ross to approach the Foreign Office about the change, with the understanding that
Dalton had made the decision, and would not discuss it with the FO. He insisted that "I
will have parity" with Halifax, who did not discuss FO staff changes with Dalton. HDP,
Dalton Diary, Vol. 22, entries for 29 and 30 May 1940.
Pimlott, p. 285.
1-lis work greatly impressed Selborne, who wrote to Churchill at the end of the war,
suggesting that he would be a great asset as an Ambassador for the British government.
According to Selborne, "He has been an unqualified success as 'Permanent' Head of this
Department, and the smoothness with which things have worked here, the happiness of
the staff and the unruffled relations we have had with our American colleagues and with
the neutrals are in no small measure due to his skill and wisdom." Churchill Archive
Centre, Cambridge (hereafter CA). CHAR 20/206. Letter from Selborne to Churchill, 30
November 1944.
In this capacity he was given the rank of Minister in HM Diplomatic Corps.
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Joint Intelligence Sub-Committee
In April 1940, the MEW increased its association with the Joint
Intelligence Sub-Committee, which handled much of the intelligence needed
by the three Services. The JIC, originally set up on 7 July 1936, had contained
representatives from the War Office, Foreign Office, Admiralty and Air
Ministry, and when issues relating to ecortomic warfare were raised the MEW
was invited to attend. Many of the JIC projects required the assistance of the
MEW, and on 23 April 1940 Cavendish-Bentinck from the FO, who chaired
the JIC, suggested that since the Ministry of Economic Warfare was frequently
called upon to do a considerable amount of work in connection with the JIC's
projects, it should be represented on the J1C's Inter-Services Project Board.
This was sensible given that the Board was created in order to "ensure that the
fullest use is made of 'irregular' activities to assist the objects of our 'regular'
operations and economic warfare." 3° A month later it was decided that M16
and the Ministry of Economic Warfare should both be represented by full
members on the Joint Intelligence Sub-Committee. But while they were to be
full members, they would, in practice, only attend meetings when matters
relevant to them were being discussed.31
The MEW was represented by the Director, Noel Hall, until 1941 when
Charles Geoffrey Vickers was appointed. 32 Vickers took his responsibility to

PRO. CAB /81/87, Joint Intelligence Sub-Committee Minutes, 23 April 1940.
PRO. CAB/81 /96, Joint Intelligence Sub-Committee Memorandum, Paper 36, "InterServices Project Board Report," 26 April 1940.
31 PRO. CAB/81/87, Joint Intelligence Sub-Committee Minutes, 24 May 1940.
32 held the position until 12 June 1945, when he handed his responsibilities over to the FO.
PRO. CAB/81 / 93, Joint Intelligence Sub-Committee Minutes, 12 June 1945.
It appears that sitting on the JIC led to promotions for those involved. For example,
Watson, who had sat on the JIC, gave up the position in March 1944 when he was
promoted within the MEW. PRO. CAB! 81/92, Joint Intelligence Sub-Committee Minutes,
12 March 1944.
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the JIC seriously. He was concerned about the amount of tasks that it was
responsible for, and in March 1942 put forward a Minute which suggested
that an increase of staff was needed to handle the work-load. 33 He had much
responsibility, including working with Sir Harold Hartley in deciding the
composition of his Sub-Committee on the question of Enemy Oil. He
worked to increase the influence of the MEW as well. He was eager to
increase the MEW's representation within the British government, especially
overseas. For example, he suggested in May 1942 that a member of the Enemy
Branch of the MEW be appointed as an Official to Chungking.35
Most of the relationship between the MEW and the JIC involved the
MEW providing economic information. Reports and general intelligence

details were discussed with the JIC, and the MEW gave assistance when it
was requested. For example, in 1943, when the JIC was producing Basic
Handbooks about the Far East for use by the British Services, the Ministry of
Information wrote the political sections and the MEW wrote the economic
sections. 36 In some cases it was through the JIC that the MEW was asked to
comment on economic matters. For example, when a report was made in
November 1943 about the estimates of the oil position in Europe, the JIC
invited the MEW to prepare a draft note to cover the report when it was sent
to the Deputy Prime Minister.37
While the MEW worked through the JIC on occasion, its operational
blockade issues were not subject to JIC approval, although the MEW did rely
on the JIC for assistance in difficult cases. One such example arose in January
33 PRO. CAB! 81/90, Joint Intelligence Sub-Committee Minutes, 31 March 1942.
34 PR0. CAB! 81 / 90, Joint Intelligence Sub-Committee Minutes, 7 April 1942.
This was agreed in principle, awaiting approval by the British Ambassador in Chungking.
PRO. CAB! 81 / 90, Joint Intelligence Sub-Committee Minutes, 12 May 1942.
36 PRO. CAB /81 / 91, Joint Intelligence Sub-Committee Minutes, 14 September 1943.
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1941 when the MEW was considering the problem of navicerting shipments
of military materials into European neutrals. The case in point was a
Portuguese shipment of an explosive, trinitrotoluol. 38 While it was accepted
practice for rationing figures to be set by pre-war levels of imports and
exports, this did not apply to armaments. The Minister, Dalton, inquired from
the JIC, as to whether it would be desirable to institute a special procedure
through which the opinions of the Service Departments could be sought in
such cases. But it is clear from the documents that this practice of asking for
input into policy was not the norm, and was only done in difficult cases.

The machinery for co-operation on intelligence matters was increased
throughout the war. In November 1940 the MEW circulated a memorandum
detailing the benefit of close collaboration on intelligence issues, pointing out
how the change in the war meant that it was more difficult to obtain reliable
information, while the demand and scope of required information rose. The
MEW suggested that the "position could be improved by a closer interlocking
of the Services and industrial intelligence work at all stages," 4° and that this
could best be done by the accommodation of Service Officers in the Enemy
and Occupied Territories Department of the MEW. In June 1941 the MEW
formed the Services Co-operation Department, which was charged with three
tasks. It was responsible for working on the Joint Intelligence Staff, co-

37 PR0. CAB / 81 / 91, Joint Intelligence Sub-Committee Minutes, 23 November 1943.
This isomer, which contains toluol, is commonly known as TNT.
39 PR0. CAB/ 81/100, Joint Intelligence Sub-Committee Memorandum, Paper 37,21 January
1941. The main problem for the MEW was that blockade policy had to be based on
presumption of enemy destination, and not to avoid interference with our purchases, or to
keep them from re-arming.
PRO. CAB/81/98, Joint Intelligence Sub-Committee Memorandum, Paper 361, 9
November 1940.
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operating with the Joint Planning Staff, 41 and co-operating with Air Ministry
on Bomb Target Section and Bomb Damage appreciation. 42 In March 1944,
the Economic and Industrial Planning Staff (EIPS) was created in order to
correlate the directives to be given to the Supreme Allied Commander in
Germany under the terms of surrender, and would deal with economic and
industrial matters.43
Perhaps the most important machinery for the intelligence community
was formed in April 1942. In an attempt to disseminate intelligence more
effectively, the JTC developed the Intelligence Section (Operations), which
controlled the collection and dissemination of intelligence which was
required by the different services. This was a combined service which was
directly under the Joint Intelligence Sub-Committee, and serviced the Joint
Table 5
British Wartime Intelligence Organisation, 1942
Applicants:
GHQ
Home

Producers:

clu

Admiralty
(Country
Sections)

cCO

Force

SCE

I.S.(0)

War Office
(Country
Sections)

Air Ministi
(Country
Sedions)

(Doñunions
Intelligence
Department)

MEW
'Sm

41

The Head of the new department;, M.Y. Watson, would maintain the liaison.
PRO. CAB/81/102, JIC Memorandum, Paper 239,2 June 1941.
PRO. CAB/ 81 / 92, Joint Intelligence Sub-Committee Minutes, 12 March 1944.
4 PRO. CAB/81/107, JIC Memorandum, Paper 135, 14 April 1942.
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Planning Staffs, Chief of Combined Operations and Force Commanders with
the factual intelligence they required for operational planning. 46 (See Table 5
for an organogram of the operational system.) In November 1942 the staff for
the IS(0) was expanded because of the increased work load. The staff of 3
administrators and 7 intelligence personnel was not sufficient to handle the
requirements, and 11 more people were hired. Included in the new positions
was another MEW representative, who worked as a full-time member of the
IS(0).4

Hugh Dalton

In May 1940, Churchill's appointment as Prime Minister caused
changes in the MEW. Hugh Dalton was appointed Minister of Economic
Warfare on 15 May 1940. He had originally entered academic life and
lectured in economics at LSE in 1919. He joined the Labour Party and entered
politics ten years later as MP for the Peckham Division of Camberwell, and he
served as Parliamentary Under-Secretary, Foreign Office from 1929-31. Dalton
returned to the Commons as Ml' for Bishop Auckland in 1935, and served as
Chairman of the Labour Party National Executive from 1936 - 37.
Dalton was known to be opinionated and had been opposed to the
appeasement efforts of the late 1930s, writing newspaper articles calling for
the resignation of Neville Chamberlain. He was a proponent of the blockade
from the beginning of the war. Standing against the pacifists and appeasers,

PRO. CAB/81/107, JIC Memoranda, Paper 135, 14 April 1942.
PRO. CAB! 81 / 109, JIC Memorandum, Paper 269,24 July 1942.
'' PRO. CAB/81/111, JIC Memorandum, Paper 444, 12 November 1942.
As Medlicott points out, it was during Dalton's tenure as Minister that most of the serious
changes in the opportunities for economic warfare occurred. (Medlicott, vol. 2, p. 1.) The
fall of France, the Nazi occupation of most of Europe, the German attack of the Soviet
Union and the attack on Pearl Harbor all occurred in this time, and were all significant to
the Allied economic warfare effort. This explains the changes in the period, as well as the
focus in this chapter on Dalton.
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he thought that Britain should enforce the blockade to the fullest extent. In the
Opposition, he was most vocal about what he thought should be done, and
how economic warfare should be waged. During this time he was making
public speeches, calling for stronger blockade enforcement, demanding that
the neutrals act in a consistently neutral manner, and pointing out that it was
imperative that Treasury controls be removed so that economic warfare could
be waged at "full blast."49 Once he was appointed Minister, he worked to
change the way the blockade was implemented.50
Dingle Mackintosh Foot entered the MEW with Dalton, and was
appointed Parliamentary Secretary on 17 May 1940. He was called to the bar
at Gray's Inn in 1930, and joined Western circuit. He was the Liberal member
for Dundee from 1931-45. Staying with the MEW through the war, he was
sent to Washington and Switzerland to promote Britain's economic warfare
effort.51
When Dalton was appointed Minister, Hugh Gaitskell became his
Principal Private Secretary, and was put in charge of the German Intelligence
branch. Gaitskell was an old friend of Dalton, and a member of the Labour
Party. Like Dalton, he was an academic economist; after leaving Oxford, he
taught in Nottingham and at London University. He joined the MEW's
Intelligence Branch at the beginning of the war. While there he passed
HDP, Dalton Papers, Part 11, 6/2, Speech at Bishop Aukiand, 30 March 1940.
served in this capacity until he was appointed as President of the Board of Trade on 21
February 1942. He became Chancellor of the Exchequer in July 1945, and held that
position until November 1947, when he resigned after giving the details of an interim
budget to a journalist before the speech, with the result that the news was published
prematurely. He was replaced by Sir Stafford Cripps. Dalton was seen as a formative
influence on the Labour movement, and was involved in development of the practical
Socialist programme. He died 13 February 1962.
51 In 1945 Foot was a member of British delegation to San Francisco conference to frame the
UN charter. In 1945 he went back to the bar and took silk in 1954. He served as bencher of
Grays Inn in 1952 and treasurer in 1968. In July 1956, alienated by the way the Liberal
Party was drifting to the Right, he joined the Labour Party, and from 1957— 70 served as
the Labour MP for Ipswich. In 1964, when Labour won, he was appointed Solicitor
General and knighted. He was active in the legislative program during Harold Wilson's
administration. He resigned in 1967, was made privy councillor and returned to back
benches of House of Commons, and again returned to practice law. He died 18 June 1978.
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intelligence information to Dalton, 52 which endeared him to Dalton, but not to
Leith-Ross, who was in the MEW at the time. Leith-Ross attempted to block
Gaitskell's transfer to the office of Principal Private Secretary, believing him
unsuitable for the task. Hall, asked to deny the transfer, refused, and Gaitskell
was appointed.53
In summer 1940 the MEW structure was modified. At the end of May
1940, Dalton formed an Economic War Council in his Ministry in order to
make blockade enforcement more effective. The Economic Warfare
Intelligence Branch was renamed the Enemy Intelligence Branch. M Within the
Ministry, a division was made between operations, which was handled by the
General Branch, and intelligence, handled by the Enemy Branch. The Prize
Division remained and dealt with contraband seizures. New staff was
brought in, as can be seen from Table 6, but the Division remained
understaffed throughout the war.55 Even with the additional personnel, it was
unable to complete all the contraband work it was assigned.

Table 6
Prize Division Staff Numbers

Date
Officials Clerical
________________ __________ Staff
September1939
22
9
December 1939
45
87
March1940
65
181
June 1940
63
199

52 Dalton details these conversations in his Diaries.
Hugh Gaitskell was born 9 April 1906. He attended Winchester, and New College, Oxford.
After his service in the MEW, he returned as Labour member for South Leeds in 1945. At
age of 44 he became the youngest Chancellor of the Exchequer. From December 1955 he
was Leader of the Labour Opposition in the House of Commons since 14 December 1955.
He died 11 January 1963.
F.H. Hinsley, British Intelligence in the Second World War. (United Kingdom: Cambridge
University Press, 1993) p. 225.
They tried to borrow staff from other areas, with varying success. W. N. Medlicott, The
Economic Blockade. vol. 1 (London: Her Majestys Stationery Office and Longmans,
Green and Co., 1952), p. 65.
Medlicott, Blockade. vol. 1. p. 65.
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In April 1941, Charles Vickers became Deputy Director General and
led the Enemy Branch. 57 A solicitor by training, Vickers was concerned by the
difficulties in obtaining required intelligence. He believed that some of these
might have been overcome by the appointment of Service personnel to the
MEW. This would have lessened the reliance on civilian staff (which were
financially more expensive because Service personnel had tax-free
allowances). It also might have provided a means for bridging the gap
between a civilian ministry, the MEW, and the Service ministries it supported.
Shared personnel could have helped the MEW to better understand the needs
of the Services. While the co-operative effort was refined over time, Vickers
remained disappointed as he felt that it could have been improved. He
believed that with greater Service input the Ministry would have greater
understanding of what intelligence was needed, and might have been able to
present it so that the Services would have paid more attention to the
intelligence supplied.58
In April 1941 the Enemy Branch consisted of four departments:
Financial Transactions, Commodities, Shipping, and Enemy and Occupied
Territories. Under Vickers the Enemy Branch focused on assisting the Services
and the MEW operations. In mid 1941 the Branch was reorganised, and three
major changes were made. The Enemy Resources Department took over the
Enemy and Occupied Territories Department, and broke it into three
sections.59 The Services' Liaison Department was formed to enlarge contact
with the Services. And the Bomb Targets Section was moved from the Enemy
and Occupied Territories Department into the new Services' Liaison
He served in this capacity until 1944, when he was appointed Director General of the
Economic Advisory Branch, which was under the joint control of the FO and MEW, until
1945.
58 Sir Geoffrey Vickers, 1945, as quoted in Medlicoft, vol. 2, pp. 675-6.
In the General Branch, the sections in the three Neutral Trade Departments, according to
Medlicott,, were arbitrary, and based on the interests of the officials in charge of the
department. (Medlicott, vol. 2, p. 674.)
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Department. These changes meant that the Enemy Resources Department was
able to develop a better intelligence processing. It also made it easier to deal
with the Services on strategic matters.

In meeting his blockade objectives, Dalton felt that he was being
hampered by the FO. Dalton was angered that policy decisions relating to the
blockade were taken without consulting him. One of the ways this happened
was through Cabinet meetings at which he was not present which dealt with
economic warfare matters. (The War Cabinet hierarchy can be seen in Table
760.)

In June 1940, the Cabinet met to discuss interception policy in Gibraltar

without the MEW present. 61 Dalton wrote in his diary that "These
proceedings, behind my back, are a new provocation."62 He faced Halifax on
the issue, and when he was asked to put aside personal feelings and focus on
defeating the Germans, Dalton's response was "That is what I want to do, but
there seem to be obstructions, not least in this office."
Dalton believed that he had changed the British economic warfare
effort within his first year as Minister, daiming in his diary: "when I had
reformed MEW, my first job had been to break a number of bottle necks, and
the thing had worked much better thereafter." M Dalton announced in
September 1941 that the MEW was making progress "slowly but surely."65
One accomplishment was that German soap was supposedly 75% Chalk,
60 John Ehrman. Grand Strategy. Vol. VI. (His Majesty's Stationery Office: London, 1956)
Appendix JV.
61 War Cabinet Minutes, 154 (40), 4 June 1940. The Cabinet agreed to defer making a decision
on this policy.
HDP. Dalton Diary, Vol. 22, entry for 5 June 1940.
Dalton had Leith-Ross approach Bridges, Secretary of the War Cabinet about this issue,
pointing out that it was his responsibility to remember that the blockade matters were the
MEW's departmental responsibility, and complaining that this had happened several
times before. PRO. ADM/1/10855, Questions of Blockade and Contraband Control, letter
from Leith-Ross to Bridges, 24 March 1941.
HDP. Dalton Diary, Vol. 22, entry for 5 June 1940.
64 HDP. Dalton Diary, Vol. 24, entry for 19 January 1941.
HDP. Dalton Papers, Part III, 18/3. Speech at Nathan Lunch, 17 September 1941.
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Table 7
War Cabinet, November 1944

War Cabinet
Prime Minister
and Minister of
Defence
DeleriLe
Committee
(Operations)

H

Defence
Committee
(Supply)

Chiefs of Staff
ojnt Planning and
lntelligenceStaffs

I-LI Various
I 1 Sub-Committees

Lord President of the Council

Secretary of State for Foreign Affairs

Chancellor of the Exchequer

Minister of Labour and National

Secretary of State for Home

Lord Chancellor

Secretary of State for Dominion Affairs

Lord Privy Seal

Secretary of State for India and Burma

Secretary of State for the Colonies

Secretary of State for Scotland

President of the 8oard of Trade

Minister of Education

Minister of Health

Minister of Agriculture and Fisheries

Minister of War Transport

Minister of Food

Minister of Works

Minister of Fuel and Power

Minister of Information

Minister of Economic Warfare

Chancellor of the Duchy of Lancaster

Postmaster General

Minister of State

Paymaster General

Minister of Pensions

Minister of Production

Minister of Supply

Minister of Aircraft Production

First Lord of the Admiralty

Secretary of State for War

Secretary of State for Air

Minister of Reconstruction

Minister without Portfolio

Minister of Town and Country
anthng

Minister for Civil Aviation
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which did great damage to German synthetic fibres. Dalton thus claimed that
"the Blockade makes the Germans both cold and dirty." 66 But Dalton came to
understand the limits of the economic warfare strategy. He qualified the
abilities of the blockade and backtracked from his earlier stand that the
blockade could be an effective weapon against Germany. Moving away from
economic pressure, Dalton looked for other ways to affect Germany's
economy. The area where he saw the greatest chance of real accomplishment
was the Special Operations Executive. This became the focus of his attention.
Established in the summer of 1940, Dalton fought strongly for its control. It
was officially subordinate to the Minister, although Special Operations 1 was
moved to the Political Warfare Executive in August 1941. It remained under
the control of the Minister of Economic Warfare throughout the war, although
it answered to the JIC and Joint Planning Staff.
With the lesser status of economic warfare, and once Dalton had made
many of his desired changes, he no longer felt suitably engaged with his
Ministerial position. While he appreciated the progress that was being made,
he felt that "MEW is not now a full-lime job and that I should not be
interested in continuing to do that and nothing else." 67 Some of his
displeasure may have been the result of fighting with the Political Warfare
Executive, which was trying to extend its control to all non-military
operations, daiming that the RAF offensive and the blockade were both parts
of political warfare operations. Dalton clung to the Prime Minister's definition
of Political Warfare as "propaganda to enemy and enemy-occupied territories,
and nothing more."68 His opinion of the PWE is dearly shown by his referring
to them as the "Peawits" in his Diary.

66

HDP. Dalton Diary, Vol. 26, entry for 6 January 1942.
HDP. Dalton Diary, Vol. 25. entry for 11 September 1941.
68 HDP. Dalton Diary, Vol. 25, entry for 7 October 1941.
67
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On 21 February 1942, Dalton was appointed the head of the Board of
Trade. When Dalton left for the Board of Trade, Leith-Ross accompanied him.
Clement Attlee, Labour Party leader and Deputy Prime Minister, made the
request to Churchill, daiming that the shrinkage of the importance of the
MEW, Leith-Ross would be better placed, as Economic Advisor to His
Majesty's Government, at the Board of Trade.69 Lord Drogheda was
appointed Director General in Leith-Ross' stead; the Parliamentary UnderSecretary remained Dingle Foot.
While Dalton's diaries reveal his feelings on leaving the SOE, very little
mention is made of his feelings on leaving the MEW, except for his opinion of
his successor. He was not impressed by Viscount Wolmer, Roundell Cecil
Palmer, but his concern was only raised when he learned that Wolmer would
also be taking control of SOE. He was reassured, however, that neither Sir
Desmond Morton, the Personal Assistant to Prime Minister, the FO, nor the
Chiefs of Staff would gain control, and it would still be under a Minister.70
Wolmer had never held any office higher than Assistant Postmaster General,71
and he been out of politics for many years. Dalton also was not impressed by
Wolmer's appearance, writing that he did not seem very intelligent, although
he was interested in the task before him. But Attlee informed Dalton that "He
is not such a fool as he looks; he is very tenacious and he is quite close to the
PM."

69 PR0 PREM/4/95/8. Trade, Letter from Attlee to Churchill, 27 February 1942.
'° HDP. Dalton Diary, Vol. 26, entry for 23 February 1942.
Wolmer was forced to resign from the post when he made a "public speech saying that
postmen were thieves, slackers and liars and that the Post Office should be run as a
private company to earn a large dividend." HDP. Dalton Diary, Vol. 26, entry for 22
February 1942.
HDP. Dalton Diary, Vol. 26, entry for 23 February 1942.
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Lord Selbome

In fact, the choice of Minister turned out to be a sound one. Viscount
Wolmer was appointed Minister of Economic Warfare on 22 February 1942.
He had been the MP for Aldershot from 1918 - 1940, and had held a variety of
posts in the government, 73 Wolmer was the Chairman of the Cement Makers'
Federation, holding that position from 1934 - 40. This experience played a
role in his return to government in 1940 when he was appointed Director of
Cement, Ministry of Works and Buildings. He held this position until he was
promoted to Minister of Economic Warfare. He entered House of Lords 1941,
and became the 3 Earl of Selborne while Minister. 74 It appears that his return
to government was in part a result of his close friendship with Churchill.Th
They had been brought together by their shared opposition to the
Government of India bill in 1935. Selborne was rumoured to be very
religious, High Anglican, 76 and was credited with "uncompromising
principles and independence of mind." He appears to have been opinionated,
tenacious, and intelligent.
Selborne was pleased to take over responsibility for the SOE. He
claimed that the MEW took only one fifth of his time, with the rest spent on
the SOE, about whose principal activities he held daily meetings. In 1942 he
replaced Sir Frank Nelson with Sir Charles Hambro as SOE's executive head.
73 He served as Assistant Director, War Trade 1916 - 1918, and as Parliamentary Secretary,
Board of Trade, 1922— 24, when he was promoted to Assistant Postmaster-General, a
position he held until 1929, during the period of Post Office reforms.
74 While he enjoyed a long career in the House of Commons, his obituary claims that he was
not promoted as high as his abilities because he held to Tory principles while Tories were
abandoning principles in hopes of holding the Empire together.
When Selborne left office he returned to the Cement Makers' Federation, where he
remained chairman until 1951. He died 3 September 1971.
' In correspondence between the two men, Churchill refers to Selborne by the nickname
'Top." CA. CHAR 20/137 C, Letter from Churchill to Selborne, 18 June 1944. CA. CHAR
20/194 A, Letter from Churchill to Selborne, 1 June 1945. Churchill Archive Centre,
Cambridge.
76 HDP. Dalton Diaries, Vol. 26, entry for 22 February 1942.
Times Obituary.
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And eighteen months later he put in Cohn Gubbins. In his on-going struggle
to maintain SOE, he relied heavily on his friendship with Churchill.
In March 1942, Selborne set out a revised list of the aims of Allied
economic warfare for the immediate future. 78 With this revised strategy in
mind, Selborne reorganised the MEW in order to make it better able to attain
these goals. He proposed in April 1942 that some responsibilities, such as
Enemy Transactions and Information and Statistics departments be moved
out of the Enemy Branch. By May 1942 the MEW was reorganised, with the
Enemy Branch divided into many departments which were expected to
handle enemy issues more efficiently. (See Table 879) The Enemy Resources
Department was split into three departments, and the Far Eastern Section
became a Department. With this new organisation, economic intelligence
about both Japan and Germany were dealt with by a single head. 8° The
Objectives Department built up its staff and records in order to answer
operational demands. It established links with Air Operations, and later with
Naval and Army operational staffs.
At this point the Enemy Branch was focused on several areas: the
development of the JIC, development of the general intelligence organisation,
intelligence about the Soviet Union, targets for air operations, and the Far East
intelligence. The American authorities sent representatives to London to work
with the MEW. The American Embassy established the Economic Warfare
Department under Riefler at 40 Berkeley Square. It was an independent
department which was supposed to combine all the American personnel
concerned with the MEW on to one team. Around the same time the Allies set
up the Combined Economic Warfare Agencies, which was responsible for
collecting information and advising the JIC on matters relating to the
7B Medlicott,

vol.2, p. 15.
PRO. T/162/1023. Ministry of Economic Warfare.
Sir Geoffrey Vickers, 1945, as quoted in Medlicott, vol. 2, p. 680.
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Mediterranean. The General Branch was also divided into many departments,
which handled aspects of neutral trade, as well as enemy transactions which
occurred in Allied or neutral territory, and other domestic issues relating to
the Ministry. (See Table 981.)
By early 1942 it was clear that the Enemy Branch was becoming purely
an intelligence organisation. For that reason the Commodities Department
was split between the General Branch's Relief Department, and the Enemy
Resources Department. The Shipping Department was responsible only for
enemy shipping, and was transferred to the territorial departments in the
General Branch. Financial Transactions were also transferred to the General
Branch. To complete the separation, the Information and Procurement
Department, with the exception of the statistics section, was transferred to the
Enemy Branch.
The Objectives Department continued to evolve. In April 1943 it was
divided into an operational intelligence department, and a countries section
which produced Basic and Zone Handbooks. These were produced at the
request of the JIC, and provided intelligence which would be needed for the
invasion of Europe. In early 1944 it was divided again. The Shipping Section
was made a department, and was responsible for all transport intelligence. A
Principal Assistant Secretary was charged with handling all the posthostilities work. The Chairman of the Economic and Industrial Planning Staff
was appointed to run the inter-departmental committee responsible for
preparing plans and recommendations for the occupation or liberation of
Europe. In doing so, the Enemy Branch took on the task of co-ordinating
foreign policy, and accordingly, on 6 April 1944, it was transferred to the
Foreign Office's administrative control and named the Economic Advisory
Branch. Vickers claimed that when this happened, "nobody noticed the
81 PRO. T/ 162/1023. MEW.
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Table 11
Neutral Trade Department, May 1944

Neutral Trade

Department i

II

Department ifi

Department II

Iberian
Peninsula
Supply

I Relief I

Sweden,
Turkey,
Mid. East

Financial
Enemy
Interest

Black and
Statutory
Lists

Neutrals

I

Mid. East

Passenger
and Crew
Control

Pre-emption
The
Americas

I

Recording &
Processing

Insurance

Switzerland
Contraband
Intercepts

Diamonds
Supplies

Turkey,
I Sweden,

Spain, I
Portugal,
Switzerland

Department IV

Financial
Intelligence

Goeland
Committee
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difference" because of the long-standing separation between branches.
Despite being sections of the same Ministry, the branches had become
increasingly self-contained.
The focus of the MEW's operations had changed again, which is
reflected in the orgamsation in the General Branch. There were departments
for Financial Pressure and the Iberian Peninsula, as well as the Americas and
Neutrals. (See Table 1O.) There was little mention of actual physical
blockade, and most of the Ministry's efforts were focused on political
negotiations and financial pressure. The Neutral Trade department was
broken into four sections which dealt with different geographical areas and
commodities. (See Table 11 &I .) For this lesser form of economic warfare there
was still a full Establishment Department. (see Table 1285.)

Plans for winding down the MEW were developed beginning in June
1944, once the Allies had invaded Europe. While Selborne proposed that the
SOE's world-wide infrastructure could serve as a base for permanent
peacetime intelligence network, the idea was rejected by Attlee. Beginning in
October 1944, Selborne and Churchill began to discuss the ending of the
Ministry, as Selborne said that that economic warfare would be better waged
by the Americans. After asking for Churchill's preferred date, Selborne
requested that the MEW dose down on 1 January 1945. But there were still

82

Geoffrey Vickers, 1945, as quoted in Medlicott, vol. 2, P. 677. PRO. CAB! 81 / 92. JIC, 25
April 1944, 18th meeting. The JIC was assured that the relationship with the MEW would
remain the same.
PRO. T/ 162/1023. MEW.
Table 10 includes the Goeland Committee, which was set up to interfere with German
traffic on the Danube River. The name was chosen from the French word, goeland,
meaning seamew, which stood for The Society for Energetic Action by the Ministry of
Economic Warfare (S.E.A.M.E.W.) (Medlicott, vol. 1, p. 255).
PRO. T/162/1023. MEW.
PRO. T/ 162/1023. MEW.
PRO. PREM/4/35/2A, Government Departments, letter from Selborne to Churchill, 31
October 1944.
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Table 12
Establishment Department, May 1944

Establishment
Department
I
I

Staff
Questions
Books and
Card

Absence/
Attendance
Records

Registzy
Miscellaneous

I

I

I

Support for
MEWand
Enemy Branch

I

I

Accounts
Cashier

Typists

Accommodation
Equipment

SeCUty

ResthesI

i-I_i Overseas
Accounts

Taxes,
wages

Stationery 1—Lj Office Keeper
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too many tasks for the MEW to handle, and it was not possible to dose the
Ministry that early, although both Selborne and Drogheda ceased to receive
salaries at the end of December 1944.87 While the Ministry could not be dosed
yet, in March 1945 it was whittled down. With 5 remaining departments, and
a staff of approximately 300, the two most active departments remained the
Statutory and Black Lists Department and the Trade Agreements Department.
The other three departments had support roles. It was not until May 1945 that
Selborne and Churchill agreed that the Ministry would be wound down,
and the Ministry was closed in June. On 15 May 1945, Selborne resigned,
although the MEW operations still remained for another month. It was on 12
June 1945 that Vickers informed the JIC he was handing over his
responsibilities to the Foreign Office. Most of the overseas staff were taken
over by the FO and Department of Overseas Trade on 1 April 1945. The FO
set up the Economic Warfare Department under Gerald Hyde Villiers, 89 and
the FO took over the Ministry's remaining functions by 1 June 1945. Claims
from contraband control seizures were handled by the Procurator General's
Department. The Trading with the Enemy Branch handled Black List issues,
and the Trading with the Enemy Branch or the Treasury handled "Enemy
Transactions."90 Thus after a long winding down period, the Ministry of
Economic Warfare was disbanded, with most of its remaining operations
transferred to the Foreign Office.

PRO. T/162/1023, MEW, Administrative Staff. Letter from Wilson (MEW) to Winnifrith
(Treasury), 15 December 1944.
CA. CHAR 20/ 194A, letter from Churchill to Selborne, 25 May 1945. Churchill Archive
Centre, Cambridge.
89 Villiers was Company Director of the MEW from September 1939 until the end of the war.
He maintained his position in the MEW despite his FO background; he had worked in the
FO from 1903 until he resigned in 1929.
Medlicott, vol.2, p. 628.
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Chapter 3
Weapons of Economic Warfare

In waging economic warfare against Germany in World War II, the
British government used two broad categories of actions: indirect action
through diplomatic and legislative means, and direct action through military
means. Both were required for effective economic warfare. This chapter will
address these in turn: first, the political, financial, and legislative means, such
as War Trade Agreements and the interference with foreign exchange, used
by the MEW for indirect action; and then the military means, such as sea
blockade and strategic bombing. Each of these tools had strengths and
weaknesses, and they will be examined in turn. All were part of the attempt
to deprive the enemy of goods, whether it was from the source of the goods,
during their transit, or at their destination. 1 Ideally, the two types of weapons
worked together. While the non-military tools available were used to deprive
the Germans of goods by limiting the availability of the goods in the first
place, interception of goods or their destruction at the destination would be
accomplished through direct military action.2

Aware that Germany traded with many countries adjacent to her, and
that no physical blockade could be made around Germany herself, the British
1 Walter Laqueur, ed. The Second World War; Essays in Military and Political History.
(London and Beverly Hills: SAGE Publications, 1982) p. 40.
2 Agair., military action was crucial to the blockade in a different venue as well. It was only
after an economy was strained by the demands of a military war that the effects of a
blockade would be felt. although this was not understood in 1939.
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Government immediately looked to restrict trade with Germany through War
Trade Agreements. These agreements were negotiated with European
countries, using diplomatic measures to limit trade with Germany. The
countries were expected to agree to restrict exports to Germany in return for
trade concessions from the British Government. Before the outbreak of the
war, agreements were negotiated with most of the neutral countries in
Europe. The theoretical justification for these agreements, according to the
"Handbook of Economic Warfare" published in July 1939, was that
unlike the operations of the armed forces, its [economic warfare]
results are secured not only by direct attack upon the enemy but also
by bringing pressure to bear upon those neutral countries from which
the enemy draws his supplies. ... it has as its ultimate sanction the use
of belligerent rights.3
These agreements were supposed to stop evasions of the blockade, not halt all
neutral export. Each of the agreements bound the country to limit imports
voluntarily so that they would not be importing more than their internal
requirements, which meant re-exports to Germany were unlikely (similar to
the Forced Rationing, discussed below). The neutral countries agreed not to
re-export goods imported through the blockade or "similar products". 4 The
agreements were tailored to fit the individual countries based on their
particular trading relationship with Germany.5
Most of the Trade Agreements turned out to be useless for several
reasons: the agreements were negotiated very slowly; many concessions were
made; and the British Government had not anticipated that Germany would
occupy such a large proportion of Europe. Britain had outstanding, but in the
end useless, War Trade Agreements which had been negotiated with Belgium
and Holland in 1939 and early 1940. The countries in Europe with whom

PRO. FO/ 837/3, Handbook of Economic Warfare. p.2.
Gordon and Royden Dangerfield, The Hidden Weapon; the Story of Economic
Warfare. (New York Harper and Brothers Publishing, 1947) p. 35.
5 Gordon and Dangerfield, p. 34.
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Table 136
Selected Exports to Germany, 1939 - 1943

ortuguese Tin
ortuguese Wolfram ore 638
10,(
wedish Iron Ore

305
200
345 759
670
938
156 442
61 1,64 1 1,696 1,0
8.898 9,2 0 7,975 9,5

in metric tons

Britain had negotiated agreements and which were not occupied were
Sweden, Switzerland, Turkey, Portugal and Spain. These countries were fully
aware that the British Government was anxious for them not to trade with
Germany, but as the war was favouring her, the neutrals were reluctant to
anger or offend. With weak British economic and diplomatic bargaining
power, and overt coercion not an option, there was little reason to agree to
British terms. For most of the war, these countries traded relatively freely
with Germany despite the Agreements. 7 In fact, the export level for several
crucial materials was considerably higher throughout the war than it was
beforehand, despite the agreements in place, as can be seen in Table 13.
Another example of the failure of the agreements was the Anglo-Swedish
Agreement, which targeted ball-bearings, a product essential for machines
and vehicles. The Allies sought to restrict German purchases from Sweden as
late as autumn 1944. Despite Allied attempts to reach an agreement whereby
exports would be limited, no agreement could be made. 8 Swedish bearings
remained a target of British economic warfare without much success.
Although only 7% of the bearings exported went to Germany, those supplied
satisfied approximately 70% of Germany's total requirements for seven types
of airplane frames.9
6 w N. Medlicott, The Economic Blockade. Vol. 2, (London: Her Majestys Stationery Office

and Lorigmans, Green and Co., 1959) P. 668.
7 Gordon and Dangerfield, p. 61.
8 War Cabinet Minutes 52(44)3, 19 April 1944.
The Swedish government would not agree to a complete embargo on the exports, which is
what the American government required.
Gerard
Aalders and Cees Wiebes, The Art of Cloaking: the Case of Sweden Ownership; the
9
Secret Collaboration and Protection of the German War Industry by the Neutrals.
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The Ministry negotiated Agreements throughout the war. The
Portuguese War Trade Agreement, first agreed in principle on 28 January
1941, was a case in point. It was negotiated for five years, although even
without a complete agreement in place the British were able to impose trade
quotas on the Portuguese with temporary measures which would restrict the
trade for a short period while various concessions were considered. 1 ° In late
1944, the British realised that the agreement terms might conflict with plans
for after the cessation of hostilities, and therefore decided that "it would be
better to allow the Agreement to lapse."1
The British focus on War Trade Agreements is interesting, as the
British government was unable to enforce the terms of the agreements once
they were negotiated. This was because co-operation from the neutral
government was required to enforce them, and this was only available when
the war turned in favour of the Allies. The War Trade Agreements, after the
disasters of 1940 and 1941, did not curb significantly strategic exports to
Germany by neutrals,' 2 although this period was when the restrictions were
most needed.

More success was possible with weapons designed for use in
Allied countries. Attempts were made to discourage residents from aiding the
Germans and from doing business with German businesses, or even with
people who did business with those businesses. To this end, the British
Statutory List was set up. It first appeared on 13 September 1939 and
contained 280 names. 13 Also known as the Black List; it was a list of Axis
(Amsterdam: Amsterdam University Press, 1996) p. 79.

10 For example, in July 1944 Portugal agreed to a total embargo of

wolfram after 98 tons were
shipped to Germany, as was required by an earlier agreement. War Cabinet Minutes
72(44)4, 5 June 1944.
11 PRO. FO/837/34, Statement of Action Taken, September 1944,
p. 3.
12
and Dangerfield, p. 60.
13 PR0. FO/ 837/ 1A, Economic Warfare Synopsis, November 1942.
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nationals or agents outside of Axis territory, as well as others who gave
assistance to the enemy. Evidence was brought that those on the list had been
working with or for the Germans, and people and businesses in Britain were
advised not to work with concerns on the list. 14 Those listed were considered
enemies of the Allies, and it became difficult for them to conduct business in
the Allied world. The legal right to seize any of their property, and limit their
movement and trade within the Allied sphere of influence, was established in
December 1939.15 The Statutory Lists were effective in influencing business at
home. Of course, this was only true once the lists were made public in March
1940, and only if the German interests did not hide themselves under cloaks.

There were other, less public, lists. The Suspect List was a list of
people who, based on intelligence reports, or as a result of inquiries, belonged
on the Statutory List, or were cloaks for German businesses. These concerns
were placed on the Suspect List, rather than the Black List, either because
their connection to the Germans could not be proven beyond doubt, or
because it was considered more expeditious to have them only on the Suspect
List. This list was not made public, both because of the fear of libel suits and
because the various departments involved were afraid that cloaked German
interests would simply change names and the Ministry would then be forced
to discover the newest cloak.
The "G" List was only for use within the government, and there were
no penalties associated with being listed on it. This list was used to alert the
relevant departments that the listed concern required observation.
Censorship, Import, Export and Contraband Controls had access to the list,
and if they found information which established that a firm listed was either
enemy related or innocent, the details were passed to the Ministry of
14 For example, banks would not open accounts for them.
15 ft was announced that from 19 December 1939, even goods consigned to order could be
seized. Medlicott, vol. 1, p. 79.
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Economic Warfare which took the necessary step of either removing the
concern from listing, or adding the concern to the appropriate list.16
Sometimes political pressures, such as those generated by connections
of companies and their directors, prevented German interests from being
listed. For example, the Dutch de Bary company was kept off the Statutory
List for five months despite proof of enemy association. The personal
connections of the company chairman, his relations with the Royal Family,
and the risk of undermining confidence in the Dutch market all played a role
in the decision. 17 When the company was finally placed on the Statutory List,
the delay was publicly questioned. The Minister of Economic Warfare was
evasive when he was questioned about the delay in the House of Commons.18
Applied along with the Black List, financial pressure was another
weapon in the economic warfare arsenal. It was meant "to tie up or destroy
their existing financial assets abroad [and] to prevent them raising fresh
assets," 19 which would hamper purchases of war materiel and supplies.
London was one of the financial centres of the world, and the government
expected to be able to harness this strength. The choice of this weapon,
according to the Financial Pressure Department, was an obvious one: "The
lack of assets abroad is probably the weakest point in the German economic
front, and concentration on this weak spot gives promise of the maximum
amount of result from a given expenditure of effort."2°
The MEW also tried to damage the German war economy by blocking
funds. The British Government considered all German bank and security
16 PRO. FO/371/28751, 1941, Co-ordination, File No W7, W11987/7/49, War Trade Lists, 8
October 1941. p. 2.
17 Bai of England Archives, London (hereafter BEA). C48/ 191, Memorandum from
Financial Pressure Department, October 26 1939, p.2. Bank of England Archives, London.
18 H.C. DEB 5s. Vol. 357 [Col. 15491,22 February 1940.
19 PR0. T/263/7. Financial Pressure Department, 2 October 1939, signed by Stopford,
20 PRO. T/263/7. Financial Pressure Department, 2 October 1939, signed by Stopford,
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accounts to be frozen, prohibiting transfers and withdrawals in countries
where the accounts were blocked. This included Britain and the United
States, which in spring 1940 had moved to freeze the assets of occupied
countries.21 But this was only a useful weapon if other countries considered
the accounts blocked and therefore valueless, which was often not the case.
Blocked funds became a currency in their own right. While the immediate
funds were not available for withdrawal, some European banks would accept
the blocked funds because they anticipated that they would get the funds
after the cessation of hostilities, and with them as collateral, the banks were
willing to lend a percentage of the money across enemy lines. This meant that
only a fraction of the amount was received in hand, but both the bank and the
recipient benefited. Banks accepted them in part because it enabled them to
cover other debts which had been incurred. Even the Allied governments cooperated in such arrangements on occasion. For example, in 1944 they wanted
to send money to Japan in order to feed Allied prisoners of war held there.
Since funds could not be sent directly, they were deposited into Swiss
accounts, and a similar sum was released to Swiss and Red Cross officials in
the Far East.
Forced Rationing was another new weapon, first approved for use on 7
March 1940P It attempted to ensure that neutral countries which were
allowed shipments through the blockade would not re-export them to
Germany. This was done by limiting the imports of adjacent neutrals to their
pre-war domestic usage, minus the amount that they had stored. Neutrals
were allowed a one year supply of a commodity, including reserves and
stocks. In theory, this would allow only enough to meet domestic needs, and
21 Medlicott, vol. 1,

p. 469.
Instead of the money going to feed starving prisoners of war, 40% of the £4.5 million (in
1997 pounds) went to the Swiss to cover Japanese debt, and the rest was used by Japan to
order weapons. Ivo Dawnay, Japan robbed starving prisoners to buy weapons Th
Sunday Telegraph. December 21, 1997, p. 20.
War Cabinet Minutes, 62(40), 7 March 1940.
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would correct the military and geographical limitations of the blockade.
Realistically, Britain was better able to limit shipments of goods to neutrals
from overseas than to stop the trade between neutrals and Germany. For
example, it was easier to interfere with Swedish imports than shipments from
Sweden to Germany.
The justification for forced rationing was that if a neutral imported far
beyond her past domestic use, it was reasonable to assume that she expected
to re-sell it to the enemy. It could then be considered contraband because of
its probable enemy destination, and could be seized. Based on this logic,
ships could be halted on the high seas if their cargoes exceeded the rations
permitted by the British. 24 The precedent for this was set in World War I
when ships with abnormally large cargoes were sent to control ports, 25 and
the cargoes were put into Prize Court. There were unusually large amounts of
certain goods 26 imported by the adjacent neutrals in the last four months of
1939, and the British authorities anticipated that these were intended for reexport to Germany.
In theory, forced rationing was an effective way to ensure that neutral
countries were able to import what they needed without aiding the German
war effort, and the British government was able to avoid antagonising the
neutral countries. The rationing relied for the most part on diplomatic
pressure, rather than military might, although ships were detained if they
were caught transporting goods which were in violation of the negotiated
agreements. In practice, the extent to which quantities were considered
"necessary" was a delicate issue. There were many cases where, for political
reasons, imports far in excess of the rations were allowed. For example, the
Allies permitted Sweden to continue to import oil beyond her quota in order
24 PR0. FO/837/3, Handbook of Economic Warfare, p. 29
25 PRO. FO/837/3, Handbook of Economic Warfare, p. 30
26 animal fats, dried fruits, spices, and canned goods, including fish. Medlicott, vol. 1,
P. 130.
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to maintain good relations. 27 Despite the concessions made, relations with
neutrals were often strained by the negotiations. Nonetheless, this policy did
limit the number of goods available for re-export and was one of the more
successful Allied tactics for limiting German supply.
Restricting imports had another benefit for the British which was
considered important in the pre-war plans. While limiting trade to Axis
powers and neutrals, the British government was also seeking to encourage
its own trade. There were hopes that British exports would replace the trade
denied from Germany, and that this trade would act as a consolation for
countries denied trade with Germany and her allies, and, in some cases, even
replace Germany suppliers with British ones. In these cases, export could
serve to increase employment in non-war industries, a further benefit of the
economic warfare strategy. 28 This would also assist the economic warfare
effort as Britain had to be seen to be the more important trading partner if
neutrals were to co-operate with British trade restrictions. Additionally, as the
President of the Board of Trade noted in 1939, Britain needed exports in order
to procure foreign exchange with which to purchase her military and civilian
requirements.
Economic warfare worked with British export policy as two sides of
the same coin. On one side, Britain was seeking to impoverish her enemies,
and on the other she was seeking to enrich herself. With a dominant economy
Britain could seek to use her economic and trade superiority to destroy
German efforts to wage war. But greater German military strength and trade
relationships meant this was not realistic.

Relationships with neutral countries are explored further in chapter 5.
28 PR0. T/263/7, UKCC - General, Daily Press Summary, Encouragement of Exports in Time
of War, August 3, 1939.
PRO. T/263/7, UKCC - General, Daily Press Summary, Note by the President of the Board
of Trade, 13 September 1939, P.C. (39) 2.
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Another way to control trade between Germany and the adjacent
neutrals was to offer to purchase goods from neutral countries rather than
simply denying them trade. The British pre-emptive purchasing strategy
allowed purchases of goods which would otherwise be sold to Germany.
Purchases would be made of items of use to the German war effort in order to
either buy up the existing supply and therefore prevent the Germans from
buying it or to buy up a significant percentage of the available supply so that
the price would rise and the Germans would be forced to pay more and buy
less.3° It was used when other methods might not be effective, such as when
the supply of a rare commodity, 31 was controlled by a neutral power outside
the British sphere of influence. 32 "Pre-emptive purchasing" covered a broad
range of options; including hijacking, blowing up, and stealing shipments,
although for the most part the Allies concerned themselves with
straightforward purchases. As detailed in Chapter 2, the United Kingdom
Commercial Corporation (UKCC) was set up in April 1940 for the express
purpose of making such purchases, and later in the war, a parallel
organisation, the United States Commercial Company (USCC) was set up to
do the same task for the U.S. The two usually worked together, in
conjunction with the other relevant government bodies. For example, in
Britain, pre-emptive purchases were a combined effort of the Board of Trade,
the Ministry of Food or the Ministry of Supply, and, in all cases, the UKCC.
The system relied on good intelligence in order to work. With few resources,
the Allies had to be careful to use this strategy where it could be most
effective. They could ill afford to spend their foreign exchange and shipping
In some cases, like platinum, the Allied cash was not acceptable; neutrals would only trade
in return for other goods, which were important themselves.
31 Examples of such commodities are bauxite and rubber.
32 Pre-emptive purchasing is still used in this way today. One example is that in autumn
1997 the United States bought 14 nuclear-capable MIG29 fighters from Moldova in order
to ensure that they were not sold to Iran, which was interested in purchasing them.
"America buys MIG fighters" The Times. November 5, 1997.
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space on a product which Germany did not require. Most of the time goods
were used by the British, although there were times when the items bought
could later be re-sold to the Allied markets. It was also important for the
Allies to understand the need for the commodity. Sometimes only certain
grades of an item would be of use, and therefore the use of pre-emption was
restricted. For example, only high quality mica was purchased in this
program, as it was the only type suitable for radios and electrical equipment;
there was no use or pre-emptive value for lower grades of the mineral.
There were limits to the effectiveness of this strategy. The first was that
it was only effective if there was no other source for the item. There were
efforts to buy mercury from Spain until it was realised that Germany was able
to purchase her requirements from northern Italy. Thus the shortage, or price,
in Spain was irrelevant to German supplies. Similarly, when cottage
industries could produce as much as was demanded, the strategy had no
effect. This was the case when the Allies tried to buy up all the fleece-lined
gloves in Spain and Portugal so that they would not be available for the
German forces fighting in the Soviet Union. Because of the increased
demand, more gloves were made, and the Allied purchases did not limit the
supply. The only effect was that the local cottage industry was more
profitable. Additionally, when a neutral government was determined, as in
the cases of Portugal and Spain, to offer favourable trade proposals to
Germany, the effects of pre-emptive buying were limited.
Wolfram, as tungsten was called at the time, was the subject of an
intensive pre-emptive purchasing effort. It has great use in machining, as it
has the highest melting point of all known metals, 35 and has a high tensilestrength. It is interesting to note that wolfram had not been a target of
Gordon and Dangerfield, p. 117.
Gordon and Dangerfield, p. 118.
3,380 degrees Celsius.
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economic warfare planning, as before the war it was not considered an
important commodity. It was only after the UKCC noticed that Germany was
purchasing the metal for the exceptionally high figure of £120 a ton in October
1940 that the MEW decided to interfere. 36 Unfortunately, the importance of
the metal meant that the trade in wolfram was quite lucrative, and neutral
governments were happy to oblige the countries which were eager to
purchase it. Pre-emptive purchasing was part of a larger effort, 37 which was
not very successful, as evidenced by the July 1944 discovery of large stocks of
wolfram in Spain.3
The British government was able sometimes to use non-financial forms
of pre-emption. In negotiating with Spain the government argued that the
wool blankets being exported to Germany were a violation of the War Trade
Agreements in which a limit was set on amount of cotton which could be
included in Spanish exports to Germany. These wool blankets contained more
than the 5% permitted. The discussions continued throughout the winter
during which time the blankets were not shipped. Eventually the British
authorities decided that they would accept the Spanish interpretation but the
delay meant that the German military did not receive the blankets until after
the cold weather had passed.39
There were two further benefits from this strategy which were not
strictly related to economic warfare. The first was that the types of supplies
Despite the supplies that did get through the blockade, the use of economic warfare
measures in relation to this commodity was relatively successful, as it drove the price up
considerably, limiting German purchase and use. Below is a table of the amount of foreign
currency earned through Spanish export of wolfram in millions of pounds. (from
Christian Leitz. Economic Relations Between Nazi Germany and Franco's Spain; 1936J94. (Oxford: Clarendon Press, 1996), pp. 172-3.) This campaign was an enormous
financial drain for both the Allies and the Germans.
1940 1941 1942
1943
1944
£ million earned
0.073 0.248 3.965 15.657 16.261
37 1t worked together with War Trade Agreements and contraband control.
PRO. FO/371/42411, General. W12495/ 12495/75, Ministry of Economic Warfare report, 22
August 1944, p.4.
Gordon and Dangerfield, p. 116.
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needed by Germany were often required by the Allies as well, so pre-emptive
purchasing provided a critical supply path for military goods. 4° Another
benefit of the program was that, with properly directed funds, Britain could
win influence in neutral countries, and thereby increase the number of
options open with which to control neutral trade.41

In addition to these weapons, new weapons were also introduced to
supplement the traditional sea blockade. The traditional deployment of ships
around enemy ports, as well as the interception and searching of ships on the
high seas, was not possible in World War II as air power and U-boats meant
that ships could no longer blockade ports or stop ships as they had in the
past. 42 The first solution to this problem lay in the selection of a series of
control ports where ships would be required to stop and be searched. Before
the war, contraband control bases were set up at Kirkwall, the Downs,
Gibraltar, Haifa and Aden. These bases were expected to control the main
traffic to Europe. Any ships which did not stop in the ports would be suspect,
and those which did not stop voluntarily would be forcibly escorted to
contraband control ports. 44 But this process still presented problems.
Specifically, delays caused when the ships had to be diverted to the ports,
added time to the journey. Furthermore, contraband control ports could not
handle the large amount of traffic received, and trade was slowed more.
These shipping delays made the neutral countries less sympathetic to the
Allied cause, and the British Government was eager to find alternative
methods.

Gordon and Dangerfield,

41 Medlicott, Blockade. p.238p.

15

42 Searching ships could take days and the Allied ship would have been vulnerable to attack.
Medlicott, vol. 1, p. 36.
44 Gordon and Dangerfield, p. 20
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Along with the contraband control ports, the British government
attempted to limit contraband by requiring that shippers not transport certain
vital goods. This was begun on 27 November 1939, when a Reprisals Orderin-Council was published, beginning the gradual implementation of the
"Certificate of Origin and Interest" 5 system. In order for goods to be allowed
on the seaways, ships had to hold certification that no goods being shipped
were made by Germany or with German materials. Goods were rated by
"enemy content", which was the portion of total value of a neutral product
that had been "contributed from enemy territory or by an individual
enemy." 46 If a shipment had high enemy content, the shipment was usually
stopped.47
Along side these certificates, the British government implemented the
navicert system. This system was first instituted on 1 December 1939, and by
July 1940 it was compulsory. 48 With this system, any ship leaving from a nonAxis port would have to submit for approval a list of the ship's contents and
its destination. Ships which were carrying goods which could be considered
contraband would not be issued Letter of Assurance, also known as a
navicert. There would be spot checks on the high seas, and those ships found
sailing without a navicert would be seized. The ship and its contents would
then be taken to Prize Court where the case would be brought in front of a
judge. These controls allowed the Allies to stop some shipments of
contraband to German ports without causing shipping delays.
The British Government was eager to bolster use of the system, and it
encouraged neutrals to think that the system was to benefit the exporters. It
This was also called a reverse navicert," as it was based on where the shipment
originated, rather than where it was destined.
46 Gordon and Dangerfield, p.41
exceptions were made, an 'Export Pass" or "Expass" was issued and the shipments
were allowed to proceed. This might happened if the goods were needed by the Allies.
Gordon and Dangerfield, p.42
War Cabinet Minutes, 210 (40), July 23, 1940.
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about possible hostile intentions and because of Britain's exercise of
belligerent rights of contraband control. 53 In July 1940 the Cabinet agreed to
the policy, and gave notice that in 14 days, any ships sailing without navicerts
were liable to be seized or sunk."
One of the primary means for enforcement of the navicert system was
that without a valid navicert, ships could not be insured. Because of the
danger inherent in wartime shipping, most ship owners were unwilling to
risk sailing without insurance. This danger can be seen in Table 15 which
gives the number of British, Allied and Neutral merchant ship losses. This
enforcement made the navicert system an important and useful weapon for
the MEW. These navicerts and reverse-navicert systems targeted the
German economy. Where successful, the blockade could stop enemy exports
as well as imports, and damage Germany's commercial position.56
Considerable harm could also be caused to a neutral country which relied
strongly on trade with Germany, 57 giving Britain potential leverage in
negotiations.

To avoid economic warfare restrictions, contraband was smuggled
through the blockade. As the problem grew, the Allies searched for new ways
to stop, or at least reduce, smuggling. The Ship Warrant was a navicert for the
ship itself, and was determined by ownership and past history. It was
implemented on 1 August 1942, and gave clearance depending on the status

War Cabinet Minutes, 155(40), June 5, 1940.
The Cabinet agreed to pursue this policy, and gave the exercise of Britain's rights as the
reason.
War Cabinet Minutes, 210(40), July 23, 1940.
It was a weapon which the MEW could use effectively in part because of the dominant
position that Lloyds of London held in naval insurance.
56 Gordon and Dangerfield, p. 16.
57 cordon and Dangerfield, p. 17.
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Table 1558
British, Allied and Neutral Merchant Ship Losses

of the ship, determined by its flag or involvement in approved trades. This
was done jointly by the British and American governments. 59 Smuggling
through the personal luggage of passengers and crew members remained a
problem, and from 24 August 1942, the British authorities mandated Crew
Control in an attempt to stop this practice. When applying for a navicert, the
crew list had to be submitted, and any name which was on the "Confidential
List of Seamen known to be helping the Axis by smuggling or other activities"
was refused.

According to both the Declaration of Paris of 1856 and the Declaration
of London of 1909, which formalised the rules for blockades, some form of
enforcement was required for the blockade to be binding. 60 The British
Admiralty was not equipped to stop all ships on the ocean, but it did spot
checks, which were necessary to ensure compliance with the blockade
regulations. Via intelligence reports, the Admiralty knew which ships were
S. W. Roskill The War at Sea; 1939-1945. Vol. 2. (London: Her Majesty's Stationery Office,
1956) p. 485.
59 PR0. FO/ 837/14, Monthly Reports Submitted by the Minister of Economic Warfare,
Statement of action taken for the period July 1st to 31st, 1942, P.9.
60 Declaration Respecting Maritime Law, Paris, 16 April 1856, item 4.
Declaration of London, 1909, Chapter 1, article 2.
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supposed to be sailing and where; if a ship deviated from its approved route
or sailed without approval, the Admiralty would seize it whenever possible.
The decisions of which ships to intercept were made, to large extent, at
Cabinet meetings, because of the political ramifications of the action. It was
important that the actions taken be legal, justifiable, and in line with British
policy.6' The Cabinet agreed that some interceptions had to be made in order
to maintain the blockade. Although the limited Admiralty resources restricted
the possibilities, it was important to show a willingness to intercept vessels
travelling with an escort. But actions were chosen carefully by the Cabinet, in
terms of timing and frequency, as well as when the Admiralty could make an
interception with great force in order to avoid the risk of having actually to
use force.62

These weapons were all extensions of traditional blockade measures,
even if they relied on a much wider definition than had previously been used.
But the British authorities also looked to a completely new form of economic
pressure; strategic bombing. Bombing and the blockade could potentially
work well together. Theoretically, one would keep the Germans from getting
supplies, while the other hit the industries set up to combat the shortages
caused by the blockade. The two could also aggravate problems in
production and transport. And when one industry was bombed, the blockade
could keep the Germans from getting replacement supplies from neutrals. As
an integral player in the blockade, the Ministry of Economic Warfare expected
to play an important role by directing the strategic bombing of German
industiy. It was also expected to assist the military in evaluating German war
61 One such example occurred in June 1940, and the issue of an Italian ship believed to be
carrying munitions and cement was brought to the attention of the Cabinet, where it was
decided that the ship, the Verbamia, should be detained. War Cabinet Minutes, 160(40), 10
June 1940.
62 War Cabinet Minutes, 273(40), 18 October 1940.
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potential with an eye to planning military operations. 63 Information was
crucial in determining bombing strategy, and the MEW was involved in the
gathering and disseminating of information

for bombing

raids, and published

Industrial Target Reports and Industrial Damage Reports."
Oil was targeted by both Bomber Command and the MIEW. 63 In
December 1940 attention turned to the German oil production system, based
on the belief that Germany was vulnerable because of her dependence on the
output from refinery plants, the only supply of high grade octane. If this was
correct, by destroying the plants, the British could cause a German crisis, and
perhaps end the war. Thus oil became a key target in the bombing raids in
December 1940 and January 1941. The Uoyd Committee claimed in
December that the British bombing raids had forced a 15% reduction in
German synthetic oil production. 67 Planning for targeting oil factories
progressed until 28 December 1940, when a report by the Photographic
Interpretation Section showed pictures of the two oil plants in Gelsenkirchen,
which had been bombed heavily a few days before, which indicated no major
damage.68 The lack of effectiveness meant it was not operationally feasible to
target German oil production because the precision bombing required was
not available for the oil plan, and the campaign ended after several months.
In May 1941, the Hankey and Lloyd Sub-Committees on Axis Oil,
reporting to the Chiefs of Staff and War Cabinet, argued that the campaign
should be restarted because of the German oil vulnerability. But the request to
continue bombing was not approved. 69 The Cabinet directed Oliver Stanley to
and Dangerfield, p. 43.
According to Hinsley the Air Ministry had better intelligence than the MEW, and it
therefore made better arguments in the fortnightly meeting between the Bomber
Command and the Bomb Target Committee. Hinsley, p. 176.
The Western Air Plans from 1938-39 had anticipated that bombing of oil fields would be an
early priority.
Webster and Frankland, p. 290.
67
and Frankland, pp. 158-59.
68 Webster and Frankland,
pp. 163-64.
69
and Frankland, pp. 290-291.
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report on the matter, and his report confirmed that the synthetic plants and
the Romanian refineries at Ploesti were not vulnerable to significant damage.
Despite the exclusion of aviation spirit, the result of the report was that oil
was not considered for attack for another two years.70
When the bombing offensive was re-started, targets were chosen
carefully. British strategists considered the extent to which the Germans could
cushion the military effect of the damage. If civilian output of services could
be diverted to the military, or if stocks were available to replace those that
were lost or stranded, the effect of the bombing would be lessened.71
Additionally, the choice of targets was made with an eye to what Allied
bombers could attack; targets had to be large, within range of bombers, and
vulnerable. In January 1942 the Air Ministry investigated which industries
were the best targets for area bombing, and the MEW prepared an in-depth
report which considered vulnerability, accessibility and concentration of
industry. It recommended six target systems: electric power, synthetic rubber,
air and armament industry components, oil and other fuels, alumina and soda
ash plants. The report also mentioned three cities where area bombing might
do a great deal of collateral damage: Schweinfurt, Jena and Stuttgart72 This
report was the foundation of the Secretary of Air's recommendations to the
Defence Committee. But other priorities meant that only five towns in the
Ruhr were mentioned, with vague comments about their economic
importance.
Throughout the year, the MEW revised earlier reports and worked to
prepare a list of cities, prioritised by economic importance, based on the
location of key industries which could cause bottlenecks.Th The Ministry's
economic intelligence was expected to provide this information about the
and Frankland, pp. 291-292.
W.W. Rostow. Pre-Invasion Bombing Strategy. (U.S.A.: Gower, 1981) P. 22.
Webster and Frankland, pp. 460-461.
3 Webster and Frankland, pp.467-468.
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uses of German factories and other targets. In December 1942, the Ministry
rated towns, giving a "key point ratio" (K.P.R.) which rated economic
importance relative to size, and a "key point factor" (K.P.F.) which rated the
overall economic importance. 74 This pseudo-mathematical arrangement was
expected to help Bomber Command select targets, and encourage the use
Ministry suggestions in developing strategy. 75 In January 1943, the MEW's
Enemy Branch issued the Bomber's Baedeker, which was to act as a guide for
area bombing and for precision attacks on the German economy. It contained
information on specific industries and vulnerabilities, and listed towns where
the maximum effect could be made against German war production. It also
suggested specific important industries that were vulnerable.
The MEW worked with the Air Ministry to draw up a list of suitable
targets, but had different priorities, being concerned mostly about economic
warfare. It was angered by attacks which it felt were "wasted" because they
did not meet the MEW's criteria for target importance, which were often
short-sighted. On April 17, 1942, the MAN submarine diesel factory at
Augsburg was bombed without consultation with the MEW. The Ministry
was upset as it would have preferred that other factories had been bombed,
and did not expect that even the demolition of the factory would interfere
with German supplies. 76 In fact, the factory was chosen primarily because of
its positioning within range of Allied bombers and lack of air defences.
But effective bombing was a long term and expensive affair. Only by
repeatedly bombing a single target could an effect expect to be seen. One
example of this relates to the Leuna plant for synthetic oil. It was an
important factory and therefore an attractive target for the Allies. It was
4

and Frankland, p. 470.
The weight of these numbers was countered by the fact that the MEW's judgement was not
taken at face value. The Air Ministry did not rate highly the MEW's opinion with regard to
the vulnerability of targets.
76 Hinsley,
p. 175.
7
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bombed repeatedly between May 1944 and the end of the year. While the
diversion of resources to repair the damage hindered the German economy, it
was only in January 1945 that the factory output was lowered to 15% of
capacity. While the factory capacity was reduced and production was slowed,
it required a total of 6,552 bomber sorties, 18,328 tons of bombs, and the
greater part of a year.77 Additionally, the effectiveness of the strategy, such as
it was, was only technically possible in the last years of the war.
Both bombing and economic warfare had similar strategic value
according to planners. Neither was expected to defeat Gennany alone, and
both were expected to "soften" Germany so that she would be more
vulnerable to an Allied invasion7 Another link between the two strategies is
that the shift towards a wider definition of goods which would be considered
contraband for blockade purposes was mirrored by a similar change in
strategic decisions related to bombing. This shift came with a recognition that
according to traditional definition, a tank on the assembly line was
considered a civilian target, but a month later, when the tank was on the
battlefield, it was a military target. 79 This distinction seemed irrational and
led to a shift by war strategists to widen the definition of bombing targets.
The moral issues were similar to those concerning the blockading of civilian
requirements, and the reasoning was the same in both cases. 8° The division
between the Home Front and the armed forces was blurred. The needs of
civilians affected the situation for the military, and, with everything geared

77 Summary Report (European War) The United States Strategic Bombing Survey, volume 1.
Intro. David MacIsaac. (New Yorlc Garland Publishing Inc., 1976) p. 9.
and Franidand, p. 90.
But in both cases, the actual affect of the weapon was overstated in planning, and the role
of the land army was much greater than foreseen in the late 1930s.
and Frankland, p. 15.
80 This issue was debated in the House of Commons in July 1943. The question was asked if
it was fair to starve children, and Foot answered that war is never kind, and each type of
weapon causes harm to civilians. H.C. DEB 5s Vol. 390 [Col. 2290-23841, 8 July 1943.
78
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towards the war, only by acting against civilians could the British
government expect a blockade to be effective.

In conclusion, the British government developed a new definition of
economic warfare which was better equipped for the challenges of modern
war, and this required the development of new tools. These relied on political
influence and military strength, based on the premise that the blockading
power possessed the means to enforce its strategy. Neutral and allied
countries had to be convinced to restrain their trade, at their cost, in order to
appease one belligerent or the other. The British government relied on the
perception of power to demand compliance with its trading rules, despite the
lack of military capability. It was only through diplomatic pressure that the
British government could hope to prohibit trade between countries on the
Continent. Political and economic pressure was expected to be a crucial part
of ensuring neutral co-operation, in terms of completing and enforcing War
Trade Agreements, maintaining the Black List, and observing the other
economic restrictions. But while it was expected that military weapons would
be available to reinforce these measures, this was not the case throughout the
war.
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Chapter 4
The War and Economic Warfare

There were three major stages of economic warfare which roughly
follow broadly identified stages in the war itself. The first stage began with
the war, when the pre-war planning for the Ministry of Economic Warfare
was put into practice, and this stage continued through the Phoney War
period, as the MEW implemented its plans. The second stage began in May
1940, with the German occupation of Western Europe. During this time
economic warfare and bombing were considered the only options available to
the British government. It was hoped that the blockade would be able to
demoralise the German people, encouraging a collapse of the home front and
a revolt against Hitler. Alternatively, it was hoped that economic warfare
would wear down the German army, and make it easier for Britain to reinvade. During this period the blockade was heavily dependent on neutral
co-operation, and military failures and successes were crucial in determining
the level of assistance given by neutrals for blockade matters. The third stage
began after the entry of the Soviet Union and America into the war, and can
be dated from around 1943, when the Allies had rearmed, and the use of
military force drastically lessened the need for the blockade. Paradoxically,
the military successes made it possible for the Allies to enforce their economic
warfare policies, and made the weapons more effective at this stage. These
stages are very broadly defined, and within each stage there are smaller
divisions. Shifts in the war were mirrored by changes in the planning, status
and progress of British economic warfare.
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The overall British economic warfare strategy was often inconsistent.
The MEW faced the persistent problem that its strategy could not be
implemented as it wished. This clash between expectations and reality made
economic warfare policy uneven. At times MEW goals could be met, while at
other times the reality of the situation meant that priorities had to be shifted,
and economic warfare matters were neglected. Thus, economic warfare as it
was waged is not a dear indicator of MEW strategy.
The war begins
When the war broke out on 3 September 1939, the Ministry of
Economic Warfare began operating, and the blockade of Germany
commenced. The Ministry instated the Black List and continued negotiating
War Trade Agreements. In October the War Cabinet was informed that the
negotiations were proceeding satisfactorily.' The Ministry opened the
contraband control ports and worked to cut off German supplies from
abroad. Most of the machinery was put in place quickly, and the blockade
was enforced almost from the start of hostilities.2
In contrast to the military situation, the Phoney War was a busy time
for the Ministry of Economic Warfare. The Ministry was organised and in
operation, and was swamped with work. Suddenly all ships had to be
checked and certified. Ships came to call at control ports, and decisions had
to be made about their cargo. Navicerts were implemented and the
paperwork required attention from the fledgling ministry. The Ministry was
pressured to cut through paperwork quickly to avoid delays which would
antagonise neutrals, and did what it could to deal with the work in a timely
War Cabinet Minutes 37 (39), October 1939.

2 It was necessary to give several days notice that the blockade was to begin in order to allow
time for neutral ships to leave enemy ports, etc.
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manner.3 This was made more difficult because of the lack of relevant
precedent upon which to rely. Additional work was handed to the MEW in
the form of the Black List. Originally expected to be handled by the Bank of
England because of the confidential financial information contained, in the
first months of the war it became dear that the Bank did not have the
manpower to maintain the Black Ust, and in November 1939 the MEW took
over maintenance of the task. The Bank remain involved, answering questions
and giving input when necessary, but the majority of the work fell to the
MEW.
Many of those working on economic warfare had different agendas
and priorities. Those who were supposed to be supporting the MEW's efforts
often had little understanding of what was required from them or what
economic warfare really was. This problem was especially prevalent with the
foreign consuls, who were concerned about foreign relations more than
economic warfare. Leche, the Consul stationed in Guatemala, repeatedly
asked if it would be possible to allow certain Guatemalan transactions in
order to maintain good will towards Britain. 4 His job was to protect British
interests and to maintain good relations with Guatemala, and did not
understand that one of the tenets of economic warfare was that the short term
loss of business would be outweighed by the damage that would be done to
the German war effort. In the long run this was more important to British
interests, as understood by the MEW. It was impossible to allow through
those shipments and still maintain the blockade. This concept of damaging
the German economy as a whole was novel, and generally not understood.
Individuals made requests to the Ministry which showed how little they
understood the restrictions and the reasons behind them. In one case, a
The MEW began with a staff of 886. Further details about staff numbers can be found in
Chapter 2.
" PRO. FO/ 371 / 22880, Political, Central, Co-ordination files, C13517, Trading with the
Enemy, 13 September 1939.
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company wanted permission to allow a shipment from Germany because the
payment had been made. The MEW explained that it was trying to damage
German credit in every possible way, which included holding up their
exports.5
Many civilians had little sympathy for the inconvenience caused by the
economic warfare measures. While they were in favour of fighting against
the Germans, it was not clear to them how the restrictions would make an
impact on Germany and they were therefore eager to avoid the restrictions
whenever possible. This meant that many firms and individuals came to the
Ministry asking for exemptions. But the MEW was stringent in its blockade
restrictions at this time. It believed that exemptions would weaken the
blockade and should therefore be avoided wherever possible. Additionally,
the number of requests for exemptions added considerably to the Ministry's
already heavy workload.
One of the MEW's primary tasks was to gather information.
Intelligence was necessary for waging economic warfare, and it had general
use in all aspects of fighting. But despite its high priority within the MEW,
the Ministry's reputation for intelligence gathering was not favourable.
Medlicott says that the MEW's intelligence reports were useful primarily for
boosting the morale of the military. 6 Given the mistakes made by the
Ministry in its intelligence estimates, this assessment is easily understood.
While the MEW's intelligence was not always incorrect, there were many
times when they were, and the Ministry lost credibility. Part of the problem
with the MEW's intelligence was that the Ministry had misunderstood
Germany's strategy. The MEW had based its expectations of German stock
PRO. FO/837/165, Enemy Export Control—America. Minutes, Captain Knox, January
1940.
6 Medlicott, vol. 1, p.420.
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Table 16
German Consumption of Oil, 1940 §
Armed Forces
3.1
Industrial and civil
2.4
Occupied territories
0.1
Balance added to stocks
0.3
in million tons

levels on the assumption that stocks would be used for war production at the
maximum rate the industry would allow. In fact, Germany was using
materials as needed, irrespective of the stock level. The Germans often came
dose to using all the stocks of a given material, an activity which MEW
intelligence dismissed as implausible. Unaware of the German use pattern,
the British estimates were often distorted. In 1940, the MEW estimated that
Germany's European requirements for oil would be at least 11.7 million tons.8
In fact German consumption totalled 5.9 million tons, as is broken down in
Table 16.
Another area where MEW intelligence was often wildly optimistic was
in relation to the results of bombing attacks, which was seen as part of
economic warfare.9 Throughout the 1930s it was expected that British
bombers would attack German ships and productive capacity. Thus the
MEW was involved in evaluating the damage likely to be caused by this
economic warfare weapon. The MEW tended to overestimate the damage
caused by British bombers because it underestimated the rapidity with which
the economic targets would recover after an attack. It expected that repairs
would be prolonged because of general shortages and the sudden demand for
materials and labour.'° In fact, the economy was flexible enough that
production could often be shifted to another factory and materials taken from
/ Medlicott, vol. 2,

651.

8 Medlicott, vol. 1, P.
p. 418.

Strategic bombing is discussed in detail in Chapter 4.

10 Sir Charles Webster and Noble Frankland. The Strategic Air Offensive Against Germany.

1939-1945. Volume 1: Preparation. (London: Her Majesty's Stationery Office, 1961) p. 486.
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surpluses. Thus meant that recovery was usually quite quick, and the effects
of bombing were lessened. Furthermore, damage was often limited to the
buildings, leaving equipment intact, and reducing the amount of repair
needed. While bombing raids did mean that resources were used towards
fixing damage rather than directly for the war effort, the dislocation which
was anticipated was far less than the reality. Inadequate intelligence, based in
part on faulty evaluation of photo reconnaissance, was partially to blame for
the belief that the raids were effective, when in fact, in the first two years of
the war, very little damage was caused.11

Despite the problems which faced them, the Ministry of Economic
Warfare shone during the Phoney War. All hopes for an Allied victory were
pinned on the abilities of the Ministry to hurt the German economy severely
enough that either the people, tired and worn down by the restrictions, would
rebel against Hitler and would make peace, or on the belief that the privations
would slow the German war machine and make her more vulnerable to an
Allied invasion. While the neutrals did register complaints against the
restrictions, many were supportive of the Allied efforts, even if they were
wary of making this support public, as fear of backlash from the Germans
was a prevalent concern at the time.12
The misunderstanding of the German war economy, and incomplete
intelligence encouraged the British government to believe that the blockade
would cause serious German shortages. The first week in May 1940 civil
servants within the FO and War Cabinet believed that Hitler could not

The effects of bombing, and the damage caused was measured by looking at photographs
taken immediately after the raids. For the first two years of the war, these photographs
were interpreted so that the raids appeared very effective. Until the photographs could be
read with greater precision, the British government laboured under a misapprehension
about the abilities of the British bombing campaign.
12 As will be discussed in Chapter 4, there was widespread fear of German retaliation against
neutral governments which supported the British economic warfare measures.
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maintain the German war effort. Internal weakness along with shortages of
raw materials, oil and food, were expected to stop Germany. Accordingly, if
the blockade could be maintained, German shortages could end the war.13
Realistically, however, it was almost impossible for the economic war to have
any effect. With little strain on the German economy, it was unrealistic to
expect that interfering with imports could cause severe shortages. The British
intelligence which encouraged this optimism was misleading.

Economic Warfare and the German Occupation of Europe
In May 1940 the German army attacked Western Europe. The
Blitzkrieg shocked the Allies and the remaining neutrals. Countries which
had previously been Allied, Allied-leaning or neutral were now Germanoccupied. The face of the war was drastically changed, both militarily and
politically. With the German occupation of Belgium, Norway, Denmark, the
Netherlands and much of France came more raw materials and access to more
labour. This upset many of the MEW's plans, which had been drawn up
according to reports of what stocks and materials were available to Germany
in 1939. The ready access to new supplies meant that the old calculations
were useless, and the Ministry had little hope of affecting German production
if most of the materials needed were within Germany's sphere of influence.
Not only was a traditional blockade useless, but so were the War Trade
Agreements which had been carefully negotiated; the occupied countries had
no control over where their raw materials went, and the British government
could do nothing directly. The position was made more difficult because
Britain was now fighting Germany alone. She could not expect any assistance
13 David Reynolds. "Churchill and the British 'Decision' to fight on in 1940: right policy,
wrong reasons" in Richard Langhorne, ed. Diplomacy and Intelligence during the Second
World War. (Cambridge: Cambridge University Press, 1985) P. 157.
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from France, assistance which she had been relying upon when developing
her strategy, and with the tide of the war clearly favouring Germany the
remaining neutrals were much less favourably disposed to assist the Allies.
Hugh Dalton, who had been appointed Minister of Economic Warfare
on 15 May 1940, 14 viewed his appointment to the MEW as an opportunity to
change the way the blockade was implemented. A believer in a strong
blockade, he preferred the strategy of forced rationing of neutrals to trade
agreements, and believed the pre-emptive purchasing strategy was
undermined by the Treasury's refusal to allow transactions. His appointment
marked the beginning of a much more aggressive stance by the MEW. Two
days after his appointment he described his job and the blockade in his Diary:
I have come to this Department in order to do everything
possible to bring the war to the quickest and cheapest end.... It
is not my job, as I see it, to act as a brake on the Foreign Office,
but rather to act as a spur. Or, in other words, it is not my job to
walk about with a watering-can, but rather to light the fires and
let the FO extinguish them if they must.15
He was pleased that he was able to demonstrate almost immediately the new,
stronger line for the blockade when he wrote a Cabinet Minute in favour of
blockading Hungary. But he was introduced to the political reality of the job
when on the same day the Cabinet decided that the blockade policy against
Italy remain conciliatory, in order to minimise the "annoyances" caused by
British contraband control, and maintain good relations with the Italian
government. 16 But his enthusiasm was not dampened, and he pushed for a
strong blockade, believing that "If we can stabilise the Front in France it will
14 As Medlicott points out, it was during Dalton's tenure as Minister that most of the serious
changes in the opportunities for economic warfare occurred. (Medlicott, vol.2, p. 1.) The
fall of France, the Nazi occupation of most of Europe, the German attack of the Soviet
Union and the attack on Pearl Harbor all occurred in this time, and were all significant to
the Allied economic warfare effort. This explains the changes in the period, as well as the
focus in this chapter on Dalton.
15 HDP. Dalton Diary, Vol. 22, 16 May 1940.
16 War Cabinet Minutes, 124 (40), 16 May 1940.
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be a great moment for a violent counter-offensive on the economic front
against an enemy which will have consumed great quantities of oil, weapons,
etc."17 He went before the Cabinet in June, asking that ships be stopped and
obtained Cabinet approval for the request.

18

But Dalton's hopes for economic warfare were much higher than those
of the majority of the British government. Conscious of the military situation,
the blockade was not expected to defeat Germany, but rather the expectations
were that it would help Germany lose the war by making things more
difficult for Germany, and perhaps in causing crucial shortages. The Chiefs of
Staff expected economic warfare and bombing to work together, and in
September 1940, considered that the blockade and air offensive would allow
inferior military forces to have a reasonable chance of success. 19 They decided
that "It is in bombing, on a scale undreamt of in the last war, that we find the
new weapon on which we must principally depend for the destruction of
German economic life and morale." 2° By concentrating on the German
transport system and on civilian morale, the British government hoped to
exploit some of the weaknesses caused by the blockade. Through this
strategy, it hoped to cause a general Axis breakdown. 2' Churchill shared this
belief, expecting in November 1940, that if the military position could be
maintained through 1941 "the effect of the blockade on Europe and on the
power of Germany to feed and munition herself" along with bombing,
assistance from the US government, and British rearmament, would lead to

17
18
19

21

HDP. Dalton Diary, Vol. 22, 18 May 1940.
War Cabinet Minutes. 152(40), 2 June 1940.
Reynolds Decision" p. 156.
PRO. CAB! 121 / 144, War Cabinet; Chiefs of Staff Committee, General Strategy, C.O.S. (41)
155 (o), July 31, 1941, signed by Dudley Pound, J.G. Dill and C. Portal, document number
23A, p. 4.
MEW's involvement in bombing raids was very limited. They would submit targets
which they would like to have bombed, but the actual raids would be planned by the RAF
and MEW targets would only be considered if they were within the anticipated bombing
area.
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victory in 1942. This was important for the British to hope for, as there was
litfie cause for optimism otherwise. This optimism arose out of desperation,
caused by the 'Blitz,' the situation in North Africa, and the German blockade'
of Britain, and was maintained into 1941.
There were no alternatives to economic warfare if Britain wished to
continue to fight actively against the Axis. 25 In the absence of military options,
the MEW continued to fight against Germany. It continued to negotiate War
Trade Agreements with the remaining neutrals and tried to enforce the Black
List as much as possible. The Black List swelled as companies in the occupied
areas were suddenly considered "enemy." As more companies were in
German occupied territory, the number of concerns which required special
licenses in order to trade increased. 24 And the intelligence efforts involved in
uncovering enemy companies which appeared as neutral, so called "cloaks,"
had to be stepped up, since there were suddenly many more companies
involved.
The focus of the MEW efforts shifted from demands for blockade
intelligence to economic intelligence on Germany in an attempt to understand
German future economic performance, 25 and the requests for intelligence
increased. Unfortunately, this heightened demand came at a time when the
intelligence system which the Ministry had expected to rely upon was not
dependable. By November 1940, the situation had changed so drastically that
Draft letter from Churchill to Roosevelt, 12 November 1940. In Warren Kimball, ed.
Churchill and Roosevelt; the Complete Correspondence. Vol. 1. (Princeton, New Jersey:
Princeton University Press, 1984) p. 91.
In fact, the focus of British policy at the time was simply to survive. British trade was in
serious danger from German U-boat attack, and her domestic necessities were difficult to
import. It was the requirement for trade which drove British policy. Without maintaining
imports it would be impossible to feed civilians or continue the war, and the fact that the
lack of imports hindered economic warfare policy because it limited what Britain could
offer to neutrals, was of minor concern.
24 Bft. C48/ 192, Trading with the Enemy, from 1 January 1940 to February 22, 1941, letter
from British Bankers' Association, Sykes to "Market list" and northern Irish banks, 9 April
1940, document 21.
25 F. H. Hinsley. British Intelligence in the Second World War. vol. 1 (London: Her Majesty's
Stationery Office, 1979) p. 223.
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the MEW was forced to acknowledge that the knowledge gathered by its
industrial experts was out of date. And with the military situation, it was not
possible to get better information. The MEW's earlier reliance on neutral
commentators could not be continued after the end of the Phoney War.
Furthermore, German victories lowered the volume of commercial telegraphs
and cables, which had been another source of information. Thus the MEW
was left without further reliable intelligence. Without data, the Ministry had
to rely on its projections, which assumed that the German government was
acting as the British government would in its place. The Ministry assumed
that "Germany would now devote her economic strength to the largest output
of war material of which she was capable."26 This misunderstanding lead to a
continued policy of consistently high estimates of German production, which
lowered the reputation of the MEW within the British government.
Despite the unfavourable military situation, Dalton continued to push
for a more rigorous blockade where possible. Once part of France was
occupied, the Cabinet debated whether or not France would be subject to
blockade measures, and if so, which parts and to what extent. After several
Cabinet debates,V Dalton was pleased by the Cabinet's decision to blockade
both occupied and unoccupied France in June 194O, although it continued to
be an issue. Part of the problem was American pressure to allow certain
foodstuffs through the blockade, and into France. For six months there were
debates as to whether to allow certain concessions to France, 3° and this "attack

26
27

Hinsley, p. 227.
War Cabinet Minutes, 152 (40), 2 June 1940; 175 (40), 22 June 1940; 181 (40).
HDP. Dalton Diary, Vol. 22,25 June 1940. War Cabinet Minutes, 25 June 1940.
War Cabinet Minutes, 223 (40), 9 August 1940; 225 (40), 13 August 1940.
War Cabinet Minutes, 210 (40) 23 July 1940; 260 (40), 27 September 1940; 263 (40), 1
October 1940; 272 (40), 16 October 1940; 273 (40), 18 October 1940; 276 (40), 24 October
1940; 283 (40), 6 November 1940; 290 (40), 18 November 1940.

Chapter 4

page 109

on the blockade" only ended in December 1940, when Halifax came to agree
with Dalton that concessions should not be made.31
During this period Dalton was engaged in disputes with Sir Samuel
Hoare32 over blockade policy towards Spain. While the Cabinet was
approving strong blockade measures, Hoare was arguing against these
decisions, and asking for postponements so that he could break the news to
the Spanish Government himself. Dalton was very displeased by Hoare's
weak attitude, seeing it as encouraging another situation like in Italy where
many supplies were allowed through the blockade where they became
available to Germany when Italy entered the war.
But Dalton's efforts to set a strong blockade policy were repeatedly
modified by the political reality of the time. In February 1941, Dalton noted
that he had been forced to beat his "first retreat from the front line of total
blockade in response to a special message from Roosevelt" which asked that
shipments of milk for children be allowed through the blockade. And while
there were cases of blockade enforcement, in general, the blockade was
relaxed during the period between the fall of France and the entry of the
Soviet Union and United States into the war. The blockade and other
economic warfare measures were not strong enough without the willing
acceptance by neutrals, and for the most part the British government was
unwilling to alienate the few neutrals remaining. Furthermore, the strength
necessary to enforce the blockade was not available as the British authorities
were unable to spare the naval forces required. All available ships were
needed for British trade and in the Battle of the Atlantic. While the Home
Fleet tried to close the North Sea to all enemy shipping and to exercise
31 HDP. Dalton Diary, Vol. 23, 3 December 1940.
Whom Dalton referred to as "Slimy Sam", HDP. Dalton Diary, Vol. 23,25 July 1940.
War Cabinet Minutes, 299 (40), 2 December 1940.
HDP. Dalton Diary, Vol.24,2 February 1941. Reported on in the War Cabinet Minutes, 1
(41), 2 January 1941.
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contraband control in order to stop neutral smuggling, the vessels used for
blockade measures were the lesser boats available to the Royal Navy. At first
the blockading ships consisted mainly of converted fishing trawlers and older
cruisers. The stormy North Seas, however, soon made it dear that more
modern ships were necessary. Some armed merchant cruisers were available,
but they had only older, obsolete armament, and they were vulnerable to
underwater and surface attack. The condition of these ships shows the lack
of British preparation, despite the pre-war planning.
The British government was eager to make concessions in the hope that
these would encourage the neutrals to support the Allies, and no longer
thought that maintaining a strict economic line in defiance of political issues
would best meet its interests. The importance of maintaining good relations
with neutrals was greater than enforcing a consistent economic warfare effort.
In October 1940 the Cabinet agreed not to object to the trade between French
Mediterranean ports and French North African ports, as long as it was
conducted on a barter basis. Appeasing Vichy by allowing this trade opened
large leaks in the blockade. A further concession was made three months later
when in January 1941, the War Cabinet debated whether or not to apply the
Trading with the Enemy Act to Romania. The conclusion was that it was not
a good idea for two reasons. Firstly, it was doubted whether there was much
to gain since trade with Romania was already all but impossible and there
was no movement of funds from or to Romania. Secondly, it would hurt
diplomatic relations with that country if the Act were enforced. The British
government did not want to lose the embassy representation in Bucharest,
S.W. Roskill. The Navy at War; 1939-1945. (St. Jamess Place, London: Collins, 1%O) pp. 3738.
This was because the imports from Romania were already stopped, Romanian balances
were blocked, there was a shortage of shipping space and there were already contraband
control bases in operation.
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which would disadvantage the British and would be to the German
advantage. It therefore refrained from doing anything which would give the
Romanian Government grounds to ask for the British embassy official's
withdrawal.37
During this period there was a lot of pressure on the British authorities
to allow shipments of food into the occupied territories. This pressure came
mainly from the United States, but also from the Governments in Exile, and
other neutrals. Britain tried to maintain the position that Germany, by
occupying these countries, was responsible for their maintenance, and that
blockade exceptions would not be made. But pressure from the US forced
compromises. In March 1941 the US sent two food ships to Unoccupied
France. These were allowed through the blockade, although Churchill made
the point that Britain was not abandoning the blockade of France. In fact, in a
letter to Roosevelt he made it clear that in his opinion, lessening the blockade
would extend the war. Churchill wrote
We fear very much prolongation of the war and its miseries which
would result from breakdown of blockade of Germany and there are
immense difficulties in preventing Germany from profiting directly or
indirectly from anything imported into unoccupied France?8
To prove the importance of the continued blockade of France, another convoy
was scheduled to be stopped in the near future. 39 The MEW, while it
recognised that there was a leak in the blockade through France which could
not be stopped, was eager to avoid causing other holes by permitting food to
be sent to the occupied territories.40
In May 1941 the Foreign Office explained to the War Cabinet that this
policy of making concessions was a result of Britain facing Germany alone. It
37 PR0. FO/371/28738, General, Co-ordination. Letter from P.A. Clutterbucic Dominion
Office, to L.B. Pearson, 24 January 1941.
Letter from Churchill to Roosevelt, 12 March 1941. In Kimball, vol. 1, p. 146-7.
War Cabinet Minutes 30(41), 20 March 1941.
War Cabinet Minutes 75(41), 28 July 1941.
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claimed that this policy was not necessarily weak, and dedared that once the
British authorities could count on American help, the blockade would be
more stringently enforced. As the FO wrote in May 1941:
so long as we are playing a lone hand it often pays to remove a
firm from the Statutory List in return for a substantial financial
undertaking because a burned child shuns the fire. If left on the
list such firms at present are constrained to continue in blockade
sin. Policy at present - except in the case of enemy controlled
firms - is therefore necessarily fluid, without being weak. It
would be at once more consistent and stronger if we could
count upon American co-operation.41
This quote also shows another important trend. The MEW no longer saw
listing as a punitive measure to be used against companies, instead removal
from listing was seen as a reward. Rather than enlarging the lists, it wanted
to strike concerns from the lists. Listing was seen as a more temporary
measure, used to encourage businesses to cut their obvious German links.
The firms would then be removed from the lists so that they could trade with
British companies. This was a more realistic use of listing. Recognising the
limits of its abilities, the MEW prioritised the use of its resources. In June
1941 the MEW was asked by the Board of Trade if it wanted to amend the
Trading with the Enemy Act to apply to British citizens residing abroad, who
were not covered by the law as it stood, and were legally permitted to trade
with enemies. The Ministry declined, saying that it would serve no purpose,
and would be impossible to enforce. There were very few cases of such
trading, and in those cases, the concerns involved were placed on the
Statutory Ust.

41 PRO. FO/ 371 / 28743, General, Co-ordination, telegram from Foreign Office to Washington,
No. 2906 ARFAR, 31 May 1941.
PRO. FO/ 371/28745, General, Co-ordination. W6801 / 7/49, Proposed amendment of
Trading with the Enemy Act, 4 June 1941, letter from Carter (Board of Trade), to Reading
(MEW), 4 June 1941.

Chapter 4

page 113

Chart 17
German Imvorts via the Soviet Union. 1940 - 1941
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There were significant gaps in the blockade about which the British
government could do nothing, particularly Germany's trade with the Soviet
Union. For example, the trade agreements supplementing the RibbentropMolotov agreement of August 1939 were very beneficial to Germany. Stalin
believed that punctual delivery of raw materials and food would help to
assure peace between the two countries, and was therefore eager to provide
large quantities of the needed materials to the Germans. It was not possible
for the British government to negotiate a lower level of trade, or to interfere
directly with shipments because of the geographical situation. Thus Germany
received regular shipments from the Soviet Union (Chart 17) which helped to
from H. Schwendemann, Die wirtschaftliche Zusaminenarbeit zwischen dem Deutschen
Reich und der Sowjetunion von 1939 bis 1941 (Berlin, 1993) p. 373, 383.
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bolster her economy, and the British authorities could not find a way to
interrupt this trade.
There were other gaps which were theoretically vulnerable to British
blockade, but the lack of British naval strength, and the need to maintain
favourable international relations meant that the British authorities were
unable to enforce the blockade consistently. Decisions about interceptions
were made on the basis of the country in question and political pressure, and
partially on the basis of the commodity shipped. For example, a Japanese
vessel carrying coastal guns, heavy cases of machinery and mercury was not
intercepted because of pressure by the Americans. 45 But a ship containing
3,000 tons of rubber was intercepted immediately.46
In other cases the question of whether or not to intercept depended on
the strength of either political relations or the British Navy at the time. In
October 1940, the Admiralty said it was not possible to maintain a fleet at
Gibraltar, which was a necessary prerequisite to enforce the blockade. Aware
of the inability of the blockade to actually stop traffic, Dalton pressed the
Admiralty to make more interceptions in the hopes that it would act as a
deterrent. The Admiralty said it was not able to assemble a strong fleet at
Gibraltar, and without it was worried about the danger of French retaliation
for stopping convoys. The Cabinet agreed with Dalton's policy and approved
making the interception, but wanted it done with an overwhelming show of
force, which was difficult to arrange. 47 A month later Dalton pointed out that
the lack of interceptions made the blockade a farce, and that the trade going
on at the time meant that unless action was taken immediately, it would be
William McNeill. The Pursuit of Power; Technology. Armed Force, and Societ y since A.D.
Chicago: University of Chicago Press, 1982) p. 352, also in Ericson, Soviet High
Command, pp. 575-83.
45 War Cabinet Minutes 20(41) 24 February 1941. The only orders given was that if the ship
called into an Allied port, she would be denied facilities unless she submitted to normal
contraband control. War Cabinet Minutes 30(41), 20 March 1941.
War Cabinet Minutes 28(41), 13 March 1941.
War Cabinet Minutes 273(40), 18 October 1940.
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impossible to apply economic pressure to the area. While Churchill wanted
to interfere, and asked that the Admiralty intercept "as many ships as they
could lay their hands on," there were logistical problems. The number of
British ships which were out of commission meant that the blockade could
only be maintained at this time through bluffing.49
Two months later the Admiralty was in a slightly stronger position,
and interceptions were made. As expected, these did not always go smoothly,
although the British authorities did try to assert their rights. For example, in
one case a French merchant ship intercepted off the coast of Spanish Morocco
offered resistance to the boarding party. One of the British destroyers fired a
few rounds of machine-gun fire into the water, which ricocheted and killed
two civilians. While expressions of regret were sent to the Vichy authorities,
the Admiralty was instructed to make further interceptions within the next
two days.50 But the blockade running became more aggressive. When an
interception was attempted in March, the convoy continued on to the port.
When a shore battery opened fire on British ships, rounds were exchanged.
While the British captain had been hesitant to open fire on the convoy,
Churchill told the Cabinet that such action would have been in accordance
with international law, and should be done the next time.51 But again, these
interceptions depended on the strength of the British Navy. In August the
Navy was told to take action only if they were "in overwhelming force."52

The main West African crops were then being shipped, and once they shipped, they
would be immune to pressure for another year. War Cabinet Minutes 290(40), 18
November 1940.
War Cabinet Minutes 290(40), 18 November 1940.
50 War Cabinet Minutes 1(41), 2 January 1941. This seems to have been the correct course of
action, as there was no further Vichy reaction.
51 In the Prize Manual the instructions for intercepting merchant vessels provided for firing
two blank rounds; then for a shot across the bows. If this was disregarded, force could be
used. War Cabinet Minutes 33(41), 31 March 1941.
52 War Cabinet Minutes 83(41), 18 August 1941.
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The MEW did what it could to maintain the blockade. For example, it
tried to interfere with trade in Morocco. In the French Zone the Ministry was
active against the export of overseas goods from the Spanish Zone to the
French Zone, which was assisted by the Spanish authorities. The obvious
solution was to cut drastically navicert facilities to the barest minimum, which
would inconvenience everyone in the Spanish and Tangier Zones. The
Ministry hoped that if the Spanish authorities stopped their trade, even if
illegal smuggling increased, fewer materials overall would find their way to
the French Zone. The priority was to prevent such a quantity of contraband
from reaching the French Zone that it could later be re-exported to
metropolitan France where it would be at German disposal. 53 By limiting
trade to the small amounts by individual smugglers, it was hoped that this
would be achieved.
When asked for exemptions, the MEW refused whenever possible, and
tried to maintain its former stringency. In December 1941 an application was
made to allow surgical needles into France on humanitarian grounds, based
on the claim that these needles were only of use to French surgeons.

54 The

Ministry refused the application, particularly since the quantity of needles
was so substantial. Additionally, reports had been received of a German
order that the French authorities should prepare hospital accommodation for
a large number of German wounded soldiers, leading the Ministry to believe
that the shipment was being made for the benefit of Germany. Despite the
unconvincing assertion that the needles were only for use by French surgeons
and that British surgeons would be unable to use them, the Ministry refused
to permit the shipment.55
53 PRO. FO/371/29066, General, Co-ordination. W9791/9791/49, Leakage in the Blockade to
the French Zone of Morocco, 11 August 1941, letter from British Consul General, Tangier
(Gascoigne) to MEW, 18 July 1941, copy to Secretary of State for Foreign Affairs.
54 PRO. FO/ 371 / 28754, General, Co-ordination. W15584/ 7/49, Export of surgical needs to
France, 29 December 1941.
PRO. FO/ 371/28754, General, Co-ordination. W15584/ 7/49, Export of surgical needs to
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In March 1941, the various holes in the blockade came to the attention
of Parliament. There was an uproar over the trade through Marseilles and
the navicerting of American food ships, which had been covered in the press.
The outcry did not bother Dalton. As he confided in his Diary "only a very
simple-minded person would think that I ask the Admiralty to stop these
ships, or that I ask Halifax to persuade Roosevelt to send food ships!" 57 This
brought to the public eye the political issues of the Admiralty, Foreign Office,
and Prime Minister which interfered with the strong enforcement of the
blockade, and Dalton was convinced that the Parliamentary discussions
would make it easier for the MEW to get its requests approved by the
Cabinet. In fact, on March 27th, Dalton wrote "I win a good victory in the Cab.,
where my five recommendations are all accepted." 58 This success encouraged
Dalton to pursue "a deliberate policy of maximum publicity for all
imperfections in the Blockade" with the intention that this would encourage
the Americans to pressure the State Department, as well as to influence
British public opinion.59 He believed that this would be a successful policy,
and would not reflect against him personally, as long as he was able to
demonstrate some improvement in the blockade as a result.
Despite the weakness of Britain's position in frying to enforce the
blockade, in the absence of alternatives the British government had to sustain
the delusion that economic warfare was having some effect on the enemy. The
British government looked for ways to defend this optimism. Various
intelligence sources indicated that the German people were tired of war and
France, 29 December 1941, letter to Strong, TWEB, from Morrison, MEW, 31 December
1941.
H.C. DEB 5s Vol. 370 [Col. 403-71,25 March 1941.
HDP. Dalton Diary, Vol. 24, 25 March 1941.
HDP. Dalton Diary, Vol. 24,27 March 1941. These related to the blockade of unoccupied
France and French North Africa. War Cabinet Minutes, 32(41), 27 March 1941.
5 HEW. Dalton Diary, Vol. 24, 1 April 1941.
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that Hitler's downfall was imminent. 60 They pointed to the fact that Britain
had not fallen and that the German people were getting disenchanted with
the promises of an easy victory. MEW intelligence led the Ministry to believe
that with the common disgruntlement and the winter ahead of them, German
citizens would overthrow Hitler and make peace with the Allies. This
optimism was misplaced, but is easily understandable.
There was also hard evidence of some German shortages which
indicated that economic warfare advances were being made. In the summer
of 1941 it was discovered that while service aircraft used the highest quality
lubricating oil, the oil in training aircraft was of extremely poor quality. 61 This
was seen as an indication that German oil supplies were low and therefore
were reserved for important missions. 62 While it could indicate that the
Germans were planning ahead for heavy bombing raids when the higher
quality oil would be needed, the use of two different grades of oil for different
purposes was believed to indicate that the Germans were not confident of
their oil supplies. This was heartening for the British authorities and gave
them encouragement that economic warfare measures were making progress,
albeit slowly.
Some comfort was taken from the belief that while the German
economy was sustaining the war effort, supposedly without inflation, it was
using assets which could not be replenished during the war. Therefore while
the economy was running relatively smoothly in the early stages, as the war
continued and the costs went up, it was expected to have severe problems, as
it did in the First World War. The enormous effort required by the economy

PRO. FO/371/26534, Germany; Economic Situation in Germany. C403, Economic
Conditions in Germany, 14 January 1941.
61 PRO. FO/ 371 / 26535, Germany; Economic Situation in Germany. C 5%4, 3 June 1941,
Quality of oil used in German aircraft.
In fact this proved to be an important point as training new pilots became more and more
difficult for the German government which was unable to procure enough oil for training
flights.

Chapter 4

page 119

simply could not be sustained in the long run. These views encouraged the
British hope that economic warfare measures would be helpful in causing the
German defeat. But it was recognised that in any event, the blockade would
not reap benefits by itself, and that any effect would only be felt after many
months if not years. While Dalton daimed in September 1941 that the MEW
was making progress "slowly but surely,"64 he too saw the lack of blockade
success. He qualified the abilities of the blockade saying that Germany would
face difficulties with oil only if the Eastern Mediterranean continued to be
dosed, bombing of enemy oil refineries continued, and if Germany continued
full-scale campaigning. None of these was the case, and the German oil
position was not in danger by the winter of 1941. Backtracking from his
earlier insistence on a strong blockade, Dalton said that "neither he, nor any
man in his senses, ever said the war could be ended, or the German army
seriously hampered, in a period of months by blockade alone." Blockade at
this point was seen as only one arm of the war, and it was one which,
according to Dalton, was meeting its expectations.
Soviet and American Entry into the War
On 22 June 1941, Germany invaded the Soviet Union, and Britain was
no longer alone in her fight against Germany. The attack on the Soviet Union
was the cause of grave concern: if the Soviet Union was defeated in a matter
of weeks, the advantages to Germany would be significant. The gain of
resources would be crucial, especially given Soviet oil reserves. But as the
battle in the Soviet Union dragged on, it appeared that the earlier fears were
PRO. FO/371/26535, Germany; Economic Situation in Germany. C 10966, 3 October 1941,
Germany's war economy. Translation of Swedish article by Professor Gustav Cassel,
entitled "Germany's War Economy" which appeared in Svenska Dagbladet on 18
September, 1941.
HDP. Dalton Papers, Part ifi, 18/3. Speech at Nathan Lunch, 17 September 1941.
HDP. Dalton Papers, Part III, 8, "Were the best," News Review. December 11, 1941.
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overly pessimistic. Aside from the morale boost;, the fighting had
repercussions for economic warfare. The first was that another hole in the
blockade was stopped. Until that point, many materials were transported
across the Soviet Union from Japan, and as long as treaty agreements were in
force there was nothing that the British could do (see Chart 17 above).
Furthermore, the commodities which Germany received through the Soviet
Union were vital to her war effort (Table 18). Thus the invasion of the Soviet
Union hampered German supplies of these necessities. Aside from lowering
imports, the German invasion also raised requirements. With the German
army involved in what turned out to be long and drawn-out battles in the
Soviet Union, more supplies and equipment were required. 66 The German
military required enough supplies to maintain its forces, but at the same time,
the attack on the Soviet Union meant that resources which had previously
been under Soviet control were threatened by German looting, as had
happened throughout occupied Europe. Aware of the danger, the Soviets
worked to ensure that the German army would not benefit from their retreat.
The authorities had evacuated the industrial centres, moving equipment and
workers,67 along with grain and cattle. While not complete, the relocation
effort was extremely important. Not only did it deny the factories, etc. to the
Germans, but it also enabled these assets to be used to fight the Axis.
66 Hayward claims that the oil shortage was a leading motivation for Operation Barbarrossa,
(Joel Hayward. "Hitlers Quest for Oil: The Impact of Economic Considerations on Military
Strategy, 1941-42," The Journal for Strategic Studies. 18, No. 4 (1995)) but the converse was
true: most of the German oil shortages were caused by the invasion of the Soviet Union.
While Germany was short of oil by March 1941, it was the prolonged eastern campaign
which drained Germany's oil reserves. Most of the shortages the Germans faced were
unexpected. While the Blitzkrieg strategy required less fuel than was necessary for
traditional military actions, by October 1941 it was clear that forces were using much more
oil than had been anticipated. Difficulties with vehicles, terrain and weather meant that
the army was only covering 35-40 km on fuel which was expected to cover 100 km, a 60%
drop in progress. Largely as a result of the increased consumption by the military, the
Luftwaffe's reserves were falling. At the end of 1941 they were down to 254,000 tons,
which was less than half of the 613,000 tons reserved at the end of 1940. (Hayward, p. 119.)
67
Kharkov was captured on 24 October 1941, the Germans found evidence of sabotage
and missing equipment. Hayward, p. 107.
Lydia V. Pozdeeva in David Reynolds, Warren F. Kimball, and A.O. Chubarian, eds. Allies
at War; The Soviet. American. and British Experience. 1939-1945. New Yorlc St. Martin's
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Table 1869
Soviet Supplies for Germany, 1939 - 1941

Product
1939
1940
1941
_____________ _____ _______ (J an- July)
Phosphate
31
129
55
Asbestos
1
8
7
Chrome Ore
26
Manganese Ore
6
65
75
Mineral Oil
5
617
248
Tin
1
0.5
Nickel
2
1
Copper
7
7
Rye
82
78
Wheat
4
189
Wool
2
71
30
§ in thousand tons

Even with this change in the war, the War Cabinet remained concerned
about the strength of the German army, and believed that there was no point
in the British meeting them in armed combat at that time. As the Chiefs of
Staff Committee wrote in July 1941,
So powerful is the German army that even if the Russians are
able to maintain an Eastern Front it would still be possible for
them to face us in the West with forces which in the present
state of German efficiency and morale we should be unable to
overthrow.70
The only possibility the British government saw in the fight against Germany
was to attack the economy first. "We must first destroy the foundations upon

which the war machine rests - the economy which feeds it, the morale which
sustains it, the supplies which nourish it and the hopes of victory which
inspire it." It was only then that the British army would be able to enter the
Continent again. While blockade was an important part of the strategy, the
government recognised that blockade alone was insufficient, offering only "a
slow and uncertain approach to victory," and preparation for the future
Press, 1994, p. 150.
from H. Schwendemann, Die wirtschaftliche Zusammenarbeit zwischen dem Deutschen
Reich und der Sowjetunion von 1939 bis 1941 (Berlir 1993) p. 373, 383.
PRO. CAB/121/144, War Cabinet; Chiefs of Staff Committee, General Strategy, C.O.S. (41)
155 (o), July 31, 1941, signed by Dudley Pound, J.G. Dill and C. Portal, document number
23A.
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British invasion of Europe. It was economic pressure in concert with the rest
of the war effort which could be effective.71
The British strategy in the meantime was to undermine German
resistance by increasing the air bombardment, maintaining the blockade, and
sustaining the "spirit of revolt in the occupied countries, and the organisation
of subversive movements" 72 with activities run by the Special Operations
Executive, SOEY Sabotage and similar operations replaced economic warfare
as the primary "alternative" weapon at this time, with the intention that this
would be a precursor to military fighting once Germany was weakened. It
was hoped that small forces, which the British government was able to send
into action, would be able to hit key areas which would disrupt the German
war effort. In part this was expected to work with economic warfare by
hitting economic targets, but it was also seen as a separate, new offensive
which might be more effective against Germany.

The United States entered the war against Germany on 11 December
1941, in the aftermath of Pearl Harbor. The American and Soviet cobelligerency with Britain meant that the conventional war effort against the
Axis Powers could be stepped up and with the British fighting alongside the
American army, victory was more likely. Once the three powers were able to
work together, the importance which had been placed on non-conventional
weapons, such as the blockade and subversive activities, was shifted to the

72

'3

PRO. CAB! 121 / 144, War Cabinet; Joint Planning Staff, June 14, 1941.
PRO. CAB/ 121 / 145, Washington War Conference, American-British Strategy,
memorandum by the British Chiefs of Staff, signed by Dudley Pound, J.G. Dill and C.
Portal, 22 December 1941, P. 3.
SOE was established to perform subversive activities, and often targeted economic
objectives. One example of a target was the Norsk Hydro plant in Vermork, Norway,
which produced heavy water. After several failed attempts, in February 1943 a
Norwegian group managed to blow up a large portion of the plant. Later in the year, the
Norwegian resistance stopped the transportation of the heavy water. Aalders and Wiebes,
p. 67.
By the end of the war, German scientists had only half the heavy water they would have
needed in order to begin a serious production, 2.5 tons. Overy, Allies. p.236
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military and bombing. While direct military action was not an option until
mid 1942, it was clear that it was coming and that alternative weapons were
not capable of seriously harming Germany on their own. Thus economic
warfare did not have as high a priority as before. It had not managed in two
years to hamper seriously the German war effort; economic warfare now took
a back seat to the military.
Ironically, the entry of the Americans and the Soviets meant that the
MEW's ability to wage economic warfare was improved. The Admiralty was
able to divert ships to enforce the blockade, the neutrals were willing to be
more helpful in enforcing economic warfare measures, and there was more
money available for strategic purchases. Additionally, the Black List and the
Statutory List were more easily enforced. While the Americans had been
supporting the Black List for some time, disputes over what could not be
included, what should be exempted and what allowances should be made,
were the norm. These disputes did not end with American entry into the war,
but they did lessen. In addition, further economic warfare restrictions in
South America could be enforced, as the US was more willing to permit and
enforce blockade restrictions. Similarly, once the Financial Blockade was a
joint Anglo-American responsibility, it was more effective. 74 The two
countries worked together to disrupt German financial dealings and to
restrict German finances. They had some success in that the Germans were
prevented from raising money through assets they had looted from the
occupied territories? The restrictions of blocked payments and balances were
enforced depending on the destination of the funds.76

76

This relationship will be covered in more detail in Chapter 6.
example, in September 1943 the Portuguese authorities were unwilling to buy the
Portuguese bonds owned in Holland and France from the German government.
FO/837/34, Statement of Action Taken, September 1943, p. 4.
missions abroad were consistently refused funds because they were serving as antiBritish centres, and the British authorities refused to allow funds to be transferred to them.
PRO. FO/ 371 / 32409, General, Co-ordination, W289/ 18/49, Request to transfer funds, 7
January 1942. What is especially interesting in this case is that the Trading with the
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The major change for economic warfare was that Germany's economy
was under pressure. The war against the Soviet Union, the strain of
occupying the majority of Europe, the bombing offensive, the attacks on
German shipping and the blockade were all working together to put demands
on the German economy. As early as October 1942, the War Cabinet received
a report that
The fighting power of Germany is on the wane. German
supplies of raw materials are being reduced to the point of
affecting essential production. Germany's food situation is
precarious, and her man-power and communications are
seriously over-sftained.'
Because of the requirements of the war economy, the Germans authorities
had begun conscripting labour from occupied countries. Home agriculture
was being neglected because of the manpower shortage, and millions of
foreign workers were forced to work in Germany. This increased the danger
of sabotage and lowered productivity. Aside from the labour problems,
Germany was facing difficulties with transportation. Vehicles were being
forced onto routes which were unable to handle the increased traffic. Some
intelligence reports at the time daimed that the German rail and
transportation system was about the crack under the pressure. Once the
German economy was under strain from other directions, particularly the
military effort, the additional pressure from the blockade could have had an
effect.
As the war was turning in favour of the Allies, many suggestions were
made about how economic warfare should be waged now that Britain was in
Enemy Department were not ready to immediately refuse the request of the Swiss Bank
Corporation to transfer £3,998 to the French Legation in Kabul, but it needed to ask the FO
what its opinion was on permitting the transfer. One might think that denying funds to a
Vichy mission would have been standard and therefore would not require an outside
consultation.
PRO. CAB / 121 / 145, War Cabinet, Chiefs of Staff Committee, American-British Strategy,
Report, C.O.S. (42)345(0), October 30, 1942, p.1.
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a stronger position.78 With an eye to the changes in the war once America
and the Soviet Union had joined with Britain, in March 1942, Lord Selborne,
who replaced Dalton as Minister on 22 February 1942, set out a revised list of
the aims of Allied economic warfare for the immediate future. There were six
points which the MEW was to pursue. The first was to prevent the two
enemies from evading the blockade, and to prevent them from opening
regular communications. The second was to develop economic pressure on
the states bordering German Europe and Vichy colonies as much as possible
in order to deny resources. The third was to develop passive and active
resistance in German Europe and the Far East. The fourth was to aggravate
the German potential weakness to air attack. The fifth was to devise combined
operations against the most important economic targets. And the last was to
defend important sources of supply.79 As detailed in Chapter 2, Selborne
reorganised the MEW in order to make it better able to attain these goals.
Accordingly, Selborne focused his efforts on stopping blockade
evasions. He wrote to the Prime Minister on 9 May 1942, bringing his
attention to the amount of blockade running taking place between Germany
and Japan, the importance of this trade, and the need to locate and intercept
these blockade runners. 8° To this end, Selborne wanted to establish a
squadron of Liberators at Ascension Island in the South Atlantic, to patrol the
surrounding sea areas and deter blockade runners. He wrote to Attlee a
month later, asking for assistance in getting Cabinet attention to this issue.81
Although it was agreed that the Prime Minister would consider the issue, no
further action was taken. In early August, Selborne approached Desmond

'

protracted discussion disguised the fact that the Allies were still waiting until the
British and American military was built up and ready to invade Europe.
79 Medlicott, vol.2, p. 15.
80 PRO. CAB! 121/421, Germany, letter from Selborne to Churchill, 9 May 1942.
81 PRO. CAB/121/421, Germany, Minute from Selborne to Deputy Prime Minister, 22 June
1942.
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Table 1982
Analysis of Blockade Running, October 1942
Origin of voyage
From the Far East
From Europe

voyages vessels
13
6

5
nil

voyages I
11
6

cargo
701 80,000

36/42.000

estimated in tons

Morton, ChurchilFs personal intelligence advisor, asking him to raise the
issue with Churchill, based on information about the amount and importance
of the blockade running which was taking place. 83 When it was finally
considered, the Chiefs of Staffs responded in summer 1942 that there was no
practical means to interfere with these blockade runners, except by diverting
squadrons from Bomber Command, but that it was not likely that this would
have a satisfactory effect.
In October 1942, Selborne approached Churchill again, pointing out the
severity of the issue, and asking that the matter be re-considered to see if
there was action that could be taken.83 Churchill asked that the Chiefs of Staff
review the issue and give an updated opinion. 86 At this point the Joint
Intelligence Sub-Committee and the Chiefs of Staff both recognised the
importance of stopping the traffic. (See Table 19.) The Chiefs of Staff reported
that "The Naval and Air Staffs are fully alive to the importance of doing all in
their power to intercept the increased number of enemy merchant vessels that
are expected to run the blockade during the next few months." 87 Sir Charles
Portal, the Chief of Air Staff, confirmed on 10th October, that a ifight of 8
Wellington VIll's would be made available under Coastal Command for the
PRO. CAB! 121/421. Germany, JIC(42)377(0) Final, Report by the Joint Intelligence SubCommittee, 3 October 1942.
PRO. CAB/121/421. Germany, Letter from D. Morton to Hollis, 4 August 1942.
PRO. PREM/3/74/3. Blockade. Letter from Selborne to Churchill, 1 October 1942.
PRO. PREM/3/74/3. Blockade. Letter from Selborne to Churchill, 1 October 1942.
86 PRO. PREM/3/74/3. Blockade. Note from Prime Minister to General Ismay, 4 October
1942.
' PRO. CAB!121/421. Germany, Blockade running between German Europe and the Far
East, Chiefs of Staff, Blockade Running between Japan and German Europe, Revised Note,
10 October 1942.
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sole purpose of attacking blockade runners. While this striking force was
established by Bomber and Coastal Commands, it does not appear that there
was any immediate action, as on

16th October, Lord Selborne again asked for

immediate action to take place, pointing out that the sailings were becoming
more frequent, and the volume of trade was increasing. 89 In response to this
increased trade, a Combined Operation was planned to attack Axis ships
which were known to be engaged in blockade running. Several members of
the Royal Marines Boom Patrol Detachment attacked blockade runners which
were along the quay in Bordeaux in the first half of December. 9° The so called
'Frankton' force was successful, and the Prime Minister recorded his
appreciation of the work done.9'
The MEW continued to work to stop blockade evasions, and in
February 1943, the MEW reported that progress was being made. The
Americans had begun air reconnaissance and cruiser patrols in the DakarRecife line, and US submarines were operating in the Bay of Biscay, while
French cruisers from Dakar augmented the mid-ocean cruiser patrols. While
these arrangements did not completely stop the traffic, they did limit
blockade evasions. Further progress was made by the close co-ordination
between the British American Commands at the Atlantic Narrows, and
assistance from the French Navy.92

In the summer of 1942 discussions began on how to increase the
effectiveness of the Statutory List. One idea was to announce that the List
would be maintained after the war, at least for some period of time. This was
PRO. PREM/3/74/3. Blockade. COS(42)285th meeting, 10 October 1942.
89 PR0. CAB/121/421, Germany, Blockade running between German Europe and the Far
East, letter from Selborne to Churchill, 16 October 1942.
° PRO. CAB/121/421, Germany, Blockade running between German Europe and the Far
East, Combined Operations Headquarters letter to Chief of Staff Committee, 30 October
1942.
' PRO. CAB! 121/421. Germany, COS(42), 198th meeting. 16 December 1942.
PRO. PREM/3/74/3. Blockade. Letter to Prime Minister from MEW, 17 February 1943.
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in response to neutral firms which were trading with the Axis powers,
believing that after the war the British authorities would forgive them for
doing so. European companies which usually traded with the British Empire
were working for the Axis during the war, enjoying the high prices paid by
the Axis powers. There was no incentive for halting trade with those who
would pay the most. The MEW understood that the neutral businesses
believed that they were in a good position. After all, they were making so
much money that after the war they would be in a good position to compete
with other companies, particularly those who traded only with the Allied
powers,93 and had not profited as much.
There were considerable objections to maintaining the list after the
cessation of hostilities. The primary one was that it would restrict trade after
the war, when Britain would be little able to afford it. Additional objections
arose over the fact that the machinery of economic warfare would also have to
be maintained. The Ministry had been planned solely as a wartime ministry,
and was expected to be disbanded upon the cessation of hostilities. Because of
objections within the British government, the suggestion was made that "1-us
Majesty's Government should ... announce immediately that they reserve the
right to treat as enemies after the war those who are our enemies now" This
would not commit the British government to maintain the Statutory Ust, but
might deter some concerns from dealing with the Axis. This suggestion met
with more approval than its predecessor, but the American government was
worried about finding phrasing which would make the threat without
causing problems after the war, and while the matter was discussed for some
time, an announcement was never made.

PRO. FO/ 371 / 32445, General, Co-ordination, W7818/ 37/49, Statutory List, 28 May 1942,
letter from Farrer, MEW, to FO, 26 May 1942.
PRO. FO/ 371 / 32445, General, Co-ordination, W7818/ 37/49, Statutory List, 28 May 1942,
letter from Farrer, MEW, to FO, 26 May 1942.
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Pre-emption was examined, and its cost was investigated during the
summer of 1942. While it was possible to show that pre-emptive purchases
had deprived the Axis powers of needed supplies, the dispute centred on
whether a cheaper and more effective method was avai1able. Some argued
that the results did not justify the high cost, and hoped that the other
economic warfare measures, such as cutting off the supply or transport of the
commodities, might be more efficient in restricting Axis access to these goods.
The MEW continued to favour the pre-emption of certain goods, particularly
wolfram. In May 1943, the MEW reported to the War Cabinet on the preemption of wolfram in the Iberian Peninsula, saying that it was proceeding
well in Spain, but that the Portuguese Government's position made any real
accomplishment difficult. Selborne approached Attlee to ask him to raise the
question in a Cabinet meeting of whether the Anglo-Portuguese Alliance
should be used to pressure for compromise, 96 believing the policy question to
be beyond the scope of his Ministry. But Attlee replied that in fact there was
no need for the Cabinet to decide on it, and that it was up to the MEW to
decide what the policy should beY7 Selborne continued to press for attention
from the Cabinet to this issue, asking whether the importance of the metal to
military issues justified the high cost. In June the MEW was informed that
while the Cabinet "took note" of the MEW's memorandum on the subject, "it
has not actually been examined or commented on by the Chiefs."

While the British government was optimistic about the advances in the
economic warfare measures, the results were not as good as had been
96 PRO. FO/837/32, General and Enemy Branch Reports, General Branch Report #3, 11
August 1942, p. 3.
96 PRO. CAB/121/507, Portugal; Wolfram, May 1943— March 1945. Letter from Selborne to
Attlee, 18 May 1943.
')"
CAB! 121 / 507, Portugal; Wolfram, May 1943 - March 1945. Letter from Attlee to
Selborne, 19 May 1943.
PRO. CAB/121/507, Portugal; Wolfram, May 1943— March 1945. 18 June 1943, letter from
Hollis, War Cabinet, to Morrison, MEW.
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anticipated. There were those who were disheartened by their lack of success,
and even people working within the MEW admitted, during this time, that
economic warfare was "unlikely to make much direct practical effect on the
war effort." This discouragement seems to have been a result of the
American entry into the war and the resulting move away from economic
warfare as the primary weapon and towards the widespread plans for using
conventional warfare. 100 The Ministry was aware that its importance in the
war effort was dwindling rapidly and it was uncertain about how to handle
this change. Despite these changes in the importance of the MEW and of
economic warfare in general, the Ministry continued to use the tools which
were available to it, even if in a more limited fashion, and making best efforts
despite the concessions which it was forced to make, which allowed goods
through the blockade. More and more compromises were requested for
political reasons, and for the most part the Ministry yielded to these requests.
In the winter of 1942 the MEW was much less aggressive in its
prosecution of the economic war than it had been previously. Instead of
wanting the more formal arrangements it had pursued earlier, it now derided
such types of arrangements, claiming that they "would have tied us both
down to formal wording and more or less cramped our style."° 1 The Ministry
claimed that it wanted the Americans and British to work together with more
"flexibility." It could be argued that this sudden desire for a flexible
arrangement was an attempt by the Ministry to get along with the Americans
and to maintain some control over the economic war at a time when the
American government might not have continued with the British blockade.
PRO. FO/371/36523, General, Co-ordination, note on file from Talbot, 31 January 1943,
emphasis in the original.
100 While the American entry made it easier to enforce economic warfare measures, it did
change the focus of the Allies to military means of attacking Germany, which were more
feasible at this point in the war.
101 PRO. FO/ 371 / 36523, General, Co-ordination, W925/ 54/49, Black List in Latin America,
16 January 1943, letter from Reading, MEW, to Stopford, British Embassy in Washington,
28 November 1942.
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As will be seen in Chapter 6, the American blockade strategy was quite
different in outlook from that of the British.
The Black List was generally less used during this time. Aside from the
changes to the Black List made to bring it in line with the American List, a
shift in the way the Black and Statutory Lists were used also took place in the
summer of 1943. Rather than enforcing the Lists to maintain the blockade and
do whatever possible to harm the Axis, the Lists were now to be used in a
more limited fashion. Missions were told to regard the Lists as
a weapon of economic warfare to be used where it is likely to
damage the enemy and not, as has perhaps sometimes been the
case in the past, where no appreciable damage to the enemy is
likely to arise from its use.102
The lists had grown quite considerably and some felt that the indusion of
people and firms was so general that it did not really injure the enemy; a
more limited use might serve to make the lists a more potent weapon. 103 This
was quite a change from the position earlier in the war when any damage to
the enemy was of great importance. The Allies realised that the Black List
would be useful in certain areas where it was 90% effective. The increase to
100% was simply not worth the aggravation and the loss of goodwill that
would result from more comprehensive Black Listing.
The general blockade and economic warfare policies of the time were
very flexible, and the general strategy of the blockade was riddled with
contradictions. The Ministry made many exceptions, and did not have a
consistent policy. One such example took place in November 1943. Despite
the decision to limit pre-emptive purchases, and the general policy not to buy
platinum, when the metal appeared on the market that month, the British
government purchased it because it had "noticed that the enemy is most

102 PRO. FO/837/34, Statement of Action Taken, June 1943, p. 15.
'PRO. FO/837/34, Statement of Action Taken, July 1943, p. 11.
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interested in obtaining from Latin America a substantial quantity of the
metal."104
Food shipments to occupied Europe was another area where
concessions were demanded. Despite United States pressure, the British
government maintained its earlier position that feeding occupied people was
a German responsibility. The only exception to this British policy was in
regards to Greece. Requests for assistance were made, starting in December
1941, by the Greek Prime Minister. Greek citizens were starving to death after
Germany abandoned the country. There were concerns, however, that it
would be logistically impossible to allow food through only to Greece.' 05 In
January 1942 the Cabinet agreed that Greek shipping assistance and aid for
British soldiers in Greece meant that the request could not be denied. The
Cabinet agreed to send a cargo of wheat, 106 and further assistance was
arranged.' 07 This did not, in fact, set a precedent. The issue was raised
repeatedly about sending milk to children in occupied Europe. Despite the
pressure from the US, it was refused at this time.' 06 There was some concern
in the Cabinet that the US would act on its own, but the British authorities
refused to change this policy.' 09 Churchill, the MEW and the War Cabinet all
believed that the principle that Germany was responsible for the citizens in
territory it occupied should be maintained for several reasons. The first
reason was the damage that such shipments would cause to the Allied
blockade effort. The second reason was that the British government was
unable to take responsibility for supplying the occupied territories with their
requirements. As Churchill wrote to Roosevelt in January 1943, "To abandon
'04 PRO. FO/ 837/34, Statement of Action Taken, November 1943, P. 13.
War Cabinet Minutes, 134(41), 24 December 1941.
106 War Cabinet Minutes, 4(42), 12 January 1942.
107 Wheat shipments were increased, and milk was supplied as well. But meat and fish were
not supplied because of fears of the ramifications in other occupied countries. War
Cabinet Minutes 155(43), 16 November 1943.
108 War Cabinet Minutes 71(42), 2 June 1942.
109 War Cabinet Minutes 63(43), 3 May 1943.
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the principle that the enemy is responsible for the territories he has
conquered, will lead very strongly to our having the whole lot on our backs, a
burden far beyond our strength." ll° Once one country was permitted
shipments, the other occupied countries were likely to follow. The only
concession to the food shortages in Europe was made in September 1943,
when the Cabinet approved an MEW suggestion that the earlier propaganda
policy of discouraging sowing and encouraging crop destruction be halted.111

In February 1942, strategic bombing was viewed in much the same
way as economic warfare had been. Bombing was seen as a way to weaken
Germany before she was invaded, not as a means to direct victory. 112 While
the bombing offensive was a separate part of the war effort, it was hoped that
it would complement the MEW's actions. If economic warfare caused
shortages, bombings should exacerbate them. With this in mind, the MEW
turned its attention to identifying economically important targets.
In 1942-43, British strategic circles were leaning towards concentration
on specific areas of the German economy. Planners looked for bottlenecks
which might be vulnerable to attack, and which could effect the entire
German industry. In 1942 the MEW prepared a revised listing of preferred
targets. Three high priorities were ball-bearing factories in Schweinfurt,
precision engineering factories in the Stuttgart area, and tyre manufacturers
in Hanover. 113 It was the first which took precedence. In August 1943 the
Allies had the ability to target Schweinfurt, where two-thirds of German ball110
111
112

Letter from Churchill to Roosevelt;, 1 January 1943. In Kimball, vol. 2, pp. 105-106.
War Cabinet Minutes 131(43), 24 September 1943.
As Sir Charles Portal told Sir Archibald Sinclair when the latter suggested that strategic
bombing be focused on oil, even if British bombers were to destroy the ten synthetic oil
plants within their range, total Axis supply would only fall by 7.6%. Faced with numbers
like these, it seemed clear that strategic bombing would not be able to end the war. Sir
Charles Webster and Noble Frankland. The Strategic Air Offensive Against Germany.
1939-1945. Volume 1: Preparation. (London: Her Majesty's Stationery Office, 1961) p. 346.
113 Webster and Franldand,
pp. 466-467.
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bearings were produced. 114 But there was concern that even with the damage,
Swedish bearing production was high enough that even if German
production was stopped completely, supplies could be imported. The MEW
looked for alternatives arid began to spend large sums of money on preemption of ball-bearings from Sweden, the only external supply source.115
Despite these efforts, SKF tripled their exports to Germany after the
Schweinfurt raid. Thus even had the bombing raid destroyed the factories
arid not cost the Allies any planes or lives, the raid would not have helped to
slow the German war effort. General Spaatz of the U.S. Air Force was angered
by evidence of German purchases in Sweden. As he protested to the
American Ambassador in London, John C. Winant, the "whole bomber
offensive is being nullified." 116 But it was impossible to limit shipments. These
exports were authonsed by the War Trade Agreement, and the Allies could
not interfere further. 117 Furthermore, the MEW was unable to demand limits
as the British were dependent on SKF for British supplies. This reliance on
Sweden was heightened when the Luftwaffe bombed SKF plants in Luton.118
The military successes overshadowed the economic warfare problems
at the same time as Allied successes helped solve blockade problems. For
example, the use of Ascension Island in the South Atlantic dramatically
increased Allied patrolling, enabling Britain to increase her trade, as well as to
look for ships which were evading the blockade. The invasion of North Africa
put the coast under Allied control, and additional surveillance could be
114

19 August raid was effective, as September production was only 35% of the pre-raid
level. But when the Allies waited four months until the situation was favourable for
another attack, the industry was dispersed and moved farther east removing it from
Allied range. Summary Report (European War) The United States Strategic Bombing
Survey, volume 1. Intro. David MacIsaac. (New York: Garland Publishing Inc., 1976) p. 5.
115 Webster and Frankland, p. 466.
116 quoted in Aalders and Wiebes,
p. 78.
7 Aalders and Wiebes, p. 78.
118 Aalders and Wiebes, pp. 78-9.
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performed.' 19 Furthermore, when the Italians surrendered to the Allies, they
passed along information about cargo and routes for blockade running.' 2° But
these advances caused new problems even as they solved the old. After June
1944, as more territory came under Allied control, the question of what was
enemy controlled and how an area stood under Trading with the Enemy
legislation became more complex. Many countries were divided into two
areas, one part of which was considered "enemy" and one which was not.
This caused problems in applying Trading with the Enemy legislation. One
such country was France, which was divided into occupied and unoccupied
zones. After June 1944, the former 'occupied' zone was considered enemy
occupied territory under Section 15(1) of the Trading with the Enemy Act,
while the former 'unoccupied' zone fell under Section 15(1A) of the Act. The
Specified Areas Order covered the former 'unoccupied' zone, and this was not
repealed even after the whole of France was regarded as enemy occupied
temtory. 12' Similar problems occurred with Romania, Bulgaria, Hungary,
Yugoslavia, Greece and Finland.1
Even the areas which were not enemy-occupied were not entirely
trusted. The French authorities were interested in managing their own
affairs, and enforcing their own controls, but the British and American
governments were not confident of French ability to do so. The American
authorities monitored all French North African dollar accounts and required
ten days notice of all transfers to and from accounts so that they could
investigate the transfer before permitting it. While the British and the
Americans did not have confidence in the French controls, denying the
19

David Gordon, and Royden Dangerfield. The Hidden Weapon; the Story of Economic
Warfare. (New York: Harper and Brothers Publishing, 1947) p. 54.
120 Gordon and Dangerfield. P. 55.
121 PRO. FO/371 /36523, General, Co-ordination, W1513/54/49, Status for French North
Africa, 26 January 1943, note on file from Dean, 4 February 1943.
1 PRO. FO/371/36523, General, Co-ordination, W1513/54/49, Status for French North
Africa, 26 January 1943.
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French authorities the right to handle their own affairs was not politically
expedient.123
Other legal issues arose as territory changed between being enemyoccupied and liberated, particularly in regard to enforcing economic war
measures and the Trading with the Enemy legislation. When Mussolini was
arrested on 25 July 1943, Marshal Pietro Badoglio replaced him under the
conditions of the armistice. 124 The Badoglio government presented an
interesting dilemma for the Allies. According to the Trading with the Enemy
Act, unless one of the Allies occupied a territory, it was still considered
enemy territory. 125 The question arose as to whether Italian territory
administered by the Badoglio Government was considered as being Alliedoccupied. The Foreign Office argued that as the Badoglio Government would
not be in power if the Allies were not permitting it to do so, it was under
Allied occupation. The TWED and the MEW disagreed and saw the area as
not Allied-occupied. 126 In the end it was accepted that it was indeed
considered to be under Allied occupation and exempt from Trading with the
Enemy restrictions. But the MEW was slow to de-list Black Listed firms, in
order to encourage co-operation with blockade restrictions.127

123 PRO. FO/ 371 / 36526, General, Co-ordination, W9732/ 54/49, 1'WE regulations in French
North Africa, 6 July 1943.
124 Jacobsen and Smith, p. 264.
125 PRO. FO/ 371 / 36529, General, Co-ordination, W14424/ 54/49, TWE in Italy, 14 October
1943, letter from Gregory, TWED, to Farrer, MEW, 11 October 1943.
126 PRO. FO/371/36530, General, Co-ordination, W15-38/54/49 Statutory List and Italians,
note on file from EZE, 1 November 1943 and letter from Crowe to Gregory, TWED, 10
November 1943.
127 As mentioned above, there was a debate within the British government whether to
continue economic warfare measure after the end of the war, or at least to convince
neutrals that the restrictions would be continued in order to prevent the neutrals from
trading with the Axis Powers. This was implied so that the neutrals expected that after the
war they might be penalised.
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The Final Year of the War
By 1944, the Allies were much more confident that they were going to
defeat the Germans, and economic warfare measures were again stepped up
as the Allies realised that it was a critical time in the war. Many activities to
which the Allies had previously turned a blind eye were once again targeted
by the Allied economic war. 1 But in some areas the MEW became less
aggressive as the war progressed. Either this was because it was obvious by
the spring of 1944 that the Allies were winning, or because after five years of
economic warfare the Ministry saw the problems and recognised that it
would not be able to stop all leaks. The British government was also more
specific in its economic warfare goals. Rather than being content with any
intelligence relating to economic warfare, the Ministry began to complain if
the intelligence received did not meet expectations.'29
British confidence over war matters could be seen in the extension of
economic warfare related powers in many areas, one of which was the assets
held by the Custodian of Enemy Property. In January 1944 the Board of
Inland Revenue considered legislation which would allow the British
government to tax those assets held by the Custodian. The reasoning was
that the income or property would have been liable to British taxation if it had
been held by the enemy owner in Britain, so therefore it should be liable to
128 One such action was the Portuguese facilitation of enemy traffic. In June 1944 the British
and American Embassies in Lisbon started exerting pressure on the agents involved in
order to stop them from handling the trade. Beforehand these firms were enjoying full
Allied facilities, but with the shift in the war this was stopped. The Allies felt that the
pressure on these firms was justified and it might "impede the enemy's business at this
critical stage of the war." PRO. FO/837134, Statement of Action Taken, June 1944, p. 7.
129 1n April 1944 a diversion of mail addressed to the Far East was planned so that the
contents could be inspected. The British authorities were looking for evidence of goods
and technical information passing from Germany to Japan by way of the Soviet Union.
Instead they found details of routing and information about conditions in Nazi Europe.
While this would have been of prime importance earlier in the war, at this point they were
only interested in certain details, and in the Ministry's opinion the diversion "effort has
been more or less a complete failure." PRO. FO/371 / 42507, General, W5665/ 1137/804,
Diversion of Japanese mail passing through Turkey, 13 April 1944, note on file from
Nallender, 20 April 1944.
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the same extent when it was in the hands of the Custodian. This would have
affected some of the neutrals, as well as allies, specifically the Netherlands
Government. The Netherlands had, until that point, received the relevant
taxes, but with this legislation, the funds would go to the Custodian
instead. 130 The British government was feeling so confident that it did not
even approach the Netherlands or other Allies about this plan. It decided that
it was
dearly under no obligation to discuss our proposed legislation
with the Allies and the best way of dealing with the situation
will probably be to send a circular to all the Allied Governments
after the legislation has been made, pointing out that this will
have a certain effect upon "enemy" property in the U.K. which
belongs to persons in occupied Allied territory.131
This decision shows how much more optimistic the British government was
about its international position. 132 It was more able to be ruthless in its
pursuit of economic matters than earlier in the war.
The British authorities were unwilling to aid those countries and
individuals who suddenly realised that the Allies were going to win and who
tried to switch to the victorious side. This was very obvious in the policies of
the MEW and the TWED, which became more strict. Enemy nationals who
left enemy territory for neutral or Allied countries found that they were
unable to get their funds released. The Custodian of Enemy Property held the
assets of those individuals, and the TWED would not interfere. The British
authorities viewed belligerent enemy nationals who only left enemy territory
for neutral shelter in 1944 most unfavourably.133
130 PRO. FO/ 371 / 42307, General, W270/ 270 /64. Taxation of funds held by Custodian of
Enemy Property, 6 January 1944, letter from Evans, Board of Inland Revenue, to Ward,
FO, 4 January 1944, pp. 1-2.
131 PRO. FO/ 371/42307,
General, W270/270/ 64. Taxation of funds held by Custodian of
Enemy Property, 6 January 1944, note on file from Dean, 7 February 1944.
'Although it appears that this taxation reform did not occur. PRO. FO/ 371 / 42307, General.
contains further discussions with the Netherlands and Belgian Ambassadors over the
issue from 1944.
133 Oie example was the Zarifopol family who were resident in Romania and therefore
enemy, before they moved to Sweden late in the war.
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The tone of the War Trade Agreement negotiations changed and began
to focus on post-war concessions. While eager to conclude agreements, the
supply shortages and post-war concerns meant that the British government
was not always in a position to grant these requests. For example, the
Swedish authorities wanted assurances about post-war coal supplies, but in
January 1945 Britain was committed to a European coal orgarusation. The
British authorities were eager for Sweden to be dependent on trade with
Britain, and Sweden was under pressure to agree because it would allow her
to receive her basic rations from the Combined Boards. 134 The Swedish
government postponed signing twice in order to get the most favourable
agreement possible, but while the British government needed Swedish
supplies and could not afford to pay gold for them, it maintained its
position.135 This paid off, and in March an agreement was concluded.135
Wolfram remained a target of Agreements even late in the war. In
February 1944 the FO believed that the Spanish were willing to agree not to
export any wolfram to Germany for six months,1 ' but the negotiations hung
over the export of 150 tons of the metal for another month. 135 In May, exports
from Portugal were a topic of Cabinet discussion. While the British
government was willing to accept an agreement limiting shipments to a
fraction of current shipments, the US wanted a complete embargo. 139 In June
the Portuguese Government agreed to halt wolfram shipments, but only after
additional shipments of almost 100 tons. The British were eager to agree to
this,140 recognising at this point that some campaigns could not be
134 War

Cabinet Minutes 13(45), 31 January 1945.
Cabinet Minutes 21(45), 19 February 1945.
136 The prime importance of this agreement lay in the fact that Sweden agreed to accept
Sterling, both for British debt, and from Norway. It allowed Britain to order timber for
houses from Sweden. War Cabinet Minutes 26(45), 6 March 1945.
137 War Cabinet Minutes, 23(44), 21 February 1944.
138 War Cabinet Minutes, 41(44), 27 March 1944.
139 War Cabinet Minutes 67(44), 22 May 1944.
140 War Cabinet Minutes 72(44), 5 June 1944.
135
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successful. 141 As the Spanish authorities were willing to expand production,
and Portugal was interested in continuing the trade, German requirements
were still met. 1 At the end of the war, the British government, while
maintaining some economic warfare controls, admitted that the wolfram
which did make it to Germany would not affect the duration of the

war.143

Disputes between Britain and America relating to the question of relief
efforts for occupied Europe continued. While no concession had been made
aside from those made to Greece beginning in 1942, there was a great deal of
pressure from the United States to make further concessions, while the British
government wished to maintain its policy of not permitting relief food
shipments. In April 1944 the Cabinet agreed to refuse the American request to
send relief to Belgium, France, the Netherlands and Norway via Sweden.1
The MEW had been concerned that the proposal did not properly consider
the problems of supply and the military situation.
In August the question of relief supplies for occupied Europe was
raised again. The United States wanted to set up a Anglo-American
Committee to examine the possibility of providing limited amounts of
foodstuffs for distribution to children and mothers. This Committee would
have to deal with finding the necessary supplies and shipping, as well as
ensuring effective control. In order to gain a higher degree of co-ordination in
relief functions, it was suggested that the Committee deal with monetary
relief as well. While the Cabinet was opposed to allowing the relief
shipments, it conceded to the American demand for a Committee, secure in
the knowledge that the food shortages limited possibilities, and it would take
141 PRO.

FO/837134, Statement of Action Taken, April 1944, p.3. This will be detailed in
Chapter 4.
142 Christiai Leitz. Economic Relations Between Nazi Germany and Franco's Spain; 1936145. (Oxford: Clarendon Press, 1996).
1 PRO. FO/837/34, Statement of Action Taken. November 1944, p.9.
144
Cabinet Minutes, 43 (44), 3 April 1944.
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many months before any action could be taken, by which point the military
situation was likely to have made the questions irrelevant.145
The question of relief supplies was still before the Cabinet in
November, when the issue of relief supplies to Poland was discussed. These
shipments would be a breach in the principle of the blockade, and could set a
dangerous precedent. While the danger was mitigated by the late stage of the
war, the chances were good that it would lead other countries to ask Britain to
make further food shipments, which was outside of Britain's ability. 146 But it
did lead to a change in operational policy. A month later the government was
arranging the shipment of supplies to Poland and Norway. 147 In February
1945 the hole was widened when food was permitted through the blockade
into Belgium and Holland. While the permission was granted with the
requirement that further shipments would only be permitted after seeing how
the food was distributed, before that happened Sweden's request to ship a
similar amount of food was approved.148

The British authorities, while not necessarily convinced of the value of
the blockade, were unwilling to give up the weapon when they were so close
to winning. Economic warfare measures were more effective because of the
greater Allied strength. For most of the war, and for a variety of reasons, the
British government had not interfered with, either by detaining or listing,
Spanish vessels carrying low priority cargoes. The first reason was that it
encouraged the enemy to spend their resources on such goods. Secondly, it
stopped the Germans from retaliating against the Spanish vessels which did
have warrants. The final and most important reason was that it was difficult
for the blockade to be successful in the Western Mediterranean, so the British
145 War
146 War

Cabinet Minutes 109(44), 21 August 1944.
Cabinet Minutes 147(44), 7 November 1944.
147 War Cabinet Minutes 11(45), 26 January 1945.
War Cabinet minutes 14(45), 4 February 1945.
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authorities did not attempt to block unimportant cargoes. But by April 1944
British policy became more strict; after being issued a warning, the owners
and the vessels would be listed, and could be either intercepted or

sunk.149

The British government took advantage of the fact that it was finally in a
position where it could act without worrying about many of the problems
which had previously dogged the economic warfare effort.
Imminent Victory

In the summer of 1944, after the success of the D-Day landing in
Normandy, it became obvious that the Axis downfall was imminent. While
becoming more strict with certain countries, the British government was
much more lax in its economic warfare efforts in regards to others. During
the winter of 1944, it permitted the Swiss to purchase commodities for
distribution in occupied territory, as long as proper controls would be used,
ensuring that they did not reach German hands. 15° This was a far cry from the
earlier British stand that the majority of the relief shipments were denied,
since there were no controls able to ensure that supplies went to the intended
recipients.
Additionally, Allied attention turned to re-starting the industries of
Europe. Since it would be the victorious powers who were responsible for rebuilding Europe, this would be easier if domestic economies were
strengthened. Britain was especially interested in restarting French
industries, and to this end, France was given favourable treatment. The
British authorities even proposed that French exports to Switzerland be
restricted less than exports from Britain, the United States and other
'49 PR0. FO/ 837/34, Statement of Action Taken, April 1944, p. 4.
150 PRO. FO/ 371 / 42339, General, Transfer of Sterling to Swiss, 20 June 1944, letter from
Quennell, MEW, to Penton, Treasury, 14 June 1944.
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courttries. 151 In November 1944, the French authorities were also interested in
resuming their position in international politics and joining the Black List
Committee and Blockade Committee, which met with British approval.'52
In September 1944 the Trading with the Enemy restrictions were
relaxed, and a new set of Allied Trading with the Enemy Legislation was
passed. 153 The new legislation dealt with issues such as relaxation of
restrictions on the payment of post-liberation accruals of money and
property. Debt and property daims were settled, and British banks and
insurance companies were allowed to resume their activities. 1M But even
when trade restrictions were relaxed in late 1944, there were limits to what
could be traded because of the lack of adequate commercial shipping space.
There was a dearth of British ships, and American ships were transporting
army personnel and goods. The lack of transportation hindered the
resumption of trade beyond the limits caused by material shortages.155
The idea of continuing the Black List after the end of the war was the
subject an important debate in

1944.1% If

the list were continued, a substantial

bureaucracy would have to be maintained. This would be necessary to decide
which firms should be deleted and which should remain. Additionally,
censorship machinery would have to remain in place to enforce the listing.
The only justification for such an extension of listing was on the grounds of
equity. Proponents argued that it would be unfair for the firms who had
151 PRO. FO/837/34, Statement of Action Taken. November 1944, p.6.
152 Although as mentioned above, they were not fully trusted. PRO. FOI 837/34, Statement of
Action Taken. November 1944, p.7.
'53 PRO. FO/ 371 / 42342, General, W13766 /5/75, Transmission of funds to liberated territory,
25 September 1944.
' 54 PR0. FO/ 371 / 42342, General, W13345/5/ 75, Funds for M. Theotoky, 14 September 1944.
155 In June 1944 the Irish were trying to import dried fruft, preferably from Argentina. The
Americans were willing to sell their own fruit to Ireland, but the lack of transportation
meant that the transaction could not be completed. PRO. FO/837/34, Statement of Action
Taken, June 1944, p. 3.
1% H.C. DEB 5s, Vol. 399 [Col. 1698-991,9 May 1944.
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traded profitably with the enemy to be on equal footing to those firms who
had sacrificed for the Allies. But extending the economic war would also
require new legislation. The Trading with the Enemy Legislation would not
be in effect after the war, as it was expected that the United States would
occupy all of Germany, meaning that according to the Act, the territory was
not considered enemy territory. 157 In any case, unless the other governments
concerned, including the United States and the European Allies, were in
favour of maintaining the Black List, it would not be possible. 158 As during
the war, economic restrictions required international co-operation.
The international community was opposed to these limitations on its
trade. The Bretton Woods Agreement, made at the conference which laid the
foundations of the post-war international monetary system, was designed to
stop the British economic restrictions. As was reported in March 1945, "the
Bretton Woods agreement was the best way to bring an early end to
restrictive elements in the United Kingdom's war trading and financial
practices." 159 The American authorities were opposed to all the restrictions.
They were looking for profitable investment outlets, and were eager to
resume conditions of normal trade.'6°

With the end of the war, remittance of funds to individuals outside the
United Kingdom became the major focus of the economic warfare machinery.
The Custodian of Enemy Property was suddenly swamped with requests. 161 It
was involved in sorting out to whom funds belonged, and where they could
be sent. Originally such remittances were only permitted to British citizens
abroad, which was defined narrowly. Britons who had married "enemies"
157 PRO. FO/371/42383, General, W3802/48/75, Future Statutory List policy, 10 March 1944.
1 PRO. FO/ 371/42384, General, W7811 / 48/75, Future of Statutory List policy, 15 May 1944.
159
FO/371/45671, Economic, UE 1262/42/53, economic summary, 23 March 1944, p.4.
160 PRO. FO/ 371 / 45671, Economic, UE 2408/42/53, economic summary, 8 June 1945, PP. 1-2.
161 PRO. FO/ 371/42344 - FO/ 371 / 42348 contain request after request for remittance of
funds.
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found that they were no longer considered British and were therefore unable
to obtain funds from within Britain. In most cases, the maximum amount was
£50 per month, and the only legitimate channel for remittances was through
the Foreign Office, the British Consul, or British members of the Control
machine. This channel was open only to British subjects who met the FO
criteria.'62
On 28 November 1944 the Treasury announced that until normal
financial relations between Britain and mainland France were resumed,
reciprocal arrangements had been made to allow remittances for travellers on
approved business, for maintenance of relatives and dependants, and for
upkeep of property. This did not cover commercial relations, over which
restrictions were still in place.' 63 As they were often still frozen by the TWED,
the funds of British citizens abroad were not always available, but it was
possible to have relatives within Britain remit funds.'" The British authorities
were loathe to extend these arrangements to individuals other than British
subjects, or to allow exceptions to the £50 per month rule. The FO, which was
handling these requests, would have been unable to deal with the work
required if a figure for each application had to be set individually.'65 There
were difficult cases, particularly those related to joint accounts. The
Custodian was often faced with a situation where a married couple was
separated, with one in enemy territory and one in either Allied or liberated
territory. In those cases, the Custodian tried to avoid sending the entire

162 PRO. FO/371 /42344, General, W15828/ 5/75, Transmission of funds to Romania, 3
November 1944, letter from Mynors, Treasury, to Allchin, FO, 24 October 1944.

163 PRO. FO/371 / 42344, General, W15945/ 5/75, Transmission of funds to Paris, 6 November
1944, letter to Harvey, British Committee for the French Red Cross, from Allchin, FO, 20
December 1944.
PRO. FO/ 371 / 42346, General, W17395 /5/75, Transfer of funds to Naples from Lloyds, 4
December 1044, letter from FO to British Consulate General, Naples, 16 December 1944.
'65 PR0. FO/371/42348, General, W18212/5/75, Funds for Madame Leon Snolizanski, 20
December 1944, letter from Mynors, Treasury, to Hayter, FO, 13 October 1944.
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balance to one holder without being satisfied that the other holder would not
object. 166
The British government was selective about to whom it was willing to
send remittances. It did not release enemy assets, even for maintenance
purposes, to enemy nationals in neutral territories. In the spring of 1945, the
British government decided to hold enemy assets until policy matters were
decided, which gave it additional leverage in negotiations. 167 This is an
example of how the MEW was able to enforce its economic warfare measures,
but only after it was no longer relevant to winning the war. These restrictions
were an interesting extension of the economic warfare limitations. The British
decision to maintain financial control over European trade was a natural
outgrowth of her economic warfare policy. Now that the British government
was victorious in Europe, it was able to enforce its plans.
When the British government had no other deployable weapon, hopes
for an Allied victory were pinned on economic warfare in 1939. During this
time the economic warfare efforts were considered important and were
supported by as many resources as could reasonably be spent. After the fall of
France, when the Germans were perceived as invincible on the battlefield, the
blockade was the only weapon available. But at that point economic war was
not likely to hurt the Germans; it, like the British military, was simply not a
credible threat. Britain was in a weaker position than earlier in the war and
was therefore unable to obtain co-operation from the few remaining neutrals.
As the financial power of Britain was also waning, there was little direct
influence that could be exerted. At this time the British government was so
eager to curry favour with the remaining neutrals that it was loathe to anger
'66 PRO. FO/ 371 / 42342, General, W13345/ 5/75, Funds for M. Theotoky, 14 September 1944,
letter from Henriques, MEW, to Law, FO, 12 September 1944.
'67 PR0. FO/ 371 / 45736, Economic, IJE 4439 / 4439/53, Economic Policy as a diplomatic
weapon. 25 September 1945.

Chapter 4

page 147

the countries by making economic warfare demands upon them. Economic
warfare, while the only deployable weapon, was largely kept from pursuing
its agenda. The situation remained until the tide of the war shifted. After the
Soviet Union and the United States of America entered the war on the Allied
side the situation began to improve. The Soviet Union entering the war left
Germany fighting intense and costly battles and stopped some of the leaks in
the blockade. The eastern front was a drain on the German economy and it
became possible for the MEW to aggravate German shortages. The American
entry into the war brought more financial and military assistance to the
British government and made it more possible for it to wage an economic
war. Additionally, the U.S. entry into the war meant that the remaining
neutrals were more eager to co-operate with the Allies. It was only when
three large powers were fighting together, making military advances, and
with the American financial strength behind them, that Allied economic
warfare effort was in a position to damage the Axis. The neutrals were more
eager to co-operate, there was financial pressure available, the military was in
a position to enforce the economic war requirements, and the German
economy was under strain and thus more vulnerable to the Allied blockade.
But as the Allies began to make military and territorial advances, their
dependence on economic warfare waned. Economic warfare was originally
intended to weaken the German economy while Britain rearmed, as a
supplement to conventional warfare. But once economic warfare was finally
viable, the conventional military options had come to the fore, and the
Ministry's task became irrelevant.
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Chapter 5
Limits of Economic Warfare; Problems with Neutrals

The Ministry of Economic Warfare's poor performance, detailed in the
previous chapters, resulted in part from its difficult, if not impossible, task: it
was trying to create shortages within a country which was not an island and
which already had great natural and productive resources within her
expanded borders. In an attempt to make its strategy work against the odds,
the MEW had to work with neutral countries to tackle some of the problems
which were hindering its efforts. In order to maintain good relations with
neutral countries, it was important for the British blockade to stay within the
bounds of international law, despite the fact that these legal restrictions
hampered the Ministry's efforts. While the Ministry was working to enforce
economic restrictions, and to encourage neutral co-operation, the neutral
governments were working against the Ministry in order to lessen the impact
of the economic warfare measures on their countries and to maintain their
freedom of trade and other financial dealings. The Ministry had to negotiate
and keep relations with the neutrals open at the same time as it enforced the
blockade, hindered neutral trade by enforcing the blockade and stopping
smuggling and cloaking efforts, whereby neutral companies were used as
fronts for enemy activities. These were often contradictory aims, but neutral
co-operation was crucial to the maintenance of the blockade because the
nature of the weapons of economic warfare.
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International Law
The Ministry of Economic Warfare was very concerned with the
legality of its actions. Acting within the bounds of the law was a necessity
because blockade enforcement required the help of neutrals. While the
Ministry did not obey traditional blockade strictures, using a wider definition
of contraband and new weapons, as detailed in Chapters One and Three, it
considered itself bound by the careful extension of these laws. The British
government pushed the confines of the law wherever possible, but attempted
to remain inside its limits. Those economic warfare measures which were on
the fringe of International Law were defended on the grounds that they were
vitally necessary to the British war effort. The MEW claimed that His
Majesty's Government's first duty in 1939 was general defence and this
overrode all other obligations. 1 Aware of its international image, in
discussions about Prize Court and about detaining and seizing contraband,
the British government made it quite dear that it was not simply confiscating
goods. All Axis interests were forcibly sold at a reasonable price, and the
proceeds were blocked for the duration of the war.2
The Ministry worked to avoid the appearance of discrimination. For
example, in September 1939, it considered prohibiting exports from neutral
countries as a whole but allowing exceptions for certain dasses of goods. The
Ministiy decided to require licenses for all destinations in order to avoid
charges of favouritism. The granting of licenses was quite liberal to
destinations favoured by the Ministry, but the charge of discrimination was
harder to make. 3 For example, the authorities in Palestine were ordered that
1 PRO. FO/371/23932, Political, Western, Co-ordination files. W17342/14783/49, Trading

With the Enemy Act; Netherlands protest, 24 November 1939, letter from Malkin, FO, to
Sir Grattan Bushe, 19 September 1939, P. 1.
2 PRO. FO/837/14, Monthly Reports Submitted by the Minister of Economic Warfare.
Statement of action taken for the period August 1st to 31st, 1942.
PRO. FO/ 371/23932, Political, Western, Co-ordination, W17342/ 14783/49, Trading With
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the export, except under licence, of any domestically produced
foodstuffs or raw materials to any destination outside the
Empire was to be prohibited. Licences are to be granted without
restriction on exports to all American countries, to France and
the French Colonies and Protectorates, and to Portugal, Turkey,
Egypt and Iraq. Licences will also be granted at the Governor's
discretion to other non-European countries except China, Japan
and the Soviet Union. Licences, however, for European
destinations other than France and Portugal will normally be
refused in the first instance.4
International mail was one area where the Ministry wanted greater
powers which were unavailable because of international law restrictions. The
only rights available under International Law were over contraband, and the
Hague Convention specifically declared that the postal correspondence of
neutrals or belligerents (subject to the provisos discussed below) was not
considered contraband and therefore could not be searched. The British
authorities permitted the examination of mail bags, which was a more lenient
interpretation than some neutrals were willing to accept, but general
correspondence was exempt and could not be searched, 5 despite the fact that
information about smuggling activities and blockade running might have
been uncovered.
The British government was able to examine parcels, and had "ample
proof of the remarkable extent to which the parcel mail is being used to send
provisions to Germany." 6 On some days almost every parcel was detained for
containing possible contraband, often foodstuffs and clothing. The dearth of
correspondence in the 1600 parcels opened in the course of one search proved
the Enemy Act; Netherlands protest, 24 November 1939, letter from Malkin, FO, to Sir
Grattan Bushe, 19 September 1939, p.2.
4 1'RO. FO/371/23914, Political, Western. Co-ordination files. W13396, Mandatory obligations
in time of war, 9 September 1939, letter from Colonial Office to Fitzmaurice, 7th
September 1939.
5 PRO. FO/371/23945, Political, Western, Co-ordination files. Letter from Halifax to the Earl
of Derby, 25 October 1939, p. 3.
Although there was one occasion in April 1944 when a diversion of mail was planned so
that the contents could be inspected, as mentioned in Chapter Four.
6 PRO. FO/371/23945, Political, Western, Co-ordination. W15768, Contraband found in mails
from neutral countries, 30 October 1939, memorandum from Postal Censorship to Ronald,
FO, 21 October 1939, p. 1.
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to Postal Censorship that there was a high contraband traffic and that it was
pre-arranged. 7 The British authorities were faced with the realisation that
there is a well developed system in the U.S.A. for sending large
quantities of contraband in small parcels as the easiest way of
evading the blockade, and it may be inferred, without any flight
of imagination, that the Germans, are just as well aware of the
value of the parcels mail as an outlet to neutral countries, for
their products and securities.8
With evidence of smuggling through the mail, the MEW considered several
schemes to allow the search and seizure of postal contraband. According to
International Law the British government was unable to censor mail unless
the mail plane happened to have a scheduled stop within the British Empire.
In order to circumvent this, planes would avoid flying over the British
Empire, except where this was not possible, as in the case of India. The MEW
was anxious to search these planes particularly because of the expectation of
smuggling from the Far East, and asked if such a plane could be searched if it
was forced to make an involuntary stop in India. 9 But the rights to censorship
only applied to scheduled stops, and permission to interfere with such flights
was denied by the Foreign Office.

The constant work of ensuring that laws and restrictions were uniform
was another substantial burden on the Ministry. Regulations were drafted
over which goods were considered to contain an enemy element. Those items
which contained enemy elements could not be sold to the Allies or neutrals,
"Evidence is to hand that firms in the United States are executing orders for provisions, to
be sent regularly to German Addresses, and, on the other hand, from our record it
appears, that from various senders and sources, food and clothing are being sent to one
addressee for distribution." PRO. FO/371/23945, Political, Western, Co-ordination,
W15768, Contraband found in mails from neutral countries, 30 October 1939,
memorandum from Postal Censorship to Ronald, FO, 21 October 1939, p.2.
8 PRO. FO/371/23945, Political, Western, Co-ordination, W15768, Contraband found in
mails from neutral countries, 30 October 1939, memorandum from Postal Censorship to
Ronald, FO, 21 October 1939, p.2.
9 PRO. FO/371/23945, Political, Western,, Co-ordination,, W15970, Mails in neutral air Liners,
2 November 1939, letter to Malkin, Foreign Office, from the Controller of Postal and
Telegraph Censorship, 31 October 1939.
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but as parts of Europe were liberated, the question of what was considered
"enemy" had to be re-examined. For example, it was agreed that an item
which was exported from a liberated part of France, and which was paid for
after liberation, would not be considered to contain an enemy element for the
purpose of the Reprisals Order. It was important that such rules agreed with
the Certificates of Origin Orders as well as other Trading with the Enemy and
economic warfare regulations. 1 ° This was time consuming and difficult work.
Additional problems arose as territory within Europe was liberated in stages.
The British government was forced to choose relatively arbitrary dates for
when the liberation was considered to have occurred. This was done so that
the new Reprisals Order and Certificates of Origin Order could be put into
place uniformly.11

In addition to the main challenge of prosecuting an economic war
against the odds, the British attention to legality made enforcing the blockade
even more difficult. In fact, the second Minister of Economic Warfare, Hugh
Dalton, said that the Ministry was not really prosecuting the blockade
because its activities had been "hamstrung by antediluvian British
conceptions of prize law." 12 But the British authorities had no choice; they
had to ensure that the neutrals had no legitimate grounds for complaint. Had
the Ministry been given a free hand to impose restrictions, the economic war
might have been more effective, but the political arguments for staying within
the bounds of international law were compelling. In addition to the assistance
required from the neutrals, it was important for the British government to
1O

PRO. FO/ 371 / 42387, Political, Western, General files. W16870/48/ 75, Certificates of Origin
and calculation of enemy content, 23 November 1944, letter from Newsom, TWED, to
Dean, FO, 20 November 1944.
11
August 23rd was chosen as the date for France as that was when Paris was liberated. PRO.
FO/ 371 / 42387, General, W16870/ 48/75, Certificates of Origin and calculation of enemy
content. 23 November 1944, letter from Dean, FO, to Seebohm, MEW, 2 December 1944.
12
HDP. Dalton Papers, Part 11,6/2. Speeches. Dalton speaking at Edmonton on 13 April
1940. British Library of Political and Economic Science Archives.
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maintain a higher moral position than its enemy. While Nazi Germany was
ignoring international law, the British government was showing a clear
adherence to the law.
Smuggling
The British blockade was designed to look

for bulk

cargoes and those

materials which were shipped in small quantities were difficult to blockade. A
shipment of industrial diamonds on a freighter, for example, could easily
escape detection. Smuggling lessened the effectiveness of the blockade and
undermined attempts to make the blockade appear successful, as general
knowledge about smuggling effectiveness undermined the propaganda gains.
But despite British efforts it was not possible to stop all smuggling. There
were merchants willing to trade contraband, often because the money was too
attractive to refuse. While neutral governments themselves were not directly
involved in these operations, by turning a blind eye, they were enabling
smuggling activities in their countries. There was a significant amount of
smuggling across the Atlantic and within Europe. Further smuggling options
were opened to the Germans when Japan entered the war. New technologies
made it more difficult for Britain to control trade, especially if it came from
the Orient. The Japanese, for example, had oil burning vessels which did not
leave black smoke on the horizon to give away their location. Such vessels
could carry a large cargo, making the long journey worthwhile. 13 While
blockade runners were able to transport goods, one benefit to the Allies was
that the need to smuggle goods raised prices for the Axis powers.14
13 David

Gordon and Royden Dangerfield, The Hidden Weapon; the Story of Economic
Warfare. (New Yorlc Harper and Brothers Publishing, 1947) p.53
14
and Dangerfield, p. 48 While a small quantity of the materials were available
through smugglers, this lessened the amount available to the Germans, because the price
would rise and limited funds meant that less was purchased.
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Some smuggling took place right under the noses of the Allies, and
sometimes by concerns which appeared to be complying with economic
warfare restrictions. Even some navicerted ships were engaged in smuggling
activities. In some cases the navicerts were simply falsified, such as in one
case, in which fish skins were listed on the manifest as bananas. 15 On other
occasions, the cargo was not listed on the navicert. For example, an October
1942 search of a Spanish ship found 25 cases of unnavicerted soap. Within the
soap were hidden tins of meat extract and "white powder."16
The MEW's intelligence was crucial in developing ways to stop
contraband smuggling. Intelligence would uncover some operations, and
gave the MEW better weapons for stopping smugglers. For example, by
using intelligence to pin-point the source of diamond imports, the Allies were
able to institute a licensing system which was more capable of stopping the
contraband. The Brazilian and Venezuelan governments were persuaded to
do all the buying of diamonds themselves, and a license to sell diamonds was
required. The peasants who had previously been selling illegal diamonds
would not have licenses, and contraband would be easy to catch. 17 With some
commodities, like platinum and diamonds, the amounts required were so
minute that a simple search was unlikely to turn up any evidence, and good
intelligence was essential. For example, in July 1942, there were reports that
industrial diamonds were concealed in tobacco bales. 18 While contraband
control ports and surprise searches were able to catch large shipments of
contraband, the search for smuggled goods relied heavily on intelligence.
15

PRO. FO/837/14, Monthly Reports Submitted by the Minister of Economic Warfare,
Statement of Action Taken for the period July 1st to 31st, 1942, p. 3.
'6 PR0. FO/ 837/32, General and Enemy Branch Reports, General Branch Report #8,20
October 1942, p. 15. The white powder was not identified further.
17 PRO. FO/ 837/34, Statement of Action Taken, January 1943,
p. 2.
18 Because of the difficult in repacking tobacco bales, and the risk that the British government
would have to pay compensation for the loss, the British authorities were hesitant to
search such shipments without clear information about smuggling activities. PRO.
FO/ 371 / 32407, General, Co-ordination, W10290/ 10/49, Diamond Smuggling, 24 July
1942.
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While it was not possible for the British authorities to stop all contraband,
careful use of economic warfare intelligence and machinery made the
blockade more effective.
But there were limits to what the MEW could do to stop smuggling.
Intelligence reports in May 1942 uncovered a likely smuggling operation. The
ship suspected of carrying contraband platinum belonged to a Portuguese
company which held warrants for all its vessels, and had been co-operative
with the Allies for the majority of the war. Nevertheless, it was discovered
that the crew and the passengers were smuggling goods and correspondence.
Even after several seamen were dismissed for smuggling, and warnings were
given, intelligence reports indicated that smuggling was still taking place. All
the MEW could do was to make a tactful request that a member of the
Company's staff be asked to investigate the ship.19
Diamonds were a major target for smugglers, 20 as they were needed by
the Axis for a range of production uses. While the Allies worked to interfere
with the supply, diamonds were finding their way through the blockade;
reports in October 1942 claimed that half of the production of Venezuelan
diamonds was unaccounted for. 21 The majority of these probably found their
way to Axis-controlled Europe. One attempted measure for stopping the
transport of diamonds and other precious stones was to detain and report all
precious, semi-precious and synthetic stones carried by passengers or found
in the mails. This was not a ideal solution; many refugee passengers brought
19 PRO. FO/ 371 / 32407, General, Co-ordination, W7084/ 10/49, Search of s.s. "Serpa Pinto" 13
May 1942, letter from Dingle Foot, MEW, to Law, FO, 8 May 1942.
20 Diamonds have many industrial uses: (i) crushed into powder and bonded into grinding
wheels for sharpening tungsten-carbide tipped tools; (ii) in tools or dressers for truing
grinding wheels; (iii) for wire drawings; (iv) for rock drilling; (v) for indenters for
hardness testing and engraving tools; and (vi) for special shaped tools for boring, milling
and turning. And there were many ways of smuggling diamonds into Germany. They
came from Africa and Latin America through Portugal and Spain, or via Turkey via
passenger ships or other smugglers. PRO. FO/ 837/19, M.E.W. Intelligence, Weekly
Reports, Report 119, for week ending 11th May 1944.
21 PRO. FO/837/14, Monthly Reports Submitted by the Minister of Economic Warfare,
Statement of Action Taken for the period October 1st to 31st, 1942, p. 2.
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jewellery with them. The time investigating these cases, as well as the return
of innocent

gems, was a further strain on MEW resources, and the policy was

later limited to requesting documents proving that the stones were genuine
personal property.
In 1943 the American authorities made several suggestions for more
comprehensive action against smugglers, believing that operational and
political difficulties prevented the diversion and inspection of all neutral
ships. The British government was unimpressed by the American
expectation that smuggling could only be kept under control by stopping all
neutral trade? This was not an option, as the economic warfare effort relied
on the goodwill of neutral powers, which could not be maintained by this
course of action.24
The British government received political benefits from discovering
and stopping individual shipments of contraband. One such example
occurred in the autumn of 1943, when MEW intelligence proved that Spanish
ships were engaged in smuggling operations. In one search, the British
discovered that while the navicert listed 40 drums containing 500 kilograms
of bile paste, 12 of the drums had false bottoms, in which were hidden 6
kilograms of Colombian platinum. On further inspection, the drums were
found to contain liver extract instead of paste. 25 These discoveries helped the
British authorities convince the consulates in Spain that the allegations of
smuggling were well founded and that seamen on the Confidential List were

PRO. FO/371/32407, General, Co-ordination, W7597/ 10/49, Precautions to be taken about
attempted smuggling, 23 May 1942, cypher telegram from MEW to Madrid, Lisbon,
Buenos Aires, Rio de Janeiro, Havana and Washington, 19 May 1942
PRO. FO/837/34, Ministry of Economic Warfare Actions Taken, Europe, USA, Latin
America. Statement of Action Taken, October 1943, P. 14.
24 Another reason for this difference was that the British
government imported requirements
from European neutrals. The United States did not.
25 PRO. FO/837/34, Ministry of Economic Warfare Actions Taken, Europe, USA, Latin
America. Statement of Action Taken, October 1943, p. 13.
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Table 2026
Approximate Total Cargo Delivered by Axis Blockade Runners
ADril 1941 - May 1943

49.100

Edible oils
Rubber
Ore
War materials and commercial products

placed there only when there was compelling evidence against them. The
discovery showed the extent of smuggling, and the importance of contraband
control measures. This was of political benefit to the British Government,
because it strengthened its hand in negotiating agreements with the Spanish
government.
Despite the best efforts of the Ministry of Economic Warfare, some
contraband did get through. Table 20 shows an informed estimate of the
amount and category of goods delivered by seaborne blockade runners. It
shows the substantial imports brought to Germany, and their importance to
the Axis war effort. These were materials that the Axis needed and significant
quantities were smuggled through the blockade. But smuggled goods, in and
of themselves did not negate the blockade efforts. In some cases, the high
prices of smuggled goods alone were sufficient for the Germans to decide to
forego the purchase. When unable to afford the cost, they were forced to find
substitutes for those items that were blocked. These substitutes were rarely as
good as the real materials. This often meant that machines which used these
materials would have to work more slowly or be less precise, such as was the
case when using substitutes for wolfram. In other cases, the synthetic was
extremely expensive, such as with petroleum products. Thus, the blockade
26

S. W. Roskill. The War at Sea;

1939-1945. Vol. 2.

(London: Her Majestys Stationery Office,

1956) pp. 482— 484.
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was able to impede the German war effort to a limited extent, although not
necessarily in the manner intended. The blockade raised the prices of goods,
and meant that the side with more buying power, the Allies, would benefit. It
was an economic war in another sense of the term; the Allies brought overall
economic strength to the front lines where, boosted by the United States, the
Allies held the upper hand.
Ooa1
With the advent of Black Listing and other restrictions on German
companies and trade, many German companies found it more advantageous
to hide themselves behind a company which appeared to be Allied or
neutral.27 These so called "cloak" companies had long been used, and several
German companies had been working through subsidiaries since the 1920s.
There were many benefits to this strategy: it avoided anti-German feelings;
circumvented protective measures; allowed exports to countries closed to
German goods; and provided tax benefits. By cloaking a company it was
possible to avoid restrictive legislation, like those which prohibited
repatriation of funds. The most common situation was that the real owner
transferred his property abroad to a neutral entity which then acted as the
nominal owner. Certain financial practices encouraged cloaking. Bearer
shares, as they do not have the name of the owner, could be easily transferred
or controlled by the owner without restriction. The most attractive countries
for pre-war cloaking activities were those which were expected to remain
neutral: Switzerland, Sweden and the Netherlands. The economic situation in

' The advantages were discussed in the Ministry. PRO. FO/837/34 . MEW Actions Taken,
Statement of Action Taken, February 1944, P.5.
Aalders and Cees Wiebes. The Art of aoaking; the Case of Swedish Ownership;
the Secret Collaboration and Protection of the German War Industry by the Neutrals.
(Amsterdam: Amsterdam University Press, 1996) p.9.

28 Gerald
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Holland was particularly favourable, as Amsterdam was well positioned
financially and the country was likely to remain neutral.
Allied and neutral governments which uncovered doaking activities
did what they could to discourage them, as they lessened tax revenue by
transferring funds outside the country. When Sweden discovered the extent
of German influence over firms, specifically Krupp's influence in Bofors, the
"anti dummy" law of 1934 was passed. This law called for the punishment of
anyone who avoided the foreign ownership laws through use of doaking
mechanisms. The law further required that voting shares only be held by
Swedish citizens. Similar legislation was passed in Spain in 1938, requiring
that 60% of shares be owned by Spanish citizens. The German authorities
planned to circumvent the restriction of outside investment to 40% of the
shares by using Spanish front men to cover German investment. Aalders
and Wiebes point out how these laws were ineffective, as the financial
rewards to the frontmen were simply overwhelming.
The use of cloaks was crucial to Germany's rearmament. Through the
use of Spanish cloaks, Germany was able to control significant percentages of
Spain's pyrite and iron ore, both crucial to the militarisation efforts.

Through

30

the use of Swedish cloaks, the Germans were able to avoid restrictions on
share ownership, and therefore hold voting shares of companies such as SKF.
It was an ideal way for the roller- and ball-bearing industries to be controlled,
and helped arms manufacturers to circumvent the Versailles Treaty.3'
Perversely, rather than encouraging companies to make full disclosure, the
laws stimulated new cloaking activities, which were often more ingenious
and harder to detect. 32 German industry had approximately 350 direct
Christian Leitz, Economic Relations Between Nazi Germany and Franco's Spain; 1936-1945.
(Oxford: Clarendon Press, 1996) p. 85.
3° Leitz, p.9O.
31 Aalders and Wiebes, p. 76.
32 Aalders and Wiebes, p. 15.
This lesson was learned by the British authorities, who often kept their knowledge of
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subsidiaries in Switzerland, and even legitimate Swiss firms were under
considerable German influence. Many companies held German patents and
shareholders who were nominally Swiss were in fact German controlled
affiliates.
Aalders and Wiebes claim that some of these actions were started
immediately after WWJ. It was not entirely for re-militarisation reasons,
although many military and industrial plants were involved. The German
authorities wanted these facilities available to them even in time of war and
the timing of these arrangements, long before future hostilities were
anticipated, made it more likely that they would escape detection during
wartime.33 While few products reached Germany, the arrangement assured
that German knowledge and training was kept current. The development
and improvement of new arms and military material continued, which was
of great use during war time. For example: the first designs for the Tiger tank
can be traced back to 1927.
Both IG Farben and Bosch, along with many smaller German
companies, saw the benefits of doaking. The Legal Committee of IG Farben
concluded that if the shares of subsidiaries were held by corporations in
neutral countries they would not be affected by economic warfare measures.
The company brought in neutrals residing in neutral territory as shareholders
in an attempt to minimise the risk of seizure.

3

In the late 1930s, when it

became dear that war was coming, IG Farben transferred part of its American
interests to its Swiss branch, IG Chemie. This was mainly for patent rights
which it wanted to maintain and protect. IG Chemie officially became an
independent neutral company so that it appeared that IG Farben no longer
cloaked interests confidential in order to discourage the companies from changing and
thus becoming harder to detect.
33 Aalders and Wiebes, pp. 12-13.
Aalders and Wiebes, p. 14.
Aaders and Wiebes, p. 57.
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owned any part of the company.36 During the war, however, it was known
that IG Chemie was under German control.37
The MEW was aware of the problem. As Drogheda wrote in 1942,
"constant attempts ... are made to avoid the effects of listing by the
employment of 'cloaks'." While the Ministry expended much effort in
tracking them down, it was not interested in actively moving against them,
preferring instead to keep the companies under observation. This was
because it expected that publicising the knowledge would encourage the
firms involved to simply change cloaks. 39 As these companies undermined
the effect of the economic restrictions, the Ministry did keep a dose eye on
their activities, but recognised the lack of options of dealing with them.

Relations with Neutrals
The reality of the war meant that economic warfare weapons, for the
most part, required the support of neutral countries in order to be effective.
Relations with neutrals were clearly the weakest link in the economic warfare
chain.40 The MEW considered one of its primary functions to be negotiating
agreements with neutrals to make contraband control less offensive to
neutrals.4 ' But while neutral co-operation was crucial for the economic
warfare effort, the blockade interfered with neutral interests. Even in the
earliest stages, when economic warfare was just getting underway, neutral
36 Aalders and Wiebes, p. 20.

' Letters in PRO, FO/ 837/194, IG Farben, attest to this knowledge.
PRO. FO/ 371 / 32446, General Co-ordination files, W11910, Economic Warfare in Latin
America, letter from Drogheda to Scott, 27 August 1942.
39 BEA. C48/ 191, Trading with the Enemy. Bankers and the Black List, 15 September 1939.
4° W.N. Medlicott, The Economic Blockade. vol. 1. (London: Her Majestys Stationery Office
and Longmans, Green and Co., 1952) p.3
41 PRO. FO/ 371/22948, Political, Central, General, letter from Cross to Halifax, 25 September
1939, pp. 1-2.
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powers such as the Netherlands and Belgium registered their complaints. As
the blockade began to take effect, it was inevitable that ill-will would be
engendered, not only in the country directly affected, but in other neutrals as
we1l. The British government tried at the highest levels to avoid
antagonismg neutrals. Churchill tried to explain to neutrals that they should
be assisting the Allies, as their interests were in an Allied victory. 43 But
despite Churchill's arguments and the weight of Britain's diplomatic efforts,
as long as Germany was seen to be winning the war, the blockade faced much
neutral opposition.
Many neutrals objected on the basis of concerns of national dignity and
sovereignty. Other objections stemmed from the fact that delays and extra
paper work hurt trade. Even those countries which were favourably disposed
towards Britain saw potential trade damage and were wary. Countries were
particularly concerned with the delays caused to their shipping.
Unfortunately these delays were an integral part of blockade measures. There
were also complaints that the Trading with the Enemy Act was too restrictive,
and that the dictates were outside the realm of British power. While neutral
governments did not dispute the fact that the British government could make
laws restricting the actions of its own citizens and could prohibit British
subjects from trading with the "enemy," they were concerned that neutrals
might be classified as enemies. If provisions of the Act were applied to
neutrals, their businesses would suffer.' There was concern that the British
would penalise "the legitimate trade of neutrals with belligerents by
proclaiming what amounts to a compulsory boycott of such neutrals." 45 These
Roy Douglas. The Advent of War; 1939-40. (London: Macmillan Press, 1978), P. 140
Douglas, p. 140
PRO. FO/ 371 / 23931, Political, Western. Co-ordination, W 15699/14783/49, Interpretation
of the Trading with the Enemy Act as regards neutrals, 30 October 1939, letter to Halifax
from the Netherlands Minister, 27 October 1939, p. 1.
' PRO. FO/ 371 / 23931, Political, Western. Co-ordination, W 15699/14783/49, Interpretation
of the Trading with the Enemy Act as regards neutrals, 30 October 1939, letter to Halifax
from the Netherlands Minister, 27 October 1939, P. 1.
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worries were understandable as countries were heavily dependent upon
trade.
The Ministry did all it could to shorten the delay caused by contraband
control. 46 Originally exacerbated by the shortages of staff to deal with ships,
the delays could be shortened, but not completely eliminated. There was an
inherent delay in the blockade procedure, as the ships had to be stopped and
searched. No matter how many more men were put to the task, some delays
were inevitable. Some were the simple consequence of having gone through
the blockade and the detours and stops which were necessary. Others were a
result of the natural hazards of shipping; when the cause of delay was bad
weather, there was nothing that the MEW could do. Leith Ross said in
October 1939 that the Ministry's goal was to "to remove all legitimate causes
for complaint." 47 Many of the delays were caused by the increase in
smuggling; the contraband and the irregularities in the ships navicerts which
were discovered during the searches meant that inspections had to be more
comprehensive. One way to shorten the delays was to stop the blockade
evasions which were causing the delays. 46 This required neutral co-operation
which was not forthcoming, as the financial benefits of trading in contraband
were compelling.
But the British government stood by its decision in the face of the
complaints, pointing out that there was no available alternative. International
sanctions would have had no effect, as the German government had been
ignoring world opinion for years - it had built up the military in direct
contravention of treaties and agreements. Furthermore, there was no way for
The delay period was never longer than six days, but there was pressure to halve the time
for searches to three days. PRO. FO/371 / 32408, General, Co-ordination, W14694/ 10/94,
delays to Spanish ships at Trinidad, 3 November 1942.
PRO. FO/837/5, Economic Warfare Policy, letter from Leith Ross, MEW, to Earl of Perth, 5
October 1939, author's emphasis.
46 PRO. FO/371 /32408, General, Co-ordination, W15013/ 10/49, Contraband Control at
Trinidad, 9 November 1942, letter from British Embassy at Madrid to the Spanish Ministry
of Foreign Affairs, 28 October 1942.
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the British government to retaliate which would not affect neutrals in some
way. The British government was within its rights, which gave its actions
legitimacy. This made it easier to stand up against the complaints which came
from all sides.
Despite the legitimacy of complaints, the British authorities believed
that many of the formal protests against blockade measures did not reflect the
neutral government's opinion about the British action. In some cases the antiGerman propaganda at home meant that these protests were simply
posturing. Many neutral governments felt that protest was necessary to show
their citizens that they were standing up for their rights, even if they were
sympathetic to the Allied cause. Others felt that protests were necessary to
maintain cordial relations with Germany, especially in light of potential
retaliation. One such example occurred in November 1939, when Count
Ciano, the Italian Foreign Minister, entered a formal protest against the new
blockade measures. The Ambassador "formed the impression that Count
Ciano wished this action to be taken as ostentatiously as possible probably as
much for home consumption as for its effect on opinion in Germany." 49 This
explanation was viewed with favour by the British diplomats, although the
reality may have been less rosy than was portrayed.
Certain exemptions were made, mostly for political reasons, in order to
gain favour for the British Government. It was hoped that they would help to
show the blockade in a good light. The Ministry planned to show that
exemptions were given in the small percentage of cases where they were
necessary. While there had been many complaints from overseas importers
who had applications for exemption denied, upon further investigation, it

49 PR0. FO/371/23951, Political, Western, Co-ordination, W17379, Reprisals: Italian protest,
25 November 1939, Decypher from Charles, No. 1160,25 November 1939.
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was often discovered that the complaints were coming from "persons or firms
with strong German affiliations."50
The Ministry's two-part official policy for exemptions from the
blockade restrictions in December 1939, was as follows 1. Applications for exemption from the provisions of the Order
in Council in certain circumstances will be entertained, and if
granted an assurance wifi be given that the consignment
concerned will not be interfered with.
2. Such exemptions will only be given in very exceptional
circumstances.51
Neutrals complained that they were not told of the "exceptional
circumstances," where exemptions would be permitted. There was nothing
the Ministry could do about such complaints. The MEW had learned that if it
was to allow certain exceptions, which were spelt out, not only would it have
less leeway in determining which shipments were valid and which were not,
but the applicants would do whatever possible to ensure that their shipment
fell within the guidelines. Giving such details clearly would lower the
effectiveness of the blockade.52
Each country thought it was deserving of an exception. More powerful
nations, the United States, Italy and Japan, complained loudly about the
restrictions. If they were accommodated, the smaller neutrals complained
about the favouritism shown. While the MEW daimed that "one of the main
principles which has been accepted by both Allied Governments is that the
quota system must be applied with no discrimination between small neutrals
and the more powerful neutrals" 53 the reality of the situation was that more
powerful neutrals could demand things that other countries could not. The

PRO. FO/ 837/165, Enemy Export Control - America, letter to Leith Ross, April 17, 1940.

51 PRO. FO/837/ 165, Enemy Export Control - America, letter to Mr. Johnson, December 25,
1939.
52 PR0. FO/ 837/165, Enemy Export Control - America, letter to Halifax from Johnson, U.S.
Embassy, January 17, 1940.
53 PRO. FO/837/35, MEW Reports to the War Cabinet. MEW Weekly Report on action taken
for the period April 14-21, 1940, p. 1.
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British authorities responded to claims of preferential treatment by publishing
newspaper articles which explained the causes of the delays and argued
against the allegations that Italian and American ships were getting
preferential treatment. These allegations were not unfounded, however.
When the cases were investigated, the report said that the ships were not
favoured, except that they may go to the port of Gibraltar, which was known
to be more lenient. And, they also mentioned that in the few cases where
there had been dear leniency for the Americans, it "was done at the request of
the American Embassy and purely on political grounds." 54 The legitimacy of
these complaints made the Ministry's defence much more difficult. But the
fact remained that the United States was essential to British foreign policy,
and the British government was very careful to avoid antagonising the
American authorities. In 1940, while the British wanted agreements with both
the United States and Japan, when arranging contraband control in the
Pacific,
It was recognised that the attitude of the U.S.A. largely
governed the question, and that where the wishes of the U.S.A.
Government and the daims of the Japanese Government could
not be reconciled, the former would take precedence.55
This realpolitik of international politics did not help the British economic
warfare effort, as it greatly upset the smaller neutrals with whom Britain was
trying to retain amicable relations. But on balance, the United States was the
most important neutral and was treated accordingly. (The Anglo-American
relationship will be discussed in Chapter 6.)
There were other cases where the realities of war interfered with the
machinery of economic warfare, and exceptions had to be made. The Enemy
Export Committee refused certificates of origin for goods which passed

PRO. FO/837/5, Economic Warfare Policy, 11 October 1939.
PRO. FO/837/35, MEW Reports to the War Cabinet, MEW Weekly Report on action taken
for the period March 31 - April 7, 1940, p. 3.
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through enemy territory before being shipped. This was impossible for
Switzerland to comply with, as she was entirely surrounded by enemy
territory by June 1940. The MEW recognised that the Swiss had only two
options, to export goods overseas by passing them through enemy territory or
to sell to markets in enemy territory, and an exception was made for Swiss
exports.
The British government made many concessions to Italy based on
assurances that the Italian government was willing to go along with
contraband control, but it was worried about German accusations that Italy
had not maintained its non-belligerency, 57 and co-operation could leave Italy
open to attack. The British government was hesitant to pressure Italy to
adhere to blockade restrictions because of the importance of maintaining this
position. But at the same time it did not want to permit Italian shipments
because of the danger that goods permitted through the blockade would be
re-exported to Germany. Control of goods to Switzerland was through Italian
ports, and this allowed stocks to build up in Italy, particularly of goods
contained in detained or seized cargoes.58 Despite the evidence of increasing
Italian-German trade, the British government was eager to maintain good
relations, and allowed Italian ships to proceed without being stopped in the
expectation that all the shipping lines would condude suitable agreements
with the British government. But on 28 May 1940 all negotiations were

This gave rise to worries that Italian, German or French goods would be passed off as
Swiss in order to take advantage of the loophole. For this reason, goods which claimed
Swiss origin required more careful examination. Medlicott, vol. 1, p. 455.
Medlicott, vol. 1, p. 290.
The Italian government agreed to submit to compulsory examinations, since if the
examinations were forced, they would not interfere with Italy's status under international
law. The Italian government further protected itself by refusing to acknowledge the
validity of either the German or British contraband listing. It chose, instead, to follow the
Hague Convention which, as mentioned previously, said that certain categories, including
all raw materials, were free goods. Medlicott, vol. 1, p. 301.
Medlicott, vol. 1, p. 236.
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broken off, and on 10 June 1940 Italy entered the war, and many of these
supplies were within Axis control.
The British government was uncertain how to proceed when their
blockade restrictions were flouted. For example, in April 1940 part of a cargo
of wheat which was released from British Prize Court was sold immediately
to forwarding agents who sent it by rail to Germany. The British authorities
discussed "suitable measures" to take, but were unsure of what they could
do.59 Obviously, the guarantee given to allow the release from Prize Court
was not suitable, but aside from refusing future guarantees from this party,
there was little that could be done. The British authorities did not want to
force the neutrals over to the Axis, but it was impossible to maintain a
blockade if there was no enforcement. The lack of British options when
neutrals did not abide by economic warfare restrictions remained a problem
throughout the war.
British relations with the European neutrals remaining after June 1940,
Sweden, Switzerland, Spain, Portugal and Turkey, were the focus of much
diplomacy. Aware how much Britain needed their support, the remaining
European neutrals realised that they were in a position where they could
make requests, and, for the most part, the British authorities would have to
agree. The British position was weakened further because the volume of trade
dropped sharply with the war. Chart 21 shows British imports and exports
from 1938 until the end of the war, and the drop in exports can be seen
clearly. Britain was forced to use most of what she imported, despite her
efforts to re-export as much as possible. The balance of her exports were made
up by domestic products. But the British economy was simply unable to
handle the demands of both the British war economy and trade. This severely
5 PRO. FO/837/35, MEW Reports to the War Cabinet, MEW Weekly Report on action taken

for the period April 21-28, 1940, p. 2.
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limited Britain's ability to export to neutrals, which might have encouraged
neutrals to abide by economic warfare restrictions.
Neutral co-operation could potentially enforce British economic
warfare weapons, especially the freezing of enemy accounts abroad. These
measures affected many people, as anyone who travelled between countries
or had foreign assets needed foreign exchange, and might have been the most

effective of the economic warfare restrictions, as it was difficult to go around
them within the Allied countries. But the neutral countries, while asked to
uphold the actions, often did not do so. One loophole was available through
the International Red Cross. Despite the regulations in place, the Red Cross
notified Americans that they could make payments to friends and family in
enemy territory by sending a check to a Swiss bank, from which the Red
Cross would then make the payment into enemy territory.61 This was a large
Statistical Digest of the War. (London: His Majesty's Stationery Office and Longmans
Green and Co., 1951) p. 162,
61 PRO. F01837/ 14, Monthly Reports Submitted by the Minister of Economic Warfare,
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and embarrassing leak in the blockade and, upon learning of its existence, the
Allies immediately tried to rectify the problem.
The Swiss banks worked around the restrictions throughout the war.
Their eagerness has been explained as motivated by desperation. With the
flight of capital to the United States immediately before and during the
Phoney War, the Swiss National Bank was faced with the difficulty of
sustaining the value of the Swiss franc without currency or gold reserves.
Therefore, when the Reichsbank offered gold, or asked for exchange services,
the Swiss authorities agreed in an attempt to cover their shortage of reserves
and to keep down inflation. Much of what they received was from the private
and state property seized as Germany invaded countries, and from the camps,
where it was taken from the captives. Switzerland, in need of banking
customers, did as the Germans asked. 62 The Swiss government defended the
economic policies, claiming that the transactions "were not prompted by
motives of enrichment but by the need to maintain the stability of the country
and to protect it against a possible foreign invasion." Neville Wylie does not
accept that Switzerland pursued a policy of neutrality to ensure peace.M It is
clear that Switzerland did benefit from its wartime activities. Whatever the
reasoning behind the actions, these banking transactions heavily favoured the
Axis. The Swiss authorities claim that they were even-handed in their
treatment of both sides, or even favoured the Allies. According to Swiss data,
the Swiss National Bank (SNB) bought gold valued at 1.8 billion Swiss Francs
from the Allies, compared to Sfr. 1.4 billion from the Axis Powers. But

Statement of Action Taken for the period April 1st to 30th, 1942, p.9.
62 NevilIe Wylie. "Life Between the Volcanoes; Switzerland During the Second World War"
The Historical Tournal (38 (1995) #3, 759-767) pp. 762-763.
"Swiss National Bank's gold operations during the Second World War." Nazi Gold. p. 541.
64 Iistead he points out that by restricting policy agenda, neutrality left a lot of room for
Swiss manoeuvring. Wylie, p. 767.
"Address by Ambassador Thomas C. Borer." Nazi GQJ4. p. 490.
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British files show that the Allies did not receive equally favourable
arrangements in regard to their financial credits in Switzerland.68

The negotiations for concessions continued, as neutral relations had to
be maintained. But the British government worried that these concessions
would allow German import of needed contraband, as had happened in Italy.
In the spring of 1942, the British government was asked to make exceptions in
the blockade in return for concessions; for example, allowing unoccupied
France to receive shipments in return for sending their ships into Contraband
Control. This idea was not generally popular within the British government,
and was refused. 67 Further concessions were requested in the summer of 1943,
when the Spanish government attempted to set up an official pool of
insurance companies in Spain. While British companies were barred from
participating by the Trading with the Enemy regulations, the British
authorities allowed British companies to accept business in Spain in return for
the Spanish concession of exduding all belligerent insurance companies from
working within the pool. Such companies were allowed to continue to work
outside the pool, as long as they observed all the relevant regulations.68
The MEW made concessions in the hopes of encouraging countries to
comply with blockade restrictions. Such offers were made because the
Ministry saw it was not possible to force co-operation in most cases. Granting
concessions was seen as one of the only ways to administer blockade policy,
although in some cases they undermined the blockade. One such example
Wylie, pp. 762-763.
67 PR0. FO/ 371 / 32425, General, Co-ordination, W5526/ 27/49. MEW comments on Eccles'
paper, 13 April 1942, minute on it by Sterling, 7 April 1942.
This idea was unpopular for several reasons. The first reason was timing: with the
American support of the British and the blockade, the French authorities could not apply
to the Americans for assistance. Secondly, the people of France had resigned themselves to
the blockade, and if the Allies were to make concessions, it would undermine the progress
they had made. The Ministry was loathe to give up the ground it had won. The third
reason was to avoid appearing weak.
68 PRO. FO/837/34, MEW Actions Taken, Statement of Action Taken, August 1943, p.5.
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was where in return for signing an agreement to restrict trade with other
neutrals, sea-borne trade would be exempt from full contraband control.69
This lessened the load on the contraband control ports and was important
diplomatically, but allowed an open avenue for smugglers.
The British government expected many problems from companies in
neutral countries who were smuggling and had been caught, or who simply
were unaware of the extent of the restrictions. But problems also came from
companies in Allied countries who thought that their shipments were
permissible and should therefore be immune from seizure. These cases were
particularly difficult for the Ministry, as they required extremely delicate
diplomacy. The case with the Norwegian Government-in-Exile in 1942
illustrates several of the problems facing the British government, both in
terms of what was needed diplomatically, and in the extension of problems
beyond international law. The Norwegian government had a long-standing
claim in Prize Court and claimed that a particular cargo was exempt from
restrictions because it was owned by the government. The British authorities
were unable to permit this claim because it would have allowed any neutral
to evade the blockade by sailing contraband as government-owned in
government-owned ships. The British refusal was the standard, timehonoured procedure followed by maritime powers, but was not accepted by
the Norwegian government. The British authorities were unable to close the
matter because the political ramifications were too far-reaching. The
Procurator General said that while the normal course of events was to make a
small award to the ship owners, in this case the non-legal considerations
demanded that the amount awarded would be much larger than usual.7°
Despite hopes that this would settle the issue, the Norwegian government
Which would presumably mean shorter waits at contraband control ports and therefore
quicker shipping.
PRO. FO/ 371 / 32448, General, Co-ordination, W6932/ 247/49, Prize Court Proceedings, 11
May 1942, note on file from Maclean, 12 May 1942.
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was not satisfied. It claimed that the sum offered would not compensate the
owners for the loss. According to International Law, the British government
was not liable for the cost to the owners; the Norwegian Government was
only owed whatever the Prize Court awarded. Despite the lack of legal
standing of the Norwegian claim, for political reasons the British government
decided that the Norwegians should be given "substantial satisfaction" in
regards to the case."1
Even when neutral countries did volunteer to co-operate with the
Allied economic warfare effort, the Ministry had to proceed tactfully. These
offers were often less than they appeared. Controls established by neutrals
were not as stringent as the Allied controls and would have allowed large
gaps in the blockade if the controls were permitted to work outside Allied
control. For example, in Latin America, many countries legislated control
over "enemy" businesses and expected that the Allies would take the firms off
their lists. Offers of co-operation from these countries were hard to reject,
especially if the United States were to accept them, but the controls were not
sufficient. As one member of the FO pointed out, on paper these controls did
not go far enough, and the reality of the controls was even less than they
appeared on paper.72
Even when the tide of the war had shifted in 1944, many of the neutral
governments continued to trade with Germany, despite British
encouragement not to do so. Despite pre-emption of lambskins at
considerable expense, the Persians sent thousands of lambskins to Turkey and
from there they were sold to Germany. The British government requested that

"1 PRO. FO/371 /32448, General, Co-ordination, W16740/247/49, Norwegian tankers, 12
December 1942.
PRO. FO/ 371 / 32446, General, Co-ordination, W9960/ 37/49, Black List policy in Latin
America, 16 July 1942, letter from Drogheda to Scott, 11 July 1942.
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the Persian government impose export controls, but to no The British
government was particularly upset about this issue, as pre-war these exports
had been infinitesimal. Turkey was another country which was trading with
Germany despite British efforts. While this trade was legal, Britain had
developed an extensive trade relationship with Turkey in order to replace
German imports. This was a goal throughout the war, although the
outstanding trade agreements between Germany and Turkey meant that there
was little the British government could do to supplant the existing
relationship until the agreements expired. In the meantime the British
government was trying to build up trade in order to make the Turkish
government more favourable to Britain. In the spring of 1944 a "long-term
comprehensive Commercial Agreement with the Turks" was finally
concluded. 74 Despite increased British-Turkish trade, which resulted from
this agreement, trade with Germany was continued. Switzerland also insisted
on continuing to trade with the Germans despite the British restrictions. The
Swiss authorities explained that they would accept looted gold from
Germany if it was brought to them because, by law, they had to accept all
gold at the Swiss National Bank.

Relations with two geographically important neutrals illustrate how
the relations with neutrals fluctuated through the war and the importance to
Britain of neutral co-operation in economic warfare matters. Sweden was
crucial to the British economic warfare effort because of her iron ore mines
and ball-bearing production. Spain was not as strong, and did not have the
'

PRO. FO/837/34, MEW Actions Taken, Europe, USA, Latin America. Statement of Action
Taken, January 1944, p. 10.
74 PR0. FO/ 837/34, MEW Actions Taken. Statement of Action Taken, April 1944, p.8.
PRO. FO/837/34, MEW Actions Taken, Statement of Action Taken, May 1944, p.5.
Furthermore, the SNB claims that as a result of its neutral status, the gold looted from
occupied Europe, the so called "Nazi Gold," which it held, was not liable to seizure by the
Allies, although it claims to be co-operating with current activities in regards to making
restitution. Nazi Gold; The London Conference. (London: The Stationery Office, 1998).

Chapter 5

page 175

assets which enabled Sweden to force her way with the Allies, but the British
needed Spain to remain at least neutral because of her location on the
Mediterranean Sea.

• Sweden
Relations with Sweden were a sticking point for the MEW throughout
the war. Her geographic position made her an important country, as her
coast-line meant she was theoretically able to interfere with German imports,
had she been allied to the British. The British authorities were therefore
anxious to gain her co-operation. Furthermore, she supplied several key
items, induding iron ore and ball-bearings. The British authorities believed
that they were in a stronger position than Germany for exerting economic
pressure on Sweden because Britain imported a great quantity of Swedish
goods, especially wood products, and Sweden purchased most of her raw
materials from Britain. 76 But these economic ties did not give Britain the
influence she expected for several reasons. The first was that Sweden was
concerned about preserving her independence, and was willing to sacrifice
economic advantages. Furthermore, Sweden had built up stocks in the prewar years in the hopes that she would not need supplies from be1ligerents.
Additionally, during the war British imports and exports fell drastically
which lessened her economic bargaining ability. Chart 22 shows AngloSwedish trade from 1938 to 1945, and the dip in the war years can be clearly
seen.
Sweden maintained her neutrality early in the war, repeatedly refusing
German requests to allow the transport of war material across her territory.
76

Medlicott, vol. 1, p. 142.
Medlicott, vol. 1, p. 142.
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She maintained this position until the German threat became too
overwhelming. In 1940, after German victories in the Netherlands, Belgium
and France, the German government began to re-negotiate its trade
agreements with Sweden. Items were cancelled by German request, such as
the agreement to maintain Swedish exports to Germany for 1940 at or below
the 1938 level. The Swedish government felt that it had no alternative but to
violate the Anglo-Swedish War Trade Agreement. Carigren claims that the
Statistical Digest. pp. 165-166.
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change was one of principle rather than reality; the long winter, destruction of
the Narvik harbour and the delayed sailing from Luleâ, meant that the export
level of iron ore could not be raised. But the violation of the British
agreement was more significant than the increase of iron ore shipments for
that winter. All the above mentioned factors which were limiting the increase
were of a temporary nature. In fact, by November
shipments to Germany, via LuleA, were

45,000

1941,

Swedish iron ore

tons a day.8° This was an

increase of more than 50% over the agreed ten million ton annual limit.
The Swedish government made other concessions to Germany which
were more directly related to the war, and which challenged her daims of
neutrality. German transports of troops from Trondheim to Narvik were
allowed. These transports were continued without any precise, formal
agreement between Germany and Sweden. 81 From July 1940 to October 1941
there were approximately 670,000 journeys made by German soldiers,
supposedly returning from leave, through Sweden to Norway. 82 While there
were some Swedish complaints, and this traffic was the subject of AngloSwedish negotiations, soldiers continued to travel this route for most of the
war.

Despite her desire to maintain good relations with Britain, the Swedish
government often took advantage of the fact that the British were relying on
co-operation from the remaining neutrals. It was aware that the British
government would not cut off economic or political relations with Sweden in
response to most actions, since Britain was dependent on good relations with
the few remaining non-Axis countries, and needed Swedish supplies. In
W. M. Carigren. Swedish Foreign Policy during the Second World War. Trans. Arthur
Spencer. (London: Ernest Benn, 1977) p. 83.
° Carlgren. p. 125.
81Carlgren p. 84.
82Carlgren, p. 125.
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September 1942 the Swedish government offered the British authorities five
kilograms of platinum at seven times market value. Furthermore, it
threatened that unless the Allies bought the metal, it would be sold to
Germany. The British response was to decline the offer and to point out that
the platinum which was for sale had been allowed through the blockade
because the Swedish authorities had daimed that they needed it very badly.83
But while the British government refused to buy the metal, there was nothing
it could do about Sweden's behaviour. In January 1943 Sweden increased her
exports of iron ore to Germany, exporting twice the quantity of iron ore that
she had exported for the five previous Januarys. This was particularly
blatant, as the Swedish government had explained that it would be unable to
retaliate against the German stoppage of coal supplies by cutting off iron ore
supplies to Germany. The defence offered was that only small quantities of
ore were exported during the winter because of icy shipping conditions. M In
fact Sweden exported close to the annual quota of ten million tons of iron ore
by November 1943.
One of the more important issues in Swedish negotiations was the
Gothenburg traffic. In March 1940 Swedish trade with Great Britain had been
cut off because the shipping route was within Germany's operational area. In
July 1940 the German navy permitted Swedish ships to go from Gothenburg
to Britain via the Faeroe Islands. While this trade was permitted, it was
strictly controlled by the German government, which refused to allow ships
used on this trade route to be used by the Allies. These ships were called
"tainted." The Allies urged the Swedish authorities to re-use tainted ships on
PRO. FO/837/32, General and Enemy Branch Reports, General Branch Report #6,22
September 1942, p.8.
PRO. FO/ 371 / 37118, Northern, Sweden. N1147/ 1147/42, Swedish exports of Iron Ore, 16
February 1943, letter to Vihiers, MEW, from Warm, FO, 27 February 1943.
PRO. FO/ 371 / 37118, Northern, Sweden. N7203 / 1147/42, Swedish Iron Ore exports, 6
December 1943, note from S., 30 November 1943.
This trade was closed in October 1943 in order to stop the two remaining ships getting out.
Carlgren, pp. 118, 161.
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this route, in order to avoid the use of "free" or "un-tainted" ships which could
otherwise be used by the Allies. 87 The Swedish authorities did not co-operate
with the British in this matter. In December 1942 they requested the right to
use "free" ships for the Gothenburg trip, although there were enough "tainted"
ships available. In fact, by using these ships, the number of vessels available
to the Allies was lowered. While the British authorities attempted to stay
informed about the status of ships being used, the Swedish government
continued to offer "untainted" ships for this &affic.9

This assistance to Germany and aggravation of Britain continued until
the German defeat in November 1942 at El Alamein, after which the Swedish
government moved, in early 1943, to limit further concessions to Germany.
The German government was willing to limit its demands to simply
maintaining neutrality at this point, but the Allies asked that those
concessions which had been granted already, be taken away. 90 Furthermore,
they wanted to re-negotiate the War Trade Agreements. When formal
negotiations started in May 1943, it was hoped that Swedish strategic exports
to Axis Europe would be drastically reduced. Exports to Germany were
curbed, and in return, Sweden was allowed basic rations of food and raw
materials. The agreement was still in effect even if Sweden was deprived of
the benefits from the Allies. Thus when the Germans closed the Gothenburg
traffic, the agreement in place was not changed.91
But these concessions do not indicate full co-operation with the Allies.
While Carlgren daims that the Swedish authorities were aware that it looked
PRO. FO/837/14, Monthly Reports Submitted by the Minister of Economic Warfare,
Statement of Action Taken, June 1 to 30th, 1942, p.4.
PRO. FO/837/32, General and Enemy Branch Reports. General Branch Report #11A, 15
December 1942, p. 6.
PRO. FO/837/14, Monthly Reports Submitted by the Minister of Economic Warfare,
Statement of action taken for the period June 1st to 30th, 1942, p. 4.
90Carlgren, p. 140.
91 Gordon and Dangerfield, pp. 85-87.
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more likely that the Allies would win, and thus currying their favour would
be sensible, Swedish actions belie this claim. In October and November 1943,
when the Allies pressured Sweden for concessions in stopping German
shipments through Sweden, these requests were refused. The government's
response to the Allied demands was that such a move would be in violation
of the agreement already negotiated. The reasons for the refusal were
twofold. The first was fear of German reprisals. The Swedish government was
worried that Hifler would decide to invade, and was concerned that any
concessions which gave the appearance of pro-Allied sentiment would give
Germany the excuse she needed. The German invasion of Hungary in March
1944 re-enforced Sweden's fear of German invasion, making the Swedish
government extremely cautious in negotiating trade agreements. The second
reason was that the Swedish government was concerned that the Allies would
continue to make demands if it was too accommodating. Accordingly, when
the Allies pushed for further concessions in April 1944, asking that ballbearing exports to Germany be further reduced, the request was refused.
Despite Swedish claims of neutrality, it is clear that her actions assisted
the German war effort. Due to its dependence on Swedish exports and fears
of being cut off from one of the few remaining neutrals, the British
government was unable to act decisively, and Sweden remained a large hole
in the blockade. Throughout the war, the British government was worried
about upsetting Sweden, and thereby hurting the relationship between the
two countries after the war. The Swedish position had no evident
disadvantages, as the Swedish government and companies were betting that
even if the Allies won, they would be willing to forgive those who traded
with and aided the Germans. This calculation was made on the basis of how
Carigren, p. 163.
Carigren, pp. 164-65.
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the British government had behaved so far, and the importance to Britain of
Swedish exports.

Spain
Spain was an important neutral because of her geographic location,
which could limit accessibility to the Mediterranean and African regions, and
the economic resources there, 4 and both the German and British
governments were eager to encourage her co-operation. During her civil war,
Spain was economically linked to Germany. (German-Spanish trade can be
seen in Table 23.) Leitz claims that the German-Spanish trade was part of a
greater German strategy of turning Spain into an "economic colony" which
would give Germany access to Spanish pyrites, iron ore, zinc, copper, lead
and bismuth. Despite Spain's ideological solidarity with Nazi Germany,
which made her a likely ally, most historians believe that the German
authorities placed too much pressure on Spain, and that the Spanish fear of
being drawn into the German "economic orbit" led her to become more
receptive to the British government despite her high trade level with
Germany.95 By the outbreak of World War II in September 1939, Spain had
drawn back from her German economic ties, and made overtures to Britain
and France.
With Spain devastated in a civil war, the Spanish economy and
political situation could not withstand a second war. This need for financial

Denis Smyth. Diplomacy and Strategy of Survival; British Policy and Franco's Spain. 19404j. (Cambridge: Cambridge University Press, 1986) p.4.
Leitz, p. 101.
At the same time as Germany was an important trade partner, Spanish exports to Britain
were a dedining percentage of her total trade. In 1936, exports to Britain totalled 15.5% of
Spanish exports. The next year this figure fell to 8.2%. Leitz, p. 75.
Smyth, p.7.
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Table 23
anish-German trade, 1932-1939
Year I German I German
1932
1933
1934
1935
1936
1937
1938
1939

90.6
85.5
87.5
105.7
69.3
58.7
94.1
67.7

98.9
86.5
99.7
118.3
97.7
123.4
110.1
118.9

assistance led the British government to expect a favourable reception from
Spain. The British government believed that it was the only source for
financial aid, and therefore expected favourable treatment. This expectation
was far from the reality, as Britain did not have the financial strength
necessary to ensure Spanish assistance. But the British government continued
to encourage Spain to move politically closer to Britain.
The desire for close political relations made blockade measures against
Spain diplomatically difficult. There were many disputes between the Foreign
Office and MEW over the proper approach towards Spain. The MEW was
eager to enforce blockade measures where they could be effective, and Spain
was , vulnerable because of her reliance on Argentinean wheat, one shipment
which the British blockade could stop, and which would be crippling to
Spain. At the same time, the FO wanted to encourage strong Anglo-Spanish
relations, and to possibly induce Spain to join the Allies. Sir Samuel Hoare,
His Majesty's Representative in Madrid, was under the misconception that
Franco wanted to remain neutral. He was concerned that Franco was in a
vulnerable position, and that Germany or Italy could easily capitalise on the
domestic disputes and encourage the downfall of Franco's regime. Thus he

Leitz, pp. 93, 94.
Smyth. p. 24.
Smyth, p. 174.
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argued that it was important to have a strong British support for the Franco
Government in order to encourage what Hoare saw as Franco's desire for
neutrality.i°°
Foreign policy in regards to Spain was by no means static, and
disagreements over policy formation were rampant. Hoare had many clashes
with Hugh Dalton and the MEW, particularly in 1940. 101 The MEW's priority
was to limit Spanish imports so that she could not re-export goods, and to
ensure that any supply of British goods would not end up being used against
the Allies. Furthermore, it wanted to ensure that Spain would remain an
unattractive target for German strategic planners considering invasion.102
The ultimate decision of how to apply economic warfare measures to
Spain depended on the British perception of Spanish neutrality. When her
neutrality was not in doubt, British policy was more lenient in order to
maintain friendly relations. When Spanish loyalty was in doubt, economic
policy became more severe. 103 But the policy was based on British opinion of
Spanish intent, and Hoare's biased perceptions, which conflicted with MEW
intelligence, more than actual Spanish intent. British policy towards Spain
was affected by Franco's speech in July 1940 in which he said that "The war is
lost for the Allies." Hoare and others in the country saw the economic
difficulties and the need for Allied help, and claimed that the Spanish
government's polemics did not reflect the situation within Spain. 104 But Eden
and the FO were encouraged to believe that Spain had no further desire for
British economic assistance. The American government was displeased by
statements made by the Spanish government against the United States and
her policies, and the Roosevelt administration reacted by discontinuing
100 Smyth,

p. 31. This belief in Spanish neutrality was clearly wishful thinking, as will be
detailed in Chapter 6.
101 These will be detailed further in Chapter 7.
102 Smyth, p. 59.
103 Smyth,
p. 61.
104 Leitz,
p. 147.
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American Red Cross supplies to Spain. For political reasons, the British
government tried to convince the American authorities to be more lenient
towards Spain, with some success.
Unbeknownst to the British authorities, on 19 June 1940 the Spanish
government offered to join the war on the Axis side. 105 Having watched the
German successes, the Spanish authorities were interested in joining the Axis,
and a further offer was extended in September 1940. According to Preston,
Franco believed that the war would be won by the Axis, and did not want to
be left out when Italy and Germany partitioned Europe.' 06 Smyth explains
Hitler's refusal of Franco's proposals: he thought the war was almost won,
and thus did not want to pay for services he would not need.
When the Spanish government changed its status from neutrality to
non-belligerency on 12 June 1940, and the British government extended the
blockade to Nazi-occupied Europe, Spain became a primary target for the
blockade. She was also an important trade partner to Germany, as she
supplied Germany with needed commodities throughout the war. From
January to August 1940, contraband, particularly wolfram and tin, was
shipped by air. 107 Lufthansa operated flights between Spain and Germany,
which were halted in August 1940, when rail transports to Germany were
restored, allowing for the increase in trade between the two countries.'06
Spanish exports of mercury and mercury alloys to Germany were quite high.
As Table 24 shows, this trade was not significant before the war, but Spain
was an important source between 1941 and 1944.
105 Jn return it asked for territorial concessions in North Africa (French Morocco, the Oran
region of Algeria and the expansion of Spanish Sahara and Spanish Guinea) as well as
economic and military supplies. (Smyth, p. 30).
106 Paul Preston, The Politics of Revenge; Fascism and the Military in Twentieth-Century
Spain. (London: Unwin Hyman, 1990) p. 62.
107 Leitz,
p. 123. While the British government estimated that as much as 35 mt. per day
could be transported, in fact a total of only 300 mt. of materials was transported in that
period.
108 This means of trade continued, and expanded until August 1944, when the program was
stopped and the German troops had to withdraw from the Pyrenees. Leitz. pp. 165, 170.
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Table 24109
Spanish Mercury Exports to Germany
1939-1944
Year
Weight
1939
3
1940
21
1941
757
1942
389
1943
320
1944*
826
§ metric tons
* (Jan June)
Yet despite German-Spanish trade, the German government was
unwilling to meet Spanish demands for imports, 1'0 which led the Spanish
government to apply to the Allies for munitions, despite its preference for
German war material. 111 The Allies were hesitant to supply the Spanish
government in this way, as there was a danger that Spain would enter the
war with Germany, and would turn British weapons against the Allies.'12
There were also concerns that any munitions sent could be re-exported to
Germany, which further discouraged co-operation with Spanish requests.113
But these requests gave the British government potential bargaining power.
While the British government was encouraging Spain through
economic inducements and relaxation of blockade measures, it was aware
that Spain might join Germany, and therefore Britain had to be prepared to
attack, perhaps even pre-emptively. l '4 Thus the policy was one of economic
inducement and military alertness, as the British government prepared for
either alternative. Blockade measures against Spain were not fully enforced in

109
110

Medlicott, vol.2, p. 667.
Leitz, p. 127.
111
German armaments had been used during the Civil War, making training and repair
simpler.
112 PRO. CAB! 121/512, Policy Towards Spain. Letter to Strang (FO), 26 November 1942.
113 Leitz, p. 128.
114 Smyth.
pp. 123-4.
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order to avoid encouraging hostility towards the British authorities, but
navicerts and compulsory rationing systems were in place.115
Diplomatic negotiations continued, with both the British and German
governments eager to maintain Spanish non-belligerency. 116 Leitz claims that
1941 was a turning point in Spain's relationship with both Britain and
Germany. By July 1941 Britain was dependent on Spain for iron ore and other
commodities. At the same time, the invasion of the Soviet Union increased the
German government's dependence on her Spanish imports, particularly for
woollen products and hides, as requirements rose and supplies were no
longer available from the Soviet Union.'17
The Spanish government continued its negotiations with Germany,
requesting that the German government export war materiel to Spain. Despite
the need for munitions in Germany, dependence on Spanish supplies forced
the German government to agree, although not to the quantities demanded."8
But Spanish-German trade agreements at this time were dependent on
business and economic factors, more than political," 9 and the trade was
hindered by Germany's lack of funds. Plans to expand mining issues were
discarded and the raw material shipments for which the German pre-war
strategy had been geared were not received.
One focus of Spanish-German trade was wolfram, which was a
significant portion of Spain's foreign trade, comprising over £16 million out of
a total of £59 million earned in 1944. 120 It was not originally a target for the
115 Smyth, p. 63.
Smyth points out that had Spain joined the Allies, it is very likely that Germany would
have occupied Spain in order to protect access to the Mediterranean. (Smyth, p. 105) On
the other hand, had Germany acceded to Spanish demands, particularly the cessation of
French colonies in North Africa, Preston posits that it would have brought de Gaulle to
act, paving the way to an Allied landing. (Preston, p. 68)
117 Leitz, p. 142.
118 Leitz, p. 156.
119 Lei, p. 155.
120
This amount was boosted by the taxes introduced by the Franco Government, which
decided in January 1943 to introduce a production tax (100 pesetas per kilo), in addition to
the export tax (50 pesetas per kilo). This was added to the fees required for permits
'16
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British economic warfare effort because Spanish trade of the commodity was
negligible before the war, when Germany imported most of her wolfram from
China.121 Only after the invasion of the Soviet Union in 1941 were supplies
from China were cut off, and a source doser to Germany was cultivated.
Britain purchased the metal heavily in order to keep it out of Germany, and it
became a major focus of UKCC effort. 122 According to Leitz, the Allies spent
142 million pesetas on wolfram purchases from January - June 1943, and a
total of over 420 million pesetas until August 1944. But this pre-emptive effort
was not very successful, as Spain was eager to continue this lucrative trade.
When Germany withdrew from the market in the summer of 1943, the
Spanish government offered the German authorities easier access to
wolfram. 1 The Spanish government was able to maintain its sales at inflated
prices because of Germany's dependence on wolfram and the MEW's
eagerness to pre-empt German purchases to keep this crucial metal out of
German hands.
While the British government relied on diplomacy to avoid
antagonising Spain, German troops were stationed on the Franco-Spanish
border, proving that there was a chance that either the two countries would
ally themselves, or that Germany would invade Spain. 124 The American
government was not as obliging as Britain or Germany, in part because it did
not rely on Spanish exports. It was displeased by the amount of money spent
necessary for transport of wolfram within Spain (35,000 pesetas per ton). These fees may
reflect the fact that the mines themselves were often owned by British or German interests,
and thus Spanish income did not come from the mining itself.
121 Leitz,
pp. 172-3.
122 PRO. T/263/3. IJKCC General. Memorandum on the Objects and Activities of the UKCC,
p.1.
The MEW considered wolfram an important target, and tried to increase general
understanding of the situation within the British Government. But while it put forward a
paper on wolfram before the War Cabinet for discussion in June 1943, it was unable to get
attention drawn to the issue. As Hollis wrote from the War Cabinet, "Whereas the Staff
Conference can be considered to have 'taken note of the Memorandum, it has not actually
been examined or commented on by the Chiefs." (PRO. CAB! 121/507. Wolfram. Letter
from Hollis to Morrison, 18 June 1943.)
123 Leitz,
pp. 182-3.
124 Leitz, p. 185.
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on pre-empting wolfram while the Spanish government continued to trade
with Germany. In 1943 the American government took a more active role in
dealings with Spain. The Americans were in a stronger negotiating position as
they supplied Spain with her oil requirements.125 The American position
became tougher when Germany and Spain concluded their debt-repayment
deal in the autumn of 1943, and the American authorities demanded a
wolfram embargo on Germany. When this was not forthcoming, the
American government imposed an oil embargo on Spain. It achieved the
desired response, and the American position that the British were not firm
enough was confirmed. In April 1944 the Allies revised their demand to
"export limitation" rather than a total embargo.' 26 The amount of German
imports lowered dramatically, causing the price to drop from 180 pesetas per
kilo in July 1944 to 20 pesetas by September 1944.127
Despite the progress made by the American government, the Spanish
efforts to assist the German government continued late into the war. For
example, in October 1944, the United States sent a shipment of penicillin to
Spain, some or all of which was diverted to Germany, via the resumed
Lufthansa service.' 28 There were other avenues for transporting goods to
Germany. The Spanish Ministiy for Industry and Commerce announced that
companies could apply to have German goods paid for before 11 August 1944
sent to Germany via Switzerland.1 In the face of Spanish obstinacy, it was
impossible for the Allies to force compliance with their economic warfare
restrictions. Leitz blames this on the "profitability factor" which continued to
125 Because of the fear that the oil would be re-exported to Germany, the supplies were kept
low. This worried the British authorities about the ramifications for the wolfram
arrangements.
126 The British government was worried about the political backlash of the policy, and
pressed the U.S. to withdraw from its earlier position.
127 This was much closer to the price paid in 1939, of 7 pesetas per kilogram. Leitz, pp. 181,
191-3.
was clearly used as a smuggling operation, despite claims by the Spanish government
that the transport was used for diplomatic personnel. Leitz, pp. 206-7.
129 Leitz, p. 212.
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encourage Spanish assistance. 130 Thus even after German defeat was
expected, smuggling continued as long as the Germans were still able to pay
for the service, despite political negotiations to the contrary.
In late 1944 the Spanish government began to make overtures towards
the Allies, forsaking the Germans, who it now seemed clear would lose the
war. Franco proposed a future Anglo-Spanish alliance against the Soviet
Union, claiming that it was always the Soviet Union that Spain had intended
to fight, not Britain and America. Despite his claims that his pro-Axis
activities were simply a "series of small incidents," Churchill refused Franco's
suggestion, and pointed out that because of Spain's activities, it was
impossible for her to be involved in the peace settlements. 131 Furthermore,
Spain was excluded originally from the United Nations.132

The factors which limited the Ministry of Economic Warfare's success international law, lack of neutral co-operation and the inability to enforce
blockade measures - existed throughout Germany's military successes. Even
as the MEW tried to design innovative ways to stop smuggling, its abilities
were limited. The blockade would be circumvented as long as the British
government lacked the ability to enforce economic warfare regulations
directly, and neutral governments feared German reprisals. Neutral
governments took advantage of the weak British position and disregarded
economic warfare restrictions. The blockade was dependent on military
progress and when economic warfare was most necessary, the British
weakness in its ability to enforce restrictions meant that the blockade was
unable to be as effective as it might have been.

130

Leitz,

215.

p.
131 Preston,
pp. 83-4, quoting Sir Samuel Hoare, Ambassador on Special Mission (London,
1946), p. 283, letter from Churchill to Franco, 20 December 1944.
Spain only joined the United Nations on 14 December 1955.
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Chapter 6
The United States and the Economic Warfare Effort

As we have seen, international co-operation was essential to the Allied
economic warfare efforts. The single most important piece of the international
puzzle was the United States. As the most powerful country in the world
financially, and therefore potentially the strongest politically, the U.S. had the
diplomatic ability to encourage other countries to assist or evade the
blockade, as well as the military strength needed for direct enforcement of
economic warfare measures. First as a neutral and later as an ally, the
American government played a large role in economic warfare. Despite the
fact that the loudest protests to blockade restrictions on the outbreak of war
were heard from the American government, the British government
considered it to be a friendly neutral. But even when neutral, the American
role in economic warfare was subject to a great deal of negotiation. The
British authorities were eager to convince them to enter the war on the Allied
side, and made many concessions in order not to antagonise them.
While the American authorities had been involved in blockade
enforcement as a neutral, their role changed with the bombing of Pearl
Harbor on December 7, 1941, and the United States' entrance into the war.
The American government threw its considerable weight behind the British
economic war, and it had a profound effect. The Allied blockade benefited
from the American military strength and the U.S. supervision of the financial
dealings around the world, which was possible because so much of the global
dealing was centred in New York. Additionally, American political and
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economic pressure helped the Allies pressure neutrals into co-operation,
which greatly enhanced the efficacy of the economic warfare measures.
Anglo-American co-operation on blockade matters was moulded by the
different economic warfare goals. From the American point of view,
economic warfare was focused on providing commodities for the United
Nations, as the Americans referred to the Allied countries. This was not an
option for the British authorities, which spent large sums enforcing the
blockade, halting trade, and taking other economic measures against the Axis
Powers. This difference within economic warfare reflected their different
economic positions in 1941, and throughout the rest of the war. With their
different trade abilities it was not surprising that their interests diverged.
The importance of America as a neutral before December 1941 and the
direct American participation in Allied economic warfare thereafter means
that any study of British economic warfare would be incomplete without
discussion of the United States. The diplomacy between the two countries
defined the nature and extent of U.S. support for economic warfare efforts. It
was an important piece of the economic warfare puzzle, both before and after
December 1941.

America as a Neutral

Throughout the war, the MEW had to maintain a good relationship
with the United States because of her position as an important world power,
which caine from her economic and financial strength and her importance as
a trade partner. Anglo-American trade throughout the war was crucial.
Britain was heavily dependent on American imports, as can be seen in Chart
25, and was eager to avoid alienating American public opinion. This was
difficult because the American authorities were hostile to British economic
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warfare measures, in part because of the belief within the U.S. that the British
government had an ulterior motive for imposing the blockade on Germany,
namely, increasing British trade. Opponents to the blockade believed that
British businessmen were being provided with foreign trade privileges which
were denied to their American counterparts. 1 Some claimed that British
blockade exceptions benefited only Germany and Italy, and that the British
government wanted to use the blockade to benefit British trade, and to
influence the policies of neutral countries both during and after the war.
While British businesses may have wanted to extend themselves, as we have
seen, the British economic situation was not strong enough for Britain to
pursue this strategy. Furthermore the American government believed that,
excluding Lend-Lease purchases, American exports to Britain were declining
and that Britain was buying more from other countries. This decline in trade
was blamed, in part, on economic warfare. The British government disagreed
and pointed out that imports from the U.S. exceeded British exports in value,
and that purchases were restricted only by Britain's limited dollar and gold
reserves.2
American complaints about British blockade measures also stemmed
from concerns about defending her rights as a neutral country. Economic
warfare legislation was clearly demanding the American government to
acquiesce to a foreign government's control over American trade. And like the
other neutrals, the U.S. did not want restrictions placed on her trade. But
unlike most other neutrals, she was arguing from a position of strength. The
U.S. applied for exemptions for most of her trade, explaining to the British
authorities that American trade should be permitted as it was very important
to American interests. The Ministry was diplomatic about these requests,
response to this perceived inequality the United States asked for a more stringent and
consistent blockade of European neutrals.
2 W.N. Medlicott, The Economic Blockade. vol. 1., (London: Her Majesty's Stationery Office
and Longmans, Green and Co., 1952) p. 351.
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Chart 25
British Trade with the United States, 1938 - 1944
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explaining that the proposed transactions would greatly aid the Germans.
The American authorities contended that there were items which they needed
which only could be purchased from Germany, and sent a list of goods which
they daimed were crucial and irreplaceable. The MEW found that while the
commodities were listed as unobtainable outside Germany, in many cases the
items could be replaced by substitutes manufactured in the United States.4
While the British authorities were willing to consider a small number of
specific hardships, they thought the Americans should either purchase the
commodities elsewhere, find substitutes, or avoid using them altogether. The
Statistical Digesi. pp. 165-166. The figures for 1942-1944 include "munitions" and goods
imported under lend-lease and mutual aid arrangements which partially accounts for the
sudden rise in imports.
PRO. FO/837/165, Enemy Export Control—America, Memorandum on Sulphate of
Magnesia, Sulphate of Potash Magnesia and Sulphate of Potash for use in U.S.A., by Mr.
Fitzmaurice, January 24, 1940.

Chapter 6

page 194

American government continued to argue, asking for exemptions of goods
which were paid for with blocked marks, which would allow America to
continue to import German goods, while keeping to the letter of the economic
warfare restrictions. As the purpose of the blockade was to prevent Germany
from earning foreign currency, it seemed sensible. 5 But blocked marks did
benefit Germany, as the trade would maintain Germany's export trade and
her financial strength, as well as her position as an American trade partner.
The British government was eager to interfere with Germany's trade
reputation, and to stop the use of blocked marks as a currency, and therefore
refused to permit this.
But despite the Ministry's intentions to refuse American applications,
it was simply not feasible politically. Exceptions had to be made, although the
British government attempted to limit their number. The U.S. Postal
Authority insisted that its mail and mail ships not be inspected. The British
conceded this point, but when the American government attempted to extend
the right to any vessel carrying American mail it was not as successful. 6 The
British government refused to extend the right to non-American lines,
because of the large gap it would cause in the blockade. But some extreme
exemptions were made for the U.S. For example, all American ships sailing in
the Mediterranean were excused from contraband control.7
' Medlicott, vol. 1, PP. 377-378.

6 This was in part because of reports that the Moore McCormack Line was advertising in

Norway that it did not have to worry about navicerts or the contraband control base at
Kirkwall. Letter from Churchill to Roosevelt, 28 February 1940, in Kimball, vol. 1, p. 34.
' The U.S. received preferential treatment from Germany as well. Hitler's "submarine danger
zone" declared in July 1940 was designed to avoid targeting American ships, as it
overlapped considerably with the area which United States vessels avoided because of an
American Presidential Order. Even after they were involved in convoying ships to Iceland
and shadowing submarines, American ships were not subject to normal search and
seizure by the German naval blockade. And around the world, American ships were not
supposed to be targeted, in an attempt to prevent bringing the United States into the war.
This policy was unofficial however, as Hitler refused to recognise the American security
zone extensions. (Edward P. von der Porten. The German Navy in World War H. (London:
Arthur Barker Limited, 1969) pp. 171, 182.)
Even after the Americans had entered the war on the British side, they were still treated
deferentially by the Axis powers; the Germans continued to avoid antagonising them in
certain areas. It was not until November 1942 that the situation changed, when for the first
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The British authorities were dependent on American economic cooperation. But as the British government was relying increasingly on
American assistance, the U.S. was becoming more isolationist. While the
British government had not expected it to be on the same scale as it had been
in WWI,8 it had anticipated American financial assistance. However, the
Johnson Act of 1934 forbade the lending of money to a foreign government
which remained in default on payments to the U.S. When Germany began
her Blitzkrieg across Europe, the U.S. reaffirmed its isolationist policies. In
June 1940 the United States announced plans for a cartel to control food, raw
materials and other exports, uniting twenty two countries in the Americas,
including Canada. This reaction was an unambiguous sign of the American
focus on the Americas and its policy to ignore Britain's plight. As the British
government noted, "This is probably the most important of all America's
reactions to the disaster in France." 1 ° While this stance changed slowly
during 1940, American support was perceived as tenuous, and the MEW was
careful in its dealings because it did not want to alienate America further.
In October 1940, in a speech made before the Associate Industries of
Massachusetts on behalf of the British Ambassador, Lord Lothian, 11 an
optimistic reference was made to how strong America and the British Empire
could be if combined. It was dear by then that Britain could not stand

time the facilities of an American firm were taken over by German enterprise. At the time
it was noted that this might 'mark the end of the policy of reasonably favorable treatment
of American firms as compared to British." National Archives and Record Administration
at College Park, Maryland (hereafter NARA) 169/182/1 Weekly Notes on Current
Economic Situation, November 30, 1942, pp. 5-6.
8 In 1916, an average of £5 million was spent each day, and of that;, £2 million was borrowed
from the United States. G.C. Peden, "A Matter of Timing: The Economic Background to
British Foreign Policy, 1937-1939," (History. Volume 68 (1984), 15-28) p. 17.
Ashworth. A Short History of the International Economy Since 1850. Third Edition.
(Harlow, Essex: Longman, 1975) p. 266.
10 PRO. FO/ 371 / 24210, Political, American, General, A3453/ 3453/51, United States plans a
cartel for all the Americas, 21 June 1940.
Lord Lothian was unable to be there himself on that occasion.
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without American help and that estimates of German weaknesses were
exaggerated. The blockade and economic warfare were lauded as certain to
hinder Germany's productive efficiency "in the long run." But more emphasis
was placed on the air war, which was of "vital importance," 12 and American
co-operation.

Before the American government was prepared to enter the war, it was
willing to back the British to a limited extent. In 1941 the American
government began to implement a new policy, Lend-Lease, built around the
concept that the U.S., short of going to war, would provide as much aid as
possible to democracies. With the passage of the Lend-Lease bill (see below),
American co-operation with the British government was extended. There was
some co-operation from the American government on the subject of the Black
List, and various economic warfare practices were adopted. Medlicott writes
in his official history that the relationship became much less formal, and cooperation was more forthcoming in the beginning of February 1941.13
The American enforcement of British blockade measures strengthened
the blockade immeasurably by the summer of 1941. While the British
government took many steps by itself, for the measures to be effective, other
countries had to enforce them as well. For example, German assets held in
Britain were frozen when the war broke out on September 3, 1939. While this
made it impossible for these assets to be used within the British Empire, until
the U.S. froze Axis funds, Germans could access to their funds via New
York. 14 The combination of the London and the New York financial markets
and banks being frozen for Axis assets all but stopped German and Japanese
interests from using those assets which were held abroad.
12 Sir Walter Layton on Lord Lothian's behalf, The American Speeches of Lord Lothian, July

December 194g. (London: Oxford University Press,
vol. 1, p. 350.
FO/837/1A, Economic Warfare Synopsis. p.2.

1939 to

1941) p. 128.

13 Medlicott,
14 PR0.
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In the summer of 1941, President Roosevelt authorised the preparation
of ait American Proclaimed List, which was expected to co-ordinate with the
British lists,' 5 although there were differences between the two. Chart 26
shows the difference in the listing of Central and South American concerns.
There were a significant number of concerns which were not listed by the
British authorities, but the British government was eager to stop the criticism
that it was not prepared to go as far as the US. in listing enemy firms. The
British government was asked to make a public statement that it intended to
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15 PR0 FO/371/28749, GeneraL Co-ordination. W9375, Co-ordination of US. Proclaimed
List and the Statutory List, 1 August 1941.
16 PRO. FO/ 371/28748. 1941. Co-ordination File No W7, W918/ 7/49, Proclaimed List of
Certain Blocked Nationals, 29 July 1941.
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co-operate fully with the United States government on economic warfare
matters, and it was suggested amid great publicity that the two lists be
consolidated.17

While the MEW worked to encourage American businesses to comply
with blockade and Trading with the Enemy restrictions, the U.S. State
Department refused to get involved. This meant that the MEW had to deal
directly with American businesses in obtaining their co-operation. While
individual businesses could refuse to ship to Germany, it was difficult to
convince them to do so, as trade with Germany was lucrative. Without the
authority of the American government behind them, the MEW negotiation
with individual businesses was slow.
To facilitate American co-operation with the British economic warfare
effort, the United States Embassy in London included a staff member who
specialised in economic warfare matters and was able to talk directly to
Washington, and the British Embassy in Washington had a corresponding
staff member. Halifax felt that these new staff members would increase
American aid for their economic warfare effort and would therefore "shorten
the war by at least a year." 18 Noel Hall and David Eccies from the MEW
arrived in Washington in the spring of 1941 and began to work in the
Embassy there.' 9 While the new Embassy staff did aid the co-operative effort,
Halifax's pronouncement was overly enthusiastic: Anglo-American co- operation only grew to a limited degree. Proposals to have a British economic
warfare department in Washington handle American matters were turned
17 PRO. FO/ 371/28748, General. Co-ordination. W9134/ 7/49, Black List policy in America

,26 July 1941, cypher telegram from Mr. Leche (Guatemala) to FO, 25 July 1941, No. 185.
18 PR0. FO/ 371/28969, General. Co-ordination. W25221 / 2521 / 49, Economic warfare
organisation in the U.s., 6 March 1941, cypher telegram to Halifax (Washington) from FO
(from Dalton - MEW), 1 March 1941, No. 1133.
19 In a letter to Dalton, Hall referred to the MEW group at the British Embassy in Washington
as "the hardest working part of the Embassy staff!!" PRO. TI 188/300, USA, extract from
private and personal letter from Noel Hall to the Minister, 16 May 1941.
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down. Aside from other concerns, if economic warfare matters were to be
handled in Washington, a larger staff would be required and this could cause
more problems than it would solve. The War Cabinet informed the Foreign
Office that
We believe that, in general, information about economic
development in this country will best be communicated to the
United States authorities on this side of the Atlantic, rather than
by an officer attached to the Embassy in Washington.20
This meant that all the information would come through London and
therefore the most up-to-date information could be sent out from one office.
The MEW believed it had all the relevant information about the forces which
were affecting economic trends and policy, 21 and the Ministry wished to
remain the centre of economic war policy.

On December 7, 1941, Pearl Harbor was attacked by Japanese forces,
and the American government declared war on Japan. Four days later
Germany declared war on the United States, and America joined Britain in
fighting the Axis Powers. Once the Americans entered the war, the economic
warfare co-operative measures which had been begun earlier in 1941 could be
stepped up. The Americans developed their own economic warfare
bureaucracy, largely modelled on that of the British. The two countries
worked closely together to limit German imports and to restrict her economic
activities.

20 PRO. FO/371/28969, General. Co-ordination. Letter from Bridges, War Cabinet, to Scott,
FO, 29 July 1941.
21 PRO. FO/371/28969, General. Co-ordination. Letter from Jewkes, Office of War Cabinet, to

Ronald, FO, 20 August 1941.
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American economic warfare orgariisation

Like its British counterpart, the United States economic warfare
organisation went through many changes. Originally there was the Economic
Defense Board, which co-ordinated the various aspects of American economic
involvement in the foreign war. The Board had been given its first
administrative job relating to economic warfare in October 1941 when the
President transferred to it the administration of Export Control. It
maintained the American Prodaimed List, and worked with the MEW to
ensure that the two lists were in agreement. It was concerned with economic
warfare matters as they related to the Americas, in keeping with the earlier
protectionist policies and the Monroe Doctrine.
When the United States entered the war after Pearl Harbor, the role of
the Board, and the nature of American economic warfare, changed. On 17
December 1941 an Executive Order was issued, changing its name to the
Board of Economic Warfare (BEW). 23 It was created with the mandate of
"developing and coordinating policies, plans and programs designed to
protect and strengthen the international economic relations of the United
States in the interest of national defense," 24 and it extended to managing
export control. The American military was concerned that materials needed
for the war effort might be exported to maintain American trade
relationships, and requested this arrangement in order to ensure that those
raw materials and finished goods which were critically needed would remain
at home. It was funded through the Reconstruction Finance Corporation
NARA. 169/189/1, Foreign Economic Administration, Statement for Assistant Director
Morris Rosenthal, October 15, 1942, p.2.
NARA. 169/189/3, FEA, December 19,, 1941.
24 NAP 169/189/1, FEA, "Tide of Wallace's Feud With Jones is Watched" Baltimore
Evening Sirn. by Rodney Crowther, February 3, 1943.
NARA. 169/189/1, FEA, 'Tide of Wallace's Feud With Jones is Watched" Baltimore
Evening Sun. by Rodney Crowther, February 3, 1943.
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(RFC), although the RFC had no authority over the BEW's activities, in much
the same way that the Treasury had little control over the UKCC's operations.
In addition to economic warfare policy tasks, the American BEW was
given other tasks which in Britain were the responsibility of the Ministry of
Supply and other war departments. On 13 April 1942, the President issued
another Executive Order assigning to the BEW "the responsibility and
authority for the purchase of goods bought abroad and for increasing the
production of many raw materials that we need from foreign countries."28
The powers with which the BEW were endowed were extraordinarily broad.
It was given the "duty of supervising procurement and 'production' abroad of
all imported materials necessary both for the war effort and the civilian
economy - exduding only such things as actual arms themselves." 27 This was
a much greater authority than its British counterpart was given.
The BEW's Executive Director was Milo Perkins, and Vice-President
Henry A. Wallace served as Chairman. Among the other board members
were many Cabinet members and heads of other war agencies. 28 The Board
of Economic Warfare was in operation until July 1943. It was given favoured
status in much of what it did. Despite some complaints that the Vice
President should not have an additional job within the Administration, the
BEW was generally commended, and was given more responsibility and
more tasks, and it handled many details which were peripheral to the
American economic warfare effort. The BEW was very well funded, and
most of the money could be spent according to the Board's discretion.

NARA. 169 / 189/I, FEA, Statement for Assistant Director Morris Rosenthal, October 15,
1942, pp. 2-3.
27 NA1A. 169/189/1, FEA, "Tide of Wallace's Feud With Jones is Watched" Baltimore
Evening Sun. by Rodney Crowther, February 3, 1943.
28 NARA. 169/189/1, FEA, Statement for Assistant Director Morris Rosenthal, October 15,
1942, pp. 2-3.
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The Board of Economic Warfare was divided into three offices: the
Office of Exports, the Office of Economic Warfare Analysis, and the Offices of
Blockade and Supply. (see Table 27) The Office of Exports was charged by
both an Act of Congress and a Presidential Order with the "responsibility for
control of all goods shipped from the United States" with certain exceptions.29
The Office had three branches: the Requirements Branch, Projects Branch and
Export Control Branch. The first branch was involved in determining which
supplies were needed in which locations. It used an economic analysis of each
area to determine these needs, and was particularly concerned with Central
and South America, and the danger that their economies might collapse
under wartime pressures. The Branch worked with the Requirements
Committee of the War Production Board, which allocated resources to the
different agencies. It made the decisions as to "what should be reserved for
our own civilian population, what the Army and Navy must have, what must
be shipped to the United Nations, either commercially or under lend-lease,
and what is to be sent to the remaining neutrals." 3° The second branch,
Projects, considered the "total equipment needs of an individual project" and
determined whether it was a valid and necessary project, eliminating some of
the "red tape" because it obviated the need of getting individual licenses for
each part of a project. This would eliminate the danger that a project which
had been approved would be undone because the license for one integral part
had been denied. The third branch, Export Control, was the branch to which
exporters applied for licenses to export various goods. It dealt with Black List
issues, while distribution was handled by the Transportation Controls
Division of the Office of Exports in the Export Control Branch. This Division
was involved after the licenses were issued and ensured that the goods of

29 NARA. 169/189/1, FEA, Statement for Morris Rosenthal, Assistant Director, pp. 3-4.
Ibid., p.5.
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Board of Economic Warfare, 1942
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greatest importance were shipped first. As the submarine warfare and the
military needs restricted available shipping, the Transportation Controls
Division was forced to work with the other divisions of the Office of Exports
and with the War Shipping Administration to work out a system of shipping
priorities in relation to the goods which received licenses for export.31
The Office of Exports dealt with goods seized because of their foreign
ownership. The total seizures as of August 1942 were valued at $24 million,
and by 1943 the total had risen to $73 million. It included large quantities of
rubber, jute sugar bags, tin plate, various manufactured items and other
essential materials, all of which were owned by foreigners and were being
held for export. Many of these supplies were requisitioned by the Board of
Economic Warfare and "channelled into constructive use by the United
Nations." It had a similar role to the Custodian for Enemy Property in
Britain.
The Office of Economic Warfare Analysis also had three branches;
Enemy, Technical, and Blockade and Supply. The first branch made studies of
the industrial and raw material resources of the enemy powers. This
information was given to the armed forces as well as to the other offices of the
Board, which would carry out other parts of the economic warfare effort. The
second, Technical, was responsible for tactical matters and was responsible
for execution. It was involved in petroleum work and worked with the
Army Air Transport Command and Navy Air Transport Service on air
transport, which was used to bring back quantities of strategic and critical
materials from distant locations. Engineering staff analysed the economies of
less-industrialised nations in order to make them more self sufficient. This
31 Ibid., pp. 5-6.

32 NARA. 169/189/1, PEA, Statement by Milo Perkins, before the House Appropriations
Committee, June 1, 1943, P. 9.
This involved looking at petroleum sources and alternatives, as well as ways to interfere
with both.
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was related to economic warfare because it helped to conserve shipping space
by allowing those countries to develop industries for commodities which
would otherwise have had to be shipped.34
The third, Blockade and Supply, undertook economic studies for the
Office of Exports and Office of Imports. The Office was sub-divided into six
divisions, each of which dealt with different commodities: rubber, metals and
minerals, textiles, foodstuffs, miscellaneous commodities and predusive
buying. The Rubber Division concerned itself with the details surrounding
the rubber trade, in addition to the actual import of the commodity. There
were many details which had to be covered to ensure that it would be
available to purchase and import. In October 1942 a summary of the tasks of
the Rubber Division induded many related jobs:
We plan for the movement of labor from one area to another. We see to
it that equipment is purchased and shipped to care for the
transportation up and down the rivers. The native Indians who do the
work of tapping the trees need shotguns and fish hooks for protections
and for killing game and catching fish for food. Substantial quantities
of atebrine have already been shipped for use as an anti-malarial.35
The Metals and Minerals Division stimulated production of those
commodities which were critically short. It was involved in mineral
production all over the world. For example, it worked to increase the
production of tungsten and tin in Bolivia, copper in Chile and South Africa,
manganese in Brazil, and tin in Nigeria and the Belgian Congo.

36

After

production had been increased, it was easier to purchase and import these
metals which were so important to the United Nations' war effort. The Textile
Division bought wool, hides and skins from Australia and South America.37
Unlike other divisions, the Foodstuffs Division was not involved in
development. It maintained the food supplies for both the civilians at home
NARA. 169/189/1, FEA, Statement for Morris Rosenthal, Assistant Director, pp. 6-8.
Ibid., p. 10.
36 11,id., p. 11.
37 Ibid., p.11.
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and for the producing countries. It had problems in meeting demands, not
only in terms of what it could purchase, but also in terms of locating shipping
space. For example, it was unable to import large amounts of coffee despite
the large supplies available for purchase, because of the lack of available
shipping. While it might have been possible to lower domestic consumption
by imposing rationing, the division realised that the economies of "the
Central and South American Republics will be seriously affected by the
curtailment of the imports," 39 and therefore worked with the Economic
Advisor to develop a scheme whereby more coffee was purchased than could
be imported, leaving it stockpiled in the countries where it had been
produced. In that way, restricted imports would not damage the economic
stability of those countries. The Miscellaneous Commodities Division dealt
with all other commodities, some of which were obviously more important
than others. One of its tasks was the procurement of quinine, which was
necessary for its use as an anti-malarial treatment. Traditionally quinine had
been imported from Java, but when that source was closed off by the war, the
Division had to look for alternatives until domestic cinchona tree farms were
developed. It sent missions to Ecuador, Colombia and Guatemala to search
for wild cinchona tree bang from which quinine is manufactured. The
Preclusive Buying Division was active in neutral Europe and their African
colonies, as well as in the Near and Middle East. It competed with the Axis
powers in buying those raw materials which were needed by both sides. Like
its British counterparts, it bought that which the government needed, as well
as commodities which were required by the Axis.1°

They were not involved in the purchase of food for the armed forces. That was done by
other departments.
39 NARA. 169/189/1, FEA, Statement for Morris Rosenthal, p. 12.
° Ibid., p. 12.
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As was the case in Britain, there was continuous reorganisation in the
American economic warfare machinery during the course of the war. For
example: the United States Commercial Company required additional staff.
The Enemy Branch wanted to reorganise so it would be closer to the preemptive purchasing deals. The Office of Imports wanted to be less involved
in predusive purchases. The Board discussed the desirability of transferring
some of the United States Commercial Company personnel to the Blockade
Division, which was reorganised.41 These reorganisations are indicative of
shifts in American strategy and focus, as well as domestic politics.
In the summer of 1943, Vice-President Wallace, the Chairman of the
Board of Economic Warfare, engaged in a large public feud with Jesse Jones,
the Secretary of Commerce. The feud began in early 1943, over the $5 billion
budget for the Board of Economic Warfare, and in part was caused by
jealousy over the amount of power that rested in the BEW. In

mid-July

1943,

President Roosevelt abolished the Board of Economic Warfare and took all
foreign powers from the Reconstruction Finance Corporation. All economic
warfare powers previously held by Wallace and Jones were then to be
consolidated under Leo 1. Crowley in the newly created Office of Economic
Warfare.42 Governor Lehman from New York was chosen to be the
administrator of Foreign War Relief. The office was established in the State
Department and not in the Board of Economic Warfare, presumably to avoid
similar problems in the future.43
After Crowley was appointed to the OEW, he began to decentralise the
economic warfare effort. Individual offices became more autonomous in their
activities, although their progress was monitored. It was hoped that this
arrangement would minimise the amount of contraband which got through
41 NARA. 169 / 180/1, FEA, Weekly Operations Report of the Office of Economic Warfare

Analysis, No. 12, November 9, 1942, p. 6.
NARA. 169/189/3, FEA, Roosevelt Dumps Wallace" Times Herald, July 17, 1943.
Ibid.
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the blockade, although unlikely to entirely eliminate blockade evasions. As
one bureaucrat wrote, "The wrong people will always get a small percentage
of the right stuff. No system is perfect. All decentralisation can hope to do is
reduce the part which the wrong people play to the very minimum."' The
American government agreed with the British prognosis that a total and
complete blockade of the Axis Powers would not be possible and recognised
that the cost of getting from 90% to 100% effective was prohibitively high.
The political power and the future influence of the OEW was much
less than that of the BEW, despite the authority given to the agency by the
President. It was unable to make demands or to expand its power; its
Executive Director was a bureaucrat, and it could no longer rely on the
political prestige of the Chairman. The State Department, for example, made
it very clear that it was in charge of all foreign economic affairs. The
relationship between the State Department and the Office of Economic
Warfare was carefully clarified in the summer of 1943 when it was reported
that
the State Department is the final authority over all non-military foreign
policies and operations of the government and that the newly
appointed director of O.E.W. Leo T. Crowley, 'must consult the State
Department in every field as to what constitutes policy.'45
While foreign economic matters were still being handled by several different
agencies, Congress retained the right to change this in the near future. This
masked the beginning of restrictions on the OEW. Almost the instant that
vice-presidential "protection" was removed from the American economic
warfare mechanism, its opponents in Congress moved in to limit its powers
with clear and specific legislation. As in Britain, the department was unable
to maintain its authority against more established departments once the
NARA. 169/106/710, Memoranda of the Deputy Chief, memorandum from Frederick
Latreille to George V. Parkhurst, JR's to the "Wrong People", June 19, 1943.
45 NARA. 169/189/3, FEA, "Byrnes Offers Hope of Rise in Output of Civilian Goods" by Jack
Beall, New York Tribune, July 22, 1943.
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protection it enjoyed, based on the importance of the task in Britain, and the
stature of its leader in the U.S., diminished. When President Roosevelt
formed the office, he did so in a way which was intended to keep it in the
forefront of American politics and the war effort, although with less
autonomy than the BEW had enjoyed earlier. It did remain an important
department;, however, because of the recognition of the continuing
importance of its task, which was much broader than simply denying goods
to the Axis powers.
In July 1943 the military efforts were in full-swing, and the Allies were
optimistic. Allied troops had fought in North Africa, confronting the German
army for the first time since Dunkirk. Rommel had been defeated at Alam
Haifa in early September 1942. In May 1943, Tunisia fell to the Allies.
Optimism also rose because of the victory over German U-boats. Escort
carriers began providing air cover for convoys in March 1943, and new types
of radar were available. At the Casablanca Conference in January, it had been
agreed by Roosevelt and Churchill that the second front would have to wait
until 1944. While the Allies were not prepared to re-invade Europe in July
1943, preliminary planning was underway and invasion was generally
anticipated. While economic and other alternative weapons were important
in wearing down the German economy in preparation for this invasion, their
importance in both Britain and America was diminished from earlier in the
war. But at the same time, attention was turning to the post-war era, toward
establishing and nurturing post-war trade relationships. Thus the attentions
of the OEW and the American government was increasingly directed towards
post-war plans, and away from any assistance that the blockade could lend to
the overall war effort. This coincided with the shift from the Board of
Economic Warfare to the Office of Economic Warfare, and helps to explain
the different position of the new department.
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American outlook and strategy for economic warfare

While both Britain and United States were involved in waging
economic warfare against the Axis Powers, they had very different opinions,
strategies and tactics. In the U.S. the role of economic warfare increased as the
tide of the war changed, in contrast to the decline of British emphasis. This
difference was in part a result of the American view that a large part of
economic warfare was ensuring supplies to the United Nations and
maintaining exports. As Milo Perkins, Executive Director of the Board of
Economic Warfare, said,
As the war is intensified - particularly as it swings further and further
into definite offensives - the economic side will become a bigger and
tougher job. Steadily increasing production of weapons calls for
steadily increasing raw material supplies, induding those from foreign
sources to offset the drain on our own stockpiles and resources.
Tightening supply and shipping situations throughout the United
Nations call for greater selectivity in meeting the essential export
minimums to the countries with whom we are doing business.
Offensive strategy, replacing the defensive phases of the war, calls for
more exact information about enemy economic strengths and
weaknesses - to guide blockade policy and help determine strategic
objectives which will be high on the priority list for destruction.
The American government studied the British efforts in order to learn
from them. In 1942 the United States Commercial Company, the American
pre-emptive purchasing organisation and the counterpart to the UKCC in
Britain, made "a study of ... methods followed by the United Kingdom,"47
which was expected to help the Company as it pursued pre-emptive
strategies. As this was the only real precedent available, it was a sensible
strategy. The American government saw the interference with goods required
NARA. 169/189/1, FEA, Statement by Milo Perkins, before House Appropriations
Committee, June 1, 1943, pp. 1-2.
47 NARA. 169 / 180/1, FEA, Weekly Operations Report of the Office of Economic Warfare
Analysis, No. 18, December 21, 1942, p. 12.
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for the enemy's war machine and civilian population as integral to its war
effort. Those working in the Office of Economic Warfare were told that it was
"just as important to cripple the enemies [sic] productive effort as it is to build
battleships and other implements of aftack." The Board of Economic
Warfare was set up to fill what was regarded as an important role; one
newspaper described it as "one of the top organizations in the conduct of this
country's global struggle." 49 This was distinctly different from the more
limited British strategy, which held that economic warfare was a precursor to
military action. And the MEW's role was limited to interfering with German
supplies and partially assisting in building British trade relationships, while
other supply issues were handled by other departments. The MEW had a
small role in the overall war effort, as opposed to the more important role
played by the OEW in the United States.
To the American government, imports and procurement were a key
part of economic warfare. The focus was not as much on denying goods to the
enemy as on importing and exporting the necessary goods for the pursuit of
the war effort and for the maintenance of strong economies. As Perkins
reported to the House Appropriations Committee, the
original duties of the Office of Exports centered largely around the job
of export licensing to see that scarce strategic materials did not leave
the United States, and that no shipments went to Axis powers through
sympathetic "blacklist" concerns in neutral countries. The whole
function has now grown to include the more positive job of directing
available exports to keep up the domestic and war economies of
friendly countries, and to make possible the development and
transportation of the materials we must import for our own war
effort.

NARA. 169/189/1, FEA, Statement for Assistant Director Morris Rosenthal, October 15,
1942, p. 13.
49 NARA. 169/189/I, FEA, 'Tide of Wallace's Feud With Jones is Watched" Baltimore
Evening Sun. by Rodney Crowther, February 3, 1943.
NARA. 169/189/1. FEA, Statement by Milo Perkins, before the House Appropriations
Committee, June 1, 1943, pp. 5-6.

Chapter 6

page 212

This was very important because there were many commercial goods which
the various Allied countries needed, and the United States was one of few
supply centres left. The American government felt that one of its higher
priorities was to keep the basic economies of many other countries going. In
doing this, it enlisted the help of the National Foreign Trade Council. Hector
Lazo, Assistant Director in Charge of Office of Exports, explained to the
National Foreign Trade Council in the fall of 1942 that,
Our job now, which is a job for both the exporters and BEW, is not
primarily that of plugging leaks, but rather of seeing that the minimum
needs of friendly nations overseas are met. We are no longer trying to
prevent shipments; we are asking you to join us in actively pleading
for materials and shipping space so that we may meet the absolute
minimum needs of those nations with whom we are doing business.51
By the summer of 1943, the Board of Economic Warfare realised what a large
task had been set. It had promised to help maintain a normal economy for
the neutrals; but found itself spending much of its efforts determining what a
normal economy was for those countries. Once that was decided, the
American government was bound by its public promise to maintain that
level. This was an important part of the United States influence over the other
American countries, and it was necessary for the United States to honour its
pledges. Lazo informed the office of Imports and Economic Warfare Analysis
that
About a year and a half ago, the government of the United States
promised the other American Republics that we would do everything
within our power to supply them the goods needed by them to
maintain their minimum 'normal' economy. Since that meant exporting
goods to them, BEW Office of Exports was immediately and directly
concerned. This promise (was) accepted by all of Latin America on face
value,52
51 NARA. 169/185/1, FEA, Address by Hector Lazo, Assistant Director in charge of Office of
Exports at Annual Meeting of the National Foreign Trade Council, Boston, Massachusetts,
October 8, 1942, p.2
52 NjtJ 169/185/1, FEA, Statement to the Staffs of Imports and Economic Warfare
Analysis by Hector Lazo, Assistant Director, Office of Exports, Board of Economic
Warfare, June 4, 1943, P. 2
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The cost of doing this was high, financially as well as in terms of expertise
and human resources. This version of economic warfare was quite distinct
from the more limited one of the British government.
While helping allies to obtain supplies was a charge the American
authorities had originally levelled at the British, the American economic
warfare effort was also extended to include developing trade relationships.
The American government began to define economic warfare as a reason to
extend trade, without even mentioning pre-emptive purchasing, or other
war-related factors. In a General Statement of Objectives, the FEA wrote that:
The broad purposes of the Foreign Economic Administration
include assistance in insuring the use of the combined
resources of the United Nations for the most effective
prosecution of the war, for the establishment of peace and for
the promotion of mutually advantageous economic relations
between the United States and other countries.
The Board of Economic Warfare worked to build up surpluses and was
not concerned about post-war surpluses which would likely result from the
pre-emptive and other economic warfare purchases, although there were
concerns within the U.S. government that these surpluses would disrupt
markets in the post-war period. But the Board saw its job as to "produce all
that can be produced and to use the goods not only to win the war, but to
have surpluses available when the war is over which can be effectively used
to help in the rehabilitation of those areas that will be destroyed during the
war."M When faced with many complaints about all the surpluses which the
American government had built up to maintain its trade relationships, and to
support the economies of other friendly countries, its only answer was that it
did not know when the war was going to end, and that in the meantime, the
53 NARA. 169/172/1, Economic Program Policy Statements. General Statement of Objectives.
S4 N aJ?. . 169/189/1, FEA, Statement by Morris Rosenthal for the "Girls of Office of Imports
staff', October 15, 1942, p. 17.
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Board of Economic Warfare was "helping out" as best it could with the
economy.
Within the scope of its economic warfare effort, the American
government supplied friendly neutrals by rationing scarce items domestically
so that they could be exported and by finding new supplies of needed
materials. This effort also had to be handled delicately because of "the need to
protect United States commercial exporters, just as far as it is physically
possible to do so in a war economy." 56 This was especially important in
dealing with the smaller, more vulnerable, importers. And it was the same
for exporters, who would be needed to "spearhead United States commercial
activities abroad when the war is over." 57 Like the British, the American
government provided service functions in addition to licensing exports. It
was involved in the production, transportation and shipping of many
commodities.56
The Board of Economic Warfare was very much aware that
commercial importers' interests had to be carefully considered. When certain
commodities were required, the government would turn to the companies in
that business to do the importing. According to Perkins, "It's good business
to use the skill and experience of these men now, and it's good business to
help them weather the storms of this war economy so they'll still be in
business when the war is over." 59 To this end, official policy stated that: "If
coffee is to be brought in, coffee importers handle the job, as agents of the

NARA. 169/185/1. FEA, Chapter V Folder, Ministry of Information.
NARA. 169/189/1. FEA, Statement by Milo Perkins, before the House Appropriations
Committee, June 1, 1943, p. 8.
Ibid. pp. 8-9.
Similar to the arrangement in the United Kingdom, the shipping was aided by the USCC,
and contracts were enabled. But in the United States, production was left to the
traditional producers. The USCC was also involved in domestic transportation, which
was a larger concern in America, in large part because there was farther for items to be
transported before being shipped overseas than in the UK.
59 NARA. 169/189/1. FEA, Statement by Milo Perkins, before the House Appropriations
Committee, June 1, 1943, p. 5.
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responsible government corporation. If fats and oils are needed, all United
States oil importers are invited to join a special association to handle import
operations." 60 This was different from the British arrangement where more
control was held by the government, as is detailed in Chapter 8.
The BEW was also involved in exports to the British Empire, as it
worked with the War Production Board to determine these exports. As of 1
April 1942, all applications for export preference ratings to British
destinations were to be submitted to the BEW. The War Production Board
would not consider any applications unless the Board of Economic Warfare
had recommended them. 6' While there were significant exceptions, which
included Lend-Lease materials and certain war materials, this arrangement
made the Board of Economic Warfare the gatekeepers for exports to Britain,
and thus the Board held significant leverage in dealings with the British
Ministry of Economic Warfare.

Lend-Lease
One of the largest departments involved in the waging of economic
warfare was the Lend-Lease Administration. The Lend-Lease Agreement
was begun in order to enable the United States to assist the Allies while it
remained neutral, and continued after the U.S. entered the war. It was
intended to "provide aid to those countries whose defense the President has
dedared vital to the defense of the United States." Through the Agreement,
the American government lent or leased equipment and machinery as well as
food and raw materials to the Allies in order to help them "resist aggression."
60

Ibid.p.5.

61 NARA. 169/5/104,
1942.
62

Finance and Statistics Div., Current Controls Bulletin No. 11, March

14,

NARA. 169/5 / 111, Finance and Statistics Div., Publications and Releases, OLLA.
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The total aid through this agreement exceeded $50 billion, and was of great
assistance to the Allies who were in desperate need of equipment. This
Agreement played an important role in the Anglo-British economic warfare
effort, although it skewed the relationship between the two countries, and
complicated economic warfare issues. The strong American position allowed
the American government to ask for the elimination of imperial preference
and sterling controls, arguing that the elimination of the two would benefit
world trade by building a new multilateral economy. 63 The British authorities
were unhappy about the American demands, which they considered
excessive. While Britain was desperately short of cash, they were concerned
about the repercussions for the post-war economy.
The arrangement was moulded by strained relations from the
beginning. In July 1941 several American businessmen claimed that Britain
was misusing Lend-Lease by using it to boost its own trade rather than to
assist in the war effort. However the allegations were mostly unfounded, and
arose because of rivalry between American and British exporters. 64 But the
American government remained concerned that the British authorities would
take advantage of the situation and expand UK markets. As a result, the
Export White Paper of 10 September 1941 was published, and the British
government declared her commitment to exporting the "irreducible
minimum necessary to supply or, obtain materials essential to the war
effort." This answered the United States' demand that articles similar to
those supplied through Lend-Lease not be used to expand export markets.
Despite the difficulties, the British government relied heavily on LendLease, and was eager to show goodwill in order to retain American support.
Reynolds. Britanma Overruled p. 152.
Alan P. Dobson. U.S. Wartime Aid to Britain 1940 - 1946. (London, Sydney: Croom Helm,
1986) p. 130. Dobson does not give further details as to the charges brought by the
businessmen.
quoted in Dobson, p. 131.
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One way in which the British authorities tried to co-operate was with the
British Reverse Lend-Lease scheme, which provided requirements to
American troops stationed in the UK. The supply of goods and services to
U.S. Government agencies, was expected to offset some of the Lend-Lease
supplies and services Britain received from the U.S. Government.67
There was a full liaison between the Lend-Lease Administration and
the Board of Economic Warfare, and five departments were involved in
maintaining co-operation. Requirements would go in four different stages,
involving the Office of Lend-Lease Administration, the Board of Economic
Warfare, the Foreign Requirements Committee, the Foreign Requirements
office of the War Production Board and Batt's American Committee. 69 It was
hard to separate Lend-Lease expenditures from economic warfare costs, and
some American politicians claimed that the U.S. government was paying a far
higher percentage of the economic warfare bill than the British by including
Lend-Lease disbursements in their total. Whether or not this assertion was
correct, it is clear that Lend-Lease was extremely helpful to the Allies, both for
the military and the economic war, supplying the tools which enabled the
policies. In a statement made before the House Foreign Affairs Committee in
March 1944, Crowley, Executive Director of the OEW, stated that
Lend-Lease is a weapon of war. Almost exactly a year ago, when the
Lend-Lease Act was before Congress for renewal, this Committee
reported to the House that Lend-Lease was 'an essential part of our
mechanism for waging war.' You predicted that it would 'prove a vital

As most of the items covered by this scheme were used within Britain, this was not a factor
in the MEWs activities.
67 PR0. AO/30/34, Lend Lease and Reverse Lend Lease. C.P. 47A of 1942, Reverse Lend
Lease.
The Foreign Requirements Committee was sponsored by the Board of Economic Warfare
but included representatives from Lend - Lease, Board of Economic Warfare, War
Production Board, State Department, Rockefeller Group and Civilian Supply.
NARA. 169/5/99, Finance and Statistics Div., Office memorandum from John Cover to E.
R. Stettinius, February 17,1942, NARA II, College Park, Maryland.
Batt's American Committee included representatives from Lend - Lease, Bureau of
Economic Warfare, the Army, the Navy and Civilian Supply.
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factor in the inevitable victory of the United States and the United
Nations.'7°
The Office of Economic Warfare was very much aware of the importance of
Lend-Lease, and moved to take credit for any Allied actions which benefited
from American supplies. One example of this was the attempt in February
1944 to take credit for a bombing raid which destroyed many fighter planes
factories all over Germany, as well as damaging planes which were
defending the plants. The loss of the planes along with the destruction of the
German ability to build more planes, severely impaired the Germans'
capacity to wage air battles. 7' The military success was straightforward. The
economic success was also easy to see; while the Allied Air Forces destroyed
planes and factories, the blockade of Germany caused shortages of
replacements and substitutes. What is less obvious is the explanation of how
it can be credited to Lend-Lease. But this sort of propaganda was important
for increasing the stature of the Office of Economic Warfare in the view of the
American public. With the internal issues which the OEW had to face, it took
credit for all the accomplishments of Lend-Lease in an attempt to gain
political leverage.
Co-operation with other departments

Lend-Lease was only one of the areas where interdepartmental cooperation was required. Despite the extensive bureaucracy outlined above,
the Board of Economic Warfare was unable to handle all of the work related
to economic warfare alone. The Board, like its British counterpart, was
dependent on co-operation from other departments. And like the British
MEW, the American Board was a new department, and it too experienced
NARA. 169/185/1, FEA, Statement by Leo Crowley, before the House Foreign Affairs
Committee, March 1, 1944, p.1.
' NARA. 169/185 / 1, FEA, Statement by Leo Crowley, before the House Foreign Affairs
Committee, March 1, 1944, p.2.
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friction with the Establishment, which did not appreciate the interference of
wartime departments.
Purchasing goods either for pre-emptive purposes or for supplying
domestic or neutral needs was a large task, done through a number of
agencies. The Commodity Credit Corporation of the Department of
Agriculture carried out the administrative work of buying the foodstuffs for
direct importation into the United States. There were other subsidiary
corporations of the Reconstruction Finance Corporation which were involved
in the purchase of other commodities. The Metals Reserve Company bought
minerals and metals. The Rubber Reserve Company operated the synthetic
rubber program to meet American requirements. The Defense Supplies
Corporation dealt with most of the commodities handled by the
Miscellaneous Commodities Division. And the United States Commercial
Company did the preclusive buying, often together with the UKCC unless
there was a policy reason that it would only be purchased by one company. 72
The State Department was in charge of the diplomatic efforts of the
United States, and worked with the BEW because of the overlap between
foreign relations and economic warfare, as the FO did with the MEW. When
both diplomacy and economics were involved co-operation was needed
between the Division of Defense Materials of the Department of State
and our [the Board of Economic Warfare's] commodity divisions so
that we can properly integrate our [American] activities abroad with
the diplomatic considerations that are fundamental in our foreign
relations?3
The Office of Exports worked closely with the State Department, which
provide guidance regarding the diplomatic and political considerations

For example, the UK purchased wolfram and scheelite, and the U.S. purchased spar,
fluorospar and strontium sulphate from Spain. PRO. T1263/20. UKCC - Liaison with the
U.S.A. Memorandum from British Embassy, Washington to Department of State, 3 March
1944, p.2.
7'NARA. 169/189/1, FEA, Statement by Morris Rosenthal, October 15, 1942, p. 14.
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which influenced commercial operations. 74 The representatives from the
Office of Exports would work with the various embassies and legations
abroad in making studies of market

As in Britain, when a problem of

political significance came to the attention of the Board of Economic Warfare,
those involved in commerce would pass the issue on to the more politically
astute in the State Department. For example, in May 1943, in an attempt to
encourage Spanish citizens to be more favourably disposed to the Allies, 100
tons of green tea were shipped to Spanish Morocco, labelled as "delicious tea
from the United Nations'." 76 But only ten tons of the shipment were
distributed as intended, and the rest was sold by the government at
exorbitant prices, with claims that it came from Germany. The American and
the British governments protested the way their propaganda attempt had
gone awry?7 When the Spanish government was confronted, it daimed that
it could do whatever it wanted with the tea that it had bought and paid for.
The BEW was eager to show its displeasure with the Spanish government,
but it was uncertain about its options. The Board considered holding up
civilian goods export licenses to Spain, but asked the State Department for its
advice, because it involved "political questions growing out of our
performing an unfriendly act toward a neutral." 78 While jurisdiction over
exporting goods fell within the Board of Economic Warfare's mandate, it was
decided that the State Department should deal with the issue. The State
Department wrote a letter which was "carefully framed to avoid any legal

74 NARA. 169/189/1, FEA, Statement for Morris Rosenthal, p.6.
75 NARA. 169/189/1, FEA,, Statement for Morris Rosenthal, p. 6.
76 NA1?A. 169/104/707, Board of Economic Warfare. memorandum of telephone
conversation between Gordon of the Blockade Division and McDonald of the General
Counsel's Office, May 18, 1943.
The international ramifications which had to be considered were dealt with above.
78 NARA. 169/104/707, BEW. Memo of telephone conversation between David Gordon
(Blockade Division) and Roy McDonald (General Counsel's Office), May 18, 1943.

Chapter 6

page 221

question, and then the decision could be made on the basis of policy."79 It is
not recorded in the archives if a strong action was taken.
Anglo-American Co-operation

Hall and Wrigley claim that the U.S. and Britain worked well together,
despite their different strategies and different priorities. They claim that there
was "fluid interplay" between the officials of the Boards, as they shared a
telephone switchboard, and, in some cases, had adjoining offices in the same
building. 80 In 1942, Henry Wallace, the Chairman of the Board of Economic
Warfare wrote that
A day-to-day and week-to-week analysis of the enemy's economic
position is made by the Board on the basis of facts obtained from many
sources. This is a big job in itself. In this economic intelligence work,
as well as in other phases of its activity, the Board has received the
closest cooperation from the British Ministry of Economic Warfare.8'
But the reality was not as rosy as claimed.
A complex bureaucracy was set up to facilitate Anglo-American cooperation in blockade matters. General assistance was given in terms of
sharing lists, discussions of targets and pre-emptive purchasing as whole, arid
economic intelligence was shared. In 1942 the American and British
authorities were attending regular conferences on economic warfare matters
and travelled back and forth to discuss their efforts. The MEW officials met
with their American counterparts in Washington where views were
exchanged about specific aspects of the enemy's economic potential, and
related intelligence matters. Some members of the OEW travelled to London
79 NARA. 169/104/707, BEW. Memo of telephone conversation between David Gordon
(Blockade Division) and Roy McDonald (General Counsels Office), May 18, 1943.
80 Hall and Wrigley, p. 219-220.
Of course, this was the case with the MEW and the MinistEre du Blocus early in the war,
but in neither case did the shared accommodations correspond to an easy interaction.
81 NARA. 169/185/I, FEA, 'Economic Warfare - The War Behind the War" by Henry A.
Wallace, Army and Navy lournal. August 29, 1942.
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for more in-depth discussions, as the MEW had a wealth of information
which it shared with the Americans in the name of a stronger economic
warfare effort. John de Wilde, Chief of the European Axis Section, went to
London to assist in collaboration efforts in September 1942, eager to benefit
from the longer British experience. In order encourage co-operation further,
they attempted to enhance the bureaucratic infrastructure. The United States
Embassy in London organised an Economic Warfare Division; its Enemy
Section was set up to work closely with the British Enemy Branch in order to
co-ordinate the work of the BEW with the MEW. But despite this seeming
easing of the economic warfare effort by moving the two sections closer
geographically, the bureaucracy involved was still unwieldy. Neither
government wanted to move its economic warfare headquarters to the other
country, so requests had to be sent overseas. Any information required by
the British MEW had to be transmitted to the Washington office where it was
passed to the OEW. Requests for information from the American OEW were
routed through the Intelligence Division of the London office.82
The most important arrangements for economic warfare were the
Combined Boards, which were set up in order to co-ordinate discussions and
activities and deal with administrative details. Of these Boards, the Materials
Board and Shipping Adjustment Board were the ones most related to the
economic warfare effort. The Combined Materials Board was involved in the
distribution of industrial raw materials between the Allies and the neutrals.
It studied the available and potentially-available supplies of those materials
needed by the Soviet Union, China, the British Empire, the United States and
the friendly neutrals. It sought to divide the materials according to what each
needed in order to bring about the maximum production in each area. In this
way, the most efficient ship builder, for example, would receive the supplies
NARA. 169/180/1, FEA, Weekly Operations Report of the Office of Economic Warfare
Analysis, No. 7, October 5, 1942, p. 1.
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necessary, so that the goals of the Allies could best be met. The development
and use of the materials were not necessarily done by the same country. For
example, the American government was responsible for the development of
balsa supplies from Ecuador, although most of the balsa would be used by
Britain. The British authorities would be responsible for buying tin and
rubber from Nigeria and the Belgian Congo, but some of it would be
allocated to the United States. The Allies would thus be able to make the
best use of the relationships with various producing countries for the best
outcome for the Allies as a whole. The Combined Shipping Adjustment Board
dealt with one of the most important and scarce resources during the war shipping. Through the Combined Board, the Allies were able to use the ships
of the Americans, English, Dutch and Norwegians, among others. It ensured
that shipping was available in areas of highest priority, where the Allied war
effort (both military and economic) required it. In this way the materials
allocated through the other Combined Boards could be transported.
Another important agency for Allied co-operation was the Agency for
Middle East Supplies (MESC), which was set up to deal with han, Ethiopia,
Somaliland, Sudan, Egypt, Libya, Saudi-Arabia, Iraq, Palestine and up to the
southern border of Turkey. The British controlled communications to the
Middle East Supply Centre, which totalled approximately 1,000 cables and
3,000 airgrams per year until the summer of 1943. The American
government did not have access to this information because it was reserved
for the British missions. The MESC began to take over the import control
system and set up an office in New York City which was run by the United
Kingdom Commercial Corporation.85 The Centre was considered an expert in
NARA. 169/189/1, FEA, Statement by Morris Rosenthal, October 15, 1942, p. 16.
S4jtJ?A. 169/189/ 1, FEA, Address on the Middle East, by John P. Dawson, January 16, 1945,
p.3.
PRO. T/263/32. USA: MESC Agency, Policy and Organisation. Letter from Milo Perkins to
Thomas Finletter (Department of State), 9 March 1943.
The British government's view on this change was that it would be helpful if it would
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the field, and the War Shipping Administration placed a higher priority on
suggestions from the United Kingdom Commercial Corporation than those
from the Lend-Lease Administration or the Board of Economic Warfare. The
American perception was that "the British in Washington largely ran the
program, with shipping controls exercised by the UKCC, which was most
unsatisfactory." 86 The American authorities did not like the fact that most of
the information was only in British hands, and as the information was used
for pre-emptive purchases, and could be used to increase the British trade.
This arrangement was changed on 1 October 1943 when the Combined
Agency took over from the Middle East Supply Agency, giving the
Americans access to the British cable series which had previously been closed.
The American government ran and staffed the Centre, even though it was
called a Combined Agency. There were only five or six British people in the
Agency, working mostly as clerks and stenographers, and there was no
commodity for which the British government actively formed policy. A
program which a year previously had been dominated and run by the British,
by 1945 was operated by Americans in the FEA. According to the American
government, this was done without any recriminations on either side. As one
American civil servant wrote, "The British agreed that they were doing more
than they should have."87

provide an American staff member to deal with complaints from American exporters, but
that was the limit of British favour for the plan. 1/263/32. USA: MESC Agency, Policy
and Organisation. Telegram from MESC Cairo to Ministry of War Transport. 26 April
1943.
86 NARA. 169/189/1, FEA, John P. Dawson, January 16, 1945, p. 4.
S7 N ? . 169/189/1, FEA, John P. Dawson, January 16, 1945, pp. 4-5.
Unsurprisingly, the British archives do not reflect this. In documents relating to the joint
efforts made, the point was made that "The principal British officers, who have given their
services without salary, have made an outstanding contribution to the war effort."
cr/263/20, UKCC Liaison with the USA. UKCC in America, p. 4.) Furthermore, slights
are made against the professionalism of the Americans involved. For example, in
discussing the circulation of information from the MESC, a disadvantage of keeping
circulation within official circles was the belief that "anything of any interest to U.S.
business is pretty sure to leak out from U.S. sources!" (FO/ 371 / 45721, Economic File, note
on file from Ashton, 15 May 1945.)
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The American government was pleased by the way that the Combined
Boards and Agencies were working. In most cases it was the controlling
party, with more power in the majority of cases, and therefore co-operation
with the British, from the American perspective, was proceeding smoothly.
As Dawson, a member of staff in Budget and Administrative Planning, was
reported to have said,
on the whole, the experience of working with the British, although it
has been very, very trying now and then, has been tremendously
worth while. The British have done everything possible to deal fairly
with American interests, occasionally promoting their own. Basically,
he thinks they are a rather sound people.
Unsurprisingly, the Anglo-American relationship was strained.
Problems stemmed from policy, politics and strategy, as well as distrust
between the two allies. Each was interested in achieving its own economic
goals, often at the expense of the other. They were both eager to defeat
Germany, and worked together because it was a necessity, but their
relationship was competitive. While the American authorities were willing to
help the British with their economy and in the war effort, the American
government insisted on obtaining control over the economic warfare
machinery wherever possible, which did not help to smooth the relationship.
There were larger policy differences which led to complications. The
American and British Black Lists had to be identical in order to maintain the
validity of the lists. One problem in maintaining identical lists was Vichy
France. American diplomatic relations with Vichy France were maintained
even after the United States entered the war, while the British considered
firms controlled by Vichy France to be "enemy" under the Trading with the
Enemy Act. But the American government, while freezing Vichy assets, was
unwilling to put French-controlled firms in Latin America on the Prodaimed
NARA. 169/189/1, FEA, John P. Dawson, January 16, 1945, p. 6.
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List. 89 Trade concerns with different countries also caused difficulties. For
example, in direct conflict with British desires to completely halt economic
relations between Latin America and the Axis, the American government
wanted to permit exemptions which would strengthen her influence with the
neutrals. Because of the transportation needs for Latin American trade, it
seemed a relatively straightforward operation of economic warfare; the Allied
blockade could interfere with the sea shipment. But because of American
government exemptions this break did not occur. The situation was reversed
in dealing with European neutrals. The British dependency on supplies
encouraged her to be more lenient than the American government wanted.
The American government was angered by British flexibility with regards to
European neutrals. In many cases, particularly involving Sweden, the British
government was unable to make economic warfare demands because of trade
considerations, even when the lack of enforcement formed a hole in the
blockade.
The British government considered the Americans uninformed about
blockade policy and procedure, as well as about its effect. 9° According to the
British government, the Americans were slow to recognise the threat of
certain blockade evasions or leniencies. 91 For example, it was not until the
summer of 1942 that the Americans fully appreciated the dangers of foreign
currency trading. 92 Until then not all currency transfers and share sales
89

PRO. FO/837/14, Monthly Reports Submitted by the Minister of Economic Warfare.
Statement of action taken for the period February 1st to 28th, 1942, p.9.
The British government was forced not to include the firms in order to keep the lists
identical.
PRO. FO/371/32407. General, Co-ordination.W11555/ 10/49, Blockade Policy, 24 August
1942, letter from Jerram to Hall, 8 June 1942.
91
this was only the British perception. In fact, when it suited their purposes, the
Americans grasped the importance of the economic warfare measures. For example, on
July 26, 1941, two days after French Indo-China was occupied by the Japanese, the
American government froze all Japanese assets. The British followed the Americans in this
regard. B.H. Liddell Hart. History of the Second World War. (London: Cassell, 1970) p.
206.
92 PRO. FO/837/14, Monthly Reports Submitted by the Minister of Economic Warfare.
Statement of action taken for the period July 1st to 31st, 1942, p. 11.
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involving Germany and occupied Europe were frozen and it was possible for
the Germans to obtain dollars more easily. The differences meant that there
were strange gaps in the blockade and in blockade enforcement, which
weakened the Allied economic war.
The British government thought that, particularly in negotiations with
other countries, the two countries should work together and should make full
disclosure to one another. It was displeased when the American government
took action without prior discussion. This was especially a problem with
neutrals, particularly when the country involved was willing to misinterpret
prior agreements. In September 1942 a problem arose with Swedish oil
quotas. The Swedish representatives convinced the American authorities to
consent to an additional oil shipment on the basis that all was in order and in
accordance with agreements negotiated with the British government. The
British government was upset by this duplicity on Sweden's part, and while
the American authorities withdrew their consent, the problem would not
have risen if prior confirmation from the British had been sought.93
Occasionally the differences in agenda provided an unexpected benefit
to the Allies. Import issues required the concerted efforts of both countries,
and their different goals and abilities meant that they were able to obtain
different results. While the British government could issue navicerts and
assist trade, for the most part, only the American authorities could guarantee
the availability of necessary raw materials, and they were generally less
susceptible to negotiating pressure. For example, because of its dependence
on Swedish exports and ships, the British government had difficulty in
maintaining a hard line in its negotiations. Sweden found the U.S. much less
sympathetic to its cause. In fact, the American government was opposed to
supplying Sweden with her necessities, believing that if the Swedish economy
93 PR0. FO/837/32, General and Enemy Branch Reports, General Branch Report #5, 8
September 1942.
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was poor, she would be less able to aid Germany which could shorten the
war. Furthermore, Germany would have less reason to invade. Based on this,
the United States was able to push for more Swedish concessions, with
greater success than the British had seen.

The American distrust extended beyond her desire to be in control of
the war effort. There was suspicion that the British authorities were not using
their resources as well as they might. Many studies were done about the
feasibility of acquiring idle British textile equipment for use elsewhere in the
United Nations. In the end it was decided that moving the equipment was
not feasible, but the idea that the Americans would be better able to use
British equipment was not a vote of confidence in British efficiency. 95 Similar
studies were done in the winter of 1942, when the USCC Committee on
Finance suggested that the Blockade Division should examine British assets in
various countries where they were involved in pre-emptive purchasing and
analyse the methods used by the British in obtaining foreign currencies. 95 This
distrust further hindered an effective joint effort. American distrust interfered
in other areas as well, including, for example, the joint atomic bomb project.
Akers, who had been employed by IC!, was appointed to be Technical
Advisor for the British government. When he went to the United States in

There were 12 Norwegian ships in Gothenburg in 1941, which the Swedish authorities
refused to hand over to either Germany, or to their Norwegian owners. The ships were
not allowed to leave port for fear that they would go to Britain, and Sweden would be
open to German retaliation. These ships contained important cargo, such as ball bearings,
for Britain. The Norwegian ships were finally allowed to leave after the Allies threatened
that they would cut off all imports to Sweden from the West. But the Germans stopped the
Gothenburg traffic on 15 January 1943. Of the twelve ships which had been given
permission to leave by the Swedish authorities, one ship was sunk by German aircraft, six
ships scuttled themselves, two reached Britain, two ships returned to port, and one had
never left. After the one attempt to leave, the surviving ships remained in Gothenburg,
W.M. Carlgren, Swedish Foreign Policy during the Second World War. Trans. Arthur
Spencer. (London: Ernest Benn, 1977) p. 138, Medlicott, vol. 1, pp. 192-3.
95 NARA. 169/180/1, FEA. United Kingdom Unit, p.23.
95 NARA. 169/180/1, FEA. Weekly Operations Report of the Office of Economic Warfare
Analysis, NO, 18, December 21, 1942, p. 12.
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order to negotiate the joint effort, the Americans were unwilling to accept
him in that position.97
In the United States, there was a wide-spread belief that the British
government was preparing for the post-war era and that trade relationships
were growing as a result of current British policies. Luce, Republican
Representative from Connecticut, daimed that Britain had recognised the
importance of air travel, and that "The British, unlike ourselves, have wisely
preserved everywhere the skeleton of their commercial carrier routes around
the globe." 98 This type of distrust was prevalent on both sides of the Aflantic,
as the British were equally distrustful of the Americans.
British awareness of her reliance on the American government led to
resentment, and some civil servants within the MEW worked to assert their
independence. While they continued to make full reports despite the fact that
many British reports would be read by the American government, some
allowances were made. As one MEW official wrote in January 1943,
I am fully prepared to admit that so long as the paper goes to
the Americans we must be very careful to exclude sneers or jeers
at persons or habits American, and as far as possible to avoid
any indication that we relish displays of American party
differences or newspaper criticisms of Wendell Willkie or what
not.
Resentment of the American government did not make co-operation easy,
and irascibility and distrust characterised much of the relationship between
the two countries.

97 As an ICI employee, the Americans believed that Akers could not be trusted not to be
working towards post-war advantage for ICI. Kim Coleman claims in her post-graduate
thesis that that this distrust contributed to the breakdown in the joint Anglo-American
collaboration on this project. I am grateful to her for sharing this information.
NARA. 169/189/1, FEA. "Mrs. Luce's First House Speech Calls Wallace Idea 'Globaloney"
New York Tribune. February 10, 1943.
PRO FO/ 371 / 36614, General, Miscellaneous, W953/ 351 / 50, Exclusion of certain passages
in Intelligence Summaries, 16 January 1943, letter from Hoare, Political Intelligence
Department, to Scott. FO, 9 January 1943.
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Post war
While both the MEW and OEW had gathered a large amount of
information on the economic situation world-wide, their post-war
expectations were different. It appeared likely that the American OEW
would be given a large role in the post-war economic arena. According to
one American newspaper, the Office knew "more about the inside business
and economic conditions of enemy countries than any other agency."100
Because of this wealth of information, many considered it very likely that the
OEW would turn into an even more important agency once the war ended, as
the OEW's experience made it a likely agency for world economic planning.101
This was exactly what happened. The FEA, the successor to the BEW and
OEW, gained a lot of power. It represented Lend-Lease, the Office of
Economic Warfare, OFRRO, CIAA, the State Department and the Treasury,
and handled the much expanded government purchases. This made it the
logical agency to take over international purchasing for the United States.
After the war it played an important role in the United States government's
international economic dealings. This maintenance of the economic warfare
bureaucracy after the war shows the strength that the department enjoyed in
the American wartime administrative apparatus, unlike the British Ministry
of Economic Warfare whose activities ended promptly with the end of
hostilities.
The single biggest distinction between the British Ministry of Economic
Warfare and the American Board of Economic Warfare was the relative
importance of the departments within their respective governments. While
100 NARA. 169/189/2 FEA. "B.E.W. Trade Functions Likely to Win it Key Post-War Role", by
Jack Beall, New York Tribune, April 4, 1943.
169/189/2, FEA. "B.E.W. Trade Functions Likely to Win it Key Post-War Role", by
Jack Beall, New York Tribune, April 4, 1943.

101 NARA.

Chapter 6

page 231

the British government saw economic warfare as a side weapon which might
be helpful to the military effort, the American authorities saw a much bigger
role for economic warfare, and, accordingly, for the department which led it.
Even without the political boost given by Vice-President Wallace's position as
Chairman of the BEW, the importance of supplying and trading with allies
and neutrals was an important task for the American department, and its
work in imports and procurement established it as an important part of the
governmental machinery. Another part of the more favourable position
enjoyed by the BEW related to its greater success in achieving goals. Not only
did it arrange needed supplies for allies, but it was also more successful in
enforcing economic restrictions. This was because of the strength of the
United State's position, which enabled it to force more compromises and to
obtain more co-operation from other neutrals. This added to the pressure
which the U.S. government was able to put on the British, both in terms of
economic warfare and in international dealings.
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Chapter 7
Interdepartmental Struggles and Economic Warfare

The Ministry of Economic Warfare, while it was the titular head of the
British economic warfare effort, could not operate alone. It had no ships for
maintaining the blockade, no airplanes for bombing factories: for these the
Ministry had to go to the Admiralty or to Bomber Command. 1 Co-operation
from different departments was crucial for achieving economic warfare goals.
Undoubtedly, the strategists in the 1930s who conceived of the system
believed that the arrangement would encourage co-operation and keep the
various departments from undoing or duplicating each other's work. In some
ways the strategists were correct, but they did not anticipate the difficulties in
co-operation which arose. Each department had its own goals and objectives,
and co-operation was not always smooth. As the "youngest" department, and
as an unusual grouping of non-civil servants, the MEW did not have the
stature or ability to negotiate successfully with the more established
departments. Disputes came to the War Cabinet, which often told the
departments involved to work it out between themselves.
Many departments were involved in the British economic warfare
effort. The Foreign Office supervised dealings with other governments. All
negotiations and correspondence of this type were routed through the FO, as
were all telegrams. A large amount of money was necessary to pursue the
pre-emptive purchasing policy, and thus Treasury approval was key. The
was never any question of the military services allowing civilians to dictate military
use of their resources.

Chapter 7

page 233

experience of the Board of Trade was helpful in choosing target commodities.
Control of United Kingdom imports and exports was the concern of the Board
of Trade and Board of Customs and Excise. Bunker control and chartering
were under the auspices of the Board of Trade, the Ministry of Shipping, and
the Board of Customs and Excise. The Colonial Office and Dominions Office
had to be consulted about any change in Black List policy, as many of the
companies on the Black List were not located in England, but were in outlying
areas of the Empire. The Admiralty enforced the navicert system, and
established the contraband control ports where ships were forced to stop. It
watched and tracked ships which were evading the blockade, together with
the Board of Customs and Excise, which also handled disposal of detained
and condemned goods. The Ministry of Shipping was needed in decisions
relating to forced rationing and other trade agreements since the MEW could
not agree to allow the trade of certain commodities if there was no shipping
available to enable the trade. Control of insurance was under the auspices of
the Board of Trade and the Ministry of Shipping. Co-operation on economic
warfare matters with other British territories was run by the Dominions
Office, the Colonial Office, the India Office, and the Burma Office. 2 The
Procurator General's Office ensured that the actions of the Ministry were
legal. It was this office which played a central role in the debates over the
extent of the blockade and how economic warfare restrictions might be
enforced after the war.
The requirements and needs of other departments forced the Ministry
to adjust its actions and strategy accordingly. 3 Although the MEW remained
focused on economic warfare restrictions and enforcement of the blockade,
their plans were rarely carried through to their full extent because the
2 PRO FO/837/3, Handbook of Economic Warfare. p.4.
3 For example, in the early part of the war, pre-emptive purchasing was not widely
implemented because the Treasury and Board of Trade resisted large scale purchasing.
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weapons for doing so were withheld. The means for enforcement in the
control of other departments presented a check on the Ministry's singleminded policy, which could have been detrimental to the overall war effort
because of their focus on the one area. The departments worked together in
attempting to form a policy which would be in the best interests of Britain.
This chapter will examine the way in which the relations between
departments shaped the economic warfare effort.

The Ministry of Economic Warfare faced opposition from departments
with which it was supposed to be working. Much of the antagonism came
even before the Ministry took any action. The existence of the new
department with its staff of businessmen, with little to no political experience,
was an affront to the "mandarins." They were further disturbed by the large
budget which the Ministry enjoyed. The Ministry proceeded to usurp the
positions of other departments, rather then simply relying on them for their
expertise, which alienated the Ministry from those with whom it had hoped
to collaborate.4
Many of the MEW's efforts were simply not appreciated by the other
departments, who observed only the amount of money which was being
spent, and could not discern the benefits. This "waste" at a time when the
British government was short of cash was hard to accept. As one Treasury
official wrote "I enclose a copy of a letter from Madrid about the purchase of a
car at great expense in the sacred name of wolfram..." 5 This attitude stemmed
from the fact that the other departments did not see results from the
Ministry's actions. The great accomplishments which had been promised
While there were traditional civil servants at the MEW, such as Sir Frederick Leith-Ross, the
policy was determined by more unconventional figures, such as Hugh Dalton, and more
conservative leanings were diminished.
5 BEA. C43/635, UKCC Important papers. Letter from Treasury to DE Johns at Bank of
England, 25 June 1943.
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were not delivered, despite the MEW's large budget. The lack of co-operation
with the MEW also stemmed from a perception of fallibility which
discouraged the other departments. Other departments such as the FO and
Treasury expected the MEW to have up-to-date information, but were
disturbed when new concerns which had not been listed earlier, were added.
Such additions were used to suggest to other departments, particularly the
FO, the fallibility of the Ministry, although the reality was that such things
changed over time and with the course of the war.

When the Ministry was established before the war, the Board of Trade,
the Board of Customs and Excise, the Ministry of Shipping, the Treasury, the
Admiralty, the Colonial Office, and the Dominions Office were expected to be
involved in the economic warfare effort. The various responsibilities were
split between the relevant departments. The interdependence was helpful as
the departments helped the Ministry in a variety of ways. Those ministries
which were in a better position to gain intelligence did so, and claimed that
they would help the MEW formulate plans based on this information.
Working with the FO and Treasury ensured that economic warfare measures
would be enforced with an eye to its repercussions on the war effort and the
economy as a whole. The co-operation the MEW received was dependent on
how probable it seemed that economic warfare would lead to victory. When
economic warfare was an important part of the general British strategy, the
Ministry received more support than when economic warfare was
marginalised and other weapons became the focus. In this as well, the
assistance available to the Ministry depended on the progress of the war.
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The Committee Structure
The need for co-operation can be extrapolated from the number of
interdepartmental committees which were established. These were formed to
deal with a range of tasks, and formalised the co-operation between different
departments. The inclusion of the MEW in these committees shows how
much the Ministry was enmeshed in the British government's administrative
apparatus.
The Interdepartmental Committee on Economic Policy consisted of
representatives from the Treasury, the Foreign Office, the Board of Trade, the
Ministry of Food, the Ministry of Supply, the MEW, the War Cabinet, the
Foreign Office, the Air Ministry and a liaison officer with the Anglo-French
Section. Harold Wilson, the future Prime Minister, who was then working in
the Treasury, was Chairman. What is especially interesting is that there were
three representatives from the Treasury, and only one from each of the other
departments. 6 Despite its size and numbers, this Committee was not
powerful; it only met when the President of the Committee, the economist
Lord Stamp, wanted the whole Committee to answer a particular question.
Otherwise it was not called into session. This was probably a way for Lord
Stamp to daim "Committee Approval" and therefore have political backing
for his agenda. Another committee, the Inter-Departmental Danish
Committee also had representatives from a range of departments. It was
comprised of 9 members: two from the Foreign Office, one from each of the
Services, and one each from Political Inteffigence, the Ministry of Information,
the Ministry of Shipping and the MEW.7

6 PRO. FO/ 371/22892, Political, Central, Co-ordination. C16185, Anglo-French economic cooperation. 10 October 1939.
PRO.
10/371 / 28925, General, Co-ordination . W776 / 776/49, List of Committees for which
7
the FO is responsible, 22 January 1941.
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Later in the war committees were active in different blockade areas.
For dealing with operational matters about the blockade, the Lisbon and
Madrid Cross Trade Committees were established. After D-Day when the
French again were fighting alongside the Allies, the Anglo/American/French
Tripartite Economic Committee was established to deal with a wide range of
issues. 8 Committees were established to deal with individual commodities or
supply problems. The International Rubber Regulation Committee was very
active in 1944, involving representatives from the Treasury, the Colonial
Office, the India Office, the Dominions Office, the Board of Trade and the
Ministry of Supply. 9 A number of committees were established in the same
fashion for other key commodities.
One matter which required a large degree of interdepartmental cooperation was the case of Norwegian tankers which were stopped by
Contraband Control. This was an important case because of the international
ramifications and because the Norwegian government was residing in
London. The British government wanted to make sure that it considered the
alternatives carefully, and were certain about the chosen course of action. The
MEW was involved because of the materials being carried and the blockade
ramifications. But over time, the composition of the Committee changed as
the standing of the departments fell. In 1943, the departments involved were
the Foreign Office, the Ministry of War Transport and the Treasury (each of
which sent two representatives), and finally the Procurator General's Office.'°
The MEW's absence was conspicuous.

PRO. FO/ 837/34, Ministry of Economic Warfare Actions Taken. Statement of Action
Taken. November 1944, p.4.
9 PRO. FO/371/40462, Economic and Reconstruction.
10 PR0. FO/371/36580, General, Co-ordination. W4033/442/49, "Kollskegg' Case;
Norwegian Tankers, 11 March 1943.
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Inter-Departmental Co-operation
The MEW was dependent on other departments and the level and
speed of activity was partially determined by the co-operation available. In
some cases the assistance available helped to shape economic warfare policy,
in others it allowed the MEW to pursue its agenda. While the co-operation
was not always consistent, many departments did not hamper or alter
radically the Ministry's policies. For example, the War Office, Ministry of
Food, Ministry of Shipping, Ministry of Supply, and Colonial Office
involvement did not shape economic warfare policy, although they assisted
the Ministry's efforts. But involvement from the Bank of England, Board of
Trade, Procurator General's Office, Bomber Command, Admiralty and
Treasury did help to shape the British economic warfare effort. The FO was
the department with which the MEW had the closest ties, but the adversarial
relationship between the two meant that the FO often worked to hinder MEW
operations.
Bank of England
The MEW often needed the assistance of the Bank of England. The
MEW required the co-operation of British banks in enforcing economic
warfare restrictions and only the Bank of England had the authority to
instruct the various banks in these matters. For planning and executing
policy, the Bank's assistance and expertise was indispensable. The Bank was
aware of the limitations on banking institutions and could therefore steer the
Ministry towards effective policies, avoiding those which could not be
implemented for one reason or another. The Bank reined in some of the
Ministry's more farfetched proposals. One such idea was related to the Black
Chapter 7

page 239

List. The MEW wanted the British banks to refuse the business of individuals
or firms on the List, but, for secrecy reasons, the Ministry wanted to avoid
giving out the List, preferring that the individual banks refer all inquiries to
those holding the List at the Bank of England. As the Bank explained, the
Ministry would have to trust the banks to some extent, otherwise the policy
was unworkable. The Bank helped the Ministry to implement other ideas and
handled many economic warfare queries, answering the questions about
banks which came to the Black List Section. Additionally, when the MEW
wanted to ask a bank about a certain individual, these queries would be
handled by the Financial Pressures Department of the Bank. 11 While
originally the Bank was to consider all the names for listing, the sheer volume
was too much for it to handle, and in November 1939 it was decided that the
MEW would handle most of the Black List inquiries. The Bank would

continue to handle those exceptional inquiries which the Ministry would pass
along.12
As an established organisation with its own traditions, the Bank of
England had reservations about the MEW's activities. Despite being unable to
handle the work themselves, the Bank was opposed to the idea of the MEW
handling inquiries about the Black List. In its opinion, the Ministry had no
claim to the information. After all, banks were accustomed to exchanging
information with other banks, but "banks very properly do not give
information regarding their customers directly to interested parties." 13 Despite
the validity of their point, the Ministry did have to handle such inquiries
itself, which it did effectively, and without complaints of irresponsible
behaviour.
11 BEA. C48/ 196, Ministry of Economic Warfare. Memorandum, 23 October 1939, from
Financial Pressures Department.
12 BEA. C48/ 1%, MEW, Memorandum, 1 November 1939, from Financial Pressures
Department.
'3 PRO. FO/837/32, General and Enemy Branch Reports. Letter to Stopford (FO) from BC
Catterns (BOE), 9 November 1939.
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Procurator General

Questions about the legality of actions and problems which required
mediation or another opinion were referred to the Procurator General's
Office. The Procurator General acted as an arbitrator, maintaining its
impartiality in dealing with economic warfare matters. Although the
Procurator General's Office was not directly involved with the prosecution of
prize proceedings, disputes arose often in this area. The Procurator General's
Office was instrumental in determining economic warfare's status in
international law. As an unbiased mediator, it helped to direct the MEW's
activities and ensured that operations were legal. It was particularly active in
guiding the Ministry in its contraband control activities.

• Bomber Command
As discussed above, plans for the economic war induded bombing
important facilities and stores in Germany and Axis-occupied Europe. As the
MEW did not have the ability to bomb, it had to work through the Air
Ministry, in particular, Bomber Command, to pursue this strategy. Targets
were chosen on the basis of feasibility, determined by location and the
defence of the target. While the MEW provided intelligence reports which
were used in selecting bombing targets, these reports did not go directly from
the MEW to Bomber Command. The information was filtered by other
departments, which meant that often the Ministry's recommendations were
taken in ways that were different from those intended. For example, when Sir
Arthur Harris, Commander-in-Chief of Bomber Command from 1942,
decided to attempt a daylight attack on southern Germany, he asked the Air
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Ministry for a list of targets. It forwarded a list submitted by the MEW but not
in order of economic priority. When this led to an attack on the M.A.N. Diesel
engine factory in Augsburg, Lord Selborne complained about the way that his
Ministry was disregarded. The Ministry had already determined that even if
the attack destroyed the plant entirely, it would have no effect on German
engine supply. The MEW pointed out that targeting Stuttgart or Schweinfurt
would have been much more effective from an economic point of view.'4
Harris replied that the MEW was not consulted because of secrecy needs, and
that the Ministry's suggestions were only the first in a series of factors
considered. In fact, the two cities mentioned could not have been targeted at
the time for tactical reasons. Furthermore, as it was a light attack, it would
have been useless against Schweinfurt, and might have had the unwanted
effect of encouraging the dispersal of the ball-bearing industry located there.15
Given the justification of the Bomber Command's decisions, Selborne's
complaints had to impact.
Economic targets were rated in importance by others, often determined
by political priorities. In March 1942, Churchill noted that "The competing
needs of bombing oil refineries and submarine building works or bases are
acute, and the later target has been emphasised in importance." 6 While the
MEW favoured bombing oil refineries, submarines were a higher priority at
the time for non-economic reasons. The MEW continued researching
individual targets, and published the Bomber's Baedeker in January 1943,
which was a guide for attacks on the German economy. But it did not have
the ability to force its recommendations into practice.

14 Sir Charles Webster and Noble Frankland. The Strategic Air Offensive Against Germany.

1939-1945. Volume 1: Preparation. (London: Her Majesty's Stationery Office, 1961) P. 463.
Webster
and Frankland, p. 464.
15
PRO.
CAB!
121 / 144, Strategy. Prime Ministers Personal Minute, Serial No. D. 61/2, Notes
'6
dictated subsequent to a Conference with the First Sea Lord and C.A.S. Night of 20-21
March 1942, document 38A, p.3.
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Admiralty
Traditionally the Admiralty had led blockades, and it was still an
important part of the economic warfare effort. Without it, the blockade of the
sea could not have been implemented, damaging its status in international
law, and lowering the effectiveness of the economic war. So while the
economic war was not being waged in the traditional manner, the Admiralty
was still a critical part of the economic war effort, especially in trying to stop
blockade runners at sea. While Contraband Control bases did replace most
blockade efforts in the water, the Admiralty and MEW did try to intercept
blockade runners. The MEW provided intelligence information about ships
which were attempting to smuggle goods, and asked the Admiralty to
interfere wherever possible. The Ministry made heavy demands on the naval
resources available, and the Admiralty did what it could to assist the MEW.
In many cases, it was the reputation of the Admiralty which was under
review, as much as that of the MEW. The Cabinet minutes record the
Admiralty's 1941 attempts in Gibraltar to strengthen the blockade.' 7 While it
was hampered by a lack of resources, the Admiralty did what it could to stop
blockade runners. Unfortunately, the strength to deter blockade evasions was
not available. This weakened the blockade, but it was not the lack of cooperation from the Admiralty, as much as its weakness, which caused this. In
1942 this relationship changed, when the Air Ministry was given greater
authority to target blockade evasions. Aircraft were used in place of ships,
and Coastal Command and Bomber Command were responsible for most
targeting of blockade runners.'8

17 War Cabinet Minutes, 28(41), 32(41), 33(41), 42(41), 62(41), 69(41), 108(41),

18 See the discussion about the decision made in October 1942 to allocate 8 Wellington Vu's
to Coastal Command for the sole purpose of attacking blockade runners in Chapter 3.
(PRO. PREM/3/74/3. Blockade. COS(42)285th meeting, 10 October 1942.)
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The problems that the Admiralty faced with the MEW represent a
general trend in the economic war. The Ministry had many plans and
strategy which it was eager to implement. It was convinced that the blockade
could be effective, if only certain conditions could be met. While it wanted to
enforce a consistent blockade policy, the Ministry's ambitious plans could not
be implemented in the real world. Britain's naval, military, diplomatic and
economic strengths were too limited to be effective. The MEW seemed unable
to recognise the limits of the situation, and many clashes were caused by the
Ministry's attempts to push others to try to implement its policies and meet its
unrealistic expectations.
Treasury

The Treasury's job was to guarantee that "foreign exchange
considerations and financial considerations" were taken into account in
making policy decisions, 19 and it was supposed to act as a check on the
Ministry's activities. The departments worked together in two broad areas.
One was over control of finance, and the other was in regards to Trading with
the Enemy issues, where they worked together with the Board of Trade and
the Board of Custom and Excise to extend and develop the British blockade.
The Treasury supported economic warfare as a policy. In December
1937, it was the Treasury which had helped prioritise economic stability as the
fourth arm of defence, leaving the British Expeditionary Force a low priority.
Accordingly, economic warfare was a favoured strategy, allowing Britain to
use her financial strength as a weapon. The Treasury was willing to take
those actions which were deemed necessary by the MEW for blockade
reasons, although it did make the point of confirming that the purchases
'9 PRO. FO/837/5, "Economic Blockade", vol. 1, Economic Warfare Policy. Plans for
Economic Warfare against German "and Italy".
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approved were indeed necessary.20 It defended the MEW's operations when
the Select Committee on National Expenditure inquired about pre-emptive
purchasing, and urged the committee to give the newer departments, like the
MEW, more space.2'

Of all the economic warfare machinery, the dosest involvement was
with the United Kingdom Commercial Corporation (UKCC) as it was the
branch which dealt most with international trade. While the UKCC undertook
many transactions, the MEW was only responsible for those related to preemptive purchases, which became the minority. In keeping with its
fundamental role as protector of Britain's foreign currency situation, the
Treasury promoted making payments in sterling, rather than dollars or other
foreign currency.22 Since His Majesty's Government was the shareholder for
the company, the responsibility for supervising the investment fell to the
Treasury, as it guarded the public purse.23 While the UKCC was a company, it
was the Treasury which looked after the interests of its shareholder, His
Majesty's Government.
The UKCC was concerned about the extent of Treasury control over
pre-emptive purchasing, as the annual budget was not sufficient to cover such
purchases without additional Treasury approval. This concern seems to have
been misplaced, as the Treasury agreed that the UKCC spending would not
be tightly restricted, as long as it followed policy laid by the MEW, and
avoided committing dollars. 24 In general, the Treasury was willing to trust
20 PRO. FO/ 837/14, Monthly Reports Submitted by the Minister of Economic Warfare.
Statement of Action Taken, January l to 31, 1942, p. 3. In regards to approving the
purchase of wolfram mines in Spain.
21 PRO. F018371285, Pre-emption. Letter to Leith-Ross fromJ. A. Barlow, 24 December 1940.
PRO. Political, Central, General files. FO/371/22948, C16216, 10 October 1939, p. 2.
PRO. T/263/59, UKCC - General. Letter from Drogheda to Brittain, 5 June 1942.
24 For example, the proposal in February 1940 that a British company in the U.S. would
finance exports to Scandinavian and Mediterranean countries. PRO. FO/371/24253,
Political, American, United States, A1477/ 1300/45, 28 February 1940.
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that the MEW was capable of doing their job, without wasting money, or
being "sparse."25 Early in the war, this policy of relative autonomy from the
Treasury was quite genuine. On 26 September 1940, Exchange Control was
instructed not to refer applications to the Treasury unless it was absolutely
necessary, as the Corporation had freedom within limits, and the Treasury
believed them to be adequately supervised by the MEW. This position was
reiterated in April 1941. But while the Treasury did not deny funding as an
example, for wolfram purchases, it was more sceptical about its efficacy than
was the MEW. The Treasury saw the amount of money being spent on preemptive purchases of wolfram and was certainly aware that German supplies
of the metal were not cut off. (See Chapter Four.) As detailed in Chapter Two,
the Treasury did try to increase its influence over the Corporation in 1942;
when it appointed Francis Joseph as Acting Chairman, the MEW was not
consulted.' The other appointments which the Treasury made in December
1942 were made with the agreement of the MEW, Foreign Office and Board of
Trade, but the fact remains that the decision to add more Board members was
done at the Treasury's instigation, and was in part an attempt to change the
nature of the Corporation to reflect more of an influential background than
that of City businessmen. 28 Despite the Treasury's attempts, the Corporation
continued to be run by businessmen, and did make relatively independent
decisions.
The Treasury was more restrictive when the UKCC proposed schemes
for the post-war era. While that which was considered necessary for the war
met with favourable response, a request in March 1945 to begin a new
company, ESCO, to deal with oil matters, did not. The Treasury was eager to
PRO. T/263/1, UKCC and Treasury. UKCC and Treasury, January 14,1941.
BEA. C43/635, IJKCC Important papers. Memorandum, 4 April 1941.
PRO. T/236/409, UKCC, Appointment to the Board. Letter from Catto to Fraser and
Horace Wilson, 16 June 1942.
28 PRO. T/236/409, UKCC, Appointment to the Board.

26
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avoid the appearance that the British government was willing to begin a
program of uneconomic operations. 29 In fact, the Treasury stressed that once
the practice of pre-emptive purchasing ended with the end of hostilities, the
British Government would no longer be willing to pay the inflated prices
which it had agreed to during the war. 3° But as a rule, the Treasury did not
interfere overmuch with the UKCC purchases which were made for economic
warfare reasons, recognising the justification for these purchases.

Foreign Office
The FO was an elite department with authority over all diplomatic
activity. It kept a tight control over its position by ensuring that all contacts
with other governments passed through the Office, and that officials of other
ministries who served abroad were under the authority of the local
Ambassador.31 While the FO had influence over diplomatic poiicy, foreign
financial policy was a different matter. It was unprepared to handle economic
matters, although it attempted to extend its economic influence. 32 During the
war this shortcoming was mentioned several times. For example, in the
government White Paper dated January 1943 (Cmd. 6420), members of the FO
were characterised as having "insufficient understanding of economic
questions."
The MEW, a new department, was awarded the task of waging
economic warfare through diplomatic and economic means, a task recognised
as being outside the FO's ability. The MEWs efforts to bridge the gap between
PRO. T/ 263/43, Board Minutes 1945, letter from Waley to Nixon, 29 March 1945.
PRO. T/236/401. Anglo-American Support Purchases in Turkey. Telegram from FO to
Washington, No. 7495,24 August 1944.
31
FO worked closely with the Board of Trade but was not on particularly good terms
with the Treasury's Overseas Finance Division or with the Bank of England. David
Reynolds, Britannia Overruled; British Policy and World Power in the Twentieth Centi
(London: Longman, 1991) p. 47.
32 It expected to do this in part through control of the MEW.
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economic and diplomatic policy within the British government was
something which the FO saw as a natural extension of its bailiwick. This was
one cause of the strained relations between the two departments. Another
reason was that the MEW had been expected to be under FO control. Pre-war
plans, as detailed in Chapter 1, were based on FO staffing and controlling of
economic warfare policy. But as the MEW developed, less FO control was
practicable, especially under Dalton's Ministry, and the relationship became
adversarial. This was exacerbated by the MEW's use of unconventional
weapons which increased the FO's distrust of the Ministry. A conservative
and traditional department, as late as 1955, the FO viewed propaganda as a
"necessary evil." The need for unconventional weapons was recognised, but
was viewed with distaste.
This already difficult situation was made worse by social differences.
The FO was an established department, run, in David Reynold's words, by
"an elite that was ... deeply ingrown, meshed together by a web of contacts
fostered through school, university and club." This contrasts sharply with
the MEW, a new department, partially staffed by non-career civil servants,
who had experience in commerce, and from which the FO personnel was
removed. Thus the existence of the Ministry of Economic Warfare was
perceived as a threat to the FO. Newton claims that the FO was opposed to
industrialists exploiting their business connections in a form of unofficial
diplomacy. 35 Whether it did not want industrialists to act in this manner
because of concern that they might do damage, or whether the FO was upset
by the lack of professional diplomatic expertise, Newton does not say. The
two reasons are related, however, because it was as a result of the lack of
professionalism that the FO was concerned that the MEW might cause
Lord Strang. The Foreign Office. (London: George Allen & Unwin, Ltd., 1955) P. 23.
Reynolds. Britannia. p. 50.
35 Scott Newton. Profits of Peace: The Political Economy of Anglo-German Appeasement.
(Oxford: Clarendort Press, 1996) p. 156.
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damage. Being career diplomats, those civil servants within the FO were
unlikely to have much appreciation for businessmen. But it was precisely
these sorts of commercial relationships that the Ministry was planning to use
to attack the German economy.
Despite the difficulties, the two departments had to work closely
together. 36 The Ministry negotiated War Trade Agreements, and had to keep
the Foreign Office informed of its progress. This was important because other
negotiations were often ongoing and they were dependent upon one another.
Additionally, the Ministry relied heavily on the Consuls overseas and since
they reported to the Foreign Office, the two departments had to work
together. The FO also handled all MEW telegrams. Much of the
correspondence was directed to the FO to be forwarded to the MEW, and the
MEW's class of telegrams, ARFAR, went through the FO. This meant that the
Foreign Office had access to all of the Ministry's incoming communications.37
Despite this fact, the FO was constrained in its ability to use the information.
At the beginning of the war, it was agreed that ARFAR telegrams would not
be "entered" into the FO archives unless officially transmitted by the MEW.
This meant that the FO was unable to act on these telegrams despite seeing
them as they were received.
The FO did what it could to control economic warfare matters. In 1941,
it was decided that all the correspondence should be centralised in the
Foreign Office. The FO proceeded to scan letters and ask the MEW for its
comments and recommendations on particular points. 38 The Ministry's
36 0ne sign of the interdependence of the two departments is that the records of the Ministry
of Economic Warfare in the PRO are kept under a FO listing.
37 Because of this arrangement, the FO had the opportunity to read all incoming telegrams,
and had the option of either forwarding it on or not. The MEW was unable to take action
of which the FO was not aware.
38 PRO. FO/ 371/28866, General, Co-ordination. W381 /171 / 49, Chartering of French Ships
for employment in U.S. waters, 10 January 1941, letter to Steel (FO) from Owen (MEW), 9
January 1941.
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response was to respond to all queries, which helped establish the MEW's
position as the "expert" on economic warfare. While the MEW might have
preferred to control more of the economic warfare-related negotiations, it had
to be satisfied to be regarded as the resident expert. This did help to advance
its cause, and the hope was that it would keep economic warfare priorities in
the forefront of negotiations.
The FO was in the unenviable position of being the department to
which foreign governments made their complaints about economic warfare
policies and restrictions. The FO spent a great deal of time receiving reports
of complaints and publidy supporting and defending British policy, policies
in which the FO had no direct input. When the FO had opposed the policy,
its diplomatic task was particularly difficult. As many complaints related to
the way that contraband control was carried out and the delays caused to
shipping, this was a source of much tension between the departments. The
complaints were often exaggerations, or otherwise unreliable, but the FO was
inclined to believe them in opposition to the MEW and Admiralty. The
Admiralty supported the MEW's activities, and backed up the Ministry's
assertion that the delays were not unreasonable. 39 In October 1942, the
Military Branch wrote to the FO about a telegram, 40 which exposed the
"baselessness of the Axis inspired reports of rough handling at Trinidad."41
But despite evidence to the contrary, the delays remained a point of
contention.

Delays in Trinidad remained a difficulty both with neutral ships which were searched
there, and within the British government. But during the use of Trinidad as a contraband
control port, there had never been a ship in control for longer than six days.
40 F0 telegram 153 Saving (Z 5171/24/ G to Madrid, July 3 1942). PRO. FO/ 371 / 28739,
General, Co-ordination.
41 PRO. FO/371 /32408, General, Co-ordination. W13822/ 10/49, delays to Spanish ships at
Trinidad, 16 October 1942, letter from Military Branch, Admiralty, to Talbot (FO), 16
October 1942.
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The FO continued to ask the MEW to lessen the length of delays. But
the MEW had little sympathy for those who worked to evade the blockade.
As far as the Ministry was concerned, delays were the fault of the shipping
companies, caused by the quantity of contraband that was found, as well as
by evidence of other irregularities which were forcing the British authorities
to be more thorough in their contraband control. If ships held to their
navicerted undertaking, the delays would have been brief. The Ministry
therefore suggested that the way to lessen delays was for the shipping
companies to "take steps to put a stop to these persistent attempts by their
employees to deceive or evade the contraband control which appears to be
the chief cause of these delays."43
Another reason for the lack of MEW sympathy for the plight of
shipping companies was that, while the Ministry was attempting to lessen
delays, the shipping companies were not implementing Ministry suggestions.
One such example was staggered sailings. The Ministry announced that it
was not possible to search more than one ship at a time because of limited
personnel. If two ships arrived simultaneously at the contraband control
port, delays would be lengthened. The Ministry asked the shipping
companies and local officials to arrange that ships would not call at
contraband control ports at the same time, which would not have been
difficult given the limited number of sailings and the short supply of vessels.
When this was not done, the MEW had no sympathy for the shippers. 44 As
the Ministry perceived it, the shippers had "themselves rendered fruitless our
efforts to comply with their requests." 45 As the Ministry blamed shippers and
This was a particular difficulty with Spanish vessels.
43 PRO. FO/ 371 / 32408, General, Co-ordination. W15013/ 10/49, Contraband control at
Trinidad, 9 November 1942, from British Embassy at Madrid to the Spanish Ministry of
Foreign Affairs, 28 October 1942.
44 This happened during December 1942 at the Trinidad contraband control port. The
Spanish ships Cabo De Puena Esperanza and Cabo de Hornos arrived one after the other,
both requiring contraband control at the same time.
PRO. FO/ 371 / 32408, General, Co-ordination. W17122/ 10/49, Delays to Spanish ships, 19
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smugglers for delays, it was unhappy about making the concessions in
lessening delays desired by the FO for foreign policy reasons.

Despite the differences, the co-operative effort between the
departments had the potential to strengthen the British economic war. The
War Cabinet expected the MEW to work with the FO in making its proposals,
both for new policy, and in response to questions from the government. Some
MEW memoranda were co-authored with the FO. In other cases, both the
MEW and FO put forward memoranda of their own, some of which were in
agreement, and others of which conflicted. Where there was a dispute, the
War Cabinet would encourage the two to come to an agreement on their own.
Relations between the FO and MEW were particularly strained during
Hugh Dalton's tenure as Minister, from 1940-1942. Dalton wanted to pursue
economic warfare as far as possible, and was angered by FO objections. In his
own words, he saw his duty as "to lights the fires and let the F.O. extinguish
them if they must." 46 The FO was eager to maintain diplomatic relations with
neutrals, and was unwilling to allow Dalton's policies to aggravate the
delicate situation.
One strong supporter of the FO in its disputes with Dalton was Sir
Samuel Hoare, His Majesty's Representative in Madrid. 47 Dedicated to
Franco's regime, he complained to London if he heard any hint that any
British government section was involved with activities against Franco.

48 In

December 1942, cypher telegram from FO to Madrid, 20 December 1942, No. 1652.
46 HDP. Dalton Diaries, Vol. 22, 16 May 1940.
47 Hoare has a reputation as an appeaser, and is the subject of historical dispute. Smyth
claims that Hoare was unpopular figure because of his extreme right-wing views, and that
he was appointed to Madrid to remove him from the British political scene (Denis Smyth.
Diplomacy and Strategy of Survival; British Policy and Franco's Spain. 1940-41.
(Cambridge: Cambridge University Press, 1986), p. 27), while Preston claims that the
choice of Hoare shows the importance of the Madrid Embassy and the maintenance of
Spanish neutrality. (Paul Preston. The Politics of Revenge. Fascism and the Military in
twentieth century Spain. (London: Unwin Hyman,. 1990) p. 56.) He claims Hoare was a
likeable man,, and his appointment was made in the hopes that Franco would like him.
Smyth, p. 38.
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his opinion, the MEW's policy of blockading Spain was dangerous. As
discussed in Chapter 5, he believed the British government had to encourage
and help Spain, and that any change in economic policy was very
dangerous.49 The FO concurred, urging that the blockade not be strictly
enforced in order to encourage Spain to remain neutral. But Dalton saw the
leaks in the blockade through Spain, and worried about a situation similar to
Italy before she entered the war. He was therefore eager to enforce the
blockade in Spain as completely as possible.
When the FO campaigned in the fall of 1942 to lessen contraband
control restrictions on neutrals, it did so with the full support of Sir Samuel
Hoare.5° The correspondence between the FO and Hoare shows how the FO
viewed the MEW, and the actions it was willing to take to interfere with the
MEW policy. Strang told Hoare that to "produce a perceptible effect" it was
necessary to make definite demands. A request for the MEW to act
moderately would get the reply that "their agents are models of discretion
and despatch, and that the Spaniards are liars bent on working up an artificial
agitation."51 Since there was plenty of evidence available to reinforce the latter
part of the MEW's assertion, the FO was unable to do anything more. To
force a change, the FO asked Hoare to send
a representation that, say, an incident similar to that of which
you are complaining ought not to be allowed to recur for at least
a month, or whatever the period may be. Then we are in a
strong position to tackle the Ministry of Economic Warfare.52
When it received the Admiralty's explanation that delays were not longer
than six days, the FO passed the information over to Hoare in Madrid. The
In June 1940 the Spanish government offered to join the war on the Axis side, and three
months later, in September, a further offer was extended.
His aversion to the MEW continued after Dalton moved to the Board of Trade, as will be
seen shortly.
51 PRO. FO/ 371 / 32408, General, Co-ordination.W14032/ 10/49, Contraband Control, 31
October 1942, letter from Strang (FO) to Hoare (Madrid), 26 October 1942, Personal and
Most Secret.
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FO deliberately misrepresented the facts, explaining that "six days as a
general rule j far too long." 53 The FO also complained that the "searches have
produced singularly little to date,"' a view which was both biased and
untrue. Hoare, having been coached as to what to say and how to say it, sent
a telegram to the FO explaining that
The main complaint of the Spanish authorities remains length of
time their passenger ships are held in Trinidad for control,
which I note from your despatch No. 327 has approximately
doubled since the beginning of the year. I consider, if we wish
to avoid this being a continuous cause of resentment, control
should not last more than three days.55
Thus the FO had the weapon it wanted for restricting the MEW's actions. It
used Hoare's letter to demand that the MEW limit the time ships would have
to wait for contraband control.
The MEW responded that it was not practicable to place a limit on the
delay period, or even to require authority from London for longer delays.
The reason was that something might be found on the last day which would
justify a further, more careful, search. As the Ministry pointed out, there
would not be time for the control staff to contact London, and therefore the
officer would be bound by the rules to release the ship. 57 The FO duly sent a
telegram to Madrid explaining that it was "undesirable to impose a binding
period of limitation, since grounds for further search may be discover [sic]
during the examination." 5 Despite its desire to place restrictions of the
PRO. FO/371 /32408, General, Co-ordination. W14819/ 10/49, delays to Spanish ships at
Trinidad, 5 November 1942, note on file from Steel (FO).
Ibid.
PRO. FO/371 /32408, General, Co-ordination.W14819/ 10/49, delays to Spanish ships at
Trinidad, 5 November 1942, cypher telegram from Madrid to FO, No. 1554, 3 November
1942.
Hoare wrote to Strang upon sending his telegram to the FO, explaining that he appreciated
the difficulties the FO faced in "dealing with the Ministry of Economic Warfare" and he
hoped that his telegram would "strengthen your hand." PRO. FO/ 371 / 32408, General, Coordination. W15067/ 10/49, control of Spanish ships at Trinidad, 10 November 1942, letter
from Hoare to Strang, 3 November 1942.
57 PRO. FO/ 371 / 32408, General, Co-ordination.W16196 / 10/49, delays to Spanish ships at
Trinidad, 2 December 1942, letter from Ewart Williams (MEW) to Talbot (FO), 1 December
1942.
PRO. FO/371 /32408, General, Co-ordination. W16196/ 10/49, delays to Spanish ships at
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MEW's actions, the FO was forced to recognise that the Ministry's position
was correct. Despite the FO's more senior position, the MEW was able to
assert its independence, and maintain its operations on the strength of its
arguments.

Once Selborne was appointed Minister, relations between the
departments eased, and the MEW did co-operate with the FO, trying to
encourage good will, although preferably not at the expense of economic
warfare. Aware that the FO disliked the Ministry's propensity to follow its
policies without regard to the realities of the political world, concessions were
granted. In August 1943, when the MEW was consulted about the treatment
for the head of the Danish Legation in Buenos Aires, it responded that the
"normal procedure would be to include him in the Statutory List but, as he
has diplomatic status, we propose in the first instance merely to warn British
subjects in Argentina to sever connection with him."59

Co-operation with the FO was potentially very helpful, as the British
representatives overseas were a good resource for the Ministry. The strength
of economic warfare policies depended to a great degree on how well the
policy was matched to the area. Without current intelligence about the local
territory, it was impossible for the MEW to put useful policies into place. The
Black and Statutory Lists required an intimate knowledge of the native power
structure in order to be effective, and the FO representatives were
instrumental in learning about such matters. One example of how much the
representative could aid the Ministry arose in Bolivia. The Ministry was
Trinidad, 2 December 1942, cypher telegram from FO to Madrid, 5 December 1942, No.
1533.
59 PR0. FO/837/34, Ministry of Economic Warfare Actions Taken, Europe, USA, Latin
America. Statement of Action Taken, August 1943, p.2.
Intelligence had reported that Mr. Pedersen had "close enemy associations."
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considering Black Listing those newspapers which were hostile to the Allies.
It was informed by the local consul that freedom of the press was an
important political issue, and that such a move would be received with
hostility. Black Listing hosifie newspapers would cost the British public
sympathy and would give no advantage, since there were other, anti-Ally,
sources of news. 6° Instead the suggestion was made that all exports of
Canadian newsprint be consigned to one company6l which was instructed by
the head office to sell only to certain interests - namely the pro-Allied
newspapers. 62 This solution, and the problems it avoided, would not have
been dear without intimate knowledge of the area. Only with this type of
informed assistance could economic warfare policies be effective and
diplomatic pitfalls be avoided.
But the co-operative effort benefited both departments. The MEW had
a dear grasp of economic warfare matters, and handled queries about
economic warfare matters from the FO. The questions asked showed the
extent to which the Foreign Office relied upon the MEW to do the
groundwork. In fact, while the FO continued to distrust the MEW, complaints
about economic warfare were quieted somewhat by the Ministry's
accomplishments, and what the FO saw as a generally sound policy. As
Talbot wrote in the summer of 1942, "M.E.W. put a good appearance on their
activities and it is more difficult to find them at fault in their theoretical policy
than in their practical interpretation of

it."63 As

more results could be seen, the

FO was more comfortable with MEW activities. One case concerned
investigations into the possible German connection of a friend of Prince
The agent described these sources as "cliques of hostile agents" and included the National
Paper and Type Company in the United States.
61 W.R Grace and Company
PRO. FO/ 371 / 28739, General, Co-ordination. W1467/ 7/49, Statutory - listing of hostile
newspapers, 14 February 1941, Decypher to Mr. Dodds (La Paz), 7 February 1941, No. 10
ARFAR.
PRO. FO/371/32446, General, Co-ordination. W10556/37/49, economic warfare in Latin
America, 30 July 1942, note on file from Talbot. 3 August 1942.
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Bernhard of the Netherlands. Stewart wrote that while the FO did not "know
exactly what M.E.W. and T.W.E. are doing. ... their burrowings into this
appallingly complicated rabbit warren seem to have produced condusive
evidence of German connection.""
As time went on, the MEW became better able to foresee the concerns
of the FO and this helped smooth their relations to some degree. The
Ministry took care to meet the FO's demands, and began to implement its
economic warfare policies with a minimum amount of fuss. The Ministry
investigated the shippers' actions, and developed its strategy around the
ships' routines, arranging to send the neutral ships to contraband control
ports without requiring a large deviation from their original courses. For
example, Spanish ships were calling at Trinidad for water since it was not
available at Curacao where they called for bunkers. Thus the ships had to
stop at Trinidad even if they were not required to do so for contraband
control reasons. A further benefit of this was that delays in shipping could
be blamed on delays in getting the water on board. This offered a tangible
explanation which was unrelated to a fault or problem of the MEW.66
With greater political understanding, the MEW was more amenable to
making concessions which were necessary. For example, when Marshal
Pétain petitioned for permission to receive his annuity payment from a
Canadian Life Insurance company, the British government allowed the
payment, despite the general restriction on transfers of money into Occupied
Europe. 67 The MEW agreed that for a Head of State, allowances should be
PRO. FO/371/36531, General, Co-ordination. W16740/54/49, Information on enemy
concerns in U.S. and Canada, 4 December 1943, note on file from Stewart, 17 December
1943, PRO, Kew.
PRO. FO/371/32408, General, Co-ordination. W13822/ 10/49, delays to Spanish ships at
Trinidad, 16 October 1942, letter from Military Branch, Admiralty, to Talbot (FO), 16
October 1942.
66 However the FO saw this as a difficulty because it made delays appear longer.
67 PR0. FO/ 371 / 28739, General, Co-ordination. W1609/ 7 /49, Release of annuity payments
due to Marshal Pétain, 17 February 1941.
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made. In another example, the son-rn-law of the President of the Bank of
Brazil was not black listed despite proof of enemy activities because it was
likely that he could soon be in a position to retaliate against the British
authorities should they upset him. The MEW acquiesced to the FO request
not to antagonise him.68

Despite the improvement in relations when Selborne was appointed,
and MEW concessions and attempts to ease relations with neutrals detailed in
part above, relations remained strained. The FO would either avoid a
discussion with the Ministry or would try to circumvent it. One such case
occurred in the summer of 1942 when the possibility of extending the Black
List after the end of hostilities was discussed. The FO was aware that it did
not have enough information on the subject, and therefore it was on guard
against "being led into too dogmatic a discussion with the M.E.W., who may
be trusted to produce more or less bogus facts and figures to prove the
efficacy and importance of their listing policy." 69 Therefore, instead of
preparing to help and work together to reach a solution, the FO considered
replying that it wanted the Ministry's observations as to the "actual
effectiveness of the list in hindering Axis war effort in present conditions." It
was hoped that this sort of reply would "put them a bit more on the defensive
and provide us with better openings."7° In another case where the FO
disagreed with the Ministry, it "agreed not to pursue the matter further. We
can make out a case but it will only lead to a long and inconclusive argument
with M.E.W." This occurred in August 1943, over the question of making the
PRO. FO/ 371 / 32409, General, Co-ordination. W14345/ 18/49, Sparano, 27 October 1942,
letter from General Department (FO) to Chancery, British Embassy, Rio, 2 November 1942.
PRO. FO/371 / 32445, General, Co-ordination. W8785/ 37/49, War Trade List Policy, 18
June 1942, note on file from Steel, 23 June 1942.
PRO. FO/371/32445, General, Co-ordination. W8785/37/49, War Trade List Policy, 18 June
1942, note on file from Steel, 23 June 1942. The note sent is not found in the archive.
PRO. FO/ 371 / 36588, General, Co-ordination. W11551 / 2661 / 49, Eastbound Passenger
declaration, 10 August 1943, note on file from Dean, 19 August 1943.
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Master of a ship responsible for everything which happened aboard his ship,
based on the reasoning that it would stop the Master from claiming that since
he did not know about smuggling or other illegal activities, he was not
responsible for such violations.

The continuing mission in Latin America became a battleground
between the FO and the MEW. The dispute over economic warfare policies in
Latin America had grown, and the FO decided that with the entry of the U.S.
into the war, circumstances had changed. It wanted to re-structure the
weapons used against the Axis and to retain only the weapons which met two
criteria: "(a) are really going to injure the Axis and (b) are not going to make
disproportionate trouble for us in the country concerned." The MEW was
wary that moderation of economic warfare policy would turn into "complete
abandonment of all economic warfare in Latin America," 7 and accused the
FO of pressuring it to halt the economic warfare effort in South America
before it had a chance to succeed.
The FO was unwilling to leave the policies as they stood, believing that
the measures were superfluous and harmful. In an attempt to change the
policy, the FO sent secret telegrams to seven consuls, asking if they agreed,
and if so, asking "for evidence in support of our case which we can use with
the Ministry of Economic Warfare." 74 This telegram, going behind the backs of
the MEW and asking for help making a case against the Ministry, shows how
insistent the FO was on changing the Ministry's plans. The Ministry's
paranoia that others were working to have their programs cut appears
justified. When the FO could not achieve its ends by direct assault, it looked
PRO. FO/ 371 / 32446, General, Co-ordination. W11910. economic warfare in Latin
America, 2 September 1942, cypher telegram from FO to Havana Mexico, Guatemala,
Bogota, Caracas, Lima, Buenos Aires and Rio de Janeiro, 9 September 1942, Personal and
Secret.
Ibid.
Ibid.

Chapter 7

page 259

to other means of attack. As it turned out, the FO did not get the support that
it anticipated. When the MEW actions were investigated it was found that
"little serious friction seems to have been generated." 75 The consuls were in
favour of maintaining the status quo in order to determine how the
governments were going to respond.76
While the FO was stymied in its attempt to overthrow some of the
economic warfare policies in Latin America, it did take the opportunity to
remind the consuls that the MEW did not have the whole-hearted support of
the FO, and that any questions about the Ministry's policy would be
welcomed. As Steel wrote Ministry of Economic Warfare telegrams do not necessarily by
any means represent Foreign Office views, and have in many
cases not been seen by us, so that you should not hesitate to
raise political points with us whenever you consider this called
for2'7

Some of the FO's hostility towards the MEW was related to finance.
The FO observed the amount of funding the Ministry received, and was
resentful. The FO was not a supporter of the Ministry programs, and did not
have much faith that the Ministry's policies would harm the Germans, or that
they would increase British trading and thereby help the country escape its
growing financial problems. By the end of the war, financial difficulties were
taking their toil on the FO. As the FO perceived it, Britain's "stringent
financial position must inevitably put a severe strain on our diplomacy." 78 The
PRO. FO/371 /32448, General, Co-ordination. W15228/37/49, economic warfare in Latin
America, 13 November 1942, letter from Steel to Bateman (Mexico City), 27 November
1942.
76 PRO. FO/ 371 / 32448, General, Co-ordination. W15228 / 37/49, economic warfare in Latin
America, 13 November 1942, letter from British Legation, Mexico City, to Neville Butler,
FO, 26 October 1942.
PRO. FO/371 / 32448, General, Co-ordination. W15228/37/49, economic warfare in Latin
America, 13 November 1942, letter from Steel to Bateman (Mexico City), 27 November
1942.
78 PRO. FO/ 371 / 40952, Economic and Reconstruction. liE 169/169/53, Overseas Resources
and Liabilities, 10 July 1944, note on file from J . E. Coulson, 18 July 1944.
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shortage of funds would not only handicap it in carrying out foreign policy,
but additionally, delicate negotiations over financial matters demanded
attention. It also increased British dependence on American goodwill. These
burdens were, at least in the eyes of some in the department, a result of the
free spending of the MEW.'
The incorporation of the United Kingdom Commercial Corporation
intensified the FO's dislike for the MEW. (This could in part have been
caused by the Treasury's important role in UKCC operations, of which the FO
is likely to have been jealous.) The UKCC made pre-emptive purchases for
economic warfare reasons, and was given a large budget, for which it did not
have to account to the Treasury. 80 More distrust was generated, and this did
not help relations between the departments. As the FO made very dear, the
iJKCC was, in their opinion, simply a company and therefore not entitled to
the advantages which belonged to governmental departments. In December
1940, when a letter from the UKCC to the FO was addressed "Dear
Department," the FO was furious. As one staff member wrote,
We should not be beguiled by being addressed as 'Dear
Department' by an official of the U.K.C.C., ... By addressing us
thus he begs the question of the status of the concern for which
he now works, which for our purpose is best described by the
last three words of its registered name - i.e. 'Commercial
Corporation' under the 'Limited' Companies Act and therefore
no sort of a Government Department at all.81
In fact, the UKCC, while a Corporation, was government funded, and staffed
by ex-civil servants, and its purpose was to carry out government purchases
and advance British governmental policy. What is particularly interesting is
that the UKCC's letter was from ex-Consul Fell, a person with considerable
PRO. FO/ 371/40952, Economic and Reconstruction. IJE 169 / 169/53, Overseas Resources
and Liabilities, 10 July 1944, note on file from J . E. Coulson, 18 July 1944.
80 The UKCCs accounts were signed by a firm of chartered accountants, and were not
subject to review by the Accountant and Auditor General. (PRO. T/263/59. UKCC
General. Letter from Jack (UKCC) to Swinton, 10 June 1942.)
81 PRO. FO/ 371/24210, Political, American, General. notes on file, Addition No. 3, p. 355,27
December 1940.
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experience within the government, although from a business perspective
rather than high policy. While previous FO complaints had been based on the
lack of experience and knowledge of the MEW, the FO, when faced with an
experienced bureaucrat, found another reason to complain.
The IJKCC was thriving, assisted by its government start and its staff
of distinguished ex-civil servants, two factors which should have gained it
favour with the FO. Because of these factors, it was also trusted with a large
number of government documents, which was startling considering that such
documents were usually not given even to older departments with a proven
record of reliability. This upset the FO, which considered that because "the
Government have no say in regard to the engagement of the UKCC staff or
their arrangements for handling confidential papers," 82 its access to
confidential papers was foolhardy. This is an overstatement, given that the
Board Members of the Corporation were chosen by the Treasury, with the
agreement of the Board of Trade, MEW, and the Foreign Office itself.
Despite the early successes of the UKCC, the FO was determined to be
cynical. It was certain that the UKCC's assistance was only of limited value to
Britain. According to the FO, the work in South America "merely duplicates
existing commercial organisations."84 The FO did not want to assist the
UKCC directly, and refused to see any good which could come from the
policy of having the UKCC in operation. It was unable to see any benefit and
wrote that
It needs ... a stretching of the imagination to see what
advantages British trade wifi gain from an organisation whose
immediate purpose ... is to encourage the building-up and
financing of consignment goods for the countries of South
America, the customs houses of which already bulge to bursting
with unsold British goods, nor in point of fact is there a single
PRO. FO/ 371 / 24210, Political, American, General, notes on file.
PRO. T/236/409, UKCC, Appointment to the Board.
PRO. FO/ 371 / 24210, Political, American, General, notes on file.
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country in S. America to which we wish to export more than we
are doing at present,
These sorts of challenges were brought against the UKCC's activities by
departments and individuals who did not appreciate the value of pre-emptive
purchases during the war, and the expansion of trade for the post-war period.
This is discussed further in Chapter 8.
Because of this dislike and distrust, the FO was prepared to hinder the
UKCC's efforts whenever possible. This attitude was taken to absurd lengths.
One on occasion, an official sent to the MEW was told to "make all sorts of
promises, and maintain his firm resolution to implement none of them!" A
letter sent in January 1941 seems to have followed this recommendation, for it
certainly showed a favourable interest in the UKCC's operations, and claimed
that with a better understanding of its task, the FO could decide which
telegrams and information should be sent on.87

The FO's dislike was not directed solely at the MEW, and the
department often found cause to be angered by the Treasury as well. The
British government was engaged in an on-going dispute with the Norwegian
government about damages owed in Prize Court. In September 1942, the
Treasury wrote a letter explaining that while it was not in agreement with the
Norwegian Government, it wanted to avoid Court Proceedings, and it was
willing therefore to make a settlement offer. The FO's response to this letter
was a note on the file by Ward saying "That is an old Treasury custom - to
make their letter look pretty in an eventual 'dossier." This type of belittling
comment about other departments was the standard reaction from the FO.
PRO. FO/ 371 / 24210, Political, American, General, notes on file, Addition No. 3, p. 355, 27
December 1940.
PRO. FO/371/24210, Political, American, General, notes on file.
87 PR0. FO/ 371 / 24210, Political, American, General, A4142/4142/ 51. Letter from FO to Fell
(UKCC), 4 January 1941.
PRO. FO/ 371 / 32448, General, Co-ordination. W13126 /247/49, Settlement of Norwegian
claim, 30 September 1942, note on file from Ward, 2 October 1942.
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In fact it appears that the FO had little patience for any other
department. The Foreign Office was accustomed to being the premier
department. It was the centre for information and correspondence for the
Empire, and therefore very prestigious. Other departments were usually
subservient to the FO. The Dominions Office, the India Office, and the
Colonial Office all answered to the FO. The MEW's attitude must have been
quite a shock to the FO, particularly as the potentially powerful Ministry was
not under its control, as had been expected. The dislike can be explained by
the FO's fear that the MEW would gain political favour and thereby
undermine the FO's authority. Personality disputes along with institutional
disdain added to the poor relations. While the FO was not powerful enough
to stop MEW activities, it wielded authority and could impede MEW
operations. The MEW was dependent on FO co-operation, and had to spend
time negotiating interdepartmental issues.
Conclusion

The ability of the Ministry of Economic Warfare to get along with other
departments was necessary in order to accomplish its goals. Co-operation
from many departments was required in order to implement economic
warfare plans fully. The MEW did receive more good will than might have
been expected, given that it was a new department, trying a new form of
warfare with new weapons. On the whole, other departments did assist the
Ministry where possible, but there were many practical limits to what could
be done. The same military and economic limitations which affected the
British economic warfare effort hindered other parts of the British
government, and meant that the other departments were often unable, rather
than unwilling, to help the Ministry. One such example of this was the
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Admiralty, which wanted to enforce the blockade, but did not have the naval
resources to do so.
After 1942 there were more means for implementing MEW strategy,
but additional assistance was not forthcoming. This was partially a result of
the fact that the MEW had few successes with which to push for further help,
but also because even with the progress made, the actions requested by the
Ministry were often impossible, such as the requests for bombing raids. It is
possible that had the Ministry been able to enforce its policies as strongly as it
would have liked, more damage could have been done to the German
economy. But the system of checks put into place allowed the MEW to
develop its strategy, but did not give it the means to execute its decisions, this
meant that the overall British war effort was considered before actions were
taken. This prevented the MEW from following its mandate single-mindedly,
which might have hindered British diplomatic efforts and made the overall
war effort suffer.
Strife with the Foreign Office did hinder the MEW's activities
throughout the war. It is clear that the FO had an intense dislike of the
Ministry, which had far more independence than had originally been
expected. According to the pre-war plans, the FO was to be the parent
department for the Ministry, and as such would have had much more control
over the economic warfare strategy. The MEW asserted its independence and
cut its ties, primarily by making staffing changes which replaced FO
personnel with staff chosen by the MEW. In so doing, it alienated the FO. As
89

The SOE faced similar problems in dealing with the FO. In August 1941 the 501 was taken
from the SOE and turned into the Political Warfare Executive, an independent body. The
MEW, MOl and SOE were each given some say in what the policy of the department
would be, but the FO had overall control. The official policy was that the FO had to
approve all operations, a doctrine called "no bangs without Foreign Office consent." The
reason for this control was that the resistance activities within a country, which the SOE
was to influence and enhance, would effect the type of regime which would be in power
after the war. Thus, because of the post-war repercussions, the SOE was not trusted to be
responsible. This sort of attitude seems to have plagued the newer, war-time departments.
While the general theory of the time seems to have been that this organisation would be
less expensive and as easy to run, in fact, the struggles between departments hindered the
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long as the Ministry was not under FO control, the MEW could get only the
most grudging respect for its actions. The FO was in a position to greatly
assist the Ministry, as dependence on neutrals was crucial to MEW
operations. But the FO maintained its position that relations with neutrals
should not be harmed by the British economic warfare effort, and as a
consequence did what it could to restrict the activities of the MEW.

efforts. M.RD. Foot. SCE: An Outline History of the Special Operations Executive 1940-46.
(England: British Broadcasting Corporation, 1984) pp. 24, 160.
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Chapter 8
Economic Warfare and British Trade

British trade suffered during the war. Shipping was scarce, as were
labour and raw materials. Early in the war, general disruption and the
diversion of ships drastically lowered British trade. In October 1939, total
import trade for the month was approximately half that of peacetime levels.'
Blockade restrictions also hindered trade. But while the war was damaging
trade, economic warfare also had the potential to expand trade. The MEW
was keeping German goods out of many markets which might therefore be
open to British exports. Through the United Kingdom Commercial
Corporation the British government encouraged new trade relationships in
Turkey and other countries. The Corporation also worked to help British
companies maintain their operations during the war, and sought to build up
British trade even beyond the natural demand for other suppliers.
The British government pursued the policy which included trying to
boost British trade. Theoretically, trade would be encouraged in order to
secure the foreign exchange necessary for financing imports, and export trade
would be maintained to ensure that employment in non-war industries
would not fall unduly and that overseas markets could be maintained for the
post-war era. As Halifax informed the Departments of Overseas Trade,
during the war "maintaining the largest possible flow of exports from the
United Kingdom" would remain a high priority, and "every endeavour must
be made to continue assistance to United Kingdom export trade to the fullest
1

Martin Doughty. Merchant Shipping and War; A Stud y in Defence Planning in TwentiethCentury Britain. (London Royal Historical Society, 1982) p. 154.
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extent." 2 Additionally, the British government saw the war as an opportunity
for "securing additional trade as the result of the elimination of enemy
competition in many parts of the world." 3 The task of assisting British trade,
both during the war and for the post-war era was given to the Ministry of
Economic Warfare, which saw it as a secondary objective of economic
warfare.

For most traders the outbreak of war was detrimental to business.4
Aside from the danger of loss, shipping efficiency dropped automatically by
25-40% with the implementation of the convoy system. 5 This meant that
supplies and materials were harder to get, as well as more expensive.
Furthermore, markets, even those which were open to British goods, were
limited by the dangers to shipping. Economic warfare extended the
ramifications of the war for British businesses. Imports and exports were
delayed, if not halted outright. Many shippers, particularly those to India and
the Far East, were badly affected. When German goods were being shipped,
the ships were either captured or went to neutral ports; in either case, the
goods did not reach their destination, and often the shippers did not know
where their goods had been stopped. The importers, knowing that they
would not be receiving the goods for a long time, refused to pay for the
2 PRO. FO/371/23912, Political, Western, Co-ordination. W12793, August 1939.

PRO. FO/ 371/23912, Political, Western, Co-ordination. W12793, August 1939.
were some businesses which thrived. One business which benefited from the
interruptions in shipping and production was oil. As the Foreign Office discussed in
November 1939, the demand for oil, particularly diesel, rose at the start of the war. Oil
suppliers had established very advantageous terms governing oil shipments: Tankers
were not loaded until payment was made, and if the tanker and cargo were stopped on or
after leaving the home port, the supplier did not incur any loss. Furthermore, the
purchaser often was required to make another purchase in order to replace the shipment.
As one supplier saw it, 'The more the sinkings, or the more the seizure ... the larger and
the better the business." PRO. FO/371/23956, Political, Western, Co-ordination.
W17797/ 17787/49, Oil Supplies to Neutrals, 2 December 1939, letter from James A. Little
to Cadogan (FO), 24 November 1939, about DW Armstrong of the Eastern States
Petroleum Corporation.
von der Porten, The German Nav y in World War H. (London: Arthur Barker
Limited, 1969), p. 34. Further shipping difficulties are covered in Chapter 3.
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shipments. The Exchange Banks, in the meantime, were pressing for payment.
When goods were covered by insurance against war risk it was possible for
the banks to receive payment, although it would be delayed, but without
suitable insurance, the exporters would be driven out of business. Pressure
from the banks was a threat to British export trade, as the traders needed time
in which to arrange payment. 6 Many British firms were in this position, and
according to the opinion of one company, Galbraith & Grant, Ltd., the
"majority of such firms would have to close down as they will not have the
funds to pay the banks with."
With the long history of London as a financial and banking centre, the
British government was torn between traditional demands and economic
warfare requirements. While the government was loathe to interfere with the
successful banking system, it did so when the situation warranted. One such
case was the dash between the banking community and the government over
Confirmed Credits. These were credits made between banks. One bank
would confirm that it would pay a certain amount to another bank's
customer; once this confirmation was given, the other bank treated it as if the
funds were already received. There was a movement within the British
government to stop Confirmed Credits, because they could allow money
transfers to the Germans, counter to economic warfare restrictions. But as a
traditional financial power, the British authorities felt strongly that as a
cornerstone of financial dealings, Confirmed Credits had a sanctity which
6 One business had made shipments of German goods which were valued in the thousands of
pounds. If the delivery did not take place, the shippers would not be able to pay off the
loans which they had taken out to purchase the goods. The company asked the British
government for assistance, but there was little that could be done for the company in
question as the company had dealt primarily with American banks. BEA. C48/191,
Trading with the Enemy, letter to the Secretary of the Board of Trade from Galbraith &
Grant, Ltd., 12 September 1939.
7 BEA. C48/191, Trading with the Enemy. Letter to the Secretary of the Board of Trade from
Gaibraith & Grant, Ltd., 12 September 1939.
The government tried to assist them, advising the Exchange Banks "to do their utmost to
help this country to carry on as before and not to press for payment of goods which have
been held up by forces over which exporters have no control."
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should be upheld. This meant that on the outbreak of war those Confirmed
Credits which were outstanding were often allowed through. The MEW was
willing to be lenient in 1939, when there were many Confirmed Credits which

had been issued before economic warfare restrictions were put into place, and
they were difficult to distinguish from later credits. But once these restrictions
were put into place and publicised, the Ministry was less accommodating. In
April 1940, when Cout±s and Dickensons had accepted Confirmed Credits in
violation of economic warfare restrictions, it was rejected. At that point, even
those who were supporters of the British banking traditions recognised that
private contracts were subject to the laws of the land and the companies
involved had been negligent by accepting the drafts. As such they deserved
no consideration, and despite the tradition, the Confirmed Credits were not
permitted to go through.8

The new restrictions hampered trade. The Black List was implemented
and businessmen suddenly had to familiarise themselves with a range of
forms to fill in if they wanted to continue trading. They worked to comply
with restrictions, ridding themselves of German assets as quickly as possible
by transferring assets to holding companies in neutral countries. The British
authorities permitted this as long as the terms of the settlement or contract
were disclosed to the government.9 In this way the British companies were
able to avoid large losses while the government ensured that the Axis were
not profiting from the transfer. 1 ° To assist British traders in following
economic warfare restrictions, the Ministry of Economic Warfare established a
commercial inquiries section which answered inquiries from trading firms,
S

BEA. C48/ 192, Trading with the Enemy. memorandum, 23 April 1940, The Deputy
Governor, document 37a.
9 BEA. C48/ 191, Trading with the Enemy, letter from Trading with the Enemy Branch to
Keilner, Partington Paper Pulp Co. Ltd., 5 October 1939.
WIt was hoped that this would help the British to discourage or track German cloaking
efforts.
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shipowners and agents. 1 ' Most questions dealt with the consignments of good
which had been detained, or were likely to be stopped by the contraband
patrols.
In the early days of the blockade, businesses were often working at a
disadvantage. While the Black List had been published, and the companies
had been warned to avoid working with those listed, the Statutory List was
not public. The only indication a business would receive as to whether a
concern was on the Statutory List was that the declarations would be refused
if a potential trade listed a business which was included. Unfortunately, the
businesses would have no way of knowing until the request had been
refused, and even then, the grounds for refusal were not given, so companies
could not be certain of the reason. To the public, the existence of the Statutory
List was only an unconfirmed rumour. In April 1940, the Financial Times
wrote an article about the Statutory List, describing it as a long, unofficial list
which included concerns of greater importance and size than those on the

Black List. But three days later the Financial Times recanted its statements,
pointing out that "there is no actual list of these published." 12 It explained
that if certificates were refused, it was simply "indicative that transactions
with the party concerned are discouraged."13
Another problem at the outbreak of war was caused by shippers who
were adjusting to the new restrictions. Shippers were losing money because of
delays from contraband control, and British businesses complained that the
blockade was dislocating trade and causing administrative troubles, with
only "negligible damage" to the enemy. 14 The Ministry tried to be as
11 BEA. C48/ 1%, Ministry of Economic Warfare. Financial News, September 26, 1939.
12 B. C48/ 192, Trading with the Enemy, Financial Times, 4 April 1940, "Enemy Balances'
13 BEA. C48/192, Trading with the Enemy, Financial Times, 4 April 1940, "Enemy Balances"
For a company listed on the Statutory List, the indication of its status would come when
business dried up because companies were unable to work with it. This would have been
difficult to complain about, as how could a company complain that it was accidentally
included on a list which did not exist?
14 PRO. FO/ 371 / 25985, General (American). A 1180, 26 February 1941.
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accommodating as far as possible within the bounds of economic warfare
restrictions. One concession was that a distinction was made between credits
and payments in regards to allowing shipments whereby goods for which
payment had already been made were allowed to be imported, but when the
goods were shipped on credit and payment was expected on delivery, the
transaction was refused. The distinction was based on how and when the
Germans received payment. Hoping to assist businesses, in cases where an
Allied concern had made payment, the Ministry was more lenient. But rather
than making peace with the companies, this caused further problems. Firms
began to claim that they had already made payment on the goods they
wished to import. In one case where the company claimed that they had
made payments, when the Ministry investigated it was found that the
application was full of
deliberate falsehoods as their attention through their London
solicitors was drawn to the question of payment, and after
consulting their client their Solicitors stated categorically that
actual payment and not the mere opening of a credit had taken
place.15
The Ministry discovered that in this case the solicitors were not confused, but
were purposefully lying, as payment of the credits for the shipment would
only be made if the transaction was allowed. This is just one of many cases
where a company eager to ship lied to the MEW about how and when the
payment had been made in the hopes that the shipment would be allowed
through the blockade. 16 The MEW had to look into the history of each
application to catch the falsehoods. If obvious falsehoods were to go through
unchallenged, the blockade would have been a mere farce. These

15 PR0. FO/837/ 165, Enemy Export Control - America. C1250/295, Minute Sheet.
16 In another case a company got a letter from Deutsche Bank claiming that it had paid before
27 November, when the actual transaction took place on 15 December.
PRO. FO/ 837/165, Enemy Export Control - America. Minute Sheet,. Messrs. Van Es & Co.
The application was supported by Dr. Dye from the American Embassy, who supported
many of the applications which later were proven to be false.
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investigations, though necessary, took time, and the subsequent delays was a
further irritant to traders.

The MEW did try to assist businesses where possible and worked to
develop ways to continue normal operations as much as practicable without
damaging the economic warfare effort. For example, in November 1939, the
"Patents, Designs Copywright (sic) and Trademarks (emergency) Act" was
put into place to allow companies and individuals to use German intellectual
property and to pay royalties.'7 This avoided future problems of patents and
designs and trademark registrations which would otherwise have expired
because of unpaid renewal fees. The extension of intellectual property
arrangements was also developed to avoid the resulting difficulties when
third parties used the patent but the registrations were expected to be
restored to the original inventors after the war. 18 Payments were made either
to the Custodian of Enemy Property or into blocked accounts, but the
ownership of the inventions was not confiscated or transferred.19
The MEW took direct action to increase trade and avoid profiteering.
In August 1943, it was brought to the government's attention that some ship
owners were charging "excessive freight rates" especially for voyages between
Europe and South Africa; the Ministry of War Transport proposed putting a
clause in the Ship Warrant Undertaking which would allow it to control the
rates charged by warrant holding vessels, 20 allowing shippers to profit, but
17 PRO. FO/371 /23931, Political, Western, Co-ordination. W14948/ 14783/49, Enemy Owned

Patents and Trademarks, 2 November 1939.

18 PRO. FO/ 371/28738, General, Co-ordination. W647/ 7/49, Payment of Patent renewal fees

to the enemy, 18 January 1941.

19 Similar arrangements were made after 1942 for people holding patents in Axis countries.
Until then, they had been allowed to pay the patent fees to the enemy patent offices to
keep their patents current. This practice was halted when it was realised that it was
permitting the transfer of £18,000 per year in foreign exchange to the Germans. PRO.
FO/837/14, Monthly Reports Submitted by the Minister of Economic Warfare. statement
of action taken for the period April 1st to 30th, 1942, p.9.
PRO. FO/837/34, Ministry of Economic Warfare Actions Taken. Statement of Action
Taken, August 1943, p.4.
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not excessively. This allowed the British traders to operate, without losing
profits because of shipping costs.
Banking was directly affected by economic warfare measures,
especially in the international arena, and despite attempts to help, there was
little that the authorities could do. The government tried to encourage
Britons and neutrals to use those banks which refused to do business with the
Axis, which would hopefully compensate for the lost business. 21 Despite the
Bank of England's efforts to "stress the desirability of employing only 'allied'
banks,"22 the only positive action which could be taken related to direct
Government purchases. The government used these banks for their
purchases abroad, which brought the banks some business. 23 But beyond that,
the government was unable to force use of Allied businesses over neutral
ones and banks which observed economic warfare restrictions lost business.
While the British government focused its energies on meeting war time
needs, British trade remained a priority. Trade could help encourage and
solidify political relations, ensure British markets for goods, and enable the
British government to import necessary items. Favourable trade arrangements
were also used to encourage countries to ally themselves with the British, and
the government was hopeful these economic alliances would assist political
negotiations. Interested in boosting trade where possible, the government
tried to develop policies which would assist exporters. Despite worries about
creating a monopolistic trade organisation, the British authorities recognised
the need for a governmental trading organisation which could boost exports.
21

BEA. C48/191, Trading with the Enemy, letter from McCombe (Trading with the Enemy)
to Cobbold (Bank of England), 11 March 1940.
22
BEA. C48/191, Trading with the Enemy, letter from Cobbold (Bank of England) to
McCombe (Trading with the Enemy), 13 March 1940.
For example, lonian Bank was used in March 1940 for British tobacco purchases in Greece,
BEA. C48/191, Trading with the Enemy, letter from Fraser (Treasury) to Cobbold (Bank of
England), 18 March 1940.
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To this end, the Ministry of Economic Warfare started the United Kingdom
Commercial Corporation.

United Kingdom Commercial Corporation

The United Kingdom Commercial Corporation (UKCC) was
established in April 1940, under the Ministry of Economic Warfare. It was
given two main tasks; it was expected to make pre-emptive purchases of
goods needed by the Axis for their war effort and to boost British trade. Nine
subsidiary companies, broken down by geographical area, were set up, for
"commercial convenience." 24 It was given an initial budget of £1 million with
which it was expected to take "losses on minor purchases to get the feel of the
market, losses on snap purchases made in the teeth of the enemy to damage
German prestige and enhance our own and other small scale financial
sacrifices." 25 It expected to use the money quicidy as these expenses would
mount up. The dual role of the UKCC - to carry out pre-emptive purchases
and to promote British trade - necessitated the establishment of a subsidiary
company to do the work which would incur the losses, while the parent
Corporation conducted the legitimate trade along business lines. 25 Where
possible the UKCC wanted to purchase items which would be resold,
preferably for dollars to boost Britain's foreign exchange reserves. 27 As it
wrote after one trade, "There is a market for this clover seed in America, and
as the price seemed reasonable and has a pre-emptive value, we bought
them." 28 But as its objective was not profit, the Corporation made purchases at
24 H.C. DEB 5s. Vol. 386 [Col. 728-729], 2 February 1943.
PRO. T/263/1, UKCC and Treasury, Correspondence. Letter of January 14, 1941.
PRO. T/263/3, UKCC General. Confidential paper, p.1.
2 'ln April 1940, the UKCC bought Hungarian clover seed instead of Romanian because the
Hungarians could pay in dollars. BEA. C43/635, United Kingdom Commercial
Corporation, to C.F. Cobbold (Bank of England), April 23, 1940.
BEA. C43/635, UKCC Important papers. United Kingdom Commercial Corporation, to
C.F. Cobbold (Bank of England), April 23, 1940.
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uneconomical prices in order to pursue its tactics.
While the UKCC was not intended to make a profit, 30 it was not
adverse to the idea. When engaging in pre-emptive purchases, profits were
sometimes made, and often passed along. For example, when the
Corporation bought Belgian cotton, the profits were given to the Belgian
Government-in- Exile. 31 But the Corporation, as time went on, was less eager
to give away the money earned.
Where the increase in price obtained on sale is very large in
relation to the price paid by the United Kingdom ... we should
not expect to have to pass on the whole amount to the
producing country, though, according to the circumstances, it
might be necessary to agree to a part being passed on.32
In addition to these purchases, the UKCC was supposed to assist trade
"in harmony with the war effort." It promoted British trade, building up
trade relations and worked at strengthening the ordinary channels of British
trade.M This was done by solving political, economic, and transport
difficulties as well as by creating new businesses and stimulating exports
from various countries. It focused it efforts overseas, on Turkey, Persia, Iraq,
Syria, Palestine, Egypt, the Sudan, Spain, Portugal, Greece, the Balkans and
Iceland. By 1942, the UKCC was making purchases on political as well as
pre-emptive grounds, and acting as a supply agent for different governmental

PRO. T/263/1, UKCC and Treasury, Correspondence. notes, pp. 5-6.
PRO. T/263/20, UKCC - Liaison with the U.S.A., The United Kingdom Commercial
Corporation in America, p.4.
31 PRO. T/263/20, UKCC - Liaison with the U.S.A., memorandum on Anglo-American Preemption and Relations Between the UKCC and USCC, p.4.
32 PR0. T/263/20, UKCC - Liaison with the U.S.A., Memorandum on Anglo-American Preemption and Relations Between UKCC and USCC, p.4.
PRO. T/263/59, UKCC - General. Note on the Presidents talk with Sir F. Nixon on the
functions of the UKCC, 18 September 1941.
PRO. T/263/7, UKCC - General. Daily Press Summary, 6 November 1941, No. 115, p.2.
PRO. T/263/ 1, UKCC and Treasury, Correspondence. Suggested Basis of Operation of the
Export Section of U.K.C.C. pp. 1-2.
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departments. 36 The Corporation saw itself as assisting the Government by
implementing the policy through its connections with industrial groups,
encouraging the industry to "co-operate and to pursue lines of policy and
action which are most in the national interest."37
Like the MEW, the UKCC's strength was based on economic
intelligence. A network for gathering information on markets and economic
matters was used to assist British trade in general. Through information on
market requirements, it would be able to deliver the right goods at the right
price, as well as determine which British goods would be best to export into a
particular market. This sort of information would help the British
government as well as individual traders. The Corporation planned to make
itself and its subsidiaries "the best centres for information on practical trade
questions,"38 in addition to its other trade roles. The Corporation assisted
traders in maintaining their markets, hoping to lessen the drop in wartime
exports by alleviating the inconveniences and hardships brought on by the
war. Many of the activities could not be done by private companies or
individuals, because of the scale and the funds required. To avoid
supplanting existing trade organisations, it went out of its way to avoid
competitive trading, always attempted to use existing private channels, and
only acted as the principal in trades as a last resort. 39 While it was not asked
to intervene in situations where commercial transactions were practical,40
there were many activities which the Corporation was in a unique position to
accomplish.

PRO. T/263/59, UKCC - General. Letter from Drogheda to Brittain, 5 June 1942, p.2, PRO,
Kew.
PRO. T/263/1, UKCC and Treasury, Correspondence. Confidential, p.5.
PRO. FO/371 /24210, Political, American, General. Letter from Fell (UKCC) to American
Department (FO), 10 December 1940.
PRO. T/263/59, UKCC - General. Note on the President's talk with Sir F. Nixon on the
functions of the UKCC, 18 September 1941.
PRO. T/263/59, UKCC - General. Letter to Mr. De la Bere from Andrew Duncan (Board of
Trade), 22 August 1941.
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Through the Corporation, traders were given facilities which would
not have been otherwise available,41 in terms of access to export supply and
shipping facilities. In the words of the President of the Board of Trade, "the
Corporation was using facilities which might not be open to an individual in
order to assist individuals to do business," 42 expanding British business
opportunities. For example, the Corporation developed mechanisms to
overcome difficulties in exporting, such as "Buffer Stocks." This arrangement
allowed a British exporter to ship an entire year's supply at one time and to
receive immediate payment from the Corporation in London. When the
goods arrived, they would be stored and released in stages. The importer
would take delivery as required, paying for the goods as they were received.
In this way, neither party would have to deal with the various difficulties in
getting an entire year's shipment at once. The UKCC arranged all of the
storage, insurance and financial matters.43 Another way of boosting trade
was by arranging for import ships to carry a return cargo from Britain.
The Corporation charged British businessmen for the services
provided. As the Corporation saw it, "If they are worth having they are worth
paying for. If they are not worth paying for they are probably not worth
providing."44 According to a government report, the largest industrial firms
and the most experienced merchants were using the Corporation's facilities to
the fullest extent, which it saw as proof that it was giving effective help. 45 But
while the Corporation said that it was "careful not to give an 'undue
preference' to one firm over another" it did "reject incompetent or
41

Ibid., p. 1.
Ibid., p. 2.
PRO. T/263/20, UKCC - Liaison with the U.S.A. The United Kingdom Commercial
Corporation in America, p. 1.
The payments to the UKCC included fees for storage and insurance, and the British
exporter would be charged for the financial assistance. In this way the Corporation would
recoup much of the monies spent for the arrangements.
This scheme was developed for use in Argentina, and was expanded to other countries.
" PRO. T/263/1, UKCC and Treasury, Correspondence. Confidential, p.2.
PRO. T/263/1, UKCC and Treasury, Correspondence. Confidential, p.3.
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unsatisfactory business," and business was often given to larger British
firms.
The Corporation was motivated to work through existing British firms
whenever possible by the government's expectations that the benefits to
British trade would extend after the end of hostilities, and that the
Corporation could help in the post-war era. The Corporation hoped to keep
alive trade connections which would be needed when the war ended, and it
saw itself as being of great assistance to British interests. 47 The UKCC was
also expected to expand the volume of trade between the British Empire and
the Near East and South America, as well as extending its activities to
countries which were inaccessible during the war, but which could be
lucrative markets in peace time. 4 The UKCC also started new industries,
which were intended to be of use to the British Empire after the war. One
such case was diamond cutting in Tel Aviv, 49 an industry which was boosted
during the war to establish an economic base in the country. 5° It would
provide Britain with a source for a commodity it needed, as well as creating
that another foreign market which would be open to British goods.
Another example of a country of interest to the UKCC for post-war
trade reasons was Bolivia; as an undeveloped country, it was seen as a great
opportunity as a market for British exports. The FO was convinced that it
would be "folly" to neglect the opportunity, and the UKCC was eager to take

PRO. T/263/1, UKCC and Treasury, Correspondence. Confidential, p.5.
" PRO. T/263/59, UKCC - General. Letter from Swinton To Lord Freddie Essendon, 20
March 1942.
PRO. T/263/l, UKCC and Treasury, Correspondence. Memorandum on the Objects and
Activities of the United Kingdom Commercial Corporation, p.1.
' PRO. FO/837/34, Ministry of Economic Warfare Actions Taken, Europe, USA, Latin
America. Statement of Action Taken, May 1943.
High quality rough diamonds were shipped there to give the fledgling industry
experience in cutting larger stones. Tel Aviv today is a centre for diamond cuffing, and it
is an important part of the Israeli economy.
50 PR0. FO/ 371 / 42411, General. W12495/ 12495/75, Ministry of Economic Warfare report, 22
August 1944, p. 11.
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advantage of the situation.51 The Corporation wanted to build up British
prestige in the country, hoping to open further trade possibilities after the
war.52 The first step for increasing British trade with Bolivia was to improve
commercial representation within Bolivia, which previously had been
inadequate. Eager to develop opportunities for post-war trade and broaden
the economic stability of Bolivia, the Corporation surveyed the agricultural
and transportation requirements of the country.TM
Despite, or perhaps because of, all the things which the UKCC was
doing in its attempts to assist British trade, British merchants regularly
complained about trade policy. In general, trade was limited during the war.
This was because of the lack of available shipping, danger from U-boats and
closure of markets for British goods. This meant that the war was a time of
difficulty for many British businesses, and there were fears within the
business community that the infrastructure put into place to deal with these
problems might extend into the post-war period. With these fears in mind,
businesses were concerned by what they saw as encroachment into their area.
Transactions were scrutinised by businessmen who wanted to limit the role
played by the government, with an eye to expanding their own role. Thus
when a transaction took place, like a order for fishhooks to Iceland in October
1941, businessmen were quick to criticise the British government for using
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PRO. FO/371/25985, General (American). A 4168, 3 June 1941.
PRO. FO/371/25985, General (American). A 1445, 6 March 1941.
PRO. T/263/20, UKCC - Liaison with the U.S.A. The United Kingdom Commercial
Corporation in America, p.2.
54 The UKCC ran into opposition from the Board of Trade, which was against the project on
the basis that the British and American governments were exploiting Bolivia, and making
it dependent on exporting surplus commodities. If Bolivia were to buy all its stocks from
the UK, home production would fail, and it would end up completely dependent on
British exports. PRO. FO /371/25985, General (American). A 4168, 3 June 1941.
For logistical reasons, close trade ties with Bolivia could not be maintained and these
discussions were irrelevant. For example, there was no house in Bolivia which could
distribute the imported British goods. PRO. FO/371/25985, General (American). A 3939,
26 May 1941.
52
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government machinery to facilitate the purchases.55 The President of the
Board of Trade reported that he was receiving many complaints about how
the Corporation was depriving merchants of business. 56 These complaints
seem to be driven by the fears that orders were being diverted from British
merchants, and exacerbated by the worry that the UKCC would remain in
place after the war, acting as a monopoly and limiting British merchants. As
the UKCC was quick to point out, it was not a monopoly, and all its activities
were based on trying to assist British trade. In fact, British businesses did
suffer during the war, but these difficulties stemmed from the conditions of
war, and were not the fault of the Corporation.
The nature of the UKCC's purchases meant that most of the UKCC's
activities could not be done by companies and thus businesses were not being
excluded. Trades often involved a loss which the Corporation absorbed.55
With government funding it could afford to take frequent losses and enter
into high risk transactions. Private companies could not regularly participate
in either activity and expect to remain solvent. Furthermore, the political
purchases also had to be taken by a non-private company as political policy
was changing rapidly and required close collaboration with the government
to stay abreast of the situation. It would have been impossible for that sort of
information to be shared with a group of private traders. Additionally, many
of the Corporation's purchases were government wartime purchases and
In this case, the UKCC asked the Export Group for a recommended manufacturer, and
went according to the recommendation made. Despite the co-operation between British
government and business, the role played by the UKCC angered some British merchants
who "felt injured by the loss of their customary business." PRO. T/263/59, UKCC General. Note on an Informal Discussion at the Board of Trade, 20 October 1941.
PRO. T/263/59, UKCC - General. Note on an Informal Discussion at the Board of Trade,
20 October 1941.
57
worry was voiced in the House of Commons in February 1943. H.C. DEB 5s. Vol. 386
[Col. 729-730] 2 February 1943.
For example, in 1941, the UKCC was purchasing about 5,000 tons of valonea (a tanning
material) in Turkey, at a loss of £14 per ton. PRO. T/236/399. Turkish Valonea and Valex.
The situation fluctuated, but the UKCC continued to make purchases, even when they
were not economically sensible. In September 1944, the UKCC was purchasing it at
£90/ton, and often could only sell it at £27/ton. PRO. T/236/400. Turkish Valonea and
Valex.
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were not taken out of the private arena. Before the incorporation of the UKCC
such purchases had been made by various governmental departments. It was
decided that these transactions could be better accomplished through a single
agency working along business lines, and therefore the Corporation had
taken over the task, acting as a conduit for governmental overseas purchases.
Far from taking business from private traders, the Corporation was acting
through normal business channels wherever possible, bringing more business
to private companies than when such trades had gone through governmental
channels.59
Turkey

Turkey was particularly important to the UKCC, and illustrates the
Corporation's varied economic warfare-related and trade-expanding activity.
As a neutral European country, Turkey was both vulnerable to German
pressure and a target for British economic warfare. It was also important for
pre-emptive reasons, as it was an essential source of German raw material
supplies. Operations in Turkey were also important for trade reasons, as
Britain relied on Turkey for certain products. 60 Although Anglo-Turkish trade
was not significant in the pre-war period, Turkey was seen as an attractive
market for British goods, and the UKCC saw operations there as an
opportunity to boost British trade relations.

As one of the few remaining neutrals in Europe, Britain was anxious to
maintain good relations with Turkey, and to encourage the stability of the
country, through economic well-being and trade. The UKCC was the
PRO. T/263/59, UKCC - General. Letter from S. To Sir Frank Nixon (UKCC), 26
September 1941.
PRO. T/263/ 1, UKCC and Treasury, Correspondence. Memorandum on the Objects and
Activities of the United Kingdom Commercial Corporation, p.1.
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principal British purchaser of Turkish products because of shipping
difficulties for private merchants, and because of high Turkish prices,61
although the Corporation assisted British businesses by arranging export
licenses and shipping space. The Turkish importers were unwilling to pay for
goods until they arrived in Turkey, while the British exporters were in a
difficult position because they required the funds as soon as possible, and
needed assurance that they would receive payment. The Corporation aided
the exporters in overcoming "difficulties in payment" 62 by guaranteeing the
payment of goods with letters of indemnity. It also covered exporters against
the "risk of transfer and of insolvency of the buyer," 63 for which it charged a
standard commission. M The Corporation enjoyed connections in many British
firms and organisations which were of great assistance for receiving and
forwarding goods.65
As part of its strategy of building up trade with Turkey, the UKCC was
involved in building up the Turkish infrastructure. It even signed a contract
to improve harbour facilities in two thlies because the Corporation was
interested in distributing incoming traffic in order to better import goods. In
September 1941 the British government further increased its trade with
Turkey. Land routes through Palestine, Syria and Iraq were available, and
large quantities of Indian, American and British products were imported.
Purchases were made in the hopes that it would help put Turkey in a position
where she could rebuff German trade requests. 67 An additional benefit was
that British manufactured goods and industrial equipment were being
exported. In 1943 trade with Turkey totalled over £13 million. British trade
61 Ibid., p.2.
62 Ibid., p. 3.

Ibid., p.3.
It was willing to waive the fee if payment was made before shipment. (Ibid., p. 4.)
65 11,id., p.5.
Alexandretta and Mersin, PRO. T/263/7, UKCC - General, Daily Press Summary. 29
September 1941, No. 81.
67 PRO. T/263/7, Daily Press Summary, 25 September 1941, No. 85,
p. 2.
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with Turkey had great publicity value; it was given as "an example of Britain's
thriving industry in the midst of war."68
While this trade had pre-emptive value, in some cases economic
warfare restrictions were evaded in order to increase trade with Turkey. For
example, the British supplied materials for Turkish exports to Germany as
part of the arrangements to make soap out of olive oil stocks in Turkey. This
was discovered in September 1943 when the American authorities pointed
out that the hazel-nut-oil soap they had purchased in Turkey contained
caustic soda from Britain. This was defended because Turkey only exported a
fraction of her total soap production to the enemy, and the Axis would have
supplied the caustic soda if they had not, arguments which were very similar
to those made by businesses trying to evade blockade measures.
Trade with Turkey had two limiting factors. Firstly, it was a
predominantly agricultural country and as such was generally self sufficient
for maintaining the existing standard of living. Secondly, Germany was an
important trade partner, and the British market share was circumscribed.
Despite the hopes that three credit agreements, dating back to 1938, would
help open Turkey to British exports, 69 these agreements were unable to
supersede the similar arrangements between Germany and Turkey. But while
it was not possible to really supplant German trade, Turkish trade with
Germany could be limited and trade with Britain increased. While it was not a
consistent increase, British exports to Turkey rose almost twelve-fold between
1939 and 1943, when British export peaked. Imports rose sharply a year later,
in 1944, as Chart 28 shows. And throughout most of the war, trade with
Turkey greatly exceeded the pre-war levels.
There was concern that the end of the war would be disastrous to the
68 PRO. T/263/7, Daily Press Summary, 3 September 1941, No. 78, p.2.
69 W. N. Medlicott. The Economic Blockade. vol. 1 (London: Her Majesty's Stationery Office
and Longmans, Green and Co., 1952) pp. 269-270.
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Chart 28°
Anglo-Turkish Trade, 1937 - 1945 *
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Turkish economy. While the British government did not intend to replace all
German supplies and markets, it recognised that the sudden end to preemptive purchases would cause the market to crash. As Britain had been such
a significant trade partner for so many years, the Allies agreed in the summer
of 1944 that some form of support purchases would be necessary. 71 The
American government proposed spending $25 million in July 1944, 72 but after
some discussion this was dropped. In a move towards more sustainable trade
between the two countries, a year later the British government agreed to
spend £500,000 on valonea (a tanning agent) and mohair instead. When this
was agreed, the British government made it clear to Turkey that these
purchases would only be made at reasonable prices, and not at the inflated

Trade Figures. 1939. 1944.
PRO. T/236/401, Turkey. Anglo-American Support Purchases in Turkey. Telegram from
Angora to FO, No. 1166,27 July 1944.
PRO. TI 236/401, Anglo-American Support Purchases in Turkey. Telegram from
Washington to FO, No. 1128,2 August 1944.
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prices which had been paid earlier. 73 Post-war trade between the two
countries was encouraged in May

1945

when a white paper covering a new

Trade and Payments Agreement was published. This established banking
accounts known as "Turkish Accounts" which would enable a more normal
method of remittance to and from Turkey, and made the Clearing Office
unnecessary. By doing away with the Clearing mechanism, the two countries
made trade between them easier to implement.74
The Corporation's activities were so successful that it continued to
operate there after the end of the war. On 1 April 1946, the UKCC formed a
Turkish Limited Company named "U.K.C.C. Turk Ltd., Sirketi." This was
done in order to comply with Turkish trade laws, and to bolster the
Corporation's future activities in Turkey. 75 This company used British
government capital in order to act as Commercial Agents of the Ministries of
Food and Supply in their operations of bulk buying, continuing its non-preemptive purchases as it had done during the war.76
Trade in the Post-War Era
The British government turned its attention to the post war period
starting in the spring of

1941.

By 1943, most internal economic discussions

were concerned with post-war policies. But as Booth points out, post-war
economic policy depended greatly on the state of the British economy after
the armistice. Most administrators were expecting a repeat of the situation

PRO. T/236/401, Anglo-American Support Purchases in Turkey. Turkey: Support
Purchases and Blocked Balances.
PRO. T/ 236/403, Turkey, Qearing Office Amendment Order 1945.
' PRO. T/236/415. UKCC, Status in Turkey, letter from British Embassy, Ankara, to Mr.
Peridan Cemal Erkin, Secretary General, Ministry of Foreign Affairs, Ankara, 30 March
1946.
76 PR0. T/236/415. UKCC, Status in Turkey, letter from McLeod (UKCC) to AK Helm,
British Embassy, Ankara, 7 February 1946.
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Table 29'
British Trade Statistics, 1939 - 1948

following 1918, when there was a rapid boom, followed by a deep slump.78
In the hopes of avoiding this, the MEW's Economic Section was given a role
in advising on the post-war economic policy, and worked to maintain British
participation in cartel agreements in the hopes that competition would be
limited in the post-war periodY
Despite the attention, Britain's financial position at the end of the war
was unanticipated. The Lend-Lease conditions and the way that the military
war was prosecuted without regard to the financial consequences led to the
collapse of British export trade. In 1938 her exports were valued at £471
million but fell to £258 million in 1945. Over the same period, imports rose
sharply, from £858 million in 1938 to £1,299 million at the end of the war.
Overseas debt quintupled, to £3,355 million, and in order to meet cash needs,
£1,299 million in capital assets were liquidated. Net overseas income was
halved, which made the balance of payments even more difficult to meet. In
1945 Britain was the world's largest debtor nation.8°

Trade Figures. 1939. 1947. According to Jonathan Gershlick (formerly of H.M. Treasury) the
figures given are not adjusted for inflation.
Alan Booth. "Economic Advice at the Centre of British Government, 1939-1941," (Ih
Historical Journal. 29, No. 3 (1986), 655-675) p. 673.
Scott Newton. Profits of Peace; The Political Economy of Anglo-German Appeasement.
(Oxford: Clarendon Press, 1996) p. 156.
Paul Kennedy. The Rise and Fall of British Naval Mastery. Third Edition. (London:
Fontana Press, 1991) p. 375.
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Chart 3O
Anglo - Turkish Trade, 1936 - 1947
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But while in 1945, the British economy was facing difficulties and trade
had not recovered, by 1946 British exports exceeded the 1938 level. Table 29
shows British imports and exports of merchandise. The question is then
raised as to whether this rise in trade can be credited to the UKCC and
MEW's efforts. It would seem that the momentum planned by the MEW was
wasted, as countries were forced to find other sources for imports which they
had expected from the British in 1945. But British exports did increase
significantly, which implies that a general change did occur. One area where
British trade was negligible before World War H was Turkey. This focus of
UKCC activity had been chosen in the hopes that her markets would remain
favourable towards Britain after the war ended. While in the immediate postwar era, Anglo-Turkish trade figures were far below their war-time levels,
this trade did recover. Chart 30 compares the trade level in 1936 with that
during the war and in 1945-47. 1936 is representative of trade before war-time
influences, and is a reasonable comparison for the war and post-war trade
81

Figures. 1939. 1947.
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Table 3182
of Manufactured

British
Year
1945
1946
1947
1948

itish Em

ds, 1945-1948
£s)
ign Destination
247,423,457
506,237,761
589,367,665
799,709,332

figures. As can be seen from this chart, this trade did not reach its wartime
levels when it was maintained by government purchases, but was a great
increase over its pre-war levels.
The Ministry of Economic Warfare's success is more impressive given
the difficulties faced in 1945, and the fact that its influence could not be
continued immediately. Trade within the British Empire remained a focus of
British export. But during the post war period, British exports to non-Empire
countries, as opposed to within the British Empire, continued to grow,
assisting British economic recovery efforts. Table 31 shows this increase.
What limits this accomplishment is the fact that the MEW had not set a target
level for this strategy. Any increase could therefore be considered a success.
Economic warfare was a different story entirely; the MEW was supposed to
facilitate a German economic crisis which did not occur until military
pressure was brought to bear. While the MEW's modest accomplishments in
that area can only be considered a failure, its trade accomplishments, modest
in terms of Britain's overall economy, can be considered a success.

Trade Figures, 1949.
Despite the fact the Ministry's efforts had been focused on trade with non-European
markets, the British government was forced to work on European trade. Britain had to
remain an active trading partner because of the threat that German recovery would mean
that Europe was "protected" from British exports. (Scott Newton. "Sterling Area," p. 171.)
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Chapter 9
Conclusion

The British Government's decision to wage economic warfare was
made at a time when there were few options available. The situation in the
1930s and the lack of British military preparedness meant that the British
army was unable to meet the German army on the battlefield in 1939. Britain
needed a low-cost option for resisting the Germans while it began the
armament process which had been delayed until 1936. The Ten Year Rule,
and the delays which followed it meant that the means to rearm had
atrophied. The factories and skilled workmen required were either otherwise
engaged or unavailable. This resulted in a very slow slope for rebuilding,
and in April 1939 Britain had just three divisions which could be fielded.
Unable to sit quietly after the invasion of Poland, the British government
declared war on Germany. It then turned, in part, to economic warfare with
the intention that this would help to buy time. By attacking the German
economy, it was hoped that the German war machine would be slowed.
Then, once the British government was prepared to field an army, its
adversary would be more vulnerable, and victory would be easier to achieve.
Based on the perceptions of World War I, economic warfare seemed a
sensible strategy to pursue. It was widely believed that the German
government had been pushed by the starvation of its people to accept the
Versailles Treaty in 1919. In the minds of many, it was the shortage of
supplies between the armistice and the acceptance of the treaty which ended
the war. It was assumed that the blockade had been effective enough to
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inflict serious shortages on the German economy. That the effect of the
blockade was felt only after years of battles, and that the blockade had put
pressure on a system already strained by military demands, was overlooked.
In fact, the German economy in 1939 was much stronger than British
planners had estimated and therefore it was less vulnerable to the British
economic war. Like Britain, Germany imported a great quantity of goods and
materials, which gave her political leverage. Countries were dependent on
German trade because of a lack of alternative markets for their products as
well as because of their dependence on German exports. Germany had
extensive and solid trade relations with many European countries, which
supplied her with goods unavailable within her borders. little of Germany's
crucial trade took place via sea, and therefore she was not vulnerable to direct
contraband control measures.
Germany was further protected from the British economic war because
it had stockpiled needed goods in the pre-war period to meet the potential
threat. These stocks of key materials were sufficient to keep her war effort on
schedule for the early part of the war. Together with imported goods,
German shortages were not severe, even for the commodities for which it was
hoped that economic warfare would be efficacious. As is evident from Charts
32— 35, German consumption was lower than stocks and supplies combined
for many crucial materials, even after the German army invaded the Soviet
Union. What small vulnerability did exist was mostly corrected through the
German use of substitute materials and alternative sources of supply. The
military situation placed little strain on German productive capacity, and
there was little danger of the economy collapsing. The German position
became even stronger after June 1940 when Germany controlled much of
Europe, and many more materials were under her direct control. This
remained the situation until after the invasion of the Soviet Union.
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Chart 333

Chart 32'
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PRO. FO/ 837/17. M.E.W. Intelligence,
Weekly Reports. Report 72A, German
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65% W03, Concentrate.
PRO. FO/837/ 17. M.E.W. Intelligence,
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Economic Warfare Strategy

British strategy for economic warfare went through two major stages
early in the war. The first stage is identified by the expectation that the British
government would be able to cause general shortages, affecting German
civilians, which would lessen their willingness to fight and encourage the
German people to overthrow Hitler. This strategy was based on a
misunderstanding of the extent of Hitler's domestic support. The nature of
Hitler's leadership was such that even after defeat, the Nazi regime was still
supported. As late as 1952, a survey was taken in which 72% of respondents
made positive statements about Hitler as a leader. 5 In retrospect we know that
the German people would not overthrow Hitler, as there was no serious
popular attempt to do so.
Failing the overthrow of Hitler, British planners expected that
economic warfare would wear down the German economy, causing domestic
difficulties. Damaging German morale was a popular goal, and it was
believed, again based on the experience of World War I, that shortages would
lower morale to the point where civilians would be unwilling to work in the
war effort.6 This was expected to make it easier for the British to beat them in
battle when the military was prepared to fight.
As the war progressed it became dear that it would not be possible to
cause general shortages through economic warfare as it was waged at the
time and the strategy was modified. During this second stage, the British
5 Barbara Marshall. German Reactions to Military Defeat, 1945-1947:
6

The British View." In
Volker R. Berghahn and Martin Kitchen, eds. Germany in the Age of Total War (London:
Croom Helm, 1981), p. 226.
Again, in fact this was not a danger to Germany. According to the post war survey, only
two percent of the Germans surveyed thought that shortages had led to the German
defeat. While civilians were not informed of military matters, and had little say in
governmental decisions, the survey did point out that Allied-caused shortages did not
have much impact on German civilians. The Effects of Strategic Bombing on German
Morale. vol. 1 (Washington, D.C.: U.S. Government Printing Office, 1947), p. 16.

Chapter 9

page 293

government focused on individual commodities which were considered
crucial to the war effort, and without which the German war machine would
grind to a halt. Accordingly, the MEW targeted iron ore and oil, as two items
which were imported, necessary to the German war effort, and theoretically
vulnerable to British interference.
The British focus on iron ore was based on the assumption that a total
disruption of these supplies could stop production and the German steel
industry perhaps as early as spring 1940. By 1939, Germany was 75-80%
dependent on foreign ore, 7 and Sweden was the primary source for imports.
From 1936-1938 Germany imported 9 million tons of iron ore a year from
Sweden, which accounted for between 52% and 59% of her total iron ore
imports.8 The British government hoped to interfere with these imports and
expected that it would have greater influence over Sweden, because of its
purchases of Swedish ore. Britain paid higher prices than Germany and paid
with cash, both of which made her a more attractive trade partner. 9 The
British government expected that this would help encourage the Swedish
government to limit exports to Germany. Additionally, the British
government expected that Swedish iron ore would be a relatively easy export
to target directly, as the majority of the ore was shipped from one port,
Oxelösund. The British government saw several options for stopping exports
by interfering with use of that port. 1° The first was to physically interfere with
ship loading. The second option was to encourage a strike action at the mines
which would cut off the supply. 1' Other ideas included increasing British ore
purchases, and offering Sweden the use of British forces to defend the
Walter Laqueur, The Second World War; Essays in Military and Political History. (London
and Beverly Hills: SAGE Publications, 1982) p.33
8
The remainder came from France and Spain.
To meet the additional demand, Sweden produced more ore in 1938, but when the British
recession hit,, the extra 2.2 million tons were bought by Germany, negating an possible
benefit to the British.
10
These activities were to be taken by Section D of the SIS.
" Laqueur, p. 41-2
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Swedish ore from the Germans. In the end, while many ideas were advanced,
few were found practicable in light of other, competing, needs, and the plans
were not implemented. The supply of iron ore was not significantly slowed as
a result of the British economic warfare efforts.
Oil was an attractive target for the MEW because of its importance for
both surface equipment such as trucks, tanks, and ships, and for aircraft. With
limited natural sources of oil within her borders, Germany was forced to
import. Most of her supplies after 1939 were received from Romania or the
Soviet Union, and while the British government tried to interfere with
shipments, geographical limitations meant there was little she could do
directly. Had the MEW cut off German supplies of oil, it might have brought
the German war effort to a halt. But early in the war there was little that
could be done to hamper German supplies, and Germany worked, through
its efforts in synthetic oil production, to become immune to British trade
restrictions.
Once it was recognised that these commodities were not as vulnerable
as had been expected, the Ministry reverted to its original strategy and tried
to cause general shortages. These shortages were expected to limit war
production and were more directly aimed at the German military. While a
collapse of the home front was no longer considered practicable, the
Ministry's strategy was to try to interfere with the German economy as a
whole.

The British government faced many difficulties in implementing its
economic warfare measures. Many of these can be seen with a look at a map
of Europe in 1942. (See Map 36.) German military successes meant that
Germany controlled almost all of Europe, either directly through occupation
or indirectly through allies. The British pre-war plans for the blockade were
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Map 36
Europe at the Height of Hitler's Power, 1942

obviously unusable, and the 1939 calculations of German assets were
obsolete. These calculations had anticipated that while Germany was selfsufficient in certain areas, she would need to import some materials from
neighbouring countries in order to meet her war needs, and that internal
needs would limit these exports. With military control of so many of her
neighbours, Germany had direct access to raw materials to a much greater
extent than had been foreseen. Because these materials were within German
boundaries, there was no way for their owners to deny them to the Germans,
or for the Allies to interfere. The new blockade measures, with the possible
exception of strategic bombing, were incapable of interfering with the
German supply of these assets.
Aside from the relative invulnerability of the target, another problem
faced the MEW: British planners had little understanding of the way which
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economic warfare would be waged in the real world, or how the war would
progress. They expected that the blockade would rely on the diplomatic and
economic strength of Britain. The planners took diplomatic assistance for
granted, not knowing in advance the British position in the war. But in fact,
British diplomatic pressure was not effective and there was little assistance
forthcoming from neutrals. This thesis has shown that precisely when the
economic warfare effort most needed the support of neutrals, the British
government was unable to force co-operation. It seemed likely that the
Germans would be victorious, and neutral countries in Europe were reluctant
to assist the British in its economic warfare efforts. This was both because of
fear of German reprisals, and because there was no political benefit in
backing a losing side. With German victory widely considered to be a
foregone conclusion, British threats were meaningless, and easily ignored by
neutrals, who were engaged in smuggling and other activities which
counteracted the blockade, and were economically rewarding. Without a
local military presence, it was not possible for Britain to pressure neutrals into
co-operating.
The lack of neutral support also affected the British financial blockade.
The MEW plans to interfere with financial dealings by freezing bank balances
and stopping security transfers relied on London's position as the centre of
the financial world. While these efforts were based on a reasonable precept
and had some effect, there were many ways for Germans to circumvent
restrictions, even after the United States joined in the British efforts. While
Britain was an important financial centre, not all financial dealings went
through London. The Allies freezing of Axis bank balances was only effective
when others considered the accounts worthless. With neutral countries,
particularly Switzerland, dealing in frozen balances, and offering to advance
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money against these accounts, the impact of blocking the money was
lessened.
This thesis has shown that the MEW faced both external and internal
problems in its attempts to damage the German economy. Externally the
doaking of enemy concerns, smuggling, blockade running and lack of neutral
co-operation weakened the blockade. German control of Swedish companies,
particularly their partial ownership of SKF, the Swedish ball-bearing
manufacturer, made British attempts to limit trade ineffectual. The
companies had a vested interest in supplying German needs, and were
willing to do whatever was necessary in terms of smuggling or other
blockade evasions in order to meet German requirements. There was little the
MEW could do in the face of such concerted efforts.
Domestically, the MEW was beset with other difficulties. Not only was
it restricted by international law regulations, but even its remaining options
were difficult to implement. The MEW was ordered to wage an economic war
but was not given the means to do so itself. The Ministry needed to co- operate with other departments in order to enforce its policies, but the lack of
resources, internal difficulties and power struggles made this difficult to do.
The Ministry, because of its unique mandate and composition, was more
single-minded in its pursuit of British economic warfare than were other
departments. The MEW's struggles with the Foreign Office hampered its
efforts, especially in the negotiation of War Trade Agreements. The FO rivalry
with the MEW was fuelled by their different objectives. The MEW focused on
waging economic warfare and damaging the German economy, and these
efforts often clashed with the FO's focus on maintaining good relations with
neutrals. It was impossible to satisfy either department entirely, and the FO
was displeased when its efforts were subordinated to the economic warfare
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effort. Furthermore, the FO did not believe that the MEW's activities were
helpful, viewing them as "caus[ing] administrative troubles with only
negligible damage to enemy interests and to the enemy." 12 The Ministry also
worked with other departments which acted as a check on the Ministry.
While this meant that the MEW was prevented from prosecuting its economic
warfare efforts fully, it enabled the British government to act in the best
interests of the overall war effort. Bombing and naval activity was not
deflected from other, more necessary, areas, and neutral goodwill was
maintained as much as possible.
The difficulty in achieving co-operation within the British government
was added to the difficulties in Anglo-American co-operation. While the
Ministry was focusing on denying goods to Germany and her allies, the
American authorities were engaged in ensuring the delivery of supplies
needed by the Allies. With the difference in goals and strategy, the combined
economic warfare effort was difficult to implement. While the potential
existed for the relationships to enable a much stronger economic war, the
infighting and power struggles meant that rather than being a source of
strength, co-operative efforts were stumbling blocks for the MEW, limiting
what the Ministry could achieve.
Aside from the governmental issues the MEW faced, it also did not
enjoy domestic support. British businesses found themselves harmed by the
economic warfare limitations, and like other critics, could not see the full
effect of British policy. Uttle could be done to meet the complaints of British
commercial interests, as most of the difficulties they experienced were related
to general war problems rather than the Ministry's policies as such. Indeed,
the MEW established the UKCC in order to boost British trade. Although the

12

PRO. P0/371/25985. General (American). A 1180, 26 February 1941.
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effects were not always directly felt by individual traders, the Corporation
did benefit British trade overall.

The one factor which weakened the MEW's efforts the most, and
which should have been obvious to planners, was the need for military
power. Until that was available, the British economic warfare effort could not
be effective. A strong military presence would have been helpful in dealing
with neutrals, but more importantly, direct and effective attack on production
and transport means would have been a more powerful way to cause German
shortages.'3
Without a strong British army, the only possibility for such an attack
was through bombing raids. These were expected to aid the economic
warfare effort; by bombing a factory which produced an item which was
being blockaded, a difficult supply situation could be turned into a serious
shortage. The strategy was sound, as an attack on two fronts, both imports
and internal production, was more likely to be effective. Unfortunately the
ability to damage German production means was limited for most of the war.
Early in the war, when economic warfare was crucial to the war effort and
was a priority, Allied bombers were unable to damage seriously German
factories. Precision bombing was outside British abilities at the time. In 1940,
the standard was that "half a bomb" would hit the target out of the hundreds
which were dropped. Furthermore, even when the bombs did hit their target,
they tended to do more damage to factory buildings than to the machinery
and machine tools housed within,' 4 allowing the damage to be easily

13

The difference that military strength could make, can be seen clearly by examining the
situation in Japan. Japan was vulnerable because of her island status and the extent to
which she depended on sea traffic. Unable to manufacture sufficient amounts of synthetic
fuel, she was heavily dependent on imports, but her tankers were targeted by Allied ships,
which were able to cause severe shortages. It was the physical blockade which was
decisive, because it was against an island which was very dependent on imports.
Summary Report (European War) USSBS. vol.1. p.6.
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Graph 3715
German Fuel Production
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repaired. The expense and lack of results caused the government to have
second thoughts in 1942, and bombing efforts were diverted to the Battle of
the Atlantic. Bombing of German cities occurred only intermittently. It was
not until 1943-44 that longer range bombers and improved navigational and
bomb-aiming equipment became available. With these advances, the
programme of combined Anglo-American attacks was launched with more
success. This time the bombing raids were more effective, although they
seldom caused long term damage unless targets were attacked repeatedly.
Furthermore, by this point economic goals were no longer at the forefront of
Britain's strategy, so these raids were often not based on economic targets.
There were some targets which were selected for their general
importance to the war, having both military and economic significance. One
'

FD 3353/ 45 vol. 92, Speer to Hitler, 28 July 1933, p. 2, as set out in Milward, p. 120.
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such target was synthetic oil. 16 The American 8th and 15th Air Forces targeted
synthetic oil plants in 1944, and was able to cause damage to the German
hydrogenation plants through repeated bombing. The raids resulted in the
fall in carburettor and diesel fuel production from April to July 1944,17 as can
be seen in Graph 37. The decrease in production was significant. From a high
of 316,000 tons in May 1944, production had fallen to 107,000 tons by June,
and by September it was down to 17,000 tons. As a result, consumption had
to be cut by two-thirds. This had direct implications for the Luftwaffe. In
September it received only 30,000 tons, instead of the 180,000 it had been
expecting.'8 This cut their bomber and fighter air time significantly, and
made defence of the Fischer-Tropsch and hydrogenation plants more
difficult.
While there were cases where bombing raids could halt production, it
was a long and expensive process, and required repeated attacks. Bombing
did cause general pressure on the economy, however, by diverting German
attention to repairing and replacing machinery, equipment, plants and
utilities which had been destroyed. However, often the damage could be
easily repaired and factories were producing again within days.
There were limits to what economic warfare could accomplish even
with the use of bombing. An example of an item important to the German
economy but not vulnerable to attack was the ball-bearing. As can be seen in
Table 38, ball-bearings were used in a range of German products. German
total use of ball-bearings was significantly higher than the Allies. This was
partially because of conventional German engineering practice, and partially
a result of the importance of the industry, which encouraged the use of
16

This also allowed for the indirect targeting of the German aircraft industry, which could
not be attacked directly because it was dispersed and out of range of Allied bombers.
Aircraft Division, Industry Report USSBS. vol.2. P. 17.
"Alan Milward. War, Economy and Society; 1939 - 1945. (London: Allen Lane, Penguin
Books, 1977) pp. 120-21.
Hayward, p. 128.
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Table 3819
German wartime uses of ball-bearings
December 1943

bearings in every feasible application. While this reliance on bearings made it
seem like an obvious choice as an economic warfare target, in fact the
demand was elastic. It was possible to redesign the products to use fewer
ball-bearings, either by substituting regular bearings or bushings. When the
German government recognised that ball-bearing production and imports
were vulnerable, a redesign effort was started with great success. As can be
seen in Graph 39, in most cases the number of ball-bearings was cut by more
than half, often to ten percent of the original. The Junkers 388 air frame,
which had required 1,056 ball-bearings, only needed 369. And the
Messerschmitt air frames, 262 and 109, both eliminated their ball-bearing
requirements entirely. This redesign program began in mid-1943, when the
danger was recognised, and was particularly helpful to Germany in mid-1944
when it was experiencing shortages. 2° But while these reductions were
possible for airframes, aero-engines, weapons and other equipment, for
certain items, the number of bearings could not be reduced. For Panzers and
motor vehicles, the ball-bearing design was as low as possible, and further
reductions could not be made.2'

19

German Anti-Friction Bearings Industry (European Report #53) USSBS vol. 3. p. 7.
German Anti-Friction Bearings Industry (European Report #53) USSBS. vol. 3. pp. 50-53.
21
German Anti-Friction Bearings Industry (European Report #53) USSBS. vol.3. pp. 50-51.
20
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Ball-bearings, being a crucial component for many types of war
vehicles and weapons, remained a target for economic warfare and for
strategic bombing, particularly the town of Schweinfurt, where half of
German ball- and roller- bearings were manufactured. But despite significant
damage to factories by Allied bombers, shortages were not serious and
production did not fall sharply. Furthermore, Sweden continued to export
ball-bearings, particularly the scarcer bearings required in Germany.
Sweden's willingness to export needed bearings undermined the
effectiveness of the bombing effort. These exports were within the AngloSwedish War Trade Agreement, and it was not possible for the Allies to
interfere. Additionally, significant stocks of ball-bearings were held in
Germany, which negated the damage done to production means. As long as
requirements could be met from stocks or imports, lack of production

German Anti-Friction Bearings Industry (European Report #53) USSBS. voL 3. pp.50-51.
Milward, ., pp. 122-23.
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Chart 40
German Military Expenditure, 19381944M
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capacity would not be damaging, even if the Allied bombers had been able to
inflict heavier damage.
Despite the difficulties the MEW faced, it did have some successes. The
primary success for the MEW was that she was able to divert German energy
and reserves toward avoiding the blockade. Substitutes had to be developed,
alternatives had to be found, and synthetics had to be produced. While these
activities allowed Germany to circumvent the blockade, and prevented
shortages of key commodities, the expense and effort did slow the economy,
and prevented it from working at full capacity. The British economic warfare
measures may have played a role in increasing German expenditures, which
rose steadily through the war years, as can be seen in Chart 4O. Needed
supplies were more expensive, and the German ability to raise revenue

24

R.J. Overy War and Economy in the Third Reich. (Oxford: Clarendon Press, 1994) p. 269.
Inflation was not a factor, as the government had strict control over the credit network.
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through normal channels was hampered by the freezing of assets and
blocking of accounts by the Allies. While these measures did not stop the
German war machine, or end the war, they did place further pressure on the
German economy, which slowed its abilities, although a precise
quantification of the results would be impossible.
There were other successes of the British economic war effort, and
there were some items which Germany was not able to obtain because of the
MEW's efforts. In many cases, the shortages were of the high-grade form of a
commodity, and the resulting drop in quality was significant. For example,
there were shortages of high-grade steel. While a lower-grade could be used,
the resulting products would be less well built, and for many military
applications the grade of metal used was crucial. Furthermore, certain types
of steel were not available, such as high-grade and low-grade steel plate,
forged pieces and drawn tubes.V Of all the non-ferrous metals, chrome was
the only one in chronic short supply, and the only one to affect the German
armament production as a whole. It was crucial for armour-plate production,
and was a base for alloy-steels, which were used in weapons. Mined in the
Balkans, and held in Albania and Turkey, it had to be imported into
Germany. While some stocks were available from Macedonia and Albania,
after the withdrawal from the Balkans, chrome was in short supply as a direct
result of Allied blockade measures.
There were other shortages which affected the German war effort. One
example was lubricating oils. A shortage in early summer 1941 affected
German aircraft. The high grade oil was conserved for combat aircraft,
This was the case for applications such as high pressure gun barrels and high stress
airplane parts.
v Milward, War. p. 110.
MilwardJ, p. 184.
The MEW learned of this shortage when Axis planes force-landed in Switzerland, and the
Ministry received samples of lubricating oil from the different planes. It was discovered
that service aircraft used the highest quality lubricating oil, but in training aircraft, very
low grade oil was used. PRO. FO/371/26535, Germany; Economic Situation in Germany,
C 5964, 3 June 1941, Quality of oil used in German aircraft.
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which the Allies hoped would affect the performance of German pilots by
hindering training efforts. In the winter of 1942 there was a shortage in
Norway, which affected the railways. The substitute used caused slowing as
the replacement lubricant had to be changed twenty times more frequently.
There were also shortages of small but necessary components which
interfered with German production. One example was the shortage of
tungsten carbide tips in 1944. Used in high-speed machine tools, the shortage
limited the production of carbide-core anti-tank ammurntion. While
substitutes were possible, they resulted in decreases in quality, quantity,
speed of production, and in precision of manufacture.
Not all shortages were caused directly or felt immediately. While
Germany was self-sufficient in coal after its occupation of Europe, there were
difficulties with transport. Because it is so bulky, the only efficient way to
transport coal is via train. The bombing of marshalling yards, and the
breakdown of the signalling system interfered with transportation in 1944, as
did problems with the inland waterways. These problems were not felt
immediately, as the deliveries which had to be cancelled were those for
stockpiling. But by November 1944 there was a crisis, caused in part by bad
weather and in part by Allied attacks on the Ruhr. The shortages affected the
railways as well as power stations and gas works. It also affected steelworks
and armament works. 3° While allocation of coal was cut to as low as 25% of
the 1944 amount, often even the lower allocation of coal could not be
transported. This caused difficulties all over Germany, particularly in the
steelworks, which were unable to produce without coal and were crucial to
Germany's war effort.

3°

Milward, ir,
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In the end, the German economy was impaired, and could not keep up
with the demands upon it. But this was not a result of MEW actions. It was
the war against the Soviet Union in the east which was causing real strain on
the German economy. There were shortages of many things, induding manpower, which slowed German production, and made it more difficult for her
to fight. But these shortages only accrued after five years of war. Before that
the economy was able to continue, and British blockade and economic
warfare efforts were unable to harm the economy significantly when it was
not already under significant strain from other forces. In 1944 and 1945,
when the German economy was already pushed by the requirements of a
two-front war, the Anglo-American efforts did have an effect, and perhaps
even ended the war a few months earlier than would have been the case
otherwise.
The MEW thus had an effect, if limited, on the German economy. With
the lack of alternatives, it was important that the British government use
every weapon available, and thus the decision to use economic warfare was
not a mistake as such. From the desperate position of Britain in 1940 there
was no weapon which could have been ignored and economic warfare's
psychological value in 1939-40 should not be underestimated. But the hopes
pinned on economic warfare were inflated and misplaced, as the German
vulnerability did not occur until well after the United States entered the war,
and Britain was fully mobiised. Furthermore, money spent on economic
warfare was diverted from the military effort. The cost of pre-emptive
purchases, more than £1 million in the first year alone, could have been spent
on armaments for the British army or other purchases from America. These
purchases did drive up prices for the Germans, but had the money gone
directly to the military effort, it is possible that there would have been a more
direct benefit.
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British strategists should have anticipated that military action would
be necessary before economic warfare measures could be effective. While
they could not foresee the German occupation of Europe, it would have been
impossible in any case for simple economic pressure to have much effect on a
country which was not actively engaged in battle. It was naïve for them to
have expected that a blockade without military action would have been
effective. The lesson which they failed to learn from World War I was that
blockade was effective after years of war when a country was fully engaged
in battle. There was no evidence that economic warfare could have much
effect until those conditions were reached. Economic warfare planners in
World War II, however, expected that economic warfare would have a
sizeable impact early in the war. Even without the German occupation of
Poland, Holland, Belgium, France and the Netherlands, this would not have
been the case.
The British government's decision to wage economic warfare had an
unexpected, and unfortunate, consequence; it brought to international
attention the fact that Britain did not have the power that she projected.
While Britain expected to use her superior financial and trade importance, in
fact, she and Germany were quite evenly matched in terms of trade influence,
and Germany had further strengths in terms of productive capacity and
military might. While this had been the case for years, until 1939 the two
countries had not forced neutrals to choose sides. When they did, the British
authorities were surprised to see that their position as the centre of the
economic and financial world lacked a solid foundation. This decline of
British influence was visible internationally. The British government was
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unable to coerce neutral governments to co-operate. Even those governments
which were located in London were not entirely co-operative.31
Britain's position relative to the United States of America was also easy
to see. Early in the war British economic warfare restrictions were more
lenient towards the U.S., and exceptions were made in contraband control
and other blockade measures. Once the U.S. joined the war, her productive
capacity and economic strength was channelled to the war effort, and was
vital to Allied military action. The economic and military ability of the
United States was crucial to the British, and American dominance over Britain
was clear. The shift towards the United States took place throughout the
combined economic warfare effort. Even tasks and committees which had
been developed and run by the British moved under American control, as
was the case with the Middle East Supply Company. The British government
simply did not have the strength to maintain its activities, and it welcomed
American assistance, which helped make up for British inabilities. As the
MEW pointed out in late 1943, "since we ourselves cannot contemplate much
in the way of financial assistance ... and can probably only provide technical
assistance to a very limited extent, [i]t is to our advantage to support the State
Department in their policy." 32 The power that Britain thought she had, in fact
now was wielded instead by the United States. With the lessening of British
political and economic power and the growth of American might, the United
States began to step into the shoes which Britain had traditionally filled. The
strategy of using economic warfare as a means to initiating new trade
relationships which would open markets to exports in the post-war years was
successful for the American government, and, to a more limited extent, for
the British through the UXCC branch of the MEW. The United States' trade
31

The problems related to the Netherlands, and issues about their sailors and ships plagued
the Allies for years.
PRO. FO/837/34. Ministry of Economic Warfare Actions Taken. Statement of Action
Taken, October 1943, p.2.
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relations were developed in part through her economic warfare efforts, which
enabled her to take over many formerly British trade arrangements. The
American attention to ensuring supplies to her allies at a time when the
British government was unable to maintain even minimal trade without
American assistance, set the stage for further British economic dependence on
the U.S.
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