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Noter In late 1945 and early 1946 the Fremch in Indo-China were
faced with the problem of persuading the reluctant Chiness to withdraw thelr
ouowvpying forces from northern Irxio-Chim In February 1946, Clarac, Diplo-
matic Adviser to the High Commissioner of france in Indo-China, flew to
Chwngking to discuss the svbject. He offered a high price, which inclwied
ths following inducemsnta: (a) equal privilepss for Chinese businsss in
Indo-Chinz3 (b) suwrender of extraterriboriality; (e¢) ihe giving up of
Fort Bayard; (d) ths opening of Haiphong as a free por: to Chinese con-
oBX1XE BOTees and {#) Joint Sino-French coopevation on ths Haiphong-Yumnan Railway.)
1, It is believed that no publicity was aver given to these terms in connection
with the withdrawal of Chinese troops. At the time of the apresment (March
" 1946) it wes implied that secrob monetary considaretions on a handsome secale
were bestowed on Chincse officials and military commanders. A French business-—
man in Shanghai stated on 10 Janvary 1947 that he belleved oms auch secreb
provision may have besn a French promise %6 complete the Szechuan Railway.
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- 2. Yunnan Rallway

in the wake of the Chungking agreemeut, negotlations were opensd concerning the
detalls of revival and jolnk operation of the Halphong-Yumnan Railway, but
1ittls progress was made. They ars now completely stalemated, for reasons
which are not clear., Tia portion of the road in Indo-China is being operated by
the French, but on a somewhat limited scals because of the poor ooxﬂition

of the road and equipment.

Note: A report on this rallway prepared by the Morrison-Knudsen
Comsulting Group in China, 12 July 1946, includes the following pertinent
data: 450 kllometers of mainlins meter-gauge track from Chanyi (103-48,
24~38) through Kumming to Pisschal (10324, 23-26) is operating on a limited
basis, The lime from Pisechai to Hokow (10358, 22-25) on the Indo-China
frontisy (177 kilometers) was dismantled in 1940, Damage caused by military
activity along the remainder of the line was comparatively light, effscting
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anly two stesl bridges and ono tunnel, which were blown up. The original
assction of 464 kilomoters from lokew to Kuwming was built by the iremch
4n 1910, The section from Kunning to Chanyl was constructed during the
war with materials from the dlsmentled section. The “ovrison-inudsen Re-
port zivas feirly complste Intormation on the condition oi tha portion
of tho railpay in Chinose territoxy. It provides anv infarmation on the
saction of the rond in Indo-Chinam.

Sgechuan Rallway

This railway, between Chunghing and Chengbu, was bsgun before the war by a
French syrdicate, ALl the proliminary enginsering work was completed, one
half the tunnols and gredin: were finished, and an vnshated anount of ballash
bad been laid down, I[lwover, less than ten percent of bhe actual consbruction
of the road hag been finlshed when operabions were suspended because of the
war. NorotSabions for its completion werc initlated not long azo botween

the Franeh and the Chincse, It is ostimatad that 4he constrection zrequired
will cost in i'rench francs 1,800,000,000, The Chinese Government will issue
fifbeen<year notes for bthis anounb, with proper provisions for agordisation,
These notas will then be guarantacd by bhe french Govarnment and cerbain
large d'ronch banks, and conseguently will be rediscountable at the Bank of
France, The banks concernsd erc the RBangue de 1'Indochins, Banque Fronto- 25X1A6a
Chinolss, and the Dangue de Paris et des Pays las, Notes. Tt 1s nob
known whetheyr Iazard Froras, which was in the original syndicate, sbill has
an interest.) The nutes wﬂil thersfore be accepbiinle as payment b6 the
French suppliers of machinery end equipment. The mebhod of paying tho Yrench
technicians who will be employed is not yeb determined. In view of the
chinecse Govermwnt's pagh record of defavlb, this might be considered a

risky finsncial vontwre for the ¥French Dovernmenb, especinlly at a tiue when
French finances are shaky. Oa bhe obher hand it cannob involwe a realized loss
to tha Yrench in less bhan about five ysars, ab which timo 1% is hoped that
French firances will be in bettor shape. It is believed thab the real reasons
the French Covernent is backing this scheme are (a) to give an impstus to
French heavy machinery businese and (b) to reesteblish a foothold f{or rrench
capital ard technical ability in China. Hegobisbions bebween the french and
Chinese had nsarly renched a sstisfustory conclusion, bub have rocently been
suspended, It is belleved that the reacon for this is the current Chincse
projudics against foreism ormarship of asssts in China, and possibly a demand
for "squecze" by Chinese officimls. I% 48 thoucht, however, thab the French
will succead 4n reaching en sgrosuent, probebly using 8s an oxcuse the “morel
cbligation® resulting from the comnitment mede as part of lhe agrecuent on
the withdratral of Chincse troops from Indo-China (see paragraph 1).
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