Mexico, April 3, 1942
Dear Sumner:

I have given very careful consideration to your
most helpful letter of March 27th. I have discussed
fully certain parts thereof with my associates here.
We are all deeply conscious of the problems which you
raise in the letter, and I shall in this letter give
you my considered reaction to the questions raised.

First of all, with regard to rail transport:
This is one of the major questions which Dr. Padilla will
be raising in Washington and I think with reason. Mexico
is already - by force of circumstances beyond our control
for the present - practically without sea transport to
the United States. Even though our ship-building program
progresses most satisfactorily and we control sinkings,
ships will be needed on other routes for the aggressive
action necessary to win the war and there will be few
ships available even six months hence for ocean transport
between Mexico and the United States. Fortunately for us,
Mexico has so much that we need that we would otherwise
have to get from farther away, and there is rail trans-
port available, and this, together with road transport,
we shall have to use increasingly. It is indispensable in
our own interest that we develop this road and rail trans-
port as rapidly as possible. There is no use developing
these material resources here in Mexico if we do not have
a way of getting the stuff to our merkets.

Much has been said concerning the condition of the
Mexican Railways. Great emphasis heas been placed on the
labor difficulties of the railways and on the inadequate
utilization of the present rail facilities and rolling
stock. Some of this is true, but I have reached the con-
clusion, after talking with objective and well-informed
Americans here, that too much emphasis has been placed on
this labor factor. Americans here who have had intimate
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contact with the rail situation for years and whose
business it is to kilow, seem to think that the Mexi-~
can Railways, with the equipment they have, are not
operating too badly, I mention this aspect because
some of our people at home in the various agencies
which are very much inverested in getting out raw
materials have been emphasizing the labor situation
as the principal obstacle and have been adamant in re-
fusing to consider the supplying of new or secondhand
rolling stoek and motive power.,

It is my considered opinion that one of the major
things we have to consider is this improvement of the
efficiency of the Mexican Railways. If we do not do
this we will not be able to move either the goods whiech
Mexico needs to keep her economy going or the raw mater-
ials which Mexico is already producing which we do much
need, not to speek of the increased production that is
being stimulated. I therefore welcome the designation
of Major Hill to come here and look into this problem
from the limited aspects of a survey of the motive power
and rolling steck of the railways. He is a competent
man and we must help him to get the concrete data that
he needs, The most @mportant problem for the moment is
motive power and rolling stock, -~ and that will have to
come from us, There is certain motive power equipment
here: well over one hundred locomotives which are aut of
service because of repairs which cannot be made through
lack of parts from the original menufacturers at home,
It is not improbable that the manufacturers have these
in stock and the locomotives themselves are of types no
longer used in the United States, so that these parts
can be shipped here without injuring anyone. I shall
see that Major Hill goes into this vital aspect which
will give almost immediate relief.

There is, however, rolling stock which must be
had from the United States. This need not be new. 1In
this particuler respeet I want to point out that the
Mexican Railwaye officials are not really an incompe-
tent lot as they have been pictured, I have gone into
this carefully and I find that with a difficult finan-
cial problem end all sorts of other problems the Mexi-
can Railweys management has done things which wo@ild do
credit to our best railway management at home, It is
well also for us to remember that the Mexican Railways
officials know our own situation pretty thoroughly.
When we say that we cannot supply any locomotives or
rolling stock because of our needs at home and point out
the short trains, ete., on the Mexican lines, they tell
us that we are not using our motive power and rolling
stock at home to any greater advantage on the whole than

they




they are. They point out that we are still running
railways almost parallel to each other, when by ap-
propriate action considerable motive power and roll-
ing stock could be made available by pooling the re-
sources of the railways at home -- and that this
would not only relleve our own inereasing congestion
but would also make available used motive power and
rolling stock in adequate quantities for the Mexican
Railweys., I think it will be found, when we go into
this at home, that here is a gooddeal to it.

Specifically, then, in reply to your incuiry with
regerd to Major Hill, I may say that Mr, Winters of RA
called me on the telephone about a week ago concerning
his coming here and I said that we would welcome it and
would be in a position to facilitate his inquiry. He
has not yet arrived but when he does we will do svery-
thing in our power to facilitate his making an accurate
end complete survey in the field of motive power and
rolling stock, When he has made his survey we must
take immediat e action thereon, because in this matter
of rail transport we cannot fish behind the net, The
transport problem is the first to be solved in the main-
tenance of Mexican economy and in our securing the ne-
cessary raw materials from here, I wish to emphasize
that the attitude of some important people in our Gov-
ernment will have to change, for they have, on the basis
of inadequate informetion, been taking the arbitrary
stand that nothing can be done for the Mexicen Railways
- and these same people at the same time are doing all
they can, very properly, to stimulate the production of
raw materials for which there is already inadequate rail
trensport and no sea transport,

The road-building progrem is an important factor
in this trensportation problem, for Mexico and for us,
We have given Mexico thirty million dollars over a period
of three years for such a road -building program, I am
inclined to think thet the sum will be inadequate, but
if they have ten million dollars the first year and spend
it wisely, they should be able to go a long way., Our dif-
ficulty will be in getting them to spend the money wisely
and also in the selection of the roads. My personal opin-
ion is that the most important road-building projects
here are not for the moment the ones which are most at-
tractive to the Govermment. They should concentrate on
building feeder roads to already existing main highways, "
and on the building of roads - even in some cases tempor-
ary ones - from mines amd producing areas. Unless this is
done, the mineral resources being developed under a wise

program we are fostering will not have transportation to
rail
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rail heads. This road-building progrem is one in
which I hope the Mexican Government will increasingly
seek our counsel and help, not so much in actual con-
struetion of the roads as in determining where they
shall be built,

pecial One of the major difficultlies we have had in the
_jssIons field, and particularly here in Mexico, has been the
situation with respect to the uncoordinated and too
frequently ineffective speciel missions from various
agencies of government, This, as you know, is seri-

ous in many respects, but one of the principal unfor-
tunate results wag that it was causimg increasing lack

of confidence on the part of other governments, Miz-
sions came and went without anything happening. Some-
times before one mission left that was supposed tc go
into a certain problem, another came along from another
ageney on exactly the same subject, It was causing con-
fusion in other governments and increasing the lack of
confidence in our procedure and in our capacity to han=-
éle the ma jor tasks before us in winning the war, So

far as Mexico is concerned, this problem of the special
missions is, as you point out, even more important then
in the case of most other countries; for because of con-
tiguity and the raw materials problem our people have
been coming here in greater numbers and with greater
reason, I am happy to say that so far as Mexico 1s con-
cerned this problem has been solved very largely by the
Department's recent telegram indicating the steps which
have been taken at home among the various Departments

end Agencies , and indicating the procedure to be fol-
lowed here, Under this procedure no mission of any kind
will go into any of the Americamn Republics from any of
the Departments or Agencies at home without the knowledge
and approval of the Department of State, This is abso-
lutely essential. Further, aecording to the procedurs,
these missions must report immediately on arrival to the
Mission and act through and under it, Here in Mexico
City I have concentrated this work in the Commercial At-
tache, Mr, Lockett, who is a man of good judgment and
wide knowledge and has a very broad background in the
Mexican financial and economic problem. The procedure
has been in effect for some weeks now and is working

very satisfactorily. If the Deovartment will adhere to the
practice at home and we follow out the practice here under
the Department's instructions -- which we shall of cuarse
rigorously do == this problem of the special missions will
be solved and we will get more effective results from the
missions which are sent out, The Department's action in
this matter has been most constructive, and, I can assure

you, imperatively necessary.
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I have noted what you say concerning Dr. Bateman's
mission, and before I go further into some of the major
questions raised in your letter and give you my reac-
tion, as you have reguested, I muet say a word with re-
gard to Dr. Bateman., I have had long experience in the
field and I cannot recall having had to deal with anyone
who came on such a mission who has shown the competence,
the diseretion, the judgment, and the general fitness
for his job that vr, Batemen has shown., He is charged
with this delicate problem of strategic metals, which
involves labor factors at this end. He has worked con-
stantly in the clcsest contact with the Embassy through
Mr, Lockett and me, He is of course in constant contact
also with Mr, Ransom, who is the representative of the
Metals Reserve here, His work involves direct contact
with the Mexicen authorities., He has been extraordinsrily
successful and I hope within a very short time, perhaps a
week, the agreements which he has arrived at can be put
into the form of exchanges of letters which are in fact
en agfeement, I consider that he has done a very construe=
tive job and it has been largely due to his technicel
knowledge, hls practical good sense, and his tect amnd
firmness in deeling with all oconcerned, I think, so far
as the particular phase of minerals development is con=-
cerned, he will very shortly have laid, through an ex-
change of letters, and adequate basis for this development

that should have immediate concrete results, +t is proper
to say here, too, that the Mexican authorit les from the
President down have shown a highly cooperative attitude
and willingness to go very far in getting things done,in
their own and our interests,

I have noted with particular interest your very
pertinent and penetrating comments on the importance of
meintaining the Mexican economy and your references to the
memorand wa of October 7, 1941, from the Mexican Fmbassy
to the Department, proposing a cooperative program for
the development of the natursl resources and industry of
Mexico, Obviously a progrem which the Mexi can Government
has in mind would include the development of certain in-
dustries which we could nct possibly assist in fostering
now because we could not provide the matsrials, There are,
however,many weys in which we casn help the Mexican econo-
my and industry by public and by privete initiative, The
situaticn with respect to Mexico's foreign exchange posi-
tion is one which we must take into aeccount, The recent
payments which she has made to us have been largely
through the shipment of gold, The Mexican economy is in a
very dellcate dituation as a result of the war, and she
is underteking, as you point out, new obligations in the
settlement of those major questions on whieh progress is

80 happily being made, These short and long term obliga-

tions of Mexico cannot be met unless there are appropriate
steps
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steps to build up her internal economy. The war of fers
immediate and long-range opportunities which we would
otherwise not have, These, think, we must use, but
the program must be on a sound basis that 1s feasible
from both our point of view and theirs,

There is much that I should like to say on this
question of the internal econony but I believe we are
keenly aware of all the factors Involved, =nd your
letter shows this, I will therefore oconfine myself to
saying that I think we should proceed as you suggest
with this economic¢ survey to which I understand we have
already given our agreement in prineciple -~ the survey
to be oconducted jointly by a group made up of techni-
cians representing us and the Mexicen Government, but
working together as one group.,

I see no objection to the immediste setting up of
such a survey committee composed of Mexican and Ameri-
can representatives, It should be, in ny opinion, an
independent survey and not, so far as we are concerned,
acting for any particular Department or Agmney of the
Government or acting for our Govsarnment as a whole, on
our part, and for the Mexican Government on its »art,

My own fesling is that as it is a survey of Mexico's
economic position the chairman should be a Mexican and
the Vice Chairman an American. Our own prineipal re-
presentative in this group, who would act as Vice Chair-
men , should, I believe, be a man of the capacities and
broad knowledge of Dr, Batemsm, As a matter of fsct, if
he could be persusded to taske over this duty it would, T
believe, be a great fortune for us as well as for Mexico,
It is true that he is a specialist in the field of min-
erals and the mineral survey has been practically comple~
ted by him, I have on the whole somewhat of a fear of
specialists when they get into the field of surveys;but
I have no such fear of Dr, Besteman, for he is s man of
such broad judgment and understanding., I offer the fur-
ther suggestion that if this broad economic survey is )
undertsken through our joint action, it should set up
separate offices here in Mexteo City apart fram the Im-
bassy or the Ministries of the Mexicen Government. The
organizstion should, T beli eve, be kept as small as pos-
sible, 1t should be a very compact and small organiza-
tion, for its value will not depend on the number of

men but on their quality, I think at the outside a
maximum of three Mexicams amd three Americeans would be
adequate. They would need certain clerical assistants,

I do not believe that the three Amer icans and three
Mexicans charged with the survey need necessarily be
teshnical men, They should be men of broad knowledge and
good judgment, of the type of Dr, Bateman., A large in-

vestigating and technical staff iS not necessary for the
commi ssion,
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commission, Both the Americaen and Mexicean members

would have available to them all the resources of in-
formation of the respective departments of the Mexican
Government end our own., They wo'ild have available to
them &he concrete accurate data which American business
men and firms and Mexican business men and firms can
supply. They can ind icate what they want and it will

be suvplied to them in the form of memoranda without any
ccste What I am trying to say is that I think it would
be unwise to build up a large orgenization. This I think
would defeat the very purpose of the survey group and
make their work more difficult instead of easier, Yhat
is needed are these six men who have the judgment to pass
on materisl and to know what material to ask for. It is
not necessary to have a large group of investigators or
analysts., All the group would need in the way of staff
would be a small clerical one, My experience in the
short time I have been here is that if I want accurate
information on any subjeet I csn get it if I go to the
people who have it - and that is the best way to get it,

T an in entire agreement with you that the work of
the survey would cover #® short-term aspects of the econo-~
mic problem as well as the long-term ones, and these lat=
ter in my opinion are in some respects as important as
the famer,

Such a survey, if it is set up in the above fashion,
could, I believe, do a good job and & most constructive
one, and would not necessarily have too long & task be-
fore it, If the Mexican and American members are chosen
for their capacity and adeptability, the work will make
rapid progress, for the materisl i3 available, the problem
1s there, and all that is needed are men who can analyze
the situastion soundly anmd who have an adequate understand-
ing of the major and broad factors Involved.

I see no inconvenience whatever in having such a
survey mede independently of this Mission, and I think it
can properly be made in that way., I do believe, however,
that the American members of the survey should have defin-
ite instructions to =2¢t - only so far as our Government
iz concerned and the Mexican Government -« through this
Mission,

With respect to the suggestion that other economic
missions which might come down here should work through
this survey, I do not believe that this would be wise, Na-
turally, while this majer survey is going on, we might
find it advisable to have some gpecial psople come here on
immediete and urgent problems, and under the present ar-
rengenent these now work threugh this Mission. I think this

should
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should be continued. The survey would also work

through this Mi:zgion, but in a larger and broader field,
I think it would be confusing to have special missions
come down here to work through the survey group, It
would, I believe, bring into the plcture some of the
former confusion which has been eliminated by the Depart-
ment's new practice. I feel, therefore, very strongly
that the missions coming down here or persons on special
work should work dimsctly, primarily in and through this
Mission, But this does not mean that the real purpose
which you heve in mind in your letter would not be met,
for - as both the survey group and these special missions
would work through us - we could see that the necessary
ccoperation between the speciael groups and the survey
group would be brought about, On this point I feel nuite
strongly, as from the point of view of effectiveness I am
convinced that would be the best set-up,.

Like you, I am deeply concerned with the longer-
renge as well as shorter-term problems we have here, If
we uniertake this economic survey on the right basis &and
with the right men it will be a very constructive step.
I held no brief for VUr, Bateman, but I think I should
reiterate that he has done a splendid job here and has
shown unusual capacities for this kind of work., I do not

believe that, search as much as we would, we cvould find
& better man to head the American group participating
with the Mexlicans in such & survey.

#ith all good wishes,
Cordially and faithfully yocurs,

G 5 MES3EFSMITH
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