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The International Economic Relations of Small Countries
in the 1930s. Belgium and the Netherlands

by Hein A. M. Klemann

Introduction

In a small economy production factors are concentrated in a few industries.
Therefore, international trade is necessary. Normally this trade is concen-
trated on a small number of countries, often bigger than the country itself.
Economically there is no reason why a country should not be dependent on
trade with only a few partners, but it is the political problem. The world exists
of sovereign nations, aggressive to the outside world, also with economic
weapons.! Whether in the interwar period Belgium (8.2 million inhabitants in
1932) or the Netherlands (8.5 million in 1930) were small economies is a
matter of definition. The Dutch economy was not small in every aspect. Pro-
duction was diversified. In the late 19th century in the land provinces new
industries developed, based on agriculture and an elastic supply of labour. In
the cities of Holland international shipping, transport and trade gave birth to
modern, specialized industries.? The economy was dependent on international
trade. In 1929 exports amounted to 34% of GNP, while imports were 46% of
GNP, Of the exports 23% went to Germany, 21% to Britain and 10% to Bel-
gium. The imports came for 31% from Germany, for 9% from Britain and for
10% from Belgium.?

Belgium was easier to define as a small economy. Production was concen-
trated in industries like steel, coal and textiles and during the interwar period
these sectors became even more important. Modern industrial products and

1S, Kuznets, "The problem of size", in, Economic consequences of the size of nations.

Proceedings of a conference held by the International Economic Association Lissabon |
Ed. E.AA.G. Robinson (London 1960), pp. 89-100, 92-93 and Kuznets, "Economic
growth of small nations", Ibid., pp. 14-32, 26.

2 JL.van Zanden en R.T. Griffiths, Economische geschiedenis van Nederland in de
20e eeuw (Utrecht 1989), pp. 5-7.

3 CBS, Macro-economische ontwikkelingen 1921-1939 en 1969-1985, een vergelijking
op basis van herziene gegevens voor het interbellum (The Hague 1987); CBS, Maandsta-
tistiek van den in-, uit- en doorvoer 1929 (The Hague 1929, 1930).
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crude materials were imported, semi-finished products were exported.* Wages
were low and in 1926 the franc stabilized below equilibrium. The low internal
price level made production based on nineteenth-century technology still
profitable, but destroyed modernization.’> Belgium was even more than the
Netherlands dependent on trade. In 1929 exports were 46% of national in-
come, whereas imports accounted for 51%. As much as 19% of imports came
from France, 14 % from Germany and 11 % from both the Netherlands and
Britain. In comparison, 18 % of exports were shipped to Britain, 13 % to both
France and the Netherlands. Merely 12 % went to Germany.®

The Dutch and Belgian economies were dependent on trade. Therefore
the economic policy of their trading partners was very important. The pro-
blem was that both countries had not one important partner. In this paper it
will be made clear that it is less problematic for a small country to have one
neighbouring power than to be dependent of a small number of neighbours.
Such a country have to compromise, what easily results in a give and take
policy without clear direction.

Monetary Problems and Trade Relations

In Belgium and the Netherlands, the 1930s depression was an outside infec-
tion. In 1929 Belgian exports still grew with 2%, only to slump in 1930 with
8%.7 In 1929 in the Netherlands exports fell already a little, and in 1930 it also
dropped 8%. In Belgium the fall in real exports resulted not only from the
outside world, but also from the rise of the internal prices that marked the

4 Edwin Horlings, The construction of consistent time series on Belgian Intemational
Trade, 1835-1990. Preliminary version of April 1996 (Louvain 1996) (Unpublished), pp.
30-31.

5 H.van der Wee en K. Tavernier, De Nationale Bank van Belgi¢ en het monetaire
gebeuren tussen de twee wereldoorlogen (Brussels 1975), p. 216, Fernand Baudhuin,
Histoire économique de la Belgique 1914-1939. Tome premier: Grandeur et miséres
d’un quart de siecle (Brussels 1944), p. 177; Robin L. Hogg, Structural ngidities and
policy inertia in inter-war Belgium (Brussels 1986), pp. 40-43 and pp. 65-67, L.H. Du-
priez, Les réformes monétaires en Belgique (Brussels 1978), pp. 80-83; Erik Buyst, "De
evolutie van het Belgische bedrijfsleven 1850-2000", in, Bart Van der Herten, Michel
Oris en Jan Roegiers, Nijver Belgié. Het industiiéle landschap omstreeks 1850 (sl, 1995),
pp- 355-361, 359.

6 Stefaan Peeters et.al., Reconstruction of the Belgian national income, 1920-1939.
Methodology and results (Louvain 1986) F; Institut National de Statistique, Annuaire
statistique de la Belgique 1929 (Brussels 1930).

7 Horlings, op. cit., p. 66.
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end of the adaptation after the stabilization of 1926 (Table 2). From 1930 on
Belgium could not compete anymore on the international markets. This be-
came worse after the 1931 depreciation of sterling. In 1929 13% of the Belgian
exports went to France, while 18% was shipped to Britain. The French share
rose up to 21% in 1933, while the British share fell to 13%. The gold block
lost its share on the British market.® The fact that the Belgian share on the
Dutch and French markets was stable was not a result of the Belgian com-
petitiveness, but of the quota system of these countries. The division of the
import quota was based on the share in imports in some year before the de-
pression.” Such a system protects countries that lost their competitiveness.

For the Netherlands not only the gold standard proved fatal. Germany was
also a source of depression. The German recovery was limited to its internal
economy. In 1936 German imports were still at the 1933 level and before the
Second World War real imports never reached more than 40% of the pre-
depression level.'® German exchange control was disastrious for Dutch trade,
especially after 1933 when it was manipulated by the Nazis. Adolf Hitler’s
government stimulated the economy, but by doing so, it destroyed the possi-
bility to adapt the German prices to the international level that was deter-
mined by the British depreciation. Exports became difficult. At the same time
there was a tendency for imports to grow as a result of the fiscal policy.’! Cur-
rency control was the only limit to these imports. After the inflation of the
1920s, a devaluation was thought to be a dangerous experiment. Reichsbank-
prasident Dr. Hjalmar Schacht therefore decided to go on with currency con-
trol and in 1934 he introduced his neue Plan. Only if the regime thought an
import transaction important, the importer got license to buy currency.’?

8 B.R. Mitchell and P. Deane, Abstract of British historical statistics (Cambridge
1971).

® Hein AM. Klemann, Tussen Reich en Empire. De economische betrekkingen van
Nederland met zijn belangnjkste handelspartners, Duitsland, Groot-Brttannié en Belgié
en de Nederlandse handelspolitiek, 1929-1936 (Neha: Amsterdam 1990), p. 226.

10 Frank C. Child, The theory and practice of exchange control in Germany. A study in
monopolistic exploitation in intemational markets (The Hague 1958), pp. 124-5 and 150-
168.

I Tim Mason, "Der Primat der Politik. Politik und Wirtschaft im Nationalsozialis-
mus”, in, Wolfgang Michalka, Nationalsozialistische Aufienpolitk (Darmstadt 1977),
pp. 117-147; Monatliche Nachweise iiber den auswdrtigen Handel Deutschiands.

12 BA, R 2/14066: Reichsstelle fiir Devisenbewirtschaftung an die Uberwachungsstel-
len, den 11. September 1934, Dev. B 28319/34; Dietmar Petzina, Autarkiepolitik im
Dritten Reich. Der national-sozialistischer Vierjahresplan (Stutigart 1968), pp. 18-19,
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Since 1931 private stocks of currency were prohibited. The Reichsbank, in fact
a governmental organization, manipulated trade by currency control. The
Dutch were afraid that this policy would be fatal for their agrarian exports,
but Hitler was not interested in cheese, butter or vegetables. The German
people wanted these products, but it was hardly possible to pass the currency
border. In December 1934, the Hague extort a bilateral clearing agreement
from Berlin to defend its interests. The Germans could not decide alone any-
more what to do with the revenues of their exports, but had to agree with the
Dutch what to buy in the Netherland. Both governments tried to buy the
products they wanted and sell the products they wanted to get rid of.®> Be-
cause trade was bilateral, exports to Germany were limited by imports from
Germany and because German prices were high and the Dutch economy
depressed, these imports slumped. As a result in 1936, the last Dutch depres-
sion year, real exports to Germany were 55% below the 1929 level.'* The
Dutch economy hardly could recover because of the German policy.

One aspect of the German monetary isolation were an advantage to the
Dutch. It was hard to enter the German market, but the German prices were
very profitable. The Hague made sure that the small possibilities bilateral
clearing left to exports, were used for at least 40% by state-monopolized agri-
cultural exports. The profits made on the German market, were used to dump
agrarian production protected for political reasons, on the British market. The
fact that the Belgian drop in exports was so much bigger than the Dutch was a
result of the difference in export products (Table 1). The Dutch had to get rid
of their agricultural products anyway.!> This Dutch policy kept the level of the
real export high, but was fatal for the prices.

Allan Thomas Bonnel, German control over international economic relations (Urbana
I1. 1940), p. 90.
3 Klemann, op. cit., pp. 95-98.
19 Ibid., p. 229.
5 Ibid., pp. 235-237.
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TABLE 1. International Trade of Belgium and the Netherlands, 1929-1939

Year Belgium I The Netherlands T‘
Exports Imports Exports 1929=100 Imports 1929 =100
1929=100 1929=100
| Nominal | Real || Nominal | Real Nominal Real Nominal

100 100 100 100 100 100 100
85 93 88 92 84 92 86
73 82 66 88 63 85 67
48 67 48 72 40 71 46
46 61 43 77 35 68 43
46 57 40 80 34 72 37
51 61 49 83 | 33 75 34
62 70 61 89 36 78 37
81 79 77 103 55 93 56
68 82 65 84 50 88 50 81

Sources: CBS, Macro-economische ontwikkelingen;, CBS, Maandstatistiek voor den in-,
uit-, en doorvoer 1929, Horlings, op.cit.

The Prices

Already in 1930 the export prices decreased by 7% in Belgium and 9% in the
Netherlands (Table 2). In 1931, when the sterling was depreciated by 33%,
prices dropped with 12% in Belgium and 18% in the Netherlands. Belgium
was confronted with an enormous price fall of its most important competitor,
the British industry. The depreciation of the pound was followed by the Em-
pire and other countries with strong ties with the UK. Prices on the interna-
tional markets dropped in gold currency with the exchange rate of sterling.'®
The Belgian franc became overvalued, but in 1931 a depreciation was not even
discussed. The problems of the floating franc of the early 1920s were not for-
gotten, but the gold standard proved not less problematic. A deep depression

16 Jan M. Drummond, The floating pound and the Sterling Area, 1931-1939
(Cambridge 1981), p. 8; Paul Einzig, The Sterling-Dollar-Franc Tangle (London 1933),
pp. 44-47; Suzan K. Howson, "The management of Sterling 1932-°39", in, JEH 1980, pp.
53-69, 53-54; PRO, T 163/618/18: Note of 18th September, 1931; PRO, T 188/30:
MacDonald and Warren Fisher to the Bank of England, 19th September, 1931.
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resulted. In 1931 national income slumped with 6%, in 1932 with 7%.!" Bel-
gium had to adapt its internal prices, but to deflate proved almost impossible.
The costs of living, (Table 2) an indication of the internal prices, hardly fell at
all.!® The prices of export oriented industries dropped, while their costs, es-
pecially of wages, were rigid. Attempts to lower wages below the costs of liv-
ing were blocked by strikes.!” If before the depression prices were in equilib-
rium, in 1932 a purchasing power parity calculation suggest an overvaluation
of the franc with 17%. In 1929 the franc was in fact a little undervalued, but
from 1930 on the franc reached equilibrium by rising prices and a price fall in
the outside world. The 17% overvaluation of the franc after 1931 is probably
an underestimation because all important trade relations except Britain
guarded the gold parity of their currencies and had the same problems as
Belgium. The overvaluation hardly changed until the devaluation of 1935.
After the British depreciation the Belgian government decided to protect
some markets, but that was no solution. For important industries the home
market was no alternative. They had to accept that prices were not profitable
any more. Defending their market shares as long as possible and hoping for a
change was the only strategy they had. In 1932 more than 50% of the compa-
nies in branches like coal, glass, steel and textiles suffered losses. In the first
months of 1935 70% of the Belgian industry was in the red.?® Compared to
other gold standard countries protection was unimportant, but for political

17 L H. Dupriez, op. cit., p. 87, LH. Dupriez, "La conjoncture économique de la
Belgique", in, Bulletin de l'institut des sciences économiques (BISE), 3,(1931-1932) pp.
223-243, 230-232; Peeters, op. cit.

18 Scholliers calculated the costs of living series for Brussels. Scholliers, op. cit., pp.
158-159. According to Schroeven this series is too limited, but he himself calculated
series based on food prices only. Chris Schroeven, Price movement in interwar Belgium,
(Leuven 1988), pp. 21-24.

1% Van der Wee en Tavernier, op. cit., pp. 260-261; Baudhuin, op. cit., Tome I, pp.
244-245; Snoy D’Oppners, "Le commerce extérieur de la Belgique en 1932", in, BISE,
4, (1932-1933) pp. 197-204, 199; Charles Demeure, "L’évolution de la crise charboniére
Belge pendant 'année 1932", in, BISE, 4, (1932-1933), pp. 161-186, 165, Marie-Rose
Thielemans, La grande crise et le gouvemement des banquiers (Brussels s.a.), p. 2; K.
Veragtert, "Het economische leven in Belgi€¢ 1918-1940", in, AGN, 14, Nederland eq
Belgié 1914-1940 (Haarlem 1979), p. 84. ‘
20 Bu Za Brussel, 2627 B-3: Comité restreint, "Projet de rapport sur lorientation 2
donner a la politique commerciale de la Belgique", 31 octobre 1933, pp. 1-2; Bu Za
Brussel, 11.179.2: Wet van 30 maart 1935 etc. Verslag aan de wetgevende kamer voor-
gelegd aangaande de uitvoering dezer wet, 4 april 1936, pp. 4-6.
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reasons it was necessary to protect coal and agriculture.?! This resulted in a
stabilization of the internal price level. Between 1929 and 1932 the export
prices dropped 33%, whilst the internal prices decreased less than 10%.

TABLE 2. International and Internal Price Development in Belgium and the
Netherlands during the 1930s

Year International prices 1929=100 Costs of living Weighed average of

1929=100 the exchange rate

corrected for
priccs22
Belgium The Netherlands
Import | Export | Import | Export Bel- Nether Bel- Nether-
L |__gium -lands || gium lands

1929 100 100 100 100 100 100 100 100
1930 89 93 91 91 101 93 105 98
1931 69 82 74 75 94 86 113 107
1932 59 67 59 59 91 83 117 116
1933 44 61 53 53 89 85 117 123
1934 49 57 49 51 85 83 118 121
1935 62 61 48 49 86 81 85 125
1936 70 70 50 52 89 80 100 101
1937 80 79 68 65 93 83 98 105

Sources: League of Nations, Statistical Yearbooks; Peter Scholliers, Loonindexering en
sociale vrede. Koopkracht en klassestrijd in Belgi¢ tijdens het interbellum (Brussels
1985); CBS, Macro-economische ontwikkelingen; CBS, Maandstatistiek van den in-, uit-,
en doorvoer 1929, Horlings, op.cit.; "Wisselkoersen in Nederland”, in, Economisch-
Statistische Berichten 1929-1937.

21 Bu Za Brussel, 11.179 I'*": Circulation d’Information no. 35, le 25 octobre 1933:
"La nouveau orientation de la politique commerciale du gouvernement belge"”.

22 The exchange rates are corrected for the development of the costs of living in all
relevant countries. The cost of living is the only indication of internal price develop-
ment known for all these countries. The weighting is based on the weight of the home-
countries of these currencies in the Belgian, respectivily Dutch exports in 1929. The
rate of the Dutch guilder is calculated by comparing the rate of it in six currencies,
Reichsmark, pound sterling, the US dollar, the Belgian and French franc and the
Dutch-Indian guilder. The Belgian franc is compared with Reichsmark, French franc,
guilder, pound sterling and the US dollar.
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Brussels had reasons not to depreciate. In 1931 the franc was a strong
currency. The gold stock of the Banque National was enormous and interna-
tional trade was balanced.?® The devaluation of Britain was disastrous, but the
country had other partners that wanted to rescue the gold standard. Belgium
was the only gold block country with a mayor part of its trade concentrated on
other gold standard countries. Above that, just after the fall of the Pound it
was thought that the price disequilibrium would easily be overcome by infla-
tion in England. It was common knowledge that a paper currency would result
in inflation. Only later in the 1930s it became clear that this inflation failed to
come and that deflation was more difficult than expected.

During the interwar period, Belgium tried again and again to become a
member of an international block to protect its trade. Therefore, the intiative
for the Gold Block seemed a logical step.2* This block was nothing but a pa-
per tiger. Only the British promise to help the block to save its gold parities
was of some importance. The 1933-1934 depreciation of the dollar with 40%
was not followed by the Pound. Compared with its gold parity sterling depre-
ciated 36%, but appreciated a few percent against the dollar. This was done to
save the continental gold standard and so to protect British competitiveness.
In the last months of 1934 speculators expected the dollar to depreciate fur-
ther and the pound was thought to follow. This resulted in a sterling depre-
ciation against the desire of the Treasury.”> In March 1935 the exchange rate
of sterling decreased below 70 francs, a level London was sure to be fatal for
all gold currencies. Nobody doubted any longer that a Belgian devaluation was
forthcoming.26 This sterling depreciation was the immediate cause for the
1935 devaluation, but there were also internal Belgian reasons. The banks
were in serious problems, the deflation policy failed and the depression, that
passed away elsewhere, continued in the Gold Block because the internal

23 Bu Za Brussel, 2627 Bis-3, Comité Restreint: "Projet de Rapport sur Porientation &
donner a la politique commerciale de la Belgique", 31 octobre 1931.

24 NBvB, fotocopién, L’accord conclu a Londres, le 3 Juillet 1933 entre France etc.
Janssens, op. cit., pp. 244-245.

2> PRO, T 188/78, Exchange position (9th November, 1934). Note of 11/4 FP (1934);
Howson, op. cit. 56; PRO, T 188/78, Notes on exchange position 7/9 (1934), TP; Ibi-
dem Exchange position 18th November 1934.

26 PRO, BT 10/14: Import Duties Advisory Committee Paper 108/35: "Protection
against the threatening depreciation of certain currencies”, 29th March, 1935; NBvB:
fotocopién: Chronologie de la dévaluation du franc en mars 1935; Thielemans, op. cit.,
p- 38.
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price level was too high and too rigid. After the 1935 28% devaluation based
on a purchasing power parity calculation, the internal prices were in balance
again with the international price level. To restore this balance was, more
than a recovery of exports, the target of the devaluation.?’

After the depreciation of sterling the situation in the Netherlands was not
much different from Belgium. Nobody wanted to depreciate and it seemed
unnecessary.?8 In the 1930s all countries that depreciated did so because it was
impossible to defend the gold parity, or because they were so dependent of a
country that depreciated that there was no alternative. The British deprecia-
tion was disasterous for the Dutch, but Germany and Belgium still had their
gold parity. Dutch export prices, in 1931 already 25% below the 1929 level,
decreased with another 21% in 1932 and went on slumping to 49% of the 1929
level in 1935. In this year the costs of living were still at 81%, and the over-
valuation of the guilder was 25% (Table 2).

In 1931 it was hoped that inflation in Britain in combination with some
deflation at home would end the disequilibrium. The Calvinist politician and
from 1933 on prime minister Hendrik Colijn told his English friend Walter
Runciman, then President of the Board of Trade, that a managed currency
with stable prices was impossible. The gold standard should be defended by
all countries that had the technical capacity to do so, otherwise chaos would
result.?? Just as in Belgium it was necessary to protect some branches of the
economy - especially agriculture - but by doing so the internal prices only
became more rigid. In 1933 the costs of living even increased as a result of
agrarian protection, but the growing right wing extremism among desperate
farmers was feared.®

In the Hague every devaluation in a neighbouring country resulted in a
discussion about the gold standard policy. In 1933 there were rumours that the

27T F, Baudhuin, "Le commerce extérieur de la Belgique en 1935", in, BISE, 6 (1935-
1936), pp. 191-204; Bu Za Brussel, 11.179.2: Wet van 30 maart 1935 etc. Verslag aan de
wetgevende kamer voorgelegd aangaande de uitvoering dezer wet, 4 april 1936, pp. 4-
6.

28 H en N 736 map 8: Aanteekeningen inzake de huidige economische positie van
Nederland; H en N 736 map 16: Verslag van de Vergadering met de werkgevers- en
werknemersorganisaties op maandag 12 oktober 1931.

2 H en N 779 map 3: Colijn aan Beelaerts van Blokland, 26 februari 1932.

30 Financién, dossierarchief 1918-1940, inv.nr. 277: Nota van de Thesaurier-Generaal

aan de Minister van Financién over de begroting van het crisislandbouwfonds 1933 en
1934, 23 oktober 1933,
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Hitler government wanted to devalue the Reichsmark. As long as it was not
clear whether this was true, Colijn’s new five party coalition kept quiet about
monectary policy. The US-dollar depreciated in this period and rumors spread
that the guilder would follow.3! A petition of famous economists and captains
of industry asked for it. When it became clear that Schacht did not want to
devalue, the Dutch agreed to become member of the gold block and Dr.
Colijn presented himselif as the statesman that would save the country from
depression and protect the guilder.?? The fact that Berlin did not devaluate
was reason not to do so either. Colijn was not a friend of the Third Reich, in
fact he feared it,3® but he knew that the German trade was essential for the
country.

In 1935, after the Belgian devaluation, the position of the guilder was dis-
cussed again. The Roman Catholic minister of economics Max P.L. Steenber-
ghe thought the Belgian devaluation a good opportunity to change policy. He
sent a memorandum to the cabinet why he thought it better to devalue
Colijn, leader of the Calvinist party and opponent to the Catholic party, re-
acted with his own memorandum and Steenberghe had to resign.®> Whether
Colijn, by now the champion of the gold standard, feared for his own position
is not quite clear, but there are reasons to believe that he was not as opposed
to a devaluation as he said. In the summer of 1935 he even enforced a political
crisis that humiliated the Roman Catholic party, but that also endangered the
guilder. Colijn could not devalue anymore without loss of confidence and now
tried to enforce it by a political accident. During this political crisis, the Neder-
landsche Bank lost gold and the technical details of a devaluation were dis-

31 Bu Za Den Haag, DEZ 1924-1940, inv.nr. 70 B, nr. 103: Richard T. Griffiths, The
Netherlands and the gold standard, 1931-1936. A study in policy and policy formation
{Amsterdam 1987), p. 170.

32 H en N 1281 map 3: Adres van Prof. dr N. Polak c.s. aan de Voorzitter van den
Raad van Ministers betreffende devaluatie, S januari 1934; Griffiths, op. cit., pp. 35-36,
140 and 173; HM.H.A. van der Valk, "Handhaving van den Gouden Standaard in
Nederland en hare consequencies”, in, De Economist (1933), pp. 681-713, 707 ; HM.
Hirschfeld, Heninneringen uit de jaren 1933-1939 (Amsterdam 1946), pp. 15-17; Bu Za
Den Haag, DEZ 1924-1940, inv.nr. 59b nr. 30: De Consul-Generaal t¢ Hamburg aan
de Gezant te Berlijn, 11 juli 1933.

33 Johannes Houwink ten Cate, 'De Mannen van de daad’ en Duitsland, 1919-1939.
Het Hollandse zakenleven en de voorooriogse buitenlandse politiek (Den Haag 1996), p.
156.

3% Hirschfeld, op. cit. pp. 54-55 en bijlage V, pp. 219-226.
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cussed by the Board of Directors.>® Thanks to the Queen Wilhelmina the
political crisis was solved in a few days, and Colijn returned with a recon-
structed cabinet (as he knew he would) just before a devaluation was a ne-
cessity. The country struggled on with an overvalued guilder until a new op-
portunity to devalue.’” This only came in September 1936, when France left
the gold standard and the cabinet decided it was nonsense to save the gold
standard all alone. In consequense, the guilder depreciated.

During the 1930s it proved for Belgium and the Netherlands almost im-
possible to find a solution for the monetary problems that threatend their
position as trade oriented economies. Their governments feared that follow-
ing the policy of one partner would be fatal for the trade with other partners.
This resulted in a policy of doing nothing and waiting what would happen, like
a terrified rabbit in the hights of a car.

The Struggle for Free Trade

On entering World War I, the American president Woodrow Wilson declared
not only that he wanted to make the world safe for democracy, but also for
free and equal trade. However, free trade was not realized in the interwar
period.¥® There were a number of reasons for that. Protectionism in the
United States was not the least, but the wartime experience of the blockade
and monetary chaos were at least as important. At different conferences of
the League of Nations in the 1920s and 1930s almost every country declared
itself a free trader, but for temporary problems. The First World War de-
stroyed what rested of British economic leadership. During the interwar pe-
riod, there was no country to give leadership to the world economy. Charles
Kindleberger blames the USA that it did not take the responsibility it had and
did not become the leader in economic matters, as it did after the Second
World War. In fact it is not clear whether the USA were in the position to do
so. The US economy was rather isolated.®® Imports and exports were small
compared to the size of production. When Kindleberger blames the USA that
it did not take its responsibility he is right in a way. The fact that this enor-

3% Griffiths, op. cit., p. 183,

37 Klemann, op. cit., 62-71.

3 William E. Rappard, Post-war efforts for freer trade (Geneva 1938), pp. 8-10; Ri-
chard T. Griffiths, "The economic desintegration of Europe. Trade and protection in
the 1930s." in, EUC-Colloquium Papers, DOC IUE, 138/89(Col 13), pp. 2-3.

39 Charles P. Kindleberger, The World in Depression, 1929-1939 (Harmondsworth
1987 sec.ed.), p. 298 ff.; Klemann, op. cit., p. 102.
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mous economy became protectionistic increased the economic problems, but
other countries were protectionistic for hardly better reasons. In 1925 Ger-
many became protectionistic, immediately after the unilateral free trade
clause of the Versailles Treaty expired, and in 1932 even Britain became pro-
tectionistic for political reasons.

Protection was a disadvantage also for big economices, but for them inter-
national trade was supplementary. For Belgium and the Netherlands protec-
tionism was a greater threat. In 1929 in the Netherlands and Belgium, exports
were 34% and 46% of national income. In 1929 tariff walls in some of the
surrounding countries were already high. In the following years, protection
became more decisive and in 1938 exports of goods were in the Netherlands
only 20% of GNP. In Belgium this was 25%.% Protectionism destroyed their
trade and threatened their economies. Therefore, in the interwar period, the
smaller European countries tried to make the world safe for free trade by all
small means they had. During the 1920s and 1930s, they did so by participat-
ing in a series of conferences organized by the League of Nations. The most
important of these conferences was even a Belgian initiative.

The Conference on the Abolition of Quotas

In 1927 the first trade conference organized by the League gathered in Ge-
neva. It was a meeting of economic experts, initiated by France in 1925.*! This
was the year of the Treaty of Locarno. Approach and a peaceful settlement of
problems were also the targets of this initiative. At the conference the demo-
lition of trade restrictions and a wide interpretation of the most favoured
nation clause were the credo. The quota system should be prohibited and
governments should develop plans to break down tariff walls.*> The Confer-
ence realized that there was an enormous gap between their agreement on
principal matters, and treaties between governments. The Dutch expert Coliyn
therefore thought it the duty of the League to organise conferences to realize
the plans.*® The League initiated such a conference and in 1927 a diplomatic
conference met in Geneva with Colijn as its chairman. A certain optimism

40 CBS, Macro-economische ontwikkelingen; Peeters et.al.,, op. cit.; Institut National
de Statistique, Annuaire statistique.

41 Ger van Roon, Kleine landen in Crisistijid. Van Oslo-staten tot Benelux, 1930-1940
(Amsterdam 1984), p. 58.

42 E.C.van Dorp, "De economische conferentie.” in, ESB 1 juni 1927, pp. 490-492.

43 Archief Colijn, nr. 54, doos 8: Slotrede van Colijn op de Economische Conferentie
te Geneve, 24 mei 1927.
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secemed reasonable. The international relations were normalized, the eco-
nomic situation seemed healthy, and the first conference was a success. In
October 1927 the meeting agreed that export quotas should be abolished. Of
course the abolition of all quotas was impossible. Already in the concept ex-
ceptions were possible in abnormal circumstances.® A great number of
countries claimed that their circumstances were. Others did not want to ratify
if the exceptions of neighbours were accepted, and Colijn became pessimistic
about the treaty. In November 1929, more than two years after it was signed,
there were only 18 ratifications, most of them conditional. In the end 6 coun-
tries were bound, only to use the first opportunity to recite.*

This was the first attempt to enter the path to free trade. After the start of
the depression the small countries became initiators of new attempts to better
trade relations. To understand this role, the foreign policy of Belgium and the
Netherlands should be clear.

International Position

In the interwar period the international position of Belgium and the Nether-
lands was difficult. The Netherlands was too small to defend its independence
or colonial empire. Its neutrality was not based on military power, but on lack
of an alternative.* It was believed that a balance of power would safeguard
the country. No European power could accept that any other threatened
Dutch independence. It was also thought that none of the powers would ac-
cept any violation of the Indies by another great power. Because of the fact
that non of the First World War belligerents thought it in its interest to violate
the neutrality, this policy was thought to be successful. This timid policy had its
match in a more proud, moralistic policy. It was emphasized that the Netherlands
were not a small country, because of its colonies.*’ Its size made the Kingdom
respectable. It only lacked the power to command respect, but respect could
be won by promoting justice as a base for international relations. Dutch poli-
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ticians not only hoped to win respect by such a policy, but also to make the
world safe for small countries without the power to defend their enormous
interests.® Idcals went hand in hand with pragmatism. In the interwar period
the League was the platform to express moral feelings about international
politics. In 1920 the Netherlands became a member.

Neutrality and a pursuit of legalistic relations were the instruments to
protect the existing situation. Free trade was the way to do this in the eco-
nomic field. Until the 1930s Dutch markets were open. Low fiscal duties were
the only barriers. The Hague was not ready to negotiate about their trade
policy because the only policy they got was free trade. It was defended in a
moralistic tone. The Foreign Office thought it not unreasonable to ask for
concessions from countries with a more protectionistic policy without giving
anything in return. Foreign products had already free access to the Dutch
market, so there was nothing to demand. In Dutch politics this aspect of the
trade policy was in discussion.* Nobody wanted protectionism, but the Ro-
man Catholic Party wanted tariffs to be used in negotiations, but the Foreign
Office was opposed to it. High principles were not the only reason. It feared
diplomatic conflicts from a more aggressive trade policy. Above that, Amster-
dam and Rotterdam business men with interests in financial markets and the
ports had more political influence than the industry from the Roman Catholic
land provinces.>

How to make the world safe for small, hardly defensable countries was
also a problem of the Belgian diplomacy, but Belgium had another experience
during the First World War. In 1914 it became clear that neutrality did not
guarantee safety for a small country with aggressive, neighbours. Because in
1919 Britain did not want a military obligation to warrant the inviolability of
the country, Brussels had to hide under a French umbrella. This was interest-
ing for Paris because it wanted support for its firm, but in Anglo-Saxon and
neutral countries, unpopular policy against Germany. Belgium was loyal, and
it seemed more and more a satelite of France.>! Only in the late 1930s, when a
war between Germany and France was again forthcoming, did the country
restore its neutrality, without much hope. The fact that France built its Magi-
not-line only along the German-French border made this policy even less safe
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than in 1914. Just as the Hague, Brussels could not find a safe and realistic
policy to garantee its independence, but the different experience resulted in a
different policy. Belgium had also a little different trade policy. As an indus-
trialized country without the predominance of trade and financial markets, it
had more protectionistic elements in its policy, and it had tariffs to strengthen
its position during trade negotiations. In Belgium the political influence of
industry and agriculture were more important, but just as in the Netherlands
the final goal of its policy was to keep the markets of its neighbours open.

The Tariff Truce Negotiations

In Germany the top of the economic cycle was in 1927. After that the econ-
omy kept going by increased expenditures of the Ldnder, but agriculture was
in depression. In 1929 farmers claimed protection. For the food exporting
countries of Europe, Germany was the second important market after Britain.
Growing right wing sympathies among farmers worried the politicians and the
centre-left Heinrich Miiller government took already some measures to pro-
tect the food market.>? As long as cereals were protected, this was not dan-
gerous for the Netherlands, but claims to protect dairy products were a threat.
Inside the presidential Heinz Briining cabinet therc was disagreement about
the trade policy. M. Schiele, the minister of agriculture wanted protection for
food, but the foreign minister and his collegue of industry were afraid for the
reactions in other countries. The farmers became more and more extreme in
their political feelings and Schicle, a nationalist and political friend of Paul
von Hindenburg, was prepared to risk a crisis about butter tariffs. Such a
crisis was not only dangerous for the cabinet but even a danger for the Re-
public itself.>

It were, however, British developments that worried Brussels so much that
it initiated a conference.>* Britain was one of the most important markets for
the Continent. Most of Britian’s imports came from Europe. Most of its ex-
ports went to other continents. Almost every European country had an active

52 BA, R 43 1/1436: Niederschrift iiber die Sitzung des Reichsministeriums am 7.
Mirz 1929; AA an den Staatssekretir in der Reichskanzlei, den 2. Mirz 1929, W 861.
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Staatssekretir in der Reichskanzlei, den 11. Mai 1929, II 5222.
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>4 Archief Colijn, nr. 54, doos 12: Van Langenhove a Colijn, le 7 mars 1930; AA,
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trade relation with the UK. In 1929 the continent became concerned be-
cause the Conservative Party became protectionistic. Difficult economic cir-
cumstances were at the roots of this change of opinion. Britain was not the
leading industrial nation anymore. Protected by imperial preference, British
industry struggled on, but unemployment was high. Imperial preference was a
protectionistic system based on tariffs in all countries of the Empire, with free
trade for British products. The Conservative Party wanted a systematization of
this policy. Imperial free trade was the slogan of the Torries in the 1929 elec-
tions. It was an euphemism for protection against non-Empire countries.’® At
the same time Canadian trade suffered from American protectionism, and the
Canadian Government claimed something in return for the advantages Britain
got on the Canadian market. Other dominions, in grave problems as a result
of the agricultural depression, backed this claim.’’

Labour won the 1929 elections, but it had no majority in Parliament and it
was common opinion that the Labour victory was only a temporal escape.”® As
long as Labour was in power there was time to do something against British
protectionism. This time was used by the Belgian foreign minister Paul Hy-
mans. After the consultation of Whitehall he introduced a plan to attach
Britain to its free trade tradition by an international treaty and at the same
time force other European countries to give up some tariffs. For most Euro-
pean countries, the British market was important enough to give something in
exchange if London was ready to record its free trade policy. The idea was to
agree a tariff truce for two years, a period to negotiate lower tariffs. Most
enthusiastic was Britain’s Labour government. W. Graham, the president of
the Board of Trade, promised to come to the Conference himself. It uplifted
the Conference on the ministerial level.?

The Tariff Truce Conference was in a hurry. Not only was the position of
Labour rather weak, but as a result of the slump free trade also became diffi-
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cult in other countries. Because of these problems the Belgo-Britain idea to
freeze all tariffs for two years, proved impossible. It was feared that the flood
of exceptions needed to make this acceptable would result in the same kind of
problems as with the former treaty.®? Because of the most favoured nation
clause non-signers could get all advantages of the treaty. For the small coun-
tries this was unacceptable and they initiated a discussion about the clause.
Was it acceptable that countries that did not sign a treaty open to all, got the
advantages of such an agreement?® The European powers, however, did not
want to answer this question before it was clear what their interests were.

The initiative to discuss the most favoured nation clause was the first sign
of cooperation between the Netherlands, Belgium, Luxembourg and the
Scandinavian countries. The Netherlands and the Scandinavian countries were
in competition on the markets of dairy products, but were all opposed against
protection in Germany or Britain.52 In Germany, however, the struggle inside
the cabinet was decided in favour of Schiele and the Dutch had no trade pol-
icy to do anything against it. Diplomatic protests of the Dutch minister in
Berlin was all the Hague could do. Schiele was not impressed. The Dutch can
do nothing but grumble, he said.®® It was all the Dutch government could do,
but the Dutch farmers initiated a boycott against German products. This boy-
cott was not only a success among farmers but also among the urban popula-
tion.% The object of the well organised Dutch farmers was to press the Ger-
man industry to fight against further agrarian protection in their country. The
imports of German industrial products was much more important than the
exports of agrarian products to Germany. Dutch agricultural organisations
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had contacts with the the Reichsverband der deutschen Industrie.® This indus-
trial organisation backed their foreign minister against the protectionism of
Schiele.

During the Tariff Truce Conference, a Dutch plan was accepted. The free
trade countries, Britain, the Netherlands, Portugal, Denmark and Norway
promised not to introduce protectionism. The other countries promised not to
terminate their treaties. Because it was allowed to change treaties and to in-
troduce new tariffs on products that were free, the free traders were stronger
committed than the protectionistic countries, but the treaty, valid until April
1931, should create a period of rest for further negotiations.®® This was the
traditional Dutch trade policy introduced on an international level. The idea
was accepted and the treaty should be ratified by as many countries as possi-
ble. Another initiative of the Conference was an inquiry among the members
of the League to find out what problems they had from protectionism of their
neighbours. Because the Netherlands and Denmark had the same problems,
the Danish government asked the Dutch to coordinate the answering of the
questionnaire. There was already an intensive cooperation in Scandinavia, so
the Dutch joint this company of northern countries.®’

During the Conference, also a new form of cooperation started between
the Dutch and the Belgian delegation. In the Hague and Brussels, the Foreign
Ministers were hardly enthusiastic about this approach to the country that was
traditional more a rival than a friend. At the same time, the Dutch and Bel-
gian diplomats agreed that their trade policy had much in common. These
men consulted each other more and more. Both countries were in favour of
free trade, because protectionism was against their interests. A close coop-
eration between the two countries could solve a lot of problems, it was
thought. Belgium exported industrial products, the Netherlands exported
agricultural products, so cooperation would open interesting markets. In fact
the markets were not half as supplementary as was thought. Belgium im-

65 Bu Za Den Haag, DEZ 1924-1940, inv.nr. 110 Duit doos 491: De Consul te Frank-
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ported food, but the dairy products and vegetables the Dutch exported, were
also produced in Belgium. In the Netherlands, industry had a less prominent
place than in Belgium, but it is nonsense to think of the Netherlands merely as
an agricultural country. The idea that a close cooperation between these two
countries could solve their problems if protectionism in most other countries
destroyed the traditional markets, was too simple. But approach between the
two countries could strengthen the call for free trade. To overcome the op-
position to such an approach, each diplomat gave his minister the impression
that an informal initiative to political coordination was taken by the other
minister. Both ministers believed this and gave permission for informal con-
tacts.%® |

In the months after the conference it became clear that the new treaty also
would be ratified by only a small number of countries. A total failure was not
immediately feared because nobody wanted to be blamed for that, but success
was far off.®® The protectionistic tendencies in Germany went on and this
strengthened cooperation between the Netherlands and the Scandinavian
countries. At the same time the overture between the Netherlands and Bel-
gium became less informal. In May 1930 Hymans became more positive about
cooperation and in June he proposed to coordinate the answers on the ques-
tionnaire.”® After that it did not take long before the Dutch, Belgians and
Scandinavians, met on a Conference at the Hague. This Conference of Octo-
ber 1930 was only a month before the second Tariff Truce Conference. In The
Hague these small European countries promised to coordinate their trade
policy. They even agreed to implement the truce only among each other if the
Conference proved a failure.”

The Treaties of Oslo and Ouchy

In November 1930 it became clear that the Geneva policy was a failure. The
Scandinavian countries, Belgium, the Netherlands and Luxemburg decided to
give the great countries a moral example. Therefore they agreed on the Treaty
of Oslo. In this treaty these countries promised not to hurt the economic in-
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terests of the other members of the Oslo-group. The treaty lacked any con-
crete agreement and it was only a symbolic step. The Oslo-governments
hoped that the greater countries should pick up the example and that so the
Geneva-negotiations could be revived.”? In fact the greater European powers
countries understood quite well that the Oslo-countries with their free trade
policy only pursued their own interests, and purchasing once interests 1s not a
very strong moral example. The impression of the treaty was limited. Only
some industrial circles in Germany were worried. They feared that the Treaty
of Oslo and the cooperation between these important markets for the Ger-
man industry were directed against German protectionism. Further protection
of the German food markets could be dangerous for the industrial exports,
they thought.”® This fear, based on nothing, helped to postpone some new
tariffs in Germany, but in the long run the German Governments had to win
support among the electorate to save the Republic. Every electoral victory of
right wing parties resulted in stronger influence of agricultural and less influ-
ence of industrial pressure groups.’™

In March 1931, the Tariff Truce Conference gathered again in Geneva.
Now it finally became an unconcealed failure. The only result of all negotia-
tions was that some countries slowed down their protectionistic programme
because they did not want to be blamed for the failure.” Even after this the
small countries did not give up. There was a lot of talking about closer eco-
nomic cooperation among each other. The countries should give each other
advantages in an open treaty.”® In 1931 Britain abandoned the gold standard.
A great number of other countries followed this step, among them the Scan-
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dinavian countries. The Netherlands and Belgium sticked to the gold stan-
dard. The already weak Oslo Block fell apart in two different monetary
blocks. In the same period, Britain became protectionistic.

The cooperation between the Oslo countries was rather weak from the
start, but the cooperation between the Netherlands and Belgium became
closer and closer. The economic setback became a threat after the deprecia-
tion of sterling, and the cooperation between the two countries developed
more intensive, but the problem of the most favoured nation clause was in-
soluble. Every concession to the partner was also an advantage to even the
most protectionistic neighbour. The most favoured nation clause is useful in a
period of increasing free trade. In this period of protection, it proved an ob-
stacle to rescue what was left of free trade relations.”” The only solution
seemed to use the still unaccepted exception on the most favoured nation
clause. Because Great Britain introduced its imperial preference policy, a
policy not officially recognized as an exception but accepted by almost every
country, a reinterpretation of the clause seemed possible. In June 1932 in
Ouchy, near Lausanne, a treaty was signed by Belgium, the Netherlands and
Luxembourg. It was a treaty open to all other countries, so in the opinion of
the three partners the advantages were not to be given to the most favoured
trading partners. According to the treaty, tariffs were to be reduced step by
step until an unimportant level was reached.”® The European powers did not
accept it. Most clear about this was Britain. Immediately after the treaty was
signed the President of the Board of Trade said that this interpretation of the
clause was unacceptable to the HM Government. Imperial preference was a
direct violation of the clause, but the British Empire was powerful enough and
its trade was so important to all other countries, that this was accepted. The
Belgo-Dutch policy, a last attempt to rescue the free trade tradition, was not
accepted. In April 1933 these countries had to give up. The Dutch government
accepted the British interpretation of the most favoured nation clause because
it feared problems for its exports to Britain.

Conclusions

During the interwar period, it was not only impossible for Belgium or the
Netherlands to formulate a realistic foreign policy that guaranteed the free-
dom and independence of these countries, it was also impossible to formulate
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a realistic monetary or trade policy. Just as the countries were too small to
defend their sovereignty or their colonies, they were too small to formulate a
monetary policy totally independent from the surrounding powers. Their eco-
nomic problems in the second half of this period were strongly aggravated by
the fact that there was neither any coordination between the greater Euro-
pean powers, nor was there one leading economy strong enough to be ac-
cepted by all. For a small economy too big to accept dependency from a re-
gional power, periods without a clear superior economy in the world are diffi-
cult. When there is such a power it is always in its interest to protect free
trade and monetary stability, just as it is in the interest of small countries. The
best thing small powers can do in such a situation is to strengthen the position
of the power in the position to lead the world economy. It is not amazing that
the Netherlands and Belgium became loyal allies of the United States after
the Second World War. To back the position of the dominant economy is a
method to promote international relations based on law and justice. When
there is no power strong enough to save free and equal trade and monetary
stability, it will always result in economic problems for the smaller countries.
Monetary chaos or extreme protectionism is fatal for their economies. The
cases of Belgium and the Netherlands in the 1930s suggest that monetary
chaos is even worse than protectionism. During a deep depression, protection-
ism is, however, almost as dangerous and the small countries are powerless
against it. The most favoured nation clause is in such a situation no instru-
ment to save free trade. May be it can be a solution to become a member of a
regional economic block, as Belgium tried during the 1930s and after the war
is done by both countries, but it is not sure whether the loss of economic
contacts with the outside world because of the protectionism that is character-
istic of such blocks, is not worse for the smaller members than it is for the
greater powers, that will formulate the economic policy of the block. How-
ever, when it is impossible to promote international agreements on monetary
stability and free trade by backing a dominant economy, it may be the only
solution to become a member of a block. It 1s a pity that such blocks are often
a threat to the sovercignty and independence of smaller nations.
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