
Vienna, Jure 26, 1936, 

Dear Mr* P h i l l i p s : 

I wrote you a t such lengtn on June 18th that 1 s h e l l 
ende vor t o keep t h i s l e t t e r as br ie f as possible* I 
wish p a r t i c u l a r l y to bring to your a t t e n t i o n ray s t r i c t l y 
confident ia l despatch Ho* 313 of June 24th on the v i s i t 
of Dr* Sehaoht t o Vienna end other cap i t a l s* In view 
of the v i s i t s whioh s s r t e l n o f f t s l s l s of the German 
Government ere making t o Washington a t t h i s tin© and the 
r e l a t i o n which the conversations with t-.eia s i l l h ve to 
our trad© agreement program end German commercial and 
foreign pol iey gone r a l l y , I thinK t h i s despatch w i l l be of 
p a r t i c u l a r i n t e r e s t to you. The l a t t e r pa r t of t i l* despatoh 
wi l l b e t I be l ieve , pa r t i cu la r ly in t e re s t ing t o the 
Department, and, as the Gorman commercial poliey I n 
Southeastern Europe I s a def ini te t«nace to our t rade 
agreement program, I am tsure the Secretary i&ll be 
in t e res t ed in reading the whole of t h i s despatch* 

The sehaoht v i s i t Is very important if*, only as an 
indicat ion of pol icy and even If the Immediate r e s u l t s 
may not have be^n so groat* AS I have e onvered t h e 
v i s i t from the Vienna angle so thoroughly In t h e despatch 
and as I sm sure you wi l l wish to read i t , I w i l l not go 
further into Schaeht fs t r i p i n t h i s l e t t e r , except to 
s t a t e tha t I have f i r s t -hand and sbsolutely r e l i a b l e 
Information that while i n Budapest those who saw Schaeht 
t r i e d to touch on cer ta in aspects of .German foreign 
po l icy , and Sehaoht, contrary t o h i s usual prac t ice* refused 
to tasks any sa;aaent whatever* He was obviously under a 
s t r l e t injunct ion from Berl in not to discuss any aspects 
of German foreign policy* I understand that he 
departed from t h i s only in Belgrade, where he assured the 
Yugoslavs that Berl in v/ould stand behind them to the 
f in ish against Hapsburg r e s t o r a t i o n . 

The Honorable 
Willi ma Ph i l l i p s* 

Department of S t a t e , 
Washington, D. C. 
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Xfi a confident ial despatch, No, 816 of June 26th, 
the Legation ©overs the Austrian In terna l s i tua t ion 
and the conversations with Germany on a modus Vivendi. 
The s i t u a t i o n b r i e f ly i s that Papen i n i t i a t e d converse-
t ions with the Chancellor, and the Chancellor f e l t t h a t 
he could not refuse t o d iscuss s modus Vivendi, to which, 
on a ce r t a in b a s i s , Mussolini had indicated he hed no 
objec t ion , a s pa r t of the I t a l i a n policy to bring 
pressure on England and France, Mussolini was wi l l ing 
tha t these conversations should take p lace , for he f e l t 
sure tha t Germany would not see opt t h e primary Austria a 
conditions of recognit ion of independence and non-
immixtion* The Chancellor t o l d the French Minister a 
few days ago tha t over the l a s t week-end he had handed t o 
papen a memorandum s t a t i n g the Austrian view point and 
the basis on stolen a modus vivondl oould be reached. 
In h i s memorandum the Chancellor referred a t t he ou tse t 
t o e vague remark which H i t l e r one time mads tha t he 
intended to respect Austrian independence, and then went 
on to say that with def in i te recogni t ion o f Austria** 
independence and agreement not t o In t e r f e r e In her in t e rna l 
a f f a i r e , he wae prepared to take steps leading toward 
the stopping of the press campaign i n both coun t r i e s , the 
de f i a i t e control of radio broadcasting which disturbed 
r e l a t i o n s , end also t o consider t h e poss ib i l i ty of 
r epa t r i e t i ng the Austrian asmbers of the Austrian Legion 
in (Jermany, which, as you know, has become a source of 
embarrassment and d i f f i c u l t i e s t o the Germans, He did 
not go l a t e the question of the 1,000 Marks visa fee 
which Geriuaaf has imposed,*©* Austria i s not p a r t i c u l a r l y 
in t e res t ed l a having i t l i f t e d , but i f the Geriaans 
recognize the independence of Austrie and egree to non-
immlxtion, th i s is a point on which the Austria na would 
have to give way* Papen, i n his preliminary conversations 
with the Chancellor, had endeavored t o get h i a t o agree 
to s t a te t h a t Austria vsould a l so be prepared to admit 
several so-©all@d "na t ions l ly minded" -Austrian* {which 
for the Genusns means l-iaais ) into the Gov eminent • The 
Chancellor refused not only t o consider t h i s , but to put 
i t i n the memorandum, for he considered i t lmmixtion i n 
Aus t r i a ' s I n t e r n a l a f f a i r s . 

Papen went to Berl in immediately a f t e r the Chancellor 
handed him th i s memorandum, and oaias back the day before) 
yesterday. He saw Hi t l e r I n Berohtesgaden, bu t . so f a r , 
t h i s i s a l l we know. I doubt whether he brought back 
any answer, but s h a l l know de f in i t e ly soon. The Chancellor 
and the foreign Office do not expect the conversations or 
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the negotiat ions t o Lead t o anything, as they do not 
tuink Germany wi l l agree t o the open recognition of 
Austr ia 1 * independence and the p r inc ip le of non-iautaixtion. 
If a modus Vivendi i s a r r ived a t , the Austrian* would 
I n s i s t on i t s terms being xoade pub l i c , and Germany i s 
not prepared, in the i r opinion, t o go publioly on record 
as reeogni'aing these two primary considerations» 

One i n t e r e s t i ng feature of these conversat ions 
between the Chancellor and Pepen i s tha t at the same t ins 
that the Chancellor and Papon were ta lk ing things over , 
Gearing's brother-in*law, Franz Hueber, eho i s an 
Austrian l iv ing i n the Tyrol, wa& also carrying on 
conversations with the Chanoellor 's knos&edge with someone 
in t he Ghencellor 's confidence, shorn we have not been 
able to iden t i fy . Hueber i s • fcotary and ra ther 
i n s ign i f i can t , but was formerly Minister of Jut-;tice i n 
the snor t - l ived Vaugoin-Starhemberg Cabinet. He i s 
Goering*a brother- ia- law, and within the l e s t three 
wê -ics Isae made a t l e a s t s ix t r i p s to Germany* He i s 
one of the leaders of the so-ea l led •na t iuns l ly minded" 
Aus'&rians. I a s told on good au thor i ty that Gee r ing 
i s exceedingly anxious to a r r i l S a t some arrangement with 
.Austria. He bel ieves tha t sow® answer t o the B r i t i s h 
memorandum must be made and t h a t Germany wi l l be forced 
in to conversations with France and England, no matter 
what answer i s made t o the Bri t ish memorandum, and even 
i f there i s no answer a t e l l . He considers t h a t the 
fr iendship with England which Is so e s s e n t i a l for the 
carrying through of his program i s ser iously dis turbed 
by t h i s Austrian quest ion. He bel ieves tha t Austr ia 
wi l l f a i l into the hands of Germany gradually and without 
any German aggressive ac t ion , i f hie pol icy with respect 
to Engl end can be pushed through. 

As Goering be l ieves that conversations with England 
and France by Germany ere unavoidable, e i t he r on the bas is 
of the Br i t i sh memozendu% or H i t l e r ' s , he wants to get 
the Austrian question out of the way as for the time being 
secondary. He would even be prepared t o mIce a modus 
Vivendi, I am told , agreeing to respect Austria *s 
independenoe* as he th inks t h i s could be pushed aside 
l a t e r* But, although Goering i s the second strongest 
man in Germany.* he Is not yet ma.lng foreign pol icy alone, 
and i t l a believed here t h a t H i t l e r , Goebbels, end Rosenberg 
w i l l not agree to the Austrian condi t ions . -rorn t he point 
of view of the Austr ia* Government, while i t a rden t ly 
des i r e s improvement in Austro-Gorman r e l a t i o n s , German 
agreement to a modus Vivendi on the Austrian te rns would 
not be the best t h i n g for Austr ia in the long run . I t 
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bel ieves thet the only object of Germany In agreeing t o 
such a 380due Vivendi would be t o c lear the way for 
throwing more dust i n t o the eyes of the Engl isfa and 
Frenen and for gaining more time* I th ink a l l the 
evidence points to t he Austria ne being t i g h t . 

Papen It; tremendously i n t e r e s t ed in making these 
negot ia t ions succeed, for he f t e l s h i s pos i t ion her© 
keenly* After e l l , he baa been here two years end has 
accomplished nothing, I hear a good many people saying 
that he has strengthened his posi t ion here , but I am 
convinced tha t tha t i s not so* He put* up a good f ront , 
i s seen everywhere when he can push himself forward, and 
feel* impelled to make people fee l h is importance* 'Shea 
Suvioh was recent ly a t the Sem«©ringt near Vienna, for 
* holiday and i*s t y Papen, I th ink, was the only Vienna 
diplomat to go to *e© him beside the I t a l i a n Minis ter , 
and i t was genera l ly remarked in informed o i ro les t h a t 
he only did i t to push himself forward, H<* i s a curious 
aen t aMty , but a r a the r transparent on** The stay of 
Suvich at the Semaering, b„; the way, wet purely for a 
retst and t o s-«e soraa of his family i n Vienna. He came 
almost Immediately a f te r Oiano replaced him, and took 
the f i r s t chance in several years f o r a holiday* 

As I said l a my l a t t e r of June I S t h , the Gerii»n-
I t e l l an conversations have broken down, and there 1* 
probably l e s s prospect of anything happening than there 
was before# And I expect nothing of the Berlin-Vienna 
conversat ions. I tod a f r iend , who is a vary keen 
observer, jus t r e tu rn af tar a month's s tay i n I ta ly* 
He agrees tha t the road for agreement between I ta ly and 
England wi l l be d i f f i cu l t* He says t h a t sow 1* I t a ly 
so many sens ib le peopl* have acquired a b ig heed and a re 
very cocky, both as respects England and franca. Once 
a blackmailer, always a blackmailer! This i s something 
we s h a l l aav* to keep in mind l a the next few years* 
I be l ieve , however, t h a t a ce r t a in amount of prudence 
may be expected from Mussolini in t h e lamed!at* fu ture , 
for he does need money and i s going to have r e a l 
problems at home which he wi l l have to meet, • • well as 
in Abyssinia* 

The br ight spots in the s i t u a t i o n which I pointed 
out toward t h e close of my l e t t e r of June 18th have not 
been aliased by developments during she l a s t week. The 
debate*'on foreign pol icy i n both J on don and Pa r i s have 
been encouraging. Both France ant, England have found 
i t advisable t o r eas se r t t h e i r i n t e r e s t i n Central 
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Europe in t h e i r respect ive par l iaments , ©v©» i f they 
are not yet prepared t o net In te l n that s i t u a t i o n by 
def in i t e ac t a . The English press la changing I t s 
tona, and the TIMES la toming around rapidly* My 
conversations with Dawson while i n London gave im 
the impression that t h i s was coming. The dangerous 
i s o l a t i o n i s t sentiment which the TIMES and other papers 
have helped t o bui ld up, they now find i t neoeassry to 
combat, and the e d i t o r i a l i n t he TXkBS of June 24th t 
which I am sending you here&ith t #iil@ s t i l l r a the r 
wsafcf sho»s the trend in the r i g h t d i rect ion* I t l a 
in many ways a s igni f icant e d i t o r i a l , and the heading 
"Toward a Hew Policy** shows tha t English poUay l a 
crystal l iz ing t and i t w i l l , l a view of development* X 
think, most carte i n l y be in t he d i r e c t i o n of c lo se r 
cooperation with Frano** Tha recent speeches© f Duff* 
Cooper in England and Ms speech in Pa r i s a few days 
ago a r e , I th ink , an indica t ion of t he l i n e whieh we 
wi l l aee more and mors in England. 

;»s I said In my l e t t e r of June 18th, if t h i s 
c r y s t a l l i z a t i o n of policy i n England i s rapid enough 
and i n t h e d i r ec t ion of /.nglo-Freaeh cooperation, and 
I f Mr* Mussolini does ast mm tha path between London 
and Rome too d i f f i c u l t , Gormen po l i cy wil l have a major 
setback* end these se tbacks , Berl in r ea l i zes^ w i l l be 
dangerous• The Germans are going to t r y to throw dust 
in to the eyes of tha English, but t h e i r Ih i lure t o 
reply . the msmorandum has already cleared the v is ion 
of many mit- takes* | and too t r u s t lag , but s t i l l pa t r l o t l o , 
&Dglishmaft« 

l a the meantime, another dangerous faature in t h e 
s i t u a t i o n hat shown encouraging developments. Tha 
Czechs are going t o put the i r loan fo r da^nsiv© 
ajeaaures through, and t h e i r defensive pro para t lona are 
going forward. Hanleln haa been forced more than ever 
into the open and has made most ind i sc ree t statements 
within tha l a s t two weeka vhich have a l ready caused 
itiat may be a serious s p l i t l a his p a r t y . Banes l a 
doing what ha can t o conci l ia to the German minority, 
and. as you know, was always i n favor of tha suppression 
of Honlein * a pa r ty . President Hasaryk was agains t i t 
and prevented the d i sso lu t ion of t h e party before the 
l a s t e lec t ions in Cseehosiovakis, which resu l t ed i n 
giving I t r e a l standing end making i t a r e a l danger. 
How the s p l i t In the party i s already feirly serious* 
Henlaln la thoroughly i n the ©pen* end, for the time 
being at l e a s t , weaisened, Tha Czech Government has 
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just suppressed his weekly paper for s i x months., and 
i s ' cons ider ing suppressing the dai ly one, and i s even 
considering the suppression o f the party as a whole as 
an i l l e g a l one preaching doctr ines subversive to t h e 
s t a t e . Whether t h i s suppress ion of the party w i l l coxae 
at>out i s not yet c l ea r , and whether i t would be wise , X 
am not a l toge ther l u r e , for i t might ma±ce Henleia a 
martyr* I t would perhaps be be t t e r to continue to 
allow him to weaken Mas e l f by h i s undoubtedly subversive 
ut terances* Uaeoh defense measures and the d i f f i c u l t i e s 
developing in t h e Henleia pa r ty , while not yet a setback 
to German pol icy , have given Berlin something to think 
over end have contributed toward strengthening the 
s i t ua t ion in Southeastern Europe. 

But i f there are bright spots , ww are not yet 
through t h i s period of mistake** Baldwin'* reference 
in © recent speech to the o i l sanctions and i>byaeinie t 
end malclng us responsible for the f a i l u r e of England 
to i n s i s t on imposing them was e bad break. "From a l l 
X can gut her, they l e f t us paetty well out on a limb 
whew we had been pru wared to teuce r e a l l y very f a r -
going s t e p s . I t was an infiefonaible and on unworthy 
thing to do, and i t was encouraging t o tee how the 
Opposition went af ter him* I t i s d i f f i c u l t to believe 
that a man l i k e Baldwin could maice such a mistake, bu t 
I am not sure t h a t , i n sp i t e of t he fac t that th ings 
are going aor, .a the r igh t d i reo t ien in sagland, there 
ore not &>lag to be moss mistakes of t ha t kind* 

The Legation*® despatches give the developments in 
the monarchist and r e s to ra t ion quest ion, a M , 'still© 
unquestionably the monarchists are more encouraged and 
more act ive than ever and anile t h e Government hare , 
i n view of the uncer ta in ty i n t h e gsnere 1 pos i t ion , must 
think more of r e s t o r a t i o n , no one here ser iously contem
p la t e s doing anything in the nmar futurwe 

Developments, there fore , in the genera l p ic ture 
ere not a l toge ther going in favor of Germany, and, while 
the way t o Austr ia i s open t o her for the re sent 4 she 
finds i t impossible t o t r ave l I t * In the meantime, her 
own i n t e r n a l problems are ce r t a in ly not any easier* A 
conversion loan of 700 mil l ion marks i e t o be put through, 
out of which i t i s hoped a ce r t a in amount may become 
available for immediate needs* This i s not gping t o 
re l ieve the s i t ua t i on very much, but for the time being 
puts off the question of a tax increase or a cap i t a l l evy . 
The financing of the program ! • going t o become mere and 
more d i f f i c u l t , end for the present the hope of help from 
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England haii receded in to the background* In the c losing 
paragraph of my confidential despatch Ho. 813 of June 24th 
1 J®toy b r i e f l y to the short term revolving c r ed i t s on 
which German Indust ry i s now l a rge ly leaning. These are 
coming to the fore* We e re much i n t e r e s t e d in this*, but 
the Br i t i sh pa r t i c ipa t i on i s grea ter than ours . There 
ere many who bel ieve tha t i f these c r e d i t s were e u r t a i l a d , 
even gradual ly , i t would s t a rve out the Berlin. Government. 
L i t t l e has been said 'about these revolving c r e d i t ! end 
the Germans are most anxious t o keep them out of d iscuss ion. 
Garvin* in h is recent a r t i c l e s in t he OBSERVES so s t rongly 
a t taching the present Br i t i sh pol icy , asat toned these 
revolving c r e d i t s a t the end. 1 happen t o know t h a t 
important persons i n England who wish t o avoid further 
mistakes in B r i t i s h pol icy toward Germany believe the time 
has ooire t o do something about c u r t a i l i n g these c r e d i t s . 
In that ease* our own isanks w i l l have t o reach some 
decis ion . 

The s i t ua t i on within Austr ia areas!ns qu ie t , snd, 
as I have indicated in ay l e t t e r of June 18th , I do not 
see anything happening in the next few months which wi l l 
d i s turb the pos i t ion here s e r i o u s l y . Tourists a re 
coming here l a large numbers and they mean a l o t to the 
country* There in a feel ing t h a t l a t e r i n t h e summer 
and jus t toward the end of the Olympic Games there f i l l 
be pressure from Germany on the Basis i a Austria t o 
d i s tu rb the peace in order to prevent t h e American and 
other v i s i t o r s t o the Glfsaple Games in Gera&ny from coming 
to Aust r ia . I t seems that mmn-'j of these v i s i t o r s are 
planning t o come t o Austria a f t e r the Games and t h a t 
t h i s has caused some consternat ion in Ber l in . They ere 
so used t o control l ing everything and ©verytody in the 
country t h a t they want to t r y t o do what they can t o 
prevent these v i s i t o r s froa coming t o Austria* As, 
a f te r a l l , they cannot exe r t any d i r e s t p ressure , i t i s 
to be done through making Austria appear as a most dangerous 
place to v i s i t * whether these plans w i l l ac tua l ly be 
car r ied out i s , of course, not yet c e r t a in , but I believe 
that the Government hers Is i n s pos i t ion t o tsi® care of 
Mazi d i s tu rbers of the peace* 

Believe me, with a l l good wishes, 

Cordially yours, 


