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KAPITEL 7 
 
 

Managing German pressure during World War 
II, the Swedish experiences  

Peter Hedberg17 

Introduction 
The history of international economy and politics is generally a story of 
great powers, in which small countries are set aside as insignificant. As El-
oranta et al. put it: “it is a common assumption that smaller geographic size, 
or some other indicator of perceived weakness, connotes limited power and 
importance in the ‘big picture’.” (Eloranta et al., 2018, 1). However, the 
empirical evidence that small and supposedly weak states have played im-
portant roles in the global economy is abundant, and especially so during 
times of war and conflict. In such times, the economic exchange between the 
warring countries has regularly diminished. Hence, belligerents have turned 
to small and preferably neutral countries—whose commercial activities have 
not been as restricted as those of the belligerents—to acquire necessary sup-
plies (Hedberg & Karlsson, 2015). However, since the military power of a 
country is related to its wealth, in troubled times belligerents have made 
efforts to increase its influence over neutral countries. As a result, neutral 
countries have experienced pressure from belligerent countries (Handel, 
1990). But by being neutral, they have also proved efficient in launching 
flexible strategies, which have provided them room to manoeuvre and to 
avoid being drawn into hostilities. (Morgenthau, 1973; Walt, 1987; Waltz, 
1979). 

During the 1930s, for instance, when international political tension in-
creased and the economy disintegrated, neutral countries mainly employed 

                                                        
17 This chapter draws on Hedberg’s dissertation Handeln och betalningarna mellan Sverige 
och Tyskland, 1934-1945. The thesis was defended September 26 2003, and professor Jan 
Ottosson was the assistant supervisor. Professor Birgit Karlsson, University of Gothenburg, 
was the appointed faculty opponent. Hedberg is now associate professor and senior lecturer at 
Uppsala University. 
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three types of strategies to maintain sovereignty and independence. The first 
was to create alliances with other small countries in order to counterbalance 
great power pressure. As regards the Scandinavian countries, the Oslo con-
vention group could have been such an alliance, if it had lasted. In 1930, 
representatives from the Scandinavian and the Benelux countries met in 
order to discuss ways to evade British and German protectionism (van Roon, 
1989). But the collapse of the Gold Standard in 1931 and escalating protec-
tionism destroyed the prerequisites for cooperation. The Scandinavian coun-
tries followed the British currency while Belgium and the Netherlands fol-
lowed the gold standard. Instead of developing an alternative market and 
gaining political leverage by forming an alliance, the Scandinavian countries 
opted to balance between the two major powers by entering bilateral ex-
change agreements with England in 1933 and with Germany in 1934 
(Hedberg, 2003, 17-18.). According to Baker Fox, during World War II, 
most small countries first chose to balance and then to bandwagon when the 
political map changed (Baker Fox, 1959). However, either choice of strategy 
depended on whether the small country could convince the belligerents that 
the costs of using coercion against the smaller country would be higher than 
the gains of doing so. Baker Fox stresses that this strategy was achieved by 
threatening to jump to the enemy side, or to deprive or to offer the rivalling 
great power goods or services controlled by the small country and desired by 
the other great power (Baker Fox, 1959, 7-9). This, in turn, required skilfully 
used diplomacy. According to East et al., economic diplomacy became the 
actual line of defence for small countries (East, Salmore, & Hermann, 1978, 
123-134). 

The aim of this chapter is to add to the literature on small state strategies 
with an analysis of Sweden’s strategies vis-à-vis the great power of Germany 
during the interwar period and World War II. The basic argument is that 
Sweden utilized the commercial procedures and market conduct that devel-
oped within the peacetime framework of the bilateral exchange clearing ar-
rangement. This arrangement drew from pre-war market practices that obvi-
ated German pressure, i.e. allowed Germans less scope to utilize its stronger 
bargaining power vis-à-vis Sweden, although they made frequent attempts. 

The chapter is organized as follows: in the following section, a brief 
background to the bilateral exchange clearing arrangement is presented. In 
the following two sections, the developments of the arrangement, which 
evolved under the influence of economic as well as political conditions, are 
examined. The last section concludes the chapter. 
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The disintegration of the international economy 
From the stock market turbulence and the introduction of the Smoot-Hawley 
tariff in 1929 to the breakdown of the international monetary and payment 
system it only took about two years (Findlay & O’Rourke, 2007; Irwin, 
2011). As international trade and commerce was disrupted, the major powers 
launched new commercial policies, which changed the conditions yet fur-
ther. Shortly, protectionism and regionalization became the main features of 
the international economy. The major powers reorganized their commercial 
exchange, aiming at tying raw material and primary commodity producing 
countries to their own spheres while at the same time providing for market 
shares or privileges for their export industries (Eichengreen & Irwin, 1995; 
Rooth, 1986). 

In order to maintain trade and commerce, the Scandinavian countries en-
tered bilateral exchange agreements with Great Britain and Germany, 
which accounted for the largest shares of the Scandinavian trade. Accord-
ing to Salmon, since their dependence on the British market placed them in a 
weak bargaining position, the Scandinavian countries were among the first 
outside of the Commonwealth to be targeted (Salmon, 2010). In regard to the 
German-Swedish exchange, negotiations concerned both trade and financial 
issues, related to Germany’s indebtedness and its monetary policies 
(Hedberg, 2010, 118). In Germany, the international monetary and trade 
policy changes entailed increasing current account deficits and a drainage of 
foreign exchange currencies, to which Germany responded by cancelling 
payments to creditors abroad and by introducing restrictive exchange control 
policy.18 Since a significant part of the debts emanated from government 
loans as well as international and private credits of notable size (e.g. the 
Dawes and the Young loans, the Krueger loan, and the Lee-Higgins loan), 
this automatically became a diplomatic issue. First, the creditor countries 
met in order to agree on a long-term settlement to the claims. In regard to 
Germany’s current account deficits and the exhausted reserves, the creditors 
were under no illusion that all creditors’ claims would be met. In addition, 
the claims differed in terms of size, maturity, interest rates, currencies, and 
consequently the creditors could not settle upon a solution, satisfactory to all 
parties. 

Sweden belonged to the group of concerned countries. Even though the 
Swedish creditors accounted for a modest 4-5 percent of the total creditor 
claims, it still amounted to 1 Billion Kronor19, which was considerable from a 

                                                        
18 In July 1931, Germany's total external debt amounted to circa 25 billion Reichsmark, of 
which approximately half were about to come due. The interest rate varied between 5-8½ 
percent and the annuity for the loans amounted to approximately 1.5 billion. 
19 For comparison, the trade turnover from the Swedish-German trade amounted to 435 Million 
kronor in 1934. Measured in 2018 prices the financial claims amounted to 31.5 Billion Kronor 
while the trade turnover came to 788.5 Million Kronor. 
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Swedish point of view, especially in light of the fact that the holdings be-
longed to a few commercial banks. Needless to say, countries like England 
or France disapproved of the Swedish claims and Sweden thus had little 
possibility to assert its interest in a joint attempt to negotiate with the Ger-
mans. Sweden, hence, had to negotiate separately with reluctant Reichsbank 
representatives. 

After long and exhausting negotiations, a bilateral clearing agreement 
was signed in August and in December 1934. The agreement was designed 
as an agreement in principle, which allowed for adjustments to changing 
conditions. The basic principle was that Swedish and German purchases and 
offset purchases were to develop proportionally, and Germany’s exports 
were to exceed the Swedish’ while the German trade surplus was reserved to 
liquidate export and financial claims. According to the agreement, in order to 
meet all financial liabilities, the German trade surplus had to come to circa 
125 Mill Kronor annually. Remaining tranches of the surpluses were made 
available at the free disposal of the Reichsbank for rebuilding its monetary 
reserves and financing imports. 

The Swedish financial claims fell into two categories: government loans 
and private claims. The claims had different ranks depending on their finan-
cial status in the German monetary policy. Even though the size of the hold-
ings of government bonds differed between countries, they mainly originated 
from international joint ventures and government bonds were the highest 
while private claims were lowest in rank, which in turn depended on their 
terms and payment conditions, i.e. interest rates, duration, and amortizations. 
Since the private claims in general were short-term credits with high interest 
rates, the Germans made efforts to lower liabilities through annulment of 
payments and reduced interest rates (sometimes after unilateral decision). 

The most problematic claim, the Kreuger loan, was larger than the hold-
ings of all Swedish government bonds put together. It had been granted on a 
private basis in 1929 by the Kreuger group, led by the infamous matchstick 
magnate Ivar Kreuger. In return for the loan, the creditors were granted a 
monopoly on the German match market. It was by definition a private claim. 
However, in terms of its size and conditions it was equal to a government 
loan. But before the Germans finally recognized the Kreuger loan as equal to 
the government loans, the Swedish negotiators had to concede to reduced 
interest rates in return. The German gain was not so much the lowered liabil-
ities (in absolute numbers) as it was the precedent in having a creditor coun-
try accept reduced interest rates. At the time, a number of bilateral commer-
cial agreements had been concluded and yet another number of agreements 
was well under way, and shortly and a bit ironically, it became customary for 
Germany to refer to other interstate agreements in their bilateral negotia-
tions. 
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Managing German pressure 
Like most other bilateral clearing arrangements of the time, the Swedish-
German clearing system was unsuccessful when it was put into practice. 
During the 1930s and onwards, the German economy was successively reor-
ganized into a war economy. In regard to the Swedish-German exchange, 
this was reflected in an increasing demand for Swedish raw materials, which 
in combination with inadequate German transports resulted in a clearing 
deficit. Hence, in July 1935, new negotiations were commenced, which re-
sulted in a number of adjusted agreements. In regard to the financial issues, 
the parties agreed to divide the clearing surplus in equal parts between the 
Reichsbank and the Swedish creditors, which in principle was advantageous 
from the view of the holders of government bonds since this meant better 
guarantees of getting paid. However, from the view of the holders of private 
claims, the adjustments were a setback; ditherto, they had not been repaid at 
all and the Swedish government, which prioritized the government loans, 
had not exerted any pressure to achieve a fair solution. In addition, in Janu-
ary 1936, the private claims were converted to funding bonds to be regulated 
outside of the exchange clearing arrangement, which meant that holders of 
funding bonds had to rely on Germany’s ability and willingness to make 
transfers. Moreover, by converting private claims into funding bonds, this 
meant a write-down of the private claims debt. 

Evidence from the archival sources shows that the Swedish government 
regarded the exchange with Germany as fairly successful. According to for 
instance Nilson, however, the failure of the exchange clearing system was a 
deliberate attempt to destabilize the agreement, on the part of the Germans 
(Nilson, 1983, 103). In October 1938, the agreement was prolonged, with the 
exception of the Kreuger loan, which from then on had to be renegotiated 
annually. This was indeed a disadvantage for Sweden. German bargaining 
power grew and its stance was still negative towards the Kreuger loan, and 
the following years it became a challenge to ensure that its terms did not 
deteriorate. 

In September 1939, the Second World War broke out. In light of the ex-
periences from the previous war between Europe’s great powers, the Swe-
dish government anticipated diminishing access to foreign markets. During 
World War I, after 1916, the plummeting international trade had caused seri-
ous shortages of precious supplies such as foodstuffs and fuels, as well as 
sky-rocketing inflation, which in turn had given momentum to a similar po-
litical unrest that had swept through Europe before the war. Like in other 
countries, the impact of World War I on the Swedish economy was severe 
and persistent (Hedberg, 2016). With the intention toavoid being drawn into 
the next great power war and maintain trade and commercial exchange with 
foreign markets, Sweden adopted a policy of neutrality and prepared itself 
for political pressure and economic hardship. 
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As it turned out, World War II affected the world economy even worse 
than the previous war. During the war, belligerent as well as neutral societies 
were more pervasively organized by government than previously; a larger 
proportion of their resources, i.e. their GDP, was channeled for military pur-
poses than they had been during previous wars. Also, the ability to produce a 
larger quantity of high quality weapons and munitions had improved signifi-
cantly. As a result, this war was fought on a different scale as compared to 
previous conflicts. Moreover, during this war, economic warfare and block-
ades targeted both enemy commerce and trade conducted by neutral powers 
with the enemy. Blockades became more effective as new forms of warfare 
developed. While the improved range of shore-side artillery forced navies to 
operate further offshore, the deployment of aerial and naval submarines in-
tensified their attacks on merchant vessels as well as enabling belligerents to 
mount counter-blockades. Consequently, international trade and commerce 
plummeted. 

In addition, from a Swedish pint of view, the theatre of war surrounded 
and was close to Swedish territorial waters, and in April 1940, German and 
British naval forces both launched a blockade of the Skagerrak trade routes. 
From then on, until the end of the war, Sweden was cut off from other mar-
kets, leaving Germany as Sweden’s single major accessible market. The 
effect on Sweden’s trade was notable: before the blockade, Germany and 
Britain accounted for 22 and 17 per cent, respectively, of Swedish trade 
turnover. During the war years, Germany’s share exceeded 40 per cent, 
while the British portion came to a mere 1 per cent. The concentration of 
trade to Germany should be viewed in the light of the plummeting trade; 
already in 1941, the Swedish import and export volume had declined by 3/5 
and 1/3 respectively in comparison with pre-blockade levels (Hedberg & 
Larsson, 2012, 178). Thus, the point of departure for the ensuing years of 
exchange with Germany was what Hirschman would characterize in terms of 
a Swedish dependency on Germany (Hirschman, 1980, viii). Although Swe-
den escaped the tragedies of losses of lives and destruction, the impact of 
World War II on Swedish trade was still greater than any of the previous 
wars (Hedberg & Karlsson, 2015). 

For obvious reasons, the importance of acquiring and safeguarding for 
commodity markets grew in Germany as well. Consequently, trade issues 
became increasingly prioritized on the agenda. This shift in priorities led to a 
shift in focus in the clearing arrangement –from financial claims to trade 
issues – which was reflected in the clearing arrangement, which expanded 
both vertically (as separate issues became more codified) and horizontally 
(as agreements encompassed more and more trade related issues such as 
freight costs and other service costs linked to the Swedish-German commer-
cial exchange). The increasing diplomatic activities were clearly reflected in 
the growing number of Swedish-German agreements (i.e. agreements con-
cerning trade and commercial issues on interstate level, occupied territories 
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and countries excluded). While during the 1930s, about ten major agree-
ments were concluded between Germany and Sweden, between Sept 8 1939 
and May 3 1944 (when the last wartime trade and commercial agreement 
was concluded) the number came to no less than 57 (NA: FO: HP64A/2107). 
In addition to these, since industry representatives were given mandate (e.g. 
accredited diplomats) to conclude intergovernmental agreements on business 
level as well, a substantial number of additional agreements were concluded. 

There were of course more reasons as to why the diplomatic activities 
grew. First off, the bilateral arrangement emerged as a result of diverging 
incentives, and even though these had been bridged and accommodated, 
divergence of interests obviously remained and resurfaced frequently in the 
negotiations. The contractual expansion, however, meant that the exchange 
became increasingly framed with explicit rules. Up until the blockade of the 
Skagerrak, however, British-German competition for control of Europe’s 
markets and German demand for Swedish commodities and currencies had 
outbalanced German influence (see ch 2 in (Salmon, 2010). The clearing 
arrangement thus had been established at a time when German bargaining 
power was weaker. When their military power grew, however, the Germans 
became increasingly assertive in the negotiations. As German bargaining 
power increased pari passu with its military strength, and while its incen-
tives to review and adjust parts of the agreements in benefit of their own 
interests remained, increasingly specified rules of the arrangement allowed 
less scope to assert its power. This meant that German political pressure did 
not necessarily translate into a stronger influence over the rules of the ex-
change. It was of course easier to keep neutral Sweden appeased. The 
agreement of 1939 had resulted in a large surplus, and although perhaps a bit 
naively, the Swedish government hoped that the arrangement would provide 
for a continuous exchange and that Swedish creditors would be fully paid. 
Under conditions as those mentioned above, the Swedish-German clearing 
arrangement seemed acceptable or even advantageous. 

However, as the war expanded, the German demand for Swedish com-
modities increased rapidly, as did the cost of transportation, which to an 
increasing extent was carried out by Swedish vessels and trains. In 1941, 
Germany’s payments for transportation had increased ten times the level of 
1939. As a result, similar to the developments in 1935, a clearing deficit of 
25 Mill Kronor (corresponding to 773 Mill Kronor in 2018 prices) emerged. 
Consequently, the Germans failed to pay all Swedish exporters and creditors. 

This may or may not have been yet another attempt to repudiate, renego-
tiate or revise the arrangement. In 1941, Germany was an expanding great 
power at war and ditherto, its military campaigns had been very successful. 
In addition, the Swedish government was fully aware that Germany’s territo-
rial expansion had economic objectives, in line with the plans for autarky – 
and according to for instance Petzina, Sweden was a part of these plans for a 
Grossraumwirtschaft (Petzina, 1968). However, it also appeared as if Ger-
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many experienced declining industrial capacity. Firstly, the war effort re-
quired an increasing share of the German resources, which correspondingly 
diminished the supplies required by the civil sectors. Moreover, it also 
seemed that Germany experienced increasing difficulties to coordinate and 
allocate labour and raw materials, such as fuels, which manifested itself in 
declining production. For instance, Germany had made extensive commit-
ments to supply other trading partners with the coal and coke that was de-
manded by domestic industries and households in Germany. (Tooze, 2006, 
355-357). Further, neither the bilateral arrangement with Germany, nor the 
recurrently resulting clearing deficits were unique occurrences. In fact, as a 
result of Germany’s difficulties to expand its exportations, most of Germa-
ny’s bilateral arrangements resulted in growing clearing deficits. While this 
meant further pressure on the Reichsbank’s current accounts, Germany, con-
sequently had to borrow from abroad or acquire means of payment from 
countries under German control (Tooze, 2006, 679). Neutral Switzerland and 
occupied Denmark, for instance, had concluded comparable bilateral ar-
rangements, which in addition had developed similarly, and Germany had 
likewise insisted that trade deficits would be covered with credits (Hug, 
2002). But there, German influence was greater and both countries met the 
German demands instantly. Concurrently, the German negotiators demanded 
a similar arrangement to balance bilateral deficits with Sweden. 

The clearing deficit with Sweden was not very large, but in Sweden this 
was still considered a breach of agreement, and accordingly, in August 1941, 
the Swedish government protested sharply by threatening to freeze German 
assets for offset payments to Swedish exporters and creditors. According to 
contemporary government official and high-ranking diplomat Gunnar Häg-
glöf, the German negotiators entered the following negotiations with arro-
gance, using strong language that made reference to German military power 
and privations on the Eastern front (Hägglöf, 1958, 197, 204). The demand, 
however, was not entirely exorbitant. During the 1930s, when the Gold 
Standard system collapsed and protectionism escalated, state export credit 
guarantees were employed in order to manage risk in international business 
as well as politically (Hedberg, 2003, 182-183).  

The guarantee functioned as insurance for exporters if a foreign debtor 
cancelled a transfer or failed to pay claims. Credits were granted only on the 
initiative of the exporter. For this purpose, the Swedish foreign trade organi-
sation and the Export Credit Guarantee Board (Exportkreditnämnden) ad-
ministered the credits. On the whole, however, they were used quite sparse-
ly. The German demand, however, was for a general revolving credit, free of 
German disposal. It should be noted that during normal conditions, credits 
would have been a customary way to resolve the problem, and, in a recent 
and possibly prejudicial agreement, Sweden had granted the Soviet Union 
credits, equivalent to the German suggestion. But credits, during these condi-
tions, were not a viable option for the Swedes. Credits would counteract the 
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benefits of the exchange with Germany and weaken the German incentive to 
direct its trade to achieve a clearing surplus that sufficed to pay exporters 
and financial creditors. From a Swedish point of view, the long-run conse-
quences would thus probably have been disadvantageous. In view of the 
German share of the Swedish trade and the fact that Germany’s demand, to 
an increasing extent, applied to a few Swedish raw materials, in accordance 
with the plans for Grossraumwirtschaft in Europe, eventually the principles 
that levelled the asymmetric bargaining power would have been lost. Also, 
the use of credits required the assistance of Swedish business, but in practice 
it had very weak support. Finally, considering the weakened position of the 
Reichsbank in 1940-1941, credits would have entailed weaker incentives for 
the Germans to make stronger efforts to compensate Swedish creditors or 
exporters. Consequently, the Swedish government could not submit to the 
German demand, but on the other hand, it could not be rejected since it en-
tailed an obvious risk of trade war or even regular war (Hedberg, 2009, 183-
185). Instead, before the Swedish government delivered the counterproposal, 
the German demand had been carefully revised after internal negotiations 
between the Swedish trade bureaucracy and Swedish business. 

The Swedish counterproposal, which actually was delivered in uncondi-
tional terms, offered a partial, short-term credit – not a long-term revolving 
credit, free of German disposal. As a matter of fact, the German demand was 
revised on every point of significance. The credits were to be integrated in-
side of the clearing arrangement whereas the clearing accounts had to be 
refunded without further delay for financing continuous trade. In order to 
speed up German payments for Swedish exportations, the duration of pay-
ments had to be shortened to 1 up to 1 1/2 year. In regard to the credit vol-
ume, it had been a leading principle that planning of forthcoming trade and 
payments was based on previous years’ commercial exchange. The Germans 
stressed that the German exports would increase substantially, which al-
lowed for free credits. But according to the Swedish estimates, there was a 
risk that the deficits would continue to grow permanently, alongside with the 
repeated demands for new credits. According to the estimates based on the 
previous years’ trade, the Swedish exports would come to about 500 Million 
Kronor and from the Swedish side it was suggested that half, 250 Million 
Kronor, could be credited. 

The final argument that the Swedes put forth referred to a preceding and, 
in Swedish opinion, prejudicial Swedish-German general agreement. In Jan-
uary 1940, Swedish and German officials had agreed to fix their commodity 
export prices in order to avoid war induced inflation. The general price 
agreement comprised the commodities that accounted for the largest shares 
of the trade and were considered of strategic importance. In order to safe-
guard the terms and conditions, they became subject to detailed trade agree-
ments. This meant that the composition of the trade could not be changed 
without negotiating and concluding a new general agreement. The prospect 
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of imposing changes of this kind without at the same time affecting the Swe-
dish or the German benefits from the exchange was small (Hedberg, 2003, 
187) According to the Swedish terms, the credits could only be offered for 
purchases of Swedish commodities. In practice, only industries that had de-
veloped rapidly and that belonged to the largest in terms of the size of the 
work force, like forestry and the engineering industry, were willing to grant 
credits. Although the Swedish government was prepared to guarantee parts 
of the Swedish exporters’ credits, up to at most 50 per cent, it could or would 
not grant credits. It was acknowledged that the Germans wished to increase 
their purchases of in particular Swedish iron ore. But since the iron ore ex-
porters were confident that the Germans would make continuous iron ore 
purchases, irrespective of a credit arrangement they rejected the German 
demand completely. Although outraged, the German negotiators accepted 
the Swedish demands, and as it turned out, only 30-38 per cent of the credits 
were used. This was a debacle for the German negotiators, but a success 
from a Swedish perspective. 

At the time when the negotiations were about to be concluded, the Swe-
dish government was provided with intelligence and the government learned 
that Germany were encountering military setbacks in the war whereas the 
German economy was entering a recession. Even though this didn’t affect 
the Swedish positions in the negotiations, it confirmed that maintaining long-
term commercial relations with Germany was pointless. As it turned out, 
these negotiations became somewhat of a turning point in Swedish-German 
relations. 

Exiting the clearing arrangement with Germany 
Up until that point, the relations with Germany had been characterized by 
daily ducking and dodging increasingly assertive German advances. The 
Swedish economy still depended on in particular German fuels, and while 
Allied foreign trade had dropped below half of pre-war levels (Hedberg & 
Karlsson, 2015, 72), Axis trade increased between 1940 and 1943. Thus, 
there were still no alternatives to the German market while at the same time 
the risk of provoking retaliations or a war with Germany was real. It should 
be remembered that late 1941/summer of 1942, when it became clear to the 
Swedish policymakers that the outlook of a German victory was weak, the 
war would still rage on a global scale for about three more years. 

But as the Allied forces strengthened their political influence, Swedish-
Allied diplomatic relations were intensified. This shift in conditions initiated 
the beginnings of a re-orientation of Swedish economic policies as well as 
Swedish foreign policies. The Swedish negotiators choose a compromising 
strategy, attempting to oblige both Allied and German negotiators. Sweden 
chose to make a gradual exit from the clearing arrangement by delivering the 
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agreed upon exports to Germany while avoiding to make new commitments. 
The Allied governments were kept informed during the process. 

The definite exit was rather undramatic. It was carried out in April 1945, 
by the introduction of a law in Sweden, which due to the sky-rocketing war-
risk induced insurance costs, prohibited further freight insurance, which 
effectively stopped all trade with Germany. When trade collapsed, the clear-
ing arrangement collapsed as well. In a sense, this was an ironic way of end-
ing the clearing arrangement since the system itself was a sort of insurance 
system. The financial claims, which were the initial subject of the arrange-
ment after all, became a diplomatic issue to settle in Swedish-Allied negotia-
tions. 

Conclusions 
In this chapter, the means and measures employed to make the strategy 
work, i.e. how Sweden managed to bandwagon and concomitantly evade 
German pressure are examined. In the literature, Sweden’s strategies during 
World War II has oftentimes been used as a successful example of balanc-
ing/bandwagoning in order to maintain sovereignty and independence. For 
instance Baker Fox stresses that this strategy was achieved by threatening to 
jump to the enemy side, or to deprive or to offer the rivalling great power 
goods or services controlled by the small country and desired by the other 
great power. (Baker Fox, 1959, 7-9), which in turn required skilfully used 
diplomacy. 

The empirical evidence from the literature clearly shows that neutrality 
during the war necessitated both economic and political concessions to the 
belligerents to counterweigh their relative military weakness and a use of 
pragmatic (realist) tools to evade hostilities (Golson, 2018). According to 
East et al., economic diplomacy became the actual line of defence for the 
small countries (East et al., 1978, 123-134), which thus has been highlighted 
in this chapter.  

The Swedish-German bilateral arrangement emerged as a result from di-
verging incentives, and even though these had been bridged and accommo-
dated, divergence of interests obviously remained and resurfaced frequently 
in the negotiations. At the time of its establishment, German bargaining 
power vis-à-vis Sweden was levelled, mainly due to Anglo-German compe-
tition (see ch 2 in Salmon, 2010). When German military and economic 
power grew, notably after the blockade of Skagerrak, the Germans became 
increasingly assertive in the negotiations. But as the exchange increased, it 
became framed with an increasing number of explicit rules, and increasingly 
specified rules of the arrangement allowed less scope for Germany to assert 
its power. This meant that German political pressure did not necessarily 
translate into a stronger influence over the rules of the exchange. 
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