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Printed for the Committee of Imperial Defence. February 1905.
SECRET.
47 B.
THE BAGHDAD RAILWAY.
i I—Memorandum prepared by the Direction of
the Prime Minister.
II.—Appendix giving the History of the Scheme
to the end of 1904.
1
|
j’
2, Whitehall Gardens,
January 26, 1905.
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The Baghdad Railway.

The General Staff, in a memorandum of the 15th November 1904 (45 B),
has noted the military aspects of the Convention of 1902 (section 8), and has
pointed out the disadvantages, political, commercial, and strategic, which the
control by Germany of a line to the Persian Gulf would entail upon Great
Britain (sections 7 to 9).

2. The history of the proceedings in regard to this railway down to the
end of 1904 is summarised below (see Appendix), and it will be seen that the
line has now reached Eregli. Further progress depends upon the arrangement
of a kilometric guarantee embracing the next two sections, which prolong the
line through the Taurus range as far as Tell-Habesh. The crossing of the
Taurus is estimated to involve about 100 miles of blasting and tunnelling.

3. Under the Convention, the German Anatolian Railway can be

extended to the Persian Gulf, and Article 29 provides that no section of the e e
line between Baghdad and Basrah may be worked before the completion of
the portion between Konia and Baghdad. This provision was intended to
prevent the construction of a British line from the Gulf to Baghdad, which is

now possible only as part of the German scheme, or on condition of the grant
by Turkey of a separate concession to this country.

4. 'When British co-operation was sought, on terms which could not be
granted, political considerations were probably in the ascendant. The German
Government was apparently anxious not to stand alone in the prosecution of a
scheme which Russia viewed with dislike, and British support was, therefore,
desired in view of eventualities. Now that the war in the Far East has
disclosed inefficiency throughout the Russian army, and will probably have
the effect of curbing Russian activities for some years, the desire for British
co-operation in the Baghdad Railway scheme from the purely political point
of view only may be somewhat abated.

5. The main question at the present moment is whether the German
Government can secure sufficient financial support to complete the railway
to the Gulf, even if the Turkish Customs duties are not raiseg sufficiently to
serve as a security for the kilometric guarantees. In other words, can Germany
complete the line without British co-operation ?

6. The financial arrangements made by the German promoters of the
railway with the Turkish Government are somewhat remarkable. That Gov-
ernment is to issue its own bonds at the rate of 10,7007 per kilom. (equivaleat
to 17,186L. per mile), in respect to each section of 200 kilom. Such bonds are
to bear interest at 4 per cent, with a sinking fund providing for their redemp-
tion during the period (99 years) of the concession. They are to be secured
by the particular section of the line in regard to which they are issued, and
in addition by such other special security as may be agreed upon between the
Railway Company and the Government. Thus, in the case of the Konia-
Eregli section, the special security—up to the value of £T. 86,000— is an
assignment of the tithes in certain cases of the Vilayets of Baghdad, Aidin,
Mosul, and Diarbekr. As the total annual amount so hypothecated is 50,0001.,
the margin of security is n.mfle. In a letter to Mr. Townley of the 26th
November 1904, Vice-Consul Townsend states that the Company is only
spending about 50 per cent of the guarantee, and is thus getting 9 or 10 per
cent interest on its actual outlay. As a single 5 feet 6 inches gauge line in
India costs about 10,000. per mile, this statement is probably correct. The
expenditure on the Taurus section will, however, be ly in excess of the
average.

7. It appears, therefore, that bond-holders are fully secured in so far as
Turkish credit is to be trusted, and that the raising of the Customs dues is

'—-————
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required in order to provide an ultimate guarantee by the hypothecation of a
definite branch of Turkish revenue over which foreign creditors might hope
to exercise some control.

8. From the Turkish point of view, the arrangement seems to leave
mach to be desired. There is nothing to prevent undue expenditure upon
railway plant in the interests of the German producer. In other words,
Turkey i1s saddled with the responsibility for providing interest upon money,
the expenditure of which lies outside her control, and which might be saved
by the regard to economy. At the same time, there is a curious provision that,
if there is a defalcation in the special security allotted to any section of the
line (as, for example, that referred to in paragraph 6), the Company can fore-
close upon the section in question. On the other hand, the Convention allows
the Turkish Government to redeem its indebtedness to the bond-holders b,
stipulated cash payments. As that Government rarely has cash at its disposal,
this provision can only be regarded as a practically valueless set-off to the
arrangement enabling the Company to assume possession of the line in certain
circumstances.

9. The Turkish Minister of Public Works is to receive a monthly state-
ment of the receipts of the railway. If the gross receipts exceed 4,500 fr.
per kilom., but not 10,000 fr., the excess over 4,500 fr. is to be handed over to
the Turkish Government. If the gross receipts exceed 10,000 fr. per kilom.,
the excess over this figure will be divided between the Turkish Government
and the Railway Company in the proportion of 60 to 40 per cent. The scru-
tiny of the railway accounts will require to be exceedingly severe if the above
provisions ever become operative.

10. The Turkish Government bonds will be replaced by Company bonds
when the financial sitnation permits.

11. The general arrangements are such that, while the railway is nomi-
nally an undertaking financed by the Turkish Government, the powers wielded
by the Company will be very large, and are certainly capable of being exer-
cised in various ways not immediately apparent in the letter of the Convention.
If the security of the Turkish Government were equal to that of France or
Germany, the whole of the necessary capital would doubtless be immediately
inl‘va(illza\b]e, and the construction of the line could proceed to completion without

indrance.

12. The only present obstacles are the uncertainties of Turkish credit,
and the political considerations, arising from the susceptibilities of Russia,
which appear to have been partly instrumental in inducing Germany to seek
British co-operation. As pointed out in paragravh 4, these considerations may
now possibly have less weight in certain directions than at the time when His
Majesty’s Government was originally approached.

13. The life of the present Sultan is not likely to be prolonged. The
Germans are well aware that the exceptional position they have succeeded in
obtaining at Constantinople will probably not endure after the disappearance of
Abdul Hamid. They have, therefore, strong inducement to take full advantage
of the Convention before any change occurs, and they wish, on political
grounds, to secure our co-operation before any change takes place.

14. As matters stand, it would be unwise to assume that money will not
be found to finance the whole line, if the support of the German Emperor is
forthcoming on behalf of a project which is evidentl regarded as important
for the furtherance of German golicy. On the other hand, it is probable that
the German Government would be reluctant to press the project upon capita=

lists and investors, as such action would have the effect of drawing attention
to German motives.

15. It seems clear that our position at the head of the Persian Gulf
provides no means of obstructing the progress of the railway, if the requisite
capital is available. Koweit is not essential as a terminus, as other suitable
harbours, directly under Turkish control, exist; but it offers special political
advantages as implying the countenance of the naval powers at present
paramount in these waters. There will apparently be no scope for diplomatic
action at Constantinople until the death or J?position of the present Sultan.

- —~———
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.+ 16. Weare, therefore, confronted with a project which, if carried out
under German auspices, will undoubtedly inflict grave injury upon our com-
merce, and must ultimately destroy our political influence in Southern Persia,
and in the deltas of the Tigris and the Euphrates. We have the strongest
grounds for preventing the control of a railway from Baghdad to the Gulf from
falling wholly under the control of a Power which regards its own interests
exclusively, and which well understands the manipulation of railway rates.

17. The main obstacle to the completion of the railway is financial.
Already, as pointed out in paragraph 1, difliculties have arisen in regard to the
kilometric guarantee for the two sections beyond Eregli. If these difficulties
are now overcome, others of a similar nature will probably arise later, since the
country to be traversed is for a long distance unproductive and inhabited
by unruly tribes who would require to be controlled. - The prolongation of the
line through this country could be justified on economic grounds only, if the
section from Baghdad to the Gulf is certain to be completed. Itis from the
profits which this section may be expected to secure that the loss on the non-
paying portions of the line must, in great measure, be recouped.

18. 1t would be unwise to minimise the financial difficulties with which
the German Company is confronted, or to assume that the line cannot be
completed without British assistance. There seems, however, to be a prob-
ability that we shall again be approached with a view to securing our co-
operation, and it appears essential, therefore, that we should consider the
conditions on which such co-operation might be practicable.

19. A railway connecting two seas must usually be an advantage to this
country, whatever may be its status and ownership. In the present case,
however, British interests require—

(a) that freight rates discriminating against British goods shall be im-
possible; and

(b) that our political influence in Southern Persia and the delta of the
Tigris and Euphrates shall not suffer at the hands of a foreign Railway Com-
pany controlling communication between the Gulf and Baghdad, and conse-
quently able to undertake the irrigation works, by the agency of which a great
development of the region of the lower Tigris and the Euphrates can be brought
about.

20. Under Article 9 of the Convention, it is provided that the Railway
Company is to have a monopoly of the provision of the materials required for
the line, and is to be granted the privilege of transporting its agents and
workmen on the waverways of the Shatt-el-Arab, the Tigris, and the Euphrates.
This privilege is to last “only during the period of construction”, and is to be
“under the surveillance of the Minister of Marine . Itis, however, extremely
doubtful whether the use of steamers, river wharves, buildings, improvements
in navigation, &c., made at considerable expense for the purposes of railway
construction, would suddenly lapse when the line was completed.

21. The Sultan is already taking part in water transport on the Tigris,
and his sfeamers, the management of which has greatly improved, compete with
the limited means permitted to the British firm of Lynch Brothers. The
probability is, therefore, that water transportation, with any devlopments
arising in the process of railway construction, may tend to pass largely to the
control of the Sultan, whose private purse would benefit. If this view is
correct, an attempt to develop mavigation in British hands as a scheme com-
peting with a German railway would probably fail.

22. The conditions of co-operation which would best satisfy British
interests appear to be—

(@) The construction of the Baghdad-Persian Gulf section of the line,
together with the contemplated branch from Baghdad to the Persian frontier,
by British capital under British direction.

(b) The retention of this section under British management.

(¢) Pooling the general traffic under a working arrangement, giving Great
Britain adequate representation on the directorate.

| |
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93. Mr. Gwinner, President of the Board of Directors, in conversation
with Sir N. O’Conor in December 103, stated that he personally would agree
to an arrangement of this nature, if the Anatolian section of the line were left
in the hands of Germany. He doubted, however, if the German Government
would consent, in view of the possible displeasure of Russia, which would place
them in a delicate position in regard to that Power.

24. From information I have received, there appears to be no doubt that
the German Foreign Office stands behind the Railway Company, and that the
idea of a line to the Persian Gulf under full German control is cherished at
Berlin. If, however, financial difficulties dictate a further attempt to secure
British co-operation, private agencies will doubtless be employed for the
purpose.

25. In this case I believe that our best policy would be to sound the
French Government, with a view to ascertain whether they would be prepared
to co-operate in the scheme. Isolated co-operation on our part would probably
be turned to political account at Berlin as a means of weakening the Anglo-
French “entente ™.

26. Summing up the considerations above set forth, I submit the following
general conclusions, viz.,—

(i) It is vital to British interests that the railway should not be completed
to the Persian Gulf under German auspices alone.

(if) Existing international conditions render it probable that the Germans
may desire to hasten the progress of the railway. Financial considerations will
apparently induce them again to seek British co-operation. In this case, it
should be our policy to co-operate if sufficiently favourable terms can be
secured.

(iii) British interests require the fulfilment of the conditions laid down in
section 22.

(iv) Political conditions appear to demand that we should, if possible, go
hand in hand with France, or at least that we should not conclude a separate
agreement with Germany until we have approached the French Government.

G. 8. CLARKE.
26th January 1905.
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II
APPENDIX.

History of the Baghdad Railway Scheme to the end of 1904.

The first attempt to open up Asia Minor from Constantinople by railways
was made in 1871, when the Turkish Government constructed a line from
Haidar Pasha to the head of Ismid Bay, on the Asiatic shore of the Sea of
Marmora.

This line was leased in 1880 to a British Company on a twenty years’
lease, the Turkish Government reserving to itself the right of determining the
lease at any moment, subject to the payment of compensation. In 1888 two
Imperial Iradés were issued, the first conveying to the nominee of the Deutsche
Bank the right of working this line, and the second granting a ninety-nine
years’ concession for the extension of the line to Angora, with a kilometric
guarantee by the Turkish Government of 10,300 fr. for the original line and
15,000 fr. for the extension.

The extfension to Angora was completed in 1892.

At this time the only two other railway lines of any importance in Asia
Minor were the English Smyrna-Aidin Railway, for which a concession had
been granted in 1856, and the Smyrna-Kassaba Railway, which was also at
that time in the hands of an English Company, under a concession granted in
1863.

In 1893 another Imperial Iradé granted to the German Company two
further concessions, one for the construction of a branch line from Eski-Shehir
to Konia, and another for the extension of the Angora line to Kaisarieh, with
the right to prolong it eventually through Sivas to Diarbekr and down through
the valley of the Tigris to Baghdad.

The latter concession was abandoned, obstensibly because a careful survey
of the country between Angora and Kaisarieh revealed physical difficulties
which would render the cost of construction prohibitive, but really, it is believed,
in deference to Russian opposition to the scheme.

In 1893 the Turkish Government bought back the Smyrna-Kassaba Rail-
way from the English Company, and immediately transferred it to a French
Company, which extended the line to Afium Kara Hissar. The German line
to Konia, which was completed in 1896, passes through this place, and, had
the French line been allowed to make a junction with it, much of the traffic
of the latter line would have been deflected to Smyrna.

The Ottoman Company of the Anatolian Railways, supported by the
Turkish Government, however, refused to allow this junction to be made, and
eventually the French line was forced to accept the terms offered by the
German Company, and passed practically under the control of the Anatolian
Railway Company. No sooner was this arrangement effected than the Porte
reversed its former decision and allowed the junction to be made.

The British Smyrna-Aidin Railway is now the only one in Asia Minor
which remains outside the control of the Anatolian Railway Company. German
influence at Constantinople has successfully defeated all the efforts of the
former Company to penetrate further into the interior of Asia Minor, although
no kilometric gnarantee from the Turkish Government was asked for.

In 1899 the Porte formally conceded to the German Anatolian Company
the right to extend their railway to the Persian Gulf from Konia, instead of
by Sivas and Diarbekr, as originally arranged under the concession of 1893 ;
and on the 16th January 1902, an Imperial Iradé was issued, approving the
final Convention. As a counterpoise to the development of German enterprise
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in Asia Minor, Russian diplomacy exacted from the Porte in 1900 an under-
taking known as the *Black Sea Basin Agreement ”, under which Russia is
granted priority of rights in respect of railway construction throughout the
Asiatic provinces of Turkey which drain the Black Sea.

Germany’s favourable position in Turkey is dependent to a great extent
on the good-will of the reigning Sultan. The Liberal party in Turkey views
with alarm the preponderance of German influence at Constantinople, and,
when opportunity occurs, its energies will no doubt be directed towards the
frustration of German schemes., A further menace to the security of
Germany’s position lies in the jealousy with which the Baghdad Railway
project is viewed by Russia. And, finally, as the construction of the railway
progresses, the kilometric guarantee will bring such a heavy burden on Turkey
that, unless she is permitted to raise additional revenue by increasing the
duties on foreign imports, she may default.

For these reasons Germany is anxious, without sacrificing the control which
she holds over the Baghdad Railway, to enlist as many foreign interests as
possible in support of the undertaking.

With this object in view, negotiations were carried on in Constantinople
throughout 1902, which resulted in the creation of the Imperial Ottoman !
Baghdad Railway Company, under a Convention signed at Constantinople on
the 5th March 1903, between the Deutsche Bank and the Turkish Govern-
ment.

Under the Convention the route of the line will be from Konia to Eregli,
and thence across the Taurus and Giaour mountains to the valley of the
Euphrates.

After leaving the mountains, the line will be carried in a straight line
across the desert between the Euphrates and Tigris to Mosul.

From Mosul the line will run down the right bank of the Tigris to Bagh-
dad, passing through a desolate country covered with a network of swamps.

From Baghdad the line will run due south to the Euphrates, and, after
crossing that river, the route will be along its right bank to Basrah, the chief
port of the Shat-el-Arab. Thence it will eventually be extended to a terminus
on the Persian Gulf, which is yet to be decided on.

Provision is made under the Convention that the whole line to the Persian
Gulf and its branches should be completed within eight years from the date
of the Concession, subject to the punctual fulfilment by the Ottoman Govern-
ment of its financial obligations towards the concessionnaire, and to delays
arising from force majeure, which expression includes, in addition to war
between European Powers, any radical change in the financial situation of
Germany, England, or France.

"The Turkish Government guarantees a two-fold kilometric annuity, one of
11,000 fr. for each kilom. built and opened to traffic, and one of 4,500 fr.
towards working expenses.

Under Article 20 of the Statutes of the Imperial Ottoman Baghdad Rail-
way, the Council of Administration of the Company is invested with the widest
powers for administering the property and affairs of the Company.

It was in virtue of these powers that the Germans, being in sole controls i
were able to negotiate abroad and to make proposals for British and French t
co-operation in the undertaking.

To put the control of the railway on an ostensibly international basis, the i
Germans agreed that the participations in the capital of the Baghdad Railway
Company should be in the following proportion :—

Rt A B R A AT 8 o T

Per cent.
The Anatolian Railway Company o 10
» French group ... e e 25
» CeFmiefi”™ 5" = e we 25
v. Eughishe. ‘gritits 25
5 Other countries— Austria, Switzerland, &e. we 116

¢ A cr})gditi(])nal assurance was also given to the cifect thatrthe Anatolian
ine should be brought under international control upon a similar basis
control of the Bagﬁdad Railway. - e
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From France financial support only was asked for. As French participa-
tion was closely connected with a project for a unification of the Ottoman
debt, the bulk of which is held in France, the scheme was favoured by stock
exchange interests in Paris. The French Government, however, gave the
project no support. and finally declined to sanction the participation of the
Hrench group, and even refused to allow their shares to be quoted on the Paris
Bourse. Such French support as has been accorded is therefore purely
financial and unofficial, and the position of the Prench group is so markedly
inferior to that of the Germans that it is considerad improbable that the
French public will be induced to subscribe on a large scale to the undertaking.

British co-operation, however, was, and is, far more important to Germany.
It was as much British political as financial support that was sought for;
although, in carrying on the negotiations, the Germans gave prominence to the
business and financial side of the transaction.

British financial houses were unable to give their support to the under-
taking without an assurance of the support of their Government, the granting
of which was dependent on adequate provision being made for safeguarding
what were regarded as the chief British interests concerned.

The Germans were prepared to make such provision only subject to
certain conditions, the most important of which were that the British Govern-
ment should give assurances: (1) That they would not object to a reasonable
increase of the Turkish Customs duties, of which a part should be used in
guaranteeing the Baghdad Railway; (2) that if the Baghdad Railway should
prove to be a substantially better route for the conveyance of mails to India,
it should be so used on terms to be agreed on later ; and (3) that Great Britain
should lend her good offices in providing a proper terminus on the Persian
Gulf at or near Koweit.

These assurances the British Government were unable to give, and the
negotiations fell through.

The Germans pretended that the abstention of the British group was of no
consequence, and that adequate financial arrangements had been made for
proceeding with the construction of the line without British assistance.

In point of fact the section onward from Konia has now been completed
to Eregli, and the payment of the kilometric guarantee has been duly arranged
for.

The real difficulties of the undertaking will come when the next section is
taken in hand.

After leaving Eregli, the Taurus range, which separates the Anatolian
plateau from the plains of Adana and the Giaus Dagh, separating that plain
from the basin of the Tigris and Euphrates, will have to be crossed,

These sections—from Eregli to Adana and from Adana to Tell-Habesh—
will prove difficult and costly, as they will involve nearly 100 miles of blasting
and tunnelling.

The Turkish Government have expressed their willingness to give the
guarantee for the next section of 200 kilom., which would bring the railway
across the Taurus mountains, but the Company is endeavouring to secure the
guarantee for two sections (400 kilom.) together, in order that they may recoup
themselves on the level plain for the great expense which would be incurred in
the construction of the Eregli-Adana section. = To this arrangement the Turkish

Government has refused to consent, and there is thus, for the moment, a finan-
cial deadlock.

()
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(Confidential.)

Copy.

Constantinople ;
April 1905.

On many sides doubfs are expressed of the probability of the 3 % increase
of Turkish import duties being given effect to. Conditions which we regard as
innocuous or non-contentious are regarded by the Turks in a different light,
and it is generally believed that the German Ambassador is lukewarm. He
stands quite apart from all his colleagues in the lnﬂl'lpnce he exercises on
Turkish official circles, and is not at all likely to drive the Turks if they
dislike the scheme as a whole.

The German Ambassador’s pose is that he is at Constantinople on business
to push German trade: if his colleagues waste their energies on high politics,
that is their business ; he will have none of it.

His view of Macedonia is that the Powers are wasting their time: the
question is one of race, not administration.

It would appear that, if the revenue derived from the increase of 3% on
the import duties were earmarked for Macedonia, the Bagl}dud Railway
Company will be losing sight of what might have become a suitable security

\ for their kilometric guarantee.

The 8% increase is estimated to produce £800,000 per annum.
/ Taking £15,000,000 as a rough figure of the cost of the line, the above
sum would more than cover the requirements of the kilometric guarantee.

The Directors of the Company are now casting about for security to cover
the kilometric guarantee for two sections beyond Eregli (400 kilometres). It is
thought that they will in reasonable time come to terms with the Porte, and
that the security will be found.

The Konich-Eregli section was constructed for less than one million
sterling, 7.e., less than £5,000 per kilometre. Dr. Nander states that much of
the balance of the 54,000,000 fr. (i.e., the kilometric guarantee capitalised)
went in expenses, including money spent on Turkish officials, but it is said
that a large sum remains which is to be expended on the next 200 kilometres.

The revenues on the tithes already set aside for the kilometric guarantees
of all gnaranteed railways in Turkey and Asia Minor, &ec., exceed the actual
requirements by £350,000.

The revenues of the tithes hypothecated to the Anatolian Railway show
surplus of £136,000. (This is included in the £350,000 mentioned above.)
Until recently this surplus of £350,000 was mortgaged for three years from
now to cover current advances of the following sums :—£430,000 advanced by
the Anatolian Railway Company to the Porte; £332,000 advanced by the
Ottoman Bank to the Porte.

It bas now been agreed that the £430,000 is to be repaid at once from
the Deutsche Bank Loan just concluded.

The £332,000 similarly is to be repaid at once from the Ottoman Bank
Loan, not yet signed, so that the £350,000 surplus will immediately become
available.

It is believed that the Deutsche Bank hopes to hypothecate this surplus
for the extension of the Baghdad Railway beyond Eregli.

It is clear that the tithes are by no means exhausted, and, as may be seen
from recent reports of the  Dette”” administration, they are steadily improving.

The last report of the “Dette” shows that a surplus of £100,000 over
and above the requirements of the Unified Loans was expected last year.
Actually the sum was largely exceeded.
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This® year for the last month alone, as compared with the same month of
last year, a sum of £45,000 in excess has been collected, and it is estimated
that the revenues collected on account of the Unified Debt will exceed the
requirements by £500,000.

Of this surplus, 75% goes to the Government and 25% to the Ottoman
Public Debt, of which 60% is set aside for the extraordinary sinking fund,
and 40 % for the redemption of the Turkish Lottery Bonds.

The Ottoman Bank agreed to raise a loan of £2,500,000 on the guarantee
of 75 % of the foregoing surplus. The loan has not yet been floated on the
Paris market; but the Bank has advanced £1,100,000 sterling. Even when
the full loan (£2,500,000) is raised and debited to the surplus, the interest
will absorb only a portion of the sum available (i.e., £500,000).

The German Embassy takes a keen interest in the affairs of the Dette,
and it is to that quarter that they are looking for security for the kilometric
guarantee of the Baghdad Railway.

The completion of the next two sections of the Baghdad Railway beyond
Eregli will bring the line to the southern side of the Taurus, and time only will
be necessary to link up the Trunk line with the Syrian system.

If the guarantee of these two sections is obtained, there will be no diffi-
culty in raising the capital in Germany, and the Krench Bank will probably
be given a share as in the case of the Konich-Eregli line. /—‘__

The loan of 54,000,000 fr. raised for this section was distributed as
follows :—

French ose aos: OU%

German .. 40

Anatolian Railway oo A% } Probably all Deutsche Bank.
Others o A S

The areas available for tithe guarantees are becoming scarcer ; but, on the
other hand, as has been shown above, the revenues derived from the tithes are
improving and yield large surpluses ; moreover, as the guaranteed lines begin
to pay, they will make smaller demands on the guarantee. The Anatolian
Railway is a case in point.

The question arises by whom are the surpluses of the tithes and Dette
likely to be utilised ? It seems probable by Germany.

The Porte becomes daily more dependent on German support, financial
and political.

German finance has acquired great influence over the railways of
European Turkey as well as of Asia Minor, The Deutsche Bank has acquired
the concession for the Constanza Cable, and the influence of the Bank is being
exercised with considerable success on the sea transport by Turkish vessels in
the Bosphurus, Marmora, &c. In short, German influence is aiming at the
main lines of communications throughout the Ottoman Empire, and the
Deutsche Bank is the instrument at work.

How great is that influence was clearly shown when German and French
interests came into conflict lately over the question of loans and armaments.

British co-operation in the Baghdad Railway is still apparently desired.
The Germans probably want some political backing in what might, under other
circumstances, become a somewhat isolated position.

The German A mbassador asked recently why we did not come into the
Baghdad Railway scheme. The Company would, he said, probably be able to
meet our wishes with regard to the Baghdad-Gulf section. . Dr. Nander,
Director-General of the Anatolian Railway Company, made a similar statement ;
and it appears that the Railway Company awails a sign from us. They cannot
come forward again after the experiences of the past.
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(Received on the 11th September 1905 with Political Secretary’s letter No. 34, dated the
25th August 1905.)

BAGHDAD RAILWAY. [4th August.]
CONFIDENTIAL. SecrioN 1.
No. 1.

Sir G. Clarke to the Foreign Office.
Committee of Tmperial Defence,
2, Whitehall Gardens ;
My dear Sir Thomas, 4th August 1905.

I venture to send you a noteon the present position as regards the Baghdad
Railway, with proposals for an international arrangement.

I do not know whether anything is now possible, but the Germans may
perhaps be more amenable than they were, as the difficulties of proceeding
further are more fully realised.

Believe me, &c.,
G. 8. CLARKE.

Enclosure in No. 1.
Memorandum respecting the Baghdad Railway.

The Situation on 31st July 1905, and Su;g—estiom Jor an Arrangement.

As was expected, the Germans appear to be increasingly anxious to secure
British co-operation in the Baghdad Railway. If the figures given in financial
statement of the line are correct (vide Foreign Office Paper, section 1, 24th
July 1905), the cause of this anxiety is evident.

2. The sum available for the construction of the Konieh-Eregli section
under the kilometric guarantee was 54,000,000 fr. Of this sum 48,834,881 fr.
have apparently been expended on construction, and 771,637 fr. on rolling-
stock (total, 49,606,518 fr.), so that but a small sum is left available to
supplement the guarantee on the more difficult section of the line which must
now be undertaken.

The kilometric guarantee of 11,000 fr., when capitalised at 4 per cent,
is sufficient to cover the cost of construction at the rate of 17,0007. per mile.

3. If it is true that 15,700l per mile has been expended on the
construction of the Konieh-Eregli section, it is highly probable that the next
two sections, which involve the crossing of the Taurus range, will cost nearly
double that sum. Sir N. O’Conor, on the 6th June, reported that the estimated
cost of these sections was for a considerable distance at the rate of 25,6007,
per mile. Thus for many miles there will be an expenditure of about 10,0007.
per mile not covered by the kilometric gnarantee,

4. It is noteworthy that the cost of construction of the line, according
to the official statement, has been considerably greater than has been reported
from other sources.

Thus Sir N. O’Conor reported in June that only half the sum provided
(54,000,000 fr.) has been expended on the line (4.e., about 8,7002. per mile).

He further stated that about 800,0007. has been distributed among the
bankers and others who participated in the scheme,

Dr. Zandar (Director-General of the Anatolian Railway) is reported to
have stated last spring that the cost per kilometre was less than 5,000i. (about
8,0007. per mile), and that the balance of 54,000,000 fr. “went in expenses,
including money spent on Turkish officials **.

5. These figures are not necessarily inconsistent with the official
financial statement, as money distributed among the bankers and others could
not be shown in the accounts otherwise than as expenditure on the construc-
tion of the line.

6. As railways in India cost about 12,0007 per mile, including equip-
ment and rolling-stock, it is probable that the above figures ’(8,0001. ofg 8,%001;.
per mile) are substantially correct.

—ﬁ
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7. The point is important, for if the kilometric guarantee suffices only to
cover the cost of construction of the section of the line which is the cheapest
and easiest, not only by reason of its physical conformation, but also on
account of the favourable climate and of the ample supply of local labour,
then it is clear there will be a large deficit on the more difficult sections and
the deficiency may be so great as to prevent the further extension of the line.

8. If, however, the actual expenditure on the Konieh-Eregi section
amounts to only 8,0000. per mile, then the guarantee, at the capitalised rate
of 17,0007. per mile, would probably suffice if the surplus on the easy sections
were used to make good the deficit on the more difficult portions of the line.

9. The Directors of the Baghdad Railway Company seem to be in a
difficult position. If the cost of construction of the Konich-Eregli section as
shown in the financial statement is correct, investors will be chary of advancing
money for the more difficult sections, which must now be undertaken. If, on
the other hand, the actual expenditure on this section is as reported by Sir
N. O’Conor, the Directors cannot make known the true position without pub-
licly divulging the fact that about =00,000Z. of the Company’s money has been
irregularly divided among the bankers and others who participated in the
scheme.

10. If the construction of the line is proceeded with, our object must be
to secure the control of the Basrah-Baghdad section.

11. It seems possible that Germany might be induced to yield that condi-
tion if we met her in other directions.

12. M. Cambon, in a recent conversation with Lord Lansdowne,
expressed the opinion that the French Government would not favour this
proposal ; but it is doubtful whether the French Government has given full
consideration to the subject.

13. At present Germany has complete control over the Anatolian Rail-
way; and France has a monopoly of railway construction in Syria as far
south as Mezerib.

14. British control of the Basrah-Baghdad section might fairly be
regarded as a legitimate counterpoise to the French and German railways in
Syria and Aaia Minor, respectively.

15. In view of our present cordial relations with the French Government,
it seems probable that, if representations were made, no opposition would be
offered to the proposal that we should control this section of the line, more
particularly as we should undertake not to establish differential tariffs in our
own favour.

16. It is clear from the former negotiations that the German Government
is strongly averse from the internationalisation of the Anatolian Railway.
We might without serious disadvantage consent to the Anatolian Railway
remaining under German control, provided that we were given control of the
Basrah-Baghdad section, and that the 10 per cent participation and share in the
directorate by the Anatolian Railway of the Baghdad Railway previously
stipulated for were withdrawn.

17. France, Germany, England, and the minor Powers might then
combine to participate in the construction, on an international basis, of that
part of the Baghdad Railway which lies between Konieh and Baghdad (about
900 miles), together with any branches that might he constructed between
these two points, such as those to Alexandretta and Aleppo.

18. The Board of the international section might be composed in the
following proportion :—

Country. Percentage.
Great Britain o Tee w80
France w80
Germany e
Minor nations w10

100
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Or, if there is any possibility of inducing the United States to participate,
the proportion might be —

Country. Percentage.
Great Britain v 82
United States A Sl
France SRL
Germany oo oo 22
Minor nations T 1 ]

100

19. Provision would have to be made to secure to participants propor-
tionate shares in the provision of railway matériel for the international propor-
tion of the line. It would further be desirable that arrangements should be
made to pool the receipts of the German, French, English, and International
Companies, and that a mutual guarantee should be given by all the Companies
that they will not establish discriminating tariifs in favour of or against the
trade of individual nations.

20. Such arrangements would concede to the Germans a point which they
were clearly unwilling to yield in the former negotiations; and, provided that
access to Alexandretta by the international line is assured, the Germans, even
if they evaded the Agreement by granting rebates on the Anatolian Railway to
German traders, would not be able to injure our trade on any section of the line
to Konieh, as goods arriving via the Mediterranean would be sent to Konieh as
cheaply by Alexandretta as by Haidar Pasha.

21. An arrangement of the nature described above would require the
establishment of a clearing-house charged with the duty of apportioning
receipts and expenditure on through traffic. The management of the clearing-
house would be in the hands of a Mixed Committee of the several Boards.

22. If the entire system could be placed under bond fide international
control, British interests would be adequately safeguarded, but the difficulties
appear insuperable. It is extremely unlikely that that the Germans would
consent to internationalise the Anatolian Railway, while the §rench would
probably object strongly to a similar arrangement in regard to thé Syrian lines.

23. On the whole, the arrangement ahove suggested seems the most
practical at the present time, and it might be desirable to sound the French
Government on the subject.

24, The following is a summary of the proposals :—

(¢) Germany to retain control and management of the Anatolian
Railway.

(b) France to retain control and management of the Syrian Railways.

(¢) Great Britain to construct, control, and manage the Baghdad-Gulf
section.

(d) The intervening section, with branches and connections, to be
internationalised.

(¢) The international section to be controlled by a Board on which the
Great Powers are equally represented.

(f) Materials for the international section to be provided by the Powers
in proportion to their financial participation.

(9) The Powers to undertake not to impose differential rates on the
sections they severally control.

(h) The receipts on the entire system to be pooled and distributed by a
clearing-house managed by a Committee from the several Boards.

The 4th August 1905. G. 8. CLARKE.
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