
A C e n t u r y  o f  I n t e r n a t i o n a l  T r a d e  P o l i c y
1840-1940

During the one hundred years spanned by the 
period 1840-1940 the weight of world opinion con
cerning international trade swung repeatedly from 
free trade to protectionism and back again. In the 
middle of the last century broad internationalism 
was widely evident in the commercial policies of 
many governments. Led by Great Britain, a number 
of countries substantially lowered their trade barriers 
and reduced discriminatory practices. The seventies, 
however, saw a reversal towards more protection. 
Unfavorable economic conditions, increasing in
dustrialization and an emerging political nationalism 
all contributed to this shift in policy. After a 
moderate swing back toward freer trade around the 
turn of the century, the first W orld War considerably 
reduced the volume of international trade, as it led 
to many increases in direct and indirect controls. 
During the 1920’s, sporadic efforts were made to re
turn to prewar conditions. The crisis of 1929 and 
the prolonged depression of the thirties not only off
set what had been achieved in this direction, but 
also induced many nations to impose the most ex
tensive trade barriers ever.

The U. S. raised a formidable tariff wall with the 
Smoot-Hawley Act of 1930, but almost immediately 
began to take steps to mitigate the impact of the 
measure. The Trade Agreements Act of 1934 au
thorized the President to negotiate with individual 
countries on reductions of as much as 50% in 
existing duties.

This article will discuss in broad outline the com
mercial policy of the leading trading nations in the 
period between 1840 and 1940.

1840-1870: An Era of Free Trade During these 
decades free trade philosophy made considerable 
headway. The theories of such “ classical” eco
nomists as Adam Smith, David Ricardo, and John 
Stuart Mill induced many governments to strive 
towards liberalization of their international trade. 
Tariff walls were gradually lowered, the lists of 
dutiable items were shortened and many kinds of 
discriminatory practices were abolished.

Great Britain, the world’s leading trading nation

of those days, set the tone in this process. In 1846 
Britain opened its markets to agricultural imports by 
repealing the Corn Laws that had long brought pro
tection to this sector. Three years later West
minster abrogated the Act of Navigation that, for 
almost two centuries, had protected the British 
carrying trade. Most important for the liberaliza
tion movement was, however, the negotiation in 1860 
of the Cobden-Chevalier trade treaty between Great 
Britain and France. The unconditional most favored 
nation clause contained in that treaty, later on copied 
by many other countries for their trade agreements, 
set off a chain reaction that let to a decade of un
precedented free trade.

A  distinction should be made here between the 
conditional and the unconditional variant of the most 
favored nation clause (respectively c.m.f.n. and
u.m.f.n.). In the latter case partners in a trade 
agreement pledge automatically to extend to each 
other the more favorable terms of any new agreement 
that either may enter with a third party. Suppose, 
for example, the U. S. has a standing agreement 
with France to levy a 5% import duty on French 
wine and the U. S. thereafter negotiates a new agree
ment with Italy levying a 4%  tariff on Italian wine. 
France can then automatically claim the same treat
ment for its product. Under the conditional form, 
however, France does not automatically get the new 
4%  tariff. It will only obtain such treatment if it 
can give the U. S. an equivalent concession. The 
inherent difficulty of this system is, of course, how 
to determine what can be accepted as an “ equivalent” 
compensation.

Following the 1860 Cobden-Chevalier treaty most 
European nations inserted the u.m.f.n. clause in their 
trade agreements. The U. S., however, continued 
to apply the conditional variant. In fact, it was 
this country which, at the conclusion of its first 
commercial treaty in 1778 introduced this form of 
the clause in international trade relations. The ex
planation of this position may be found in the specific 
trade circumstances at the time of the founding of 
the nation. In those days tariffs tended in general
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to be low and of minor importance, but most Euro
pean states applied a variety of discriminatory regula
tions in their commercial policies. U. S. commerce 
and shipping tended to be either excluded altogether 
or discriminated against. The use of the con
ditional form of the clause gave the new nation a 
strong bargaining position from which it could at
tempt to improve its position. A  more favorable 
treatment of a certain foreign product in the U.S. 
was not given automatically, but was made con
ditional upon elimination of discriminatory rules ap
plied by that country.

The continued use of the conditional form by the 
U. S. after 1860 was a serious irritant to its trading 
partners. These countries had gradually abolished 
their discriminatory regulations and could offer the 
U. S. little as an “ equivalent” concession. A  situation 
arose in which the U. S. could automatically claim 
“ most favored nation” treatment for its products, but 
in turn would refuse to automatically grant it. In 
due time European nations reacted by discriminating 
against the U. S. Nevertheless, this country con
tinued to apply the conditional form till 1923.

Another source of irritation abroad was the con- 
paratively high level of tariffs maintained by the 
U. S. The Morrill Tariff Act of 1861 had raised 
duties about 150%. During the W ar Between the 
States financial considerations spurred additional in
creases in tariffs as well as a curtailment of the list 
of non-dutiable goods. After 1865 the dominant 
protectionist interest kept the U. S. on this course.

1870-1914 In the 1870’s and 1880’s the scene 
gradually changed as an increasing number of Euro
pean countries turned protectionist. Only Great 
Britain and the Netherlands, both of whom had large 
interests in world trade, remained true to the free 
trade ideology. Various reasons can be pointed out 
for the shift to protectionism. A  severe depression 
in the agricultural sector hit hard at the basis of 
most European economies. Besides, improved in
ternational transport facilities had raised the volume 
of world trade, particularly in industrial products. 
The resulting increase in international competition 
had made the differences in industrial development 
among the various nations painfully clear.

In 1879 Germany raised her duties on a variety 
of products and in the series of new trade treaties 
that were concluded in the early nineties a less liberal 
tone was noticeable.

In France many commercial agreements that were 
revised in the eighties manifested a more protec
tionist trend, too. In 1892 a system of maximum 
and minimum duties was introduced that was to 
stand till the first W orld War. The maximum 
rates could not be increased, but where agricultural 
products were concerned they could not be lowered 
either. The minimum rate could be conceded in 
special treaties in return for equivalent concessions 
from trading partners.

Following the W ar Between the States the tariff 
question again became a major political issue in 
the U. S. Frequently a change in the political party 
in office would cause a change in duties, too. In the 
long run, however, tariffs in this period tended to 
rise and the free list tended to be curtailed. During 
the first postwar decade the tariff system underwent 
several revisions. Import duties on revenue articles 
were abolished, while those that protected domestic 
industries were maintained or increased. In 1890 
the McKinley Tariff Act raised rates on many 
articles while at the same time adding a large number 
of agricultural staples to the list of dutiable items. 
Reductions enacted into law in 1894 brought only 
a temporary reversal. Three years later, the Dingley 
Act reimposed many tariffs, often at an even higher 
level. These lasted till 1913 when the Underwood 
Tariff Act introduced major reductions, the first in 
half a century. Many raw materials were now put 
on the free list and protectionist duties on semi- or 
wholly-manufactured goods were markedly decreased, 
sometimes from highs of 100% or 150% to 35%. 
Besides, many complicated tariff rules were abolished. 
Even so, the influence of the new law was never very 
profound, as the outbreak of the first World War 
frustrated its application.

Throughout this period the U. S. maintained its 
strong negotiating position through use of the 
c.m.f.n. clause. The McKinley Act consolidated this 
position by introducing the concept of “ penalty 
duties.”  The President was authorized to impose 
such duties whenever he felt that countries that ex
ported a certain commodity to the U. S. levied duties 
on U. S. goods that were “ reciprocally unequal and 
unreasonable.”  The threat that this power could be 
applied quite often paved the way for a more favor
able treatment of U. S. exports. In 1923 this au
thority was abrogated.

1914-1940 The outbreak of the first W orld  W ar 
brought some important changes in international trade
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relations. Governments that so far had exercised 
control over imports only through import duties now 
took more drastic actions. Frequently, exports as 
well as imports would be directly forbidden, while 
duties on many items were raised considerably. As 
a result the volume of international trade fell 
markedly. During the early twenties many of the 
direct controls were again abolished.

In the wake of the outbreak of the war Great 
Britain abandoned its traditional free trade policy. 
At first this change seemed temporary and forced by 
the emergency situation. As the years went by, 
however, it became apparent that protectionism was 
here to stay. In 1915 Britain imposed a duty 011 
imports of luxury goods and in 1921 stiff anti-dump
ing measures were specified to safeguard its industry.

In postwar France the old, highly protective tariff 
regime remained in force. Any liberalization was 
subject to bargaining. In 1920 this situation came to 
an end when the government obtained a free hand to 
fix all duties via negotiation. The result was a very 
complex system of agreements that showed the funda
mental contrast between the two elements of France's 
policy: the idea of bargaining and adherence to the 
unconditional most favored nation clause. The use 
of the clause in an important treaty with Germany 
in 1927 seemed to settle the issue in favor of 
the latter.

The peace treaty of Versailles obliged defeated 
Germany to give most favored nation treatment to 
the Allies. These countries, however, did not have 
to reciprocate. After expiration of this provision 
in 1923, Germany established her own tariff system. 
While basically protectionist for both agricultural 
and industrial goods, lower duties could be obtained 
through negotiations. This regime was maintained 
till the depression of the thirties.

In the postwar U. S., protectionist forces quickly 
gained momentum. New industries that had led a 
sheltered life during the preceding years now faced 
increased imports and asked for support. The 
1920-21 depression and a new nationalism that had 
emerged in reaction to the war strengthened the 
movement. After a change in the party in office 
the 1921 and 1922 tariff acts reversed the liberaliza
tion trend set in by the Underwood Act. Duties on 
a large number of agricultural goods were reimposed 
or increased by substantial amounts. Protection for 
manufactured goods became more extensive than 
ever. The newly created Tariff Commission was 
given certain powers to modify and adjust the tariffs. 
The “ American Selling Price” which was used as a 
basis for customs valuation of certain products

openly aimed at the use of import duties to equalize 
foreign and domestic costs of production.

The general trend towards more trade restrictions 
resulted in various attempts to reverse the movement. 
The 1927 World Economic Conference urged coun
tries to lower their tariffs and recommended multi
lateral action to expand the volume of world trade. 
Unfortunately neither this nor other similar con
ferences achieved major successes.

Yet, the crisis of 1929 and the following depres
sion manifested the need for concerted international 
action even more. The 1930 Smoot-Hawley Act, 
which raised U. S. tariffs to all-time highs, resulted 
in a wave of widespread retaliation abroad which 
brought about even more general trade restrictions. 
Britain’s decision in September 1931 to devalue the 
pound dealt a fatal blow to the existing international 
monetary structure. Within three months fifteen 
nations had followed the example. This led to an 
atmosphere of uncertainty about the value of cur
rencies which again hampered international trade.

In reaction to depressed economic conditions most 
governments stepped up their intervention in foreign 
trade. Soon a number of nations used quotas, ex
change controls and export premiums besides the 
traditional import duties. Although many warned 
against such “ beggar my neighbor” policies, no means 
for taking collective action against the deteriorating 
situation was found. The volume of international 
trade shrank further when nations adopted the policy 
of maintaining a balance of trade with each partner 
rather than an overall balance with all partners. 
Inevitably the flow of goods tended in each case to 
drop to the level of the weakest partner. By and 
large, governments persisted in fighting the inter
national depression with policies aimed at national 
recovery. As regards the second half of the thirties 
this attitude can partly be attributed to the mount
ing political uncertainty 011 the European Continent.

During the same period, the U. S. followed a dif
ferent course. The 1934 Trade Agreements Act 
authorized the President to negotiate with individual 
countries on a decrease in duties of as much as 50%. 
By incorporation of the unconditional most favored 
nation clause maximum cooperation could be reached. 
The clause, moreover, was to apply to tariffs as well 
as to quotas and exchange controls. During the first 
decade of the program, agreements were signed with 
28 different countries. For almost half of the goods 
subject to the agreements, duties were cut by the 
maximum 50%. In 1945 and 1955 the President 
was given similar powers.

Jan H. W . Beunderman
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