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ABSTRACT

German-Polish relations in the interwar years (1918-1939) were of great
importance, not only in shaping those countries’ future but the future of Europe,
and indeed the world. Not surprisingly, then, the history of those troubled years
has been studied by a number of scholars. Most of these studies, however, have
focused on the “high politics” of the period, relegating economic ties to the mar-
gins of the story. This work uses a different approach. It focuses on Germany’s
efforts to influence Poland through economic sanctions and incentives. It ex-
amines these efforts in light of political science theories of economic linkage,
focusing on six separate cases. These case studies show that the “softer” tactic
of economic incentives was in fact quite effective. For example, in contrast to
the Weimar Republic, the Nazi regime employed economic incentives, and was
surprisingly effective at building a positive relationship with Warsaw before 1939.
This study aims to shed new light not only on interwar German-Polish ties, but
on the role of economic linkage in international relations in general.



After the end of the First World War, Poland finally regained its sovereignty,
ending 123 years of occupation by Prussia, Russia, and Austria-Hungary. Yet in
many ways the weak new state was not fully independent. For example, as this
study will show, the legacy of economic reliance on Germany which the new
Polish republic inherited proved to be a serious political problem, one which
persisted throughout the interwar years.'

Germany sought to exploit its economic advantage through economic link-
age, using economic leverage to cause Poland to make political concessions. As
we shall see, however, it found economic incentives (positive linkage) to be far
more successful than economic sanctions (negative linkage). While the Weimar
Republic relied on economic threats, Adolf Hitler, ironically, proved most adept
at using economic incentives to support a temporary détente with Warsaw in the
years before 1939. The importance of economic linkage is also shown by Poland’s
leaders, who worked hard to decrease their country’s dependence on Germany
and thus its vulnerability to threats of economic blackmail.

In this essay [ will first briefly introduce my theoretical objective—to show
that positive linkage is more effective than negative linkage—and the six main
cases used to test that contention. In the next section I examine the roots of
Poland’s structural economic dependence on Germany during the interwar years,
in the areas of trade, investment, and the role of Danzig. Following this I discuss
in more detail the main cases of economic linkage in bilateral ties during the
interwar years, looking first at the Weimar period and then at the early years of
Nazi rule. Then I briefly examine Poland’s efforts to counter this linkage. Finally,
I consider what conclusions can be drawn, both for the study of German-Polish
relations and for the use of economic sanctions and incentives.

I propose to examine interwar German-Polish ties through the prism of an
important literature in political science: the study of economic sanctions and in-
centives. Many authors have studied the use of economic sanctions for political
purposes (i.e., trade embargoes, tariff increases, and other negative instruments). A
smaller, but growing literature has focused on the opposite phenomenon: the use
of economic incentives, such as tariff cuts, foreign aid, and government-backed
loans.? I use the collective term economic linkage to refer to both sanctions and
incentives.’

For many years, scholars of foreign policy have debated such questions as:
Does economic linkage work? If so, what type of linkage?* More specifically:
Can a country really use the seemingly weak weapon of economic aid or sanc-
tions to induce others to make important foreign policy concessions? This study
tests that proposition by using the “least likely” or “hard case” method.’ During
the interwar years, Poland and Germany were bitter enemies, with centuries of

2



hatred behind them. Surely one would expect that Germany would have great
difficulty winning any concessions from Poland with economic linkage alone.
If Germany was even partially successful, this would be powerful testimony to
the potential influence of economic instruments.

But which economic instruments? A further focus of this study will be to
compare the effectiveness of sanctions and incentives. It is my belief that many
who claim that “sanctions don’t work™ have failed to notice that incentives often
do. In short, as the old saying goes, “You can catch more flies with honey than
with vinegar.”®

Why is this? There are a number of good reasons to expect positive linkage
to be effective. First, economic aid helps build trust. Poland had deep economic,
political, and historical reasons to fear Germany. Economic generosity can help
to overcome such fears. As David Baldwin notes, incentives “tend to convey
an impression of sympathy and concern.”” In contrast, economic sanctions only
confirm a weaker state’s fears and increase distrust and resistance. Second, feel-
ings about economic ties naturally tend to spill over into other aspects of the
bilateral relationship. The spillover effect is positive when economic incentives
are used; a state given aid usually is open to better political and cultural ties to the
initiating state. In contrast, a state hit with economic sanctions tends to become
hostile to all aspects of that country’s policies.® Third, positive linkage has the
effect of gradually deepening economic ties, thus increasing a target’s vulner-
ability to future influence attempts, while negative linkage cuts ties, forcing the
target to turn to other partners and lessening its vulnerability.” We will see all of
these effects in the cases of German-Polish relations discussed below.

In order to test these theoretical propositions, the interwar period in Ger-
man-Polish relations can be broken down into six cases, each corresponding to
a period of change in German linkage policy. In three cases, negative linkage
was used; each time this was unsuccessful, with Poland refusing to make politi-
cal concessions. In three other cases, when positive linkage was used, Germany
was able to achieve some success.

Case 1: Berlin signed a fairly generous trade pact with the Poles in 1919,
achieving political goals such as permission for German civil servants to stay
in formerly German areas of Poland. This initial positive linkage, however, was
stillborn when the Western Allies, worried by the possible impact of German
economic linkage, forced Warsaw to repudiate the pact. Thereafter Berlin turned
sharply toward negative linkage, a policy that persisted for much of the rest of
the Weimar period.

Case 2: Germany imposed a de facto economic embargo on the Poles from
1920 to 1922, a policy that was particularly dangerous to Warsaw during the



Polish-Soviet War. Yet this negative linkage failed to win any Polish concessions
relating to the ongoing Upper Silesia crisis or other issues and merely deepened
distrust of the Germans. From 1922 to 1925 German-Polish economic ties were
dominated by the provisions of the Geneva Convention on Upper Silesia, imposed
by the League of Nations, which forced Germany to trade with Poland and thus
limited economic linkage. The expiration of this accord marked the start of Case
3 in 1925-1926, again of the negative variety. Berlin tried to exploit Poland’s
economic crisis to obtain concessions on minority rights and even border revi-
sions. A tariff war began, which greatly limited bilateral economic ties until 1934.
Again, as in 1920-1922, this attempt to force concessions failed. Germany also
used another form of pressure, lobbying hard to prevent Western states from
extending critical loans to the Polish government.'

Intermittently from 1926 to 1930, however, a somewhat more positive policy
emerged. Its most notable success was Case 4, the Liquidation Agreement of
1929, in which Germany forgave some economic claims against Poland in return
for Warsaw’s decision to refrain from seizing many German-owned properties.
In the spring of 1930, a trade treaty was finally signed—although it had little
economic or political effect since it was never ratified by the German Reichstag.
Unfortunately, this limited success, like the initial 1919 treaty, was soon forgotten
in the generally hostile bilateral atmosphere of the Weimar period. From 1930
to 1933 German-Polish ties lapsed back into negative linkage, Case 5, when the
effects of the Great Depression and the political threat of the rising Nazi party
helped prevent Berlin from making any further economic concessions. Again,
though, as in 1920-1922 and 1925-1926, negative linkage produced only an
increase in hostility and even threats of a Polish preventive war.

Finally, as noted above, during the early years of the Nazi period Germany
turned sharply to positive forms of economic influence. This can be seen as
Case 6. By any objective measure of military capabilities or political threat, one
would think that Hitler was a more dangerous figure than the Weimar leaders.
Yet he was able to use trade treaties and credits, along with political flexibility,
to win Warsaw’s friendship, at least temporarily. He not only gained concessions
on such issues as the rights of the German minority in Poland, he was able to
advance his broader foreign policy goals. Poland seemed reluctant to challenge
the Anglo-French appeasement policy of the time and also turned away from the
German threat to focus on its own goals, such as border gains vis-a-vis Lithuania
and Czechoslovakia. Unfortunately, the results of this case show that positive
economic linkage may not always be used for positive ends.



Poland’s Structural Dependence on Germany
in the Interwar Era

In 1918, Poland’s legacy of economic dependence on its larger and more
developed Western neighbor was clear. This dependence could be seen in a
number of areas. Poland relied on German capital and on trade with Germany;
German landowners played a substantial role in the new state; and the historically
German port of Danzig handled a major portion of Poland’s exports and imports.
In this section I briefly examine some of these areas, showing how they gave
Germany a good starting point for the use of economic linkage—an advantage
which Berlin knew to be its greatest strength in influencing the Poles. As we
shall see, Warsaw was not unaware of this situation and struggled to reduce its
dangerous dependence.

While the reach of German capital in interwar Poland extended even to the
formerly Russian region—for example, the textile industry of Lodz"—it was
the western regions, which had long been controlled by Prussia and later by
united Germany, where its dominance was most apparent. This vital region was
the industrial heartland of the new Polish state: fully 73.5 percent of Poland's
coal and 77.1 percent of its steel came from the portion of Upper Silesia that
was ceded to Poland after a 1921 plebiscite.'? And the major enterprises in Up-
per Silesia were all German-owned in 1918."* The Polish takeover of part of
the region changed little, since Warsaw was not allowed to expropriate private
firms without compensation, which it could not afford. Initially Poland was only
able to control the former Prussian state properties, which amounted to about
10 percent of the region’s coal production. As discussed below, Poland tried to
squeeze German capital out of the region; yet the majority of capital in Upper
Silesia was still German-owned in 1936.'*

German investors were often hostile to the new Polish state and willing to
cooperate with the Berlin government’s economic linkage plans. Most shared
the nationalistic resentment of Poland that was common in Germany at the time.
Additionally, the new political situation raised many practical business problems.
For the majority of German owners (those with assets in formerly Prussian parts
of Poland), what had been safe, low-risk domestic investments had suddenly
become high-risk foreign investments. Given the risks involved and their own
generally anti-Polish sentiments, it was only natural that many German investors
would try to pull out of Poland. Others kept their factories running, but drew
down their investments by refusing to modernize their facilities and repatriating
profits back to Germany.'* Thus, for both business and patriotic reasons, German



investors were only too willing to support negative economic linkage toward
Poland by withholding their capital.

A similar situation prevailed in the area of landownership. The formerly
Prussian part of Poland was initially dominated by German landowners, many
with large estates. Richard Blanke estimates that even in the Poznan region—the
most Polish part of Prussia, where ethnic Germans were clearly in the minority—
two-thirds of the land and more than two-thirds of the businesses were German-
owned and Germans generated three-quarters of the income tax receipts.'® German
emigration and Polish government measures, including some forced liquidations,
reduced this dominance, but even in 1939 Germans still owned 32 percent of the
land in the Pomorze and Poznan regions.'” Furthermore, these lands were often
the most productive in the region. The Germans ran larger, more technologically
advanced farms and were represented by a dense net of farm organizations and
marketing collectives. Worst of all, from the Polish viewpoint, these farmers
were concentrated along the German border, representing a constant argument
for border changes on grounds of both nationality and economic productivity:
“Germans should have this land because we can use it better than the Poles.”'®
Thus, throughout the interwar period, Warsaw had reason to fear the influence
of German landowners—both economically and in the political realm.

The interwar situation in Poland's foreign trade was in many respects simi-
larly difficult. Here, too, Poland faced a large structural dependence on Germany
that opened the door to potential economic linkage. Berlin could either offer
Poland generous trade conditions (positive linkage) or exclude Polish goods
(negative linkage). Either tactic would have a great effect on Poland at little cost
to Germany.

Polish reliance on Germany was heightened by the fact that the other two
states that had ruled parts of Poland, Austria-Hungary and Russia, had collapsed
during the First World War. Austria-Hungary was replaced by a welter of smaller
states with conflicting trade policies, and the Bolshevik regime in Russia limited
foreign trade severely, particularly with Poland, which was seen as an enemy
due to its war with the Soviets in 1919-1920. The dearth of Polish-Russian trade
persisted throughout the interwar period; only in 1939, on the eve of World War
I, did the two countries sign their first trade treaty. In 1938, Polish imports
from the USSR amounted to only 9.9 million zt., while exports were a paltry 1.4
million—barely a tenth of one percent of Poland’s overall exports that year."
Clearly, then, Poland had few obvious trade alternatives.

The strong economic links between the formerly Prussian regions of Poland
and the German Reich seemed to make continued trade vital for the new state’s
prosperity. On the eve of World War I over two-thirds of the production of the
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region was sold within Germany, while only one-tenth went to the then-Austrian
and Russian zones of Poland.?® The coal and steel output of Upper Silesia had
also generally been sold within Germany before the First World War.?! Similarly,
western Poland had been an important breadbasket for Germany before 1918;
farmers had prospered behind the Reich's high tariff walls, erected by Bismarck
and his successors in the "Coalition of Iron and Rye" that dominated the govern-
ment of Wilhelmine Germany. Now, suddenly, landowners in formerly Prussian
Poland were linked to a state that was overwhelmingly agricultural. Like the
industrial workers, they too risked being cut off from their natural markets in
Germany.

The Allied powers were well aware that trade with Germany would be of
crucial importance for the new Polish state. Accordingly, they included a clause in
the Versailles treaty requiring Germany to grant Most Favored Nation trade status
to Poland for five years.”” Germany was also required to continue to purchase
goods from Poland for three years in an amount equal to the yearly average of
German purchases in 1911-1913 from the then German-controlled part of Po-
land.? After Poland gained control over part of Upper Silesia, the Allies pressed
Germany to further protect Polish exports from this crucial region. Germany
agreed to allow duty-free trade between Polish Upper Silesia and German Silesia
for fifteen years and, even more important, agreed to accept a fixed amount of
duty-free imports destined for the rest of Germany until June 1925 (including
500,000 tons of coal per month). Taken together, these steps initially seemed to
have some promise for limiting German trade leverage against Poland.

In reality, however, trade relations with Germany remained tense and were
still colored by political considerations. The fundamental structural reality of
this trade—that it was far more important to Poland than to Germany—remained
unchanged. In the early 1920s Poland's dependence on Germany reached a peak;
in 1920, despite a partial German trade embargo, fully 80 percent of Poland’s
imports came from that country.’* Even in 1923 Germany accounted for 51.6
percent of Poland's total trade turnover.? Official Polish statistics show that in
1938, after Poland had tried for twenty years to reduce its reliance on Germany,
that country was still Poland's leading trade partner, accounting for 23.0 percent of
Polish imports and 24.1 percent of Polish exports. However, this trade amounted
to only 2.1 percent of German imports and 2.2 percent of German exports.”
In all, over the 1924-1938 period Poland was twelve times more dependent on
bilateral trade than Germany.?’

In addition to the size of this trade, its structure shows that it was far more
important to Poland than to Germany. For example, in building up its Central
Industrial Region in 1936-1939 (ironically, largely to counter the rising Nazi
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military threat) Poland imported much of the necessary equipment from Ger-
many. In 1938, 60 percent of Poland's machinery imports came from the Third
Reich (114.5 million of 192.8 million zt. in total imports). The next leading
supplier, Great Britain, provided only 12.6 percent.?® Similar figures could be
cited for other types of sophisticated imports, such as motor vehicles and special-
ized chemicals and dyes. Yet conversely these shipments were, as Jozef Misala
notes, of "marginal importance" to Germany. He estimates that over the entire
interwar period only about 1.5 percent of German manufactured goods exports
went to Poland.”

Meanwhile, Poland's exports to Germany consisted of uncompetitive raw
materials and semi-finished goods, chiefly meat, timber, coal and zinc. Yet in
none of these areas did Poland control a high proportion of German imports.
Even coal exports, which one might expect to be important to Germany given
the role of Silesian coal in its prewar economy, were in fact relatively small. In
the mid to late 1920s Germany typically produced 10 to 14 million tons of coal
a month. Thus Polish coal exports, at most 500,000 tons per month, amounted
to only three to five percent of Germany’s needs.** Many other countries were
also eager to sell Germany coal. While some industries on the German side of
Silesia welcomed Polish imports, they were not essential for the overall German
economy. Germany also repeatedly showed its independence from Polish coal
by imposing embargos, demanding political concessions before any coal would
be imported. Similarly, when meat exports to Germany reached their peak in
1938, they accounted for only 12.5 percent of German meat imports. Yet this
represented 90 percent of Polish exports of pigs and 70 percent of overall meat
exports.’! Thus, even in areas of Polish comparative advantage, the Polish side
was far more dependent on access to the German market than Germany was on
Polish imports.

In general, Poland suffered both from the small size of its economy—which
made a certain level of trade loom much larger for Poland than for Germany—and
from the nature of its exports, which were generally semi-processed or raw mate-
rials which could be easily replaced by Germany. As the German Foreign Office
noted bluntly in an internal memo in 1935, they were "products that Germany is
not particularly interested in importing."** In contrast, Polish imports were largely
specialized capital goods and manufactured goods, for which substitutes were
not readily available. Good trade relations, then, were always vital for Poland
and always relatively unimportant for Germany. This type of trade structure is
seen by experts in the field of international political economy as ideal for the
use of economic influence.*



In addition to the large German role in investment, trade, and landowner-
ship, the Germans also occupied a key position astride Poland’s shipping routes.
The port city of Danzig was the transit point for most of Poland's trade. As in the
area of trade, the Allied powers acted to limit this source of potential German
economic dominance. President Wilson's Fourteen Points directly mentioned
the importance of Polish access to the sea.’* At the Paris Peace Conference the
allies decided to make Danzig a “free city,” ruled directly by the League of Na-
tions, in a permanent customs union with Poland. This did not solve the problem,
however; the people of Danzig remained German and wanted to be reunited
with Germany. League of Nations supervision seemed unreliable, and Poland
was prohibited from stationing troops or warships in the city.** In short, Poland
had good reason to believe that in a crisis Germany could still easily disrupt
trade through Danzig. As we shall see below, this did happen during the Polish
war with Soviet Russia, when Danzig dockworkers refused to deliver vital war
supplies to the Poles.

In all, then, Poland faced a difficult situation during the interwar period. Its
dependence on Germany was deep and multifaceted. Germans controlled many
key investments, important agricultural areas and trade markets, and the port
of Danzig. Given this dependency, the crucial question for the Poles was how
Germany would choose to use its advantage—by what means and for what ends?
They discovered that leaders of both the Weimar Republic and the Third Reich
would not hesitate to use all the economic leverage at their disposal.

Linkage Cases in the Weimar Period

During the Weimar period, Germany relied heavily on negative linkage,
and thus failed to achieve Berlin’s political goals, while deepening Polish-Ger-
man hostility. Its rare attempts at positive linkage were more successful, both in
achieving their immediate political goals and in improving the overall atmosphere
of relations. Germany was also able to use positive linkage in several areas out-
side of direct governmental relations: to influence the free city of Danzig, the
German minority in Poland, and voters in plebiscites on border changes. This
further demonstrates the potential power of a more generous approach.

Given the various economic imbalances noted above, as well as the fact
that the Versailles treaty had effectively eliminated German military power—it
permitted only a 100,000-man army—it was very tempting for the new Weimar
government to use economic leverage against Poland. As Robert Spaulding cor-



rectly notes, “Germany’s still-considerable economic power” became its main
tool of influence in the interwar years.*®

What issues did Germany target with this economic power? Given the po-
litical tensions between the two countries, there were many pressing problems.
Germany fought for extensive civil rights for its minority in Poland, ranging
from the right to use the German language in government business to the right
to hold German citizenship. It sought to defend the minority's schools, churches,
and property. In 1921 the German minority was estimated at about 1.1 million
out of a total population of 27.2 million (about four percent).’ Yet its economic
and political importance was far higher than these numbers suggest. Berlin
devoted much energy to defending the minority’s economic power—which, as
discussed above, played a large role in Poland’s overall dependence on Germany.
For example, Germany tried to stop Polish confiscation of German property and
discriminatory measures against German business owners. Another constant is-
sue was the fate of the 150,000 “optants,” Germans who opted to keep German
citizenship when Poland assumed control of their home areas. Many had thought
they could stay in Poland as resident aliens, but Warsaw wanted them to quickly
sell their property and emigrate.*® The Paris Peace Conference had pressed Poland
into granting minority rights in a treaty signed along with the Versailles pact in
June 1919, but complaints of unfair treatment continued.

In addition to day-to-day disputes over the German minority, a longer-term
issue was the future of the Polish-German border. At an absolute minimum,
most Germans demanded that Poland should cede its part of Upper Silesia and
return Danzig to German sovereignty. The Polish corridor, which divided East
Prussia from the rest of Germany, was also a continual sore point. While more
moderate Germans were willing to allow the Poles to keep most of the Poznan
area, which was overwhelmingly Polish, others called for even this land to re-
vert to Germany. And not a few voices even demanded that Poland be entirely
partitioned again; as the commander of the German army, General Hans von
Seeckt, wrote in 1922, “Poland’s existence is unbearable. . . . It must disappear,
and will disappear, through its own inner weakness and through Russia—with
our help.”* Minority rights and the border issue were in fact linked; preserving
the minority and all other traces of German influence in the formerly German
areas helped keep the hope of eventual border revision alive. This made it more
difficult for Poland to treat the minority generously.

These German priorities played a large role in the first case of economic
linkage in the interwar period: the provisional economic and political agreements
reached with Warsaw in the fall of 1919. Germany was clearly using positive
linkage in this case. A series of technical agreements was signed on the hando-

10



ver of formerly German lands, including an economic agreement (October 23,
1919).4* Among other trade provisions, Germany agreed to lend Poland 100
locomotives and rolling stock and to ship it seeds and fertilizer, in return for
Polish agricultural products. Germany agreed to allow Western shipments to
reach the Polish army, while Poland gave the Germans free navigation rights on
the Vistula—a right it had not yet granted the Allied powers. Germany agreed to
allow its civil servants to stay in place for two months in the lands being ceded
to Poland, ensuring effective administration. It even offered Poland a credit of
five million Reichsmarks (RM) to facilitate the new trade accord. For Spaulding,
these seemingly generous agreements constitute “the high point of German-Pol-
ish economic cooperation” in the entire interwar period.*!

Yet these agreements were not mere altruism on Germany’s part. Harald
von Riekhoff notes that “while the agreements promised economic gain to both
signatories . . . Germany tried to exploit her superior bargaining position by attach-
ing some far-reaching political conditions to the provisional agreements, [which]
would, in part, have revised some of the terms of the Versailles Treaty.”* That
treaty had called for German civil servants to leave, with Poland having the right
to liquidate their property; Poland was now voluntarily (if temporarily) renounc-
ing this right. Berlin hoped that Poland could be induced to extend the German
administrative role, which could both help to keep the region more German and
give Berlin leverage on other disputed issues. The provisional agreements also
served Berlin’s goal of driving a wedge between Poland and the Western Allies,
who feared Germany would be able to effectively make a separate peace with
its weak Eastern neighbors. A French government note to Britain on January 10,
1920, claimed, “It is extraordinarily dangerous to allow the governments of the
newly created states to have direct negotiations with Germany.”*

In all, this is clearly a case of successful positive linkage. Only months
after the June 1919 Versailles settlement, Germany was successfully lightening
its effects and at least temporarily preserving some influence in its former terri-
tory. Economic and administrative aid was instrumental in this success, which
was highly worrying to the Western Allies. In the end, though, the success was
short-lived. The Allies instructed Poland to break off the bilateral talks, which
were shifted from Berlin to Paris—under Allied control. On the day the Ver-
sailles treaty officially entered into force, January 10, 1920, Poland renounced
its economic agreement with Germany.*

Despite the potential shown by the 1919 agreement, Germany soon began
a second episode of economic linkage—this time of the negative type. Anger
with Poland was rising in the aftermath of Versailles, especially as the conflict
over Upper Silesia grew. In 1920 Berlin imposed strict controls on trade with
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Poland, which seemed to violate the newly signed Treaty of Versailles.* Also, as
noted above, Germany refused to allow "war-related" goods to be exported into
Poland during the Polish-Soviet War. This action was an ominous harbinger of
later German-Soviet cooperation in 1939, which resulted in a new partition of
Poland. Officially, Germany merely proclalmed a policy of neutrality, stopping
supplies of war goods to both parties. In reality, however, this policy was aimed
at undermining Poland, which was far more dependent than Russia on supplies
flowing through Germany. For reasons of both nationalism and socialist solidar-
ity with the Soviets, the dock workers of Danzig honored this embargo, further
limiting the flow of vital war supplies.* These economic measures were clearly
designed to wring concessions on political issues from the Polish side.*” Foreign
Minister Walter Simons stated that "until Polish encroachments in the political
sphere" were stopped, he "would not even consider" economic talks and instead
would press for further economic "reprisals." On this and other occasions, Ger-
man leaders established a quid pro quo—concessions such as citizenship and
property rights for the “optants” and possible border changes were a prerequisite
for economic talks.*®

The results of the undeclared embargo and the restrictions on trade through
Danzig were negative for Germany. They deepened Polish distrust of the Ger-
mans because they were imposed when the country was fighting for its life
against Soviet Russia. Moreover, at the height of the war the Poles unloaded
some supplies at the fishing village of Gdynia—the beginning of the effort to
build up an alternative port to Danzig.* In the end, no Polish political conces-
sions were forthcoming, and on July 20, 1922, Germany was forced to agree to
lift its sanctions.™

In 1922-1925 German-Polish trade ties improved, due largely to the effects
of the three-year Silesian trade agreement which the Allies forced Germany to
sign after the partition of Upper Silesia. Since this treaty was not voluntary on
Berlin’s part, it cannot be considered a case of German linkage; Poland did not
give Germany any credit for the trade concessions. The 1922-1923 French oc-
cupation of the Ruhr, which limited German coal and steel production, briefly
increased the relevance of imports of these products from Poland. However,
even this increase in trade, which would seem to be positive for Poland, was
not without risks. Strobel makes it clear which side was the dominant partner:
“Although the agreement was advantageous for the German Reich, for Poland
it was a question of life or death. However, it made Poland dependent on the
German Reich, since it continued the old regional ties of the pre-war period.
This fit in well with Germany's desire to use economic pressure to make Poland
more accommodating to German political wishes.™!
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In negotiating economic ties after the expiration of the Silesian agreement
in 1925, Germany again had the autonomy to set its own policy. Its leverage was
strengthened by the fact that the Versailles treaty’s provisions on overall trade
with Poland had also expired that year. Berlin quickly returned to its policy of
using negative linkage—economic threats—to push for various Polish political
concessions, including border changes. This can be seen as marking a third case
of linkage in the Weimar period.

Gustav Stresemann, the longtime Weimar foreign minister, was regarded
in the West as a moderate who favored reconciliation with Germany's former
enemies. However, even he strongly favored a policy of politically motivated
economic pressure on Poland. In a 1926 letter to the German ambassador in
London, Stresemann wrote that "a peaceful solution to the Polish border ques-
tions, one that does real justice to our demands, will not be possible until the
economic and financial crisis in Poland has reached an extreme degree and has
brought the entire Polish entity into a state of impotence."? Many similarly
hostile statements from German leaders could be cited. As Erich Wallroth, head
of the Eastern Department (Ostabteilung) of the German foreign ministry noted,
"a trade treaty is a type of friendship treaty, and cannot be signed when the other
side [Poland] is committing one unfriendly act after the other" by refusing to
agree to supposedly "reasonable" German demands on political issues.*

German goals in the trade talks included securing an end to Polish liquida-
tion of German-owned property; the right of German citizens to settle in Poland;
and the right of the minority to have teachers from Germany in their schools.
Kurt Graebe, a leader of the German minority, claimed that “as the price of re-
covering its fiscal health, Poland should be made to pay in the form of conces-
sions to the German minority.”>* Stresemann also stressed that a “settlement of
the border question that meets our desires” was essential before an economic
agreement.>

Despite this welter of proposed demands, however, Germany did not present
the Poles with a single, clear quid pro quo: “If political concession X is made,
economic sanction Y will be dropped.” Since Poland seemed weak at the time,
German leaders put forward demands which “became ever more fantastic,” as
Spaulding notes, yet “never put forward specific demands or indicated what
Germany could offer in the economic sphere in return for accommodation on the
political side.” ¢ In this situation, the Polish prime minister, Alexander Skrzynski,
complained in December 1925 that Poland “is still uncertain what Germany’s
real demands are.””” Many Poles believed that only total surrender and a new
partition would satisfy Germany, and their natural reaction was a wave of patri-
otic revulsion—which helped make it impossible for their government to make
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any concessions. Here again one can see a key weakness of negative linkage, as
noted at the start of this essay: it generates a negative spillover effect that tends
to poison the entire bilateral relationship.

Since Poland refused to agree to tie political demands to a trade treaty, no
agreement was reached, and a crippling tariff war began. The Weimar Republic
was only too pleased by this, knowing that Poland would be hurt far more by
the dispute than Germany. As Karol Blahut notes: “Due to the strong position
which Germany held in Poland's total trade turnover, trade problems with [Ger-
many| had an impact beyond the trade arena, affecting other economic areas
and Poland's finances. In contrast, the low level of Polish-German trade had no
influence on the level and development of German foreign trade and the Ger-
man economy.”*

Berlin's position seemed to be strengthened by the economic turmoil
in Poland at the time, as the Polish ztoty weakened dangerously. To Warsaw's
disgust, Germany employed another tactic of negative linkage: it tried to pre-
vent other countries from making a loan to stabilize the zloty. The chief of the
Reichsbank, Hjalmar Schacht (later Hitler’s finance minister), lobbied the head
of the Bank of England, Montagu Norman, to stop any foreign loans to Poland
and called for the "outright return of the [Polish] corridor and Upper Silesia"
before any economic help would be agreed to.** The President of the Senate of
Danzig, Heinrich Sahm, similarly believed that it would be possible to secure
“the return of the city to Germany as the condition for an international loan for
Poland.”® Even Stresemann hoped that the “Anglo-Saxon powers” (Britain and
the United States) would agree to pressure Poland to make concessions.®' This
suggestion was backed with threats to American banks that they would lose
German business if they participated in the loan.%

Again, however, negative linkage failed. The Poles had no intention of
making concessions under pressure, especially on the sensitive border issue.
The British, whose help Berlin had been counting on, eventually decided to
back a stabilization loan to Poland. In the end, an Anglo-American loan of $62
million and £2 million was given in October 1927. As Joseph Rothschild notes,
“the loan was a significant demonstration of Poland’s capacity to outflank as-
siduous German efforts to destroy her through a combination of tariff war and
credit boycott. As such, it was a categorical success.”® This result illustrates
another key weakness of negative linkage: as noted in the first section of this
study; embargoes create a natural economic demand for others to break them. By
denying Poland capital, Germany effectively drove up the interest rate on loans
to Poland, enabling other countries to lend to Poland on profitable terms.®
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After May 1926, when Marshal Pitsudski assumed power, Poland was
gradually able to stabilize its economy, and a few more far-sighted Germans
began to realize that negative linkage was not working. Ulrich Rauscher, for
example, the German minister to Warsaw, who had backed pressure during the
1925-1926 economic crisis, now strongly favored an economic settlement. And
indeed, from 1926 to 1930 some efforts were made to break the negative cycle,
most notably the Liquidation Treaty (signed on October 31, 1929) and the Trade
Treaty (signed on March 17, 1930).%°

The Liquidation Treaty was especially important, since it—unlike the
Trade Treaty—was actually ratified and put into effect. Thus it will be considered
a fourth case of economic linkage in the interwar years, and the second positive
case, although at the same time the broader German-Polish tariff war continued
unabated. The Liquidation Treaty shows what might have been possible if Ger-
many had followed a more positive economic policy in the Weimar years.

The basic terms of the agreement were as follows. Under the Versailles
treaty, Poland was entitled to liquidate some German property, that is, confiscate
it while paying just compensation. Since Warsaw was eager to eliminate Ger-
man influence, it rushed to take advantage of this opportunity. As Blanke notes,
liquidation had affected some 200,000 hectares of German-owned land in the
early 1920s. In all, about one-third of these lands were lost between 1919 and
1926.% Since Poland often lacked funds, however, many landowners had not
been properly compensated. Additionally, Poland was pressing to extend liqui-
dations to many other Germans whose status was in dispute, such as the optants
and Germans who lived as tenants on former Prussian state lands.®” Under the
1929 liquidation agreement, Germany agreed to renounce claims for money due
for past Polish actions. In return, Warsaw agreed to halt the forced sale of many
other German properties which it was entitled to take.

The results of this agreement were quite positive. It helped both the Pol-
ish economy and the German minority; as Rauscher stated, the agreement was
“the greatest service which the German government has been able to render to
her minority in Poland.”®® By halting the liquidations, it was estimated that Ber-
lin preserved up to 180,000 hectares of endangered German-owned land and 5
million RM in city properties while some 12,000 German families remained on
tenant farms.* In return Germany renounced an estimated 538.7 million RM in
compensation for earlier liquidations, although it is unlikely that Poland could
have paid that sum in any case.

Another element of the agreement deserves to be mentioned, since it was
recognized by actors at the time. A key advantage of positive linkage is that it
tends to deepen the economic connections between countries, thus making fu-
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ture linkage easier. Von Riekhoff quotes Rauscher as saying that the agreement
“normalized our relations with Poland and thereby provided us a free road for
the economic penetration of that country,” and he draws this conclusion: “The
opportunity of thus providing safeguards for the continued economic existence
of her minority group in Poland presented Germany with a political gain which
exceeded by far any possible financial sacrifices.””°
The ratification of the Liquidation Agreement was difficult, as extrem-
ists in the Reichstag denounced it as a giveaway to the Poles. To help secure
ratification Berlin added another small dose of positive economic linkage. In an
exchange of diplomatic letters, it offered the Poles an increased quota of pork
exports in the trade treaty which was then being negotiated. In return the Poles
committed themselves to not use their right to buy back land from some German
settlers, which could have kept heirs from inheriting some lands. This helped to
reassure the Reichstag, which then approved the agreement by a vote of 236 to
217 on March 12, 1930.7" A bilateral Trade Treaty was signed five days later.
However, any tentative rapprochement was scuttled by the political and

economic effects of the Great Depression. The brief period of improvement in
relations “was little more than an anachronism and its positive spill-over effect
did not materialize.”” German economic interests, especially farmers, and the
rising Nazi and Communist parties united to ensure that the Trade Treaty was
never ratified by the Reichstag, and the tariff war thus continued. The moderate,
socialist-led German government fell within weeks of the signing of the Trade
Treaty and was replaced by the more nationalist Briining regime, which felt it
had to adhere to a harder line against the Poles. This return to negative linkage
can be considered yet another case of linkage—the fifth of the Weimar period.

In 1931 Germany was considering a customs union with Austria. Bernhard
von Biilow, state secretary in the German foreign ministry, wrote that this arrange-
ment would isolate Poland and expose “her unstable economic structure . . . to all
kinds of dangers; we would have her in a vise, and this might put her in a state of
mind to consider . . . political concessions.” Even in February 1933, shortly after
Hitler seized power, von Biilow reiterated this hard line, stating that it must be
made clear to the Poles that “without our cooperation and without a settlement
of the frontier question they can never achieve economic prosperity.””

Berlin’s actions fit these words. In 1930 agricultural tariffs on Polish goods
were raised; in 1931 timber concessions and an agreement on rye sales were
revoked; and at the end of that year both sides imposed punishing supertariffs.”
This hostility was reflected in bilateral trade statistics. Even in the context of fall-
ing trade worldwide during the worst years of the Great Depression (1929-1933),
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German-Polish trade fell faster: in 1934 Polish imports from Germany stood at
only 12.8 percent of the 1929 figures, and exports at only 18.4 percent.”

Again, though, negative linkage failed. Germany was not able to achieve
any lasting improvement in the situation of its minority in Poland, and broader
German objectives—such as border changes—remained well out of reach. In fact,
tensions reached such a pitch that in the early 1930s there were repeated “war
scares” between the two countries.” This illustrates again a persistent problem
with negative economic linkage, namely its tendency to harm other aspects of
bilateral ties through negative spillover effects.

Yet the potential benefits of positive linkage should have been clear to
Berlin not only because of its successes in German-Polish governmental rela-
tions (such as the liquidation agreement case) but also because it was effective
below the intergovernmental level. Here three examples will briefly be noted:
the role of economic aid in influencing Danzig, the German minority in Poland,
and the postwar territorial plebiscites in border regions. While these cannot be
counted as “cases” in the same sense as the German-Polish governmental ties
described elsewhere in this study, they are nonetheless suggestive. The success
of positive linkage here tends to confirm that it could have worked in overall
German-Polish ties.

It can be argued that various forms of economic linkage played a role in
influencing the outcome of the crucial plebiscite in Upper Silesia in 1921. This
vote decided whether the region would join Poland or remain German. As noted
above, it was an important prize, containing vital heavy industry and coal reserves.
Warsaw felt that it could easily win the plebiscite, since ethnic Poles dominated
the area. Yet, to the surprise of many, Germany won the most votes. It is strik-
ing that, despite an atmosphere of great ethnic tension, many Poles evidently
decided they were better off staying in Germany. Many surely decided this in
part for economic reasons.

As Cienciala and Komarnicki show, Germany used a variety of economic
tools to help ensure victory. These included providing special aid to the poor in
the region, exempting Upper Silesia from a new Prussian land tax, and fund-
ing an extensive propaganda campaign. Also, free rail tickets and lodging were
provided for German Silesians who had migrated to other parts of the Reich,
ensuring they could return for the vote.”” In the end, Germany won 59.6 percent
of the votes, although the 1910 German census (which probably, if anything,
understated the number of Poles) showed them outnumbering Germans by 50
percent in Upper Silesia (1.25 million to 880,000).7® The lure of a higher stan-
dard of living also certainly played a role in influencing Polish voters to support
staying in Germany. In the end, the Western Allies awarded Germany only part
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of Upper Silesia. Still, if Germany had lost the vote it would probably have lost
the whole region.

Economic influence may have also played a role in Germany’s overwhelm-
ing victory in the plebiscite in southern East Prussia (Masuria), held on July 11,
1920, in which an even larger number of Poles voted to remain with Germany.
There were other factors: at the time Poland was at war with Soviet Russia;
also, many Masurian Poles were Protestant and thus hesitated to join Catholic
Poland. Still, it is striking that in the Masurian referendum fewer than 15,000
people voted to join Poland, although over 110,000 Polish-speakers were in the
province (1925 German census). Surely, as in Silesia, the lure of economic stabil-
ity and a higher standard of living played an important role. In one district, for
example, Germany won 97.8 percent of the votes, although 43.7 percent of the
people had declared Polish as their mother tongue in the 1910 German census.”
All of Masuria, the Allies decided, would remain under Berlin’s rule. Germany’s
wealth probably helped it to win both plebiscites. This had a direct and important
impact on the country’s borders.

The ability of economic aid to win friends for Berlin was seen in another
way as well. Germany was successful in using aid to support and control both
the German minority in Poland and the city-state of Danzig. Admittedly, both
groups were inclined to follow the Berlin government’s lead; yet economic lever-
age greatly strengthened their loyalty. In a policy that continued throughout the
interwar years, a huge variety of direct and indirect subsidies were given, often
subsumed under the umbrella of Osthilfe. Christoph Kimmich catalogs German
aid for Danzig in detail, showing the large range of economic instruments used.*
These included various types of aid to the Danzig government: direct grants
from several German ministries, indirect grants such as payments for pensions
and unemployment benefits, and loans funneled through government-related or
private banks. There were also inducements to Danzig’s businesses and farmers,
including loans, grants, government contracts, reimbursement of Polish charges
for shipping freight through the corridor, and special duty-free quotas for trade
with Germany.

German economic aid was singularly effective in this area, helping to ensure
that Danzig followed Berlin’s political direction. For example, Kimmich notes
that “German aid to Danzig . . . bought Germany the right to intervene in the
internal affairs of the free city,” and that Danzig, in the words of the president of
the Bank of Danzig in 1933, was a German “economic colony.”®! Dependence on
German aid meant that Berlin could direct the city’s relations with Poland and
even the composition of its government. Between 1928 and 1930 Danzig was
ruled by a socialist-led coalition, which Berlin feared might be too conciliatory
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toward Poland. Berlin insisted that Heinrich Sahm, the nationalist head of the
Danzig senate, be permitted to remain in office, despite the socialists’ misgivings.
Similarly, it was unthinkable for the head of the senate to call for new elections
in the city-state without first securing Berlin’s approval. Most important, German
aid made possible Danzig’s continued defiance of Poland, which helped to keep
alive Germany’s revisionist hopes for all the lost eastern territories. In several
instances, Danzig considered a course of accommodation with Poland—for ex-
ample, when delegations of prominent merchants traveled to Warsaw in 1919,
1925, and 1932 to discuss accepting greater Polish influence in the city.*> Such
instances often led to Germany increasing its subsidies to Danzig to ensure loy-
alty. When the city-state finally adopted a more conciliatory approach toward
Warsaw in 1933-1934, it was again under Berlin’s influence—this time as part
of Hitler’s new détente strategy.

As Richard Blanke shows in his extensive study of the interwar German
minority in Poland, its leaders were similarly influenced by Berlin’s economic
aid. As with Danzig, the minority was given lenient customs treatment for its ex-
ports, such as the right to ship some wheat duty-free to Germany in 1930-1932—a
dramatic contrast to the ongoing tariff war with the rest of Poland.®* Overall, the
scope of the German aid was massive, including both direct and indirect aid and
payments funneled through both private and government-controlled banks and
Stiftungen (foundations). In 1932, for example, it was estimated that 75 percent
of the annual budget of the Upper Silesian Volksbund (the main minority orga-
nization) was provided by the German government.*

This aid bought compliance to Berlin’s political agenda. For example, Ger-
many pressed the minority to maintain a single electoral list to the Polish parlia-
ment. When German socialists in Crakow wanted to run on the Polish Socialist
Party list in 1924, they were threatened with the end of funding for their party and
its newspaper—and stayed on the German ticket.® Since Berlin was funding not
just the minority’s political leaders but also its schools, hospitals, trade unions,
cultural groups, and so on, defying its directives was not easy. Even individual
families were affected; for example, those who married Poles or sent their children
to Polish schools were often excluded from aid as “disloyal to Germany.”*¢ In
all, economic aid generally helped to cement the loyalty of wavering plebiscite
voters, the German minority in Poland, and the city of Danzig.

Despite these achievements, and some limited success with positive link-
age on the intergovernmental level (the 1919 trade agreement and the liquidation
pact of 1929), the Weimar period mainly saw negative linkage. The results of this
negative economic policy were not impressive. As the theory would lead us to
expect, economic pressure drove the Poles to increase trade and investment ties
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with other partners, such as France, Britain, and the United States. This could
only decrease Germany’s future economic leverage, a result which Berlin could
not welcome. More importantly, negative linkage did not achieve its stated goals:
Poland dug in its heels at Berlin's political demands. The border question was
regarded as completely nonnegotiable. And the question of the German minority
was only made more difficult by economic pressure. With the threat from Berlin
seemingly ever-present, Warsaw had reason to see the minority as a hostile “fifth
column.” This only led to an intensification of the Polish campaign to restrict
the minority. Spaulding puts it simply: “direct trade pressures failed to bring any
Polish concessions.”

Linkage in the Early Nazi Period (1933-1939)

By the start of the Nazi era, then, Polish-German economic and political ties
were at a low ebb. Yet surprisingly—given his hard-line nationalist beliefs—Hitler
decided almost immediately to use positive trade leverage in his attempts to influ-
ence Poland. Perhaps even more surprisingly, since Nazi Germany represented
by any measure a larger threat to Poland than the Weimar Republic, his policy
worked. Economic aid helped to establish a fragile German-Polish détente. Ger-
man policy in 1933-1938, the sixth case of interwar economic linkage, is thus a
third example of successful positive linkage. Hitler’s economic generosity was
not altruism; he simply realized that economic generosity was a good way to
influence Warsaw politically. Also, unlike the Weimar leaders, he could afford
to ignore anti-Polish public opinion or economic lobbies at home when it suited
his goals. In April 1933, for example, he told his cabinet that "foreign policy
interests precede domestic economic interests. Germany must make economic
concessions if political interests determine that."®®

Over the next several years Germany indeed made a number of economic
concessions which accompanied and strengthened the nascent political coop-
eration with Warsaw. First, while talks were underway on a German-Polish
non-aggression pact, German negotiators saw clearly that “Poland could not be
expected to sign the agreement unless the key issues in the long-standing tariff
war had been resolved.”® Hitler intervened personally in the talks to ensure that
Germany made the concessions needed to reach the tariff accord. He instructed
his negotiators in November 1933 to agree to Poland’s demands for a higher
import quota for Silesian coal, stating that “the negotiations are not to founder
over the coal question.” Given the sensitivity of this issue both economically
(the German coal industry was still in recession, like the rest of the economy)
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and politically (stopping coal imports had been a key tool of German sanctions
for years), this was a major concession. The government also pressed private
companies to agree to a generous accord on purchasing Polish iron and steel
products, signed in October 1933. German industrialists complained at a March
1934 meeting that the agreement "was forced on the iron industry as a matter of
high politics."”! Berlin also encouraged Danzig to deposit gold reserves worth 25
million gulden with the Polish central bank, thus helping to support the ztoty.*?

Finally, the German-Polish Non-Aggression Pact was signed in January
1934, and a protocol to end the tariff war quickly followed (March 7, 1934). As
one author notes, German economic concessions “cleared the way for both the
non-aggression agreement and the economic agreements.”* And the political
benefits for Germany were clear. The pact distracted world attention from the
Reich’s pullout from the League of Nations and the disarmament conference,
and also seemed to further weaken the tottering system of French alliances with
Central Europe.*

Ayear later, on November 4, 1935, a full trade treaty was signed. It contained
many German concessions, including paying above world market price for many
Polish products. As Albert Hirschman shows in detail in his classic work National
Power and the Structure of Foreign Trade, Nazi Germany commonly used this
tactic to induce dependence in its East European trading partners. Payment for
goods was to be made through bilateral clearing accounts, so Poland did not have
to use hard currency. Germany even offered a small bridging loan to start the
new system. The trade was to be balanced; this benefited the weaker Polish side,
which would otherwise have tended to run a deficit. For the first time since the
1925 expiration of the Geneva agreement on Upper Silesia—forced on Germany
by the Allies—Berlin granted Warsaw Most Favored Nation status.” Again, this
generosity was clearly politically motivated; by 1935, Germany was moving to
shred parts of the Versailles treaty, through rearmament and other measures. It
hoped that Poland would remain quiet in the face of these provocations. Also, with
the death of Pitsudski in May 1935, it was important for Germany to ensure that
the new regime would continue a policy of détente with the Reich. Accordingly,
Hitler again personally ordered the trade concessions, overriding advisors such
as Hjalmar Schacht, his finance minister, who saw them as economically unten-
able. Spaulding quotes Hitler as telling Schacht that concessions were needed to
avoid damage to “our present relations with Poland,” which “have become an
important factor in our foreign policy as a whole.” He also quotes the German
ambassador in Warsaw, Helmuth Moltke, as saying that it was vital to “bring
[the new government] to a positive attitude toward Germany by the conclusion
of an economic treaty.”*
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In ensuing years, German economic generosity continued—and it contin-
ued to serve Berlin’s goal of promoting détente with Warsaw despite Germany’s
increasingly threatening actions. In spring 1936, Germany agreed to a generous
settlement of the controversial issue of payments for railroad service through
the "Polish corridor." Berlin paid 1.8 million RM in May 1936 and 1.5 million
RM monthly thereafter.”” This not only benefited Poland economically; it also
implied recognition of Poland's right to control the corridor, an important con-
cession. With the transit payments, Poland was essentially guaranteed a steady
overall surplus in the bilateral balance of payments—a huge benefit in the 1930s,
when countries competed fiercely to secure foreign currency. In economic terms,
these concessions were unnecessary; yet political considerations prevailed. At
the same time, in the Rhineland crisis of spring 1936, Poland—Iike Britain and
France—failed to take a strong stance. As one historian puts it, Poland at the
time played into Germany’s hands as it “gambled on a double-track policy, both
to reassure [France] and to follow a policy of aloof but effective cooperation
with Germany.”%

In 1937 the Trade Treaty was renewed for two years, again on generous
terms. The political détente continued; Hitler was able to induce the Poles to
sign a bilateral treaty on minority rights on November 5, 1937, a treaty which
had long eluded the Weimar regime.” The accord specified that the minority
was to be protected from pressure to assimilate and given the right to use the
German language in the press, religious institutions, schools, and political orga-
nizations.'” Hitler received representatives of the Polish minority in Germany
in friendly fashion at his Chancellery. In July 1938, Germany and Poland even
signed a schoolbook accord, designed to ensure that each country's history would
be presented fairly to future generations.!”! Meanwhile, in March 1938 Poland
recognized the German takeover of Austria, reacting more favorably than many
neutral countries such as the United States. For example, Poland withdrew all
diplomats from Vienna, while some other states insisted on keeping their embassy
buildings as consulates. Poland also quickly agreed, in July 1938, to amend the
trade treaty with Germany to include former Austrian lands.

Finally, at the time of the infamous Munich conference on Czechoslovakia,
the Germans made one more important positive economic gesture to Poland:
they signed an agreement, on September 30, 1938, to give Warsaw 120 million
zk. in credits to buy German goods.'” This was the only such large government
credit offered in the entire interwar period. When the British and French signed
away the Czech Sudetenland, Poland failed to protest this injustice. In fact, two
days after the credit agreement Warsaw’s troops occupied the Polish-populated
Teschen region of Czechoslovakia.
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In all, it seems clear that Hitler's softer trade posture was more successful
in helping to meet Germany's goals than the Weimar Republic's trade denial
strategy. Berlin secured a bilateral treaty on minority rights, a trade agreement,
a non-aggression pact, and an overall improvement in political ties and toler-
ance of Hitler’s increasingly muscular foreign policy. Needless to say, however,
Hitler's overall strategy was not nearly as “soft” as his economic actions seemed
to indicate. Far from being aimed at real bilateral reconciliation, Hitler's economic
incentives were intended as a prelude to conquest. The hope was to induce Poland
to fall into a fatal dependence, after which it would either be invaded outright or
at best survive as a vassal ally of the Reich, giving up land in the west in return
for sharing in conquests further east.

The Poles were certainly not fools, however. Marshal Pitsudski was wise
enough to regard the détente with Germany as “a temporary pause, after which
we must be ready to defend ourselves.”'” The construction of the Central Indus-
trial Area by his successors in 1936-1939 shows that war preparations were not
completely neglected. Moreover, Poland’s alternatives were difficult. Standing
up to Germany alone was almost impossible, and allies were scarce: the Western
powers also were lulled into a policy of appeasement, and the USSR had its own
aggressive designs.'” Still, it is striking how patient Warsaw remained in the
face of increasing German threats—until at last, in late 1938 and early 1939, the
danger became unbearably obvious. It was not until October 1938, when Germany
stunned the Poles by presenting a series of demands for territorial revisions and
other concessions, that Poland realized the moment of truth was at hand.'” Yet
even then, Warsaw did not openly reject Germany’s demands until March 26,
1939, after the Nazis swallowed the remainder of the Czech lands and set up
a puppet Slovak government. As Borodziej notes, as late as March 15 a Polish
government newspaper headlined the creation of the new Slovak “state” with
the optimistic words, “Long Live the Independent Slovakia!”!% Germany’s false
détente policy, including an important element of positive economic linkage,
should be given some credit for Warsaw’s hesitant reaction.

Why did Germany's economic incentives have this effect? Several reasons
can be cited, which are inherent to the nature of positive linkage, as discussed at
the start of this study. First, such linkage helps to deepen the target state's eco-
nomic dependency. Germany's willingness to buy uncompetitive Polish goods
and to provide loans—especially during the Great Depression—was of great
value to the Poles. Second, economic aid tends to build trust in the target state. It
was difficult for Poland to believe that Germany really had aggressive intentions
when it was treating Poland generously on economic matters, seeming to show
both friendship and long-term thinking. Why sign multiyear trade pacts if one
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might invade within months? Third, German aid helped to bolster the influence
ofrelatively pro-German leaders in Poland, notably Foreign Minister Jozef Beck,
against rivals who called for a more strongly anti-German approach.!?’

Poland was not alone: as Hirschman shows, the states of the Balkan region
were affected even more severely by German economic linkage.! The economic
dependence of Bulgaria, Romania, Yugoslavia, and Hungary was so high that
it played a role in inducing them to ally outright with Hitler (albeit briefly in
Yugoslavia's case). And of course in 1941 Stalin also was misled in his hopes
that a non-aggression agreement and close economic links meant that a German
attack was unlikely.'®”

The Polish Response to Economic Linkage

Clearly, then, Germany’s actions in the interwar years showed that it was
well aware of the potential power of economic linkage. Poland’s actions at the
time further confirm this fact. The Polish government knew that it was vulner-
able to linkage in such areas as investment, trade, landownership, and the role of
Danzig. As this section will show, it thus worked hard to try to minimize each area
of dependence, investing large amounts of money and administrative effort and
often incurring the disapproval of Berlin and the League of Nations.'' Warsaw
would not have made these efforts unless it knew that economic linkage was a
potentially powerful weapon.

Despite Poland’s desperate need for capital, government policies encour-
aged the departure of German investment. Health and safety regulations were
selectively enforced against German firms. Contracts for government work
were generally awarded only to Polish-owned companies, as were licenses to
import machinery or raw materials needed by businesses.''! Government officials
sometimes interfered with personnel decisions in German firms, demanding that
more Polish workers and managers be hired. In an article on the Giesche Min-
ing Company, Daniel Stone showed in detail how the company was sold to U.S.
investors, who then faced intense pressure to “Polonize” the work force. The firm
was also pressured to ensure that any new equipment or construction purchases
were made within Poland.!? In several instances Polish authorities presented
German-owned companies with questionable bills for back taxes, in amounts
so large that the owners had no choice but to liquidate the company. This was
the method used to deal with the Pless company, the largest German-owned coal
and steel firm in Upper Silesia. While the German owner remained nominally in
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charge, he had to sell off many holdings and install a Polish manager, who fired
most of the firm's ethnic German workers.'"

Of course, Poland had good reason for its hostile attitude toward German
capital; after all, as noted above, most German owners favored their government’s
efforts to pressure Poland economically, hoping even to force changes in the
Polish-German border. Yet efforts to reduce the role of German capital were not
without costs. Partly as a result of efforts to restrict German ownership, Poland
suffered throughout the interwar period from a shortage of foreign capital. The
lack of German investment could only be partially compensated for by other
countries. The United States and France were fairly active investment partners,
but geographic and other considerations (for example, compatibility with existing
German-made machinery in many Polish factories) could have made Germany a
more logical partner in the strictly economic sense. In all, by striving to reduce
the role of German capital, Poland lessened its vulnerability to economic link-
age. Yet it also weakened its overall economic position. As E. Garrison Walters
notes, "the net result was to maintain Polish economic sovereignty, but also to
keep the economy relatively anemic."!'

In addition to the negative economic consequences, Poland's efforts to
eliminate the role of German capital also had negative political results. While it
was true that German owners were suspicious of the Polish state, more positive
treatment could have won some allies in this group. As Richard Blanke notes,
initially some German capitalists "saw economic opportunities in [joining] a
large but economically underdeveloped state, a tempting market for the mostly
German businesses of [formerly] Prussian Poland."“5 To the German industrial-
ists of Upper Silesia, for example, Poland was in many ways a logical economic
partner.''® Poland needed the region’s coal and steel much more than Germany,
which could rely on the Ruhr and other industrial areas. And Upper Silesia was
adjacent to Poland and far from most of Germany’s population centers. Yet
because of political barriers on both sides of the border, this economic logic
was largely ignored. Finally, Poland's restrictive actions against German-owned
corporations were publicized extensively in Germany, which only deepened the
desire of both political leaders and average citizens to put pressure on—and
perhaps even eliminate—the Polish state.

In the area of landownership, too, Poland tried to minimize its dependence
on Germany. Poland passed a law in 1920 which generally prohibited foreigners
from buying land. Its main purpose was to discourage Germans from investing
in or settling in the country. Surprisingly, this law still influences land sales in
present-day Poland, despite the numerous changes in regime which have taken
place since that time. Foreigners are allowed to buy land only if an application
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is submitted to the Polish Ministry of the Interior. Applications are now gener-
ally granted for commercial investors, even for German corporations, but are
still denied to Germans who seek to buy land or homes for private use. This
restriction was a major bone of contention in Poland’s negotiations to enter the
European Union in 2004.!"”

Many other restrictions were put in place in order to reduce landownership
by the German minority among Poland’s own citizens. For example, land reform
laws were applied selectively, with Germans in western Poland being told their
farms would be broken up, while Poles were allowed to keep large estates in the
east (areas in which they were the landowners in a sea of poor Ukrainian and
Belorussian peasants).''® Warsaw also attempted to squeeze out many Germans
whose land titles originated from prewar Prussian efforts to “Germanize” the areas
around Poznan and the Polish corridor. Some Germans were farming Prussian
state lands under long-term leases—and Prussian lands now became property of
the Polish state. Other farmers had obtained title to their lands from Prussia just
before the Polish takeover, and Poland sought to invalidate these grants.

As noted above, German-Polish trade fell drastically during the so-called
tariff war, which lasted from 1925 to 1934. For Warsaw, this had the positive
effect of greatly reducing the country’s dependence on German trade. Yet, as
with German investment and landownership, reduced dependency had a cost.
First, by reducing its natural complementary trade ties to Germany, Poland was
hurting its own smaller, weaker economy more than Germany's. Furthermore,
reducing the ties decreased their already limited importance to the Germans. In
the early 1920s Germany sent almost 5 percent of its exports to Poland; by the
late 1930s that figure had fallen precipitously, bottoming out at only 1.3 percent
in the mid-1930s."” With Poland becoming ever less important to Germany
economically, few German firms would step forward to argue against politically
motivated trade embargoes by Berlin. Poland's weak economic position meant
that efforts to reduce its trade dependence could even have an effect on the
overall political stability of the country. Walters, for example, goes so far as to
blame the 1926 military coup which ended Poland's fragile democratic system
on the economic disruptions caused by the tariff war with Germany, which had
begun the year before.'?’

One final example of Poland’s attempts to challenge German economic
dominance is the construction of a new port at Gdynia, where the so-called Pol-
ish Corridor met the Baltic coast. Polish statistics of the time proudly trace the
growth of this port, noting exactly how much of each export/import category
was shipped through Gdynia and Danzig. By 1938, 46.1 percent of Polish trade
was flowing through Gdynia and only 31.6 percent through Danzig, whereas
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in 1930 Gdynia had handled only 14.6 percent.'?! The investments required to
build an entirely new port from scratch were considerable, especially for a na-
tion in which fully two-thirds of the population still worked on the land. Adding
to these costs, Poland was forced to build a special railroad to Gdynia to carry
such goods as Silesian coal (the so-called Kohlenmagistrale).

In this, as in the other economic areas discussed above, Poland faced a
difficult dilemma. By favoring Gdynia as a trading port Poland began to harm
Danzig economically, raising German-Polish tensions and driving the people of
Danzig closer to Germany for protection.'** Like the German industrialists in
Silesia, the citizens of Danzig were suspicious of the new Polish state but were
not uniformly hostile, and some might have been won over by a more generous
Polish economic policy. In setting up the Free City arrangement, the Allies con-
fidently expected that “the commercial advantages of cooperation with Poland
will soon do their work.”'?® As Elizabeth Clark notes, the German government
was very much afraid of this possibility.!** And with good reason; as her study
shows, in the late 1920s a center-left coalition government took power in Danzig
which was friendly to Poland. It was backed by business leaders who hoped to
profit from the Polish trade and by the Social Democrats, who hoped to increase
the number of jobs in the dock trades, their major base of support. In the end,
though, Poland's policy of diverting trade to Gdynia conspired with the effects
of the Depression to help drive this coalition from power, ensuring the return of
a German nationalist government in Danzig. Carl Tighe sums up the situation as
follows: "As the Danzigers saw it, Gdynia was just a very expensive way of ruin-
ing them; it proved just how hard-hearted and merciless the Poles could be, and
that feeling helped to foster the growth of the Nazi Party in the Free City."!*

Like the restrictions on German capital, trade, and landownership, Poland’s
effort to cut its dependence on Danzig was based on well-founded fears of Ger-
man economic linkage. Yet as in the other areas outlined here, Poland’s efforts
to evade German linkage were at best partly successful. First, they further an-
tagonized Berlin and became themselves a key bone of contention between the
two countries, as the Germans sought to preserve their economic role in Poland.
This is another example of the negative spillover effect already noted: limiting
economic ties angers the country targeted. Second, as we have seen in all the
areas mentioned, Poland’s efforts were extremely costly, and due to its weak
economy Poland could not carry them out fully. Third, both geographic proximity
and the natural compatibility of their economies worked against Poland’s efforts
to cut ties to Germany. In contrast, as authors such as Neil Pease have shown,
other potential partners, such as Britain and the United States, did not have such
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strong natural ties to Poland.!* In the end, Warsaw’s desperate efforts to escape
German linkage only confirm how powerful this linkage was.

Conclusion

In sum, as the preceding discussion makes clear, Poland remained economi-
cally dependent on Germany throughout the interwar period. In each area of the
two states' bilateral ties—trade, investment, transport links, and so on—Poland
needed Germany more than Germany needed it. Yet how could Germany effec-
tively use this advantage to win important political concessions from Poland?
Berlin found in the end that positive economic linkage (economic concessions)
was more effective than negative linkage (economic threats). A summary of the
cases discussed in this study makes this clear.

Germany had success with positive linkage on three occasions. In 1919,
Berlin negotiated a trade treaty with the Poles and won Warsaw’s agreement to
keep German administrators in western Poland and limit liquidations of Ger-
man property. In 1929, the Liquidation Treaty spared many such properties from
confiscation in return for economic aid. Finally, in 1933 Germany switched to
a more consistent policy of positive linkage, and the Nazis were able to create
a temporary détente with Poland. This allowed Germany to win concessions
both on bilateral issues, such as minority rights, and on broader foreign policy
issues—helping to persuade Poland to remain quiet in the face of increasing
German strength.

All these cases clearly show the advantages of positive linkage as outlined
above. German aid began to build trust in Poland, trust which spilled over to
political aspects of the countries’ bilateral relationship (positive spillover ef-
fect). At the same time, it encouraged Poland to rely on Germany economically,
building a material basis for continued linkage. Unfortunately, such interludes
in the Weimar period were brief; only the Hitler regime used positive linkage
for a longer period, and it did so for cynical ends.

In contrast, all three cases of negative linkage were unsuccessful. From 1920
to 1922 an economic embargo was employed, hitting Poland hard as it fought for
its survival against Soviet Russia. In 1925 a tariff war began, and Germany also
worked to deny Poland international loans. By 1930, with the Reichstag’s failure
to ratify the Trade Treaty, it was clear that another case of negative linkage had
begun, which helped to sharply increase tensions between the two countries. In
each of these cases, Berlin hoped that economic pressure would force Poland to
meet German political objectives, including granting rights to the German mi-
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nority and even agreeing to border revisions. Yet, as the would lead us to expect,
negative sanctions drove Warsaw to dig in its heels. Sanctions only deepened
Poland’s distrust and hatred of the Germans and made concessions on political
issues less likely. They also encouraged Warsaw’s efforts to lessen its economic
dependence on Germany.

In the end, then, this study has important implications for both the study of
German-Polish relations and international relations in general. Positive linkage
seems to be effective, even in a “hard case” like interwar German-Polish ties. We
would thus expect that it could be effective in many other areas of international
relations, perhaps even in modern-day situations where bilateral ties are hostile
and the issues involved are explosive. For example, can the United States today
use economic incentives to induce states such as Libya, Iran, and North Korea
to renounce weapons of mass destruction? A number of authors have argued that
this method can be effective.'”’

Sadly, this study also shows that for all their potential, positive economic
ties can be misused. It was the predatory Hitler regime that made the most con-
sistent and effective use of positive linkage. When Poland reached out to take up
what seemed to be a German hand of friendship, it soon found itself in terrible
danger. In the end, it was not until well after the debacle of the Second World
War that Germany began to learn to use positive economic linkage in a truly
positive fashion, as Chancellor Willy Brandt showed in his “new Ostpolitik” of
the late 1960s. This marked the beginning of a gradual process of reconciliation
which deepened after 1989, when Germany aided the new postcommunist Polish
state with economic aid and help in entering the European Union.'?® This more
friendly policy now seems to have the potential to begin to heal the wounds of
the past.
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