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When in March 1938 the governmentheaded by General Lazaro Cirdenas
decided to settle its dispute with foreign oil companies in radical fashion
by resorting to expropriation, the Anglo-Dutch interests that owned the
largest oil company then operating in Mexico, the Comparia Mexicana
de Petréleo “El Aguila,” were most affected. This enterprise had been
founded under Mexican law in 1908, as a relatively minor part of an
extensive economic empire controlled by the British firm S. Pearson &
Son, headed by Weetman Pearson, later Lord Cowdray. However, within
a short time, it had become the center of Pearson’s interests in Mexico.
In April 1919, Cowdray transferred control of El Aguila to the Anglo-
Dutch consortium Royal Dutch-Shell, which ran the company until its
expropriation nineteen years later.

After spectacular early success, which coincided with World War ], El
Aguila’s importance declined in the twenties, but recovered again in the
early thirties with the discovery of the Poza Rica deposits. In 1938, the
enterprise had a book value of $137 million, which made it one of the
most important companies in Mexico.! Under the old regime, relations
between El Aguila and Mexican authorities had been overtly friendly,
but following the success of the maderista revolution in 1911, and
especially after the proclamation of the 1917 Constitution, which
nationalized oil deposits, the relationship was fraught with continual
conflicts. It was not just a clash between the various oil companies and
the Mexican authorities; it also involved the governments of the share-
holders’ cpuntries of origin: the United States and Great Britain.

Following the Poza Rica discoveries, El Aguila decided that in order to
recreate a favorable climate for a planned phase of expansion, the time
had cometoseek a definitive solution to its differences with the Mexican
government. With this in mind, El Aguila executives and the Mexican
authorities s1gnec§ anagreement on 11 November 1937, which, in effect,
granted the nglcan government a significant share of the value of
future production of Poza Rica by way of royalties (35 percent)—an
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agreement to which the rest of the international oil community strongly
objected.2 The potential for collaboration between the big oil firm and
the Mexican government that this agreement entailed never had a
chance to be realized, because precisely at that point the conflict
between labor and management, which had long troubled the oil indus-
try, now intensified. El Aguila, along with the other foreign oil compa-
nies—which were essentially American in ownership—refused to ac-
cept the finding of the Mexican courts that favored the recently orga-
nized oil workers’ national union, and openly challenged the authority
of the Mexican president and government. The expropriation followed.

Return for Nothing

Since the very beginning of the Mexican Revolution, American and
British policies had differed and even clashed in respect to their views of
the Mexican situation and the best way to deal with it.3 These differ-
ences surfaced once again after the oil expropriation. According to the
British minister in Mexico, Owen St. Clair O’Malley, Mexico under the
leadership of General Cirdenas had become a country under “advanced
evolutionary socialism,” whose central objective was to give ownership
of land and industry to the masses, and, if this was not feasible, then
simply toextract from capital the highest possible bonuses and wages for
labor. Unfortunately, His Majesty’s minister thought, this type of
socialism would bankrupt the Mexican economy and confound its very
objective: the betterment of the working classes. In O’Malley’s view,
given the dishonesty and incompetence of the officials surrounding
President Cardenas, such an outcome was very likely.* In his analysis of
the Mexican situation, written on the eve of the oil expropriation,
O’Malley voiced his fears that the strong nationalist drives of cardenismo
would lead to decisions concerning the question of control of natural
resources that would be contrary to British—and, in the long run,
Mexican—interests. Nevertheless, he was confident that before any
such thing happened, pressure from the United States would curb the
pursuit of senseless social reformism that the Mexican government had
embarked upon.® Clearly, the minister’s optimism was proven wrong by
the expropriation of 18 March 1938.

From an American perspective, the more important element in the
relation between Mexico and the United States in 1938 was not the
defense of its petroleum interests—which had already lost the strategic
character they had enjoyed twenty years earlier—but rather the consoli-
dation of an inter-American alliance in the face of the impending
collapse of the international system that had emerged from the Treaty
of Versailles. In order to achieve such an alliance, the United States had
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accepted the principle of nonintervention, and it was therefore incon-
ceivable that it would resort to force against Mexico; besides, it feared
that the fall of General Cardenas’s government might bring about a
government with pro-fascist sympathies.6 This accounted for the failure
of three Foreign Office missions to Washington, which, in May, July, and
August 1938, tried to persuade the State Department and President
Franklin D. Roosevelt of the advantages of working toward ajoint Anglo-
American policy against the oil expropriation. The American refusal to
work with the British arose from their different views on the legitimacy
of theaction taken by Mexico. As far as the United States was concerned,
only the method of compensation, not the actual decision to expropriate
the oil industry—which was within Mexico’s rights as a sovereign
nation—was open to discussion. On this question, Mexico proposed
payment within ten years, while the United States demanded immedi-
ate compensation. His Majesty’s government, on the other hand, ques-
tioned the very legitimacy of the expropriation and demanded from the
Mexican government the immediate return of the seized companies to
their legitimate owners.”

Threediplomatic notes dated 8 April, 20 April, and 11 May 1938 reveal
the official position of His Majesty’s government on the oil expropria-
tion.® According to these notes, the Foreign Office accepted the sover-
eign right of any government to expropriate private property as long as
the general interest required it and proper compensation was offered.
However, the opinion in London was that, in the particular case of the
Mexican oil expropriation, no substantive reason existed, and therefore
it was arbitrary and unacceptable. Faced with the Mexican refusal to
accept their protest against the expropriation of El Aguila, the British
government insisted on its right to defend the interests of shareholders
even though the company itself was not registered in Great Britain but
in Mexico. In the third note of May 11, the Foreign Office, at Minister
O’Malley’s insistence, questioned the assurance given by the Mexican
government, to the effect that oil company owners would receive
adequate compensation. The source of doubt was Mexico’s default on its
old fqrgign debt and also on the 1937 annuity for compensation awarded
to British claimants for damage to persons and property during the
Revolution.

. The ngwgn response to the imputation of default on their interna-
tional obllgathns was quick: O’Malley received the outstanding annuity
payment, but, it was pointed out, “even states more powerful and with
ample.resourc'es have noreason to feel proud of their record to pay every
pecuniary obligation promptly.” This paragraph contained a clear refer-
ence to the unpaid debt of Great Britain to the United States. But Mexico
also took the opportunity to announce the withdrawal of its diplomatic
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personnel from London; the Foreign Office had to do likewise with
O’Malley and his four assistants; and, not for the first time, Mexico and
Great Britain broke off diplomatic relations.

The British declared they were surprised at the Mexican reaction but
did not express regret. They immediately asked the U.S. government to
take charge of its affairs in Mexico, but the State Department declined,
alleging that it was inadvisable that Mexico should assume the position
of the two powers on the oil question to be one and the same. As aresult,
the Finnish minister became the political representative of British
interests, although in 1940 this role was more appropriately taken over
by the Dutch legation—Holland had never broken off relations with
Mexico. In London, the Cuban legation represented Mexican interests.
However, as on previous occasions, the consular corps was not affected
by the diplomatic rupture, and the British and Mexican consuls re-
mained in their respective places. Thus, the consul general—first F. A.
Clough, then Thomas Ifor Rees—became the eyes and ears of the Foreign
Office in Mexico.

Great Britain welcomed the “hard” line of the Foreign Office. It was
clear that from the British point of view the most important factor in the
Mexican case was to establish a firm precedent of opposition to actions
such as Mexico’s being taken elsewhere.? Besides, it was felt in Great
Britain that formal rejection of the expropriation, combined with ad-
equate pressure, would soon force Mexico toreverse its decision. “There
can be no doubt,” announced The Economist, “that Mexico will regret
the action it has taken.”10

Pressures

At first, the British believed that, although the oil expropriation had
wide support in Mexico and it would not be easy to force Cardenas to
back down, economic pressures against the recently nationalized indus-
try would lead to bankruptcy within three months. After all, Great
Britain, the United States, and Holland controlled 83 percent of the
petroleum fleet, to which Mexico would have no access; on the other
hand, countries such as Germany, Italy, Norway, or Japan, which might
be tempted to buy Mexican fuel at discount rates, would not be able to
resist American pressure not to do so. And if that were not enough, with
the U.S. Treasury’s suspension of purchases of Mexican silver—the
country’s leading export—the popularity of the expropriation would
dwindle and Mexican public opinion would cry out for a return to the
status quo ante.l!! We know that British expectations were wrong.
Mexico found an independent oil entrepreneur in the United States,
William Davis, who was prepared to risk the wrath of the big companies
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and their governments in return for windfall gains. Davis shipped
Mexican crude oil to his refineries in Europe; meanwhile, Germany and
Italy, followed later by Japan, ignored threats by Standard Qil (N.J.} and
Royal Dutch-Shell, and proceeded to trade manufactured goods and
grain for Mexican oil. Davis sent the first shipment of 12 million barrels
of Mexican crude to Europe in a chartered tanker sailingunder the British
flag in July 1939—barely three months after the expropriation and about
the time when the collapse of Mexico predicted in Great Britain should
have occurred; to make matters worse, the press at the time reported
purchases of Mexican oil by British companies.!? El Aguila then tried to
impound one of Davis’s shipments as it entered a European port, but the
company eventually lost the legal battle and was later faced with a
counterclaim from Davis for damages, which dragged on for years.13

The loss of the American silver market—which was worth some $30
million a year—was a very harsh blow for the Mexican economy in 1938.
Fortunately, however, the American boycott in this area was not abso-
lute, although it did manage to reduce substantially Mexican silver sales
overseas over a period of two years. In fact, the two great losers in the
silver affair turned out to be the Mexican treasury and American miners,
since the bulk of silver production at the time came from mines managed
by Americans. Thus, while the treasury did not purchase the metal
directly from the Bank of Mexico as it had done prior to March 1938,
within a few months after the expropriation it was buying it again, this
time in the free market, where Mexico placed its silver.* Economic
pressure affected the behavior of some sectors of the Mexican economy,
but not enough to force areversal of the expropriation. Between 1937 and
1940, the Gross National Product rose by some 10 percent.!s Thus, by the
end of Cdrdenas’s administration there was little hope for those who had
fpunted on economic problems to reverse the process of oil nationaliza-

ion.

In May 1938, Sir Robert Vansittart—a British official and an old
adyer_sary of the Mexican Revolution—counseled that although Great
Britain was not in a position to solve the problem created by the
expropriation through direct military intervention, nothing could stop
it from e_mbarkmg onapsychological war against Cirdenas, creating the
Impression that British measures were responsible for whatever internal
or external difficulties Mexico experienced.!6
forA;/‘.I i ;cia(s::rllt gf) i?ce eig);ﬁp(rliitioln, those in the Foreign Officeresponsible
hopes ther y looked back to the times wh@ they had purtl_lred
- p a mtervent;on‘ by reactionaries like Félix Diaz, Victoriano
R;:éffllt ia(;lr?alx\f;:gr(;l I;elaez would put an end to the governments of the
sphore of tha o) chow restore the.comfortable and predictable atmo-

p ot the old regime. It was precisely because of suspicions that El
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Aguila was prepared to support the rebellion of General Saturnino
Cedillo—the strongman of San Luis Potosi—that in April 1938 Sumner
Welles, the undersecretary of state, warned the British ambassador in
Washington against any attempt by the Anglo-Dutch company to
encourage the rebellion, since further civil strife in Mexico might offer
a great opportunity for “foreign intrigue,” that is, for Falangist, national-
socialist, or fascist influences.!” When the cedillista uprising finally
took place in May 1938, the federal government was able to isolate it
with little difficulty and to finish it off by January 1939. There is no
strong evidence to suggest that the oil lobby gave support to Cedillo,
even though his political statements condemned Cardenas’s oil expro-
priation as an “antipolitical, antieconomic and antipatriotic” act.!® In
1939, hopes that a military coup would bring about a political change in
Mexico were revived, at least within the Petroleum Office in London,
which tipped off the Foreign Office about an uprising to be led by Joaquin
Amaro that would establish a military dictatorship in Mexico, this being
“the only way torestore a proper sense of business, discipline and respect
for property in this country.”1? Later, others hoped that General Cardenas’s
loss of popularity and the 1939-1940 electoral campaign might achieve
what neither Cedillo nor Amaro hadachieved.? Hence the failure of the
opposition candidate, Gen. Juan Andrew Almazin, must have been a
further disappointment to those who hoped to reverse the expropriation
through a change in government in Mexico.

It gradually dawned on those responsible for Mexican policy in
London that, in fact, the fate of Anglo-Dutch oil interests in Mexico
would depend less on Great Britain’s actions than on the eventual
settlement between the Americans and the Mexican government; unfor-
tunately, relations between President Roosevelt and his own oil compa-
nies were not very good.2!

By the end of 1938, there was an impasse. General Cardenas asserted
that his government would not oppose the resumption of relations with
Great Britain as long as His Majesty’s government took the initiative and
did so unconditionally. It seemed pointless to the Foreign Office to seek
normalization of relations with Mexico as long as the latter did not
reconsider its attitude, for otherwise “leaders of other countries in Latin
America where the British hold important petroleum concessions—i.e.,
Venezuela, Colombia and Peru—would be encouraged to think that it
might be in their national interest to carry out a policy of theft like
Mexico’s.” From the point of view of the Foreign Office, since the United
States would not adopt a hard line and since a settlement with Mexico
that involved government participation in the runningof the oilindustry
was out of the question, the only remaining alternative was a policy of
containment, designed to isolate Mexico, and to make its attempt to
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consolidate the nationalized oil industry as costly as possible, by adopt-
ing measures to cut off its markets and prevent it from importing vital
equipment.?? The question of a possible settlement involving the direct
participation of the Mexican government in the management of the
industry related to the fact that, by that time, the expropriated compa-
nies were negotiating with the Mexican authorities through an Ameri-
can attorney, Donald R. Richberg, to explore the possibility of settling
their differences and setting up new companies in which both the
expropriated firms and the Mexican government would be represented.
However, the attempt eventually failed when no agreement could be
reached on the question of who would have control over daily operations
and how such control would be exercised.??

It is not possible to assess clearly how successful the British boycott
of Petr6leos Mexicanos (Pemex) was, simply because the American
government and the oil companies adopted a similar policy. But it is clear
that Pemex’s hardships during the years following the expropriation
were due to an inextricable combination of the efforts of both powers. In
any case, the Foreign Office succeeded in dissuading those countries over
which it had some influence from purchasing Mexican oil and from
selling oil equipment.?* When World War II broke out in September
1939, Mexico lostits European markets; but, with the United States and,
later, Mexicojoining the Allied forces, the American boycott of Mexican
oil was relaxed.?> However, what was really responsible for Pemex’s
survival was the fact that it was virtually able to dispense with foreign
markets, concentrating instead on the domestic market. While in 1938
local hydrocarbon consumption accounted for 57 percent of production,
four years later internal demand absorbed 81 percent of production;2
within a short time, the link between Pemex and the world market was
marginal, and British hopes to drown Mexico in its own petroleum
became somewhat unreal .’

A Forced Reconciliation

As has already been pointed out, in early 1939 the British position was
one of waiting; the intention was not to resume relations with Mexico
and to continue the boycott until that country changed its position on
the oil nationalization question—as a result either of economic bank-
ruptcy or of a direct settlement between the Mexican government and
the expropriated companies, which were then negotiating with Cardenas.
In the long run, it was felt the domestic market could not sustain
Pemex 28 The Mexican attitude, too, was one of waiting: waiting for the
boycott’s failure and for the time when the need to protect and support
its other investments in Mexico would force His Majesty’s government
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to take the initiative and unconditionally to resume diplomatic rela-
tions between the two countries. The outbreak of World War Il broke the
deadlock. At first, Great Britain had a good opportunity to tighten its
pressure on Mexico, with the Royal Navy stopping oil shipments to
Germany and also refusing to provide safe conduct for materials and
machinery—already paid for—that Mexicohadstored in German docks.?
Mexico lost that equipment altogether when the Allies subsequently
bombed the warehouses.

The beginning of the Second World War also saw a change of govern-
ment in Mexico. British observers figured that under Manuel Avila
Camacho’s presidency, the left wing of the ruling party—in particular
theloathed CTM [Confederacion de Trabajadores de México, Confedera-
tion of Mexican Workers}—would lose power, and the right—not the
extreme right, Falangist and fascist in tendency, which still constituted
a threat, but rather a moderate right—would gain strength. The new
president—who came to power on 1 December 1940, when the belea-
guered British Isles had just won the Battle of Britain—was seen as an
honest person, perhaps somewhat lackingin the toughnessneeded toput
an end once and for all to the follies of the left, but definitely more
friendly than Cardenas.?°

Mexico’s open participation on the Allies’ side was not very important
from a British standpoint, because at the time the main sources of
petroleum for the British war effort were Persia {now Iran) and Venezu-
ela. Hence, despite the pressures of the war, the Foreign Office in 1941
turned down requests several times from the Ministry of War Economy
to resume relations with Mexico in order to secure from it oil, minerals,
and afew enemy ships trapped in Mexican ports. Furthermore, according
to the Foreign Office, the resumption of relations with Mexico at such
a time would work against British strategic interests because it would
displease Venezuela and Persia, who might fear Mexican fuel would take
away some of the British market. Thus, as far as the Foreign Office was
concerned, Mexico’s political and economic marginalization had to
continue in order to force it to negotiate an agreement that would open
the way for the return of El Aguila to Mexico.3!

Those outside the Foreign Office who wished to normalize Anglo-
Mexican relations because they felt it would benefit Great Britain’s
military interests soon found support abroad, in the person of Sumner
Welles, who wanted to see Mexico better integrated into the antifascist
struggle.32 However, what truly changed the Foreign Office’s analysis of
Anglo-American relations was their realization in August 1941 that,
given the lack of success of direct negotiations between the oil compa-
nies and the Mexican government {only the Sinclair company had agreed
to a settlement that involved compensation, rather than the return of
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seized property), the American government had decided that the way
forward lay in setting up a binational governmental commission that
would determine the amount and method of payment of compensation
to the American oil companies. The Foreign Office immediately asked
its embassy in Washington to oppose such a settlement since it would
put an end to the possibility of foreign oil companies’ ever returning to
Mexico.?® Once again, the British plea was ignored by Washington, and
in April 1942 a direct agreement with Mexico was reached on the
amount and method of payment owed to American oil companies.
Standard Oil and the other American companies that had supported its
hard line—to negotiate for a return and to refuse compensation—felt
abandoned by Roosevelt’s government. While at first they rejected the
terms of the settlement, eventually, in October 1943, they agreed to end
their dispute with Mexico for a compensation of $30 million to be paid
within four years ($14 million previously agreed on with the Sinclair
group should be added to this payment).34

The 1941-1943 settlements constituted a victory for Mexico, for, just
as the Foreign Office had feared, it then became virtually impossible to
reverse the process of oil expropriation and nationalization. Only the
wartime situation, which required close political, military, and eco-
nomic collaboration between Mexico and the United States—through-
out 1941 and 1942, a Japanese attack on the American West Coast via
Mexico was feared, and a joint U.S.-Mexico defense commission was set
up in January 1942—can account for American acceptance of the Mexi-
can position over the interests of the powerful Standard Oil (N.].). It then
became clear to Great Britain that El Aguila had been abandoned to its
fate by the only power capable of protecting Aguila interests.?5

Toward the end of his administration, General Cardenas asserted
Mexico's solidarity with Great Britain in its fight against the Nazi and
Fascist powers.3¢ After Avila Camacho’s rise to power, his foreign
minister, Ezequiel Padilla—one of the strongest supporters of a pro-
Allied policy within the cabinet—was more outspoken about Mexican
solidarity with the British cause. Padilla even informed the British
consul general that perhaps the time had come to resume relations
between the two countries; a similar statement—backed by the press—
was made by the chargé d’affaires of the Diplomatic Office in the
Mexican Chancery, but London responded to neither gesture.3” Never-
.theless,.when the British War Cabinet was told in August 1941 of the
lmpen(!mg signing of an oil agreement between Mexico and the United
States, itauthorized the Foreign Office—against the latter’s own view—
to look into the possibilities of resuming diplomatic relations with
Mexico, and it advised El Aguila on the expediency of reaching a
settlement similar to that accepted by the American companies. The
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Foreign Office acceded to the cabinet’s request with one qualification: it
would not force El Aguila to follow in the steps of the American
companies since there was still a chance of something better in the
indefinite future.38

Although until January 1941 the Foreign Office had deemed it unac-
ceptable to resume relations with Mexico before the oil properties had
beenrecovered, it soon set in motion the machinery to enforce a different
policy.3® The decision was justified within the Foreign Office in terms of
the “friendly” behavior shown by Mexico immediately following the
world conflagration and, above all, because of the “consultations” held
on the matter with Great Britain’s principal support in its fight against
Germany: the American government.*0

Beginning in September 1941, both the Mexican and the British press
informed their readers that an early resumption of Anglo-Mexican
relations was likely. Ezequiel Padilla reiterated the significant role the
British nation was playing then as defender of world freedom.*! On 2
August, Buckingham Palace informed the Foreign Office that the king
had given his consent to the reestablishment of relations with Mexico,
and eleven days later, London instructed the consul general in Mexico
City to inform the Mexican government that His Majesty’s Government
felt the time had come to resume diplomatic relations, while retaining,
nevertheless, its full rights on the oil question; the Mexican Foreign
Ministry accepted the British condition and on 22 October 1941, the
British and Mexican governments declared that they had formally
resumed political relations. Although after a break of three and a half
years these relations were back at the starting point, the British press did
not criticize the resumption of relations and in fact it did not consider it
disastrous that El Aguila should reach a direct agreement with Mexico
along the lines proposed by the State Department.*2

From Alliance to Final Settlement

The new British minister to Mexico, Charles Harold Bateman, arrived in
February 1942, just before Mexico joined the Allied cause. Indeed, as
Bateman was beginningto familiarize himself with hisnew post, Mexico
declared war on the Axis countries, precisely because of a series of
incidents brought about by the end of the American oil boycott: the
sinking in May 1942 by German U-boats of two Mexican tankers that
were carrying fuel to American ports. Thus, unintentionally, in mid-
1942 Mexico and Great Britain found themselves to be allies fighting
against the same enemy.

Before the resumption of Anglo-Mexican diplomatic relations, El
Aguila’srepresentative in Mexico, I. D. Davidson, had already contacted



VA CALU YICY ©X

AvilaCamachoand his colleagues toraise the possibility of a settlement
that would involve not compensation, but rather an association with the
government that would enable El Aguila to retain control of its opera-
tions for an indeterminate but substantial period of time. At the end of
this period, the company would be handed over to the Mexican govern-
ment. Avila Camacho considered the offer, but in the end rejected it;
according to Davidson, the maneuvers of Eduardo Sudrez, financel
secretary, whorepresented Cdrdenas’s influence inside the cabinet, were
to blame for the rejection.*3
The oil settlement between Mexico and the United States led El
Aguila tofear that other countries, in particular Venezuela, would follow
the Mexican example. On the other hand, the settlement signaled the
end of the Anglo-Dutch giant’s “united front” with Standard Oil (N.].).
Through the Foreign Office, El Aguila informed the United States that
it was goingtotry toreach adirect settlement with Mexico, but it wanted
Washington not to give Mexico any loans that might enable Pemex to
exploit fields in El Aguila’s former property. The State Department
acknowledged the request but never responded to it.44
In 1943, President Avila Camacho put his foreign minister at the head

of the negotiations with El Aguila. Ezequiel Padilla proposed that
negotiations should be based on the following premises: (1) the oil
question was essentially political; (2] El Aguila could not expect a
settlement different from that reached by American interests; and (3) no
settlgment could seek to remove control of the oil industry from the
Mexican government. After a series of talks with El Aguila, the Foreign
Office decided to accept a Mexican proposal to appoint a committee of
evaluators to determine the amount of compensation that should be paid
to the Anglo-Dutch company.*® When it looked as if negotiations were
about to start, Mexico hardened its position and the talks collapsed.
L_egally, El Aguila was a Mexican company; therefore, only compensa-
tion to the company’s British shareholders was open to negotiation.
Furthermore, negotiations should also take into account pending de-
mands by E} Aguila’s Mexican workers against their former empioyer.
Bateman rejected these changes to the basis for negotiations, the British
press backed him, and once again the Foreign Office blamed cardenista
1nﬂuence'for sgbotaging the settlement proposed by Padilla 46 Yet, in his

1_944 presxdentlaI. address, Avila Camacho pronounced himself op,timis-
tic on the question of an early oil settlement with British interests
although, on the face of it, such optimism seemed unfounded. For the
situation had become_ more complicated, since El Aguila now demanded
llaayment for fuel delivered to the National Railways before 18 March

938, as Well as compensation for some property not included in the
expropriation decree but that had nonetheless been seized by Mexico.
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The Mexican government’s response was to demand the payment of
pensions for workers retired by El Aguila, as well as some taxes that
remained unpaid at the time of the expropriation.*’

Despite new demands and counterdemands, and despite Ezequiel
Padilla’s departure from the Foreign Ministry, oil talks between the
British and the Mexicans continued, this time with the president
directly involved. Finally, on 7 February 1946, it was announced that an
agreement had been signed to appoint an Anglo-Mexican and Anglo-
Dutch commission to evaluate the seized property. The Mexican com-
missioner was Ingeniero Enrique Ortiz; the British one, I. D. Davidson;
it was understood that their joint report would be ready before the end
of the presidential term in late November 8 It was at this point that the
Americans warned both the British and the Mexicans that it would not
be advisable either to seek, or to grant, better terms for El Aguila than
those reached in the 19421943 settlements. Should Mexico allow the
return of foreign companies, every expropriated company without ex-
ception should be readmitted. The State Department warned that if this
was not possible then it would be preferable that things remained the
same—and Mexican petroleum deposits remained unexploited, as “re-
serves.”4?

When it looked as if a final settlement was near, the Mexican
government raised further objections. It objected to the fact that the
secret terms of the agreement—whereby only British and Dutch share-
holders, not those of other nationalities, would be compensated—had
been leaked; it was known that 75 percent of shares were in the hands of
British and Dutch subjects, the rest belonging to French (20 percent),
Swiss, and Danish sharcholders.5° There was afurther complication: the
Mexican evaluator argued that the taxes and pensions that El Aguila
owed its workers—and that had been taken on by Mexico—amounted to
$6,185,567, not the mere $100,000 claimed by the company. On 21 May

1946, the public was informed that the agreement of February 7 had been
annulled, and the group of experts whom El Aguila was about to send to
Mexico never left England. The British ambassador—for by now Anglo-
Mexican relations had changed from legation to ambassadorial status—
again blamed Sudrez for sabotaging the agreement.5! Avila Camacho left
the presidency without having resolved the oil question.

It is clear that by the end of 1946 the British felt a greater need toreach
a solution on the El Aguila case than the Mexicans. For Mexico, Great
Britain no longer represented a power that might counteract, albeit in
part, an American presence. The war effort had weakened it consider-
ably, whereas the Americans had emerged at the undisputed center of
the capitalist world economy; thus, the postponement of a final settle-
ment with the Anglo-Dutch petroleum interests did not matter to
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Mexico. For the British, on the other hand, the situation was totally
different. It was known that the dollar reserves accumulated by Mexico
during the war were dwindling fast; it was plain to the British that unless
an agreement was reached while Mexico had dollars, the oil question
would remain unresolved for a long time.>2 Hence, even before Miguel
Alemadn, successor to Avila Camacho, had formally assumed power, the
British ambassador began talks with him on this question. Aleman was
cautious, but he did not shun discussing the subject with the ambassa-
dor.5® The latter, who thought very highly of Aleman, did not hide his
optimism: at last, the end seemed near.5
With aview tocreatingan even more favorable climate for the coming
talks, El Aguila informed authorities in London that it would no longer
object to the purchase of Mexican oil products; in other words, the
boycott of Mexican oil by the British, who had sustained it the longest,
came to an end.5% The government of Miguel Aleman asked the British
‘that the impending negotiations be kept secret, but someone in London
could not resist the temptation of informing the press of what was
happening, to see whether El Aguila shares went up, which indeed they
did. This upset the Mexican government, though not sufficiently for it
to postpone the talks.56
Ambassador Bateman thought that the new negotiations should be
conducted, at least formally, between the oil company—which after all
was Mexican—and the government of Miguel Alemdn, without confer-
ring on them the status of official bilateral talks. Neither El Aguila nor
the Mexican government liked the suggestion, but eventually it was
agreed to proceed on these terms, and the Mexican government ended up
thinking that a situation that diminished the political consequence of
the whole question worked to its advantage.5
The British came prepared for the negotiations with an estimate of
their 1938 losses: according to their figures, the value of El Aguila’s
plants was $76,312,585, but that of its oil and gas deposits was
$310,260,000, which included some 2,100 million barrels in proven
reserves and some 690 million in probable reserves.5 The commission-
ers who would debate the final destiny of this prodigious wealth were,
on behalf of Mexico, the director of Pemex himself, Antonio]. Bermudez,
apd on behalf of E1 Aguila, Prof. Vincent Charles Illing, an expert on the
oil economy, who kept in constant touch with El Aguila’s man in
Mexico, D:_1v1dson. A request by the Dutch government to send a
representative to the talks was turned down. Sessions between them
E}fﬁig rfle;iite}};'onlls July 1947 in Bermudez's residence; it was agreed
1nal outcom i i
AErcomOnt eas et oD e would be made public, and then only if an

‘Two sums formed the basis for the talks. Illing demanded a payment
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of $257 million on behalf of his clients, while Bermidez offered only
$43.9 million. Following the precedent set by the negotiations with the
Americans, both parties soon settled on a sum of $87 million, which was
later rounded up to $90 million, though Mexico then proceeded to lower
its offer to $75 million. The latter sum Illing accepted on condition that
the possibility of a return to the Mexican fields was left open—a request
that Bermudez neither rejected outright nor conceded, leaving it up to
his counterpart to nurse hopes for the future. This being the state of
affairs, on 24 July, Bermudez delivered his final offer: $81.25 million to
be paid within fifteen years at 3 percent interest that would become
effective retrospectively to the time of the expropriation, the first
payment to be made in 1948 and all secondary claims by one party
against the other to be dropped. By the time Mexico finally settled its
debt to El Aguila, it would have paid $130,339,000 for property—
hydrocarbon deposits included—with a market value of $387 million. By
2 August, the documents were drawn; the agreement was to involve
simply E1 Aguila and the Mexican government. The company executives
in Europe were not altogether happy with the settlement; given the size
of the proven reserves of Poza Rica, they had expected a higher amount,
as well as the participation in the deal of HMG, but faced with the
alternative of turning down a partial compensation for damages and
waiting for an indeterminate future that might never come, they ac-
cepted the offer. The agreement was signed on 29 August 1947, the date
when the negotiations that had taken place in Bermudez’s residence
were made public.°

By way of an epilogue, it should be pointed out that Professor Illingleft
Mexico convinced—at any rate, so he told his clients—that the agree-
ment of August 1947 had not closed the book on the history of British and
Anglo-Dutch petroleum interests in Mexico, but merely a chapter.
Pemex, Illing said, lacked the resources and competence to achieve the
necessary level of production, and in the long run the Mexican company
would have to reopen its doors to foreign capital. At that time, Royal
Dutch-Shell would be able to come back to Mexico. Ambassador Bateman
never entertained any illusions on the subject but the company execu-
tives did, and they asked the Foreign Office to watch out so that they
might be able to take advantage of any opportunity arising in the
future.5!

When the time came in 1948 to make the first compensation payment,
Mexican finances were in trouble, and Royal Dutch-Shell took advan-
tage of the conjuncture to communicate to Mexico that the 1947
agreement could be canceled: the company would renounce compensa-
tion in exchange for renewed talks with a view to its return to Mexico.
The government of Miguel Alemdn rejected the offer and instead made



1vu Lorenzo vieyer

the first payment punctually on 18 September.52 Thus, time proved
Bateman right: Mexico would not reopen its doors to the big oil compa-
nies.

Conclusions

It is not necessary to dwell long on these. The winding-up of large British
investmentsin Latin America became inevitable as Great Britain lost its
central position in the world economy and spent a significant part of
assets accumulated overseas in its efforts to survive a German offensive
in two world wars. Nevertheless, the manner in which this took place
was not predetermined, at least not in the case of Mexico.

If El Aguila had not supported the position taken by American
companies against General Cardenas’s government and had instead
taken advantage of the opportunities offered by the 1937 agreement on
cooperation between itself and Petromex, it is highly likely that its
presence in Mexico would have lasted a good many years longer, and that
the nature of the Mexican oil industry would not be what it is today. Yet
things did not turn out that way. El Aguila and the Foreign Office reacted
to the creation of the STPRM (Sindicato de Trabajadores Petroleros de la
Repiiblica Mexicana, Union of Oil Workers of the Mexican Republic)
and to therevival of Mexican nationalism asrepresented by cardenismo,
by adopting traditional policies, hoping for a repetition of the process
that had culminated ten years earlier in the agreements between Calles
and Morrow.

The history of the relationship between the Mexican revolutionary
regime and British interests is one of systematic opposition by the latter
to any attempts by the former to reduce the burden of external depen-
dence. There is no doubt that the oil industry was one of the areas where
thg: conflict manifested itself with greater intensity. In 1937 and 1938,
Br1ti§h interests attempted to reenact the process of resistance to
Mexican nationalism that had worked so well before, without taking
into account the fact that the Mexican government—indeed, the re-
gime—had changed; it was now stronger as a result of the mass politics
of cardenismo; American pressure, too, was greatly reduced as a result
of the Good Neighbor Policy set in motion by Franklin D. Roosevelt’s
government.
tio\rflvt)tfhlo;;?mincan support for iFs rejeqtion qf the decree of expropria-

arch, there was very little His Majesty’s government could

do to force Mexico to back down, short of an economic boycott. Here,
;gam, Br1t1§h conjecture was wrong, for Mexican oil found a market in
Osz(zﬁegswhlgh erllabled the consolidation of the expropriation through-
€ critical years, 1938 and 1939. Wrong, too, were Great Britain
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and Holland’s speculations that it would be impossible for Pemex to
survive purely on the strength of the domestic market. Last, the predic-
tion that the Mexican government would not be able to take charge of
such an obviously complex business as the oil industry also turned out
to be inaccurate.

The way in which El Aguila was compensated meant, among other
things, that Mexico did not pay the full value of the oil deposits claimed
as its own by the company. In fact, by compensating only a third of total
property value—an amount that approximated very closely the book
value declared by the company during its final year of operations in
Mexico—the last vestiges of the Calles-Morrow agreement were de-
stroyed, and the original spirit of Paragraph 4 of Article 27 of the 1917
Constitution at last came into effect.
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7. The Expropriation in
Comparative Perspective

George Philip

London School of Economics and Political Science

Too much has been written by historians about the “lessons of history.”
Whether the various participants in and observers of the Mexican
expropriation learned anything valuable from history is debatable;
however, they do not seem to have been doomed to repeat it. No
significant properties owned by oil companies in Latin America were
expropriated between 1938 and 1960. Subsequently, the pace of expro-
priation quickened. There was a wave of nationalizations, of mineral as
well as oil properties, between 1968 and 1976 (in Peru, Bolivia, Chile,
Venezuela, and Ecuador), at the end of which period “old style” blocks
of foreign capital dominating large areas of Latin American extractive
economies had largely disappeared. In the Middle East, the story was
fairly similar. After a major battle over expropriation (Persia 1950-1953),
Middle Eastern governments lowered their aspirations for control and
instead bargained with foreign companies within fairly strict limits
until the old order broke down after 1970.

For many interests, the Mexican nationalization was a calamity that
should not be allowed to happen again. Obviously, the oil companies and
the U.S. government thought so (though for different reasons and with
different results), but much of Mexico’s postwar political (and, even
more obviously, business) elite made it clear that they had serious
reservations about certain aspects of the expropriation. Thus, when in
1960 President Lopez Mateos was preparing to nationalize the electric
power industry, an article in Excelsior summed up the official view
about worker’s control:

The federal government has not forgotten past experiences, particu-
larly in regard to the two activities which were the headaches of
their time, the railroads and the petroleum industry. The govern-
ment did not purchase the electric companies at a cost of 600
million pesos in order to turn them over to the workers. From the
experience gathered over the years the government has recognized



