Vienne, Ootober 17, 1935,

Desar Dunng

I wes very happy to have your inmteresting
letters of August 22 and Sentember 30. I esn appreciate
at least to a degree the diffioult problems which you have
%o handle in the Department these days growing out of the
Buropesn situation. I have tried to pive you all from
here as useful informetion es I ocsn for I reslize how im-
portant every bit of background is inm these difficult days.

With my letter of Oetober 11, I sent to lr.
Phillips s memorsndum on the Europesn situation as I see
ite It oconteined e good deal of informatlon which I am
sure you elresdy had from other sources snd some of w igh
I had already trmnsmitied in my letters and despstches,
but it elso conteined, I think, some pew data of particular
interest, pertioulerly such as that relating to the initisl-
ing of the Germsn-Jepsnese agreement. That I wished to do
was to glve you the pleture as I saw it from here with cer-
tein conclusions which I believe must be drawm from it.

I have just sent a letter %o Mr. Phillips,
dated October 15, in which I steted more specifiocally the
gonelus ions which I belisve we must draw from the situation
set forth in that pemorandume You will see this letter
and you may think thet I have writtem with s frenkness that
is almost brutal, but I am sure thet you will understand
that it is only becsuss I see the situntion eas really a most
goerious one for Europe sand that it is one which cennot be
hendled with gloves. There are times when fundsmental
faots must be faced snd Burope is rolinr through 2 time like
that, I may be wrong sbout the sonolusions which I draw
in this letter, but it represents my honest osonvietions
based on careful study, and I felt that I must econvey them
frenkly and in as definite a form as possible to *r, Phillips.

I reslize that the memorsndum end my letter of
October 15 are a little long, but I would be very heppy if
the President snd the Seoretary will have an opportunity to
go through them slsc.

James C. Dumnn, Esquire
Chief, Western Buropesn Division,
Department of Ctete,
Washington, Te Ce.
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Here in Austrle the ploture remains materially
unchsnged snd the developments sre alomg the line I have in-
dioated in my recent letters and despatches. As was antie
eipreted, Austria refused tc psrtisipete in sanetions snd it
is generally understood that this wss the only sttitude that
gshe could teke under the cireumstsnoes. There is less appre-
cistion of Hungary's sttitude, whleh is also quite understend-
able, and there are » good many in Huncary who sre not satis-
fied with the stand she took st Geneve. In faot there is so
much dissstisfection in Hungary in Goverument scireles that
Goemboes has been considering ssking EKsnye to resign snd to
make him the goat. Kenys of course was in favor of a much
more careful pdliey st Geneva, but it wes Goemboes who dic-
tated the Hungarien stiitude. Now thet he finds thet he has
put Hungery in bad, he wishes to meke Kanye the goat. I
doubt, however, whether asnything will come of it, for while
Kanya is an old men, Goemboes is s very stupld one and could
not wvery well do without Xonys.

In onnneetion with the Hungariem sttitude at
Genmeva you will find the following interesting. Tyler, who
is en American snd the representative of the Leszue Finsnce
Comuittee for Hungary, wes up here seversl weeks ago end
told me thathis friends in the Hunserian Government were wvery
deprossed. He sald that they were sure that as ususl they
were going to do the wromg thing and get in bad in Genevs.
I didn't realize how righe he was et the time. The FHun-
garisns look at their situstion in 8 rather trazic way snd it

L%

is curious that they almost inevitebly do th: wromg thing.

I had a very interestin; oconversatliin with the
Foreign Minister yesterday. While he did not say definitely
in so many words that Austria would mot leave the Lesgue if
Itely does, he @id say it indireoctly in a number of ways. He
does not wish to come out with a direct statement now, for
the Itsliens of course asre not le%ting up their pressure here
that Austrias should leave when they do. The linister, how-
ever, was rather esger it seemed to me to let me know that
there would be no gquestiom of their leaving the League no
matter how Itsly may sct.

What he said with respest to sesnetions was also
perticularly interesting. He seid émphatically that iustria
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did not intend to make any capital or to get any benefit

out of her not jolning im the Learue senctions. He ssid she
wes not going to be m Kriegsgewimmer or a Schiesber. He said
that he hoped normal trade with Italy would keepr up, but he
sald it in s menner whiech indlocsted that he felt sure that
even this would not keep up. He undoubtedly has in mind thet
payments from Itely are already slowing up and knows that the
volume of normal trade will shrink es the ‘ustrians will not
sell except for cash. e slso indieceted that he sew no in-
crease over the normal trade of /‘ustiris with Italy ss e re-
sult of the arplication of sanctions by other couniries and
gave the distinot impressiom that Austria would not become a
dupplier of munitions or other wer meteriel. The ressom for
this I think is cuite slear as the Austrien manufecturers

are not poing to stert the manufecture of munitions om any
increased scele unles:z they see prosveet of payment and this
they definlitely do not see.

He also said to me yesterday that Austria of
gourse could not interfere with the transit traffie from
Germany or from Czechoslovekia through iustris to Itsly. Any
interferenee with this traffie, he said, would be contrary to

their trade treaty with ‘ermsny and would, irrespective of
tresty provisions, merely provoke sggression by Germsny whieh
eould do neo one any pood.s In speaking of this to my British
colleague it wes interesting thet he made the further comment
thet the Austrian railways were already carrying sbout all they
gould in the way of transit traffic and left the distinet in-
ference that Austrias could not really serve es a very effect-
ive means of transit for any materials from Cermany to Italy.

It was particularly interesting that in spesking
to my British colls ague of the attitude on sanetions by Austrie
at Geneva, the Minister expressed a good deel of concern. He
said that the Austrien ettitude had been very mich misunder-
stood in England snd in France, slthough he was deeply appre-~
ciastive of the degree of understanding which there had been of
ite [He ssid thet Austris had not reslly intended to vote
against sanctions and had distinetly instructed the Austrian
Minister at the Lesgue that he & ould abstain from voting if
it osme to & vote. The Hinister csid thet Austris was placed
in & difficult position through the ettitude of Benes, scting
as Chairmen, by the way he conducted the proceedings. The
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statement by the Austrien Ninlister wss interpreted by Benes
%o be a negative vote, when as s matter of faet it was not
intended by Austria as more thsn e statement thet she could
not partieipete in the sanections. Austria, he said, had
intended, if it came to an setusl vote, to sbstein from vote
ing snd had given speclfic instructioms to this effect. It
is en interesting sidelizht on the situetion end is e further
indlestion of the delicaey of theiustrien position esnd the
esre which fustris hes to exercise Bot to offend Enrland end
France or the Learue through her msintenance of friemndly re-
letioms with Italy.

The Government here is oonvinced that there is
no imrediate danger threatening Austries from GCermsny. Papen
has had several conversstions with the Foreign Minister re-
cently, but there wes no progress whatever on the negotistions
which he has been trying te esrry on. Om his last trip to
Berlin it epp ars that he tried desperstely sgein to ret
suthority to disouss & non-sggression pact, but without sue-
cess. Papen believes that if they could get s non-aggression
pact with ‘ustris, they could continue with better success
the undermining of the Goverrment here. The Foreign Hinister
told Papen that he he could some to him with direct evidence
that Hitler hed givem his approwal of negotietions of & non-
aggression peot, and on the basis of the complete soverelpgnty
of Austris, he would be very gled to talk with him, Papen
had to adrit thet he had no suthority to negotiete on such e
basis. The Minister replied that thet wes the omly basis
on which negotiations gould begin.

I s» gled you found the comment in ome of my
regent letters of interest and I think in connection with
whet I said with referemce to Cedye of the TIMES, you will
find the appended erticle, whieh he sent in from Vienns on
September 24, of interst. It goes further to show that
Gedye is really incursble. The statement which he mskes
in the beginning of the erticle that hundreds of persoms suf-
fered from tear gas during the shem air attack on Vienna
recently, is utterly unjustified end really maslicious ex-
aggeration, The whole article géves a completely distorted
impression of this sham asir atteck and this is not oustomery
with the TINES With its high treditions.
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Colonel Shallemberger, who is our ' ilitery
Atteche here, is as sene and ns sound and as intelligent an
army officer as you could find. He is by far the best
Military /tteche I have ever known of curs. He was present
at this sham sir attack end of course hed all opportunities
to see the whole thing from the inside. His report to the
Wer Department om it is most interesting and he says thst
it was conducted with extraordinary preoision and success.
There is ebsolutely no foundation to the report thet hundreds
of people suffered from the effeots of gas. I will not go
further into this srtiele, but there sre gimilasr distortions
in it.

Gedye is ome of those Socialists who esnnot
prevent hie prejudices from rumning away with him, end I
need not ‘ell you thet I say this without sny prejudice to-
wards Socimlists. I have very real respect for most of the
Soeilal Democrets I know in Austria. fGedye is so out of
sympathy with this present Coverrment in Austria that he feels
it his duty as & Soeiellist to undermine it. This he c=hould
not be permitted to do ss ¢ eorrespondent of & paper llke
the HEW YORK TIMES 1 eonsider the TIHES as you know, per-
heps the best paper in the world today end I am confident
from what I kmow of “r, Sulzberger and Mr. James and thelr
essociates that this is not the sort of thimg that they went
or will permit. I really think that the time has come v e
something should be dome sbout ite 1 say this agsinst my
will for I am sorry for Cedye, but I believe that he is
bringing his personal position with the TTHYS to 8 crisis.
You will remember the srticle which I pointed out eand sent
to you with regard to the exaggerated incident at the Rethaus
during the Heimwehr celebration.e A completely minor ineci-
dent which psssed umnoiiced in Viemna, was sent by him in
sugh 8 way that the TIKXS published it In the middle top
of the front pege. The article I em transmitting herewith
is & similer distortion of a reelly intercsting event whieh
was cerried through with extresordinary precision.

I would be gled toteke up this matter with Nr.
Sulegberger and lir. James, whom I know very well, but it would
be rather difficult to do by correspondence. The Department
also might find it insdvissble to take it up with them, tut
I feel that I ought to give you this background. Birchell
is au courant with the situstion and is in chsrge of their
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European correspondents. The next time he eomeg to Vienna

I will oring this situation to his attention agsin and thet
is probably the best wey to deal with it. There would be
no difficulty in the TIiES getting mach better representation
here. It would mot bhe necessary for them to send snyone
here, QGedye is m Gnglishmen end there sre several men here
who eould carry on for the TIIE S edmirably snd very much more
satisfactorily than Gedye.

I hope you will not mind my reverting again
to the question of the Olympiec Games. This is a metter
which must be causing the Department some consern although
it may not be in 2 position to take any direet esctiom. I
an increasingly of the opinion, however, that it may bve
negcessary for the Depertment in the protecti-n of our owm
prestige to get certeln information to the proper guarters.

I saw in the Paris HERALD that General cherrill
pave sn address in FParis recently before the University Club
on his recent visit to Hitler. '1 getheor from one who hesrd
the eddress that he gave a very flattering pileture of ilitler

and gave the impression thet there was no ressom why the
‘merican sthletes should not participate in full force in
the Berlin Gemes. If this is so, Sherrill is giving an
impression which he knows is not a gorreet one, for he is
an intelligent men snd must know by this time what the real
situation is.

e heve here in Viemna & young man by the nsme
of de Peuer whose mother was an ‘meriean of good family in
Hew York and with exoellent comnectioms. His fether is en
tustrian. de Pauer has been in the United Stetes a lot and
he writes for some of our papers. I think he has some con-
neotion with TI}E and FORTUNE and he sesns te write for TOWH
AND COUNTRY, His sister is merried to s German baron who
was formerly press attache to the German Legetion in Vienna
and in e previous letter I told Hr. Phillips or ioffat that
he had to leave Viemns through the insistenge of the Austrisn
Government as he was the one who handled the Nazi momey in
Austrie up to the time of the Dollfuss murder. He is now
mress attache at the Germsn Legetion in Budapest where he is
helping Pepen snd Lsckensem in their plens for the divisiom
of Czechoslovakis.
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Young de Pauer is a lightwe! ght and in meny
ways & negligible guentity, but he is working with the Ger
mans on Olympic matters. 1Im a sonversstiom the other dey
with the Seeretary of the Legation here, Kemnan, he spoke
with a good desl of glee about the way in whieh "it hed
been put over Sherrill" in Germany. He said thet he had
recently been in Germany working for the American Olympie
Committee and hed sccompenied e representative of the Com-
mittee to Garmisch-Partenkirchen where they had selected
houses toc teke ocare of the athletes coming to the winter
Olympic Games which ere to ‘ske plsee next Februsry. A1l
the difficulties, he said, which had threstemed 'merican per-
tloipation vere now eleared up entirely. Gemeral ‘herrill,
he seid, had ecome to Germsny to investigete the s! tuation.
The Germans knew that he was s men of considersble personal
vanity end with this in mind they hed arranged thst he was
to be received by Hitler st Berchtespgeden in preat state.

A guard of 5.0 men werc drawn up outeide of the house when
he arrived and psid unusual honors to him. Vhen he came from
the house beaming with satisfaction they went through the

same performance. From the manver im which de’ suer told

is story we gather that the Germans prided themselves on e

very elever bit of hoodwinking and comsidered it a good joke
thet they had been eble to et away with it.

With further referemnce %o the diffieculties in
eonnection with the Olympic Games, de Pauer said thet sctually
the Jewish question did not meke any difference in practice
a8 there were searcely any Jews good enourh to make a Germen
Olympiec teem. He contradicted himself in the same conver-
sation by referring to a "marvellous Jewish seulling chsm-
pion” in Germamy who would not partieipste. He sgeid thet
the Germans had egreed to allow the Jews to participate,
when of oourse we know that they did not. They made a few
noteble observetions to hoodwink the Ameriean Committee, but
it is well known in Germany that they will not be allowed to
participste.

The whole story so far ss our Committee is cone
cerned, is really not a pleasant cne. I sew “eneral Sherrill
in our Embessy in Belgium before he msde his first trip to
Germeny, I knew then from what he seld that it would make
ne differensce whetever what the situation was, his report
would be in favor of ‘mericen partieipatiom. You know the
story of what asctually happened, so I will net go into i%.
Dr. von Lewald, who hes a Jewish stra‘n and who wes head of
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the Germen Committee at the Los /ngeles Olymplo Games had

been permitted to remain in e nominsl position of importance
although Tsochammer von Osten is reslly the hesd ss Relchse
sportfuhrer., Everybody on the Internsaiional Olympic Committee
likes von lLewald whe is a find old gentlemsn snd whom I em
persomally very rmch devoted to. von Lewald told me et the
time, with tears in his eyss, how he hed beer forced to send

a telegram to vashington where the imeriesn Com:ittee was
meeting, to the effeet that there was no discriminstiomn sgainst
the Jows in sport in Germeny. He said he had to do it or

go %Yo 2 consentratlon camp. He knew how he was betraying

the eonfidence of his Ameriesn friemds. Vhat he did was bad
enourh, but whet to my mind is worse is that Gemersl ‘herrill
could not have been ignorant of the clroumstances end was

quite willing to eccept this whitewashing of the situstion
through his eagermess thst we partieipate. “hat Genersl
Sherrill is interested in is to maintein his importent position
on the Olympiec Committee, and that positionm would lose 8 good
deal of importemce 1f our participetion was small,

It is interesting thet now that the ‘merican
Committee hes decided to partieipate and has let our smeteur
sport orgsnizations inm the United ‘tetes know thet thereis
no disoriminstion in Germeny, the importance of ven Lewald
is gone snd the Vienns press of yesterdsy carried his picture
with the statement that he had been relisved of his job.

If snyone should have sny doubt on this quest-
ion of discriminstion, the German sttitude should be clear
from s reecent order of the Relchssportfilhrer to the effeot
that the buttons of the orgsnizetion can only be worn by Ger-
mans of pure Arysn descent. The members of the German Jewish
sport orgenization "Mekkebi" which numbers 20,000, have beem
informed in this seme order that no members of their orgsni-
zation osn be permitted to take part in the Berlin Olympisd
in 1836, a8 owing tc the Huremberg laws Jews are mno longer
citizens, snd only Germen citizens can represent Germany on
an Olymplc teams

If there was any guestion as to diseriminatiom,
and if there was sny ground to beliewve that the Germans would
permit 8 certain mumber of Jews to partieipate s & sop to
publiec opinion shroad, and this wes undoubtedly their intentiom
for swhile, the mssque is off sinee the promlgation of the
Nuremberg lews. This lsw would meke the participstion of sny
dow in the games a complete anomaly and we may be sure there
will not be one. But even if & few should be permitted to
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partieipste and sport circles in the rest of ¢ & world should
accept this as an evidence of lack of diserimination, 1t would
eerteinly be & sorry situation.

I gather that this metter is getting inereasing
attention in the press st home and that there is ineressing
action b y individusl organizetions ageinst pertieipestion.
This seme action is teking pleece in veri us countries in Lurope
where one organizetion after the other iz refusing to parti-
cipate. My owm feeling is that it is s question of prestipge.
It ie en extraordinary situection that the imeriesn Olympic
Comrittee should remein on record thet there is no diserimi-
netion when it s clesrly exists in eo definite s form. It
is in my opinion a definite betrsyal of thousandes of worth-
while people in our own country. The only creditable etti-
tude that the imerican Clynmpie Committee can take is to say
defini*ely thet diseriminetion exists eand thst individual or-
genizations must reach their own conclusions as to whether
they will psrtieipste or not. This puts responsibility
where it beleomzs and mskes = clesr out issue, whish it ought
to bee I feel thot our prestige is involwved for the Cermans
definitely feel that they sre putting over something on us
and there are thousands of Intelligent and worthwhile Germens
vho sre tremendously dissppointed over the attitude of the
Americsn comwittee.

The position of the Jews in Germeny is growing
ineressingly oritiocal. The head of the Jewish Community in
Berlin, whom I happen to know ss an extrsordinarily fine per-
son, was reecently arrested like a common criminal snd kept
under detention for some dayse Vhile the aprliscestion of the
¥uremberg Lew is slow in being worked out in sotusl decrees,
which ere %o be issued under 1%, im prsetiee the Jews are
being squeezed out of industry end business. A ststement
such es this does not mean very much in just these words, but
I need not tell you what it meems in practice. Schecht is
treme-dously disturbed sbout the Nuremberg Lew snd is seid to
have gotten the "concession”’ thet in banking end higher indus-
trisl cireles it is only to spply to 100% Jews. The un-
toucheables beeesuse of their importsnoe and walue, sre rever-
theless feeling the pressure just the same. ind those who
are not 1007 Jews will suffer just like the rest. I have
Just hesrd that Ur. Fritz layer, who is undoubtedly the lead-
ing diagnostitian in Germany, 1s plenning to leeve Berlin




for the United Stetes ss he says his position is impossible.
In spite of his being s Jew his consultation room has been
orowded with some of the leading people in the country. He
sent me word the other dev that he would have to leasve be-
cause the word had gone out thet he wes tabu snd that snyone
who consulted him wes suspeet. Another Dr. Mayer who wes
the lesding sirgeom of Germemy and who performed nmirascles,
shot his wife end then committed suieide already before I
left Berlin, as he hed been shut out of the hospitalsw ieh
he had helped %o build upe The extent to which this goes
is diffiocult for us to realize.

I gee thet the Germsn radio has ammoumced thet
jezz music will no longer be permitted to be transmitted
over German radios ag 1t is "Jewlsh", The personsl &ituw
ation of the Jews through these methods of pressure is be-
coming deplorable, but the Berlin newspspers cerry in a pestron-
izing wey the statement thet the winter help this year waos
also "contemplated” to cover Jews. Contempletion is sbout
es far as it will go ac the Jews have had to do thelr own
relief work snd were sxcluded from the Winterhilfe last year.
How that the better situsted Jews sre huving thelr mesns of
making & livliihood tsken away from them, one ecsn sppreciste
the deplorable situstion which will ineressingly exist among
the needy.

The sconomic and {inencial situetion in Germeny
are undoubtedly becoming more seriocus. The need for out-
side eapitel is becoming greater than ever. ell informed
friends write me from London thet the l:st German efforts
there to get a credit were met with ebsolute refusal. CSchacht
has gone sbout sz fer as he ean and the public rescurges sre
pretty well used upe Ag was to be foreseen, privete capital
levies seem to be the only recourse and of gourse it is a
dangerous instrument to resort to. What they sre doing now
is to take individusls and squeeze out of them what they ean.
I have heard of two suthenticsted osses recently of weslthy
Jews who were imprisomed for no resson whatever end not re-
leased until they had gliven over a fourth of their capitsle.

I know of one suthentlie Instance of the same pressure being
aprlied to a non-Jew. A recent lew mekes the trensmission
of real property to Jews impossible and the objeot of t'is
is to compel the liguidetion of their property et ridiculous
prices. Ve will find ineressing pressure on weslkhy Jews
end non=Jews through Iimprisomment to extort money from them
for the Ctate.
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The stories of corruption contimue to resch
us here. I 2ee th=t the brother of Dr. Hileh, who is now
General Mileh, has been srrested end tried for swindling
and embezslement, but that the trial wses kept entirely sccret.
Genersl iLileh, ss you know, is Goering's right hend men and
is the ome who hes bullt up the air foree in Germany. I
get whet seems to be very relisble inform tlion of widespread
corruption smongz high ranking Nezi officials.

The Bishop of lieissen, as you know, has recently
been arrested in connection with the exchenge seandals which
are being worked up sgainst the Cstholie eclergy, monks, and
nuns. It is ell & part of the scheme to stimul:te enimosity
and distrust of the Cetholle Chureh. It is interosting at
the sane time that the Bishop of lieissem is arrested for 1l-
lezal exchenge operations, that a men by the name of Hans
goes to our ecting Commerciel Attache in Herlim snd savs that
he is eble to meke avellable to him "effecten "peermark"
sither in or out of Jermeny for our Government establishments
or for persons conncoted with our overmment at very sdven-
tageous rates. He boldly ststes that he is making the of-
fer at the instence of the Propagends Hinistry which wiches
to secure foreipnm exch:nse for propsgsnde purposes in Ausiria
and other countries. «hen our people in Berlin made in ui-
ries at the LKeichsbenk they found that sithough lMr. Schacht
disapproves of this business and the Heighsbank is dead
ageinst 1t, they have to state thet it would be & perfectly
proper thiag to dos In other words, the Bishop of lleissen
is srrested and imprisoned for illegel exchange transaecti-ns
whieh he preobably hed no counesction with, but the Propegsnds
Hinistry openly epproeches an officer of our Govermment with
an offer to mske exchange transactions which sre against the
law in order to carry on propagenda aimed to undermine govern-
ments in other countries. 1t all seems like & madhouse ,
and s housze of med men it 15, but it is well thet we should
recognize it.

To me the most imberesting thing sbout this ex-
chenre business is that it shows what I have always contended
to be the real powerlessnese nf Schacht. He has certain
powers in s limited field, beesuse the regime needs him in
order to keep things soing. I heve always contended, however,
that he hes no real power snd this kxohange business is jJust
one of the conorete evidenoces of it. If Goebbels wants
money for some propsgands which Schacht does not went to give
to him, Goebbels is strong enough nevertheless tc bresk the
exchenge regulations end Schacht has to put his epprovel on 1t,




Thizs myth of .chacht's power unfortunstely still persists |
in certain eircles 'n London and unfortunstely even more so
in eertsin oireles in New York. Our inefficient bankers
did not all disappear from the scene with the eclipse of

Mr. Viggine There are still some men who feel thet they
know a lot sbout some things concernin- which they reaelly
know nothing snd the tragedy is thet they have control of
other people': money.

Events in Germeny will teke their ireviteble
course snd the harvest of resentments is going to be reaped
some day. I see thst the Stehlhelm hes now deslsred its
"voluntary” self-dissolution. The famous student corps
which were such s pride of the German Universities, have been
arbitrarily dissolved. The Chureh struggle keepe on un-
abated, although it is kept out of the papers. Prices keep
going up steadily and wages remain stable and family income
going dowms The pineh is slowly becoming felt. It is
going ¢ be imeressingly felt. The Party fecls its weak-
ness and that is the real ezplanation of its pessive sttitude
in the face of developments in Europe.

As I have commented so fully on the general
situstion in my recemt letters to lir. Phillips of Detober 15
end in the memorendum of Ogtober 11, I am not goiny inte
this further as I sm sure you have soen them.

I was delishted to see in the papers the an~
nouncement of the enpagement of your dsughter to youn- Daillet
de Latour. Ve hed Just & brief glimpse of her and her
mother at Sslgburg, and were so sorry thst they could not
come to Viennse. I know the young man's father very well cnd
knew hie grandfather, and I hope that they will be very hsappy.
I am sure that it is with e good deal of mixed plessure thet
you will see her leave you so soom. Do you know where they
are going to live?

With 811 good wishes,

Cordially and sincerely yours,

George S. lessersmith.




