THE GERMAN INVOLVEMENT IN OTTOMAN ECONOMIC DEVELOPMENT:
BANKING, RAILWAYS AND OTHER INVESTMENTS, 1888-1914

HALIL EGE OZEN

BOGAZICI UNIVERSITY
2008



THE GERMAN INVOLVEMENT IN OTTOMAN ECONOMIC DEVELOPMENT:
BANKING, RAILWAYS AND OTHER INVESTMENTS, 1888-1914

Thesis submitted to the
Institute for Graduate Studies in the Social Sciences

in partial fulfillment of the requirements for the degree of

Master of Arts
in

History

by
Halil Ege Ozen

BOGAZICI UNIVERSITY
2008



The German Involvement in Ottoman Economic Development: Banking, Railways and

Other Investments, 1888-1914

The thesis of Halil Ege Ozen
has been approved by:

(Thesis Advisor)

o
Assist. Prof. Meltem Tokséz /(/(IZ%VP @/\Q

Prof. Dr. Edhem Eldem

Assist. Prof. Yiicel Terzibasoglu

October 2008



Thesis Abstract

Halil Ege Ozen, “The German Involvement In Ottoman Economic Development:

Banking, Railways And Other Investments, 1888-1914”

Throughout the nineteenth century, the Ottoman Empire was in a process of
integration into the world economy. This thesis endeavored to set the historical context, in
which Germany became a capitalist European power and attempted to expand its area of
economic influence into the Ottoman Empire for almost three decades. In analyzing the
developments in the economic relations between the Ottoman Empire and Germany
between the years of 1888 and 1914, it is argued that railway and other infrastructural
transportation constructions, financed and operated by the Deutsche Bank and companies
under its patronage, opened the way for further German involvement. The main
concentration of this thesis is not to discuss German imperialism; rather, the objective of
this thesis is to analyze the German involvement in Ottoman economic development
between 1888 and 1914 by focusing on different domains of German economic activities,
banking, railways, agriculture, and other investments, within the Ottoman Empire. In this
thesis, primary and secondary sources are used to particularize some of the undertakings
of the Deutsche Bank and its subsidiary company the Anatolian Railway Company in the
Ottoman Empire. The major contribution of this thesis is its primary concentration on the
organization and institutionalization of the German capital in the Ottoman Anatolia and
its articulation of the tools and methods employed for broadening German involvement in

the Ottoman Empire.
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Tez Ozeti
Halil Ege Ozen, “The German Involvement In Ottoman Economic Development:
Banking, Railways And Other Investments, 1888-1914”

Ondokuzuncu yiizyil boyunca Osmanli Imparatorlugu diinya ekonomisi ile
bitiinlesme siireci i¢indeydi. Bu tez, Almanya’nin kapitalist bir Avrupa giicii haline
geldigi ve otuz yila yakin bir siire boyunca kendi ekonomik niifuz alanini Osmanh
imparatoriugu’na dogru genislettigi tarihsel baglami kurmay: amaglamaktadlr. 1888 ve
1914 yillar1 arasinda Osmanh imparatorlugu ve Almanya arasindaki ekonomik iliskilerin
gelisimini analiz ederken, Deutsche Bank ve himayesi altinda yer alan sirketler
tarafindan finanse edilen ve isletilen demiryollari ve diger ulasim altyapisina yonelik
insaatlarin, Alman niifuzunun daha ileri boyuta gegmesinin yolunu agtig
savunulmaktadir. Bu tezin asil yogunlastigi konu Alman emperyalizminin
tartisilmasindan ziyade, 1888 ve 1914 yillari arasinda Osmanli ekonomik gelisimindeki
Alman niifuzunun, bankacilik, demiryollari, tarim ve diger yatirim alanlarint igeren
farkli Alman ekonomik aktivitelerine odaklanmak suretiyle ¢oziimlenmesidir. Calismada
Deutsche Bank ve onun yan kurulusu olan Anadolu Demiryollart Sirketi’nin Osmanli
Imparatorlugu’ndaki tesebbiislerinden bazilari birincil ve ikincil kaynaklar kullanilarak
ayrintiyla anlatiimaktadir. Bu tezin esas katkist, ¢calismanin 6ncelikli olarak Alman
sermayesinin orgilitlenmesi ve kurumsallasmasina yogunlagsmasi ve Alman niifuzunun
Osmanli imparatorlugu’nda yayilmasi igin kullanilan araglarin ve yéntemlerin

belirginlestirilmesidir.
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CHAPTER |
INTRODUCTION

Throughout the nineteenth century, the Ottoman Empire was in a process of
integration into the world economy. Until the end of the century, France and Britain
were main capitalist powers involved in Ottoman economic development in terms of
trade capital while Ottoman-German economic relations were far behind of these
countries.

There is no clear historical evidence that deals directly with the beginning of
bilateral trade relations between German states and the Ottomans. Onsoy shows that
many German textile centers, including those in Leipzig, Dresden, Augsburg,
Regensburg, and Nuremberg, were among the main export destinations of Ottoman
cotton, silk, and wool products since the fifteenth century. But these products were sold
through the mediation of Venetian, Genovese, French, Spanish, English, and Austrian
tradesmen. The first friendship and trade agreement between the Ottoman Empire and
the German states had been signed on March 22, 1761 and extended for fifty years in
1790. Nevertheless, this or other similar attempts did not contribute substantially to
developing trade relations. In October 1840, based on the 1838 Ottoman-Anglo trade
agreement, Prussia signed a new agreement on behalf of the Zollverein states (customs
union) with the Ottoman government.’

It is only with the beginning of the nineteenth century that any improvement in
direct trade relations between the German states and Ottoman Empire can be observed.

In Ottoman foreign trade, where France and England were dominant in every aspect, the

! Rifat Onsoy, Tiirk-Alman Iktisadi Miinasebetleri (1871-1914) (istanbul: Enderun Kitabevi,
1982), pp. 5-6



German states was behind Austro-Hungaria, Russia, Italy, Spain, and Scandinavian
states. The German states could enter to the Ottoman market much later than above-
mentioned countries.

The unification of Germany introduced a new aspect of the combination of
circumstances during the late nineteenth century in the Ottoman economic development.
Wilhelm 11 (1859-1941), as the young Kaiser of the united Reich with an economy
looking for new markets for raw materials and products necessary for its growing
industry, paid his first visit with his wife to Istanbul in 1889 and later in 1898 to bring to
realization his famous ‘World Politics’. Young Kaiser’s second visit is generally treated
as the milestone in Ottoman-German economic relations. However, the most important
development improving economic relations between Germany and Ottoman Empire
came before with the Anatolian Railway project granting exclusive rights to the
Deutsche Bank on October 4, 1888. Sultan Abdulhamid II (1842-1918) granted the
Deutsche Bank the right to buy the existing railroad from the Bosporus to Izmit, and to
build a new line from Izmit to Ankara. This railway line was completed in 1893 and
extended to Konya in 1896. This line was only the first step of the Baghdad Railway
project. Today, most of the railway lines constructed by German capital about a century
ago are still in use in the Turkish Republic. Recently, the Anatolian Railway line and
Germans came into question in Turkey after the grievous railway accident occurred in
Sakarya on July 21, 2004.2

Among German economic activities in the Ottoman Empire, the Baghdad
Railway project has attracted the attention of scholars most frequently. No other railway

construction in the Ottoman Empire has been discussed as much. Many of these scholars

: Hiirriyet, 22 July 2004



analyze the Baghdad Railway in terms of economic and political ‘penetration’ of
German imperialism. For these scholars, the Baghdad Railway was the symbol of
German imperialism and its financer; the Deutsche Bank was the instrument of imperial
Germany.” None of these scholars have focused on the actual construction process of the
Baghdad Railway.

There are two scholarly works to date that have hint at the details of the railway’s
construction. Manfred Pohl, the director of the Deutsche Bank’s historical archives,
points out that it was German financers, not politicians, who determined when, where
and how the railway would be built. Jonathan S. McMurray’s work is the first to explore
the cultural implications of the railway’s construction. In doing so, his work fills a void
in the historiography of both the Baghdad Railway and Ottoman-German relations. One
of his main arguments is that the Ottoman Empire, far from being a puppet in
Germany’s power games, capitalized on its close ties with Germany to strengthen its
sovereignty and national identity.*

The main concentration of this thesis is not to discuss German imperialism.
Rather, this thesis is a modest attempt to analyze the German involvement in Ottoman
economic development between 1888 and 1914 by concentrating on different domains

of German economic activities, banking, railways, agriculture, and other investments,

* Some of these studies are: Lothar Rathmann, Berlin-Bagdat: Alman EmperyalizmininTiirkiye 'ye
Girigi, haz. Ragip Zarakolu. (Istanbul: BelgeYaymlari, 1982); W. O. Henderson, “German Economic
Penetration in the Middle East, 1870-1914,” The Economic History Review 18, no. Y2, (1948), 54-64;
Muhtesem Kaynak, “Osmanli Ekonomisinin Diinya Ekonomisine Eklemlenme Siirecinde Osmanli
Demiryollarina Genel Bir Bakis,” Yapit, no. 5, (Haziran-Temmuz 1984), 66-85; Charles Issawi, The
Economic History of Turkey 1800-1914 (Chicago; London: The University of Chicago Press), 1980; Rifat
Onsoy, Tiirk-Alman fktisadi Miinasebetleri (1871-1914), (Istanbul: Enderun Kitabevi), 1982; Ulrich
Trumpener, “Germany and the End of the Ottoman Empire,” in The Great Powers and the End of the
Ottoman Empire, ed. Marian Kent, (London; Portland, Or.: Frank Cass), 1996.

* Manfred Pohl, Von Stambul nach Bagdad: Die Geschichte einer beriihmten Eisenbahn,
Miinchen (Zirich: Piper Verlag), 1999; Jonthan S. McMurray, Distant Ties: Germany, the Ottoman
Empire, and the Construction of the Baghdad Railway (Westport, Conn.: Praeger), 2001



within the Ottoman Empire. Clearly, the construction of the Baghdad Railway had great
impact on further German involvement in the Ottoman economy. However, in this
thesis, the role of railway constructions will be discussed in terms of the economic
activities of the Deutsche Bank and its subsidiary institutions, the Anatolian Railway
Company, and later the Baghdad Railway Company. I believe that railway and other
infrastructural transportation constructions, financed and operated by the Deutsche Bank
and companies under its patronage, opened the way for further German involvement.
Following the railway constructions, German companies and financial institutions
constructed a network to bring further German capital inflows into the Ottoman Empire.
Certainly, all of these attempts should be treated in the context of the integration
of the Ottoman Empire into the world economy. During the nineteenth century, vast
amounts of capital from the industrialized European countries were invested in the
peripheral areas. The expansion of European economies into other areas, where pre-
capitalist or non-capitalist modes of production was predominant, accelerated
throughout the nineteenth century. Within this seeming unity of common experiences,
however, there existed a fair amount diversity. In terms of peculiar forms of interaction
of these countries with the world economy and in terms of the outcomes of this
interaction, the history of each geographical entity was unique.’ As a result of this
expansion, it is not feasible to write the histories of the remaining areas of the world by

examining only the internal dynamics of these societies on their own.

> Sevket Pamuk analyses the expansion of center-periphery trade and export of capital from the
industrialized European countries by contextualizing the debate in the world economy. In this work, the
world economy is defined as the set of economic relations that were the result of the expansion of capital.
This is a dynamic transformation which brought different economies together in a given time and space.
However, every country had a peculiar experience in this specific period of time. For a more detailed
discussion see: Sevket Pamuk, “The Ottoman Empire in Comparative Perspective,” Review XI, no. 2.
(Spring 1988) 127-150; Sevket Pamuk, The Ottoman Empire and European Capitalism, 1820-1913:
Trade, Investment, and Production (Cambridge; New York: Cambridge University Press, 1987), pp. 1-7



Like other regions of the world, the Ottoman Empire was a part of this unity of
common experiences. The extension of the European capitalist influence in the
nineteenth century within the Ottoman geography was one of the age-old problems of
the Ottoman Empire. The nineteenth century was a period of internal reform that started
before the Tanzimat Decree of 1838, which was proposed by various bureaucrats who
remained as the driving force until the mid-1870s. During the last decade of the
nineteenth century, the Ottoman state, seeking to adapt to and survive in a Western-
capitalist world, launched a series of far ranging reform programs touching almost every
aspect of life.

The Anglo-Ottoman Trade Convention of 1838 was the first important step in
institutionalizing the Empire’s integration into the political-economic logic of European
capitalism.® Gradually, the Ottoman Empire became an area of free trade; by the mid-
nineteenth century, imports consisted in large part of manufactured consumer goods,
while various foodstuffs and raw materials were exported. So, a relation between the
destruction of local industry and the systematic impact of capitalist integration became
more apparent while the traditional order was sacrificed to bureaucratic reformism.
Growing commercial activity, predominantly in port cities such as Salonika, lzmir,

Trabzon and Istanbul, caused destruction of the traditional system of division of labor

® In the long twentieth century and even today people divided between two ideologically opposite
groups interpret 1838 as a milestone in the history of modern Turkey. Socialist and nationalist groups take
this convention as a reference to resist against any attempt of European “imperialism”. On the other hand,
liberals and conservatives, who adopted economic principles of classical liberalism, especially after 1980,
believed that Turkey without integrating to global economic trends could not survive in current political
world system. (This is only an attempt to caricature the contemporary political phenomenon. This
ahistorical misrepresentation cannot be taken as reference to understand contemporary Turkish politics.)



and construction of a new one, in which networks consisted of merchants, petty traders
and moneylenders began to flourish.’

During the 1850s, a new dimension was added to the process of incorporation of
the Empire into the world capitalist economy: inflows of foreign capital through state
borrowing and direct investments. After the 1850s, the chronic budget deficit constituted
an important problem for Ottoman statesmen. Money necessary to fund the reforms was
borrowed from wealthy West European countries and it was used for the purpose of
financing the budget deficits, rather than improving the productive capacity of the
economy. Until its default in 1876, the Ottoman state borrowed heavily and under very
unfavorable terms in European financial market. The mid-1870s represent a milestone in
nineteenth-century Ottoman history. Ottoman moratorium in the 1870s produced a
system of international financial control, which in a number of ways led to an equivalent
loss of sovereignty. The process came to an end with the famous Muharrem Decree of
1881 and the foundation of the Public Debt Administration. After the 1880s, the
economic scene of the Empire started presenting definite signs of transformation.

The German involvement in the Ottoman Empire started during the 1880s. First
German attempts were observed in the domain of construction of the basic utilities of
transportation network. German banks, post-office, press and German engineers were
contributing to the economic change in the Ottoman Empire. The first sea route
connection between the Eastern Mediterranean and Germany was founded in 1884. In
1889, the German Levant Line was founded and after 1900 this line provided access to

Eastern Mediterranean lands. Improvement in and articulation of transportation lines

’ For a detailed analysis of this process see; Caglar Keyder, State and Class in Turkey (London:
Verso), 1987, pp 29-33



have accelerated the growth of trade between Anatolia and Germany, and this afforded
the foundation of new branches of German banks. The process started with the Deutsche
Bank in Istanbul in 1888; following the Deutsche Bank, the Deutsche Orientbank
opened new branches in Bursa, Adana and Aleppo.®

The Deutsche Bank did not open any branch in the Ottoman Empire until 1910.
The branch was opened after long discussions in the managing board of the bank. It is
not clear why the Deutsche Bank did not need to open a branch as of 1888, when it
started its economic activities in the Empire. In the backstage of the process, Karl
Helfferich had played a very critical role, especially by justifying the need of a branch in
the capital of the Ottoman Empire.” The absence of a branch of the Deutsche Bank in the
Ottoman Empire until 1910 is a very critical input in terms of the organization and
movement of German capital in the Ottoman Empire. Although there is not a definite
source about the issue, it can be argued that the Anatolian Railway Company was the
key institution in the obtaining and operating ventures of the Deutsche Bank in different
domains of direct investment.

In the first chapter, different views on German unification in modern
historiography are discussed. The relation of industrial investment and
institutionalization of the finance-capital in Germany through emergent modern
institutions is analyzed. Different perspectives on the inevitability of capital expansion,
especially in terms of foreign investment are discussed. It should be noted that these

perspectives would be instrumental to understand the role of particular institutions in

¥ Donald Quataert, Anadolu’da Osmanli Reformu ve Tarim, 1876-1908 (istanbul: Tiirkiye s
Bankasi Kiiltiir Yayinlart), 2008, pp. 73-74

? Lothar Gall, “The Deutsche Bank from its Founding to the Great War 1870-1914,” The
Deutsche Bank 1870-1995. et al., eds. (London: Weidenfeld and Nicolson), 1995, p. 94



specific historical circumstances, that is to say, the Deutsche Bank and the Ottoman
Empire at the end of the nineteenth and the very beginning of the twentieth centuries.
Therefore, the first chapter sets the stage for the analysis of German capital inflows into
the Ottoman Empire. In this chapter, the main purpose is to develop an understanding of
the position of the Deutsche Bank in Ottoman economic development.

The second chapter starts with a discussion of the integration of the Ottoman
Empire into the world economy. In this part, | will give a brief explanation of the
transformation and re-institutionalization of Ottoman economy under the influence of
the extension of European capital, which is treated as a global trend. In the second part,
particular consequences of this integration process will be analyzed. In this manner, the
institutionalization of foreign capital is examined through the relations among the Public
Debt Institution, the Imperial Ottoman Bank and the Deutsche Bank.

The Imperial Ottoman Bank and the Deutsche Bank were the most influential
European financial institutions operated in the Ottoman Empire. Although there were
important similarities between these two institutions in terms of their functions, the
Imperial Ottoman Bank had a peculiar characteristic. The bank served dual roles, on the
one hand it was serving the Ottoman state by offering loans when it was necessitated;
and on the other hand, the Imperial Ottoman Bank and the Deutsche Bank started to
operate in collaboration, again in the case of the financing the Baghdad Railway
although their governments were showing tacit opposition. Differently from the
Ottoman Bank, the Deutsche Bank did not have any responsibility of servicing the
Ottoman government. However, this does not mean that the Deutsche Bank was purely

an autonomous financial institution acting independently from the German government.



Especially, during the discussions on the concession of the Baghdad Railway the
German government pressured the Deutsche Bank.

The primary concern of the last chapter is to analyze the movement of German
capital in Ottoman Anatolia. I believe that infrastructural construction projects were
critically important in the analysis of the expansion of German capital in the Ottoman
Empire. In the first part of the chapter, I concentrate on railway constructions, generally
in the Ottoman Empire. After a brief outlook on railways, the process of financing and
operating the Anatolian and later Baghdad railways will be discussed. Railway
constructions, comprising a big part of German economic activity in the Empire, were
the best option for the movement of foreign capital because remotest corners of the
Ottoman Anatolia were thus opened for further German direct investment. In the second
part, particular German activities in agriculture, which are regarded as successive
German capital investments, will be examined. In the German case, railway companies
did not involve only railway constructions, but also important projects of agriculture.
Specifically in this part, irrigation projects in Konya and Cukurova plains'® will be
discussed in terms of activities of the Anatolian Railway Company as a subsidiary
institution of the Deutsche Bank. In the last part of the chapter, the establishment
process of Match Monopoly (“Kibrit Monopoli™) is analyzed. Although there is no
information about a successful completion of this venture, it is still possible to study the
position and attitudes of German capital through the correspondences among different

institutions gathered under the patronage of the Deutsche Bank.

'® For a detailed and peculiar study on the Cukurova region see; Meltem Toksdz, “The Cukurova:
From Nomadic Life to Commercial Agriculture, 1800-1908” (Ph.D. diss., Binghamton University SUNY,
2000)



In spite of the abundant literature concerning the place of the German Reich
within the nineteenth century Ottoman economic and financial history, the number of
works paying particular attention to the historical role of the Deutsche Bank within this
context is so few that at this point there is a big gap.'' Therefore, using primary sources
is a great necessity to write about particular economic activities of the Deutsche Bank in
the Ottoman Empire.

The Bundesarchiv Berlin-Lichterfelde'? is the wealthiest archive presenting
imperial Germany’s late nineteenth century drive to ‘Weltmacht’ (World Power) and the
materials in this archive abundantly demonstrate the economic aspects of this drive with
lengthy reports on Ottoman commerce, agriculture, industry, and mining. Among the
rich material load of the archive, | have mainly focused on the section of the Deutsche

Bank in the context of the Second German Reich.

n See; Lothar Gall, “The Deutsche Bank from its Founding to the Great War 1870-1914,” The
Deutsche Bank 1870-1995, et al., eds. (London: Weidenfeld and Nicolson), 1995; Elena Frangakis-Syrett,
“The Role of European Banks in the Ottoman Empire in the Second Half of the Nineteenth and Early
Twentieth Centuries,” in Banking, Trade and Industry: Europe, America and Asia from the Thirteenth to
the Twentieth Century Alice Teichova, Ginette Kurgan-Van Hentenryk, and Dieter Ziegler, (eds.),
(Cambridge: Cambridge University Press), 1997; David A. Moss, “The Deutsche Bank,” in Thomas K.
McCraw. (ed.) Creating Modern Capitalism: How Entrepreneurs, Companies, and Countries Triumphed
in Three Industrial Revolutions (Cambridge, Mass.: Harvard University Press), 1997,

"> Donald Quataert has written an article about the general characteristic of the ‘Zentrales
Staatarchiv’ of the German Democratic Republic, which was tocated in Postdam, a historical district in
today’s Berlin. All of these useful materials are currently located in the Bundesarchiv Berlin-Lichterfelde.
See; Donald Quataert, “The Zentrales Staatsarchiv of the German Democratic Republic as a Source for
Late Ottoman and Middle East History,” International Journal of Middle East Studies 9, no. 4, (November
1978), 559-571






