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 GRAND STRATEGY AND FOREIGN
 ECONOMIC POLICY

 British Grand Strategy in the 1930s
 ByLARSS.SK?LNES*

 FOREIGN economic policies represent more than simply an at tempt to maximize economic welfare. By pursuing policies that dis
 criminate in favor of military allies, policymakers seek to strengthen
 alliance relations and deter third-party attacks. Discriminatory policies
 are thus important grand strategic instruments. Several scholars, most
 recently and prominently Joanne Gowa1 and Edward Mansfield,2 have
 argued that alliance concerns and strategic considerations more broadly
 influence foreign economic relations. Whereas this argument is gener
 ally correct, it does not pay sufficient attention to the considerable
 variation in the degree to which policymakers turn to economic instru
 ments in their attempts to manage relations with their allies. Policy
 makers sometimes seek to cement military alliances by strengthening
 economic relations between the allies, and sometimes they allow mili
 tary and economic relations to develop independently of each other.

 This article seeks to explain why.
 I argue that variation in the need for military and political support

 from military allies affects the degree to which foreign economic poli

 * The author would like to thank Richard Rosecrance and especially Arthur Stein for their generous
 aid, comments, and support. The ideas contained in this article were first developed in Rosecrance and
 Steins Workshop on Economics and Security at UCLA. The members of that seminar, in particular

 Mark Brawley, David D'Lugo, Lori Gronich, Jeff Legro, Robert Pahre, Paul Papayoanou, T. V. Paul,
 Cheri Steele, and Katja Weber, were unstinting in their support for and criticism of the larger project
 of which this article is a part. Earlier drafts of the article were presented at the 1994 annual meeting of
 the American Political Science Association and for the Project in International and Security Affairs'
 Speaker Series at the University of California, San Diego. I am grateful to the participants at both
 events for helpful comments, in particular Scott Gartner and Paul Papayoanou. Louisa Green was an
 expert editor. The Institute on Global Conflict and Cooperation at the University of California pro
 vided financial support in the early stages. A grant from the College of Arts and Sciences at the Uni
 versity of Oregon defrayed part of my expenses in connection with research at the Public Record
 Office, London.

 1 Joanne Gowa, Allies, Adversaries, and International Trade (Princeton: Princeton University Press,
 1994).

 2 Edward D. Mansfield, Power, Trade, and War (Princeton: Princeton University Press, 1994).

 World Politics 50 (July 1998), 582-616
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 cies will discriminate in favor of military allies and against adversaries
 and other countries. Powers in need of such support will pursue dis
 criminatory foreign economic policies to strengthen domestic support
 for the alliance in the beneficiary country, thus making it more difficult
 for beneficiary officials to renege on their alliance commitments.
 Tighter alliance relations in turn improve the deterrent effect of al
 liances. Powers that can go it alone without support from allies will re
 frain from discriminating in favor of other countries. Shifts in strategic
 need make it possible to explain variation in the links between security
 considerations and foreign economic policies within alliances over time
 and also across alliances. I apply this argument to a historical analysis of
 some aspects of British grand strategy in the 1930s.

 The article is divided into four main parts. The first section argues
 that discriminatory foreign economic policies are integral to the grand
 strategies that great powers develop.3 In the second section, this argu

 ment is contrasted with Joanne Gowa's attempt to explain such dis
 crimination by focusing on the security externalities of trade.4 Section
 Three is a study of British grand strategy in the 1930s, focusing on
 Britain's political and economic relations with the United States,
 France, and Germany. These cases allow me to hold constant systemic
 polarity, variation in which Gowa has linked to variation in the degree
 to which free trade will characterize economic relations between allies.

 The concluding section briefly discusses some implications for how one
 might think about the link between economic interdependence and
 strategy.

 Grand Strategy and Alliance Politics

 A great power enters alliances with other powers to increase its national
 security. The specific role that an alliance is meant to play, however,
 varies widely from case to case as a function of variation in a great
 power's grand strategic assessment of a particular geopolitical situation.
 Changes in this assessment generate changes in strategic needs, which
 in turn result in changes in military strategy and war plans. Military
 strategy and war plans can therefore be used as indicators of policy

 3 As in much of the literature on grand strategy, my article focuses on great powers. See Paul M.
 Kennedy, "Grand Strategy in War and Peace: Toward a Broader Definition," in Kennedy, ed., Grand
 Strategies in War andYezze (New Haven: Yale University Press), 6,186 n. 18. My article adopts Barry
 Posen s definition of grand strategy as a "means-end chain," embodying "a state s theory about how it
 can best cause' security for itself." Posen, The Sources of Military Doctrine: France, Britain, and Germany
 between the World Wars (Ithaca, N.Y.: Cornell University Press, 1984), 13.

 4 Gowa (fn. 1).
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 makers' perceptions of strategic needs, perceptions that cannot be ob
 served directly. Military strategy and war plans specify responses to
 strategic requirements?in particular how states can best survive mili
 tary hostilities?including whether or not support from allies is needed
 should the power find itself at war. Strategy and war plans also detail
 the role, if any, that allies can play in military conflicts. Thus, strategic
 need, as reflected by military strategy and war plans, affects both the
 decision of a great power to enter an alliance and subsequently the
 quality of the alliance ties. The degree of alliance cohesion in turn af
 fects the probable success of the alliance in deterring enemy attacks.

 States may enter alliances to aggregate capabilities. Great powers
 enter alliances because they have determined a need for military sup
 port, a determination that derives from several separate assessments.
 First, the determination reflects an acknowledgment that the ally can
 provide military assistance, access to resources, or other strategic advan
 tages that would significantly increase the state's chances of prevailing in
 a war. Second, it reflects a high degree of conflict with adversaries. Fi
 nally, it accepts that the fewer other alignment options a great power
 has, the greater will be its need for any one ally. The determination of
 need, moreover, implies that it is vital not only to receive military sup
 port but also to extend it to an ally, since if an ally is conquered, a state's
 own security is jeopardized.5

 As Paul Schroeder has pointed out, however, states may also con
 clude an alliance to manage conflicts with alliance partners.6 A man
 agement alliance is designed mainly to increase a state's influence over
 an ally's policies and so avoid conflict with the ally. In such a case, an
 alliance treaty reflects security interests that are as contradictory as they
 are overlapping, and the treaty thus often papers over an adversarial re
 lationship.7 While a state s security may be linked to its preservation of
 the alliance, a management alliance is not designed to increase the
 state's capability. Instead, such an alliance reflects the ability of the state
 to take on an enemy without the support of the alliance partner.

 States, in short, have different motives for concluding alliances.
 Moreover, the strategic assessments that underlie a power's decision to
 enter an alliance may change over time. Parties to an alliance, therefore,
 may differ in how reliable they are in fulfilling its terms, creating un

 5 Glenn H. Snyder, "The Security Dilemma in Alliance Politics," World Politics 36 (July 1984), 472.
 6 Paul W. Schroeder, "Alliances, 1815-1945: Weapons of Power and Tools of Management," in

 Klaus Knorr, ed., Historical Dimensions of National Security Problems (Lawrence: University Press of
 Kansas, 1976).

 7 Some examples are the Austro-Italian alliance from 1882 to 1914 and the alliance between Ger
 many and Russia in the 1880s. See ibid., 243.
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 certainty about each other's present and future intentions. As a result,
 alliance cohesion and the ability to deter attack may suffer, or an al
 liance may even be prevented from being formed at all. Such uncer
 tainty is a particular problem for those powers that rely on alliances to
 aggregate their capabilities, that is, for powers in need of the support of
 that ally. If a great power is heavily dependent on an alliance's strength,
 it has to take seriously the possibility of the ally's defection; such coun
 tries have incentives to try to increase the reliability of their allies.8

 The next section argues that discriminatory foreign economic poli
 cies give great powers an important strategic instrument with which
 they can attempt to strengthen an ally's reliability and commitment and
 thus enhance deterrence. Discriminatory policies may sometimes either
 follow or precede the establishment of formal alliance ties. In either
 case, however, the policies are an integral part of a larger strategic cal
 culus and result from the need to aggregate capabilities and the conse
 quent desire either to strengthen an already existing alliance or to
 prepare for the conclusion of one.

 Foreign Economic Policy as a Strategic Tool:
 Tying the Ally's Hands and Deterring Attack

 I assume that government policymakers, on the one hand, and private
 economic interest groups, on the other, are motivated by different cal
 culi. Policymakers formulate grand strategies, whose main purpose is to
 maximize national security. Economic interest groups, in contrast, seek
 to influence policy-making to maximize their own economic welfare.

 That is, insofar as political and military relations with other countries
 affect their economic interests, these groups have something at stake in
 shaping the relations. The more their welfare depends on economic ties

 with a foreign country, for instance, the greater their interest should be
 in closer political and military links with that country. Policymakers
 and interest groups may disagree, however, about whether trying to
 strengthen political and military relations with other states is desirable
 precisely because of their divergent motivations.

 A state's adoption of foreign economic policies that discriminate in
 favor of an ally may shift the existing patterns of trade, of foreign in
 vestment, and of foreign aid to increase trade with and investment
 flows to the ally. Whether government officials will be able to adopt
 such policies will depend in part both on domestic institutional and po

 8 They may also have incentives to communicate their own trustworthiness. I deal with this possi
 bility in Politics, Markets, and Grand Strategy: Foreign Economic Policies as Grand Strategic Instruments
 (forthcoming). I focus in this article on attempts to increase the reliability of allies.
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 litical constraints and on the nature of international agreements regu
 lating international economic exchange. Because discriminatory poli
 cies may change the patterns of trade and investment, the distribution
 of costs and benefits associated with foreign trade and investment may
 also change. Domestic economic groups who expect to be worse off as
 a result of the adoption of these policies may succeed in preventing
 their adoption. Whether policymakers can overcome domestic opposi
 tion is a function of their ability to insulate themselves from interest
 group pressures.

 Even if government officials manage to overcome the political and
 institutional barriers and implement discriminatory policies, market
 conditions may limit the extent to which these policies will succeed in
 altering the patterns of trade and investment in favor of allies. Elastic
 ities of import demand and export supply and the ease with which
 imports from beneficiaries can be substituted for those from nonbene
 ficiaries will determine how much trade will be created between the al

 lies and diverted from the rest of the world.9 If we assume that export
 supply curves are not perfectly elastic,10 discrimination will improve the
 terms of trade for the beneficiary country with respect to both the
 donor country and the rest of the world. For the donor country, the ef
 fect on the terms of trade with respect to the rest of the world is inde
 terminate: the terms of trade may either improve or worsen.11

 In altering the terms of trade, discriminatory foreign economic poli
 cies also alter the incentives facing private domestic actors in both the
 beneficiary and the donor country. For exporters in the beneficiary
 country, trade preferences generally will enable them to increase their
 exports and thus their profits. The preferences thus affect the exporters'
 economic calculus, providing them with an incentive to maintain the
 preferential access to the donor's markets.12 The closer the exporters as

 9 Robert A. Mundeil, "Tariff Preferences and the Terms of Trade," Manchester School of Economic and
 Social Studies 32 (January 1964), 9-10; and Richard Pomfret, Unequal Trade: The Economics of Discrim
 inatory International Trade Policies (New York: Basil Blackwell, 1988), 121-22,136,159-60. Pomfret
 points out that in cases in which the beneficiary's export supply is perfecdy inelastic, for instance, trade
 will not increase between donor and beneficiary (p. 150).

 10 The more inelastic the foreign-export supply curve is, the more a tariff will improve the terms of
 trade. When the foreign-export supply curve is perfecdy elastic, the tariff-imposing country cannot
 affect the terms of trade but only the volume of its trade with the rest of the world.

 11 When preferential tariffs are mutual, some sets of tariff reductions will improve the terms of trade
 of both parties with respect to the rest of the world. For example, both parties improve their terms of
 trade when tariffs are reduced so as to avoid changes in the terms between them. These conclusions
 follow if it is assumed that initial tariffs are low, tariff reductions are small, and all exports are gross
 substitutes in world consumption. For a discussion of why these assumptions are necessary, see

 Mundell (fn. 9).
 12 Similarly, Scott C.James and David A. Lake argue that economic hegemons can use the opening

 of their markets to alter the incentives facing economic actors in other countries. The economic actors
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 sociate tight military-political relations with donor trade preferences,
 the more interested they will be in preserving and strengthening mili
 tary and political ties. Trade preferences also give importers in the
 donor country a greater stake in reinforcing these ties, which reduce the
 risk of political conflict, help deter attacks from enemy nations, and
 thus lower the risk of a break in economic links.13 As a result, improved
 political and military relations provide insurance against welfare losses
 not only for exporters but also for importers.14 Consequently, economic
 interest groups in both donor and recipient countries have interests in
 strengthening the political and military links to nations whose markets
 significantly affect the economic welfare of the groups. The groups can
 thus be expected to put pressure on policymakers to pursue policies that

 will reinforce political and military ties.
 Because their interests differ from those of policymakers, economic

 interest groups may push for policies to strengthen political-military re
 lations that go beyond what government officials deem desirable from
 the vantage point of grand strategy. Policymakers will, if possible,

 weigh the overall societal costs of being involved in military and polit
 ical conflicts, costs that often exceed the economic benefits of strong
 political-military ties. Economic groups, in contrast, will consider only

 and also political leaders then may come to favor free trade policies that are in the hegemon's economic
 interest. See James and Lake, "The Second Face of Hegemony: Britain's Repeal of the Corn Laws and
 the American Walker Tariff of 1846," International Organization 43 (Winter 1989). Whereas for
 James and Lake the hegemon's economic strategy reflects its economic interest, in my article the eco
 nomic strategy is part of a great power's grand strategy, designed to affect the quality of the ties be
 tween military allies.

 13 A possible objection to this argument is that economic agents may seek to weaken political and
 military ties if they think that thereby war will be avoided and trading patterns maintained. On the
 whole, however, it does not seem unreasonable to assume that strong ties will deter rather than invite
 attack from enemies.

 14 See Brian M. Pollins, "Conflict, Cooperation, and Commerce: The Effect of International Polit
 ical Interactions on Bilateral Trade Flows," American Journal of Political Science 33 (August 1989), 741;
 and idem, "Does Trade Still Follow the Flag? A Model of International Diplomacy and Commerce,"

 American Political Science Review %Z (June 1989), 470. Pollins ignores government policymakers' roles
 in formulating and implementing foreign economic policies that reflect political considerations. Be
 cause he has no notion of the supply of foreign economic policies, Pollins includes both economic and
 security concerns as arguments in importers' utility functions. Thus, importers are motivated by "the
 desire to reward friends, punish adversaries, and minimize risk" (June 1989,470). That importers care
 about diplomatic relations because they affect the probability that economic ties may be disrupted, and
 thus also the risk that the importers face, is an important insight. I regard the desire to reward friends
 and punish adversaries, however, as derivative of the desire to minimize risk. When minimizing risk is
 not important?for instance, when close substitutes for imports exist?importers will not worry about
 rewarding friends and punishing adversaries. For government officials motivated by security consider
 ations, in contrast, the economic consequences of a disruption of economic ties are less important than
 the impact such a disruption will have on political and military relations with allies and adversaries.

 Although political factors constrain the choices of private economic actors, the actors' behavior remains
 motivated by the desire to maximize economic welfare. See also the discussion of Pollins's argument in
 Gowa (fn. 1), 57-58.
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 their own particular interests and ignore the costs and benefits to soci
 ety as a whole. While the benefits may not seem adequate to society as
 a whole, groups such as the business community may judge the eco
 nomic benefits to be well worth supporting an ally militarily. Moreover,
 business leaders may also largely avoid such costs of military conflict as
 participation in armed combat. In short, the costs to the business com
 munity of military involvements may be lower than the costs to society
 in general, and the benefits higher. A government that is vulnerable to
 pressures from the business community may well pursue foreign policies
 that are in the interests of this community. From a strategic point of view,

 this pressure is a problem because it may force a government to pursue
 foreign policies that will undermine its grand strategy Private domestic
 interests, in other words, may constrain a government's ability to de
 velop grand strategies that accurately reflect their strategic assessments.

 The possibility in particular that policymakers in the beneficiary
 country may be forced to stand by their alliance commitments, even if
 this is strategically undesirable, makes discriminatory policies attractive
 for states in need of support. Discriminatory foreign economic policies
 may alter domestic political constraints in the beneficiary country and,
 as a result, allow policymakers to increase the domestic political costs
 to an ally who reneges on its alliance commitments. Because such costs
 are higher as a result of discrimination, both present and future govern
 ments of the ally will find it more difficult to change their alliance poli
 cies should their strategic assessments change. An ally is thus likelier to
 stand by its alliance commitments. Economic discrimination, in short,

 makes it more difficult for policymakers in the beneficiary country to
 deviate from a particular alliance policy.15

 Depending on its own strategic assessments, the beneficiary may or
 may not allow itself to be bound in this way. Beneficiaries that can go it
 alone are more likely to try to avoid being bound than are allies that de
 pend on support. Concerned as they are with enhancing the credibility
 of their alliance commitments, the latter type of ally is less likely than
 the former to seek alternative markets for its exports or to satisfy its
 capital needs. By accepting or trying to avoid a situation that will limit
 its future strategic options, the beneficiary communicates valuable in
 formation about its current intentions to the donor. Thus, allies that

 15 Kurt Taylor Gaubatz argues similarly that a trade agreement may create domestic constituencies
 with interests in maintaining the agreement, making it more difficult for policymakers to renege on
 the agreement. See Gaubatz, "Democratic States and Commitment in International Relations," Inter
 national Organization 50 (Winter 1996), 123. Economic discrimination, of course, does not make es
 cape from alliance commitments impossible.
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 need military support can increase the credibility of their alliance com
 mitments. For the donor, this means that discriminatory policies may
 give them more information about the beneficiary's current intentions
 as well as make it more difficult for the beneficiary to renege on its
 commitments should those intentions change.

 Discriminatory policies also may alter the domestic interests in the
 donor country, opening up the possibility that the policies will bind
 both donor and beneficiary to an alliance. Still, it may not be possible to
 pursue such policies. These two objectives, that is, are often at cross
 purposes. If the terms of trade for the beneficiary improve as a result of
 trade preferences, domestic groups will have a greater stake in main
 taining close political-military relations with the donor. The benefi
 ciary's policymakers will also have greater difficulty in deviating from
 an alliance commitment to the donor. In the donor country, however,
 although trade preferences may give importers more of a stake in main
 taining economic and thus political relations with an ally, preferences

 may also increase the level of economic competition faced by import
 competing industries. The impact on domestic industries in the donor
 country will be larger the more consumers regard the imported good as
 a substitute for the import-competing domestic good. When these
 goods are close substitutes in consumption, import-competing indus
 tries are likely to oppose not only preferences but also the military strat
 egy to which they are linked. The more successful preferences are in
 altering the terms of trade in favor of the beneficiary's exporters, the
 more injurious trade preferences will be to import-competing indus
 tries, and thus the more difficult it will be for policymakers to shape
 trade policy to accord with strategic interests. For this reason, the more
 successful officials are in strengthening the ally's commitments, the

 more difficulty they may have in strengthening their own.
 International political costs can be added to the domestic political

 costs often associated with trade preferences. If imports from the ben
 eficiary and the rest of the world are close substitutes, trade will be di
 verted from the rest of the world to the beneficiary, leading perhaps to
 a deterioration in the political relations with the rest of the world,

 which would be costly. A similar result can be derived from models in
 which tariffs are endogenous, that is, a result of domestic lobbying.
 Here, a reduction in the tariff on goods from one country will lead to
 increased protection against the rest of the world (assuming imports
 from the rest of the world and the beneficiary are close substitutes) as
 protectionist lobbies in the donor country switch their efforts to lobby
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 ing for higher tariffs on goods from the rest of the world.16 To the ex
 tent that such efforts succeed, preferences will worsen political relations

 with the rest of the world.

 Because granting trade preferences to allies, both potential and ex
 isting, is associated with both domestic and international political costs,
 powers in need of military support from an ally should, ceteris paribus,
 be more willing than powers that can go it alone to grant preferential
 treatment to that ally. Powers in need of support derive higher strategic
 benefits from reinforcing an alliance than do powers better able to go it
 alone. In short, because the net costs of discriminatory policies fall dif
 ferentially on powers in need of support and on those that can go it
 alone, the former are more likely than the latter to adopt such policies.
 The fact that the net costs are lower for powers in need of support also
 sets them apart from powers that can go it alone, signaling to allies and
 adversaries alike the strength of their alliance commitment and thus re
 inforcing the alliance's deterrent effect.

 A great power is unlikely to adopt foreign economic policies that
 discriminate in favor of its adversaries, especially when it is concerned
 with strengthening relations with an ally. Granting an adversary prefer
 ential access might make it more difficult to grant or maintain prefer
 ential access on imports from the ally as domestic lobbies shift their
 efforts to imports from the rest of the world. That is especially true if
 the goods imported from ally and adversary are close substitutes. More
 generally, granting preferences to adversaries might reduce the advan
 tages of preferences to domestic groups in allied countries, impeding
 efforts to strengthen alliance ties. Moreover, economic discrimination
 in favor of an adversary sends the wrong signals to both allies and ad
 versaries, who may interpret such a policy as a sign of weakness. Allies
 may be forced to look elsewhere for a solution to their strategic prob
 lems, whereas adversaries may be encouraged to pursue more aggressive
 policies.

 In sum, in cases of strategic need, great powers will grant trade pref
 erences to their allies. Great powers do so in an attempt to foster the
 formation of a domestic coalition in the allied country that will favor
 close economic and military-political relations with the grantor coun
 try. The beneficiary's response to the donor's policies may also give the
 donor valuable information about the beneficiary's reliability as an ally.
 Closer political and economic ties in turn will enhance deterrence. In

 16 See Arvind Panagariya and Ronald Findlay, "A Political-Economy Analysis of Free-Trade Areas
 and Customs Unions," in Robert C. Feenstra, Gene M. Grossman, and Douglas A. Irwin, eds., The
 Political Economy of Trade Policy: Papers in Honor ofjagdish Bhagwati (Cambridge: MIT Press, 1996).
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 those situations in which they can go it alone, great powers will refrain
 from granting their allies trade preferences. Great powers are also un
 likely to grant adversaries trade preferences. In the next section, this ar
 gument is set against Gowa's important contribution to analyzing the
 links between security considerations and foreign economic policy.

 Grand Strategy and Security Externalities

 Scholars in international political economy have noted how the cold war
 shaped U.S. foreign economic policies after 1945.17 Still, it is not difficult
 to agree with John Odell's judgment that systematic attempts to analyze
 the general links between security considerations and foreign economic
 policy are a recent phenomenon.18 Gowa and Mansfield represent the
 two most important attempts at sustained analyses of these links.19

 Gowa abandons the focus on welfare maximization characteristic of

 theories such as hegemonic stability theory and endogenous tariff the
 ory in favor of an argument that stresses the links among security ex
 ternalities, systemic polarity, and trade policy. She argues that because
 trade makes possible a higher level of economic welfare, it increases the
 potential military power of states. Trade therefore has security external
 ities. Because military alliances (partly) internalize the externalities, free
 trade is likelier within than across alliances. Alliances, however, differ

 in how successfully they internalize security externalities. Given that
 state choice plays a greater role in alliance formation in multipolar sys
 tems than in bipolar systems, defections are less likely in the latter. Al
 liances in bipolar systems therefore better internalize the security
 externalities of free trade, and thus free trade is likelier in bipolar al
 liances. Polarity and the resulting variance in exit risk, then, account for
 variation in the degree to which alliances are associated with free trade.

 Gowa's conception of security externalities ties security concerns too
 closely to considerations of economic welfare. Trade and other foreign
 economic policies affect security not simply because they increase eco
 nomic welfare and potential power but also because they directly affect
 the quality of alliance ties and alliance cohesion. How dependent allies
 are on alliances to meet their security needs varies. This variation

 17 See, for example, Arthur A. Stein, "The Hegemon's Dilemma: Great Britain, the United States,
 and the International Economic Order," International Organization 38 (Spring 1984), 367; and Robert
 Gilpin, The Political Economy of International Relations (Princeton: Princeton University Press, 1987),
 88-90.

 18 John S. Odell, "Understanding International Trade Policies: An Emerging Synthesis," World Pol
 itics 43 (October 1990), 163.

 19 Gowa (fn. 1); and Mansfield (fn. 2). Because the theoretical underpinnings of Mansfield's work
 on trade (Chapter 5), derive from Gowa's argument, I focus on the latter.
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 means, in turn, that states will differ in their willingness to invest re
 sources in strengthening ties: those states relatively dependent on the
 alliance will be willing to invest more than those with a greater ability
 to go it alone. Although discriminatory foreign economic policies may
 negatively affect economic welfare and thus potential power, such poli
 cies also strengthen ties and thus enhance deterrence. Discriminatory
 policies, in other words, produce positive security externalities. By
 strengthening ties, the allies are less likely to defect, increasing the value
 of the alliance. Thus, discriminatory foreign economic policies not only
 reflect exit risk, they also affect that risk, a possibility Gowa has over
 looked. One implication of this possibility is that, if the strength of al
 liance ties affects exit risk and if exit risk is greater in multipolar
 systems, then discriminatory foreign economic policies designed to
 strengthen ties may be more desirable in this case.

 Generally, states face a trade-off between negative and positive secu
 rity externalities when deciding whether to pursue free trade or protec
 tionism. Whether the positive or the negative security externalities are
 more significant depends in part on strategic assessments, specifically
 the importance of deterrence and of stronger alliance ties, factors likely
 to vary considerably across time and across states. Thus, if we abandon

 Gowa's focus on polarity and the distribution of power and concentrate
 instead on the shifting need for support from allies, it is easier to ex
 plain variation in how alliance politics and foreign economic policies
 are linked. The study of British grand strategy in the 1930s that follows
 allows us to hold constant systemic polarity. Polarity, therefore, cannot
 account for the variation in British economic discrimination over time
 that we observe.20

 British grand strategy in the 1930s has been selected for two other
 reasons. First, the severe economic problems of the 1930s make it like
 lier for domestic economic considerations to dominate strategic con
 cerns in the formulation of British foreign economic policy. Second,
 prominent historians of British appeasement strategies in the 1930s
 have argued that foreign economic policies that discriminated in favor
 of Germany formed an integral part of the British policy of appease
 ment.21 Thus, it is possible that my argument that great powers will dis

 20 As Gowa herself points out, exit risk cannot explain the cross-alliance variation that "exists within
 international systems" (emphasis in the original). Gowa (fn.l), 78.

 21 Bernd-J?rgen Wendt, Economic Appeasement: Handel und Finanz in der britischen Deutschland
 Politik, 1933-1939 (Economic appeasement: Trade and finance in British policy toward Germany,
 1933-1939) (D?sseldorf: Bertelsmann Universit?tsverlag, 1971); C. A. MacDonald, "Economic Ap
 peasement and the German 'Moderates,' 1937-1939: An Introductory Essay," Past and Present 56 (Au
 gust 1972); and Hans-J?rgen Schr?der, "Economic Appeasement: Zur britischen und amerikanischen
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 criminate in favor of allies and refrain from discriminating in favor of
 their adversaries does not pertain when great powers pursue grand
 strategies to appease adversaries. Both of these reasons support my con
 tention that British grand strategy is a least likely, or at least, a difficult
 case. If one can show that the argument does apply to British grand
 strategy in the 1930s, it is likelier to apply to the grand strategies of
 other great powers.

 British Grand Strategy in the 1930s

 Britain's strategic situation gradually deteriorated in the 1930s. After
 the Italian attack on Abyssinia in 1935 and the German remilitariza
 tion of the Rhineland in 1936, British planners faced the reality that
 Britain was strategically overextended. It was obvious that Britain could
 not defend simultaneously the home country against Germany, the

 Mediterranean sea lanes against Italian forays, and its Far East posses
 sions against a Japanese attack. Forced to prioritize, British officials de
 cided to prepare for war against Germany only. Britain's economic

 weakness, however, forced London to seek to improve relations with its
 potential enemies?above all Germany?by a policy of political ap
 peasement.22 Political appeasement was conditioned by a number of
 structural factors besides economic decline:23 military weakness after
 years of neglect of the armed forces, a British public vividly remember
 ing the horrors of World War I, and a lack of reliable allies. France was
 too weak; the Dominions and the United States isolationist; and the
 Soviet Union not to be trusted.24 So tight were the structural con
 straints that "any other policy in 1938 would have been an astonishing,
 almost inexplicable divergence from the norm."25 "In the absence of any

 Deutschlandpolitik vor dem Zweiten Weltkrieg" (Economie appeasement: On British and American
 policy toward Germany before the Second World War), Vierteljahrshefte f?r Zeitgeschichte 30 (January
 1982).

 22 N. H. Gibbs, Grand Strategy, vol. 1, Rearmament Policy, History of the Second World War (Lon
 don: HMSO, 1976), 77-79, 85-87, 94, 293, 295, 375-79; William R. Rock, British Appeasement in the
 1930s (New York: Norton, 1976), 45-46; Brian Bond, British Military Policy between the Two World
 Wars (Oxford: Clarendon Press, 1980), 218-20; and Stephen Roskill, Naval Policy between the Wars,
 vol. 2, The Period of Reluctant Rearmament (Annapolis, Md.: Naval Institute Press, 1976), 184.

 23 J. L. Richardson contrasts "traditional" and "structural" perspectives on appeasement. The tradi
 tional view argued that German ambition could have been prevented had Britain and Chamberlain
 stood up to Hider's aggression. Richardson, "New Perspectives on Appeasement: Some Implications
 for International Relations," World Politics 40 (April 1988).

 24 Keith Feiling, The Life of Neville Chamberlain (London: Macmillan, 1946), 324; D. N. Dilks, "Ap
 peasement Revisited," University of Leeds Review 15 (May 1972), 41-42; David Reynolds, The Cre
 ation of the Anglo-American Alliance, 1937?41: A Study in Competitive Cooperation (Chapel Hill:
 University of North Carolina Press, 1982), 7-8; and Rock (fn. 22), chap. 4.

 25 Paul Schroeder, "Munich and the British Tradition," Historical Journal 19, no. 1 (1976), 242.
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 powerful ally, and until our armaments are completed, we must adjust
 our foreign policy to our circumstances," Chamberlain explained in a
 letter dated January 16, 1938, to a distant American relative. Accord
 ingly, he was ready to make "a fresh attempt to reach a reasonable un
 derstanding with both Germany and Italy."26

 Although Chamberlain was instrumental in formulating and imple
 menting the particulars of the British policy of appeasement in the
 1930s, his influence should not be exaggerated. As Richardson points
 out, Chamberlain's "policy toward Germany was the same that had
 been pursued by all British governments since 1919."27 Moreover, as
 Richardson also notes, whereas economic and systemic constraints
 "would explain why Britain placed so high value on avoiding war,. . .
 they would not explain the particular strategy for doing so: appease

 ment, rather than, for example, deterrence." According to Richardson,
 the tradition of appeasement in British foreign policy and "the lessons
 of experience" explain the particulars of British strategy.28 It is also true,
 however, that Chamberlain in several instances was willing to go fur
 ther in the direction of accommodating German demands than were
 some of his colleagues, especially in the Foreign Office.29 But, as David
 Reynolds has argued, policymakers in the Foreign Office "objected
 more to the conduct of appeasement than to the policy itself and they
 never translated their doubts into a clear-cut alternative."30 Moreover,

 while the policy of appeasement may have been "massively overdeter
 mined," as Schroeder argues,31 Chamberlain also seems to have be
 lieved that Germany was too weak economically and too unstable
 politically to start a war. Appeasement, therefore, could succeed in per
 suading Germany to follow a more pacific foreign policy.32

 26 Feiling (fn. 24), 324; also David Dilks, "Baldwin and Chamberlain," in Lord Buder, ed., The Con
 servatives: A History from Their Origins to 1965 (London: Allen and Unwin, 1977), 387-88.

 27 Richardson (fn. 23), 305-6.
 28 Ibid., 298. Paul Schroeder and Paul Kennedy have drawn attention to the continuity in British

 foreign policy between the 1800s and the 1930s. Schroeder (fn. 25); and Kennedy, Strategy and Diplo
 macy, 1870-1945 (London: Allen and Unwin, 1983), chap. 1.

 29 Richardson (fn. 23), 307.

 30 Reynolds (fn. 24), 9.
 31 Schroeder (fn. 25), 242.
 32 For this argument, see Reynolds (fn. 24), 9. D. N. Dilks, on the other hand, argues that "a desire

 to gain time ... played a considerable part" in persuading Chamberlain to pursue appeasement. "The
 Germans ... are too conscious of their strength and our weakness, and until we are as strong as they
 are, we shall always be trapped in this state of chronic anxiety," Chamberlain wrote to his sister in
 1938. Dilks (fn. 24), 43. Maurice Cowling argues that "how far, and at what point, Chamberlain be
 lieved that he had a mission to prevent war, how far, and at what point, his policy was tactical, must be

 matters for guesswork." Cowling, The Impact of Hitler: British Politics and British Policy, 1933-1940
 (London: Cambridge University Press, 1975), 179.
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 Whereas a consensus seems to be emerging among historians that
 "appeasement" was heavily conditioned by structural factors, there is

 much less agreement as to the precise meaning of the term. In the
 1930s it normally referred to "the alleviation of international tension,"
 as in the many references to the "appeasement of Europe." Later it took
 on more negative connotations for some, referring to "pacifying [ene
 mies] by satisfying demands."33 Paul Kennedy defines it as "the policy
 of settling international... quarrels by admitting and satisfying griev
 ances through rational negotiation and compromise, thereby avoiding
 resort to an armed conflict" and argues that this policy can be traced
 back to the 1860s.34 More concretely, what appeasement seems to have
 meant to Chamberlain and Britain was a general settlement of all out
 standing grievances, and not "piecemeal concessions to buy off the
 dictators."35

 Scholars have argued that economic appeasement went hand in hand
 with political appeasement. The purpose of economic appeasement by
 Britain, they have argued, was to reduce or eliminate economic conflicts
 of interest with Germany to show that country how to achieve its goals
 without resorting to rearmament and the threat of war. Moreover, a
 successful policy of economic appeasement would have strengthened
 the hand of the German "moderates" led by Hjalmar Schacht, Reich

 minister of economics and president of the Reichsbank. Strengthening
 the moderates, in turn, would have facilitated the peaceful resolution of
 international conflicts.36 This view of the motivations behind economic

 appeasement directly contradicts my own: that British foreign eco
 nomic policies toward Germany supports the argument that great pow
 ers will not discriminate in favor of their enemies.

 After 1936 British policymakers decided to try to improve political
 and economic relations with the United States. Without U.S. assis
 tance, Britain would have been unable to meet a threat to its interests in
 the Pacific and at the same time maintain sufficient forces to take on

 Germany. In their realistic moments, British officials conceded that, at
 least in the short run, they could hope for little beyond U.S. neutrality.
 In their sanguine moments, however, British officials saw trade dis

 33 Donald Watt, "The Historiography of Appeasement," in Alan Sked and Chris Cook, eds., Crisis
 and Controversy: Essays in Honour ofA.J. P. Taylor (London: Macmillan, 1976), 123.

 34 Kennedy (fn. 28), 16.
 35 To Reynolds, Munich is "the desperate aberration from appeasement rather than its culmination."

 Reynolds (fn. 24), 8.
 36 MacDonald (fn. 21), 105-8; and Gustav Schmidt, The Politics and Economics of Appeasement

 British Foreign Policy in the 1930s, trans. Jackie Bennett-Ruete (New York: Berg, 1986), 35, 37-38,46.
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 crimination in favor of the United States as possibly leading to greater
 political and military cooperation between London and Washington.
 As argued above, economic concessions may either precede or follow
 formal alliance ties, and the British case provides an illustration of the
 former. Trade concessions, British officials hoped, would help pave the
 way for an alliance and help deter a German attack. The important
 point is that British economic concessions were an integral part of a
 larger British strategic calculus that resulted from its need to aggregate
 capabilities. Still, the hope was enough to inspire British trade conces
 sions to the United States. With France, another potential ally, Britain
 avoided such concessions. Strengthening political relations with France

 was unnecessary and would have been counterproductive. Britain's stance
 also was consistent with its policy of keeping France at arm's length.

 Strategic Need and Economic Relations
 with the United States

 Because of the nature of Great Britain's economic relations with the

 United States, economic concessions were potentially an important and
 useful strategic instrument. The United Kingdom was the United
 States' most important export market, absorbing over 16 percent of
 U.S. exports in the 1930s. The United Kingdom thus ranked just ahead
 of Canada (roughly 15 percent in the same period). The United King
 dom was especially important as a market for American agricultural ex
 ports,37 with the consequence that British trade concessions could
 significantly affect the economic welfare of the politically influential

 Midwestern farmers of the United States, who were inclined to favor
 isolationism. Agricultural trade concessions could thus play an impor
 tant strategic role by changing the economic interests of American
 farmers, and thus their political interests, making it easier for U.S. pol
 icymakers to pursue a less isolationist foreign policy.

 The Italian attack on Abyssinia in 1935 and the German remilita
 rization of the Rhineland in 1936 forced Britain to try to improve rela
 tions with the United States. Trade policy took on an especially

 37 Richard N. Kottman, Reciprocity and the North Atlantic Triangle, 1932-1938 (Ithaca, N.Y.: Cor
 nell University Press, 1968), 118; and Percy Wells Bidwell, Our Trade with Britain: Bases for a Recipro
 cal Tariff Agreement (New York: Council on Foreign Relations, 1938), 4-11. Agricultural exports
 constituted roughly 50 percent of total U.S. exports to the United Kingdom in 1938. Bidwell provides
 a breakdown of those exports by commodity in his Table 4 (p. 10). Whereas the British market may
 have been important to U.S. agriculture, the economic significance to the U.S. economy as a whole,
 however, was limited. In 1938 foreign trade accounted for 7.8 percent of U.S. national income, with
 exports to the United Kingdom constituting only .8 percent, down from 1.0 percent in 1928. Bruce

 M. Russett, Community and Contention: Britain and America in the Twentieth Century (1963; reprint,
 Westport, Conn.: Greenwood Press, 1983), 55, 93.
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 important role, particularly since American isolationism had effectively
 closed off chances of a political rapprochement. Britain therefore re
 sponded positively to the American request for trade negotiations.

 Britain's decision to negotiate with the United States contrasts
 sharply with its unenthusiastic response to American feelers about a
 trade accord in 1934, when U.S. Secretary of State Cordell Hull at
 tempted to persuade the British that peace depended on economic co
 operation between the two countries.38 The emergence of an Italian
 threat in the Mediterranean after the Italian attack on Abyssinia in
 1935 and the impossibility of fighting simultaneously against Germany,
 Italy, and Japan, however, meant that Britain had an acute need for sup
 port in the Pacific. So acute was this need that British officials were
 willing to pay the high price of economic concessions to improve rela
 tions with the United States. International tensions dictated that Great

 Britain did need U.S. support, even though British policymakers ad
 mitted that that support might amount only to a favorable neutrality.39

 Accordingly, in February 1937, the foreign secretary, Anthony Eden,
 asked the British ambassador to the United States, Sir Ronald Lindsay,
 to ponder the possibilities of reaching a trade accord with the United
 States. The memorandum Lindsay prepared in response laid out with
 particular clarity the motives for the new British policy. Although at
 tempts to entice the United States to abandon its neutrality were futile,
 Lindsay wrote, neutrality itself could have several positive effects in
 practice. Britain, he felt, must, therefore, work to see to it that "as the
 pressure of war increases . . . the hue of American neutrality shall re
 main favourable. These are things for which if and when the moment
 arrives, we shall be willing to pay a heavy price."40

 That payment had to be at least partly in economic concessions.
 "What means have we at our disposal to maintain and improve our re
 lations with the United States?" Eden asked in May 1937. "The politi
 cal approach is closed. Of that there is no question. The major
 approach quite clearly lies in the economic sphere."41 Making it easier

 38 Ian M. Drummond and Norman Hillmer, Negotiating Freer Trade: The United Kingdom, the
 United States, Canada, and the Trade Agreements of 1938 (Waterloo, Ont.: Wilfrid Laurier University
 Press, 1989), 4-5, 7, 37-38, 155-56; Kottman (fn. 37), 120, 123; and Richard A. Harrison, "The
 United States and Great Britain: Presidential Diplomacy and Alternatives to Appeasement in the
 1930s," in David F. Schmitz and Richard D. Challener, t?s., Appeasement in Europe: A Reassessment of
 US. Policies (Westport, Conn.: Greenwood Press, 1990), 114-15.

 39 See Richard A. Harrison, "The Runciman Visit to Washington in January 1937: Presidential
 Diplomacy and the Non-commercial Implications of Anglo-American Trade Negotiations," Canadian
 Journal of History/Annales Canadiennes d'Histoire 19 (August 1984), 221-23; and Roskill (fn. 22), 184.

 40 Benjamin M. Rowland, Commercial Conflict and Foreign Policy: A Study in Anglo-American Rela
 tions, 1932-1938 (New York: Garland Publishing, 1987), 223-26.

 41 Drummond and Hillmer (fn. 38), 35.
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 for the United States to increase its agricultural exports to Great
 Britain would be, in Lindsay's view, a particularly significant move:

 In the event of a major crisis in Europe, the factor which will most impede any
 measures which the American Government might take in favour of Great
 Britain will be the Middle West, and it is just the Middle West, the center of
 the agricultural community, which will be directly and favourably affected by the
 conclusion of a commercial treaty with the United Kingdom, improving or fa

 cilitating the export of agricultural produce from the United States to Great
 Britain.*2

 A successful appeal to the material interests of the Midwestern farmers,
 Lindsay held, "might even be the deciding factor in the attitude which
 America might take."43 More generally, an agreement would, as the
 economic department of the Foreign Office noted in April 1937, create
 "an appearance of solidarity between British and American policy

 which is having its effects in curbing the dictators and keeping up the
 spirits of Central Europe."44 A Foreign Office minute further empha
 sized the political importance of an agreement, arguing that a commer
 cial agreement with the United States

 might... indeed, have political consequences of the highest order, and even de
 cide the issue of peace and war in Europe. Besides this consideration those of
 the particular interests affected [i.e., private economic interests in the United
 Kingdom] pale into insignificance. . . . We are anxious to draw America away
 from her policy of isolation and to secure her co-operation and goodwill partic
 ularly in the event of vital emergencies in the future. America has a horror of
 political entanglement, but fortunately under the guidance of Mr. Cordell Hull
 she is now displaying a willingness to co-operate in the economic field. If

 United States initiative is now rejected and the opportunity of economic co-op
 eration is lost, America may possibly go back again into her shell and adopt a
 more extreme form of isolationism. Surely, therefore, some sacrifice is required
 on the part of the home producer and the Dominions to retain United States
 goodwill and particularly that of one of the most important and vocal parts of
 America, the Middle West, which will be the first to benefit from any agricul
 tural tariff concessions on our part.

 Thus the Foreign Office regarded British trade concessions, which
 would change the economic interests and by extension the political at
 titudes of the Midwest in particular, as useful for strengthening domes

 42 Rowland (fn. 40), 229.
 43 Ibid.

 44 C. A. MacDonald, The United States, Britain and Appeasement, 1936-1939 (New York: St. Mar
 tin's Press. 1981), 24.

 45 Public Record Office [pro], Foreign Office [fo] 371/21492, A 1525/1/45, October 27 and 28,
 1937; see also FO 371/21490, A 556/1/45, January 21,1938.
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 tic support in the United States for closer political and military rela
 tions with Great Britain.

 Chamberlain was more skeptical, not least about the reliability of the
 United States in a crunch. Although he was convinced of Washington's
 good intentions, "the trouble is that public opinion in a good part of the
 states still believes it possible for America to stand outside Europe and

 watch it disintegrate, without being materially affected herself." In his
 diary, Chamberlain wrote that "the U.S.A. has drawn closer to us, but
 the isolationists there are so strong and so vocal that she cannot be de
 pended on for help if we should get into trouble."46 There is strong ev
 idence that his lack of faith in the likelihood of U.S. support was an
 important motivating force behind British appeasement.47 Convinced
 that "it is always best and safest to count on nothing from the Ameri
 cans but words,"48 he received with no enthusiasm, for instance, Roo
 sevelt's proposal of January 1938 for a meeting between heads of state
 to discuss "methods of achieving the limitation and reduction of arma

 ments" and "methods for promoting equal access to raw materials and
 other elements necessary to economic life." Chamberlain complained
 about "the delays and dangers of an ill-prepared international confer
 ence," which would do nothing but undermine his efforts to reach an
 accommodation with Italy.49

 Nevertheless, despite his skepticism about U.S. reliability, even
 Chamberlain recognized that a trade agreement could play a useful role
 in at least maintaining relations with the United States. In this respect,
 it may have helped that the isolationist sentiment that so rankled

 Chamberlain was especially strong in the Midwest, the region that
 would most benefit from British trade concessions. Still, to Chamber
 lain, an agreement was important not so much because it would im
 prove relations with the United States, but because it would help to

 46Kottman(fn.37),220.
 47 William R. Rock, Chamberlain and Roosevelt: British Foreign Policy and the United States,

 1937-1940 (Columbus: Ohio State University Press, 1988), 69-70.
 48 Reynolds (fn. 24), 16.
 49 Rock (fn. 47), chap. 3; Reynolds (fn. 24), 19, 31-32; Francis Loewenheim, "An Illusion That

 Shaped History: New Light on the History and Historiography of American Peace Efforts before
 Munich," in Daniel R. Beaver, ed., Some Pathways in Twentieth-Century History: Essays in Honor of
 Reginald Charles McGrane (Detroit, Mich.: Wayne State University Press, 1969); Arnold A. Offner,
 American Appeasement: United States Foreign Policy and Germany, 1933-1938 (Cambridge: Harvard
 University Press, 1969), 190-94,216-23; MacDonald (fn. 44), 66-69. The following memoranda and
 letters appear in Department of State, Foreign Relations of the United States [FRUS], vol. 1 (1937): Mem
 orandum by the Under Secretary of State (Welles), October 6, 1937, 665-66; Memorandum by the
 Under Secretary of State (Welles), October 9, 1937, 667; The Under Secretary of State (Welles) to
 President Roosevelt, October 26,1937, 667-70; and The Under Secretary of State (Welles) to Presi
 dent Roosevelt, January 14,1938,117-20.
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 make sure that they did not worsen. Stronger ties with the United
 States, however, could depend not only on the conclusion of a trade
 agreement but also on the extent to which the United States would
 "adopt a strong posture in the Far East so that Britain could concen
 trate her forces in Europe." A repeal of the Neutrality Acts would also
 have been helpful.50

 Conceding that relaxing the Ottawa obligations might be necessary,
 Chamberlain also emphasized the importance of the trade ties with the
 Dominions in maintaining their loyalty.51 "We must make it clear," he
 argued, "that the United States could never enjoy the same preferential
 level as the British Commonwealth of Nations." This did not preclude,
 however, "suitable modifications" of the Ottawa Agreements, provided
 "that, where necessary, the Empire Governments concerned agreefd]."52

 When the "agreement to contemplate [trade] negotiations" was pro
 claimed in November 1937, Chamberlain, prime minister as of May
 28, wrote to his sister that

 The reason why I have been prepared ... to go a long way to get this treaty, is
 precisely because I reckoned it would help to educate American opinion to act
 more and more with us, and because I felt it would frighten the totalitarians.
 Coming at this moment, it looks like just the answer to the Berlin-Rome-Tokyo 53 axis.

 The dictators in Germany, Italy, Japan, and Russia "pay no heed to rea
 son," he elaborated in January 1938, "but there is one argument to
 which they will give attention, and that is force. U.S.A. and U.K. in
 combination represent a force so overwhelming that the mere hint of
 the possibility of its use is sufficient to make the most powerful of dic
 tators pause. Cooperation between our two countries is the greatest in
 strument in the world for the preservation of peace."54 Chamberlain's
 emphasis on the link between a trade treaty and favorable American
 public opinion was similar to Lindsay's assessment. Nevertheless,
 Chamberlain differed with the Foreign Office over what value to put
 on a favorable American neutrality. Although he was not as prepared as

 50 Rowland (fn. 40), 239; and Arthur W. Schatz, "The Anglo-American Trade Agreement and
 Cordell Hull s Search for Peace, 1936-1938," Journalof American History 57 (June 1970), 95-96.

 51 The American department of the Foreign Office concurred, remarking on April 1, 1937, "how
 ever great the importance of having a friendly America, a friendly Empire is of greater importance still.

 We cannot destroy the Commonwealth for the beaux yeux of the Middle West." For this reason the
 initial list of American demands for economic concessions was rejected as too extreme. MacDonald
 (fn. 44), 25.

 52 Rowland (fn. 40), 240-41; and PRO, Cabinet Office [cab] 23/90, Cabinet conclusions, October
 27,1937.

 53 Schatz (fn. 50), 100.
 54 Kottman (fn. 37), 221-22.
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 the Foreign Office to grant the United States the concessions it de
 manded, still, both now agreed that a trade agreement was worth
 Britain's while.55

 Once the negotiations got under way, Cordell Hull expressed his de
 sire for a more extensive agreement than the British had planned to
 offer. It became increasingly clear, however, that Britain would gain lit
 tle economically from an Anglo-American trade treaty, since a trade ac
 cord was likely to increase rather than diminish Britain's already large
 trade deficit with the United States.56 Moreover, the leading represen
 tatives of British industry, the Federation of British Industries and the

 National Union of Manufacturers, opposed a trade treaty with the
 United States. The British Chamber of Commerce, however, supported
 a treaty while acknowledging that it would hurt some businesses.57 De
 spite the insignificant economic benefits and domestic opposition to a
 treaty, however, the Cabinet decided to press ahead with the talks in a

 meeting on July 28, 1938. In a telegram from that meeting, Lindsay
 noted, "Let it be remembered that from the first political motives con
 nected with the European situation have had a highly important part
 in actuating His Majesty's Government to negotiate." He added, "It is

 we who are trying to woo the United States away from isolation not the
 United States who desire to involve themselves in non-American en

 tanglements. We thus stand to lose far more from a breakdown than
 the United States Government."58 The political benefits were too im
 portant to risk a breakdown of the discussions. As Chamberlain argued
 during the meeting,

 the practical results of the Agreement might not be very great, but... the psy
 chological effect on the world was of great importance. The more the impres
 sion could be created in Europe that the United Kingdom and the United States

 were getting together, the less would have to be spent on armaments.

 The Cabinet agreed and "place[d] on record the importance that they
 attached, from a political and international point of view, to the con
 clusion of a Trade Agreement with the United States of America."60

 Accordingly, the Cabinet decided to offer additional concessions,
 specifically free entry for lard.61 Such a "concession would be of greatest

 55 Rowland (fn. 40), 267; also Reynolds (fn. 24), 16.
 56 Drummond and Hillmer (fn. 38), 34.
 57 Kottman (fn. 37), 219.
 58 FO 371/21501, A 5747/1/45, July 25,1938.
 59 CAB 23/94, Cabinet conclusions, July 28,1938; also FO 371/21501, A 5747/1/45, July 18,1938.
 60 CAB 23/94, Cabinet conclusions, July 28,1938.
 61 Imperial lard exports to the United Kingdom had previously benefited from a 10 percent prefer

 ential rate. British bacon curers, it was also decided, would receive compensation for the reduced duty
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 political value to the United States," Lindsay argued from Washing
 ton.62 "Everything turned ... on a decision on lard . . . without. . .
 [which] no Agreement was possible," Stanley informed the Cabinet.63
 "Lard," a Foreign Office minute elaborated, "is one of the most impor
 tant of the outstanding agricultural items; it affects the whole hog-rais
 ing population of the Middle West."64

 Britain and the United States finally signed a treaty on November
 17,1938. In the view of some historians the treaty favored the United
 States. Others are more impressed by American "concession and re
 treat" during the negotiations.65 The treaty, therefore, may be regarded
 as not unambiguously favoring either party. In any case, Chamberlain
 publicly emphasized the importance of the treaty as an expression of
 Anglo-American solidarity, although he "had never hoped," as he
 stated in a Cabinet meeting on October 19,1938, "that we should ob
 tain any great economic or political support from the United States as
 a result of making this agreement. The advantages to be derived were of
 a somewhat negative kind. It was clear that if after months of negotia
 tions no agreement was reached, hard things would be said."66 Once the
 treaty was concluded, however, he believed more optimistically that the
 treaty was useful because the Germans felt that its terms went beyond
 economic matters to include "secret military clauses."67 The closer rela
 tions between the United States and Great Britain would deter Ger

 man aggression, Chamberlain hoped, and bring Germany back to the
 negotiation table.68 Despite being skeptical about the value of U.S. sup

 in the form of a price guarantee. John Simon, chancellor of the exchequer, observed that the Treasury
 would thereby lose income from the duty as well as see its outlays increase. "In view, however, of the
 great political importance of reaching agreement with the United States, he felt justified in facing
 that," he added. CAB 23/94, Cabinet conclusions, July 28,1938.

 62 FO 371/21501, A 5774/1/45, July 25,1938.
 63 CAB 23/94, Cabinet conclusions, July 28,1938.
 64 FO 371/21501, A 5747/1/45, July 18,1938. As a percentage of U.S. agricultural exports to the

 United Kingdom, lard had declined from approximately 7 percent in 1929 to 3 percent in 1937. See
 Bidwell (fn. 37).

 65 CAB 23/96, Cabinet conclusions, October 19,1938; Feiling (fn. 24), 322; Kottman (fn. 37), 263;
 Schatz (fn. 50), 100-101; Rowland (fn. 40), 348, 359; and Drummond and Hillmer (fn. 38), 140-41,
 156.

 66 CAB 23/96, Cabinet conclusions, October 19,1938.
 67 The German embassy in Washington got the message, interpreting a trade agreement as a sign of

 Anglo-American solidarity. As the German charg? d'affaires in Washington put it, "The Embassy has
 frequendy reported on the parallelism of Anglo-American policy in recent years. The imminent con
 clusion of a trade agreement has a significance which goes far beyond economic matters." The follow
 ing letters appear in Documents on German Foreign Policy [DGFP], D: The German Charg? d'Affaires in
 the United States (Thomsen) to the German Foreign Ministry, September 12,1938, vol. 1, no. 462:

 The German Ambassador in the United States (Dieckhoff) to the German Foreign Ministry, Sep
 tember 27,1937, vol. 1, no. 409.

 68 MacDonald (fn. 44), 114-15.
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 port, Chamberlain and other British policymakers, on the whole, did
 regard the agreement as strategically valuable to Great Britain.69 Their
 skepticism, however, limited the concessions they were prepared to

 make, as in Chamberlain and the Foreign Office's insistence that the
 United States could never enjoy the same preferential level as the Com
 monwealth. In sum, the evidence in this section supports the theoreti
 cal argument outlined above that great powers will discriminate in favor
 of their (potential) allies to strengthen domestic support for the alliance
 in the ally and thus enhance deterrence.

 Strategic Need and Economic Relations with France

 British security in Europe depended above all on keeping the Low
 Countries out of Germany's clutches and thus protecting the British
 Isles from air and naval attacks. Because control of France would mean

 control of the Low Countries, a German attack on France also would
 willy-nilly involve Britain on the side of France. If Germany attacked
 Britain instead, this would almost certainly involve Germany in a war
 with France as well. Thus, an alliance with France was inevitable.
 Britain, however, contemplated a wartime rather than a peacetime al
 liance, so that at least in the initial stages of a war with Germany,
 France would take on Germany alone. Policies that might commit
 Britain beforehand to continental involvement and a land war were

 thus assiduously avoided. Britain hoped to appease Germany and to
 postpone war at least until British rearmament was completed. British
 officials believed that closer Anglo-French military cooperation would
 only encourage French inflexibility vis-?-vis German demands, thus
 threatening the success of appeasement.70 France's military weakness
 also meant that an alliance would do too little to ease Britain's strategic
 predicament.

 Far from trying to strengthen relations with France, British officials
 were careful to keep France at a distance. Not until 1939 did Britain
 abandon its policy of keeping France at arm's length. Britain could go it
 alone in the sense that strengthening political and military relations in
 peacetime was unnecessary and indeed counterproductive. Thus, we

 69 David Reynolds observes that "it is not enough to cite Chamberlain's personal prejudices [against
 the United States]. One must look at what he did, or did not do, in order to determine his policy to

 wards the United States." Reynolds (fn. 24), 16. The trade agreement and the concessions that a skep
 tical Chamberlain was nevertheless willing to provide illustrate Reynold's viewpoint well.

 70 Brian Bond and Williamson Murray, "The British Armed Forces, 1918-39," in Alan R. Millett
 and Williamson Murray, eds., Military Effectiveness y vol. 2, The Interwar Period (Boston: Allen and

 Unwin, 1988), 109; Bond (fn. 22), 235; Gibbs (fn. 22), 798-800; and Posen (fn. 3), 154-58.
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 would expect Great Britain to refrain from pursuing trade policies that
 discriminated in favor of France.

 Although Britain and France concluded a trade treaty in July 1934,
 they did so only after several years of subjecting each other's exports to
 various forms of surtaxes, duties, and quotas. In the treaty, France
 agreed to end discrimination against British imports and to apply its
 minimum tariffs on British goods. In return, Britain imposed on
 French goods tariffs that were no higher than the lowest imposed on
 non-Empire goods. While France and Britain agreed to most-favored
 nation treatment, Britain retained the Ottawa preferences and contin
 ued throughout the 1930s to discriminate in favor of Empire goods and
 against French products.71 Britain's trade policy toward France con
 trasts sharply with that pursued toward the United States, in which the
 British were willing to reduce Empire preferences in favor of American
 exports. Variation in Britain's strategic need explains this difference in
 treatment.

 The British policy of keeping France at arm's length was also evident
 in British monetary policy. The French devalued the franc in Septem
 ber 1936, preceded by the so-called Tripartite Stabilization Agreement
 between the United States, France, and Great Britain. As part of the
 agreement, both Britain and the United States agreed not to retaliate
 against the devaluation of the franc. Yet Chamberlain promised noth
 ing as far as exchange rates were concerned; Britain neither supported a
 particular level of exchange rates nor committed to stabilizing rates in
 the long run. British policy would continue to "take into full account
 the requirements of internal prosperity of the countries of the Empire."
 London, that is, would persist in its policy of preventing the pound
 from appreciating too much while doing little to stop depreciation.
 "There was," Ian Drummond argues convincingly, "strictly speaking, no
 agreement at all."72

 The British agreed not to retaliate against the devaluation because
 they wanted to maintain the gold standard, since if it collapsed, French
 capital was likely to flow to Britain. The result would be an appr?cia

 71 CAB 23/77y Cabinet conclusions, November 29,1933; J. Henry Richardson, British Economic For
 eign Policy (1936; reprint, New York: Garland, 1983), 110-12; and Frank Arnold Haight, French Import
 Quotas: A New Instrument of Commercial Policy (1935; reprint, Nendeln: Kraus, 1970), 105-7.

 72 Ian M. Drummond, The Floating Pound and the Sterling Area, 1931-1939 (Cambridge: Cam
 bridge University Press, 1981), 217; idem, London, Washington, and the Management of the Franc,
 1936-39', Princeton Studies in International Finance, no. 45 (Princeton: Princeton University Press,
 1979), 1; and Kenneth A. Oye, Economic Discrimination and Political Exchange: World Political Econ
 omy in the 1930s and 1980s (Princeton: Princeton University Press, 1992), 129. Other commentators,
 however, have taken the agreement as representing "a fundamental change" (Kindleberger) in interna
 tional monetary relations. See Drummond (1981), 201-2.
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 tion of the pound vis-?-vis the franc, which would hurt British ex
 porters.73 The British concern with trade was also reflected in Cham
 berlain's demand that a declaration deal not only with exchange rates
 but also with the impediment imposed by French quotas and other re
 strictions on international trade. The declaration advocated the pro
 gressive relaxation of quotas and exchange controls. On October 20,
 1936, after additional British pressure, the French lowered duties on
 some goods not covered by quotas, and they abolished a third of their
 quotas.74

 The agreement did not commit Britain to changing its policy. Nev
 ertheless, in the years following the agreement, the central banks of the
 United States, Britain, and France and the equalization funds that they
 had set up to stabilize exchange rate movements consulted regularly.75
 The consultations led to little coordination of policy, however, since
 none of the three countries could be forced to pursue any particular ex
 change rate. In this respect, it made little difference that the supple
 mentary Gold Agreement Act of October 1936 established the
 so-called twenty-four-hour stabilization of exchange rates. It also did
 not matter that the equalization funds settled gold balances daily. The
 United States, Great Britain, and France were all careful to maintain
 their independence in implementing domestic policy. The main pur
 pose of consultation was to avoid policies that would greatly destabilize
 the international monetary system.76

 Several commentators have argued that growing concerns in Britain,
 France, and the United States about the rise of Nazi Germany led to
 the increased consultation after 1936.77 There is some evidence that the

 French thought of the declaration as a step toward greater cooperation

 73 Drummond (fn. 72,1979), 9,15. Greater currency stability also made it easier for the British to
 contemplate a trade agreement with the United States. Andrew J. Crozier, Appeasement and Germany's
 Last Bid for Colonies (New York: St. Martin's Press, 1988), 242-43.

 74 R. S. Sayers, The Bank of England, 1891-1944, 3 vols. (Cambridge: Cambridge University Press,
 1976), 478,480; and Drummond (fn. 72,1981), 211,220.

 75 The Bank of France and the Bank of England had engaged in consultations even before the Tri
 partite Declaration. The Federal Reserve Bank of New York became involved after the declaration was
 a fact. Drummond (fn. 72, 1981), 217. In the case of Britain and the United States, the equalization
 funds had been set up several years prior to the agreement.

 76 Drummond (fn. 72,1979), 1; idem (fn. 72,1981), 223; and Barry Eichengreen, Elusive Stability:
 Essays in the History of International Finance, 1919-1939 (Cambridge: Cambridge University Press,
 1990), 149-50.

 77 Harold van B. Cleveland, "The International Monetary System in the Interwar Period," in Ben
 jamin M. Rowland, ed., Balance of Power or Hegemony: The Interwar Monetary System (New York: New
 York University Press, 1976), 51; Sayers (fn. 74), 477; Martin Wolfe, The French Franc between the
 Wars, 1919-1939 (New York: Columbia University Press, 1951), 146; also Kenneth A. Oye, "The Ster
 ling-Dollar-Franc Triangle: Monetary Diplomacy, 1929-1937," in Oye, ed., Cooperation under Anar
 chy (Princeton: Princeton University Press, 1986), 193.
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 of "the three great democracies" against Germany. Similarly, U.S. Trea
 sury Secretary Henry Morgenthau saw the Tripartite Agreement as "a
 threat to Italy and Germany." Security considerations, however, were
 not important to the British during the consultations that led to the
 declaration. Even in France's case, concerns about retaliation and the

 domestic reaction to a devaluation were far more important than were
 international political factors.78

 Political considerations do not account for why Britain agreed to the
 Tripartite Declaration. They are, however, important in explaining why
 Britain and the United States were, to use Drummond's phrase, "pre
 pared to ignore the way in which France ignored it."79 The French franc
 came under renewed pressure soon after the declaration, and in the
 years 1937-38, it went from approximately 110 francs to as low as 179
 francs per pound. Yet consultation was sporadic, the French usually
 presenting the British and the Americans with a fait accompli. Neither
 Britain nor the United States took any action, allowing the Tripartite
 Agreement to survive at least officially. The British Foreign Office wor
 ried that a French economic collapse would greatly intensify political
 instability in France, which in turn might spur Nazi Germany and Italy
 to military action. Similarly, a failure of the agreement and the expo
 sure of discord among the democracies might tempt the dictatorships
 to aggression. In short, as the British Foreign Office saw it, the agree
 ment would aid in keeping France democratic. The Foreign Office,
 which had not been involved in the talks that led to the agreement, was
 now more involved in the policy-making process. Political considera
 tions were therefore more important. Still, the Treasury and the Board
 of Trade continued to worry about Britain's economic competitiveness,
 also a concern of the Foreign Office.

 Economically, the agreement was useful because it enabled Britain
 to pressure France to follow economic policies more in accord with
 Britain's wishes. As long as the agreement remained in force, control
 ling speculation against the franc and preventing gold from flowing
 into British coffers would be easier.80 Although France ignored the
 agreement, without it France would presumably have shown even less
 regard for British and American reactions.81 Thus, economic and polit

 78 Drummond (fn. 72,1981), 250; idem (fn. 72,1979), 54; and Oye (fn. 72), 128.
 79 Drummond (fn. 72,1979), 55.
 80 Inflows of gold threatened to lead to an appreciation of the pound, making British exports less

 competitive.
 81 Drummond (fn. 72,1979), 1, 7,32, 35-36, 53-55.
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 ical considerations pulled in the same direction; both made it desirable
 to preserve the agreement. London, however, did not regard the Tri
 partite Agreement as part of an overall strategy designed to improve
 military-political relations with France. The agreement did not in any
 way interfere with London's desire to keep France at arm's length and
 from pursuing a "forward" policy. Economic considerations, therefore,
 explain why Britain concluded the stabilization agreement. Political
 and strategic considerations probably better explain why the agreement
 survived than why it was concluded, but the importance of political
 considerations should not be exaggerated.

 As the next section shows, British economic policies toward France
 did not differ appreciably from those toward Germany. Britain did not
 discriminate in either's favor. Although some British policymakers gave
 considerable attention to the idea of economic appeasement, Britain
 never embarked on such a policy. Rather, in the end, they agreed that
 British economic concessions would depend on an antecedent political
 settlement between Germany and Great Britain.

 Appeasement without Economic Preferences

 Any assessment of economic appeasement confronts the difficulty of
 determining exactly what economic appeasement was and what the
 motives behind this policy or policies were. The term economic ap
 peasement was used at the time, and has been used since, to refer to a
 wide range of policies and motivations. The policies include a willing
 ness to recognize a German sphere of economic influence in Mitteleu
 ropa, a modification of the economic policies adopted in 1931 and 1932
 that hurt Germany economically, an easing of Germany's access to raw

 materials by providing credit, and a r?int?gration of the German econ
 omy in a multilateral trading system. The motives behind these policies
 were equally varied. Some officials wanted to prevent the emergence of
 a German-Soviet economic bloc, an economic "Rapallo." Others wanted
 to employ foreign economic policies to strengthen the hands of the so
 called German moderates. Yet others saw in economic appeasement an
 opportunity to save a liberal capitalist order by loosening state control,
 whether in Germany or the Soviet Union.82

 For our purposes, whereas some of the policies subsumed under the
 rubric of economic appeasement implied the reduction of economic

 82 Schmidt (fn. 36), 33-37; and Keith Robbins, Appeasement (Oxford: Basil Blackwell, 1988), 33-34.
 Schmidt lists nine different definitions of appeasement.
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 discrimination against Germany, none of the policies discriminated in
 favor of Germany (and thus against others). Whatever one makes of
 the very "complicated debate"83 regarding whether Chamberlain and
 the British government pursued a policy that can properly be termed
 economic appeasement, the contrast between the policies pursued to
 ward the United States and Germany remains.

 Another difficulty?which relates specifically to the question of how
 one assesses the motivations underlying the policies associated with
 economic appeasement?is that British economic self-interest (which
 in some cases involved reducing discrimination against Germany) and
 interest in improving relations with Germany (political appeasement)
 pulled in the same direction. Moreover, improving Britain's balance-of
 payments position by expanding trade was not only in Britain's eco
 nomic self-interest. Expanding trade was also in Britain's strategic
 interest as it would alleviate the balance-of-payments difficulties that
 placed such severe constraints on Britain's rearmament efforts. Thus,
 the policies themselves do not always allow us conclusively to distin
 guish between those two motives.

 In assessing economic appeasement we need to show that the eco
 nomic policies in question were advocated because they would lead to
 changes not only in economic relations but also in political relations.

 We need to distinguish between policies that were supported either be
 cause they would benefit Britain or British interest groups economically
 or because they would strengthen the hands of the German moderates
 and lead to a less aggressive German foreign policy.84 Economic ap
 peasement cannot be divorced from political motives. I argue in this
 section that the British favored several policies commonly considered
 to represent economic appeasement primarily because, they thought,
 the policies would benefit them economically, not because they would
 lead Germany to abandon its aggressive foreign policies.85 In the cases

 83 Robbins (fn. 82), 33.
 84 Schmidt (fn. 36), 45-46,191-92.
 85 Space does not permit a discussion of all these policies. Thus, the question of whether Britain

 should grant colonial concessions to Germany is not treated here. The discussion in the Cabinet shows
 that there was never any question of returning colonies to Germany without a prior resolution of the
 political conflicts between London and Berlin. Moreover, the Cabinet as such never reached a decision
 on the issue of offering Germany the colonial concessions. See CAB 23/90, Cabinet conclusions, No
 vember 24,1937; CAB 23/96, Cabinet conclusions, November 16,1938; Crozier (fn. 73), esp. 181-83,
 196-204, 229-30, 236-39, 248, 271-72; Wendt (fn. 21), 457-58; and Simon Newman, March 1939:
 The British Guarantee to Poland: A Study in the Continuity of British Foreign Policy (Oxford: Oxford Uni
 versity Press, 1976), 55, 58-59, 63-66.1 also do not consider the industrial talks conducted in 1938
 and 1939 between representatives of German and British industries?encouraged by their respective
 governments?which led to an agreement in March 1939. On the British side, concerns about Britain's
 trade balance and international financial credibility motivated the negotiations. Even Ashton-Gwatkin
 argued that "we would certainly be much concerned if we thought that they [the negotiations] were
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 discussed below, economic self-interest alone would have led Britain to
 adopt the policies in question even in the absence of Chamberlain's
 policy of political appeasement. Underlying these policies was the gen
 eral notion that Britain's economic recovery from the ravages of the de
 pression depended on the restoration of a liberal international economy
 in which Germany would have to play a central role.86 Because they

 were motivated by economic self-interest, those policies cannot be con
 sidered examples of economic appeasement. Instead, the evidence cor
 roborates the proposition that great powers will not discriminate in
 favor of their adversaries. Granting economic concessions to Germany
 would have made more difficult British efforts to use such concessions

 to strengthen relations with the United States.
 A commonly cited example of economic appeasement is the negoti

 ations in 1938 to revise the 1934 Payments Agreement, for four years
 the basis for economic relations between Germany and Britain.87 In re
 sponse to pressure from its export industries, Britain entered the nego
 tiations to persuade Germany to increase the proportion of its sterling
 earnings used to buy British goods. The British were also concerned
 about the German government's threat, in the wake of the Anschluss, to
 repudiate the Austrian debts. The Germans, however, were unwilling
 to concede to the British demand. Only after Britain had threatened to
 suspend the Payments Agreement did the Germans give in and
 promise to increase their purchases of finished goods from Britain and
 to engage in further trade talks. Ashton-Gwatkin welcomed the agree
 ment in part because it had made it easier for "reasonable people in
 Germany to exert their influence."88 And Robert Hudson, parliamen
 tary secretary at the Department of Overseas Trade, believed that a
 comprehensive economic agreement extending beyond the Payments

 Agreement "would obviously have great possibilities as a stepping stone
 to political appeasement."89 Nevertheless, it is difficult to regard the
 Payments Agreement, which was signed on July 1,1938, as an example
 of economic appeasement, since all during the negotiations, the British

 going to lead to a surrender of any part of our commercial position (with which our political influence
 is so closely bound up)." For a discussion, see Scott Newton, Profits of Peace: The Political Economy of

 Anglo-German Appeasement (Oxford: Clarendon Press, 1996), 99-100; Newman, 79-82; and Mac
 Donald (fn. 21), 126-27.

 86 Rock (fn. 22), 43.
 87 The agreement obligated Germany to use 55 percent of the sterling it earned from exports to

 Britain to buy British and colonial goods. This arrangement was clearly in Britain's economic interest
 and was not linked to German political concessions. Schmidt (fn. 36), 167,195; and MacDonald (fn.
 44), 118.

 88 MacDonald (fn. 21), 116-17; and Wendt (fn. 21), 466, 478.
 89 MacDonald (fn. 44), 80; and Wendt (fn. 21), 478.
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 were concerned with furthering their economic interests, not with
 achieving higher-order political objectives. Thus, the historian C. A.

 MacDonald points out that Ashton-Gwatkin "emphasised the pay
 ments agreement as a means of increasing British exports." He goes on
 to say that "American critics . . . were justified in suspecting that eco
 nomic self-interest had a large influence on British policy."90

 The British focus on economic interests also was evident in a discus

 sion, which preceded the negotiations with Germany, in which British
 policymakers disagreed on the size of the increase. The Board of Trade,
 representing export interests, initially advocated an increase from 55
 percent to 70 percent. The Treasury and the Bank of England, with the
 interests of the City in mind, pushed instead for 60 percent. A lower
 percentage would have made it easier for Germany to service its own
 (and Austria's) loans. Although officials such as Hudson and Ashton

 Gwatkin speculated that the agreement would strengthen the political
 position of moderate elements in Germany, there is no evidence that
 this reasoning affected the British position during the negotiations. On
 the contrary, the British threatened to suspend the Payments Agree
 ment of 1934 despite the Berlin embassy's warnings that suspension
 would have negative political consequences.91 Accordingly, it is no sur
 prise that the final agreement embodied a purely economic compro
 mise. Britain agreed to the lower limit of 60 percent in order not to give
 Germany a pretext to default on its loan payments. Germany also
 agreed to service its own as well as the Austrian loans, though at re
 duced interest rates.92 Instead of offering economic concessions, then,
 Britain used its bargaining power to improve the 1934 Payments
 Agreement.

 In October 1938, Sir Frederick Leith-Ross, the government's chief
 economic adviser, proposed a revision of Germany's payments agree
 ments with Britain, France, and Holland, to allocate to Germany up to
 25 percent more free foreign exchange. Germany could then use the

 90 MacDonald (fn. 21), 116; and idem (fn. 44), 80.
 91 Scott Newton argues that the British threat of suspension was designed by the government s chief

 economic adviser, Sir Frederick Leith-Ross, to help Schacht gain the upper hand against Nazi ex
 tremists and thus to reinforce his "struggle against economic isolationism." His source for this inter
 pretation, however, is MacDonald, who merely notes that "Leith-Ross had threatened to suspend the
 Payments Agreement and institute unilateral clearing before Germany agreed to compromise on July
 1,1938. The German surrender under threat of strong economic action was generally claimed to par
 allel the surrender under threat of strong political action during the May crisis." Newton (fn. 85), 63;

 MacDonald (fn. 21), 116.
 92 Wendt (fn. 21), 467,469,476,478; also MacDonald (fn. 21), 116. The interest rates on the Ger

 man loans, set in 1924 and 1930, were much higher than the interest rates in Great Britain in 1938.
 Though the 1938 agreement reduced the interest rates on both the German and Austrian loans, they
 were still higher than the rates in Britain. See Wendt (fn. 21), 468, 476.
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 exchange to increase its imports from central and southeastern Europe.
 The motives behind this proposal were varied. One purpose was to re
 move the sources of tension in this region. The British also hoped to
 increase British trade.93 The Balkan states would use the currency from
 their increased trade with Germany to purchase British and colonial
 goods. Empire proceeds from its exports to the Balkans would in turn
 increase British exports to the Empire.94 Another motive, MacDonald
 argues, was the desire to influence the German moderates by showing
 them the advantages of a liberal trade policy. A memorandum by Ash
 ton-Gwatkin dated November 14,1938, argued that "an agreement to
 free the exchanges would be at least as important and probably more
 valuable than an agreement to limit armaments. It is the key to the
 whole economic situation and perhaps the political situation as well."
 The Leith-Ross plan would have strengthened the hands of Schacht
 and Goring, who realized that autarky hurt Germany economically.95
 Although this interpretation may accurately reflect the position of Ash
 ton-Gwatkin, in my view it does little to illuminate Leith-Ross's posi
 tion or that of the British government as a whole. As head of the
 Inter-Departmental Committee on Central and South-Eastern Eu
 rope, Leith-Ross argued in favor of increasing trade with the Balkans

 mainly to maintain Britain's political influence in the region and to se
 cure a reasonable return on British investments. Lord Halifax, who had

 succeeded Eden as foreign secretary, threw his support behind the com
 mittee's report, presented to him on October 26,1938.96

 Leith-Ross's activities as head of interdepartmental committee,
 formed in June 1938 to coordinate "the political and economic aspects"
 of British policy in central and southeastern Europe "with a view to en
 suring that the maximum political advantage be extracted from the eco
 nomic weapon,"97 do not support the view that British policy was part
 of economic appeasement. His proposal to revise the payments agree
 ments was designed to prevent the complete integration of the German
 and Balkan economies.98 Although Chamberlain recognized Ger

 93 Although British trade with the Balkans amounted to a little over 2 percent of its total trade,
 British business put pressure on the government to preserve trade with the region. Newman (fn. 85),
 38; and MacDonald (fn. 21), 115.

 94 David E. Kaiser, Economic Diplomacy and the Origins of the Second World War: Germany, Britain,
 France, and Eastern Europe, 1930-1939 (Princeton: Princeton University Press, 1980), 286-89; Newton
 (fn. 85), 87-89; and MacDonald (fn. 21), 118-119.

 95 MacDonald (fn. 21), 119.
 96 Newman (fn. 85), 45-48.
 97 Ibid., 40-41.
 98 MacDonald, citing Bernd-J?rgen Wendt, argues that the prevention of complete integration was

 one motive underlying Leith-Ross's proposal. MacDonald (fn. 21), 118-19; also Newman (fn. 85),
 chap. 3. In contrast, Newton argues that Chamberlain was prepared to recognize German economic
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 many's special position in southeastern Europe in the House of Com
 mons on November 1, 1938, he argued in the Cabinet on November
 22y 1938, that "it was desirable to stop Germany from obtaining com
 plete economic control of this area." The problem was that it was diffi
 cult to do so without creating the impression in Germany of economic
 encirclement."

 The historian Simon Newman argues that Great Britain pursued a
 series of economic policies designed to prevent German domination of
 southeastern Europe. One example is the loan to Turkey that the Cab
 inet supported "for political purposes" in May 1938. The loan was de
 signed to counter German influence in Turkey, which would threaten the

 Middle East and Britain's ability to maintain links with India and the Far
 East.100 Again to counter German influence, this time in Romania,
 Britain also bought two hundred thousand tons of Romanian wheat.101
 Granted, the importance of these and other measures should not be exag
 gerated. Although they do show that Great Britain was not prepared to
 grant Germany "an economic free-hand in South-East Europe," their
 importance was nevertheless bound to be marginal given Germany's geo
 graphical and economic advantages.102 Several motives, therefore, seem
 to have prompted Leith-Ross to propose to revise the payments agree
 ments. Economic appeasement was, however, not an important motive.

 It is true that J. H. Magowan, the commercial attach? at the British
 embassy in Berlin, warned in December 1938 that Germany was using
 the Payments Agreement to buy raw materials essential to its rearma
 ment effort. Leith-Ross countered this argument by claiming that
 Great Britain received significant economic benefits from the agree
 ment and that its "abrogation would be almost, if not quite, as disad
 vantageous to us as to Germany." Other officials pointed out that
 whereas Germany would be able to find other sources for the coal and
 textiles it received from Britain, the machine tools and machinery that
 Great Britain received in return, important to the British rearmament
 effort, would be difficult to replace.103
 Magowan's proposal would have amounted to economic sanctions

 and opened up the possibility of a trade war with Germany. At this

 predominance in southeastern Europe, which may suggest that this could not have been an important
 motive. Newton (fn. 85), 88-89.

 99 Kaiser (fn. 94), 287; and Newman (fn. 85), 50, 52.
 100 Newman (fn. 85), 41-42.
 101 Ibid., 44-45. Germany had agreed to buy four hundred thousand tons.
 102 Ibid., 43-44, 56-57. For other proposals to increase British economic and thus political influ

 ence in the Balkans, see ibid., 49-52.
 103 Ibid., 82-84; Newton (fn. 85), 91-93; and MacDonald (fn. 21), 121,127.
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 time, the British government was by no means willing to contemplate
 such a possibility, especially as Chamberlain had still not given up hope
 of reaching an accommodation with Germany.104 It would be wrong to
 see the rejection of Magowan's view as an example of economic ap
 peasement, however. After all, there is a difference between granting
 economic concession to promote political appeasement and refraining
 from imposing economic sanctions.

 Economic considerations motivated the British attempts to conclude
 a coal agreement with Germany in 1938.105 British coal exports had de
 clined by 20 percent since 1933. The German policy of subsidizing the
 export of coal at uneconomic prices was at least partially responsible for
 this decline, as argued in a memorandum drawn up in the Mines De
 partment of the Board of Trade in November 1938. The British threat
 ened that Britain would be forced to subsidize its own coal export,
 leading the two countries into a "price-cutting war with all its conse
 quences," which would damage both economies. The British govern
 ment therefore proposed to establish an international coal cartel to
 divide the exports markets for coal among the European coal exporters.
 To sugarcoat the pill, the British held out the prospect of freer foreign
 exchange. Although German exports would decline, the Board of
 Trade claimed, Germany was still likely to "earn more foreign currency
 than before."106 According to MacDonald, this move is another exam
 ple of economic appeasement.107 Yet one could easily see this as a purely
 economic quid pro quo: in exchange for a reduction of German export
 subsidies, Britain was willing to accept "the German point of view that

 German sales, even though the volume of exports be less, must earn as
 much foreign currency as before." The British government's threat to
 start a price-cutting war against Germany if German negotiators did
 not give in hardly supports the view that the agreement is an example
 of economic appeasement. The cartel that was created in January 1939
 allocated 32.08 percent of total European exports of coal, coke, and bri
 quettes to Germany and 46.27 percent to Great Britain. The basis for

 104 MacDonald (fn. 21), 121; Newman (fn. 85), 84; and Newton (fn. 85), 93.
 105 The Mining Association of Great Britain and the Rheinisch-Westf?lischen Kohlensyndikats

 concluded a coal agreement in January 1939. As Wendt points out, without participation from other
 European exporters, however, the agreement would have been of little consequence. Wendt (fn. 21),
 548.

 106 The German Economic Mission in Great Britain to the Foreign Ministry, November 7,1938,
 DGFP, D, vol. 4, no. 263 (emphasis in the original); and Documents on British Foreign Policy, 3d series,
 vol. 4,138 n. 1. Whereas the ratio of British to German coal exports had favored Britain 5:3 in 1933,
 the ratio was 1:1 in 1937.

 107 MacDonald (fn. 21), 119-20. The British mining industry in 1936 had rejected the export ratio
 (50 percent) allocated to Britain that became part of the 1939 coal agreement. Wendt (fn. 21), 546. In
 this sense, the agreement constituted a concession to Germany.
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 this allocation was the 3:5 export ratio that had existed in 1933.108 It is
 important to distinguish between economic "concessions" offered while
 bargaining over economic questions and those offered in exchange for a
 political settlement.109
 Moreover, even MacDonald admits that British economic conces

 sions were dependent on Germany's moderating its foreign policies.
 Prominent British policymakers such as Chamberlain did not think
 that economic concessions could bring about a political rapprochement
 but, on the contrary, that concessions depended on the prior solution of
 political conflicts in Europe.110 Even to Anthony Eden, who perhaps
 more than most top officials was enamored of the arguments of the
 economic appeasers,111 economic assistance should only be given "in re
 turn for, and subsequent to, a general political settlement."112 A politi
 cal settlement would have to precede better economic relations because
 the British wanted to avoid creating the impression that they negoti
 ated from weakness and to avoid giving away valuable bargaining chips.
 The same reasoning also led them to reject arms limitation in advance
 of a political settlement.113 Economic concessions, in other words, were
 possible only if Germany no longer had the role of a rival in British
 grand strategy.

 Chamberlain, in a speech on February 22, 1939, did argue that the
 coal agreement and further economic talks would eventually lead to
 arms limitation and peace. At the time, however, he believed that
 "Hitler and Ribbentrop, so far from hatching schemes against us, are
 searching round for some means of approaching us without the danger
 of a snub."114 Thus, the optimistic belief that political relations had al
 ready improved provided the impetus for Chamberlain's speech. Al
 though Chamberlain tried in this and later speeches to convince the
 Germans of Britain's benevolent intentions, better economic relations
 still depended on better political relations.115 In concrete terms, this de

 108 Newton (fn. 85), 98; The Ambassador in Great Britain to the Foreign Ministry, January 28,
 1939, DGFP, D, vol. 4, no. 303; and Memorandum by an Official of the Economic Policy Department,
 February 7,1939, DGFP, D, vol. 4, no. 310.

 109 Schmidt (fn. 36), 194.
 110 MacDonald (fn. 44), 18,23,26,29-30; and Newman (fn. 85), 54-55.
 111 Schmidt (fn. 36), 209; and Schr?der (fn. 21), 85.
 112 Schmidt (fn. 36), 202 n. 494,206,209,213.
 113 MacDonald (fn. 44), 18,23.
 114 Ibid., 128-31, 137; and R. A. C. Parker, Chamberlain and Appeasement: British Policy and the

 Coming of the Second World War (London: Macmillan, 1993), 195-96.
 115 In an interview with the Parliamentary Lobby correspondents on March 9,1939, Chamberlain

 said he was considering calling a European arms-limitation conference. If such a conference were suc
 cessful, its scope could be expanded to include agreements on economic questions and colonies, al
 though "any Colonial offer made by Britain would, of course, be part of a general European
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 pendence meant that Germany must give up rearmament and its ag
 gressive policies.116

 The evidence, then, supports Schmidt's contention that "the strate
 gies of economic appeasement... were not determining Britain's offi
 cial foreign policy as a whole or in essential parts."117 Rather than a
 strategy of economic appeasement, Britain followed a political ap
 proach toward Germany in the 1930s, an approach that held that Ger
 man political moderation must precede British economic concessions,
 not the other way around, as the proponents of economic appeasement
 imagined.

 Generally, in British foreign policy in the 1930s, politics, not eco
 nomics, was in the driver's seat. No one put this viewpoint better than
 Chamberlain himself when he argued in 1938 that he "disagree[d] with
 some who think you can solve political difficulties by removing eco
 nomic thorns from the flesh. Politics in international affairs govern ac
 tions at the expense of economics, and often of reason."118 Although
 the British pursued a policy of political appeasement, neither Cham
 berlain nor the British government as a whole was an advocate of eco
 nomic appeasement, if by that we mean granting "piecemeal economic
 concessions to buy off the dictators" in advance of a political or general
 settlement.119

 Conclusion and Implications

 Discriminatory foreign economic policies are grand strategic instru
 ments. Trade preferences, for instance, enable policymakers to
 strengthen support for an alliance among domestic interests in the al
 lied country, thus making it more difficult for policymakers in the al
 lied country to renege on their alliance commitments. Because trade
 preferences may meet with opposition from import-competing indus
 tries in the donor country and because of international repercussions,
 preferences carry with them both domestic and international political
 costs. Because the strategic benefits of preferences are greater for coun
 tries in need of support from their allies, such countries are more likely
 to adopt them than are countries that can go it alone without support
 from their allies. Discriminatory policies allow great powers to

 settlement." Newman (fn. 85), 85-86. This suggests that Chamberlain was still not prepared to make
 economic concessions in advance of a German disarmament and a general political settlement.

 116 MacDonald (fn. 44), 165; Newman (fn. 85), 87; also Reynolds (fn. 24), 8.
 117 Schmidt (fn. 36), 93, also 146-47.
 118 Crozier (fn. 73), 257.
 119 A general settlement would, of course, also involve the resolution of disputes over economic policy.
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 strengthen alliance relations and thus the deterrence of rival powers.
 Variation in the need for military and political support from military al
 lies affects the degree to which foreign economic policies will discrim
 inate in favor of military allies and against adversaries and other
 countries. This variation explains why Britain was prepared to grant
 trade preferences to the United States, but not to France, though both
 countries were potential allies. Variation in need also explains why the
 British were more willing to grant trade preferences to the United States
 following the rapidly deteriorating strategic situation in 1935 and 1936.
 In granting preferences, the British hoped to strengthen domestic sup
 port in the United States for closer political relations between the two
 countries and so deter a German attack. Finally, London's economic
 policy toward Germany is consistent with the claim that great powers
 will not offer their adversaries preferential economic treatment.

 Broadly, this article has argued that political elites will attempt to af
 fect the level of economic interdependence with their military allies?
 both existing and potential?by pursuing policies that discriminate in
 favor of such allies. Economic interdependence, that is, is a dependent
 variable. In this respect, the argument differs from the extant literature

 on economic interdependence, which has tended to regard interdepen
 dence as an independent variable.120 A good illustration of the latter
 view is Papayoanou's recent argument that the level of economic inter
 dependence with allies and adversaries will influence the strategies
 powers adopt. For Papayoanou the level of economic interdependence
 is a constraint on policy and not a strategic tool that powers can ma
 nipulate to pursue a grand strategy adopted for strategic reasons. An
 example illustrates the difference between these two arguments: Pa
 payoanou states that his argument "helps account... for the develop
 ment of the Franco-Russian alliance in the 1890s."121 Yet as I have

 shown elsewhere,122 the level of trade interdependence between France
 and Russia was low, and the interdependence in financial affairs that
 existed was the conscious creation of French strategists to reflect a
 strategic assessment made in a period when interdependence was very
 low. Both French and British strategy show that we need to think of
 foreign economic policies as grand strategic instruments that are avail
 able to policymakers and not just as constraints on strategy.

 120 For a thorough review of the debate regarding economic interdependence, see Arthur A. Stein,
 "Governments, Economic Interdependence, and International Cooperation," in Philip Tetlock et al.,
 eds., Behavior, Society and International Conflict, vol. 3 (New York: Oxford University Press, 1993).

 121 Paul A. Papayoanou, "Interdependence, Institutions, and the Balance of Power: Britain, Ger
 many, and World War I," International Security 20 (Spring 1996), 51.

 122 See Sk?lnes (fn. 8).
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