
 
 
 
 
 
 
 
 
 
 

Planning For the Short Haul: Explaining Wartime Trade between Enemies 
 
 
 

Mariya Grinberg 
Post-Doctoral Fellow 

CISAC, Stanford University 
mgrinberg@uchicago.edu 

 
 
 

 
Abstract 

 
Why do states trade with their enemies during war? In this paper, I argue that states make 
deliberate choices when setting their wartime commercial policies and that these policies are 
tailored to match the type of war the state is expecting to fight. Specifically, states seek to 
balance two goals – maximizing revenue from continued trade during the war and minimizing 
the ability of the opponent to benefit from the security externalities of trade. As a result, states 
trade with the enemy in (1) products that their opponents take a long time to convert into military 
capability and (2) products that are essential to the domestic economy. Furthermore, states revise 
their wartime commercial policies based on how well they are doing on the battlefield. I test this 
theory by analyzing the British wartime commercial policy in World War I. I find that a 
product’s conversion time into military capabilities determines when and if that product will be 
prohibited from trade during the war. Alternatively, domestic political pressures play only a 
marginal role in wartime commercial policy decisions. 
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Conventional wisdom suggests that trade is the first casualty of war. Since the gains from 

trade can be converted into military capabilities, trading with the enemy is akin to selling the 

opponent the gun they will shoot you with. But the empirical record of wartime trade suggests 

otherwise. For example, World War I, which was a total war where the majority of the states 

involved fought for their very survival, saw extensive trade. Britain continued to trade with its 

enemies until October 1, 1918 – one month and eleven days before the armistice. In fact, Britain 

started the war with a restriction on the export of only 20% of the goods it ultimately prohibited 

from reaching the enemy. After a year of fighting, by the end of August 1915, around half of 

those products ultimately prohibited were still allowed to be legally traded with enemy states. 

World War I is hardly unique in that trade occurred during the war and varied over time. 

Some enemies chose to continue their trade throughout the war, for example India and Pakistan 

in the First Kashmir War (1947-9) or Yugoslavia and Croatia in the War of Bosnian 

Independence (1992). Other states chose to cut off trade immediately at the start of the war, for 

example England and Argentina in the Falkland Islands War (1982) or India and Pakistan in the 

Kargil War (1999). Yet other states start off trading with the enemy only to change course during 

the war, as for example occurred in the Iran-Iraq War of 1980. There is remarkable variation in 

wartime trading patterns between adversaries. 

In times of war, why do states trade with their enemies? In this paper, I argue that states 

make deliberate choices when setting their wartime commercial policies and that these policies 

are tailored to match the type of war the state is expecting to fight. Specifically, states seek to 

balance two goals – maximizing revenue from continued trade during the war and minimizing 

the ability of the opponent to benefit from the security externalities of trade. As a result, states 

trade with the enemy in (1) products that their opponents take a long time to convert into military 
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capability and (2) products that are essential to the domestic economy. Furthermore, I argue that 

states revise their wartime commercial policies based on how well they are doing on the 

battlefield. As the expected length of war increases, the number of prohibited products will 

increase since the opponent will have more time to benefit military from the gains of trade. 

Similarly, the closer the war gets to being existentially threatening, the more wartime trade with 

the enemy the state will be willing to give up.  

This paper makes two major theoretical contributions. First, it shows that the temporal 

dimension is key to understanding security externalities of trade. Existing scholarship focuses on 

the implications of trading with the enemy for the adversary’s military capabilities, but it omits 

the temporal dimension in which economic gains may be converted into military power. While 

all gains from trade are ultimately convertible into military capabilities, the amount of time this 

process takes varies by product. A similar temporal distinction can be applied to all policy tools 

to right-size their security externalities. 

Second, this paper has significant implications for questioning the assumptions of 

economic interdependence theory. The three main branches explaining the causal logic of this 

theory – opportunity costs, interest groups, and signaling – make the assumption that trade 

between belligerents is prohibited. It is precisely the high costs associated with this loss of trade 

which is supposed to act as a brake on the potential escalation to war. However, as my research 

shows, states can and frequently do continue to trade during the war, which means that trade 

does not have to be the first casualty of war, and as such does not necessarily function as an 

opportunity cost to conflict. This theoretical contribution is particularly salient when considering 

the possibility of conflict between the United States and China. Optimistic projections predict 

that the greater the economic ties between China and the US, the less likely the two states are to 
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fight each other. In fact, the more interdependent the two states are, the less likely they are to 

immediately sever trade ties during war, the less likely it is that their economic interdependence 

can be used to prevent the escalation of a potential Sino-American conflict.  

This paper proceeds in five sections. The first explains what constitutes trading with the 

enemy. The second lays out the existing literature that deals with the phenomenon. The third 

provides a theory explaining why states continue to trade with enemy belligerents during war. 

The fourth section provides evidence drawing on British wartime commercial policy throughout 

World War I. The last section concludes. 

 
Wartime Commercial Policy 

The main outcome of interest is a state’s wartime commercial policy towards an enemy 

belligerent. Specifically, the collection of decisions a state makes about which products of enemy 

origin are allowed to be imported into the state during a given war, as well as which products are 

allowed to be exported to the enemy during that war. As the name suggests, a wartime 

commercial policy is only applicable during war. Unlike peacetime, when a state can afford to 

divide its attention across different states and issue areas to include a wide range of concerns and 

interests into its commercial decisions, during war, every decision has to be judged based on its 

potential contribution to or detraction from a battlefield victory. The security motivations for 

severing trade with the enemy are highest during the war, thus presenting the hardest conditions 

for trade with the enemy to exist.  

A wartime commercial policy refers to economic cooperation between enemy 

belligerents. It excludes trade between belligerents and their allies as well as the neutral states. 

Lastly, a wartime commercial policy draws the line between which trade is legal and which is 

prohibited. It excludes contraband trade, as such trade stands in direct opposition to the 
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preferences of the state. 

Trade between enemy belligerents can be direct or indirect. Direct trade refers to an 

exchange of merchandise where the ownership of the products is transferred from a merchant in 

state A directly to a merchant in state B. When the ownership of a product switches to an 

intermediary before being delivered to its final destination, the trade is considered to be indirect. 

The simplest form of this is the sale of goods from merchant in state A to a merchant in a neutral 

state, who then sells the same goods to a merchant in state B. Indirect trade also includes cases of 

domestic substitution in a neutral country. For example, a merchant in a neutral state imports a 

product from state A, then sells and identical product but one that was manufactured in the 

neutral state to a merchant in state B. Another form of indirect trade is minimal manufacturing, 

which requires a merchant in a neutral country to import a raw material or intermediate good 

from state A, process this good in some minimal manner, then export the result to state B.  

When states are making wartime commercial policies, they are well aware of all the 

different types of commercial transactions that can occur between the merchants of their state 

and those of the enemy. A state does not only set limitations on direct trade with the enemy, but 

all forms of indirect trade as well. Thus the variation of different wartime commercial policies 

can range from all direct and indirect trade being allowed with the enemy, to various restrictions 

on direct trade and various restrictions on indirect trade, to no direct or indirect trade with the 

enemy. 

In order to isolate the reasons why a state would choose to trade with the enemy, the 

analysis theorizes a state’s formation of wartime commercial policy and not the level of bilateral 

trade between the enemy belligerents. Each belligerent in a war sets its preferred policy and the 

intersection of these preferences creates a possibility for trade between the two belligerents. This 
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window can be further affected by the process of war destroying certain trade routes, by the 

increased risk of trade and availability of insurance affecting merchants’ willingness to engage in 

trade, by the logistics of open ports limiting the amount of trade that can be processed, etc. 

Additionally, direct bilateral trade between states in war is rather difficult as most states do not 

let enemy ships or trains approach their borders for security reasons. Thus the bilateral level of 

trade between states does not necessarily present an accurate illustration of the amount of 

wartime trade between belligerents. Looking at a state’s wartime commercial policy focuses the 

analysis on the maximum amount of trade a state is willing to allow during a war, isolating how 

a state resolves the dilemma between economic and security incentives without confusing the 

analysis with other factors that affect the observed level of bilateral trade. 

Similarly, the analysis does not focus on the decisions of individual firms to engage in 

trade with the enemy during the war. While in many economies it is the firms that make 

decisions about what to trade in, with whom and how much, the state sets the limits within which 

the firms are bound to operate. As far as the firms operate within these boundaries, they are 

mostly driven by profit maximization, making a firm level decision to trade with the enemy less 

surprising. The state does not have the same luxury, especially in times of war. States have to 

balance economic motivations with security concerns, which makes the decision to allow trade 

with the enemy considerably more puzzling. 

 
Existing Explanations 

There are very few attempts in the literature to answer the question why belligerents 

continue to trade with their enemies during a war. The definitive article on the subject, by Levy 

and Barbieri, explicitly claims to offer no theory on the subject, instead providing a list of 
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hypotheses that might explain the phenomenon.1 Possible alternative arguments could be inferred 

from three bodies of literature that seek to connect security and economic concerns: literature on 

economic interdependence, relative gains, and economic gains from trade. However, the 

arguments made in these fields do not directly deal with wartime commercial policy. A second 

problem is that these arguments tend to provide an absolute prediction for all wars – either trade 

with the enemy would never occur or should always occur. 

All three of the causal mechanisms provided by the economic interdependence literature 

depend on the assumption that trade is cut off during wartime. By far the most prevalent 

explanation in this literature is opportunity cost.2 The trade lost during the war is the opportunity 

cost of fighting compared to peaceful conflict resolution; the higher the cost, the less likely the 

war to occur. Generally, this cost of war is operationalized with the full bilateral volume of trade 

between the two states, which implies that all bilateral trade is forfeit during a war. Some 

                                                            
1 Levy and Barbieri, “Trading With the Enemy During Wartime.” The factors include: (1) shorter wars, (2) trade in 
non-strategic products; (3) fear of relative losses to third parties; (4) bipolarity; (5) desire to maintain trade as 
political leverage to be used later in the war; (6) concerns about potential domestic constraints stemming from cut 
trade; (7) a change in ideology towards more liberal free trade; (8) limited wars; (9) civil wars. 
2 John R. Oneal and Bruce M. Russett, “The Classical Liberals Were Right: Democracy, Interdependence, and 
Conflict, 1950-1985,” International Studies Quarterly 41, no. 2 (June 1, 1997): 267–93; Rafael Reuveny and 
Heejoon Kang, “Bilateral Trade and Political Conflict/Cooperation: Do Goods Matter?,” Journal of Peace Research 
35, no. 5 (September 1, 1998): 581–602; Han Dorussen, “Balance of Power Revisited: A Multi-Country Model of 
Trade and Conflict,” Journal of Peace Research 36, no. 4 (July 1, 1999): 443–62; Charles H. Anderton and John R. 
Carter, “The Impact of War on Trade: An Interrupted Times-Series Study,” Journal of Peace Research 38, no. 4 
(July 1, 2001): 445–57; Katherine Barbieri, The Liberal Illusion: Does Trade Promote Peace? (University of 
Michigan Press, 2002); John R. Oneal, Bruce Russett, and Michael L. Berbaum, “Causes of Peace: Democracy, 
Interdependence, and International Organizations, 1885-1992,” International Studies Quarterly 47, no. 3 (September 
1, 2003): 371–93; Omar M. G. Keshk, Brian M. Pollins, and Rafael Reuveny, “Trade Still Follows the Flag: The 
Primacy of Politics in a Simultaneous Model of Interdependence and Armed Conflict,” The Journal of Politics 66, 
no. 4 (November 1, 2004): 1155–79; Reuven Glick and Alan M. Taylor, “Collateral Damage: Trade Disruption and 
the Economic Impact of War,” Working Paper (National Bureau of Economic Research, August 2005), 
http://www.nber.org/papers/w11565; Valentin L. Krustev, “Interdependence and the Duration of Militarized 
Conflict,” Journal of Peace Research 43, no. 3 (May 1, 2006): 243–60; Brett V. Benson and Emerson M. S. Niou, 
“Economic Interdependence and Peace: A Game-Theoretic Analysis,” Journal of East Asian Studies 7, no. 1 
(January 1, 2007): 35–59; Erik Gartzke, “The Capitalist Peace,” American Journal of Political Science 51, no. 1 
(January 1, 2007): 166–91; Aysegul Aydin, “The Deterrent Effects of Economic Integration,” Journal of Peace 
Research 47, no. 5 (September 1, 2010): 523–33; Håvard Hegre, John R Oneal, and Bruce Russett, “Trade Does 
Promote Peace: New Simultaneous Estimates of the Reciprocal Effects of Trade and Conflict,” Journal of Peace 
Research 47, no. 6 (November 1, 2010): 763–74; Dale C. Copeland, Economic Interdependence and War (Princeton 
University Press, 2014). 



7 
 

research has focused on determining which part of the bilateral trade actually constitutes a cost to 

the state;3 however, these studies also assume that all trade is cut off during a war even though 

only a portion of this lost trade constitutes a cost. The second causal mechanism of economic 

interdependence focuses on pro-trade interest groups, who seek to preserve their welfare gains by 

pressuring public officials to avoid military confrontations.4 The logic behind this lobbying is 

that future war will cut off the trade these interest groups rely on. The third causal mechanism 

deals with credible signaling, where ending trade with a state sends a costly signal of resolve.5 

Even under this causal mechanism, if two states have reached the point of war, it is assumed that 

there is no trade between them, as it would have been severed as a signal. Regardless of causal 

mechanism, economic interdependence comes with the absolute prediction that there should not 

be trade between belligerents in war. 

The relative gains literature links economic gains to military advantage by the assertion 

that the more important relative gains are to states, the more likely a state is to cut off trading 

ties.6 Scholars generally agree that wartime substantially increases the state’s focus on relative 

                                                            
3 Mark J. C. Crescenzi, “Economic Exit, Interdependence, and Conflict,” The Journal of Politics 65, no. 3 (August 
1, 2003): 809–32; Cullen F Goenner, “From Toys to Warships: Interdependence and the Effects of Disaggregated 
Trade on Militarized Disputes,” Journal of Peace Research 47, no. 5 (September 1, 2010): 547–59. 
4 Solomon William Polachek, “Conflict and Trade,” The Journal of Conflict Resolution 24, no. 1 (March 1, 1980): 
55–78; Christopher Gelpi and Joseph M Grieco, “Economic Interdependence, the Democratic State, and the Liberal 
Peace,” in Economic Interdependence and International Conflict: New Perspectives on an Enduring Debate, ed. 
Edward D. Mansfield and Brian M. Pollins (University of Michigan Press, 2003); Etel Solingen, 
“Internationalization, Colaitions, and Regional Conflict and Cooperation,” in Economic Interdependence and 
International Conflict: New Perspectives on an Enduring Debate, ed. Edward D. Mansfield and Brian M. Pollins 
(University of Michigan Press, 2003). 
5 James D. Morrow, “How Could Trade Affect Conflict?,” Journal of Peace Research 36, no. 4 (July 1, 1999): 481–
89; Erik Gartzke, Quan Li, and Charles Boehmer, “Investing in the Peace: Economic Interdependence and 
International Conflict,” International Organization 55, no. 2 (April 1, 2001): 391–438; Arthur A Stein, “Trade and 
Conflict: Uncertainty, Strategic Signaling, and Interstate Disputes,” in Economic Interdependence and International 
Conflict: New Perspectives on an Enduring Debate, ed. Edward D. Mansfield and Brian M. Pollins (University of 
Michigan Press, 2003), 111–26; Nam Kyu Kim, “Testing Two Explanations of the Liberal Peace: The Opportunity 
Cost and Signaling Arguments,” Journal of Conflict Resolution 58, no. 5 (2013): 894–919. 
6 Joseph M. Grieco, “Anarchy and the Limits of Cooperation: A Realist Critique of the Newest Liberal 
Institutionalism,” International Organization 42, no. 3 (1988): 485–507; Michael Mastanduno, “Do Relative Gains 
Matter? America’s Response to Japanese Industrial Policy,” International Security 16, no. 1 (1991): 73–113; 
Duncan Snidal, “Relative Gains and the Pattern of International Cooperation,” The American Political Science 
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gains, leading to the conclusion that if these theories are extrapolated to wartime, they would 

likely predict no trade with the enemy in all wars. Linking relative gains concerns to the issue of 

trading with the enemy, Liberman claims that states are more concerned with relative gains vis-à-

vis states that are near, powerful, offensively armed, and hostile, and adds that this effect is more 

keenly felt under bipolarity as opposed to multipolarity.7 Morrow takes the argument a step 

further to argue that relative gains do not matter in peace time at all unless they are highly 

unequal or can be converted into military advantage in secret.8 Picking up on the bipolarity 

versus multipolarity strain of the argument, Gowa finds that states trade more with their allies 

than adversaries in bipolar systems because of relative gains.9 In multipolar system this effect 

disappears.10 Given that the bipolar period of time studied did not involve direct war between the 

great powers, it is not certain how this argument will transfer to periods of war. Overall, the 

relative gains literature, if extended to cover periods of wartime, would likely lead to the 

absolute prediction that states do not trade with the enemy because wartime makes relative gains 

most important to states. 

The last body of literature from which a hypothesis on trading with the enemy can be 

extracted is based in the economic gains from trade. At the very basic level, states receive 

absolute gains from engaging in free trade with each other.11 Given purely economic motives, 

trade with the enemy should continue – another absolute prediction. On the other hand, the 

decision to open the economy to free trade creates winners and losers in domestic politics, both 

                                                            
Review 85, no. 3 (1991): 701–26; Robert Powell, “Absolute and Relative Gains in International Relations Theory,” 
The American Political Science Review 85, no. 4 (1991): 1303–20. 
7 Peter Liberman, “Trading with the Enemy: Security and Relative Economic Gains,” International Security 21, no. 
1 (July 1, 1996): 147–75. 
8 Morrow, “How Could Trade Affect Conflict?” 
9 Joanne Gowa, Allies, Adversaries, and International Trade (Princeton University Press, 1994). 
10 Joanne Gowa and Edward D. Mansfield, “Power Politics and International Trade,” The American Political 
Science Review 87, no. 2 (1993): 408–20. 
11 David Ricardo, On the Principles of Political Economy, and Taxation (J. Murray, 1817). 
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advocating for their preferred policy outcome.12 The beginning of a war could function as a focal 

point, which these groups seek to use to change the state’s trading policies. If the protectionist 

forces prevail in a state, trade will be cut off during the war. If the free trade forces prevail in a 

state, trade will be allowed to continue. 

 
Why States Trade with Their Enemies? 

Making the decision to continue trade with the enemy during war can be dangerous. All 

trade carries security externalities; the gains from trade can be converted by the opponent into 

military capabilities.13 During war, a state’s immediate concern is what the opponent can bring to 

the battlefield. The last thing it wants to do is help the enemy increase their war fighting 

capacity. Thus, in order to increase the chances of winning the current war, a state wants to sever 

all trade that carries security externalities. 

At the same time, making the decision to sever trade carries economic costs.14 First, the 

state loses access to the gains from trade – the product being traded or the funds received from 

the trade. Second, the state potentially losses their market share in the enemy state, if such trade 

can be replaced up by neutral states. Additionally, there is the relative loss viz-a-viz these 

neutrals states as they are now gaining from the trade you gave up, and you are not.15 Third, the 

state loses the income that stemmed from the circulation of the product within the domestic 

economy. These costs matter in as much as they affect the ability of the state to fund its long 

term security. An interruption in the stream of revenue into state coffers stemming from severing 

                                                            
12 Wolfgang F. Stolper and Paul A. Samuelson, “Protection and Real Wages,” The Review of Economic Studies 9, 
no. 1 (1941): 58–73. 
13 Joanne Gowa and Edward D. Mansfield, “Power Politics and International Trade,” The American Political 
Science Review 87, no. 2 (1993): 408–20; Joanne Gowa, Allies, Adversaries, and International Trade (Princeton 
University Press, 1994). 
14 David Ricardo, On the Principles of Political Economy, and Taxation (J. Murray, 1817). 
15 Eugene Gholz and Daryl G. Press, “The Effects of Wars on Neutral Countries: Why It Doesn’t Pay to Preserve the 
Peace,” Security Studies 10, no. 4 (June 1, 2001): 1–57. 
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trade – especially a permanent interruption – affects the amount of money the state can invest in 

its own military capabilities.16 This disrupts not only the ability of the state to prosecute the 

current war, but its preparedness for the future war. In order to ensure its ability to invest in the 

long-term security, a state wants to keep as much trade open as is possible. 

A wartime commercial policy seeks to reconcile the tradeoffs between these two 

preferences – minimizing security externalities by prohibiting trade that is counterproductive to 

the war effort, while minimizing revenue by allowing as much trade as possible to continue. In 

order to understand how states reconcile these two conflicting incentives, two theoretical insights 

are necessary. 

First, security externalities are not instantaneous. It takes time for a state to covert the 

gains from trade into military capabilities. And more importantly, this conversion time varies 

considerably by product. The shortest possible conversion time is selling a gun to the enemy 

across the battlefield. Though incredibly rare, such situations have occurred throughout history. 

At the beginning of the siege of Grave in the Wars of Louis XIV, the French commander of the 

town, at the instruction of the Secretary of State for War, sold gunpowder to the Dutch who were 

besieging them.17  

A particularly long conversion time would stem from the import of a raw material that is 

processed domestically for export. For example, a state imports raw gems, converts them into 

fine jewelry which is sold abroad. The conversion time would include the time it takes to make 

the deal for purchasing and delivering the gems, the time to transport the gems to the factory, the 

                                                            
16 Thomas C. Schelling, International Economics (Allyn and Bacon, 1958). 
17 The reason for this, no matter how counterintuitive sounding, was to increase their chances of survival. The 
quantity of gunpowder within their walls was too high and even one accident would have leveled the entire town. 
Dutch bombardment of the fortification – even using the French gunpowder – caused considerably less damage. 
Camille Rousset, Histoire de LouvoisEt de Son Administration Politique Et Militaire (Didier et cie, 1862), 65. 



11 
 

time to refine and set them into the jewelry piece, the time to transport the jewelry to the buyer, 

and the time to receive payment for the sale. And at the end of this process, the state would still 

have to convert the revenue from taxing this domestic manufacturing process into military 

capabilities, which necessitates additional time to purchase guns or food rations and deliver them 

to the battlefield. While even trade in raw gems can be used to help with the war effort, 

converting them to military capabilities takes a long period of time. 

The different products that make up the trade between two states can be ranked based on 

the approximate time it takes for a state to convert the gains from trade into military capabilities. 

If a product is closer to the end of a supply chain it should have a shorter conversation time than 

a product at the beginning of the same supply chain. If a finished good is in itself military 

capability increasing (guns, ammunition, tanks, fighter jets, etc), it should have a faster speed of 

conversion than finished goods that are not immediately useful on the battlefield. However, it is 

not necessarily the case that products at the beginning of the supply chain in military production 

will have a faster speed of conversion than products at the beginning of the supply chain in non-

military production. This depends on how long it takes to get through the entire supply chain. It 

would take less than a day to go from wheat to bread and it takes about 22 months to go from a 

bolt to an F-35.18 Even if the process of sowing grain and reaping the wheat is considered, it still 

takes longer to manufacture an F-35 than to make a loaf of bread.  

Second, not all trade is equally important to the economy. The amount of income lost to 

the state from severing trade also varies by product. Severing trade in products with close 

substitutes or sources of supply other than the enemy, regardless of how important these products 

are to the economy, would not have a large impact on the continuity of funds available to the 

                                                            
18“Lockheed Martin Gears up for Increased Production of F-35 in Fort Worth,” Dallas Business Journal, accessed 
September 25, 2018, https://www.bizjournals.com/dallas/news/2017/06/07/lockheed-martin-f-35-fort-worth.html. 
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state.19 There can be a one-time switching cost required to adjust the industry to working with 

the substitute product, however, the industry will be able to continue to function and produce 

revenue. Compared to severing trade in the product outright, the income of the state is only 

slightly affected.  

If a product is neither substitutable nor has alternative sources of trade, a prohibition on 

trade will translate into a loss of all tax revenue generated through the circulation of this product 

in the economy. The amount of revenue lost can be ranked based on the number of points at 

which a specific product can be taxed – import tax, corporation tax if the item is involved in a 

domestic production chain, export tax, personal tax if it is imported and sold by individual 

merchants, sales tax if sold domestically after import, etc. The relative rates of taxation at each of 

these points influence which products contribute more to the revenue extracted by the state; 

however, in general, the more points at which a product can be taxed, the more revenue it can 

bring to a state. The import of a motorcycle (finished good) should bring in less revenue than the 

import of steel (raw material) involved in the domestic car manufacturing industry. While the 

motorcycle can only be taxed at the moment of importation, the steel can also be taxed through 

each step of the manufacturing process and when it is ultimately sold as a finished car. Similarly, 

the export of raw materials should bring in less revenue to a state than the export of finished 

goods. If the export of a product, which is manufactured domestically, is prohibited and there is 

no demand for it domestically, this would, in the long term, cause the production of this product 

to stop. This in turn will deprive the state of the tax revenue that stemmed from the 

manufacturing industry. Overall, products that require domestic production contribute more to 

                                                            
19Katja B. Kleinberg, Gregory Robinson, and Stewart L. French, “Trade Concentration and Interstate Conflict,” The 
Journal of Politics 74, no. 2 (2012): 529–40, https://doi.org/10.1017/s0022381611001745; Cullen F Goenner, “From 
Toys to Warships: Interdependence and the Effects of Disaggregated Trade on Militarized Disputes,” Journal of 
Peace Research 47, no. 5 (September 1, 2010): 547–59. 
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state revenue than products that do not. 

These two theoretical insights show how it can be possible to reconcile the two incentives 

facing the state. Some products take a really long time to be converted into military capabilities. 

In general, they are more likely to be traded with an enemy during a war. The military concern is 

to prevent the enemy from increasing their capabilities for the current conflict; if the opponent 

never has a chance to do that, trade can continue. Some products can be easily substituted or 

diversified away from the enemy. If military concerns dictate that trade in these products is 

dangerous in the current conflict, it is possible to sever this trade without creating too much 

disturbance in the long term security of the state. 

Figure 1: Distribution of Traded Products based on Enemy’s Conversion Time and a State’s Loss 
of Revenue 

 
 

For example, for Britain considering trade with Germany before World War I, guns would be 

very likely to be prohibited from trade with the enemy. Germany could convert guns to military 

capabilities very quickly – all they had to do is transport them to the battlefield, and the export of 

guns was not a very important industry for the British economy. Steel, on the other hand, would 
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be more likely to be traded with the enemy during the war. It would take longer to process steel 

into military capabilities, and Britain was a steel exporting country at the time.20 

However, while product characteristics can be used to rank products based on which are 

more or less likely to be traded with an enemy, they are not sufficient to explain a state’s 

wartime commercial policy. Just as states chose different military strategies for different kinds of 

wars, states chose different wartime commercial policies to match the specific conflict they are 

expecting to fight. The two dimensions of war that are relevant to the decision to trade with the 

enemy are the expected length and the expected intensity.21 

Knowing the kind of war the state expects to fight helps make threshold decisions about 

which products should be traded. For example, what if a product contributes a relatively small 

amount to the income of the state but it also takes the enemy a long time convert it into military 

capabilities? Should trade be continued, potentially risking the chance that the enemy might 

convert the gains from trade in time to increase military capabilities in the current war, or 

severed, decreasing the amount of revenue that can be invested into long term security? This 

decision is made with respect to the expected length of war. What if a product has a particularly 

high impact on the income of the state and it can be quickly converted into military capabilities 

by the enemy? Continuing trade will aid the enemy, but severing trade will damage a state’s long 

term security. This decision is made with respect to the expected intensity of the conflict. 

The expected length of war is the estimate decision makers have about how long the 

current war will last – is the state expected to win a quick victory or facing a prolonged struggle? 

                                                            
20 N. F. R. Crafts and Mark Thomas, “Comparative Advantage in UK Manufacturing Trade, 1910-1935,” The 
Economic Journal 96, no. 383 (1986): 629–45. 
21 This is similar to the typology of war used by Weisiger. However, his work classifies wars after the fact, while 
this project focuses on decision maker’s assumptions about the war before it happens. Alex Weisiger, Logics of 
War: Explanations for Limited and Unlimited Conflicts (Cornell University Press, 2013). 
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This estimate can be based on the assessment of the balance of capabilities between the major 

belligerents,22 the development of new technologies or strategies that are believed to provide an 

edge in winning the war23, analogy or learning from previous conflicts, etc. Empirically, states 

tend to fall prey to the ‘allure of battle’ assuming that they can win a quick victory, even though 

most of the wars fought in human history have been won by attrition.24 States preparing for war 

tend to start with the expectation of a short struggle ended by a decisive battlefield victory25. As 

information is revealed by the process of fighting, states update their perceptions about the 

length of war. The optimism for the success of a new offensive can decrease the expected length 

of war; the failure of the offensive or a successful counteroffensive by the enemy can increase 

the assessment. 

To decide if a specific product should be traded with the enemy during the war, a state 

compares the expected length of war to how quickly the opponent can convert this product into 

military capabilities. Those products that have a conversion time that is less than the expected 

length of war are prohibited from trade, while those products that have a conversion time longer 

than the expected length of war are allowed to be traded. Simply put, if the state plans to win 

before the opponent can benefit militarily from trade, then there is no reason to sever trade. As 

the war progresses, a state updates its expectations about the length of war, which leads to a 

recalibration of the commercial policy towards the enemy. Each time a state is forced to admit 

that the war will last longer than they previously expected, more products should be added to the 

list of prohibited trade. The added products would be those whose conversion time is exceeded 

                                                            
22Ivan Arreguín-Toft, “How the Weak Win Wars: A Theory of Asymmetric Conflict,” International Security 26, no. 
1 (2001): 93–128. 
23John J. Mearsheimer, Conventional Deterrence (Cornell University Press, 1985). 
24Cathal Nolan, The Allure of Battle: A History of How Wars Have Been Won and Lost (Oxford University Press, 
2017). 
25Jack L. Snyder, The Ideology of the Offensive: Military Decision Making and the Disasters of 1914 (Cornell 
University Press, 1984). 
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by the new expectation of the length of war. On the other hand, when a state once again expects 

a quick conclusion to the war, some products could be removed from the prohibited trade lists. 

The expected intensity of war refers to how existentially threatening the decision makers 

expect the war to become. Is state death a possible outcome; does the war involve the invasion of 

a state’s homeland or a fight on the periphery of the sphere of influence; is the war being fought 

over a national security issue or over a disagreement in foreign policy.26 The more existentially 

threatening the war is, the more states are be willing to sacrifice future security in order to ensure 

current survival. Translated into an economic measure, the more intense the war gets, the more 

states would be willing to lose income from key industries (investment into future security) in 

order to prevent the opponent from benefiting militarily from the gains of trade (increased 

chance of current survival). As with the expected length of war, the expected intensity of war can 

change during the conflict. For example, factors such as an increased fear of state death, 

ideological fanaticism promoting maximalist war aims, and a normative commitment to total 

victory all lead to a greater willingness to sacrifice in order to win. On the other hand, when 

additional allies join the fighting, each individual ally might be less willing to sacrifice certain 

aspects of their trade and expect to free ride to some extent.  

To decide if a specific product should be traded with the enemy during the war, a state 

compares the expected intensity of war – that is their willingness to lose income from key 

industries, to how much income the product generates by circulating in the economy. A state will 

allow trade in those products that are essential to key industries; their contribution to the 

economy is greater than what the state is willing to sacrifice in the given war. Furthermore, in 

                                                            
26Robert Endicott Osgood, Limited War: The Challenge to American Strategy (University of Chicago Press, 1970); 
NordalÅkerman, On the Doctrine of Limited War (Lund, 1972); Stephen Peter Rosen, “Vietnam and the American 
Theory of Limited War,” International Security 7, no. 2 (1982): 83–113, https://doi.org/10.2307/2538434. 
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order to ensure its long term security, the state will continue trade in such products even if the 

enemy can convert them quickly into military capabilities. The state will prioritize its long term 

security over its short term security.27 However, as the expected intensity of the war increases 

and the very survival of the state becomes threatened, the state will be willing to bear greater 

losses of income in order to win. In such cases, the state will be willing to sever trade in products 

that are essential to key industries, prioritizing survival over long term security.28 

For example, in a state with an economy dependent on the textile industry, the import of 

raw cotton would contribute greatly to the economy. In a limited war with the supplier of this 

cotton, this state would prefer to continue importing the cotton. The income generated from the 

textile industry is necessary to maintain the economy of the state, and thus for the investment 

into military capabilities in the long term. However, if the war escalates to an existentially 

threatening level, the state would be willing to sever trade in cotton – thus damaging its long 

term security – in order to deprive the enemy from the funds it receives from trade in cotton – 

thus damaging the opponent’s ability to wage the current war, increasing chances of state 

survival. 

Figure 2 is a visual representation of the theory. It can be used to determine what a state’s 

wartime commercial policy in a specific war should be. The axes of the chart denote product 

characteristics. The plot points represent individual products. When a state is formulating a 

wartime commercial policy, each product is treated as a separate observation in determining 

whether it is safe to trade with the enemy. Each product that is traded between enemies before 

the war starts can be mapped based on how fast the enemy can covert the gains from trade into 

                                                            
27 This is another way of saying that states want to avoid pyrrhic victories. It is not only important to win the current 
war, but to remain in battle shape for the next war to come. 
28 Survival is the primary goal of the state in as much as without it no other goal is achievable. 
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military capabilities and how important the product is to the state’s domestic economy. 

Figure 2: A State’s Wartime Commercial Policy (TWE = Trade with the Enemy) 

 
The thresholds on the chart are characteristics of the war that state leaders are expecting 

to fight. The same state in the same year can have two different wartime commercial policies 

depending on how long and how intense they expect a specific war to be. Based on these 

expectations about the war, all products that fall within the bottom left quadrant should be 

prohibited from trade during the war. These are the products that the state can afford to lose trade 

in and would contribute to the opponent’s military capabilities in the current conflict.  

Products in the bottom right quadrant are those the state can afford to lose trade in if 

necessary, but has no military incentive to prohibit trade. As the opponent will not have time to 

covert these products into military capabilities for the current war, they can be safely traded. 

Products in the top left quadrant are too important for the state to lose trade in. Even though the 

opponent benefits military from the trade, the state has to maintain trade in these products in 

order to ensure its long term security. Products in the top right quadrant should be allowed for 

trade for both reasons. 
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Additionally, it is possible to see from this chart how a state’s wartime commercial policy 

could change during the war. If the expected length of war increases, the vertical threshold 

moves to the right. Based on this, the state would increase the number of products that are 

prohibited from trade. Some of those products that were previously in the bottom right quadrant 

(trade allowed) would become part of the bottom left quadrant (trade prohibited). Similarly, if 

the intensity of war increases, the state’s willingness to lose income increases and the horizontal 

threshold moves up. This would also lead the state to increase the number of products that are 

prohibited from trade. Some products which were previously in the top left quadrant (trade 

allowed) would become part of the bottom left quadrant (trade prohibited). 

 
Overlap Between Belligerent Wartime Commercial Policies 

The theory presented above explains how a state forms a wartime commercial policy 

towards an enemy belligerent. A state weighs the benefits of severing trade in products that can 

be converted by the opponent into military capabilities against the cost of losing the income from 

this trade. Ultimately, it divides all products into those allowed to be traded with the enemy and 

those that are prohibited. At the same time, the opponent is making a similar calculation to 

determine what its preferred wartime commercial policy is. Since trade requires at least two 

willing participants, what trade will actually exist between two belligerents during a war depends 

on where their preferences overlap. 

At first glance, it might seem that the commercial policies of two belligerents should be 

polar opposites of each other – every product that one state would want to continue to trade in, 

the opponent would have reason to sever. However, the theory presented above provides ample 

opportunity for two states to prefer to retain the same portion of their mutual trade. 

First, there are two different reasons why a state would prefer to continue to trade with 
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the enemy in a specific good. States can overlap in their preferences to allow trade in a certain 

product because their reasons for maintaining this trade are different. State A might want to 

import product X because it is a raw material necessary for a key domestic industry; it is too 

important to the state economy to prohibit trade. State B might want to continue exporting 

product X because it doesn’t think that State A will be able to benefit militarily from this trade in 

time to affect the war; the trade doesn’t affect battlefield outcomes.  

Second, it is possible that both states continue trading with each other in a certain product 

for the same reason. If both states consider their opponent to be particularly inefficient in 

converting the gains from trade into military capabilities, then both can be willing to continue 

trade during the war. It is likely that one or both of the states are mistaken in this assessment, but 

trade between the two can continue nevertheless. Similarly, both states can be convinced that the 

war will be short. This leaves them free to deem large portions of the traded goods to be safe for 

trade since the security externalities would not affect the battlefield effort. 

Finally, both of the belligerents could be in a situation where they cannot afford to lose 

trade in the same product. For example, during the Crimean War, Britain’s economy depended, 

amongst other things, on importing flax, hemp, linseed and tallow; for which it could not find an 

alternative supply other than Russia.29 Russian could not find an alternative market to sell these 

goods, since Britain absorbed nearly half of Russia’s European exports.30 Both states were 

unwilling to sever trade in these products, even as the war grew longer and longer.31 

 

                                                            
29Olive Anderson, “Economic Warfare in the Crimean War,” The Economic History Review 14, no. 1 (January 1, 
1961): 34–47. 
30Olive Anderson, A Liberal State at War: English Politics and Economics During the Crimean War (MacMillan, 
1967); J. L. Ricardo, The War Policy of Commerce. 
31 According to economic interdependence theory, this ‘mutual dependence’ is the most likely case to restrain the 
start of hostilities in the first place. The theory outlined here suggested that cases of true mutual dependence should 
have no effect on the likelihood of war between the two states – because mutually dependent trade is the most likely 
to continue throughout the war. 
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British Wartime Commercial Policy in World War I 
Britain’s initial wartime commercial policy in WWI carefully balanced economic and 

military concerns about trade. While direct trade with the enemy was prohibited for practical and 

nationalistic reasons, indirect trade was almost entirely permitted. Some products were identified 

as being too important to the British economy to sever trade in, specifically coal tar dyes, sugar, 

and metal manufactures. These goods were key to keeping the domestic manufacturing running 

and as such contributed greatly to the income of the state. Other products were deemed 

“innocent” goods used exclusively in civilian manufacturing. Since Germany, Britain’s primary 

expected enemy, would not be able to benefit from trade in “innocent” goods militarily, Britain 

could continue to supply them. Several products on the other hand were deemed too dangerous to 

trade with the enemy. These were guns, ammunition, gunpowder, airplanes, surgical bandages, 

etc – items that could be converted into military capabilities quickly. However, not all military 

equipment was on the initial list prohibited from trade with the enemy: machine guns, 

shipbuilding materials, implements for digging trenches were initially permitted to be traded 

with the enemy. 

Of course, this policy was made with a quick war in mind and was significantly amended 

when this assessment proved faulty. The longer the war was expected to last the more products 

were added to the prohibited list. The more existentially threatening the war became, the more 

Britain was willing to give up trade in products important to its own economy. Around 

February/March 1915, after British leaders realized that the Western front was stalled and that an 

injection of new men and new supplies would not break this stalemate, food, raw materials and a 

number of items that were previously deemed “innocent” were added to the prohibition lists. By 

the end of 1916, with the end of war nowhere in sight and the hopes of victory starting to 

dwindle, Britain severed trade in the majority of the products that were previously deemed too 
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important to the economy to lose trade in.  

 
Assessment of Commercial Situation 

In 1911, in preparation for a potential war with Germany, the British government created 

the Standing Sub-Committee of the Committee of Imperial Defense on Trading with the Enemy. 

Its purpose was to examine “the subject of trade between British subjects and the enemy in time 

of war, the extent to which it should be allowed and the means and method of carrying out the 

policy recommendations.”32 One of the necessary pieces of information for this examination was 

the importance of the trade between Britain and Germany. The Board of Trade provided such an 

assessment.33 In 1910, German goods imported into and retained in the UK were valued at 58 

million pounds, a bit less than one tenth of the total imports into the UK.34 At the same time, 

Britain exported 37 million pounds of its produce and manufacturing to Germany, which 

amounted to about a twelfth of its total exports.35  

Of the goods Britain imported from Germany, around forty four percent were products 

for which Germany was the predominant supplier.36 These include unrefined beetroot sugar, 

coal-tar dyes, cotton piece goods, cotton hosiery, mixed silk goods, furs, toys and games, iron 

and steel manufactures, steel sheet bars and tinplate bars.37 Three of these categories – sugar, 

coal tar dyes, and metal manufactures – were important raw materials in British manufacturing. 

                                                            
32 “Terms of Reference”, Report and Proceedings of the Standing Subcommittee of the Committee of Imperial 
Defense on Trading with the Enemy, British National Archives, CAB 16.18A, 1912, vi.. (Here after this report will 
be referred to as Report) 
33 This case study relies solely on information gathered by the Board of Trade for the Committee of Trading with the 
Enemy as this was the information the committee used to make their policy recommendations. The accuracy of 
either the statistical information or the conclusions drawn by the Board of Trade are largely irrelevant as it was the 
only expert information provided to the committee. 
34“Memorandum by the Board of Trade on the Probable Effect of a War with Germany on British Trade, No. 8,” 
Standing Sub-Committee of the Committee of Imperial Defense (SSCID), British National Archives, WO 106.45, 
December 1911, 2. 
35 Ibid, 2. 
36 Ibid, 13. 
37 Ibid, 13 
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The rest were primarily finished goods that required little processing in the UK. While the Board 

of Trade believed that domestic manufacturing could have filled the domestic demand for 

clothing, rubber, and earthenware products, it would have been insufficient to fill the demand for 

clocks, coal-tar dyes, electrical glow lamps, mixed silk goods and sugar.38 In the case of sugar 

the situation was most dire, as the Board of Trade believed that if Germany was effectively 

prevented from exporting sugar, there would not be enough global supply left to cover British 

needs. 

Trade in products flowing from Germany to Britain was assessed by the Board of Trade 

as being that of mutual dependence – Germany needed Britain as a market and Britain needed 

Germany as a source of goods. However, trade in the opposite direction, from Britain to 

Germany, was assessed differently. For Germany, imports from the UK accounted for around 8.5 

percent of its total imports, however, for nearly two thirds of the products received from the UK, 

the UK was the predominant39 source of supply.40 These items included salted herrings, yarns of 

wool and hair, heavy woolen tissue, cotton yarns, cotton tulle, cotton tissues, sheep and lamb-

skins, tinplate, and cotton-spinning and preparing machinery.41 While this trade would have been 

difficult for Germany to replace, severing it would not have applied the maximum pressure on 

Germany, as none of these products were raw materials indispensable to industry or 

indispensable food items.  

It was also assumed that Germany was not all that necessary to Britain as a market for 

British goods. Less than a sixth of the value of exports from Britain to Germany consisted of 

                                                            
38 Ibid, 13 
39 Predominant refers to more than 50%. 
40“Memorandum by the Board of Trade on the Probable Effect of a War with Germany on British Trade, No. 8” 
1911, 9 
41 Ibid, 10. 
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products for which Germany was the predominant market.42 These items were maize meal, 

sharps and middlings, fresh and cured herrings, painters’ colors (barites), thrown silk, slates for 

roofing, wool flocks, worsted yarns, alpaca and mohair yarns, and yarn of hair or wool.43 While 

specific groups of merchants in Britain would have been adversely affected by the loss of this 

trade, overall, Britain would not have suffered much. 

A more thorough investigation was conducted of the wool (main German import from 

Britain) and sugar trades (main British import from Germany). It was found that in addition to 

the wool imported into Germany from the UK, most of German wool came from British 

colonies. While South American wool could possibly have been used as a substitute, it would 

have required considerable upfront costs, as Germany did not yet have the machinery necessary 

to process that different type of wool.44A thorough assessment of the sugar trade led to the 

conclusion that the import of sugar was actually a one sided dependence on the British side. The 

position of sugar manufacturing in Germany was of minor importance, and Germany could 

easily use the sugar they produced to satisfy domestic demand.45 Thus Germany required British 

wool, and Britain required German sugar. 

The Board of Trade, in making their assessments, fully recognized that neutrals would 

pick up the trade that would be forbidden to British and German ships. In the event that trade 

with the enemy was allowed, it was assumed that trade would continue between the two 

countries directly in neutral ships; in the event that it was prohibited, trade would continue 

indirectly through neutral ports.46 

                                                            
42 Ibid, 11. 
43 Ibid, 11. 
44“The Wool Trade and Germany,” Report, February 7, 1912, British National Archives, CAB 16.18A, 394. 
45 “The German Sugar Trade and the Effect of Prohibiting the Importation of German Sugar”, Report, February 15, 
1912, British National Archives, CAB 16.18A, 415. 
46“Memorandum by the Board of Trade on the Probable Effect of a War with Germany on British Trade, No. 8” 
1911, 3–8 



25 
 

Assessment of Length of War 
Another significant piece of information the Committee on Trading with the Enemy 

wanted to have, in order to make appropriate policy recommendations, was the probable duration 

of war between the Triple Entente and the Triple Alliance. A note of March 12, 1912, from the 

General Staff, while refusing to go into any particular details on the subject, stated that “it would 

not be safe to calculate on the war lasting less than six months.”47 Given the incentives for the 

War Office to not give a point prediction, lest they be blamed for it later, and the incentives to 

not underestimate the length of war because it also affected their arguments about the level of 

stocks of military items they would like to be kept in the country, the committee made the 

assumption that the war would not be especially prolonged. 

 
Planning for War 

The members of the Committee on Trading with the Enemy, coming from different 

branches of government, and interpreting the information presented by the experts differently, 

naturally came to different conclusions about what the British wartime commercial policy should 

be. However, there were two significant points of agreement. First, the selected policy had to 

match the type of war. Second, different types of products should be treated differently. 

It was understood by all members of the Committee that economic pressure was a time 

dependent policy instrument. Lord Desart, the Chairman of the Committee pointed out that “a 

short period of extreme commercial pressure must affect the permanent commercial interests of 

the nation less than a prolonged period during which that pressure, which must in any case be 

heavy, was reduced to its lowest possible proportion.”48 Even if the Committee resolved to sever 

all trade with the enemy and picked the most stringent method of enforcing this policy, in the 

                                                            
47 “Note by the General Staff”, Report, March 12, 1912, British National Archives. CAB 16.18A, 424. 
48 “Note by the Chairman”, Report, Febuary 21 1912, British National Archives. CAB 16.18A, 419. 
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short term it would have no effect on helping Britain win the war. Only in the long term – if they 

war become prolonged, would commercial policy be able to contribute to battlefield outcomes. 

Sir R Chalmers, a representative from the Treasury, emphasized that “if the war were brought to 

a rapid conclusion by the success of the German armies over France, it would not be worthwhile 

for us to exercise the weapon of economic pressure, which must necessarily require time to 

produce effect.”49 The same held if the allies were to defeat Germany quickly – most of the 

economic pressure that came from regulating trade with the enemy would not even begin to be 

felt.  

At the same time, the committee was planning for a short struggle. In fact, the secretary 

of the committee summarizing the scope and ground to be covered by the Committee on Trading 

with the Enemy stated “it is of course utterly impossible to foresee what developments of the 

policy to be adopted may become necessary during the course of a protracted war. Probably all 

that can be done now is to consider the most suitable policy for adoption at the outset of a war.”50 

The Committee recognized that the policy they created had to match the type of war they 

expected to fight. And if the type of war changed, the policy had to change with it. 

In addition to agreeing that the wartime commercial policy must suit the specific war, the 

committee members decided that different types of products should be treated differently by that 

policy. They divided trade into three conceptual categories: arms, food and raw materials, and 

“innocent” goods. Regardless of how open or restricted a member of the committee wanted the 

ultimate wartime commercial policy to be, everyone agreed that arms, ammunition, military and 

naval stores would be prohibited from trade with the enemy.51 The opponent can quickly 

                                                            
49 “Minutes of Sixth Meeting”, Report, February 23 1912, British National Archives. CAB 16.18A, 86. 
50“Note by the Secretary, No. 1,” SSCID, British National Archives, WO 106.45, February 6, 1911, 1. 
51 Not everyone agreed on which specific products fit this description, and there were several meeting to discuss this 
exact question. But it was a compilation of finished goods of immediate use on the battlefield. 
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increase their military capabilities with such products even in a fairly short conflict. “Innocent” 

goods, likewise, did not pose any difficulty for policy makers. Goods classified as “innocent” 

where those used exclusively in civilian manufacturing.52 They were assumed to not assist the 

enemy in prosecuting the war, and as such could be safely traded with the enemy.53  

Raw materials were the contentious category. While it was agreed that these products 

could not benefit the enemy militarily in a short period of time, they were assumed to increase 

the revenue of the enemy substantially.54 The debate was over whether the enemy’s revenue 

gained from trade should be a relevant factor in making wartime commercial decisions. In their 

final report, the committee settled on recommending a policy of prohibiting raw materials from 

trade.55 However, this recommendation was not accepted by the Cabinet. While prohibiting the 

enemy from gaining raw materials could exert great pressure on the enemy, as the Committee on 

Trade with the Enemy pointed out, such pressure takes time to have an effect. In a short war, 

there simply wouldn’t be any time for that to happen. 

The rest of the Committee’s recommendations were approved. As a result, Britain’s 

initial wartime commercial policy for World War I was: 1. Prohibit direct trade with the enemy, 

2. Allow indirect trade with the enemy, except in a few items which were not allowed to leave 

the country because they were necessary for military and naval means, and a few items which 

were not allowed to be transferred to the neighbors of enemy country’s as they were determined 

to increase the military capabilities of the enemy. No restrictions were placed on the raw 

materials Germany needed for its industry.  

                                                            
52 “Draft Report”, Interdepartmental Committee on Trading with the Enemy, February 21,1915, British National 
Archives, CAB 42.1.46, 1. 
53“Report,” SSCID, British National Archives, CAB 38.21.31, July 30, 1912, 5. 
54 “Memorandum by the Admiralty on the Economic Effect of War on German Trade”, Report, December 12 1908, 
British National Archives. CAB 16.18A, 388. 
55“Report,” SSCID, British National Archives, CAB 38.21.31, July 30, 1912, 5. 
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The decision to prohibit direct trade with the enemy was based on concerns about public 

outrage at trade with the enemy. Using the Boer war as an analogy, Lord Esher, a permanent 

member of the Committee on Imperial Defense, suggested that the domestic public, and possibly 

the allies as well, would expect maximum pressure to be brought to bear against Germany and 

would therefore be greatly turned against trade with the enemy. “This expectation might be 

formulated in a demand by public opinion, voiced by the press, in such an overwhelming force 

that no Government would be able to resist it.”56 In order to forestall such an outcry, and the 

corresponding crippling pressure on the government, the Committee proposed that for the first 

few weeks of war direct trade with the enemy be prohibited. This period of most restrictive 

wartime commercial policy was meant to coincide with the period when the entire transportation 

infrastructure was overloaded with transferring military personnel and supplies to the front lines. 

That is, when there would have been little opportunity for trade to occur. So, in fact, the 

prohibition was not meant to actually prohibit any trade. Later in the war, after the practical 

barriers to trade were removed, the Government was meant to switch to the general policy 

preferred by the Committee, where direct trade would be allowed. If no public outcry 

materialized at the beginning of the war, the government was, likewise, to rescind the prohibition 

on direct trade.57 

With the exception of the prohibition on direct trade with the enemy, the wartime 

commercial policy adopted by Britain was based on a reasoned weighing of the economic 

benefits of trade against the military costs of potentially helping the enemy. Trade in products 

that the enemy could convert into military capabilities by the end of the 1914, when the war was 

expected to end, was severed. At the same time none of the products that were of great 

                                                            
56 “Note by Lord Esher”, Report, May 2 1912, British National Archives. CAB 16.18A, 427. 
57 Ibid, 7. 
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importance to the British economy were prohibited from trade. In fact, despite the prohibition on 

direct trade with Germany, the Board of Trade gave out numerous licenses to individual 

merchants for the direct purchase of German raw materials. Such licenses were granted for the 

import of enemy goods, “which are essential for the maintenance and development of industries 

in this country and cannot be supplied to anything approaching an adequate extent from other 

than enemy sources.”58 Specifically a large proportion of the licenses were granted for import of 

aniline dyes, used in textile and leather industries, also prominent was the import of various 

potash compounds, used in the manufacture of explosives, glassware and dye-making.59 

 
Changes During the War 

The initial commercial policy was created for a quick war and it quickly outlived its 

usefulness. With the estimated length of war in World War I growing longer and longer, and 

with the intensity of the war increasing, the commercial policy grew more and more stringent. 

The first change in policy occurred in February/March 1915, as the trench lines in Western 

Europe stabilized and the expected length of war was extended to the end of 1915. The second 

change occurred at the end of 1916 and reflected the general belief that the war could no longer 

be anything by exceedingly long and exceedingly bloody. 

As the effective use-by-date of the initial policy passed, the Committee on Trading with 

the Enemy needed to reassess the entire strategy. In a report printed on February 25, 1915, the 

Interdepartmental Committee on Trading with the Enemy described the British policy up to this 

point as “concentrating efforts mainly on preventing the enemy from receiving those articles 

which affect his ability to prosecute the war, and to allow greater relaxation in the case of articles 

                                                            
58 Llewellyn Smith, “Licenses to import goods from Germany while the new Order in Council is in Force”, Mar 8, 
1915, British National Archives, FO 382.186. 
59 Ibid.  



30 
 

of value for the civilian production alone.”60 The policy for the short war was to prevent trade in 

products that are quickly converted into military capabilities by the enemy and to allow trade in 

products that cannot help the enemy on the battlefield. The report continued to state that, “the 

same principle does not apply as regards the offense of trading with the enemy at the present 

time.”61 Since the war was going to last at least another full year, the Committee decided that it 

now made sense to prevent certain raw materials and food items from reaching the enemy. In 

February, numerous provisions and victual which may be used as food for men were prohibited 

from export, as were a wide range of metals and ores.62 

By the end of 1916, all of the Allied strategies that the British government was relying on 

to win the war were tried and have failed. Despite winning the Battle of Jutland, the public 

perception that the war posed an existential threat to Britain did not dissipate.63 Furthermore, 

after two and a half years of financing the Allied war effort, Britain finally had to start heavily 

borrowing from the United States. With the expected length of war and intensity of war growing, 

British decision makers further restricted their wartime commercial policy. Import restriction 

appeared and started to increase in number at a rapid rate.64 Due to the strains of war, the 

shipping situation became dire and it was necessary for Britain to ration tonnage on ships to 

ensure products necessary for war economy make it to the country.65 Additionally, all of the 

licenses granted to individual merchants to trade with the enemy regardless of the official 

                                                            
60 “Draft Report”, Interdepartmental Committee on Trading with the Enemy, February 21,1915, British National 
Archives, CAB 42.1.46, 1. 
61 Ibid. 
62 Additional measures were added to further regulate trade with the enemy such as certificates of origin, 
consolidated black lists, etc. They are not described here in the interest of conserving space. 
63 Daniel Allen Butler, Distant Victory: The Battle of Jutland and the Allied Triumph in the First World War 
(Greenwood Publishing Group, 2006), 94. 
64 Nathaniel Highmore, “Full Record of the Department”, War Trade Department, British National Archives, BT 
11.1022, 34. 
65 “Notes by Lord Emmott on How the Department came into being”, War Trade Department, British National 
Archives, BT 11.1022, 4. 
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prohibitions were suspended. After August 1916, only hosiery needles – which are essential to 

the textile industry – and the occasional enemy publication were allowed to be imported from the 

enemy. 

 
Trends in Incremental Changes in Items Prohibited from Trade 

In order to trace these changes in a more nuanced manner, I created a dataset of all 

products that Britain prohibited from export during WWI. The data was collected from official 

proclamations which were publicized to the domestic merchants through the London Gazette. It 

covers in total 2,714 product descriptions. For each product, the initial date of prohibition and 

geographic scope of prohibition is recorded, as well as any changes that occurred during the war. 

Britain prohibited products to three types of geographic scopes – can’t be exported from Britain 

(to prevent shortages in the British war effort), can only be exported to the colonies, cannot be 

exported to countries adjacent to the enemy (to prevent products from reaching the enemy). 

Some products were shifted from one type of geographic scope to others depending on what the 

British decision makers felt was appropriate. 

Additionally, I divided all products into four categories based on their relative positions 

in the manufacturing process – finished goods, intermediate goods, raw materials, and substitute 

goods. Substitutes goods are those used in manufacturing after the goods they are replacing are 

no longer available. A product’s relative position in a supply chain serves as a proxy for 

conversion time of a product. The closer to the end of the supply chain a product is, the quicker 

its conversion time compared to a product at the beginning of the same supply chain. Substitute 

goods should have the longest conversion times relative to other products in the supply chain. 

Figure 3 shows the distribution of products across the four categories. Products in all four 

categories are distributed across the full duration of the war, which logically coheres with 
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conversion time. Some supply chains are short and very useful to the war; raw materials and 

finished goods should be prohibited early on. Other supply chains are short but take a long time 

to convert into military capabilities; raw materials and finished goods should be prohibited 

further into the war. 

Figure 3: Density plot of the distribution of days before a product in each category was prohibited 
from trade with the enemy. 

 
 

A number of interesting patterns can be seen from this dataset. First, British decision 

makers adapted the wartime commercial policy to changes on the battlefield. As the trenches in 

the Western Front solidified by November 1914, and Britain saw that war of attrition was going 

to be a major feature of the current war,66 “entrenching tools and implements” like pickaxes, 

                                                            
66Turner, Britain and the First World War, 5; Ian Frederick William Beckett, Ypres: The First Battle, 1914 
(Pearson/Education, 2004); Jeremy Black, The Great War and the Making of the Modern World (A&C Black, 
2011), 46. 



33 
 

shovels and spades were prohibited from being exported to the enemy on Nov 10, 1914.67 

“Machinery for trenching and digging” was not prohibited until February 3, 1915,68 when most 

hopes of returning to mobile warfare have faded.69 On the same date, and following the same 

intuition that a war of movement was not likely to recur, machine guns were also prohibited from 

trade.70 Interestingly, machine guns were not prohibited from trade at the beginning of the war, 

as there was a wide consensus that machine guns were only useful in wars of attrition, not in 

mobile warfare. Thus carriages and mountings for machine guns were prohibited from the start 

of the war, but not machine guns themselves. The same pattern of adapting to the changing 

nature of warfare can be seen in the British understanding of the German innovation of using 

poisoned gas. As the British identified the compounds being used by the Germans, these 

chemicals were prohibited from trade. Chlorine was first used against the British and French 

forces on April 22, 1915, and it was prohibited from trade on July 28, 1915.71 Phosgene was 

prohibited on October 19, 1915.72 

Second, prohibitions were made based on product’s conversion times. For example, 

harnesses and saddles used for military purposes were prohibited from trade at the start of the 

war.73 However, the leather used to make such saddles was prohibited later on October 6, 1914.74 

Metal fittings for the harnesses were prohibited on July 28, 1915.75 Harness making machines 

                                                            
67 Pulling, Alexander. Manual of Emergency Legislation Comprising All the Acts of Parliament, Proclamations, 
Orders, Etc., Passed and Made in Consequence of the War. Supplement No. 2 to December 5th, 1914. Darling & 
Son, Ltd, 1914, 129-36. 
68 Manual of Emergency Legislation, 1915, 382-92. 
69 Warner, World War One, 57. 
70 Manual of Emergency Legislation, 1915, 382-92. 
71 Manual of Emergency Legislation, 1915. Darling & Son, Ltd, 1915, 237-50. 
72 Edinburgh Gazette, 22 October 1915, www.thegazette.co.uk, 1595-6. 
73 Manual of Emergency Legislation, 1914, 162-4. 
74 Manual of Emergency Legislation, 1914, 520-1. 
75 London Gazette, Supplement, 13 October 1915, www.thegazette.co.uk, 10095-6. 
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could be traded with the enemy all the way up to December 18, 1917.76 The wartime commercial 

policy prevented the enemy from having access to products of immediate use on the battlefield 

first, then tightened progressively to prevent the enemy from gaining the supplies necessary to 

make those war ready finished goods. The same pattern can be traced through uniform clothing, 

which was prohibited from trade with the enemy at the start of the war.77 “Cloth, woolen or 

worsted, if suitable for uniform clothing” was not prohibited until October 19, 1914.78 “Leather, 

dressed or undressed, suitable for military clothing” was prohibited on February 3, 1915.79 

“Uniform clothing, second hand military” which had to be taken apart and the fabric and other 

parts reused to make a new uniform, was prohibited only in May 10, 1916.80  

Figure 4: Average Number of Days before a Product in Each Category is Prohibited from Export 

 
 

Figure 4 generalizes this pattern across all of the products that were prohibited from trade 

with the enemy. For this analysis only those products which at some point during the war where 

specifically prevented from reaching the enemy are considered. A product could be prohibited 

from leaving Britain for reasons of domestic shortages as well as for reasons of reducing enemy 

                                                            
76 London Gazette, 18 December 1917, www.thegazette.co.uk, 13241-2. 
77 Manual of Emergency Legislation, 1914. Darling & Son, Ltd, 1914, 162-4. 
78 Manual of Emergency Legislation, 1914. Darling & Son, Ltd, 1914, 127-8. 
79 Manual of Emergency Legislation, 1915, 382-92. 
80 London Gazette, Supplement, 10 May 1916, www.thegazette.co.uk, 4633-41. 
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capabilities. It is possible to be confident about the reason for the prohibition only for those 

products which at some point were prevented from being traded with countries adjacent to the 

enemy. 

As can be seen from Figure 4, on average, it took about nine months for raw materials to 

be prohibited from export, a year for intermediate goods, a year and a half for raw materials and 

about two years for substitute goods.81 Finished goods are prohibited before intermediate goods 

which are prohibited before raw materials. Goods used to substitute others in the normal 

manufacturing process are the last to be prohibited from export, as it takes longer for them to 

become converted into finished goods. 

Figure 5: Total Number of Products Prohibited From Export to the Enemy over Time  

 
 

Finally, when the data is spatially distributed, we can see that the wartime commercial 

                                                            
81 All differences in means are statistically significant at the .01 level. 
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policy varies with the decision maker’s expectations about the length of war. Figure 5 shows the 

number of products that were prohibited from being exported to countries adjacent to the enemy 

at each month of the war through the end of 1917. While Britain was still changing its wartime 

commercial policy in 1918, prohibitions in that year prevented products from leaving the country 

and were not necessarily associated with trade with the enemy. The number of products 

prohibited specifically from trade with the enemy remained stable after 1917. 

The greyed out columns represent periods when British leaders expected a long war. 

Moments of large increase in the number of prohibited goods tend to correlate with moments 

when the decision makers in London lengthened their expectations of war duration. On the other 

hand, moments of stasis, when the prohibition lists were not expanded, tend to correlate with 

moments when the expected length of war was fairly short. This is summarized in Figure 6 

which shows the average number of new prohibitions in each period of war expectation. Even 

though periods of long war expectation are longer in duration, the average number of products 

prohibited per month is greater than the average number prohibited when a short war was 

expected. The average number of prohibitions is rather high in the first period, despite it being a 

period of short war expectation, because it includes the initial prohibitions made with the start of 

the war. 

Figure 6: Average Number of New Prohibitions Per Period of War 

8/14-10/14 11/14-2/15 3/15-5/15 6/15-10/15 11/15-1/16 2/16-12/17 
Short Long Short Long Short Long 

27.0 20.8 6.3 30.0 12.0 16.8
 
By October 20, 1914, it was clear in London that neither side managed to outflank the 

other in the Race to the Sea and the war of movement was over.82 The British Prime Minister 

                                                            
82Turner, Britain and the First World War, 5; Ian Frederick William Beckett, Ypres: The First Battle, 1914 
(Pearson/Education, 2004); Jeremy Black, The Great War and the Making of the Modern World (A&C Black, 
2011), 46. 
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instituted an official war council, which was not deemed necessary earlier, and the expected end 

of the war was reassessed to not be until the end of 1915.83 As the expected length of war 

increased, so did the number of products that were prohibited from trade with the enemy. The 

prohibited products were mostly manufactured metals – iron, brass, copper. 

Failing to restart a war of movement, some in Britain turned their attention to other 

theaters searching for a way to win the war without breaking the stalemate on the Western Front. 

On March 30, Asquith predicted that success in the Dardanelles would bring the war to an end by 

June 1915.84 While this expectation held, the wartime commercial policy was not much changed. 

By the end of May, however, the Dardanelles campaign had failed, no breakthroughs appeared 

on the Western Front, the Germans had significant successes on the Eastern Front, and the shell 

scandal was in full rage in Britain. Asquith was forced to update his expectation of the length of 

war to go past the end of 1915.85 The Cabinet seemed to be a bit more pessimistic, making the 

assessment mid-June that the Allies would not be able to mount a combined major offensive on 

all fronts until 1916, which could only end the war by end of 1916, maybe even 1917.86 The 

pessimistic outlook was accompanied with a corresponding restriction of the wartime 

commercial policy. Food and forage for animals as well as cotton manufactures featured among 

newly prohibited items. 

At the end of 1915, the Allies started planning a major offensive, which the Marshal of 

France, Joseph Joffre, had convinced everyone would win the war in 1916. 87 This time period is 

again marked largely by stasis in the British wartime commercial policy. However, the Germans 

                                                            
83Warner, World War One, 39. 
84 French, British Strategy and War Aims 1914-1916, 87. 
85 French, British Strategy and War Aims 1914-1916, 78. 
86 French, 105. 
87 French, 112. 
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seized the initiative and attacked first at Verdun in February. By April 1916, the British 

government had to demote their expectations of what became the Battle of Somme from a war 

winning campaign to a diversionary battle to relieve the pressure on the French at Verdun. 88 The 

realization was accompanied by prohibitions on trade in tools and instruments for fixing 

telegraphs, metal working machinery, and petroleum products not already prohibited. 

In September, there was some hope that the war of moment would be restored with the 

introduction of the tank; however, the early models had numerous technological problems 

preventing a large portion of them from even reaching the assault point.89 In August, Romania 

joined the war effort against the Central Powers; however, by December 6 Bucharest had fallen, 

opening a new supply of grain to Germany. By the end of 1916, all strategies to turn the war 

towards a swift conclusion had failed. Through the following two years of warfare, the 

commercial policy became progressively more and more restrictive and no moments of optimism 

served to decrease the expected length of war.  

In fact, it was not until October 5, 1918 when the Allied armies started to break through 

the Hindenburg Line that there were any thoughts of victory.90 Of course, this was four days after 

Britain had finally severed all trade with the enemy. 

 
The Role of Domestic Politics 

When making decisions about which items were to be prohibited from indirect trade with 

Germany throughout the war, the British government was largely unaffected by domestic 

lobbying. That is not to say that business interests had no effect on policy at all. On occasion, 

when industry representatives could prove that a specific product differentiation could be used to 

                                                            
88 Warner, World War One, 95. 
89 Black, The Great War and the Making of the Modern World, 155. 
90 Tucker, The Great War, 1914-18, 171. 
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separate product that can be used for war from those that could not, the prohibition lists were 

amended to include the distinction.91 

An illustrative example was the effort made by domestic firms to remove “Lead, in all 

forms” from the list of items prohibited from export from the country. In a letter of August 14, 

1914, the director of Locke Lancaster made the argument that the product description was too 

inclusive. It prohibited, for instance, the export of Tea Lead linings for Tea Chests and White 

Lead, which both have no military application and are necessary to sustain the export of certain 

industries. It was also advocated that pig lead, which it was admitted does have military 

applications, should be prohibited from export to the enemy, not restricted from leaving the 

country altogether. This was justified by the claim that both France and Russia have previously 

derived their pig lead from Germany, and if Britain was not available to supply it, the allies 

would be forced to turn towards purchasing this necessary article from the enemy. This plea 

sparked a conversation and on August 20, 1914 “Lead, in all forms” was replaced with “Lead, 

pig, sheet, or pipe,” however this item was still prohibited from leaving the country instead of the 

less restrictive policy the lead exporter hoped for.  

The only clear success case for domestic lobbying was a delegation representing 70% of 

London’s confectionary trade, which was able to convince the Board of Trade to remove 

“Confections, all kinds” from the list of items prohibited from export. The group of products was 

prohibited from August 5 to August 20, 1914.92 This product did not reappear on the prohibition 

lists until March 12, 1917, but was again removed on May 11, 191793. Of course, the reason such 

                                                            
91McDermott 1989, 270 
92 Pulling, Alexander. Manual of Emergency Legislation Comprising All the Acts of Parliament, Proclamations, 
Orders, Etc., Passed and Made in Consequence of the War to September 30th, 1914. Darling & Son, Ltd, 1914, 168-
70. 
93 London Gazette, 13 March 1917, www.thegazette.co.uk, 2510-1. 
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leniency was given to this group was because they were able to convincingly show that there was 

zero home demand for their products and that their exclusive clientele were British colonies.94 

On the other hand, rather unsurprisingly, requests to allow the export of ammunition, even to 

African countries, were denied.95 

 
Conclusion 

The decision to prohibit or allow trade with the enemy can be seen as a balancing act 

between military and economic considerations. On the one hand, a state wants to be certain that 

it is not helping the opponent increase their military capabilities. On the other hand, trade 

between two states is mutually beneficial. Severing trade, even during war, requires a state to 

decrease the amount of income it receives. The goal of a wartime commercial policy is to keep as 

much trade open as is possible while eliminating the military consequences of the trade. Or more 

colloquially, to divide the ‘safe’ products from the ‘dangerous’ products. States make such 

decision with the help of two inequalities. If the amount of time it takes the enemy to covert the 

gains from trade into military capabilities is longer than the expected length of war, the state can 

allow trade in this product. If the amount of income that will be lost from severing trade is 

greater than what the state is willing to tolerate in this particular war, the state will allow trade in 

this product. 

British wartime commercial policy was created to balance between these military and 

economic incentives. The initial British policy was created for a relatively short struggle in a 

continental war. Indirect trade with the enemy was allowed in order to ensure access to necessary 

materials and to avoid hurting trade unnecessarily. However, once the war stretched out, the 

                                                            
94 “Papers relating to the Proclamation of August 20th concerning the prohibition of exportation of certain articles”, 
August 20, 1914, British National Archives, BT 11.7, C 7397. 
95 Letter from African Lakes Corporation Limited to Privy Council Office, November 18, 1914, PC 8.789, no 
114676. 
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policy started to adapt to military realities. As the estimate of the length of war increased, the 

amount of permitted trade with the enemy declined. As the war moved closer to total war, Britain 

was willing to tolerate higher costs to severing trade, further restricting the products which could 

be traded with Germany. 
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