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VERY CONFIDENTIAL.

Dear Dannie:

I have to refer to my very confidential letter of May 28 with regard to
the CADE and the Argentine situation. I must frankly tell you that I have
been so occupied with things here that I have not been able to go into this
correspondence referred to in the beginning of my letter of liay 28 with the
care that I should like to, but as I am going to be very much occupised for
the next five or six days at least, Ivant to write you just a few thoughts
which I find I failed to cover in my letter of lMay 28. I will put down these
thoughts in a rather disjointed way, for they do not have, in some cases,
direct relationship with each other.

The article which I understand appeared in the ECONOMIST which Wilmers
sent you from Brussels is not bad and there is no doubt that the Germans are
going to do everything they can to build up export markets while the United
States is busy looking after itself and others, including the Germans. This
isn't anything against the Germans more than it is against the British and
the French and the Balgians and others. While we are breakiBg our necks for
ourselves and for them and devoting our production machine to the common
defense and security, every single one of them is planning to take advantage
of our occupations and preoccupations and to snatch our markets away. It
is a development which had to be expected and the fact that it isn't nice
dossn't change things in any way. The Italians, the French, the Belgians and
the British in particular are very busy here in liexico and there isn't any
doubt that they are going to get a lot of business directly, and that they are
going to go into business with some Mexicans to produce things here. The
seme process is going on in Brazil, Argentina and other Latin American coun-
tries. By the same token they are invading our own markets in the United
Statess I suppose that when there is a struggle for existence going on and
we at least have the will to survive and to do what is mnecessary to survive,
that we will have to let some of these things go on, but frankly it makes my
blood boil and it boils more when I think that a number of these European
countries are doing what they are doing to displace us through money which
they have from us as a gift.

The terms which the AJE.G. is prepared to give to the Argentines for
San Nicolas equipment are apparently not as easy according to Brosens's airgram,
which is of course more exact than I was led to believe from the information
which Alejandro Shaw gave me when he passed through here. I don't doubt but
what the A.E.G. can give the terms which Brosens indicates they have offered
to the Argentine; that is, as you well point out in one of your letters, for
the heavy equipmente. The people handling this in the Argentine do not realize
all the equipment that goes into & plant like that and there are perhaps
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several score of manufacturers who are involved in supplying all the material,
and that all the material is necessary for the plant. I do not conceive it
possible That such terms could be arranged for all of the equipment as the
terms which the A.E.G. is prepared ro offer and I do not think that the A.E.G.
could undertake to furnish all the equipment on the terms which it is pre~
pared give for the turbines and generators. This is one of the things which
Brosens could point out to the appropriate people in the Argentine and of
course to the President. We who are building these plants in Mexico know that
the securing of all the equipment means arrangements not with a few firms for
e few items, but for =11 the items, or else the whole business serves no
purpose. T

There is the basic question as to what degree the German Government and
the German banks cen make it possible for the A.E.G. and other companies
in Germany to give these facilities. I am not prepared to make a categoric
statement, but I don't believe that the German Govermment or the Germen banks
can give this sort of facilities except on the basis of what we are doing to
help them. You know thet I believe that we should help Germany get on its
feet in certain lines, but there are some very fundamental measuros of pru=~
dence which we must take in other fields as well as armamant. There is no
reason why we should be complete nincompoops even in times of such crisis
as we are in and when we are prepared to meke so many sacrifices for our=
selves and otherss There are limitss I have been giving this a lot of
thought and have been considering writing McCloy and Snyder and Martin end
several people in the Department, but I have come to the conclusion that it
is & very difficult thing to write about and that it is much better to talk
it over. For that recason I hope to spend enough time in Weshington before
going to Toronto to talk over this question with soms of the highest offi=-
cials in our Government concerned to see what can be done to protect ourselves
in the measure possible in this time of crisis against disloyal practices
by those whom we are helpinge. I will talk over this phase with you when I
S€e youe

Wilmers raises the question as to the possibility of the Argentine being
able to build up favorable balances in Germany and certain other countries
through exportse I do not think that Germany cean take much meat from the
Argentine. I don't know enough about the present cattle, etc. situation in
Germany to have any definite opinion, but certainly normally meat imports
into Germany from the Argentine would not be great. So far as grains and
certain vegetable oils are concerned, the Argentine is & mnatural market for
German imports which Germeny does and will need. Whether Germany will ime
port these greins and vegeteblemoils from the Argentine will depend upon
factors I cannot pass upon now for lack of adequate information, but certainly
the market will be there for them in Germany in adequate volume to enable the
Argentine to build up @ good balance in Germany. This applies also to France
and Belgiume

The export capacity of the Argentine of certain items must not be under=-
estimated. Through a combination of world circumstances she has just made a
lot of money out of wool and wool exports from the Argentine continue to be
considerable. This means a lot of money for the Argentine. With the con=-
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clusion of the British meat agreement the Argentine situation will be sased
considerably in some respects, and she has taken good care not to agree to

give the British too much sonthat she will have meats aveilable for other buyers
where she will find it advantageous to build up balances. There is reason to
believe that the internal policies of the Argentine which led to decrease in
agricultural production are being changed. If the Argentine Govermment is

wise enough to do the right thing and correct some of its internal and extermal
malpractices in connection with the agricultural situation, she is going to
improve her buying capacity in European markets very considerably and very
rapidly unless there should be disastrous climatic conditions in the Argentine,
which it may be noted seldom exist there.

There is a very real probebility, therefore, that the Argentine can build
up adequate balances in Germany to pay for the equipment which the A.E.G.
is ready to sell them, and other equipment as well.

One of the things which I think must be brought home to the Argentines
again is that Germean deliveries are undependable in spite of their desire
to export and capacity to produces It is true that deliveries from all
sources may be precarious, but certainly the safest place from which to expect
delivery is still and will be under the worst circumstances the United States.
In view of the precarious situation which the Argentine Govermment has per=
mitted this electricity situation to get into by its lack of prevision and
sound action, it would really be compounding a felony for the govermment to
place its dependence on deliveries from Germany or European countries. If
there were a fairly normal situation in the electricity production situation
in the Argentine they could take the risks in ordering certein equipment from
Burope. Here in Mexico the Federal Power Commission, knowing that Mexlight
had done the wise and proper things in ordering its equipment in the United
States, took the risk of buying some turbines and generators in Europe, but
they wouldn't have thought of doing that if they had not pretty good assurances
that if they don't get delivery Mexlight can follow through the crisis with
what it has done. The situation in the Argentine is entirely different
because there the shortage already is comsiderable and it will take several
years before they can begin to catch up and they can't run the risks in-
volved in that without jeopardizing the economy of the country over a long
periode

I thought we had made these points pretty clear to President Perbén when
I was down there, but I can see that he has so many things to think about
that some of these things do not get his attention the way they should, and
that is why I think Brosens will have to press them in on Perbn again, as
I took the liberty of suggesting in the latter part of my letter of lay 28.

I was greatly interested to see in the communicetions from Brosend that
the Economic Council is considering restriction measures in connection with
energy which will involve the closing of factories half a day a week. We
pointed this out to the President and some of his associates in February. In
my opinion and from what I observed in February in Buenos Aires, it won't
be long befors it will have to be a day e week that the factories will have
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to be closeds I won't go into this in detail, but I pointed out to President
Perén in February that the hours of work per day or per week would certainly
have to be cut down in most of the fectories before long and that the govern=
ment would likely tell the factory owners that they would have to pay seven
hours for five hours work and that perhaps the factory owners could do this
for some months. I said that it was inevitable that in the course of some |
months these factory owners would have to come to the governemtn and simply
say "Here is our factory, take it, we can't run it any longer". The only
recourse of the government would be to take them over and run them and they
could do it paying seven hours for five hours work for a certain period by
printing more money. I pointed out that the inflation was already so great
that the effect of this procedure of the government would be such that the
money would go down in a degree that it couldn't continue very long, and

then would come disaster. I recall having said something like this to

both President Perbn and lMrse. Perbn and I thought it had impressed them at
the time. Perhaps the government thinks it can keep this going until after
the elections in 1952, but it seems impossible to conceive that they could
proceed on such & basis, for the debacle of the government would be bound

to be worse then than any consequences nowe

Franco has set & bad example for the Argentine by being able to menage to
get along somehow for so longe. Although I think President Perén and the
Argentines are pretty disillusioned about Franco and Spain, the example is
there, and the British have not been too good about giving examples either.
There is some basis for the Argentine Govermment thinking it can get away with
most anything,

These are just some further thoughts that I wanted to get to you to
supplement my letter of iay 28, and I wanted to do it hurriedly today, as I
doubt if I will be able to write in the next five or six days.

With all good wishes,

Cordially end faithfully yows,

D N. Heineman, Esquire,
The Carlyle,
35 East 76th Street,
New York, Ne Yo




