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lerlin, Germany, MNevch 22, 1934,

Considerstions in connection with posesible
nagotiation of trade agrecments “etween the
United tates and Jerwmany.

have the honor to infora the Department

return t0 4y post al'ter leave of abeence

the German Govornme

tates to negotiate s trade

after Congress may “8Y6

now pending hefore 18, suthorizing
the "resident to makte such sgreements. ‘e had the oppore
tunity prior to his depsrture on leave for the United
taten, to discuss soms of the consideratione besring on
such negotiations and the Ambassedor was L the ovinion
would be deslirable for =e Co have eonversations

1 the nesyr fubure with some of the higher officials of
the Usrmen Government with whem I have been in eontaet,
o oortain baockoround =ight be of intercst %o them. 4is
only & 1ittle over & week has elapeed ginece I returne’ to
duby and as the renking officers of the Jermen Sovernment
to whom it wonld ‘e interesting %o talk in comnnsetion
with probable negotistions heve beon very such occupled

and slmost Lmpossible to ses, I heve ha’ the epportunity

up




up to the present time only of talking with Staats-

seeretuey r. Yosse in the !iinlstry of Comuerce and
will refer $o oup a&néeyaatisn in this despateh. I
believe, however, thet it asy bve of interest to give
to the Department some of the lmpressions which I ree
celved einece my return.

The genersl situstion in the eountyry does =0t appsay

to have Lmproved end while there are cubwerd indiestions

of oprder, stability and lneressed setivity in Industry,
feel that the besle situation is more upecertaein snd
precenta greateyr elements of denger than in the begimning
of Tescember when . went to the Unite tatese., In the
politlieal fleld it iz obvious that Coruany has made no
prozrese in pleecating publie opinien abread or in furthere
ing her poliey. Ou thy contrary the developmente with
respeet to iustrie represent » real sethaek. in the
industrial field there has: undoubtedily been ineressed
setivity involving grester esuployment, but consumption

of goods in Germany 1tself has gone down due to whet is @n
apparent constantly deersasing buying power of the upsees,
‘agea have gone down rather than up and prices heve had

e tendeney to slowly ineresse rether than to remain stable
or £o down. It is generally conceded among those who
know, thaet the ineressed activity in industry is due to
artificial stimulus brought about by Psrty measuwres
roquiring the wearing of uniforms, ss well as becouse of
rezl proparstions for resrmament. Conerete evidenee

comes to me almost delily indicating thet a very

conaiderable




eonsiderable part of the stimulus which has been glven
to industry iz through the produstion of sctual war
asterials or to the sroduction of machinery snd eguipe
ment essential for the manufscture of sueh war materiasls.

in the fineneial fileld there is a feeling in informed
giroles that the eountry ie up agsinst a stone waell,
The unfavorable trade balanes of 238 millions in Jenuary
end of 38 millione in Vebyusry 1t iz belleved will be
followed by balances © r Hareh and following months which
mey sihow even a more uwnfavorsble position, The exchange
pesition iz undoubtedly serious. The pesition of
feichsbank is wesker. The program for resracment
which the Uovernment seems definitely determined,
involves the lmportstion of certain rew masterisles which
cannoet be finanesd through the present rete of exports.
The ecountry is trying to earry through a progr:m which
invelves greater importet lons of rew materials and is
st the same time fseed by decresszed ssles of its goods
gbroad. The oresent tenpe of the Industrizl nachine
cannot be kept up withoul a certain flow of rev materligls
which under exleting conditions there seems to be no way
of paying for.

iell=informed persons stedte th-t imports inte the

United {tates from Germany will show a very considerable

dvop over Tormer months in Mereh and that decreased

purchases for imerican asccount in Uccomber and Januery
will be reflected in Hay end June figwess published

here in Germany. In spite of the noise made over the

leipzig




lLeipeig Paly which has Just elosed, it 1s quite eclesmr
that the foreign businesz done was disappolnting.

Although spoltesmen of the Jovernment and of the Farty

Wational oclslism and the new Governsent are finding

arestor understanding abroad, they akre beginning to

realize in feapt thet Cermeny is faeed by prectically e

world bloeck of eopinion whieh 1s seriously afTeeting ita
export markets, The need of Germeny for exports hase
besome the most impoytant topie of conversstion snd

the dovernment is undoubtedly giving this sepect of
Gormeny's problem very resl conslderstion ss resent events
heve shown that the exchange position of the esuntry 1la
becoming deeporate and that the whole wogreu of the
Nationel “oeiplist Party will be endangered if some
relief cannot be found,

Redieal metion of almoet eny kind mey be expested
fron time Lo time in sn offort to improve the exchange
position. Completely without warning some deys ago, as
the lepartment has been informed by the Imbessy, the
Government fixed the smmount of imerican lapyrd whilch can
comé in in a year at 25,045 metric tons, while in 1933
§7,000 tons were imported from the United ‘tates and
78,000 tone in 1838, Orders have been issued by the
Party, countermending the original instruetions, thst
every member of eorteln orgenisations such sas the Labor
Front, mast Lmmedistely provide himeelf with a wniform,

The order requiring wniforms was e splendid move to help

the




the textile industyry, but the lmportstions of wool

involved staggered offiecliales of the Uovernment and of

the Psrty when they realize’ the consoquences of their
agction on the exchange situstion. ir. Colmitt, the
Hinister of Commeree, and Dr. “chacht, "resident of the
flelchsbanls, heve made the situation very elesr in inner
eireles of the Government and slthough these two are not
in entire sgreement in matters of poliey, they do represent
& eonservetive and restraining element to whieh the Tarty
£finds iteself forced to listem. It seems to be gulte
vell substantieted thet or. Sehmitt inslisted on giving
up his post as liinister of Commerce come time ago, on
the ground that it wes ebsclutely impossible for him te
continue without grester suthority and wheyy he was
hampered on every side by Party offlcials and officers
of the Government who refuse’ o recognisze any suthority
but their own., Although ', chmitt ia 28ill not popular
in many “erty cireles, he wos hept in his position as
his lesving the Jovernment at this time night have been
the first ersck in the structure causing it to erumble.
Heasures sueh as the arbitrary redustion of the iAmerican
1apd quota may be expeetsd from time to time and st any
time as there is every reason to believe thet the exchange
position 1g serious and requires raedicsl sstion on the
part of the Covermment.

The foregoing beckground may be of interestt the
Department as explaining vartielly the attitude taken

by I». Schacht in his speech Lefore the imcriean Chamber

of




of Commerce in Borlin e fer days ago. 'ithout In any
degree being in sgreement wit: the ststeuonts made by
e Schacht, it is quite apparent that he is deeply
concorned by the financisl situstiom, snd when he
referred in his epeech to the almost desperate situation
of the lelechsbank and of the exchange position of the
eountry, he was, [ belleve, entirely frank asnd correet.
He falled, however, to bring oub or to take any account
of the fact that it wasz the rapid repatriation of Usrman
bonde abroad at bargein prices thsat had considersble
influence upon this exchange position,

The intereszt in the meassure now before Congress
suthorizing the resident to meke eertain trude agree-
ments with other countries, has been extrzordinarily keen
in GCernmeny, st the Tepartment is aware, sni the foregoing
brief resund ﬁf eertain eonditions here 1s the background
of this interest. in tallkting with Staatsseeretaey Op,
Pogase of the Hinlstry of Comueree yestordsy, he erpressed
keen interest ez to when this legisistion might begome
effective, He showed roesl disappointment when I seald
that there wees no certasinty asz to when the messwre would
he enacted although there was evory probabll ity that
these powers wuld be given to the President. e said
that for Gormeny the situstion was acute and thst such.
delays were serious. ip the Gorman Government is une-
ioubtedly placing greet hopes on =zuch probabls negotia-
tione with us, I thought it adviseble and prudent to

tell w. Tosse that sven when sugh & =measure wae passed

it




it wes not an indication thet the President would be
prepared to begin negotistions at onee. I seid thet
while I felt sure that onee sueh & negsure was passed
our Govermment would glso wish without unnecessary delays
to begin conversetions with certain countries, 1t would
undoubtedly be necesceary for the various departments of
our Governuwent sueh sz “tate, Agrieulture, Comuerce and

Tressury, o aske carsful studies of certain probloms

and to complete preparstory work befors they would be

prepare’ to talk in an efTeotive way with g mission from
another country. [ pointed out thei while sush pro-
paretory studies wers »robably slrecady under way, to a
degree at least in antielpation of the pessage of the
bill, the complexity of the problssw which would arise
was sush that 16 was different Topr practienlly every
gountyry with which we might enter into conversat ions. I
took the iLiberty of pointing out thesze considerations te
him in view of the obvious eagornecs on the part of the
German Covernment o begin negotistions, and to counters
sct the lmpression whieh he geamsd to entertain that the
departure of a mission to the Unibed States gould be
hurried by pressure on theiy part,

For the lepartment's informetion I may say that Dr,
Posse stated thet the Corman /imbassador in “sehington
had alrecdy been requested to ask the ‘eeretary of itate
that Germany be one of the first sountrdes with which we
entered inte negotiations. I informed him thet so far

sz I knew the Imbassy and the Consulste Genersl hed had

no




no resction fros: the Uepsrtment az %o such & suggest]
which might heve been mede by the German /mbassador;

but I pointed out thsat merely as a personal obsorvetion

I might sey that this =might prove 4iffieul? as it wae
ghvious that the eonversstions with & counbry like Germany
where the range of srtlieles and interestSoovered wase so

ide, might require greoter time lo preparstion on ow

I venture to say that in my oplnliom it would De
extremely undesirable for a Uorown mission to proceed %o
the United “tetes until owr own plans are felrly well

i

completed and until major questisens of poliey whieh will
raulde us in the making of an agreament with Cermany have
been deelided upon. I shink it is Calrly eclear thet the
srman mission would lag &i%u juite definlte instruction
and propositione, and oo far ss | am gble to ses now, I
doubt whether the propositions which they would 1ikely
make oould be accepted Dy us or form & basls of negotia-
tion to which & favorable ocutcome cun be expected., It

iz felrly clear that Dr. Schecht is of the opinion that

we will be teupted by firm offers to take cortsin rew

metorials in fixed gquantities and at fixed prices for a
period of yders. ils prineipsl objective within the
1imite of the powers he cen exercise under the present
covernment will be to use so far as we are conecrned,

the dellar exchange avallable for the purehsse of rew
materials, It would seem that he hopes that our Governe

ment is so definitely oriented in relieving the agrioultural

situstion




situstion =t home thet it will definitely favor the

exportation of agricultursl produets. The great 4Alflieulty

that 1 foresee in imericsn~Gorman negotistions iz thet the
Serman propositions will largely ecover the importation of
raw materisls in compensation for whicsh we alwll grent
certain sdventages to Gornman meanulsctured goods, I, ae
Pr. Schacht snd esrtsin Jermen bDonkere seem to helleve, the
future $rads relations between the Unlted ltates and
termany will for sane time have to be on a bslanced and
rationed baeis, it seems falrly clesr thut they will wlish
to eonfine preectically ell Cerman lmportetions freom the
Unite’ “tates to raw materials enxdi seni-mgnulactured
goods, while the countervalue is to bhe teken by us in
German nmanufagetured goods under favored conditions. It

is true thét beegause of the dlseriminatory setlion which
has been teken sgeinst imeriesn goods in Cernany sinece the
now Government osme inbo power, our exports of manufectured
goods to Germany have grestly decrcazed. Yet there are
8611l many well~established llnes of menufsctured goods
which Germany is buying from us and will contlinue to buy

a certein quantity of even if there is neo new agreement.
Certain of the rav matorials whiech she wighes to cover
under an agrecment she would have to buy from us in felr
quantities whether there is an ggreement or not as long

as there ls an e change or ere’ilt upon which she ean
secure them. It would seem that Jormany hes comparatively
1ittle whieh she wishes to offer and hos & Zrest deal to

ssk, fo far ss 1 cen gather, the propositions whieh she

has




has to make may offer little advantage to us so far as
vaw metorials are copeerne’ and would offer further dige
advantagesue treatment for our manulactured goode., I do
not wish to give the lupression thet 7 have dipoussed
either with "r. ‘checht or other representatives of the
Germen Government even in the most generel lines the
propositions which they have in mind, for I have not yet
hed the ospportunity to do sop buk in the briefd conversas=
tional exchange which I heve had with w». ‘chacht and
with severel Germsn bankers who reaslize the diffieunlties
of the situstion, I pather thst thelr emphasis will be on
rew materials., I am merely teking the liberty of presenting
thies informetion ag it may it in with more definite ine
dieations which the Department =ay have already recelved,
In 1ts eonfidential deapateh lio, 871 of Pebrusry 88,
1634, on Uerman discrimination sgainst Amerdean trade snd
poesaible methods of dealling therewith, the ‘mbassy hae

Brought to the sttention of the Department lmportant

factors whiech from our point of view will be given, | am

sure, primery considerstion in any negotistions with the
German Govermment. Iin thies despateh snd 1%s encleosures,
end in the despateches of the "mbassy end of the Consulate
General referred $¢ In the despateh, information iz ziven
a8 to the diserimination whichlms been and is talking plsce
sgainet Amerdicen goods in Cermeny. This dlseriminstion
is very resl and effective and 1e continuing and in my
epinion will econtinue for some time. Einece my return

the Deutseche Sinelair ‘etroleum G.m.b.H., an imerican-owned

Garnen




Jerman company distributing gesoline in Garmany, has
broaght to cur attention that the Government iz planning
to exerecise completes control over the distribution of
motor fuels in Gormeny end thwough what amounts to
Govarnment intervention 1sg arbitrsrily planning te eut
the guota of this company from one and one-halfl per oent
undsr the exlisting sartel, to halfl of one per cent., If
thias iz dome it is quite ¢lear that the Sinelsiy company
will not be able to sarm anything on ita investment, at
1se2t not sullielent to enable it teo conbinue operstions
sxeept at & lozs and thiz will mean that the sompany will
have to go oubk of business here and its etire investment
of 8 million merks here, which was nade in good faith,

be destrogyed. I heve brought this csse to the attention
of the Ministry of Comreree within the last few days

snd & nemorandum covering ay conversation with Dy, Pozse
is tranamnitted herevith (enclosure Ho., 1).

The verious ineresses in the tarif? on office

equirment, the law of June 1, 1933 and the diseriminatory

measures of the Party and of German msoufscburers which
have not been adeguetely stopped, are threatening to
destroy en investment of some 35 million merks which
imeriean offiee equipment coumpanies haeve nade in various
forms in Germeny. I left a memorancum on this subjesct
with Dr. Pozse yesterdsy snd em enclosing a memorsndum of
my oonversatien in this respect {enelosure No. 2).
Although the higher offisers of the Hinistey of

Commeree and the Foreign Offiee and certein other more

congervabive




conservative and undersiending offieisls of the TJoverpne-
ment en’ the Party are egsinst these discrininatory
megsures againet Averiesn snd foreisn {irme, the die-
eriminagtion in praetice continues. Among the secondary

officiels of the Party who are the ones deanling direetly

with sueh matbere, there is 2till almost complete dlsregerd

of foreign interests and forelpgn opinien. It is 2till not
posaible for the higher offlicisle of the Jovernment to
garry through thelir will as against these secondary leaders
in meny metters. Thst this disoriminstion existe end that
it 1s 1llkely to continue to exist is, I believe, & factor
which we nust keep in mind, our Treaty of Commerce,
¥riendship and Consuler Hights hes not besn sufficient
under the existing eircumatances in Jermany to puarantee
to American firme and Americen trade in Gormany under the
new Oovermnsent here, the reciprocsl rights end privileges
which are freely enjoye’ by Cerman firms snd German
interests in the United ftates. My trade with Gernsny
has boen constantly shrinking due to acts of the Government
in Germeny snd due to dlseriminatory neaswres encourage:
and preached by the Party. The capital value of owr
investments in Cormeny iz from sll the reliable information
can get stendily shrinking end a good part threstened
with entire extinetion, This, however, does not apply
to imericen firme sctually manufecturing the whole of thelp
produet in Germeny t¢ the seme degree, Some of these flirms
have beon practicslly uninjured. Others have suffered but

not to & degree whiech affects thelyr earning espacity or

eapitsal
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eepitel seriously. Sales and distridbuting organizetions,
however, which have Deen bullt up st conslderabls sxpense
end in entirely good falth, have been very grestly ine-
jured. The Corman Government has not sines Wareh 5,
1983 given to ‘mericsn commercial interests in Germeny
the fully falpr trectment and the protection guarenteed
under ouwr Treaty., It is a guestion whether the Coverne
ment is now in a positlion te give this preteetion. 7Thig
opene the gquestion as to whether sny new agsreements which
mizht be entered Iinto would give us the gusrsntees wvhich
we may ressonably expect not only for our existing
interezts in Jermeny, but thet the new arrengements
sntered inte will be fully met on the Usrman side and
not hempered by farty messures snd dlseriminstory sction
in the eountry.

hile the nersonnel of the Germen uiseion hae 1 belleve
not been definitely decided upon, those who have alroady

been nentioned, like Ir. Posse, Dr, "itter smd I,

Degvidaen, are fully fanilier with the way in whieh
imeriean intercstes have suffered in Germany during the
paet twelve monthe. They or any perazons who mey comprise
the =misaion will undoubtedly eombend that the Covernment
iz ageinest sueh preetices and 1g doing everything teo stop
them, but they will at the seme time realisze, as we »mst,
that the asction whieh has been teken to protect oupr
comercisl interecsts hﬂﬁb?t been se cnergotie and es
theraugh}&a the circumstenees have required. The fact isg

that the Natlonal Soclalist Perty is In reslity in favor

of




of such discriminatopy sction againe® foreizn interaste.
oy obvlious ressons they muet take publlely end with
respect to the representatives of other countries, a
different attitude; bt in the sctusl specches made, which
in most cases sre not accurately reported in the press in
Germany, sueh diseriminatory sction has been dirsetly and
indirectly encouraged. ‘This is & situction, ! belleve,
whieh we must take thoroughly inte ac¢count,

s I have already eeld in thig despateh, I have no
definite indicstlions from any Cermen suthorities to &tk

&)

effeet that thelr stress will be entirely on Goersen lme
portations of raw materlals, but judging from the emphasis
in the press in the last weeks on rew xmeteriale and from
the conversstiione whieh I heve had with well-infprmed
porsons s¢ fer, I feel that 1t is felrly elear that in the
nagotictions whieh Germeny wishes to undertake with us hepr
orineipal "bjeet will be to aseure herselfl of certain raw
meteriale for which we are to take Germen manmufactured
soode to sn egqual value. If 1t ie true that Americen
purchases of Jorman nmenufsetured goods are stlll eonstantly

declining, and 1 think there is reason to believe thst

this 12 so, it iz doubtful if we ecould aﬁﬂarb the quantity

of menufsetured goode which we would have to take. By

the contrel «hich Germeny ls slready exercising over eertain
reaw matorials and by thet whieh she is planning, there 1

noe doubt but that she eould keep ary agreement which d. e

mey oenteyr inte to take certein agricultural and minoral

produsts, for through the lelichsbank and the nonopolies

and




end the eontrol established or to be estadldshed, the
jeyman Covernment 1s in e position to control purchases,
inn the other hend we in the United “tates de¢ not have and
are not likely te have any form of contyrol over bLusiness
through which the Covernment esn direet private purchasers
to buy manufsctured goods in & pardieul sr marked., 4is our
importers are showing a tendeney to restriet thelr purchases
in Germany %o a minimam, 1t would be exeeedingly difficult
jovernmzent to give any guerantees thet Corman
ed goods in 2 glvern quantity will e sbeorbed by
Epecial terif? schedules for rertionlse
from Jermeny,
stimnlate lmportsg but oven the estabdlighment of such
sghodules =ight not be sufficient, It is probably doubtful
vhether we would be in m rosition to give certsin gusrantees
for impeortetions of manufsotured poods whieh the Jerman
negzotliatore would undoubtedly be prepared to give fop
imerliesn rew =abterisls.
nother disturbing fecter whiech ig important baske
ground for any negotistions, is the fset thet the anti-
Jewlish megsures Iin Cermeny have by no means been stopoved.
hile the pumber of new nessures asainst Jews in recent

months has been few, the exlsting decrees are sufficlent

to gredually eliminate the Jews fron the soelel, economie

and finsnclal structure of the oountry. In the economle
and fineneisl field these messures are beling earried
through constantly with implseability. The resentment

whieh informed »ublie opinion in other countrieg feols

with




with respeet to this dieoriminatory actlion in Jermeny
geems to be bound to eontinue to have its effect on
Gorman goods sbroad.

Ferman economy is feged by three major problams at
this time, the unfsavorable a%chmngﬁ segition, ths nee’ for
rav aaterials and the nesessity for inerecsed export mariets
for her manufncbured zoods. The Depaprtment is awere
so-celled "Orosswirtechaftsraun” ooliey of the Geruan
Govermpnent. The volitieal and eoconomic aims of the
Government in this respect are fully coordinated snd thelr
end iz to mske Germeny g0 fuy ge poselble self-suflicient

snd independent of rew meterials frox the outelde. Through

the operastion of the fat monopoly 1% is possible to see

what success she has already hed within hey present
terpitorial limits, in deoressing ilmport: of fats.
selentifie resesrch is being intensified to {ind mesne
hrough whieh Germany way Durther decressze lmporte of rew
materials. Purther ecommodities are 1ikely to be nlaced
on a monopoly or ecompletely contrelled basis., I am very
sonfidentieily informed that copper will shertly be claced
on 2 moneooly basis. This is en important oroduet in
Germany's resrmsment program and the Jovernment is now
studying very carefully s complate control over copper.
The slans are not yet complete but all copper produeing
and refining ecompanies in Germany sre to be brought to-
gether into one eoneern, The price of cooper 1e to be
fixed for the interior of Jermany t¢ remain stable for a

glven month sand to be changed onee every month by the

monopoly.




momopolye. All sales within Germany are to be made by
the new sentralisze’ coneern and gll importations made
gr econtrolled through 1€.

believe theat another econsiderebtion

g0 far

;o undertake
nature with other countries end her barzsining powepr
her nelzhbors to whoam she weante to sell mamufactured goods
depend upon her capasity to telze from thes
roducta, In Dermeny's negotistlions
play an lmportent part.
to renenit the foregolng
conaiderstions o the Department ags of possible interest
for background purpeses. [ belleve that 1t would be ade
visable for us o
svornment anay fenl 1iself nrepers
sable
until from
propare’ tc recelve such a
mission. The Gasrmensg place such greoat hopes in, and have

guch great expeotetlions from sueh a mizeion, and there are

guch possibllities of irfi n the negotiations, that

14 be mmeh nore gerious
for our relations them if no negotistionr at all were
undertgken,. My princlpel fear 1ls that they may have

1ittle to offer and so mueh to ask for, that the

negotiations




negotiations from our side will be wvery difflieult tsking
into secount &1l the existing cireumstencesn. Jermany ias e
eountry of 65 milllion worth while peopsle, whieh I belleve
will alweye orove to be one of the mo=t important factors
in internstional exchange, and the consuming power of 1lts
people will continue to have for our eeonony & real ime
portenee. fio opportunity, therefore, must be let pacss by
whieh rresents any ressonable hope of sueccese in lmproving
our trade relstions with this lsrge consuming nower, In
this despateh I have not wighed %o strike a pessimistie
tone, but . thought 1t advissble to erphasize eertein
eonsiderations which I hellieve we ghall have to keep in

mind in any negotistions which we undertake with GCermany.

Respectfully yours,

George

merican

nelosuren
smorenda of gonversstions
osse 01 the
of Comneroc,
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