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CHAPTER 1

Introduction

Jobm Fisher, Effie Pedalin, and Richard Smith

On the eve of his departure from office in July 2016, Prime Minister
David Cameron declared that the Foreign and Commonwealth Office
(FCO) was now much more commercially minded than it was when he
came to power.! ‘Six years ago’, he said, ‘I gave some very clear instruc-
tions to the Foreign and Commonwealth Office. To our diplomats and
our staff overseas I said: you are also our trade envoys. To our embas-
sies and high commissions I said: you are the shop windows for Britain.”
Back in 2010 the British Government declared that it intended to lead the
country out of recession through an export led recovery, with British for-
eign policy becoming more commercially focused and British diplomats
playing a role in facilitating this export drive.?* One of the FCO’s three for-
eign policy priorities, along with safeguarding the UK’s national security
and supporting British nationals abroad, was to build the UK’s prosperity
by increasing exports and investment, opening markets, ensuring access

J. Fisher (24)
University of the West of England, Bristol, UK

E. Pedaliu
London School of Economics, London, UK

R. Smith
Foreign and Commonwealth Office, London, UK

© The Author(s) 2016 1
J. Fisher et al. (eds), The Foreign Office, Commerce

and British Foreign Policy in the Twentieth Century,
DOI10.1057,/978-1-137-46581-8_1



2 J.FISHER ET AL.

to resources and promoting sustainable global growth.* Many diplomats
would say that it was ever thus; that every government invents commercial
work when it comes into office. Diplomats have always had an important
role in creating markets, both by removing barriers to trade and develop-
ing the international rules-based economic system, and also by support-
ing UK firms through the provision of commercial intelligence. But the
target to effectively double the value of the UK’s exports by 2020—to
£1 trillion—revealed a scale of ambition not seen since the 1960s and
1970s when worsening balance of payment figures made exports a politi-
cal priority and a number of high-profile inquiries—Plowden, Duncan and
Berrill—pushed trade promotion up the Foreign Office agenda. The trade
agenda has been elevated even further with the UK’s decision, in a refer-
endum of 23 June 2016, to leave the European Union (EU). Brexit will
bring new opportunities for British trade but also huge challenges, with
new trade agreements needed with other countries to replace those lost
when the UK eventually leaves the EU, and an even greater emphasis is
likely to be placed on government support.

This fresh emphasis on commercial objectives once again brings into
focus the relationship between the Foreign Office and commerce. This vol-
ume looks at aspects of this question as it considers the interface of British
foreign policy and commerce in the twentieth century. The century saw a
change in the attitude of Foreign Secretaries and their staff, at home and
overseas, towards commercial interests; sometimes willingly, often reluc-
tantly. It saw institutional and structural changes in how economic and
commercial work was handled both within the Foreign Office and embas-
sies, and within Whitehall more generally. It saw Britain having to come to
terms with a century of industrial and economic decline, relative or other-
wise. The century also saw trade and commerce becoming an inseparable
element of foreign and security policies, whether dealing with Germany
and Japan during the 1930s or the Soviet bloc during the Cold War.

Governments have always acknowledged the importance of trade and
commerce to Britain. ‘British policy is British trade’ declared Pitt the
Younger.® In a Commons debate on the consular establishment in 1842
Disraeli argued that any distinction between political and commercial
interests ‘was fanciful and arbitrary; incapable of definition, and defying
analysis’.® But the exact limits and nature of assistance rendered by gov-
ernment to British commercial interests overseas are more problematical.
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For much of the nineteenth century the Foreign Office took a nar-
row view of its responsibilities towards British trade and investment.
It believed that its primary function was to secure equal opportunities for
British trade in the markets of the world rather than assisting individual
merchants.” This reluctance to intervene came partly from the prevailing
orthodoxy of the day: the policy of free trade and economic laissez-faire,
which deemed that British merchants should be left to prosper by their
own skill and initiative. It also stemmed from the fact that the aristocratic
diplomatic class had come to consider commercial activity as something
beneath their status. This stigma continued even as recruitment opened
up to the professional middle classes. Postings where the work was seen
as being predominantly commercial in character, rather than political,
such as in Latin America, were viewed less as a stepping-stone in a career
path than a tombstone.® A Commercial Department was established in
the Foreign Office in 1865 but was underpowered in terms of resources
and support and relied heavily on the Board of Trade, the department
responsible for commercial policy, for advice.? In addition, British consuls
also had a principal duty to protect and promote British trading interests
overseas by ‘fair and proper means’, but the consular service was under-
paid and understaffed and its performance varied in different parts of the
world. Furthermore, the range of functions consuls were expected to per-
form grew steadily during the nineteenth century to cover notarial, ship-
ping and state duties.!®

The issue of state support became of increasing concern from the 1870s
when Britain’s early industrial lead began to wane and manufacturers and
traders faced increased competition from other countries. The UK share
of world export of manufactures peaked during that decade at around
46 per cent but this fell to 28 per cent by 1913." Periodic inquiries saw
the diplomatic and consular service face calls for better support to be
made available to the commercial community. The Foreign Office began
appointing commercial attachés in 1880 and by 1914 there were eight of
them, based in Paris, Constantinople, Tokyo, Peking, Frankfurt-on-Main
and three in London (covering Austria-Hungary, Italy and Greece, Russia,
and Spain and Portugal).!? But their duties were broad and their remits
were wide, and they still did not include direct assistance to individual
traders.'* A Royal Commission on the Civil Service reported in 1914 and
recommended reforming the consular service and making better use of
commercial attachés, but these changes were delayed due to the outbreak
of the First World War.'*
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During the war the Foreign Office became intimately involved with
economic issues through the blockade of the Central Powers, first through
the Contraband Department and later the Ministry of Blockade, which
was nominally under the control of the Foreign Office and staffed by its
personnel.’® Tts administrative head was the indefatigable Sir Eyre Crowe,
whose father, Sir Joseph Crowe, had been the first commercial attaché.
The dislocation of British export trade during the war, increased competi-
tion from the USA and fears of a post-war German trade revival meant
that the recovery of trade was a matter of urgency. The issue of com-
mercial intelligence, both its collection abroad and its dissemination at
home, became of paramount importance too. It was obvious to Crowe,
and others, that commercial affairs could no longer be separated from
normal diplomatic work as had been the case before the war.!® However,
the Foreign Office and the Board of Trade clashed over whether the pro-
motion of commercial interests overseas was part of foreign or commercial
policy. The Board of Trade suggested that the consular service and the
commercial functions of embassies and legations should be transferred to
them, prompting the Foreign Secretary to write to the President of the
Board of Trade that the Foreign Office should not be abolished without
a hearing.!'” Businessmen feared that commercial issues would be too iso-
lated from political concerns if the work was concentrated in the Board
of Trade and thought the Foreign Office was best suited to dealing with
commercial questions in foreign countries, if the commercial side of the
Foreign Office could be developed along more efficient lines.!®

In 1917 a committee was appointed to investigate the problem, but the
committee split over the question of collating and distributing commercial
intelligence. Some of its members wanted the function to be transferred
to the Foreign Office on the basis that it was in the national interest that
those in charge of foreign affairs were kept in close and constant touch
with commercial requirements. Others argued for the status quo, believ-
ing that closer co-operation between both departments could overcome
the problems of dual control.? Yet it was this dual system that the business
community saw as the worst feature of the old system and the underly-
ing cause of nearly all the inefficiency and the lack of energy they com-
plained of?* A compromise solution was adopted with the creation of a
Department for Overseas Trade (DoT), jointly controlled by the Foreign
Office and the Board of Trade, with the remit to improve the promotion
of British trade abroad and the dissemination of commercial information at
home.?! The Department had an Overseas and a UK Division. The former
was subdivided geographically and responsible for administering overseas
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services and collating economic and commercial information received;
whilst the latter analysed reports from abroad from the point of view of
benefiting industries at home. However, instead of unifying and simplify-
ing commercial procedure all three departments simply overlapped.?

Due to the unsettled state of affairs a committee was appointed in 1919,
headed by Lord Cave, to determine the future of the system. The commit-
tee heard evidence from Sir Auckland Geddes, the President of the Board
of Trade, who advocated the creation of a new ‘Ministry of Commerce’
combining both the DoT and the Consular Department with the Board
of Trade. Sir Eyre Crowe, who returned from the Peace Conference in
Paris specially to give evidence, recommended that the DoT be transferred
to the Foreign Office, thus combining foreign trade with foreign policy.
Representatives from the Chambers of Commerce and the Federation of
British Industries (FBI) expressed the view that separating commercial
from political work would be disastrous. Due to its prestige abroad the
best policy would be for the Foreign Office to be ‘commercialized” and to
take control of foreign commercial policy. However, the Cave Committee
merely confirmed the status quo and recommended that the present sys-
tem of dual control continue but that a standing committee should be
established to facilitate discussion between all three departments. The
consular and commercial departments of the Foreign Office should be
transferred to the DoT along with the commercial diplomatic service (cre-
ated in 1918 to replace the commercial attaché service).??

Despite the best of intentions, the post-war reforms served to increase
the separation between trade and foreign policy. The Foreign Office
became increasingly estranged from commercial work. The DoT now
oversaw the commercial diplomatic service (CDS), which operated in for-
eign countries, and the trade commission service (which had operated in
Dominion countries from 1908) although their instructions were issued
in the name of the Foreign Secretary and the President of the Board of
Trade respectively. Officers in the CDS were recruited from the consular
service or business and were attached to British missions. Officers held
titles corresponding to those in the Diplomatic Service—commercial
counsellors and secretaries—but were described as being ‘of” rather than
‘in’ the Diplomatic Service,?* reinforcing the impression that trade was
on a separate, lower level to political issues. The CDS took responsibility
for commercial matters from their colleagues in the Diplomatic Service.
To a number of officials in the newly amalgamated Foreign Office and
Diplomatic Service this was unfortunate. Years of dealing with blockade
issues had seen the Foreign Office work in a ‘sympathetic cooperation
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with the responsible managers of overseas trade’ and economic work had
proved a ‘satistying field of activity and a more tangible touch with reali-
ties and personalities’ than the old diplomacy.?® Some diplomats jumped
ship to continue in this type of work. The first director of the FBI was
Roland Nugent, who had worked in the Foreign Trade Department of
the Foreign Office. The Overseas department of the FBI was headed by
Guy Locock, a career diplomat whose last post had been at the DoT. But
there were many others to whom it came as a relief and who were content
to return to the conduct of ‘old’ diplomacy. As diplomat Harold Nicolson
put it, the new commercial service allowed diplomats to rid themselves ‘of
an embarrassing, and sometimes uncongenial, task to which they knew
themselves unfitted’.?®

Having lost out to the Board of Trade/DoT over commercial diplo-
macy the Foreign Office also faced competition from an assertive Treasury
in the field of financial diplomacy.?” When the Foreign Office tried to show
an interest they were rebuffed. In 1929 the Foreign Secretary submitted a
paper to Cabinet on the subject of foreign trade and finance which ques-
tioned the City of London’s policy of making foreign loans without regard
to the interests of foreign trade. However, circulation of the memoran-
dum was stopped, at the insistence of the Treasury, who clearly felt this
was an encroachment by amateurs on their policy area.?® This sentiment
went both ways and in the Far East it led to an uncomfortable scenario
where attempts by the Foreign Office to maintain equidistance between
Japan and China were undermined by the Treasury, which was convinced
of the need and practicability of securing a rapprochement with Japan. In
1934 the formation of an economic relations section within the Foreign
Office reflected its growing need for a firmer grasp on economic issues
after having been sidelined from dealing with issues such as war debts,
reparations and the gold standard. Victor Wellesley had first called for the
establishment of a politico-economic intelligence department in 1931 so
that the Foreign Office might better appreciate economic developments
on the conduct of foreign affairs. Despite resistance from the Treasury, as
previously noted, an economic relations section was established and heads
of missions were instructed to increase liaison between their commercial
and political staffs and to make renewed efforts to mix with business and
financial circles. The resulting intelligence was to be written up in periodic
‘E’ dispatches and processed by political departments.?

By 1936, a process of amalgamating the General, Levant and Far
Eastern branches of the Consular Service had been completed. But the
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Foreign Office remained resistant to amalgamating consular with diplo-
matic services, and it rejected calls for more regular promotion from the
Consular to the Diplomatic Service. Austen Chamberlain commented in
1925 ‘that the functions of the two services are in many respects quite
dissimilar’.?® A general indifference to consular services remained in the
Foreign Office and underlying snobberies died hard.3! However, the
Second World War spurred changes which saw the end of the DoT and
the reuniting of commercial and diplomatic work. A White Paper of 1943
saw the commercial diplomatic service and the consular and diplomatic
services amalgamate into one Foreign Service. All future entrants would
receive training in economic and commercial affairs as well as languages
and history. Every officer would serve in consular, commercial, and dip-
lomatic posts, as well as the Foreign Office, and would have the oppor-
tunity to rise to the highest grades.®> In a statement in the Commons,
Foreign Office Minister Richard Law noted that: ‘The day has quite
clearly gone forever when the diplomat can concern himself solely with
those fascinating questions of high policy and leave the bread and but-
ter questions of economics to more vulgar minds.”*® The Board of Trade
absorbed the rump of the DoT in 1946 and retained responsibility for
the trade commission service operating in Commonwealth countries. This
state of affairs continued until 1965 when a new diplomatic service was
formed comprising the Foreign Service, the Commonwealth Service and
the Trade Commissioner Service.

By the mid-1950s it was estimated that a third of Foreign Office work
was preponderantly economic, commercial or financial in character. The
Foreign Service was described as ‘the front line of the Board of Trade in
foreign lands’ for the purposes of both ‘economic study on the spot and
active negotiation’.** In London an Economic Relations Department in
the Foreign Office dealt with general economic questions. Foreign Service
officers were told that the help they were being called upon to give to eco-
nomic and commercial interests abroad was ‘a vital national service’. On
the economic side they were expected to report on trade and economic
trends, cultivate contacts with foreign government officials, and engage in
inter-governmental negotiations on financial, economic and commercial
matters. On the trade side they had to give prompt, practical and efficient
service to British exporters—namely by putting importers in touch with
British exporters; by assisting exporters to assess market possibilities, to
find reliable agents and to comply with local regulations; and to protect
them against discrimination and bureaucratic delays.
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By the 1960s greater competition in traditional markets and declin-
ing competitiveness, coupled with the decline in ‘invisible’ income (due
the loss of international investments during the Second World War),
brought recurrent balance of payment problems. When the Plowden
Committee looked into British representation services overseas in the
early 1960s, they were clear that trade work required the greatest empha-
sis. ‘Economic and commercial work has now assumed a position of fun-
damental importance,’ the report stated: ‘It must be regarded as a first
charge on the resources of the overseas Services.”®®> Commercial work,
they thought, should attract ‘the brightest and the best’ and all future
ambassadors and high commissioners should have served in a commer-
cial capacity and have first-hand knowledge of export promotion and
what it entailed.3¢

The Plowden Committee made an explicit link between an indepen-
dent foreign policy and a strong economy, and the FCO paid renewed
attention to international economic and industrial questions. Members
of the Diplomatic Service were seconded to industry, the City, the
Treasury and the Bank of England. The Foreign Office was also repre-
sented, along with the Board of Trade, on the British National Export
Council set up in 1964.*” George Brown, one of the more economically
minded Foreign Secretaries (1966-8), complained that the Foreign Office
needed an economic department which could stand up to and argue with
other economic departments of government on equal terms.*® A number
of functional departments were established dealing with trade relations,
export promotion, oil, finance, energy and technology to build expertise
in these areas. The FCO also acquired a team of economists following
the merger with the Commonwealth Office.®® At the end of the 1960s,
the Duncan Committee restated Plowden’s message that Britain’s pres-
ent economic situation meant commercial work was ‘the most urgent
task of our overseas representatives’.*® It was suggested that after the
maintenance of peace and security the FCO should give precedence to
commercial objectives in the day-to-day conduct of relations with other
countries. Other aims could not be pursued satisfactorily if the balance of
payments problem was not rectified. The Committee recognized that the
leading role naturally lay with industry, but stressed that official services
had a part to play in increasing Britain’s earnings abroad—*the urgency of
the task is beyond question’.*!

In the wake of Plowden and Duncan, state support for British exporters
flourished. By the time the Central Policy Review Staft (CPRS) reviewed
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Britain’s overseas representation in 1977, economic work and export pro-
motion across government (which they considered priority functions)
accounted for 31 per cent of total net expenditure, against 10 per cent for
foreign and defence work.*? Within the FCO the same functions accounted
for 30 per cent of the 1975-6 FCO budget.** The CPRS Report identified
as many as 14 government departments with a hand in commercial policy.
The Board of Trade and successors retained general responsibility for com-
merce, industry and overseas trade and in particular commercial relations
with other countries; imports and exports; tariffs; industrial development
and statistics of trade and industry at home and abroad. The department
was subject to many changes in the 1970s but its Commercial Relations
and Exports Division (CRE), established in 1949, provided continuity.**
CRE Division 1 dealt with overall commercial policy and its management
within international organizations. It worked with the FCO Trade Policy
Department on questions of multilateral commercial policy, tariffs and
non-tariff barriers. CRE Divisions 2—-5 were organized on a geographical
basis, managing bilateral negotiations and relations. FCO geographical
desks were in regular contact with the relevant CRE divisions, receiving
copies of the same telegrams and consulting on replies. Diplomatic staff
effectively operated on behalf of CRE overseas in commercial matters.*
Responsibility for export promotion abroad fell to diplomats but at home
promotion work was performed by the Export Development and Services
Division of the DTI, which acted as the link between industry and FCO
posts. It had close contact with the FCO Export Promotion Department.*¢
Another important player was the Export Credits Guarantee Department
(now UK Export Finance), established in 1919 to help re-establish inter-
national trade after the First World War by granting credit insurance for
British exports. By the early 1970s it was providing credit for around 35
per cent of British exports.*”

Plowden’s wish that all future senior members of the Diplomatic
Service would have first-hand experience of commercial work was realized
in the 1970s when it became part of the career structure for fast-streamers,
who consequently went into commercial jobs in increasing numbers.*
Commercial work was no longer seen as a hindrance to career progres-
sion. In the mid-1970s, the ambassador in Tehran reckoned that he was
spending as much as 80 per cent of his time on commercial work.* At
the top level diplomats were helping large manufacturing companies to
secure deals. After decades of protracted negotiations a deal in which the
Indian Government agreed to purchase Hawk jets from Britain was finally
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concluded by the British High Commissioner in New Delhi in a three-
way conversation with the British Aerospace representative and the chief
Indian negotiator.®® But good firms did not necessarily need commercial
advice or help from an embassy, preferring instead to know what was hap-
pening on the political scene or who the key government figures were
in a country of interest.! This often left an embassy dealing with firms
who were insufficiently prepared for foreign markets or, if successful, were
overwhelmed by the demand.5? Consulates also devoted large amounts of
time to export work. In 1970 in the USA, the UK’s biggest export mar-
ket, export promotion work was transferred from Washington to a British
Trade Development Office in New York. By 1972 it controlled 57 com-
mercial officers in 16 subordinate posts, along with local staff.>?

There were still accusations from businessmen of amateurism and vary-
ing levels of service from post to post.>* But officials were also often scepti-
cal of business and its reluctance or inability to respond to the opportunities
now being opened up by diplomats. Commercial secretaries would receive
regular complaints about the way in which British companies failed to
answer letters, failed to respond on set questions or were slow in supplying
products.®® The CPRS noted that one justification for the relatively high
level of expenditure in the UK on export promotion was that ‘contrary
to the popular image of Britain as a trading nation, exporters are often
surprisingly ignorant of what is required’.*® By the carly 1980s the bal-
ance between political and commercial work was under question, not least
from an internal FCO report looking at reasons why the FCO failed to
predict the revolution in Iran.’” One official felt that Plowden, Duncan
and Berrill had ‘brainwashed’ the FCO into believing that trade promo-
tion was the most important element of the professional diplomat.*® The
arrival of North Sea oil in large quantities temporarily removed the bal-
ance of payments problem from domestic and also foreign policy. But the
demand for assistance was still there: enquiries to embassies about market
opportunities increased from 84,500 in 1982 to 120,500 in 1990.%

At the end of the century things had turned full circle with the estab-
lishment of a joint non-ministerial government department—UK Trade &
Investment (UKTI)—which had the lead responsibility within government
for trade and investment services. It brought together the work of, and was
responsible to, the FCO and the Department for Business, Innovation and
Skills (BIS), and drew upon staff and support from both parent depart-
ments. It worked closely with the Regional Development Agencies and
with the trade promotion and inward investment organizations of the
devolved administrations. UKTI provided business with a network of trade



