January 24, 1939,

The Secretary

The Under Secretary

Eu - Mr. Moffat

Supplementing my memorandum of January 23 commenting
on the recent separation of Schacht from the Relchsbank,
the following observations may be of interest,

In some respects the recent action reported in the
press with respect to the Apmy 1s more significant than
that with regard to Schacht., I do not believe that we
can disassociate that the removal of Schacht was carried
through at the eame time as thie change in the Army. The
removal of Schacht from the Reichsbank places the radical
elements in complete control of the financial and economic
structure of Germany and removes even the indirect re-
straining influence which Schacht and those who placed their
hopes in him may have exercised. The recent aoction with
respect to the Army, which seems to have been announced
about the same time, goes far towards placing the Army under
the complete control of the Party. In other words, there is
a definite strengthening of the radical elements in the
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Government and of their hold on the country.

Already esome elght monthe ago Schacht sald %o a
very oclose friend of mine, who also happens to be one of
hias most intimate friends, that he was "at the bottom of his
bag of tricks". Resourceful as he ig, Schacht felt that he
could not go much further without resorting to the printing
press and oconfiscation. Confiscation has begun with the
property of the Jews. The probabilities are that the change
means further confiscation of vrivate property and perhaps
resort to the printing press. I recall that in a conversation
after dinner in Vienna in the Cerman Legation Schacht
remarked to me in a cynieal manﬁar that when he was at the
end of his resources he could always resort "to the printing
pregs®,

#ith respect to the changes in the Army, they are

moaet significant in nmy opinion. It hae been a tradition

of thp German Army and of ite officers not to mix directly

in‘politics. It has been the policy of the CGerman Army

to bulld up a strong military force and to put Germany in

a poeition to carry through 1te pollicy whatever thaﬂj;ay
be. Ag to policy iteelf, and Imsterference in internal
affalirs, the Armmy has assumed the attitude that it must not
mix in them., While this has been increasingly difficult in
recent years, the higher officers of the Army have so far

as pogelhle endeavored to maintain this tradition. The

Army
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Arny wasz againgt the march into the Ruhr and 1t wase
againat the annexation of Austria. It wap loath to accept
the wholesnle movemmnt againet the Czechs. It feared
involvement of Germany in a war for which the Army feels
Germany 1s as yet unprepared. General von Seeckt used to say
to me that at all cgates the German Army muast avoild a ecoond
disgrace #nd defeont. In overy ocase recently the Army has
been proved wrong and Hitler right and, after everyone of
thege three moves above mentioned, higher officers of the
Army have been retired. ¥Whenever the Army, therefore, has
ansserted iteelf, or rathsr its opinion, in a matter of
major policy, 1t has within recent years been proved wrong.
The Army only 414 assert itself, 1if weakly, in these matters
of pollieoy begause it considered that the future of the country
was at stake. Practlcally all of the higher officers of the
Army who maintain the o0ld tradition are now out of the
plcture and thoge of the higher officers who remaln are
thoge who through opportunism and peregnal ambitions are
w1llins to be subgervient to the Party.

One of the principal thorne in the flesh of Hitler so

far ag the Army le concerned has been the conaigtent

oppoeition of the Army to the inclusion of the 8.8. and the

S.,A, into the Army., You will recall that on at least three

different occaslons Hitler and the Party endeavored to

persuade the heads of the Army to permit the incorporation
| of




4=

of unite of the 8,3, and the S.A. into the Army. The Army
was able to withetand this pressure and insisted that the
enllietmenta and pecrultments of the Army should be on an
individual basis.

Hitler wiches to increase the gtrength of the Army and
the reserves as rapldly as possible. Although the German
Arny has been increased tremendously in recent years, it
is well known that the réserves have not been dullt up.

The reserves of the German Army, for example, are much
weaker than those of the French Army and, in gpite of the
inorease in the gize of the regular German Army, the French

would probably be able to put trained reserves into the

field more rapidly than the Cermans. Now that the Army

hag been reduced to thig position of subgerviency in Germany,
it 1s, of course, natural that Hitler snd the Party should
carry through what seems to be their announged decision
within the last few days of incorporating 8.8. and S.A, units
directly lnto the Army and of cpeating the 5.8, and S.A,

into legal reserves of the Army.

What is more important, however, in definitely
agtablighing this subserviency of the Army, 1s the recent
change announced with regard to the officers' organization.
The esprit de corps of the German Army officers has been a
real thing to reckon with in Germany even under this present
Government. You will recall that when General von Schleicher
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was nurdored in one of the purges by the Partly, the esprit
de corpg of the Cerman Army officers finally foreed Hitler
to make pudblic expressions of regret. This Hitler anad the
Party have never forgotien and now %hat ls in a measure the
fingl act for the destroying of the power of the Army as
againgt the Party hasg been taken.

It hag been done in a very clever way and under the
gulse of making the Army more democratic. The 0ld organi-
zation of Army officeras is to De made subordinate to the head
of the general 7ar Veterang Associatlion and officersg as well
as men will have to be subordinate to the same head, In other

words, the offlcers' organizatlon as such will disappear.

The detalls are, I belleve, quite correctly set forth in the |

article on the front page of the New York Times of January 23.
I think the following resume of a conversation with
General von Fritgch, who was the head of the General Btaff,
may intereest you. 1In apeaking ehout the morale of the
officers and the Army, he sald to me, "I can still depend
on the Colonel who slts outelde of my door to do what I tell
him. The Colonel oan still depend on the Kajor who site
outside of his door to do what he ie told to do. The Major
can no longer be quite sure that the Captain who sits out-
eide of hie door willl carry through his orders, How long
this will ocontinue, I do not know, but the poleon ie working
closer to the head all the time, I am not at all sure how
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long 1t will be before the Colonel who sits outside of my
door will no longer carry through my orders”. Ueneral von
Fritaoch wae in this way pointing out that slowly but
zradually the offloers of the Army from the bottom upwards
were beconing affected by the general opportunigm of the
Party. #We have seen now how far 1t has gone. The Arpy
seeme to be completely under the cantrol of the Party.
That there 1s still deoep resentment among many of the
higher offlcers remaining in the Army is ungquestionable
and, of course, the morale of the Army as a whole and its
loyalty to certain ideals are not yet gone. A long step
forward, however, has been taken by the Party in completing
the control of thse Army -- a control which has been sought
gince the Partly came 1nto power.

hat the gteps taken portend only the future develop=-
ments can show. think reading developmenta realistically
we Can only gec that the increasingly diffioult situation
within Germany, and which 1s recognized by the Party, has
obliged it to take these steps. Through the Seoret Police
the Government is well informed of the state of opinion in

the country and in the Army. There has been increasing

disaffection with the poliocy of the Government among the

magses. <here has been inoreaelng fear that the policles
of the Government will lead CGermany into a war whioh the
people do not want, The Covernment and the Party are

cognil zant
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cognizant of this. They are, therefore, strengthening
their hold on the economic gtructure and on the Army,
Whether 1t 1g the forerurner of aggresslve sotion or. a
preparation for aggressive actlon remailne to be seen, In
any event, we may be sure that there 1g no indication

except that the Covernment intends t» proceed on the

courae which'hqe been followed and which it hae still lald

out nhead of 1%t and which, I belleve, still followe the
general lineg get forth in my nemorandum of Ostober 11,
1037. There cannot be any hope of any moderation by

the Gernan Government in any internsl or exterral poliey.

G. 8. Meoggeramith.
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