Vienna, Yarch 8, 1937.

iy dear Secretary lulls

I lagt wrote you osu February 23, and wish
to supplement briefly that letter, Since that letter
has roached vou, you may have seen or had summsrised for
you my strictly confidential despatoh ¥o. 1087, of Februe-
ary 26, reporting in full on the Heurath viait, and my
strictly confidential despatches Xo, 1088 of February 26,
apd Ko, 1073 of Hareh 2, giving further inforsation on
the status of the r estoration gquestion, 1 shall take it
for granted in this letter, which I wish to keep as hrief
88 possible, that these despaiches have come to your ate
tention,

The significance whieh this vieit of leurath
to Vienna on Pebrusry 22 and 28 assumed ghows how deli-
cate the situation ip Europe 1s and it has brought out,
what the Spanish situation hud coused some to forget, how
izportant the maintenance of the Austrian position con-
tinues to bte in the problem of the maintenance of pesce,
The reports which have been circulated in the press and
which have beon siven credence in some of7ieiel quarters
econcerning this visit have been really extracrdinary, and
moet of them without foundatione The reports in s sec-
tion of the Ynglish press that s four power sgreement he-
tween lermany, Italy, Austria, and lungsry hed been reached
has been traced to Cerman sources. This applics to the

The Bonorable
The Secretary of State,
Waghington, D. C,




reports that arrsngements had been reached lor Austro-
Cerman Anschluss in the near future, ‘here ihe rsvort
originated that leurath had proposed an exchange of let-
ters with Schuschnipgy in ehich lehuschnipgg geve up the
idea of restorstion it has not been possible to 4trace
further than ‘rench sourees here, but the Frensh Lep-tion
in Vienna definitely denies that it hus any kmowledge of
this and I can fénd no substantistion thet sueh an exchange
was proposed, certainly it did not take pluoce, Loursth
did raise the question of restoration, as I reported in
my despateh loe 1087, and [ belisve in the form therein
reported, The Asustriap commont in reply was brief and
amounted to pragtically & refusal teo discuss the question,
The [talian press comment caused surpiise and dissppointe
ment in govermment circles in Viemna, but not much coie
cern as the Austrian Coverrment wes sanssured hers by the
Italian Hinister that the press comment did not indicete
any change in the Itzlisn attitude on elther restoration
or the independence of /‘ustria, The Forelgn Urtice here
states also that Clano pave formsl nssurances to the
Avstrian Minister in fome,

In view of the many reperts in the press and
others being given an officlal flavor, I thouprht it best
to telegraph the Department the position ss pesn from
here whioh I did in my telegram Fo, 14, of larech 6, 1l a.m.
There ig no suestion but that the Chancellor is disepe
rointed that the Italian press reaction should have heén
s0 strong. fe lays it, however, entirely to the desire
ef Hussolini nvet to impair further the Berlin-lome cooper-
ation which he needs as »uch as ever and which he felt had
been sufficiently impasired by the London-Home pentlemer’s
agroemont of early January of thie yesrs The Government
hore balioves that the maintenanoe of ithe Austrisp position
is fundamontally j st es important for Iltaly as before and
that 1f it hes to reach & decision the decision will be
arain definite support of Austria,




How that the gnoke has eleared away, I think
we can definitely soccept the following as results of
the Neurath visit,

1. AMustrien policy with respect to Cermany
has in no sense been changed by or dure
ing this visit and no new agreements or
understandings wers reached during the
visit except the formetion of a so-called
Joint Cultural Committee.

The fundamental 4i fforences hetween the
politieal and scoial systems in Austria
and Germeny came ocut strongly during
this visit apd resulted in Austro-Cerman
relations for the present being worse
and more strxined,

Germany again placed on record her defi-
nite o-position to restoration which the
Augtrian Covernment has to take into ae-
count but comoerning which it was already
fully informed.

The Itslian preasrenotion oaused surprise
and dissppointment here, but no partiocular
conoern as the Italian Covermment gave ss-
surances that its stand onm independence
and restorstion had not changed,

While Austris believes that in a erisis
she ean depend on Italy, she has to realize
that reliance on Italy must be less abso-
lute and therefore the Chanosllor will en-
deavor to strengthen his ties with England
and France,

The Chanosllor had planned to go to Home in the
early or the lattor part of Nereh in order to talk over the
question of restoration with bussolini, As lussolini
is planning to be im Lilya sabout the middle of karch, the




Chanonllor will pow have to go towards the end ¢ the
monthe He ls plemning to go ns he wishes to talk with
Mussolini before his Secretary of Etate for roreign
Affeirs, Lr. Schmidt, poss tc lLondon for the corpmation,
It is the Chaneellor's intention that Dr, fohmidt shall
talk over the juatrian position, ineluding if possible
restoretion, with the British and French Covernmsnts on
this trip, snd for this resson he is sc anxious to nake
his trip to Fome before lichmidt lenves for the coronsntion,
¥y own belief is that ¥ussolinl desiree to put off the
visit of the Chanoellor to Fome w8 he is not likely to
wish to discuss the Chancellor's restoratior rlans st
this tine, It is guite obvious that iussolini does not
wish to disouss restorstion with fustrias for the present
and certainly doss rot wish to be put into the position
of having to tnke a decision which he does not believe
the Austirien, Itmlian, or “uropesn position makes neces~
sery at this tine.

The restoration movement is for the time beling
going into the tackeround and less will he said ~hout it,
but the Chapcellor's sourse remning u altered, e fecls
eonfident of the ipternal position spd is apparently pure
suing o course less influenced directly either by Berlin
or Jome, Itely realizes this and does not wish to have
tts position in Austria weskened, This accounts for
the assurances which have been riven in such strong form
to the Austrian Covernment by Italy in both Viemna and
fiome rocentlye. The “hancellor, howsver, can take no ncte
ion on restoration ubder present conditioms in Burope
without & definite mttitude by Italy, and as this is not
likely to be forthcoming in the near future, it is ecually
urlikely that the Chancellor will take any precipitate
action for, as ¥ have so {requemntly pointed out, his de-
eire is to ¢ o nothing to disturdb the intermal and external
position,

The peneral position has undergone a good desal
of change recently wiich on the whole is for the better,
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There have bee: developments in Southesstern Iurope of
primery inportance which I think 1 should briefly sumuar-
ize. I have been econtirmecualy brisging to yveur attention
the subversive Cerman mctivities in most of ths Youthesst-
ern Buropean states, which have been accompanied by s pol-
itieal and economic pressure from Berlin, In Huma ia

it was possible some months ago to ret rid of Tetuleascu
who had kept u strong hold on the situstion in Tumania,
You will be interested to k:ow that Hmil Ludwig was in to
gee me a few days age and sald thet Titulesou had zhown hiw
the written evidence that he had been roisoned, The iron
Guerd in Fumanie, which is Cerman supported, wes becoming
more agyressive, as I reported in my last letter, and in
view of the generally diffiecult situstion within the noun-
try the political position was very unstable, The Gov-
errnmont sew the danger and realized that a small group
under this Terman pressure was planning active staps teo
pet contrel of the Coverrment, The assassination of a
Univeraity professor by Fagl groups brought the position
to & head and precipitated strong action by the Covernment,
which has pone fairly far towards re-establishins the sit-
uation in Bumania, The German effort in Fumanis to over-
throw the Covernment may therefore be considered as having
failed, but %this does not moan that there will not he fur-
ther ef'forts. Un the whole, Lowever, the position in Fuse
ania so far a: the Govermment is concerned, may be considered
28 strenzthened,

In Hungary the pro-German elements have been
active and, as in Fumanis and other countries, have been su: =
ported by the Cerman Legation, Tha German klnister wvon
#ackinson, who is the son-inelgw of Heurath and the gon of
the Fleld ¥arshall, wes at first very pépuler there becasuse
of his bhackrround and his own rather careful attitude,
Alresdy before the death of Toemboes his popularity had
declined, for it weas realized in rovermment cirecles that he
wag interfering too much in Bungarian interual affaira.

Baron vor Hahn; #ho had been in the Uorman Legation in
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Vienna es Press Attaché and who was obliged to loave as

the Angtriap Covernment informed the Cerman Covernment

that his activities could no longer be tolerated here, was
transferred to the German Legstion in Budapest., He is
totally ungerupulous, With the death of Gaomboss, com~
bined with other factors, the Corman influence in Budapest
began to recede and it was realized in Berlin that strong
agtion would have tc be takem, It was therefore planned
because of the difficult situation among the farmers in
Bumania and Hungary, to start a movement in both cuntries
to establish a Fascist regime, Vhen the recent movement
in Rumania failed the Naszi agitators and their supporters
in Hungary realized that they would have tc work fest., A
novoment was therefore started among the farming population
in the eastern part of the eountry where conditions are the
worst, for a march on Budapest. Tibor Eckhardt, who is the
loader of the smal)l Farmer Group, natursally got wind of this,
gathered together the ‘@, and wont to the Einister FPresi-
dent and together they went to the Regent, They had evi-
denoe thet a mareh op Budapest was plenned for thig ls:t
Sunday, The Fegent and Daranyi wers ccnvinced of the
danger as was Zokhardt, and they toock the nscessary mess-
ures so that nothing happened and the cold putsch in Hun-
gary has failed,

The position of the rural population ip Fungary
is oven worse than that, in fact much worse, than in Austria
and Csechoslovakia, As a matter of fact, the position of
the Bungarian small farmer is really pitiful. It was
therafore among these that the Cermans hoped Yo get the
support for thelir movement, of cou se entirely under cover
of the promise that the new Government would abolish all
debts of the farmers. This putsch in Humpary, of whioch
the details are most interesting but which I canrot go inte
here, has therefore failed, The Hungarian Govermment will
be more than ever on its guard, Those offlicers of the

an Army who had beem influenced by the Uerman agie
tators who will nct come to reasom will be put out of the




Aray. The danper for the present is over, bul the basiec
pitiful position of the Hungarien farmers remains the
sems and therefore the fertile field for political agi-
tators remains,

in Yugoslavis the Kipister Fresident wade s speech
ip Ferlisment about & week apo in which there were stroug
references to the frisndship with frence and with Snplsud,
more friendly references to bungary then sirce the war, and
the references to Cermany showed the Yugoslav disappoint-
ment in her relations with that country, He did emphssize
again the strong Yupeslav objection to resterstiom,

In Caschoslovakia the Goverrment assumes ap
attitude of greater satisfaction with the position and
speaks of the dapgers from Jermany as being povne. 48 a
matter of fact, while the darger %o Cgzechoslovakia from
Oerman aggression ig for the present less thap it wms, the
Pregue Covernment has no illusione ws to the real situation
and itis expressions are much more confident than its feel-
ings, The dissatisfaction in labor quarters in Englend
withk the Prague Government’s treatment of the Sudeten
Deutschen and the inecressing uecessity for English suprort
of and interest in the Uzechoslovak position made it neces-
gary for the Government in Frague to reach an agreement
with the wore ressonable elements in the fud ten leutschen
Partye As the Uepartment has full details on this agree-
ment from other socurces, it is necessary here only to indie-
cate that by fts aection the Czechoslovak Government has
already takem the rround from under the feet of Hemlein
who is such a poorly concealed agent of Sorlin, The im-
mediate and ill advised reaction of Hemlein tc the seotion
of the Yrague Government showed that he was more interested
in himself and in upion with Cermany of BHeohemia than in
real alleviation of the situation of the fudeten leutschen,
Bis 111 advised action did much to show him up not only
abroad in those quarters in which he hamd been given a hearing,
but slso to the Sudeten Ieutschen who resliszed that he was
more interested ir himgelf than in them, If the Czechoslovak




Government proceeds on the program which it has laid out
for itself in Bohemia the position in the country as a
whole end its external position will be greatly strengthened.

Thia strenpthening of the poslition in the four
oountries above mentioned will be pleasing in Turkey and
in Oreeoe which wateh the way the wind blows and are ine
fluenced thereby, but whieh prefer that it shoudd blow in
this present direction, Certainly the position in Sfouthe
eastern Jurope is betier and the reeent sethack to the
Eational Sooielist minorities and Zerman sctivity in
Rumania, Humgary, snd Czechoslovakia will be most discourag-
ing in Berlin, The economic relations were already working
out badly for Germeany. The political pressure from Berlin
wag beconing increasingly distasteful, and now the apitsiors,
native and foreign, workinpy in these countries have had a
distincet setbuek,.

All this is helpful to the Austrian position for
it is the Austrians and the Czechoslowaks who have been
consistently otliged to remain the principal bulwark age
aingt the German aggression, Kow the general position
in Scutheastern iurope is such as to strengthen the confie
dence of the Austrisans and of the Csechs. I need not tell
you row delicate the situatior in ths part of the world and
in Burope pemerally is, and tc¢ what frequent and urexpected
changes it is subject, is favorable position of today
therefore may be weakened in the not distant future, but
I am inelined to believe that my statement t vou in a
letter & fow months ago - that the peak of' the power of
the Faseist regimes had pussed - is correct and that we
will continue to see a prpdual strengthening of this position
against Cermany, The English rearmement program has had
a tremendous effect all over Burcope and partiecularly in
derlin and in this part of the world.

I shall not refer in this letter to the situation
ir Cemmeany although I have received recently some very
interesting informmtion concerning developments in the




internal position of that country which I will send you

in the near future. I j st wish to tell vou here that

the other evening there was piven in a leadinz theater

in Serlin = representation of Schiller's play "Lon Carlos”
at w ich Coebbels and others of the Uovernment were present.
At one point in the play the King is addressed with the
sentence "It ig necessary to re-establish freedom of
thought", The phrase vrought down the house., It is these
things which ipdicate the Cormen people's feelings whieh
can only te given expresasion tc under such circumstances
for the terrorism which is exeoreised in Cermeny is asg
definite and ns thorourh as ever, I still contend that
88% of the ‘erman people are healthy if they had san op-
portunity tc express thoemselves.

I have recently hed the privilege of seeing
sovoral well informed observers living in fome., (Une of
them is 8 friend and associste of Cardinal Facelli, fe
gald thet the rather insctive attitude o the Vatliecan in
the Jerman question at this tire was duws 1o the hemlth of
the FPope who, while better, was s sick man, Pacelll did
nrot wigsh to trke too sironp a stand ag after sll he might
become Pope and was influenced by certsin considerations
of seution, Ky frismd, however, confirmed what I have
previously written you with regard to the situation of the
church in Termany, The Vatican conslidera the position of
the Church more desperate than at any time, and more defi-
nitely threstened, &y friemd stated turther that the
general situation in Italy was very disturbing. io wee
not & friend of Yasclst regimes anywhere, tut he thought
it was much better that the “escist regime in Italy should
break up after and net tefore that in Germanye This he
thought was in the interests of pesce in Burope.

The fivancial position in Italy was almost as
bad as in Jermany, he said, Jussolini was getting to
the botton of ths bar and there had of course never been
ag umuech in the bap as there was in Cerpany, Hussolini




was disturbed over the situstion ir Ethiopia end find-
ing it increasingly difficult to do anything there with-
cut outside help, and Germeny though full of promises,
eould pive nothing but certain poode wiich did not fi1ll
the need, I!ussolini was also prececuplied with his Nedi-
terranean plans and this, topether with Abyssinia, made
it i=mpossible for him to give the interpal situation the
time it demanded, He was leaving more and nore to Ciano
and this did not plesse Falbo rnor the Army. Thers wng,
he said, dissension smony the members of Mussolini's
family, and that all in el]l, ¥ussolipd had aped & rreat
deal in the last few months, snd was obviously nervou
and worried, He saw the pame which he had been playing
gome to the danger point for him,

I am alse informed that a diplomatic observer
of an interested country and of long experience ir Home
has recently informed his Uovermment im the forecoing
senss, BHe has indicated that for the firet tice that
imbasgy must consider the stadbility of the present Covern-
ment &g uncertain and threatened, This observer did
ot wigh at the moment to ro further then to make this
broad stetement, nor to indicate in what directions he
thought the changes might be,

I am only wentloning the foregcin reports with
regard to Italy which have reached me from such good
sources a8 I believe they heve a certain interest irn ine
terpretinr the recent ltalian press reeotion to the Hesursth
visit here and restoration, The Austriap Chancellor ur-
doubtedly had bad Mussolini's blessing on his erdesvor to
shape the restor tion movement as one asceptable withirp
and without dustria, He had undoubtedly given sncocourape-
ment to the Chancellor to believe that the finsl favoratle
word would at the proper wmoment be given, The Italimn
recasgion from this attitude, at lsagt in the press, may
have beon influenced by the increassed necessity for lome
to maintein its cooperation with “erlin as far as possidle,
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The Italian position externally, and perhaps alsc in-
ternally, may not have been such es to make Hussolimi
hapry over the idea of being faced by & decision om
this point,

One of the points whioh is not clear in the
Italien position is the perscnal attitude of Ciano,
In some quarters Ciane is conmsidered as being very pro-
Gernan and in others ss being snti-Germen, I have no
view on this subject as I do not heve adequate information,
I only know that wher Ciano was here some months ago on
the visit reported on at that time, he was anything but
flattering in the comment which he made to the Italianms
here on the present Uerman Covernment emd ite Austrism
peliey. It is belleved in the Goverrment here that
the original press reaction te the Neurath visit snd res-
toration regertly was influenced by Ciano direetly and
that the later reassurances to the Austrian Government
in Eome and Vienna were made at the instance of tussolini,

Of one thing I think we can be fairly sure and
that is that the information passed out by any authori-

tarian, totalitarian Governments to diplomatic ohservers
and others must be viewed with suspicion, They are Just
as unreliable in what they say as they ars unstable in
thelir nosition.

With respect te the information which I gave
above concerning the nervousness and not too pood hoalth
of Museolini which came to me from this well informed
souree in Home close to Cardipal Paecelli, it is ioterssting
to note that Webb Hiller wes recently given an interview
by Mugsolini whisoh was given wide publicity and whieh was
practically entirely on his good health and spirits, It
locks almost as though it were felt neoessary to rive out
some statement on this subjeet in this way,

Ir my telegram to the Department of February 26,
12 a.m,, { indicated that at a cabinet meeting that day
HeustEdter-itiirmer would be eliminated and that it was
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probable that Glaise-florstenan would be dropped. It
was intended tc take this motion at this meeting, but
a8 the Austrisr Govermment is placing an internal loan
of 180 million schillings at this time, it wos decided
that i1t would be better to postipore this cotion, FHeu-
stiddter-itiirmer has been rractically suspended from all
funetions as Hinister of lef'ense and what { have sald

in my despatches and letiers or this subjeet holds true,
He will be dropped and it is only a yuestion ss to the
convenient moment, which will probably be some time nfter
the middle of this nonth, Olalse-~toretenau will most
likely be perzittéd to remain in the cabinet as he is
considored relatively harmless.

¥ith all good wishes, believe me,

Cordially and Faithfully vours,

Georges £. Psssersmith,
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