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Vienna, July £, 1936* 

Dear Mr. Hull : 

ua my re tu rn to flense fro« the b r i e f leave 
which I wae ab le to spend a t home X wrote to Mr* 
Phi l l ips a t considerable l eng th on June 18th , 
giving him the impressions Milch I gathered during 
lay t r i p beak end ss&sd him to be good enough t o 
bring to Wour • t t e n t i o n those ports of tula l e t t e r 
which would be of most In t e r e s t t o you. X 
supplemented, th i s with another l e t t e r to him, dated 
June 2§th# which you any a lso ve seen* 1 read 
in the press tu is aorning that Ux* P h i l l i p s la 
goi i^ t o aome, and, as i t l a N a lear whether he 
may bo leaving l a the near fu tu re , I am taking the 
l i b e r t y of writ ing you direct* 

Mr* Long hoe undergone the •ame operat ion 
for u lcer of the stomach and almost under the sen© 
conditions tha t X passed through t h i s experience 
in 1919* I think i t was wise far him, in sp i t e 
of the r i sk s involved in t o ser ious m operat ion, 
t o do t h i s , for , In stubborn oases , I t i s s t i l l the 
only r e so r t which gives r e l i e f . How t h a t he has 
passed safely through toe worst, I am hopeful t h a t 
the r e s t of the way w i l l be es s a t i s f ac to ry as mine, 
for , although X h a & t o ©Sterolss c e r t a i n ca re over 
my d i e t , the operation undoubtedly saved ay l i f e and 
made l i v i n g worth while again* Mr* Long Is a if in© 
character and he wi l l be a loss to our Foreign 
Service i f he f inds i t advisable t o withdraw for a 
while, nit his apparent decision to do so , as 
indicated by the t r i p of Mr* P h i l l i p s , i s , I t h ink , 
wise* Recovery from so ser ious an opera t ion, 

The Honorable 
Cordoll Hul l , 

Secretary state 
.ashingtoa9 D« C* 
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following years of s t r a i n on the system, Is slow. 

I doubt i f there i s e man in f i t foreign 
Service who la general ly more highly respeeted 
then Mr, P h i l l i p s , end lie has given us a fin© 
example of unselfish public s e r v i c e . £ have known 
him end had oore or lesa contact with him at horns 
and i n t h e f i e l d ever s ince I entered the Service^ 
and he hat developed throughout the years in to a 
most a b l e , • f f e c t i v e , and respected of f loor . 
knot tha t these are unnecessary isords so far as 
you are concerned, and how much he w i l l be missed 
from the Department, no rastter how br ie f h is absence. 
The preas reports we have her* are not c l e a r , but 
I would gather i t i s not planned t h a t he should 
remain i n Home de f in i t e ly as Ambassador. v.hlle i t 
would be an admirable appointment and a post which 
he would f i l l in the most c redi table and sa t i s f ac to ry 
manner, Z cannot but express the hope tha t he w i l l 
remain l a the Department * e r § he has been rendering 
such useful service and has , I era sure , been so 
s a t i s f a c t o r i l y i t l i e ving you of s par t of t h a t 
heavy burden $hich rents' upon you. 

Since writ ing the above mentioned l e t t e r s of 
June 18th and June 26th to Mr# P h i l l i p s , there have 
beea no major developments in Austria i t s e l f , out t he 
Austrian s i tua t ion def in i t e ly ease t o the foreground 
in Paris over the l a s t week-end. When Eden arr ived 
in P a r i s for his conversations with Delbos before 
pre ieding to Geneve, they wart met by * ra the* 
determined roquetst of t he L i t t l e Entente to do some­
thing t o h a l t what was termed the rapid progress 
toward r e s to ra t ion i n Austria and the evident 
determination of Chancellor sohusehnigg to put i t 
through. This L i t t l e fintente move some t o them 
with such emphasis t h a t they had to eonsider i t , much 
AS they were embarrassed by i t . Although i n t he 
l a s t few weeks the feeling in responsible quar ters 
in England has considerably changed with respect 
to Austria and Central Europe and i t i s ©gain widely 
recognized what importance th i s region plays in the 
problems of peace and the safety of Br i t a in , and 
although in France, too , the necessi ty o f meeting 
i t s ob l iga t ions in Central Europe has become more 
obvious, i t was r e a l i s e d by Eden and Delbos tha t the 
Vienna Government was under no i l l u s i o n s with regard 
to the ec t lve help which Austria could expect f re 
e i t he r England or France under the condit ions which 
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ajpayvstly s t i l l ex i s t ed . The L i t t l e Entente 
i n s i s t ed on a jo in t demarche" by England and Franco 
• t Vienna to warn sohusehnigg against h is al leged 
r e s to r a t i on project* Telegrams wera dispatched 
to the Br i t i sh and French k i n i a t e r s here to ^a i 
t he i r reaction®, and they both advised. I am to ld , 
against any such demarche" as only tending to wee&en 
the a i t ua t ion in Austr ia , They advised, on the 
o ther tend, tha t concrete measures should be s tudied 
by which tha economic pressure on Austria aould be 
reduced, whichr^&jTboand to be a consequence mt the 
sohaeht v i s i t t o Southeastern Europe and the dangers 
of which I pointed out In ray confident ial despatch 
Ho, 813 of June 24th, rchioh I hope you were able to 
read, As ne i the r Sden nor Delbos \vere themselves 
in favor of a jo int demarche on res to ra t ion and as 
the Vienna recommends t ioaa were n e g a t i n g th is idea 
nas abandoned* I t was then t h a t someone suggested 
to Sduii end Delboa that Ghancellor Sohusehnigg 
should be inv i ted t o come to Geneva during t h e 
session on sanct ions now i n progress* This idea 
was accepted, but before the courteously werded ' 
i nv i t a t i on t o Chancellor Sehuschnlgg aould go forward 
someone in Pa r i s had l e t out to the pre as t h a t 
Sehuschnlgg was to be ca l led to Geneva to be told 
to l ay off res tora t ion* Th© inv i t a t ion f ina l ly did 
res oh Vienna, a t l ea s t t h i r t y - s i x hours a f t e r t h e 
press of Europe had carr ied t h e news, BO& t he 
Ghancellor indicated tha t the press ing nature of 
h is du t ies here made i t impossible tea? him to go to 
Geneva now, but tha t he mruld be glad to gp during 
th© September meeting* 

The background to th i s ra ther i n t e r ac t ing and 
s igni f icant episode i s that the L i t t l e Entente wat 
forced to take t h i s s tep with Eden and Delbos by 
Belgrade, which i s already beginning to play the 
German p o l i t i c a l garni* You know how Yugoslavia 
fears r e s to r a t i on in Austr ia , and i t undoubtedly 
has much good reason for these fears s t i l l * When 
Sohaeht *aade t h i s t r i p around recent ly he had 
a speci f ic injunction from Berl in not to t a l k foreign 
po l icy . He broke t h i s rule in Belgrade when he 
assured the Yugoslavs t h a t Geriaany would r e s i s t with 
a l l her force e Hapsburg res to ra t ion in Austr ia , and 
c mnseled the Belgrade Government t o s t i f f e n the 
L i t t l e Entente ' s a t t i t u d e on t h i s question. This 
was enough for Belgrade t o e c t , but X tfeinic i t may 
be assumed t h a t , even though Belgrade was not 
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son vl need that Schuschnigg was moving in the 
d i rec t ion of r e s t o r a t i o n , they would haws tmmn t h i s 
a t t i t u d e anyway* for the German influence there has 
already gone beyond economic eressure. 

I f Chancellor sohusehai^g has been moving i n 
the d i r e c t i o n of fO)storotion here , I t h i n k ' t h i s 
incident has had the ef fec t of curbing any progress 
toward r e s to ra t ion Just as mush as i f he had 
ac tual ly gone t o Geneva to be to ld the a t t i t u d e of 
England and Franco* I have covered t h i s r e s t o r a t i o n 
matter so fu l ly in say l e t t e r s and despatches t ha t 
i t i s only necessary her© to say tha t t he Chancellor 
has had no r e a l in tent ion of bringing about 
r e s to ra t i on l a anything liice the near future* He 
isaows the d i f f i c u l t i e s in the way, and one of his 
cardinal p r inc ip les i s t h a t Austria must do nothing 
to dis turb her own in te rna l posi t ion or the general 
European s i tua t ion* Tho Governs&nt here has 
allowed xaore t a lk on t h e res to ra t ion question r ecen t ly , 
ana the Chancellor himself haa come to view I t more 
def in i t e ly as a moans of defense against Germany as 
a resu l t of h i s recognition of the grea ter uncertainty 
of Aust r ia• • s i t ua t i on s ince Marok 7th* I on 
incl ined to believe tha t t h e Vienna Government has 
allowed the recent t a l k on r e s to ra t ion i n order t o 
bring .franco end England to o ree l iz t i t ion that 
Austria and southeastern Europe are s t i l l very much 
in the p i c tu re end remain, as before , the p r inc ipa l 
f ac to r as t o whether peace i s to be maintained, in 
sp i t e of the lasted!ate oraoccupation over sanct ions 
and the Eastern European pos i t i on . The Government 
hare has th i s res to a t l on question very thoroughly 
i a hand. The Monarchists of themselves oan do 
nothing 'within or without Austria to fur ther 
res tora t ion* Tho Vienna Government can b r ing about 
r e s to ra t i on at ea r tirae I t wishes t o do so , for , 
although' tho popular fee l ing in the country i s not 
ac t ive on tho subject now, i t oan be brought rapidly 
by the Governraent In to a recept ive and almost 
en thus ias t ic a t t i t u d e . The fact r e n i n s that t h e 
Government he a no r e a l i n t en t ion to bring about 
r e s to ra t ion i a the near fu tu re , Much as i t might see 
l a i t a so lu t ion of various problems* 

1 ara told on good authori ty tha t tho French 
and English are consider ing, as o r e s u l t of the 
Soheoht t r i p , what they sen do t o help the Austrian 
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pos i t ion . There i s s t i l l one loan largely held 
abroad beerisg ? i p t r cent i n t e r e s t , and i t i s not 
unlikely that favorable aotlon asy be te&en toward 
• conversion of t h i s loan to • lower r a t e * Tide 
would be e fur ther r e l i e f to the Govermaant here 
and a move In the, r ight d i r ee t ioa for a country 
which has t o successfully nodeevored to meet almost 
e l l i t s obl iga t ions l a most d i f f i c u l t t i n a s . I f 
there should be any i n i t i a t i v e In th i s d i r e c t i o n , I 
hope tha t our own banking i n t e r e s t s at hoim wi l l 
not piece any obstacles in the way of t h e •onversioa* 
for i t would, a f te r a i l , be only e measure of fa i rness 
t o s debtor who ha a t r i e d to remain honest and i t 
would ha TO a considerable ©fleet toward laainteining 
e pos i t ion which means much fo r peace. So far sa 
other concrete measures by France and England to 
help the economic pos i t ion l a Austria and i n t h i s 
par t of the world are concerned, I doubt whether 
very lauch can be done, as I explained in lay despot eh 
8e« 613$ u n t i l aore progress has boon rae&e i n t h e 
general p o l i t i c a l s i tua t ion* Germany and I t a ly ere 
playing a dog in the manger pol icy in Central Europe 
u n t i l def in i te Anglo-French cooperation on an adequate 
bas is emerges. 

There i t l i t t l e to add t o what I sa id I n ay-
I s t i e r s above mentioned an the conversations between 
Berl in and Vienna oa a modus Vivendi t o improve 
re la t ione* Papen saw the Chancellor af ter re turning 
from Gerrasny, where he had l a i d before H i t l e r 
Chancellor Schusehnigg*s meiaoraadum indioat Ing a 
wil l ingness t o t r e a t on the bas i s of Aus t r i a ' s 
independence and non-interference in her i n t e r n a l 
a f fa i r s* The interview, however, was only far 
e few minutes, and i t i s bel ieved here tha t he came 
baei£ with no ind ica t ion of favorable so t ion by Gersaeny 
on t h i s bas i s* As I Indicated in my l e t t e r , there 
i s a f a i r l y strong group wi th in t h e llsai Party which 
favors s modus Vivendi with Austria on tha t b a s i s , on 
the ground t h a t , af ter a l l , they caa repudiate t h e 
agreeiaent a t any tisse and that i t w i l l put Geriaaay 
in a b e t t e r pos i t ion so far as t h e Br i t i sh jaexaorsndua 
i s concerned. What Berl in wants very much, i s to be 
able t o approach England and France with t he Austrian 
question temporarily out of the way. I t is doubtful , 
however* whether Hi t l e r w i l l agree t o a modus Vivendi 
on the Austrian condi t ions , for there are th ree questions 
on which he has refused to tafee an equivocal a t t i t u d e * 
t h e Jews, Aust r ia , and Hue s i a - and X doubt whether the 
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p ressure , BO Better how e t roag . can lead him to 
public acknowledgment o f Aus t r ia ' s independence and 
noa«»interferenoe for the present * There ere no 
ind ica t ions , there fore , of r ea l progress i n th i s 
Matter, but I f e e l that I should point out again 
t h a t , in view of t h e 41fft cul t s i t u a t i o n i n union 
Berl in finds i t s e l f via-a~vis England and t h e Br i t i sh 
aieiaoran&ma, there i s Slvrays the p o s s i b i l i t y t h a t , 
with her tongue i n her oh safe, she may agree t o such 
an arrangement on the Austrian condi t ions . This 
is a p o s s i b i l i t y which i-iust 'be faced, and i t presents 
r e a l dangers, for i t isouid piece Br i t i sh public 
opinion again into the uncertainty which ha* already 
dona so much h e m . 'The fa i lure of the Genaans t o 
answer the sseiaoian&um has done much toward helping 
the progress of c r y s t a l l i s a t i o n o f Br i t i sh policy 
in the l igh t d i r e s t ion , end i f Crcojsny could point-
to the Austrian question an being out of the way, 
even though she kept a l l of her /iu s t r i a n object ives 
as de f in i t e ly as before, which we know she would, 
t ide xaovesient would be ser iously in te r fe red wi th . 

You have xaore accural© and def in i te inf enact! on 
than I concerning the advance which has bmn laade in 
laying again the base fo r «nglo*breach cooperation, 
but from here we have the de f in i t e impression tha t 
r ea l progress has bum made* This time tha t 
coSperation, i f i t can be arr ived a t , wi l l be on a 
jaore healthy basis on both s i d e s . Ber l ta • e r t a i n l y 
r ea l i ze s that progress has been made, and yet she i s 
unable t o tales the s teps to reassure iSnglcnoU Sow 
tha t the Locarno Powers are t o a*et i n Brussels on 
July 20th, repeated iau ica t ioas ©oas from Berlin t ha t 
H i t l e r w i l l jaeke s speech before than, sad the l a t e s t 
report s t a t e s tha t he w i l l c a l l one of his famous 
Reichstag toeetlnip l a order to give what he says a 
seablance of t h e expression of the wi l l of t h e whole 
'̂ erxrsan people. This comedy has no end, but t he 
s t e rn fac ts sxs beginning to be aors de f in i t e ly 
r ea l i zed , and Berlin*s fa i lu re to answer the saemomnduia 
w i l l mean raore i n England than any expression of 
Germany's peaceful in ten t ions which Hi t l e r Bay JOB ice 
in the Reichstag. Perhaps af ter S l l there i s an 
end t o the degree to which i n t e l l i g e n t people w i l l 
s l i n g to I l l u s ions which so aany facts so d e f i n i t e l y 
show t o bs without any b a s i s . The Gar gen objec t ives 
rsiaaln unchanged and her p r i n c i p a l a i a now i s to gain 
tiias end to assure herse l f of t h e means to complete 
that s rograa of preparat ion which wi l l enable her to 



«• 7 — 

brandish the sword over Kurope* 

Her© in Vienna i t i a believed tha t the recent 
developments have fur ther decreased t h e p o s s i b i l i t y 
of any *©el cooperation between Berl in and Bom#« 
The po l icy of cooperation in negative mat te rs , such as 
in su l t s to the League, ba tmen Berl in and .Borne wty 
continue, but the b a s i s for any pos i t ive toOperation 
between t h e two cap i t a l s I s now more lacking than 
before. I t w i l l be d i f f i c u l t to bring I t a ly I n t o 
any consort with Pa r i s end London, but a c t s apeak 
louder than words and the feet feat Mussolini i s 
disregarding the League act ion with regard to t h e 
expulsion of the I t a l i a n j ou rna l i s t s ?=jfter the rowdy 
show they put on in Geneva is u igaif l e a n t . 

Informed observers hero ere qui te disturbed 
about the s i t u a t i o n In Danzig, where they feel t ha t 
e cere ful ly planned ef for t t o take over Danzig qu ie t ly 
i s i n progress* • I think there i s much ground for 
these fears* a I have e l says pointed out , my 
contact with higher anting Kazis taught as in the 
e&rly days of the i r regime whr.-t t h e i r object ives were 
and t h a t they preferred to reach them by undermining 
the pos i t ion in various spots wfaers they wanted some 
action* I t has always been the aim of the leaders 
of Uatianal Socialism to undermine the pos i t i on i n 
Austr ia , Czechoslovakia, and Danzig, be l ieving that 
i n these areas s t l e a s t , and to a degree In Poland, 
they would gain t h e i r ends by aeons o ther then 
aggression. The 10-year pact wi th Poland, the 
founding of the Henleia movement l a Czechoslovaks* 
and the Ilaai o u t r a g e in Austria and the WIS of 
money ere a part of th is subversive program* lit 
Danzig th i s act ion has b@un very c l ea r ly described 
end most e f fec t ive ly by Mildred Y;ertheimer in her 
pamphlet "Ths Has! f lee t ion of Danzig* recent ly 
is .ued by the Foreign Policy Association* The major 
question for Germany in Danzig now i s how far she sen 
go without disturbing Poland * There a r e those Who 
believe t h a t Beck, during h is l a s t v i s i t t o H i t l e r , 
mads sa agreement with him over Danzig which would 
p rac t i ca l l y give Germany a free hand there so f a r as 
Poland i s eon corned* 1 doubt whether t h i s i s s o , 
although i t i s probable tha t Beck agreed to s per t 
of the German plans there* 

These observer© here to whom I refer a re of the 
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opinion that Germany i s slov&y preparing for a 
f a i t accompli in Danzig. ue r t a i a ly the posi t ion 
baa grown WOTS©, end the sending of the Cruiser 
LEIP2,I# the re at t h i s time must haire been s port 
of som plaa* The commander of the c ru i s e r , a® 
you know, did not c e l l on t h t League Commissioner 
the re , and Fors ter , the nasi l eade r , seized t h i s 
as the occasion for violent a t tacks on the' League 
Commissioner* He said t ha t h i s pos i t ion had no 
more signif icance* He was the re merely as a t roub le ­
maker and therefore could not be recognized by the 
German suthfcr i t les . The ooiunandor of the L&IF2.IO 
bed behaved'properly in ignoring him* The f a i l u r e 
of the Kas&is to get the necessary w t e s in Danzig 
af ter the extraordinary campaign about half a year 
ago, when p r a c t i c a l l y a l l the big guns ©xoept Hi t l e r 
made speeches the re ,has exasperated them, and s i n c e , 
as they think, the weaiuisss of the League i s so 
apparent, they are encouraged to b a l l o w t h a t the 
League Commisslorar can be t r i f l e d with or at leant 
h i s posi t ion completely undermined* I t i s beXI©trod* 
therefore* that the recent developments nave been 
for the purpose of preparing the way for another 
e l e c t i o n , when the Danzig population wi l l f e e l , as 
did t h a t i n t h e sear* that the outside support i s 
gone, and therefore vote almost unanimously f or S 
Nasi f s i ime . 1 am personally incl ined to doubt 
whether"'even Beeic could Tie® th i s with •omplaeeaey, 
and I em not so sure t h a t Poland i s yet removed s s & 
factor against t h i s obvious German pol icy i a Jtenzig. 
1 do be l i eve , however9 tha t the posi t ion there i s 
serious and tha t the powers w i l l neve t o bag in to 
give i t more a t t en t ion* 

In my reoent l e t t e r s I have pointed out c e r t a i n 
more favorable developments l a C-- • ,AoaloWo/cia 
indicated by a weakening of th© posi t ion of ilenlein 
and s poss ib le s p l i t in Ms party* There are further 
indicat ions tha t t h i s s p l i t i s becoming mors dangerous 
to Henlela*s p r e s t i g e . There are a good many Jews 
among the GerasJl population of Czechoslovakia sad they 
play en important p a r t i n the German minority* Henlein 
has been supporting ra ther q u i e t l y , ba t very d e f i n i t e l y , 
a Jewish boycott in the German minori ty , and, as a good 
many of t h e Germans see in t h i s ma r e ly a fu r the r woateen-
lag of the economic posi t ion of the German minority i a 
Czechoslovakia, there i s real, resentment against Henlein 
among non-Jews* I t i s too much to say t h a t the Henlein 
menace has disappeared o? oven t h a t he has been 
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de f in i t e ly weakened, but t h a t his posi t ion has bee a 
much undermined by developments of the l o s t three to 
foul* weeks i t c l ea r and the Gormen aot ion against 
Czechoslovakia^ t o tha t decree weakened* 

Here in Austria things ecnatnu® quiet* The 
weather ha a seen sxtremely favorable for the t o u r i s t 
t rade and the p r o b a b i l i t i e s are t h a t Austria wi l l 
have more t o u r i s t s t h i s year t h a t she has had s t 
any t i ,e since t he War* This w i l l play a Wery 
Important par t In the In te rna l situ* t i o n . i t i s 
In te res t ing i n t h i s connection tha t the Nazi outrages 
in the form of s t ink bombs i n public p l aces , which 
wers Intended to d i s tu rb the t o u r i s t t r e f f i s § have 
stopped. 'fne Chancellor t o l d Pap en t h a t i f these 
conversations on the nodus Vivendi to improve 
r e l a t ions wers t o be taken s e r i ous ly , he c e r t a i n l y 
could not continue i f these nuisances were perpetra ted 
to a f fec t people coming to Austria* I t is s ign i f icant 
tha t almost immediately the Chancellor gave t h i s 
admonition t o Papon that the nuisances stopped* 
i n e r t i s n ' t s shadow of a doubt t h a t e l l the outrages 
committed in Austria during the l a s t few years were 
de f in i t e ly propagated by Beriia* 

I do not wish t o burden you with a longer l o t t s r , 
but t h e r s ere several things which I did no t mention 
i a jay l e t t e r s t o Mr* P h i l l i p s of June 18th e,nd June 
24th whist I fee l X should cover without de lay , i a 
view of the v i s i t whist I understand sows representa t ives 
from Germany are ask tog i t Washington now. I cm 
hopeful tha t the information which I gave in ay 
despatch Mo, 813 of June £dth arrived i a t ime, for i t 
covers aspects of the German object ives end program 
which i t i s necessary for a t t o keep l a mind* The 
i n i q u i t i e s of th is German pol icy in Europe and slsewhere 
are r e a l l y almost beyond comprehansica whsa pract iced 
St the eoamareial pol icy of what i s at i l l a great t a t ion, 
and, what i s more important, which we must continue to 
reekoa with as sae of the major fac tors in in te rna t iona l 
coiiUiisroisJl pol i ty* when oohacht was i n Belgrade 
recent ly he amazed the Yugoslav tankers and goverruiasnt 
o f f i c i a l s to whom he mads an address by re fe r r ing to t h e 
present German commercial po l l sy as t h t new pol icy which 
would control throughout the world* He t e l d t h t Yugo­
slavs could consider themselves ss fortunate i a being 
among those with whom Ger.uany ha a deci ded to f i r s t 
t a r r y through th i s po l i cy , end that they would r e a l i s e 
how for tunate they wers l a t imt through i t s beneficent 
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effects* Ho made no mention whatever of Germany^ 
not being eblo to pay, but pointed out t ha t countr ies 
l i k e the United s t s t s s p whioh were backward i s t h e i r 
ooasaeroial po l icy , wore bounft t o suffer» as could be 
seen from ths fac t t ha t w© wars obliged t o eompenast© 
our cotton farmers for t h e oot toa they ted bee* ©blig©4 
to plow under because they eould not s e l l i t to Germany. 
The Yugoslavs knew there was s eat oh somewhere i n 
a l l th is and ere euro there i s a eat eh i s i t . because 
the f ine words of Soheoht are not bringing them any 
money but only more German goods, mos tof which they 
do not want. 

This economic bondage wnloh Germany i s t rying to 
force on Southeastern Europe, sohaeht believed they 
could force on south Aoorica as we l l , &md the ©hook 
Which they have aet in Bra&il ha® not added t o the 
comfort of the ' Germans• Aside from th i s po l icy of 
economic force whlell Geriamy i s trying to carry through 
and which fea l ly p a r a l l e l s tlio Ileal '.oology Of p o l i t i c a l 
and mi l i t a ry fo rce , trier© a*c o the r questions i n 
Germany which a r s very se r ious so for as we are 
concerned* The quest ion of our capi ta l invested i n 
i n d u s t r i a l establishments i n Germany i s om whioh has 
been kept i n the background, but which i s bound to 
come to the fore* 

Through the discr iminatory measures which Germany 
has employed within Germany against firms which have 
foreign c a p i t a l , t he volume of t h i s c a p i t a l investment 
has been considerably re duces.* 7&es t h e present 
Government eaiae into powo* we ted tremendous sums 
invested in various manufacturing e n t e r p r i s e s . ve had 
painful ly b u i l t up sa les and d i s t r i b u t i n g organ isa t ions , 
which had cost us a great deal Of money* These 
organizat ions have p r a c t i c a l l y a l l bmn desti^yed by 
the discr iminat ion agains t American goods* X could 
writ® almost s volume of d e t a i l regarding t h i s . The 
investments w;.ich we had i n smaller firms has i n the 
loo t two years p rac t i ca l ly disappeared, because th© 
American firms decided to get r i d of the i r pa r t i c ipa t i on 
s t varying losses 9 but s i ways r e a l l o s s e s , from the 
feeling tha t i n the end t h e i r investments would become 
e n t i r e l y worthless* They wars qui fce r i g h t about t h i s , 
for i f t he p resen t regime remains in power even our 
major investment© in Germany wi l l disappear. 

I t Is these major inv&stmants which I think a re 
going to oome in to t he foreground* The Ha t ioml Cash 
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Beglster Company, which had an important plant near 
Ber l in , had so much d i f f i cu l ty a f t e r the Kaai regime 
eaao in tha t Shay f inal ly found i t necessary to 
merge with the KTupp plant -ae^lng cash r e g i s t e r s . 
TUB iden t i ty of t he imeriean company Is maintained, 
but t o * cont ro l i s now r e a l l y German end the Company 
i s not ge t t ing aay of the earnings of the firm out of 
Germany. F ran t i ca l ly the only use whlaa i t oan make 
of the earnings of t he Company i s l a expanding 
manufacturing capaci ty in various l i n e s end along the 
l i ne s deaired ay the Government, The story of t h i s . 
pa r t i cu l a r company i s i n t e r e s t i n g , but X must not 
burden you with i t . 

The In te rna t iona l Telephone and Telegraph Company 
has two f ac to r i e s Sear Berl in and Iheae Have been 
busy for the lairt two years working day and night on 
three eight-hour s h i f t s a loos t en t i re ly on mi l i t a ry 
and government orders* while X was s t i l l i n Berlin 
i t had- already reached the point where t he two American 
o f f i c i a l s of the aompeny were ao longer allowed l a 
the s l a n t s themselves, and X aci told • ana I think: i t 
i s t rue - 'that Colonel Behn for over s year has not 
been permitted to go In to the fac tor ies themselves on 
his v i s i t s to G«awo»ny» The two f ac to r i e s a r e , n a t u r a l l y , 
earning a good deal of money, but not a cent o f I t can 
they get out of Germany, I a a to ld on good author i ty 
tha t l a s t year- t h e 1* T« & T* had 20,000.000 marks in 
Germany which they wanted t o show in t h e i r balance sheet 
in order to help the ca t version loan which they planned 
to aaice t h i s spring l a Kew York for the Company • • s 
whole, Th© Sohroeder Bank, which ac ts as the Germaa, 
Government's agent, helj>ed them t o f ind some arrangement, 
but the plan for the conversion loan in New York f o i l 
through, as you know, because i t see rea l i sed tha t t h i s 
money in Germany ie def in i tely t i e d up, I am t o l a Unit 
the I , T# A T i has now about 40,000,000 marks l a Germany 
represent ing earnings during she pas t few years , not one 
penny of which i t can transfer out of the oountry find 
the use of which i t oan mere within Germany i s so 
circumscribed by l a s and regula t ion tha t p r a c t i c a l l y 
| h e only o u t l e t I s increas ing plant capacity to help the 
rearmament program. The bald feet which we must ffeo-3 
l a that t h i s American cap i t a l Invested i n the I* T, a T, 
in Germany i s being used to keep up the Gorman armament 
program, and who knows a l l of the count r ies against which 
t h i s program wi l l be eventual ly directed? 

General Motors i s i n a s imi la r pos i t i on . They 
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bought the up©l plant at HusEOlhelm aom years ago, 
sad I t is probably toaey the p r inc ipa l autoiaobila 
factory i a Germany, They neve been earning a l o t 
of money l a the l a s t few years , f o r the po l icy of the 
German Goveraraeat has boon t o s t imuls t* automobile 
production* I thiaic the leoord w i l l show tha t during 
t h e l a s t seven years the Company has been unable t o 
tcae p rac t i ca l ly any of i t s earnings from Gerxaany. 
the exchange d i f f i c u l t i e s already exis t ing before the 
na t ional Soc ia l i s t regis© used© t r ans fe r s d i f f i c u l t , bu t 
soae t ransfers were possible* Since t h e nat ional 
S o c i a l i s t reglus© has coxa© in no t ransfers a t a l l are 
p o s s i b l e . The Company ass boss great ly dis turbed 
about these huge suae i t i s building up, sad tea 
explored various ways by which t r ans fe r s could be made 
through goods. Up to now they have had no success* 
Within the l a s t years the Geraea Government p r a c t i c a l l y 
forced the Coupsny to use • good pa r t of i t s earnings in 
bui ld ing s large fsctory near Ber'lia t X bel ieve , end l a 
t h i s factory p r a c t i c a l l y nothing i s proauced except 
saotorlzed a r t e r i a l far th© Genoan ••.nay» Goerlag sad 
othwr high-raaiclag of f ice rs of the Government recen t ly 
Visi ted t h i s p l e a t , «hleh ! • foe l ly to e l l i n t en t s and 
purposes e plant functioning sole ly for the Geraaa r ay . 
Xt n a t u r a l l y , do not have the int imate d e t a i l s her© 
concerning th lo p l an t , but they can be secured, sad I 
ais sure we would find tha t t h i s plant b u i l t so l e ly out 
of the p r o f i t s of the Geaerel Motors p l a a t at Kusselheiia 
i s devoted t o the Canaan reanasraent progrssa* I t simply 
moans t h a t the American c a p i t a l invested by the General 
Motors Corporation i a Germsay i s completely immobilized 
and t h e investaient being used by the German Government 
for i t s armexaeat program* X think the o f f i c i a l s of t h e 
company a t horn© or© more than unhappy shout th i s and t h e 
as vter has become one of major concern t o them* They 
do not want t o work for the German Government and 
c e r t a i n l y not for the Geraan rear&xuocnt program, b u t 
t h i s is the pos i t ion in to which they have been forced 
«t the aew plant* 

Taa United Fru i t Company has been obliged t o reduce 
i t s business in Germany very mush through t h e r e s t r i c t i o n s 
on importe t but even t h e money for the business which i t 
has bean doing i t cannot get out of the country* They 
hew), the re fore , been heving some ahipw b u i l t , t u t as 
they do not need any acre ships* they are l a e quandry 
as to what t o do fur ther , for there i s no use i n 
building up these balances which can ne i thef be t ransferred 
o r used* 
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The Gulf Oil Company, which did a good business 
i a Ger,j8oyf s imi la r ly hen been unable to mere i t s 
p ro f i t s from Germany^ and t therefor*, has been having 
ship® b u i l t , but they, too , how reached the build ins 
l imi t* The standard i n t e r e s t s i n Genaany era very 
important, end there i s a p robab i l i ty t h a t Standard 
may have been able to Move s l i t t l e of i t s p ro f i t s 
from Genaany. Germany.needs o i l and needs-the Standard, 
and. ah l i e I cannot affirm i t , I have always had the 
feeling t h a t wi t* regard to t rans fe rs they may have had 
some mors favorable t rea tment , but the Standard, too , 
already severa l y-jars ago found i t necessary to build 
ships in order to avoid t h e accumulation of funds. 
The Standard has boon allowed, t o o . to spend very 
eonsiderable sums on i t s d i s t r ibu t ion ay & t e a in 
Ger;jaay, but i t has merely r e su l t ed in increasing 
the i r i nves t s»a t , «Lthout a penny oojalng to the Amerieea 
investors* 

I must iiot burden you with fur ther de t a i l s on this 
subject a t t h i s tL.j&« I havs only wanted to point out 
that hugs quan t i t i e s of American cap i t a l In Germany 
have be a destroyed by d iscr iminatory measures and now 
our remaining c a p i t a l , which i s s t i l l important, i s 
def in i te ly immobilized and how s good pa r t i s being 
used for the laaintonaace of the German i n d u s t r i a l 
prOt5cam and in some important d i r so t ions for German 
rearmament, whic* i s mo obviously not intended ifcr 
defensive but for aggressive g&aaures. The Arasrican 
firms which have the responsib i l i ty ' t o t h e i r s tock­
holders , as well as t o t he i r country, are not bl ind 
to what a l l t h i s system in Germany means, and, although 
t h i s quest ion has been kept i a the background, I think 
that i t w i l l i a the not d is tant future require important 
decisions on the i r par t • So far they have been obliged 
to go along or have* f e l t theEaselves obliged t o go s long, 
fearing that otherwise t h e i r whois investments vnould be 
seized or destroyed. Perhaps they sassy yet find themselves 
i a s pos i t ion where they wi l l consider i t be t t e r policy 
t o l e t the investments go to nothing r a t h e r than permit 
t h i s e a p l t a l and t h e i r organizat ions being used as e 
pa r t o f t h i s trsijendoua armament program so d e f i n i t e l y 
d i rec ted against the posce of the world. 

These a r s t h e things which the German delegat ion 
i a Washington would find extra,:©ly d i squ i s t i ng and which 
they would be una I s t o answer, because they Know tl 
f a c t s . ,/,s long ®B m know the fac ts we are not i lag 
to allow ths National s o c i a l i s t regies l a Gerraany to 
p u l l the wool over our eyes or to die t a t s t o us what our 
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own tcra*©-:cial policy she l l be, 

I cannot t e l l you how auoh I ©n joyed seeing you 
at horn end tha opportunity to ta lk things over with 
you* Z tetiofi m a t e bur don you c a r r y end appreciate 
the tifiMr which you wore able to give m. Urn. 
Messersaith joins iae l a o i l good wishea to you and 
Mrs. Hull and in the hope t h a t jou ssey froa t ine to 
tla® get r e l i e f from the hot daya i n '.yashingtoaw 

Cordially and f a i t h fu l l y yours, 

p 


