January 22, 1938,

Dear lNr. Jseretary:

I underastand that in some form the aquestion of posaible
negotiations with Cermany of a trade agreement, in perhaps
even a very limited form, ie coming under discussion again
in the Department. I have Juast a few momentes this morning
but wish %9 put Just s few thoughts before you in thie
connection.

I think 1%t would be most unwlse in every way for us

to give the slightest encouragement at this time to Germany

to believe that conversations ean he entered into with any

hope of cuccess even for a limited agreement. If we wicsh
to do snything to weaken our own position at home or abroad,
if we wish to do something which will very definitely weaken
the general international situation and give rise to further
A1 sturbance, if we wisgh to do anything %o take the ground
from under our trade pgresements program, if we wish %o do
anything which will practically assure that certaln markets
temporarily lost or restricted for ocertain raw materials
and agriocultural products will be definitely lost to us,
the best measure to that end will be to tell Cermany under
exigting conditions that we are prepared to negotiante with
her.
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The faote are that the Jerman position has in no way
changed. ©Ohe may be showing more reserve in certaln reaspects
in the external field but her oblectives externally remain
unchanged., In her internal poliocy she is continuing to show
absolute inflexibility in sdherence to the esonomic,
industrial, financial and roclal program. The practiocal
peparation of fchacht from the formulation of soononie
policy removes from the German field the only strong
individual who in any measure stood for some of the thinge
whlch we atand for and cannot saorifice. Uemany is more
than ever, therefore, definitely embarked on s trading,
induetrisal and finanelal program such as that whioch haes done
our trade and intereste go much harm and which 1a eaueing
20 much diaturbance in the general world situation. There
is not a single conorete factor on which we san nut our
finger which would indicate that there is any change in her
poliey.

Thoee who can speak with authority for Cermany today
have anld and continue to say nrivately that there ipg nothing
that Uermany oan 40 at thie time to change her polioy without
the risk of her whole structure golng down. Ae Schaocht once
gald to me, "iAf we make the emallest hole in the wall which
we have bullt around Cermany, 4t will get blpg eo rapidly
that the whole astructure, economic and politieal, will
orumble®., Thias, I belleve, 1s genernlly recognized in
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Germany by all elemente and, therefore, there can be no
change expected until there is a complete change in poliey
in Germany and there 1s nothing like that in sight.

It 1e futile, therefore, to think even of converaations
for a moat limlted agreement with Germany.

Germany does wish %o begin such conversations with ue
not with the thought that she would reslly arrive at any-
thing but because of the effect which the knowledge that
converaations are in nrogress would have., She wishes 1t %o
be known for the advantage it would give her that zhe is
talking with us. I believe even tha®t knowledge that we are
talking with her would have a very disturbing and further
dlsintegrating effeot on the general situation. ELven an

honest man in a community must have a right to maintain certalin

defenses nnd reserves with respeot to the gangsters or

racketeors in the community. S0 in the ocommunity of natione
z country like ours has a right to maintain certaln defenceen
and reserves such as those we have been maintaining and we
cannot glve them up nmerely to satiafy the gangeter and
racketesr countries in the family of nations.

Yesterday the Precsident of one of the moest important
companies in thie country and having wide interests in many
parts of the world asked me whether 1t wae true that notive
gonveraantions were in progress between the United fAtates and
Germany for the settlement of her obligations to us. I told
him I knew of no such conversations and asked him where he

got
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got this impression. He sald that the company was the
holder of a large number of Cerman bonds whioch had heen
fesued by one of the most important firme in Germany in
settlement of thelir obligation to them. These had been
iesmued through two important banking houges in New York
=OMe Yeare ago. As pervice on these honda in any form had
stopped except in marke and as the company had learned that
recently, under pressure, oertaln fimae in other countriee
had been pgettiing payment in foreizn surrency of oapital

and interest, his filirmm had taken up this matter with the

Gorman firm and had been promised repayment of a part of

the capital sum in dollars. %hen nothing happened they
took 1t up with the German firm., He showed me a letter from
this firm, which ig a world known one, in which appears the
etatement that the ocompany can take no aetion on this natter
at this time as the whole aquestion of CGermany's nrivate and
rubliec obligations is now actively under discussion with the
United States sand that anotion must awalt eettlement of that
issue. The American sald that he took up thie cuestlon »ith
the two New York bankes which had been intereeted in the iscue
of the bonds, and they enld that they knew nothing of nsuch
negotiations. I told him that ] knew nothing of any such
converasations bheing in progress.

I mention the foregoing as an inatance of the manner
in which formerly reaponsitle Uerman companies are obliged
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to deal under the influence of the Government in Germany
today. There ig, of course, no basis whatever for this
etatement or assurance made by thie German company in the
above mentionsed letter to the American company.. Germany 1is
not prepared to glve us anything but assurances. 3he 1ga
not prepared to mnke the slightest hole in the wall..
Apesurances are the only thing that she would glve us. We
know that we cannot depend on any of them.

I am, therefore, very definitely and very etrongly
of the opinion that we zhould leave no doubt na to our
poasition. I think that we should give Garmany no encourage=
ment whatever under existing cirocumsetanoes that we may be
able to engapge in conversations for s trade azreement. The
effect in thies country alone of such converastions would be

dlgastrours and would remove the faith of the Aneriocan businese

wrld and of the American people in this trade agreementas

prograne The honeastyand firmness of all that we have gald
with regard to the prineinles underlying the trade agreements
progran would come into auestion. It would appear that,

for some glight 1llusory and temporary advantage, we were
spparently willing to comnromise the nrincinles underlying
our program and economic gystem. 7The beat service we oan

do to our trade and interests 1g to let Germany rest under

no illusions as to our attitude.
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I know 1t from nereonal knowledpge and direct con-
veraation with those interested in Germany, in the real
Muture of Uerman induastry and in Cerman interests as a
whole that 1t 1e thelr deep-seated and earneet hope that
we will not engage in any conversatione on an trade agreement
with GCermany until her entire program ie changed., Thece
gpod Geranna, nnd thers are nmany of them left in induetry
end finsnce ne well ae in other flelde, hope and pray that

we will not respond to these maneuvers by the German Governe

. W
rent. They ses in our fallure %o remond ﬁnd;mnintain a i

etand the only hope for Germany and for peace snd for a relgn
of lay and order snd rentoration of pesceful trade in the
worlde

This 12 a very brief nemorandum and verv sketchy and
incomplete, but I wiched these thouzhts, which repreasent
also my deapest convicotions, to be before you at the earliest

monent.
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