déxieco, U.V., April 14, 1943
Ho. 9262
Subjeet: Cbservations on Inflaticnary Tendsenecies in
Hezieco snd the Attitude eof Ufficlals of the
Eexiean Govermment therson.

Py iIGTLY SORFIDERT

The foncr able
The Jecretary of 5tate,
cash 1:%';03 ’ Deire

X nsv; the honor to inform the Departmant that a gulite
definite inflaticaary tendency is bﬁﬂﬂﬁiﬂﬁ felt in Hexlco
to the degree thati it is eausing aslam in governmentsl and
privete ¢ireles. The problem is more compllented by the
feet that the appropriate and adeguaie measures have not
been teken, up tC now, Lo step or limit this infletion, and
there seems %o be & certain reluctance on the part of at
least soms bhigh offieliels of the Nexlcan Governmenit t¢ take
the appropriete measures wileh ers imposing themselves.

That en infleticmery tendency wes bouné tv develep in
K.xico wes elearly to be foresesn, end was forveseen by this
Labessy, in view of ow considereble buyimg program of
sinerals snd metals end ovther streteglc materisls in Kexioeo
for war purposes, eund in view of the imeressinpg ;acunt of
money ila the form of dellers end dollsy aaair ge scnsequsat-
ly flosing inte the scuntry. In view ef the lzéit :ticns upoa
the produc tion of cunsumer goods in the Unit states and
the obvicus impoeasibility of our ecuntry to furnl&h sertain
wa¢ihinery, equipment, and other materlals desired by Hexico
noraally, and in view of the inereassd purohasing power de-
veloped in Hexlieo, the importation of gzoods from the United
<tates ilnto Hexieo is natursl ly net meeting the level of de-
sand sad the Inoressed purchasing power.

The dexlean Govaermment, while kesnly Geiﬁﬁiﬁuﬁ of Lhis
problem, haes so far not taken any steps of sdegusie charee-
ter in the way of price controls, nor any of the other
messures which would ordinarily absord at least a part of
this inereesed purchasaing power by the publlie. 4All this is
&n intermel preoblem for Hexico to desl with in the same
nanner that we and other couniries lsve found it necessary
to desl with it, but so fsr there l&s been & disinclinstion
or at lesst & reluctence on ths part of those cofficiasls of
the Mexican Government perticulerly charged withk the respon-
2ibility in these matters, to take approprieste steps.

There is, however, every resson to bellieve that the Presi-
dent of dexlco and the Ministry of Ferelgn Relations thor-
cughly understand the situstion. But the position 1s not
so clesr in the Ministrles of Finesnee, fcomemy, and Agricul-
ture. It 1s belleved that tharv is in these latter iinias-
tries en adegquate understanding of the preblem, but they
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feel themselves scuavwhal oversielasd by it.

In the meantisme, s slowly developing tendaney whieoh is
howaver, progressing ut anm alerming rete, is shouwing itaoit
on the part of the =aases who sre suilferisg frus laecressed
prices of foodstuffs, in partieulsr, o plecs Lhe responsi-
bility for the isllotionury teadency on the Ynited Stateas.

it is this particular phaas of ke aatter shich preapis me

to write to the Depurtment in the detell iu whieh I shall
writas this despateh, «ud what 1 2ball say should bhave the
sareful sonsidersticn of the appropriste eofficisls of the
Depsrtment , 83 wall ag of certaliu sgensles of cur Jovernmenmt.

in wie& of ihe faot that the releaticoships between Hexieeo

end tke United Stetes Lave become durimg the leat few years
more undsrstending, sore sordisl, anc acre reciprocslly help-
ful, it iz cbvicuz thet the present situstiosm im lexlico
presents meny unfovoreble sépects so Far us we sre coneerned,
ahé 80 fer &8 our future relstionehips with lexuleco &re son-
cerned, if eppropriste mossurss ere not taken by the xexlesa
Government to stop these lufleticosry tendensies =nd Lo
golve sertzlia fisencisl problems whilek 1t hes before it.
#kile these are probless primarily ;** E“&iwf te selve, I
wisk at the outset to stats that I sm ‘ident thet ilu the
Depertment sad iz tie other agenclss ;f severassat, s will
have aﬁéersteh¢i““ ef the fast thal for ihe dexlcam Uovern-
meut it is movre £iffleult, through Lts lssk of sxpericnce
ené cearialn suehis&rf, t¢ haméls these provlems, tham it is
for as, 1o a countyy withk a2 more Lighly orgesnized government
end & mors diselplined =nd o the whols mere uniesrstandinmg,
publlis. :

Seversl weeks sge, Ur, :néfaﬁ, the Flmister of Tiasnee,
requested me ve gsl] st the Minlstry, snd after ¢iscussing
&n entirsly seecadsry ﬁettw“ zave na 8 full sceeunt of the
fineneisl situation in ”exica, and want lzto grest detail
with respect tc the prevsoupation of the Hexlicen sutherities
due te the imersssed dellar balences im the Bank of Hexieo,
wihiokh had resehed forxidebles proporticns. Tse relerred %o
the inereszses in pries of many scmsodities slresdy chbvious,
ané the unfavorsble effects thay wers baving among Lthe pube
ile. fie referred to the messures which we tock in the United
Stetes snd inglsnd te prevent inflstion, snd said that weve
sral ef thess were not fessible n Hexlee., The Hasxzlican Gove
aynment was, for sxemple, inersesing taxes, but that it
eould pot do s¢ ip anything like the ratlc whick we¢ hed done
in the United Stetes, in view of the poverty of the great
mess of the Hexicer people. He ssld thet the Hexlesn Govern-
Eent wes sndsevorieg te gell mores bonds to the Yexlcasm pube
lic ané was ﬂﬂﬂ#lﬁélﬁ%, bat thet it sould not de this in
saything like the same retic ia the United Jtsies, Je sald
thet ke ssw the only solutieoh to the ialfl:ticneary tendsaey
iz Eezico iz the meking of =ore goods aveilable from the
Vnited itates, es the sole source, to the Yexlesn merxet, ia
order thet the imereas=é buying power of the Hsxlican publie
sould be absorbed and the balances in the Bank of NHexico re-
duced., #When i menticned ths faset thath® hsed notl referred teo
price coatrols =3 one of the most Ilmportsnt means of vone
trellisg inflation, he revertsad to the statessnl that the
only solution wes lneressed purchesses of zoods ia, snd &8
iliveries frozm the United ft&%&i-
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dr. Sudresz indiceted thet if this inflationary tendeney
soatinued, or if it were neceazsry te revalue the pesso,
the ineviteble result would be ineresses in the prices of
the strategic wsterials we were securing from MHexiee, and
the revision of practlcelly sll the agresments whleh we
Lheve between the two governments for the purchase of miner-
&ls end metels and other strategie materisla, He indliceted
that such revisicas would luvolve very considersbly ine
ereesed costs of these meterisls for us. EHe sald thet un-
less some steps were taken by us in inereased delliveriess of
meterials to Hexleo, he feered that this inflsticnary tea-
desey in Mexieco eould not bes controlled by the Hexicsn Gove
ernment smd that it would heve rerercussions not ecnly in the
ecst but very possibly even in the delivery of meterisls in
whioch we are lnterestad.

dith respect to the foregoing, L vbserved to Mr. Judres
thet he knew what our pollcy was with regard to t he delivery
of materials to the other americen lepubliecs. 1 sald we were
following a polioy of striet egulty snd of sadeavoring to
traat the publle in the other amerlosn .lepublies iun exsetly
the sawme menaer as the conswaing publle in the Unliled States.
#ith regard to the delivery of materials, he Kpow what a
tremsndous elfTort we were making ia the way sni that praee
tically two-thirds of our whele industrisl capecity was de-
voted to the winning of & war whieh bed to be won, in the
interest of ¥Mexioo as much a3 im our own. I did not have
statistics before me, but 1 was aure that the statistios
would show that we were delivering to Hexieco materiszls in
83 sleguste volume &8 €0 any of tihe other aAmerlcsn Jepublies,
end in my opinion, very probably more ac, dus Lo the favoere
eble poaitieon kexlico enjoyed in act having Lo devend on ssa-
borne traffie. 1 seiléd that it was imposalble to concelve
of the 1neressed dellvery of goods to Mexlieo in the szense
snd degree that he indiceted, as the war effort of the
Upited States made this quite impraecticabls.

%ith regerd to the inflstionsary teandsuney so obvious in
Hexlco, I seld thet I resllzed thst the taxing device and
bond se«lling be mentionad could not be used im the seame de-
gree ir Mexleo that we used them in the United Stetes because
ef the poverty of the great ness of the people, but that
certainly price control messures wers not cnly fessible, dut
in my oplnicn & far more definite brake ou priees thsn -
ereased deliveries of meterisls could posaibly be. I did
not see how suck ineressed dsliverles of meteriasls, evem if
this were possible, would in any way effectively eurd in-
flaticnary tendencles in Mexico.

¥r. 3ufrez then went on to say thet he was thinking
shortly of golug to the United States to discuss questions
affecting the financisl situation of the Mexican Government
and the problems created by the alarwing sné ineressing
dollar balances in idexliecoj and also te dlscuss the possi-
bility of increased deliverles to dexico of msterisls from
the Unlted Stetes a8 & mesns of curbing infletion snd taking
gare of this doller bslence situation., i seié that sec far
@8 these fimenclal end stabilization measures were concerned,
i was not in & position to disecuss them, as I did not have
sedeguate background. I thought he wouléd have to discuss
thess with our Treesury. Such discussions could take plaece
here with the Hexlean Treasury through some of our people
coming from Washington, but I sgreed with the thought exe
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pressed by Hr. Judrez thet such finangiel problems could
best be dilscussed by him wlth cur Treesury anéd other of-
ficlals 1n Washilngton. %

#ith respect to the suggestion thet he would diseuas dure-
ing such & vislt incressed deliverles of materisls, I seld
thet it wes obvious thet sny suedh discussions would have teo
take plece thers, but that 1 dié not bslieve thst it wes ad-
viseble t¢ initiste sueh diseussions. In thls pesrtieculer
respeet ir. Sudrez seid that if there were somsthing that
could be done iz transferring unused plante in the United
States to Mexlee, it would be poszsible tc sbesord at least a
gonasiderable part of these dollar balsnees., I seié in this
eonuaction that the possibilities in thla respect would de
1imited bLut that 1 expeocted shortly in Eexico a3 one of my
Aseistants, Hdr. Stenelifrf, whe hsd s knowledge of the ldle
plant situation in the United tates, sud whe would e¢ome here
te aid me in determiuning what poesidlilities there might be
in treusferring idle plamts., I made it ¢lear, however, that
i thoughbt 1t wes unwise for the Hexloan Loverament to put
couficence in the incresgsed importaticm of raterlels or the
securing of 18le plant equipment &s en adeguete sclution te
the infletionary tenéenecy, end its financisl probles I sald
thet i thought it woulé oreste & rether unhsppy impressaien
to telk about inceressed meteriels for Mexiceo except in cer-
tain limited lines, when our people had this tremendous war
probles on their bands every dsey and when to sc lerge sn ex-
tent the Mexlcan economiec lil'e hal beesn undisturbed, =a com-
pared with ours.

Br, Sudres ssid thet he would sbortly ¢iseuss these probe
lems with the rresident, and the possibllity of & visit te
the United states. L rave not seen oy dilscuspeld the netiter
with dr. Sudrez since. :

suat after the adbove econversatlion, Mr. Lduarde Villasellor
wade an eddress in the Hationsl Sehool of .conomy, as part
of &« series of six leetures, the opening one of shich was
given by the iLipister of Ferelga Helstlons, Dr. Fadilla. The
addreas of Lr. Vilisselior, who 1ls FPresident of the Jank of
wexieo, has been fully reported upon in despetel He. 2112,
of april 10, 1943, with whilch despatels & copy of the full
text of iMr., Villasellor's address was treasmitted. In view
of the faect that iy, Villsseior 1s 2z higily intelligent man
snd hisa been comsidared rrispaly Lo, or at least understande
ing of the United Ltates, his eddress is most remarksble, and
it shiould have the astudy of the Departusent, the Irsssury,
Comme roe, and other organizeaticns of ocur Covernment, includ-
ing the “ar Production Bosrd and the Board of Iconomls Vare
fere. i wiah, however, to empsssise that too grest Iimport-
ance shoulé not be placed on the address of Er. Villasefler,
for i am confident that it doss nOt represent tre conzidered
views of the Hexlesn Goverament.

#Hr. Villasedor in nis address wes highly eriticsl of the
United States end of its fallure to sand whet hDe conaidered
adeguate guantlties of materials to Hexleo. e oriticized
the methed of i1ssuing prierities and llcemses, vot:z in
Mexico and the !United States. e gave the lmpressiocn that
if we 50 wished, we could furaigh larger guantitiss of nater-
ials to Mexleo, end definitely left the impression thst we
should, He referred to tihs dungers of inflilstlon, but made
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ao particulser reference ¢ tie woat obvious remedy in the
bands of ihe dexlocan Governuent, im the fore of price eome-
trols. 4 will nol g0 into & fuil anaelysies of his eddress,

@3 It hes been covered iln the despateh ebove relferred o

and &3 the saddress iltaseil reguires careful study by the

sgene lea of owr Government, in spite of the faet that it
gannet be eonsidared as an eiflelisl preonouneswmsent. I should,
Lhowever, refer t¢ the feliewing statewent apeeifiesily, as
showing hovw completely lesesling ipn understending, or peruaps
dullvarably mislesding, certain parts of the address are.

ile steted that he conaidered tist “g8 lonz se cacmpletely
useless™ indusirles continued to functien in the United States,
Aealov evuld hardly be expected to sbandon its own factories
overndight . Furthermors, typea of lactories which emld be
converted t¢ war production in the United tetes had no
cholee In Mexico except to elese up snd dismiss thelr work-
ers. #r. Villaselfior made tils statement, when he knows 0
what degree priveate initiative snd smell Industries have
suffered in the United states, and to vhat degree it hes been
neggassury fur ud Lo glose sume of our best small industrial
astablishuents in the United vtastes st a very real sacrifice.
On The olber Land, 1 4o not know of e singie Industry of any
importunge lu Mexico thet Kr.Villaselor eoculd cite t¢ show
Lhat say industry in Mexliec a8 a8 yet besesn obliged teo eloss
Up and dismiss its workers as a result of felilure to get mae
terials Ifram the United ciates. 1 am marely mentioning this
ss an Indisation of the tendenticus eharacter of the sddress.

Lowevaer, what is more important is that dr. Villsssior
snded his address by saying that there were tiree sugges-
tions for & remedy, scame of which the Mexicasn Government
might find it aecessary to traasliate in%to poliey:

*

1., «estriction ef the publlc werxs progran.

2. Abandonment of the tredltlenal freedom of sxchange
and establishasnt of & control on the satrance of funds.

J. 4 Pesiriction on the e¢guisition of lexican property
by forelgn iluvestors,

He expressed the opinion that, faeed by such poasibili-
ties &= the foregolng, our Government might agrse toc the
sale to Mexieo of mechinery, equipmeni, perts, and rew ma-

terials thaet v peedad.

The address czused a greut deal of inmedliate edverse
conment im the most responsibvle cireles in Mexiec, but of
course there wes & certein amount of fevorsble ocomment in
certaln bdanking amd inancisl elireles. Thare wes considepr-
able speeulstlion us to whether ir. Villaselior had spoiken
with the knowledge end ecnseni of persens more highly plsced
thau ke In the government. In this conunection I thouzht it
desirable thet Er. Logckett, the .conemic Uounselor, at the
firet opportunity, should enceavor to get the reaction of the
¥inister of /inence, Lr. Suires, teo kr. Villaseior's address.
Mr. Lockett, on April &, had a conversation with Mr. ‘uédres
on other matters and referred imeldentelly to the goncern
whick I falt over Mr. Villesselior's sddress, on the ground
that 1t would glve & very mialseding impressien to the
Mexicea public anéd create very; uafavorable reactions, both
in Hexico snéd the United States. I trapsmit herewith (in-
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closure No. 1), & copy of a memorsndum of the conversatlon
which Mr., Lockett hed with Mr. Juérez ené whieh is of such
importance that I will not endssvor to give e resumd of 1t

in this despatek. It, like ir. Villasselor's sddress, trans=-
mitted with desyatel No. 9112, of April 10, sbhould be read
carefully. The conversation ahi sh Er. Lockelt ned with ¥r.
Sudrez will show thet Hr. Sudres wes famillar with ir. Ville-
seficr's resaris before they wer: made, and that they must
kave had at lesst & sertalnm spprovel frem ur. Judres, s
othervise Br.Villsselor, &3 Preslient of tie Bank of kexise,
would not heve Iell himsell la & position to make the remarks.

As it was not clear to thls _sbasay whether ir. Villeselor's
address vould be published in full, I suggested ic ir. lLook-
ett that 2t hls next cell at the Benk of Mexleo, L& ask ¥r.
Villasefior for & copy. Whem ir. lockett ¢ld this, ¥r. Villas
selior indiocsted to him thet the speeel had had the epproval
of the iresident of iexleco belore it was made. ~8 [ was ab-
sclutely eonfident thet no speech contalning the remarks srd
the indireet thrests shich ir. Villeselior's sddress contaln-
ed would have ihe spprovel of the Jresident of Hexice, who
bes shown consistenily on understanding of the situsticnas
brought sbout by the war :hu of our relatiocnahips, 1 took
ocenslon to inforn mysel? shetker the Presidesnt hed in faet
epprovad this address spd L find that on the ave of Hr,
Villassiior's meklng the addéress in the Hetional Lchoel of
jeonony, a4 ¢opy of the speech was handed Lo Lhe residenmt
with the statenent that il was an address whileh ir. Ville=-
sofior would make thet eveniang, but with no reguest for, or
indicontion tisat his spprovel was desired A8 & retter of
faet, it mey bes taken for grented tha‘ t?e Fresident 6id not
give his spproval wo E¢. villsseflor's address end did not
gotuslly read it wntil efter it had been msde.

it asppesrs, taerwfnra, that My, Villeseiior was express-
ing not only Lis own views, or at least those which he wished
to put over, but to & b@rih¢r axtent sl .sast, those of ¥y,
sudrez, and yﬂfﬁﬁys in & lesser degres, those of cerisia
cther dinisters of the Covernment., 1 wish to emphasize
that the address dess not represent tie views of the dianlstry
of Foreign Relstions, whieh i concerned over the possible
reperousgions of the sddress in the United -tates, end pare
tieulerly smong the Hexican publlie. in my oplnien, the aud-
dress coss copvey the visws of u certain group of hankers
in Eexice whe heve been bringlng variocus pressures on tle
government to bring pressures on us with regerd to inereased
deliveriss of m&terihla, sné who sre dlssatisfied thet they
heve not been able to meke the prefit out of the war which
they antiecipeted,end becuuse thay are not sble to cerry om
certain highly prefiteble operstlons whick they could see
reec¢ily possible under certaein ecircumstances,

i haé been usked Vefore L went to Lashington for & brief
stey in Junusry, tc ameks one of thess eddresses bvelors the
Hetionel Jehool eof conomy, sul . azgreed to do ao, but was
not able to prepere the address until ay return te dexleo
City. My sddress was prepered at least three wseks before
dr., Villsseiior d¢ellvered Lis, epnd nlne was delivered two
deys after ¥r, Villesefior delivered Lis. It 80 Lappens neve
erthelass that my address 1s, In & very lerge measure, a
refutetion of the stetsmants made by Lr. Villsselior, elihough
a3 2 matter of fact, I &id net chenge 8 single word ian the
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text of my eddress after lir., Villaselior dellivered his, 1

hed foreseen these attacks on us, end for this resson, chose
for my theme in this cyocle of leetures, “The lspercusalons
of the Ver on the Industry end Seonomy of the United Ztstes.”
There iz being transmitted herewith as Enslosare Ho. 2 to
thils despatoh, a copy of the sddress.

This sddress of mine has been given full publieity in
the complete text ln et least cne of the leading lexieco Clity
newspapers snd it bes to @ very econslidersable exteat alresdy
corrected the situstion created by ¥r. Villeseflior's remarks,

it is a faet thet the inereasling doller balances in the
Bank of dexico referred to imn Mr. lLockett's memorandium here-
t0 attached are & proper cause of coneern to the Hexlesn
Government. Thess large dollar belances are almost entirely
dus t0 our very considerable purcheses of rew materials in
Hexieo. The thesis, however, sustalmed by Hr. Villasefior
and certain others, thet we should deliver goods to dexieo
in the seme measure that Hexleo delivers these strategie
materials to uwe, is unteneble under any clroumstances and
even in normel times; and of course in these times it is
quite imposaible for us to make such deliveriss ls suech guan-
tity, even if we had the will to do se., These elements in
Mexleo whioh suataln the thesis of ir. Villesellor that this
is a unigue position ia whieh Hexlee finds herself, really
know that kexlico merely hes the ssame probleme, only in scme~
whet different forms, thet preotically all countries teday
have.,

The faet ie that the Mexlicen CGovernment finds itsell socme~
wihet nonplussed by the situetion whiech it has to confront and
it has 8o far felt thet it could not take certein measures
such as price gcentrocls becsuse they involve & certeln dsgree
of politleal unpopularity. It is not bDelleved, however, that
responsiible officers of the MHexlcan Covermment would oonsel-
ously endeavor tc ereesie the situetion with respeet teo the
United -tates such sse My. Villaselior's spesch would tend to
ereate in the sense thet the situaticn iere iz due, particu-
larly priee lneresses, tov the refusal of the Unlted tates to
glve Msxleo sufliclent raw materisls.

It is true, however, end we must take into ascount, that
it is more dlifiecult for the Lexlcsn Government toc cope with
these problems them it is for us, s we have & more highly
crgenized economy, & more definitely organized government,
and ¢ more responsive public., On the other bend, there ls
@very resson to belisve thet & considerable mass of the Hexi-
can public iz incressingly understending of the inevitable
repercussions of the war and thet It would welcome messures
such as price ceontrols, even tihough thess latter would not
be sc well received in finencial eireles.

sslde from the very considersble monthly inerssse in the
dollars svelileble hLere in the Bani of Mexiee, it is probable
that & certain smount of cepital whiech for ome reszson or
another wishes to escape from the United States, is finding
its wey into Mexiec. It 1is belleved, however, that the de-
gres to which such caplital hes come from the United itetes
is in no sense as large as Mr, Villsseilor would indicate in
his leoture. Juch movement of eapital from the United States
meraly to aveld restrictions im the United itates, or certaln
possible meesures which Lb might rlad there, is of eourse un-
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dssirsble anéd there msy be some reascn in measures whiech

the Wexloan Government may find it necessary to take to

l1imit the lmportation of sueh unproductive capital from

the Unlted :tetes to Hexleo, There may be resson and ade~
quate basis for us to collaborete with the Kexlicen Covernment
in the flight of suek eapital frou the United Stetes to
Mexieo. There hasaelsce Leen & tendency inereasingly of cere
tain eaplial in the United itates to endeavor te absorb an
interest in Mexicsm industries whieh are successiul. It has
tc be noted thet this jmerlcen ecepital coming to Hexlico re-
cently bas only been seeking, {for the mainm part, to buy an
interest in going dexlecan industries., This slse is nsturally
viewed with disfevor by the Hexlcan Uovernment for it sees

no resson why Asmericen eapital sheould teke over existing
Mexicen Interest in Mexiscan industriss. 7The Hexilesn Govern-
ment undoubtedly would have no objlection te Ameriesn espltal
whick would, under lexicsn lew, seek new productive cutlets
in Mexleo in the way of constructive snterprisse. 48 & matter
of faet, the indiestions inereasingly are thst the Hexiecan
Government will welcone suoch constructive enterprise in ithe
industriel fleld in Hexleo. It is guite cbvious, however,
that the estsblishment of industrial enterprises in Mexieo
through the lnterventlon of Hexlean ¢r imerican capital, or
both, for the duratiocn of the war, is prectically impossidble
except on the most limited sesle, for the same ressons as in
the United States. The basiec equipment, snd ‘» many cases
the msterials, for sueh Iindustries, would have to come from
the United Stat:zs whers, a3 we know, they are not avalilable
for domestie purposes, and therefore not for export.

it is important in this eomnection t¢ bear in mind that
tihe interest which certain imerican gapital has shown in
Kexico in the last half yeer bas not been sltogether coustruc-
tive nor helpful, and has ceused certain legitimete concern
t¢c the Hexican Government and to oertain flnencial end in-
dustriel interesis here. This does not in sny sense lmply
thet there is en ob jeetlon to ,mericen capital, ss such. It
is a basiec objection te American capital sbsorbiag Lexlicen
interest in going Mexlean econcerns. Our basie poliey, &8s a
whole, ahould be, for ocur long renge relationships, to en~
courage Mexican industrial ventures being e2 much ee possible
in dexlean henis.

it i8 @« lso true thet, &8 has slready been steted, the in-
cressed taxing capescity in sexieco 1s sxtremely limited due
tc the peverty of the overwhelming mass of the people, whioch
makes lmpossible such tex measures ss ars used in the United
states. In e similer wey the capseliy of the Hexlcsn pube
lic to abasorb bonds of tihe Mexlcan Covernment 1s limited.
These ere fectors which we must besr in mind end which do add
te the difficulty of the Mexican Joveramesnt, for it dess not
have available to it certain instruments in sclving its prob-
lens which are available to us.

I now wish to refer to 2 matter whick is of primery im-
portance, not only in the Mexicen sconomie pleture, but in
our relations with Mexleco. 1 refer to the purchasas of food-
stuffs in Mexico for public or private purposes ln the United
Jtetes. It is my definite and clearly defined opinion that
we should teke immediately all stepa to see that sush purcheases
are stopped, or otherwise we will be ereating & publiec senti-
ment against us in e people whichk is repldly begianing to feel
the pineh of hunger under ineressed prices of certain essen~
tiel foodstufrls.

AB
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A8 1s well known, Hexieo is & country which on the whole,
sc far as foodstul'fs sre concerned, is not self-sufficient.
It is therefore unwise for us as a Government, or for pri-
vete purchasers from the United states, to purchase food-
stuffs in Hexiee unless with the spproval of the Hexicen
Goverament. The recent endeavor on the part of an sgeney
of our Gevernmsnt to purchase rice wes sn unfortunate sxample
of how publiec eclamor can be roused agelnst us. ilece is one
of the staple fouods of the messes in Hexico, snd even of the
middle and upper classes. There 1s probsbl; sufficlent rice
in Hexico et thiszs time lor ordloary needs, and Yexiceo is a
rice-producing ecountry. There may even be & smell surplus
of rice in Mexloco at this time. The fact, however, 1ls that
rice is secarce on the market, and this basle food in Hexieo
has recently in many sectors of the eountry, elmost doubled
in price and in some ceses, more than doubled. There is no
doubt thet speculators within llexlioo are sxceedingly active
and thet sone of thess are political perscneges. The feot,
bowever, thet rice ls not on the ssrket has csused these
inoressed prices, and the publleity glven to the purchase of
6,000 tone by our government created a disastrous impression
and fed the publie impression thet the searcities in the
market were being csused by purchases by us. The Hexican
Government , 8 will be recalled, ¢id not permit thisz shipment
ef rice from Mexiec. It ecould pet do s0 even though we in-
fomed the Mexican Government thet the rice was really in-
tend ed for a:ipment to Cubs.

In this connection, it should be steted thet this is
another mutter in which we are meking = fundamentel miztake
through certein agencies of ocur Government. If this rice
whieh sn sgeney of our Uovernment intended to purchasse was
meant for Cuba, the sale wes one whieh should have been more
appropristely made by Hexleo to Uuba, rather than through
our direst interventlion. There is an ineressing tendeney
on the part of the amerloan Hepubllics, ineluding Mexloo, to
resent this effert, which iswell-intemtioned, on the pert of
asgencies of ocur Government te control the trade of these
countries. Our own elforts are well-intentioned because,
in view of our position and responsibilities, we have to try
to meintsin a certain belence between shipmentis of food to
verious coundries. 4s s result of this we have been seguir-
ing surplus foods in one country to meke them avallable to
another, and thus disturbing the ordinary channels of trade.
There sre certain disturbsueces in the ordinery chasnnels of
trads whieh sre ineviteble in wer, but every country deaires,
even in war, to malntain its normal trede relations with its
former customers &8 far as this pey be feasible. In this
gusstion of rice for Cuba it would therefore have been mueh
more appropriete, ilnstesd of ocur trying to buy it oun our aec-
count in ¥exieco and shipping it to Cuba, to have entersd inte
conversetions with the Mexiesn CJovernment or tc have faeili-
tated conversations between the Mexloan Government and Cuba
80 thet Cubae might heve scoguired sny surplus rlice svallable
in texieco. In this way, we would have svoided this coun-
stantly increasing oriticism in Fexlco, whieh 1s elso sp-
pearing in others of the imerlicen Hepublics, that we are in-
terfering with the channels of trade end are aeting in a
dictatoriel seanse, and this gives food to those whe sre
preaching that we are endesvoring to establish hegemony after
the war.

There is no doubt thet the Hexlesn Covernment has ao far

not
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not taken adequate messures to prevent speculstlion in food-
stuffs. It is slso truse that the transportation system in
Mexleo, which fortunstely has passed its low poimt, has been
& factor in imoreasing the priece of foodstufls produced in
Hexico at the oconsuming centers in the country, due te slow-
ness of Lransport, or insuificiency thereof. These are
guastions whiech lie wlthin the power of the Nexlean Covern-
went to solve,.

With regerd to certain foodstuffs, there will unquestion-
ably be surpluses in Mexleo whieh we csn seoguire, snd the
Mexlean Government hes been consistently willing, ss the
procurement cgencies of owr Covernment kpnow, that we should
agguire such surpluses when they are esteblished, Ve should,
however, only endeaver to sequire such surpluses with the con-

- sent and appreoval of the Mdexicasn Government.

It is %o the eredit of the Hexlesn Covernment that from
time to time stetements heve been mede by publiec officials
to the effect that the incresses in prices of focdstufls are
not due to exportation to the United Ltates or %W purchases
by the United States Govermment. What I wish to smphasize,
however, snd which I cennot emphesize too strongly, is thst
the popular tendency is to blsme such inerssses in prices on
thease purchsses by the United .tastes. This iz beocming a
matter of serious concern to this :mbessy anéd =ust be to cur
Govemment, and I know that it is s matter of concerm to
those high officiels of the Hexicen Covernment who wish te
meinte in the popular basliz for colleborstion with our Govern-
mebt in the war snd in ths future.

It will be recelled thet I have in previous communicstions
te the Department, made the strong recomsendstion that no
purchases of foodstuffs should be maede In Usxico without the
consent of the Nexlcan Government, and thet sll purchsses of
food stulfs made by us sbould bs through our procureament and
deval opment of fice in Hexieo, sc far as our Government is
sone erned,

d0 far as prloste purchases by individuals I'rom the United
States ln Nexleo are ocncerned, the appropriaste ccatrel
measures are within the Jurisdictiom of the Mexlean Government,
whiack has a sovereign right to prevent thelr exportation frem
Hexico unless the exportetion hes the approval under licsanse,
of the Hexlcan Covermment. I can loresas thet 1t will be
necessary for the Hexiear Government to teke very definite
measures to control the exportation of foodastuffs, and that
in these centrol measures, our Covernment, apnd partioculazrly
our suthoritiss st the border, must render thelr ecllsboration.

There is no one way in whieh I csn see through whieh popu~-
lar feeling can bte arcused egainst us more strongly then
through continued purchases by us as & Uovernment, or by
private imericen interests, of feodstuffs in Mexiecec. The
faot is that there are few foodstulfs ilu whieh there are sur-
pluses in Hexicoe. The food which we gould acquire as asur-
pluses in Mexlco 1s inrinitesimal, and even in acquiring
certeain minimum surpluses, we can create strong populsr feel-
ing sgainst us, beceuse there will be an inevitable tendeney
on the part of the publie to p lace the responsibility on us
for the high prices which may be entirely due to the setion
of speoulutors in the country, or %o the lack of sdeguately
carried through priece contreols of the Mexloen Goverament.

i am
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I em definitely of the opinlon that it would be to our inter-
est if we could meske & strong, categoric statement to the
Mexleen Government that we do not desire tc ascquire any Cood-
stuffs in HMexice except such as the Mexlocan Government may
offer us. I am of the opinion that such & statement, i

mede by us to the Mexican Government, shoulé be glven wide
publicity, s¢ thet the great mass of the Hexican people will
understand, through & categoric statement of our Government
to the Hedcan Uovernment, that we are not buying foocdstulfs
in Hexlico except 23 the Mexloan Government offers us surpluses.
This will be the only effective way that I can see through
whiech we can stop the responsibility belng pleced on us for
the ineressed prices of essential feodstuffs in kexlco.

It must be borne iun mind that, although Hexieo is imn the
wayr, this does not mean that ell Hexlcans are highly favor-
able toward the United uistes. Ve are still the country of
which they are most eritical and of which they are most prone
tc believe fll. Ve shall alsc have to Keep in mind that
there are certalin extresely left elements in Mexleo which,
while rendering lip service tov the ides of ccllesboration by
Hexico with the United itates iln the wer, are reslly com-
pletely unfriendly to the United .tates snd have no interest
in the war except es it might mean e triumph of Hussle &nd
of what they conslder communistic and exoeedingly radicel
ideas throughout the world, and perticulsrly in the Western
Hemisphere. These highly radicsl left slements in Mexico,
in spite of all the developments in the United states ané our
sound instituticns, think of the United States, or at least
definitely pleture it, &3 the Capitslistiec Colossus.

Then toe, thers is an extremsely right element, whioh has
no friendly feeling for the United Jtetes and which belleves
in sutcocretie methods and in former systems of arbitrary
government and control in the hands of & few, which pre-
viously existed in Zexlco. These extreme right elements see
in the ocvllaboration with the United States, a danger to
their own future and ideas, for they know that collaboration
with the United stetes will mean greatsr equity snd social
Justice within Hexico.

Both of these extreme right and sxtrems left elements,
while rendering 1ip service to the Fresident of Hexico and
tc the colleboraticon of lexleo inm the war and with the
United States, ars nevertheless deeply discontented, and
they are insidiously endeavoring te attack those Ministers
of the Goverament who sre most Intelligently and understand-
ingly carrying through the program of ccllaboration. They
do not dare tc attack the resident, whose line of cocllabore-~
tion is 80 elearly defined and whose friendly sentiments to
us are 8¢ clear, but they are endeavoring tc undermine and
to sliminate scme of hls wmost responsibls dinisters who are
the understanding exponents of the President's wise pelley.
This, incldentally, 1s one of the reesons why the Hiunlstry
of Foreign iHelations, headed by Dr. Fadille, is constantly
under sttack, as he 1s in meny respects the prioeipel ex-
ponent of collaboraticon in the war and with the Unlted ltates,
ané of the understanding policles of Fresident Avile Camscho.
In other words, certain-elements in Hexieco are prepared to
selze every possible meens of attacking collaborstion with
the United States, and are trying to do so through attacks
cn scme of the most responsible dinlsters of the Government.

In
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In scme respeets, the sddress of Mr. Villaselior esn only
be regarded as an indirect sttack sgainst the dinistry of
Forelgn Affalrs, as it is definltely am attack upon the
policies of the United States., The sxtresordinary feature of
shis whole addresa is thet it was made by 2 men Who knows
better end who is sponscored by nen who know betier. Those
who are propagating the ldess whieh Mr, Vililaselior put for-
ward asre permitting an internsl politiocsl consideration and
struggles for personel power esnd position and in certsein
cases, ideologlicel conslderstions, to iunterfere with so deli-
cate & matter aa the internel economy of Mexiec snd the re-
lationships with the United i tetes.

One of the immediste repercusalons of Mr.Villeseiior's
adiress has been to revive the rumors that the peso will be
revaluated at 3.60 to the dollar. The ilnister of Flnsnce
has made a statement to the effect that no sueh step is con-
teupleted. The fresident of the Bank of Hexieo informally
statea to those who inguire, that he does not beliave that
the fears with regerd to the change in the value of the peseo
are well founded. The public statements with pregard to
these rumors havenot bheen as direet as they should be., It
is cbvioua that there 18 & definite movement in certain fi-
nanclsl e¢ireles to bring preasures on our Jovernment, perti-
eularly through the delivery of greater gusptitiss of ma-~
teriale to ¥exlco, through & threst in the change of the
velue of the peso. These perscas whe are interested in in-
ereasing the value of the pesv are only thinking of the benefit
ecming to them through spseulstion and are giving no thought
a8 10 the disastrous consequences which an inecrease in the
valus of the pesc would heve on the grest mass of the Hexlean
poople who are elready suffsering from great poverty and low
buying power.

It is important i: this conmneetlion to sgsln emphasize
that public opinion in Hexieo 1s easily influenced by state-
memts unfriendly to the United States or eritical of the
United States, and it would be sxtremely dangerous in cur
relationships if the rapldly incressing cost of living should
in the populer mind here be attributed toc sots of the United
Jtates Government. 7The most unfortunate part of the situa-
tion 1s thet remerks such 23 thoss mede by idr.Villasefior have
& definite tendency t¢ sccentumte any populsr impresaion
whick may alreacy sxist in this respeet. It zhould, of course,
on the other hand, bave been ths duty of sr.Villaselior to
clearly state the facts snd to say that these things happen~
ing in Hexico are not due te any direct setion of the United
slates.

I have deemed it nscessary Lo msks this preliminery re-
port because the situation is ome whieh may get out of hand
if the Hexicen Covernment does not take the appropriete steps.
Those of us whe live in %exico a2nd who have sn understanding
of her problems, reslize that these situstlions with which the
Government is faced are more difficult for 1t to solve than
the same problems aere for us in the United States, dirficult
a8 they may be for us.

It is obviocus, however, that the Mexlcan Government must
in the near future, teke more definite snd appropriate
steps in order to stop the infletionary tendeney and te pre-
vent any change in the value of its curreney. There is an

unfortunate




unfortunate tendeney, even in certesin government sircles
here, to look to our country for the solution of Mexliesn
problems. While the solution of these problens is & res-
ponsibility of the Hexiean Govermment and peopls, it is &
faet that we cannot avold, that our own interest will meke

it necessary for us to sadeevor Yv be as helpful ss possaible
tc the Hexlican GCovernment in the solution of these problems.
it 18 important toc us becsuse 1 the sclutions sre mot found,
our interests are bound to sulfer beesusse of them, now and
later.

For example, our procurement program in Mexico 1s an ime
portent ome to us in the war effort sud it would be = serious
metter for us L7 the flow of strategle materiels - minerals
end metals from lexico -~ should be alowed or stopped as a
result of developmsnts within Hexiee. It would e highly un-
desirable for the relstionshipse between our two couniries for
any untowsrd development to takeplace withls Nexleo whieh
would endan:er the present friendly and collesborative attitude.
The present trends sre scmewhat dlsturbing. "hasther the
Hexioantovernment will taks the sppropriste neasures tc keep
its bouse in order, only time cen tell, but so far s the in-
flationery movement i2 conserned, it 18 obvious thet staps
cannot long be delayed. It is sncouraging thet some of the
responslble members of the goverament are fully understand-
ing of the problem snd are prepared to take the appropriate
stepa. Of the understandiang of the Fresident of lexieco, there
is no doubt whatever.

H® & speoific lndlestion of developments which may have
tc be feced, I am informmed by the Lesd ©f our Frocuresment
and Development Uifice in Hexlieo thet he is alresdy getting
inguiries from thoss with whom we have purchese contruots
concerning the revisions therevf. They wish te have placed
in these contracts a clasuss protseting them sguinst fluoctus-
tions in ezehange. Thils comcern on the peart of the sellers
i3 quite understandable, for ir the pesc should be revelued
4t 3.60 to one dollar instead of L.85, it would mean that
thay would have tc deliver in most cases &t & loss, and would
have to stop operations or produetion, with all the conseguent
results in the dexlosn seonvay. I merely mention this unrest
with respeot tc the exchange as it is something whieh 1ls
bound to be nmocentusted in the near future unleass appropri-
ate steps are taken by the HexlecanGovernmsnt to resssure the
publie as to its intentions with respgeet to the peso, and at
the sume tims to teke the appropriste messures to stop the
present inflationsry tendeney.

The Department mey be sssured thet the imbassy is follow-
ing these matters wvery carefully. Ve are in econstant touch
with the highest eofficials of the Hexican Govermment. The
uinister of Finance, Hr, Sudrez, has indicated that he wishes
to see me tomorrow, and it is no doubt on metters of finan-
eial poliey and infletion. I shall keep the Department in-
foermed of that conversation.

This is @ long, but still unsatisfectory resumé of the
situation whiok has been developing. I have, however, wished
te bring It to the attention Of the Depertment and of those
interested agencles of our Covernment in this preliminary form
because of the lmportanmce of these developments to us from

the
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the near &8 well s8 the long range.

Aespeetlully yours,

Gee Hessersmith

inolosures: 2
{1} Copy of Hemorauudum preparasd by ir. Lockett
end deted April &, 1943
(2) Copy of address usde on April 8, 1943, by the ¥Writer.
(This not sent in heotograph, but in 10 mnimecgraphed
copies)
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To the Department in Ordginel and Heetogreph.
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