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AIR MAIL

México, D. F.,
September 27, 1942,

Dear Sumner:

I am sorry to lmpose this Rellway rehabilitation
program on you but I am sure that Castillo Nejere
will be in tc see you with respect to certsin ass-
pects of it on his return to Washington next week.

I have just written & very longs despstch but & very
important one, No., 4162 of Jeptember 26, which is
evaileble in the Department et the time this letter
reaches you. I would strongly suggest that you have
Larry Juggan end Jemes Wright in to see you on this
reilwey matter, and particulerly the more recent de-
velopments as set forth in the despeteh above mention-
ed, before you see Castillo NajJere end befcre any
steps asre taken bty the Cocordinetor's office tc se-
cure funds for the rellwey rehebilitetion progrem,

I am sure you know thet I em not prone to ex-
aggerate, The fact is thet this reilway reheblilite-
tion program is at the basis of our whole program of
politicel, economic and military ccoperation with
Mexico. If the railweys are not put in shspe to cerry
the traffic we are demending and which we need for
our war effort, our whole program will break down,
This is a brosd ststement but I wish to reinforce it
further by saying thast although we ere talking ebout
0il and a lot of other fundemental matters with Mexi-
¢o, this rehebllitation problem of the railways re-
guires our immediate broad-minded and completely un-
derstending sction more urgently then asnything else.
It should be given first priority in ocur progrem with
Mexico.

The Department hes elwsys understcod the im-
portance of this reilway rehsbiliteticn. The Boerd
of lLoonombc Verfere, I bellieve, now understends it
end is prepered tc teke the necessary sction. The

Office

The Honorable,
Sumner Welles,
Under Cecretery of GStete,
Weshington, D.C.




-2-

Office of the Coordinator is fully understanding.
The War Production Board however, I think remesins

to be convinced, at least to be fully convinced.

The Navy, becsuse of its grest interest in the im-
portation of mahogany, hes hed to study the prob-
lem recently end is, I think, now well convinced and
ready to teke appropriete asction. 3ecretary Stimson
and the War Depertment have, in the last few weeks,
shown greater understanding but I still believe that
they are not fully prepared to teke the fundamentel
declisions which are necessary becesuse they do not
yet understand thet failure of this rehabilitetion
progrem will seriously impede the war effort,

I have given the above recapituletion of the
situation and the agencies concerned because, while
the situation is much better and hes much improved
in the last month, I am still of the opinion that the
President may himself have to teske & decision snd sim-
ply inform certain of these agencies that the rehabl-
litetion program must be cerried through. You will
appreciate that in giving this railwey rehabilitetion

number one priority in our progrem, I am thinking not
of the interests of Mexico but of our own interests
and of our me jor war interest.

We have done a lot of talking about this reilway
program since Jenuesry of this year., We have made some
progress in convineing various agencies of the necessi-
ty of the progrem. Ve have, however, made little pro-
gress except in taelking so far es the program itself
is concerned. We have lost very precious time, We
have been insisting and wealting, in certein agencies,
for the Mexicans to do things when the first steps ere
up to us. We have now come to the polnt where the
basic decisions have tc be made as tc the scope of
the program, the financing, the furnishing of materiels
end cerrying it through. Heallzing the importence of
this metter, I have not spared any effort or pains in
trying to convince our people et home and in doing the
necessary work here,

This letter is for the purpose of saying to you
thet I think the time is now ripe for the fundemental
decisions so that the program can go forwerd. It will
have to go forward repidly or our war effort will suffer.

I seid
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I sald three months ago that if we did not do the
necessary, we would within ninety days or more fece a
serious situstion and whet would smount to & practical
breakdown in the rsilways. Thet point has now been
reached, for through leck of motive power a freight
congestion in the lines north of Mexico City is becom-
ing greater every day. In the lines south of Mexico
City, we are not able to move strategic meteriasls in
which particularly the Navy is interested such as mahogany
and fibers, because motive power is lecking and certein
urgent repeirs to trsck hsve not been made. Once con-
gestion begins, it become cumulative and I em not ex-
eggerating the situation when I say thet unless something
is done we will Wegin to suffer within another four or
five weeks st home for the lasck of strateglic materiels
from Mexico. The point has been reached where anything
can heppen unless these fundemental decisions ere mede

by us at home,

The Coordinator has decided to head up this rellway
metter at home in Mr. Love, & vice president of the
Chase Bank, who strikes me ees being perticulerly well
qualified to do this Job. They ere trying to get Mr,
Stevens of the Missourl Facific to head up our Mission
here in place of Colonel Hill,who has done a good Job
but who must be replsced &s the Job has become too big
for him. Love and Stevens have been here for some days
and I have given over the major pert of my time to talking
with them and with Sudrez and with the President. The
conversations have been most satisfactory as my despatch
No. 4162,0f September 26,will show, and es the reports
of Mr, Love snd Mr, Stevens will show when they get to
Washington, The President snd Mr. Suérez have agreed
that we cen have some first cless railway men here, in
& limited number,to work with the head of our Mission
end who will be side by side in an advisory capacity
with the high Mexicen officials who are actually run-
ning the railways., You who understand Mexico realize
what an extreordinary step this is on the part of the
Mexlcens, and it would ordinarily be fraught with denger
for us and for them were it not for the confidence that
I have in Mr., Stevens if he will undertake the job,

One of the fundamentel questions to be decided is
thet of finencing. As you know, the Mexican GCovernment

wants
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wants it to be done under Lend Lease. Ambassador Cas-
tillo Najera will be, I believe, in his conversations
with you very insistent on this. I think the Foreign
Office here hes the seme esttitude =2nd I think Castillo
Nejera, from what he has sald to me, will say thet the
President wants it under Lend Lease and will so insist.
I do not believe thst the Mexicen Government will be

in the end insistent on this point end I think if we
can work out some other solution other then Lend Lease,
which 1s besed on en equiteble principle similar to that
of Lend lLease, thet we will find such s solution accep-
table tc the Mexlican Government.

We will find some resistance in certein sgencies of
the Government at home to eny equitable finencing of the
rehabilitation progrem end this will be based on their
lack of understanding of the importance of the rehabili-
tation to us and their fallure to realize that rehabili-
tation is more importsnt to us than to the Mexicans,
These people at home will heve to realize that while the
Mexican Kailways ere not in good shaspe asnd need urgent
attention even for Mexican needs, a relatively small
rehabilitation program would be sufficient to enable
the Mexican Rallways to carry the normel and present needs
of the Mexican economy, and even what might be called
certain war needs from the Mexicen point of view of the
Mexicen economy and Mexican war effort, ¥We, however, are
carrying on this enormous procurement and d&evelopment pro-
grem in Mexico City, the prime objective of which,on our
part,is selfish., Mexico is in many respects now our
principel supplier of strategic meteriasls which we need
in the wgr effort and we cen get them by rasil. But to
get them, the railweys will have to carry the burden as
sea transport will almost certainly be out almost entire-
ly during the war, You get an idea of the burden our war
effort is placing on the Mexlcen Haillways when I tell you
that we shaell,in minerals end metals alone wish to bring
from Mexico over the railways seven times the quantity
of minerals and metals in 1943 thet we imported in 1941,
These ere sound figures based on our needs and Mexican
production possibilities that we have developed already,
This means thet for our own purposes we weant the Mexiocan
Reilways to be rehebilitated in e measure thet they can
carry this treffie, not only in minerals and metals, but
in other articles import to us. ¥ven though Mexieco ocan
be expected to make her contribution to the war, which is

as important




-5-

&8 important to her as it is to us, it is obvious
that of this rehabilitation progrem we must pay a
good shere. How we pay it 1s a question for us to
determine at home and in conjunetion with the Mexican
Covernment. The important thing is we must decide
that & good part of the cost is properly ours.

I personally think it eoculd be best done under
lend Lease as the most convenlent method and I agree
with the Mexicans that the rehabilitation of the rail-
ways is so important a part of the war effort that it
falls under lLend Lease principles. I realize our rea-
sons at home, or at least the reesons of some of our
people, for not wishing to do it under Lend Lease and
some of these arguments are very valld. I redize thet
we always have to keep in mind the question of prece-
dence. The Mexicens, however, argue that financing
raeilway rehesbilitetion in Mexico under Lend Lease would
not create an undesirable precedent,as no other railway
system in the other Americaes hasg anything like the same
relationship to our own esnd toc our war effort, I think
their argument 1s a strong end irrefutzble one.

On the other hand, I cen still see why we will
prefer to do it otherwise than under lLend lLease, I
thought hes been thet we cculd do it in en arrengement
with Mexico through en exchange of notes in which we
would agree to finance the rehebilitation program of
the reilways up tc & certein emount, either in terms
of materials or in cash. The note would specifically
say, of course, that as this program is & part of the
war effort,snd as the burden placed upon the Mexican
rallways 1s greater than the normel needs of the Mexi-
can economy and of iWexico's ordinary war needs, we are
making this contribution to the rehsbilitation program,
which would be non-reimburseable, as our ccntribution
for the special burden which our own particuler needs
are placing on the railweys. Such s formality would
meet Mexican susceptibilities for the Mexicans do not
desire anything which has the eppearsnce of a gift,

I mentioned this formality to Suarez and to the Presi-
dent in our conversations during the last few days, and
reported in my despateh No. 4162 of September 26, and
it seemed egreeable to them., You may wish to have this
formality in mind when you talk to Castillo Najera next
week.

There is
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There is snother aspect of the matter whieh you
may wish to bear in mind in this connection, for it
represents an obstecle in certain sgencies which mey
have to be ©Cvercome. There hes been the thought on
the part of some of our people at home that we should
simply make makeshift repeirs on the Mexlcan Rellways,
such as for example repairing irom bridges with wooden
beams. - in other wordss practicelly that kind of repairs
whieh would be mede by en army repeiring e demaged rail-
wey so that traine could pess, On the other hend, some
people in the Mexican Government of course have the ldee
that this rehabilitation program should cover & complete
rehabilitation of the reilways for the next twenty-five
or thirty yesrs., Either position i3 unteneble under an
aerrangement such as thet we have in mind, It would be
utterly unjust to try to force the Mexlcan Government
to meke repasirs to the railweys, thet are 1ts national
property, which would be purely of a temporery and emer-
gency charscter just to carry the meteriel whioh we
want to move. Zome of our people, however, ere still
thinking slong these lines, We must follow a middle-
of-the-road policy with regard to the program but the
program must be sufficiently broad to cover our needs.
If it is brosd enough to cover cur needs it will more
then cover Mexico's needs and thet Is epnother way of
ssying thet we have to bear & good pert of the cost;
and whatever is done in rehabilitation must not be done
in en emergency menner but in & sound way,

e have, therefore, to determine what the progrem
will include, approximetely whet it will cost and what
we will pay. I em not asble to say what the progrem
should ineclude, elthough I have my own idess, This is
g question for the techniciens and for sgreement with
the Mexlcens. “hen we know what the program shell in-
¢lude, then we shell have an ldee of what it will cost.
In determining what it shall include, we shall have to
keep in mind the whole railway problem in Mexico and
our demends on the reilways; thet includes the south
of VMexico &s well as the north., ¥When we determine &n
amount, we should at the outset fix an edegquete amount
on the basls that the progrem mey cover a minimum of two
years., '

Castillo Najera spoke to me brlefly the other day
while Suérez and I were walting to go in to see the
President with Love and Stevens., I gathered from him
that he had been talking with you about 2 Lend lLease

agreement
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agreement for seventy millions, of which thirty
millions would be for rehabilitetion of the railways.
We were interrupted tc go in to see the President so

I could not find out just what he had in mind., I

think it will teke thirty millions of dollars to carry
through a complete rehabllitastion of ths Mexioan reil-
wey system, but this will inelude the bullding of some
new lines, relaying certein sections of the track,
re-equipment of round houses - that is & long range
rehabilitation of the railways on a basis of the next
rifty yeers, This, obvicusly we ocould not be expected
to contribute to in sn equal degree &8s o war measure
which we are now plenning: I heve elways thought, with-
out accurate knowledge, thet our contribution to the
rehabilitetion program, in which we sre interedt® would
probahly smount to es much esg fifteer million doilars,

The other day when ¥r, lLove was here, I sathered
thet the Coordinetors Office wag thinking ln terms of
five million dQcllars. 1 thirk this 18 toc little apd
if we apyprosch the Vexlezns In those terms, T think we
will cereste disillusiconwent te ths depgree that 1t will
injure us in the carrylng through of the rehabilitation
program so vitel tc us. I believe that if we talk in
terms of ten millior dollers over a tsrm of two yesr§
we can get en exchenge of notes on that basis, Thare
is ®» 1limit tc what cen be done in one year, both from
the polnt of view of materisls svailable 3t home aand
ir Mexleo,and from the point of view of tha setual work
that can be Jone,

There is one fortunate aspect of the problem
whiech I must mention. We have been talking so far at
home snd here &s though practicslly all the rail wuld
have to come from the United Staies, Tnis nas madd
our problem the xrezter becsuse of the diffieculty inm
getting steel at home., Ve heve been talking in terms
of our belng obliged to supply flve tnoussnd tons of
rell s month in 1943, WMr. “tevens, whom we are trying
to get intc this plcture, has already mede e very con-
sidersble contribution by pointing out thet we could
nct possibly iay five thousand tons of reii a month
without seriously interfering with the moving of the
freight 2nd the moving of the frelght does have to go
on while the releylng program, whioh is essential, is
in progress. H2 belleves thast two thousend tons of
rall = month ére &ll thaot cen be leid and freight kept

moving
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moving adequately., I think he is right, We find

that the Monterrey mill should be sble to supply these
two thousend tons of reil s month, beginning Jeanuery
1, 1943, so thet very little reil would be needed
from the United Ststes. This grestly rellieves the
sltuatior for us so fer as the materials are concerned
end will be & welcome factor to & number of our agen-
cles et home, I think the Mexicans will be able to
eccept & two thousend tons per month relay progrem,

In telking sbout this with the Frefident, however,
the other day, he brought out that this wuld have to
bring ebout a reconsideretion of the finencisl arrange-~
ment whieh had slways contempleted thet we would fur-
nish the materials and the Mexicans the lsbor, etcetsra.
If practieslly ell the raill is coming from bere, there
will have to be 2 compensatory arrengemnent in the fi-
nancial end. It would be my thought in this sonnection
that any arrangement whereby we agreed to supply equip-
ment, materiels and cash up to ten millions during the
two year period of the progrem, we would supply mater-
isls a8 they were nesded z2nd if the equipment and
meterisls contributed did not gmount to the ten mil-
lions we would supply the remeinder in ocash,

I have lived 2nd slept with this problem because
I believe thet it is sbsolutely essentizl that we set-
tle it or our war effort &t home will suffer, not to
speak of our program of collaboretion with Mexieo. The
ma jor decisions, es I pointed oul, csn no longer be
delsyed and the decisions are now up toc us rether thean
to the Mexlcens., Ve have innlsted thot the Yexicans
meve in the dlreetion of mensgement and have shown
scepticism as to thelr dezlre or capecity to do this.
The President hes just told us thet he will appoint a
new Genersl Mspager of the railwsys who will be & eom-
petent man, lie has agreed (o the idea of Stevens coming
here to hesd the !flssion &nd that “tevens shall heve
eround him & limited number of experienced reilway men
from home who will be side by side with scme of the
leading Mexlcan reilwey executives in an advisory cea-
pacity. He has agreed, =nd Juérez has so laformed us,
to see thet certain changes ere mede in the lebor con-
tract of the reilway workers sc that discipline can
be enforced end better mensgement and opereation seocured.
I heve lsbored herd to seeure these things at this end

because
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beceuse they ere essentiel bdbut you will realize thst
these declslons on the pert of the President here were
not essy. I sm convinced of his sincerity end of ais
purpose to cerry through their end. It i{s now up to us
end I em sure that if we mske the fundemental decisions
necessery, we will get the most complete collaboration
from the Mexicens {n their end,

The stage 1s all set to cerry through this program
end the oritical point hes been reached when the deci-
sions must be made and cearried through. If we do not,
I cannot answer for whet will happen in the freight si-
tuation here and if there iz a breakdown here the Army
and Navy, whieh have been reluctant to recognize this
situstion, will be the first toc yell and eandsuvor to
place the resnonsibility on our Depertment,

With all good wishes,

Cordially end feithfully yours,

G.S.MESSERIMITH

877.
G3M/TH




