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CHAPTER |

A Brier ReTrospecTiveE ON FACTORS
REsPONSIBLE FOR THE PRESENT SITUATION

After a remarkably rapid growth and development for a qu-
arter of a century, Turkey faced in 1979 the worst socio-eco-
nomic crisis of her modern history.

During this relatively vefy short period of +time. Turkey
has become a predominantly urban and industrial economy from

an overwhelmingly #ural and traditional society.-

The fact that these developments have taken place within .

an essentially free and democratic politié¢al environment has
increased the magnitude of the task, because the competitive

nature of the political process has created a constant strain
on existing resources and capabilities.

On the other hand, the necessity of building = an infra-.
structure in addition to an industrial structure has increased

the strain on existing resources.

It is within these constraints that a_6;5 percent growth

rate has been sustained, representing a 4 percent growth rate
on a per capita basis, e

Faced with growing external imbalgnceS'cfeatedtw'um-auup
increase in the price of o0il and in the pricas of imported in-

dustrial supplies and investment goods and by the world reces-
sion which affected adversely Turkish exports of goods -- and

services and Turkish workers' remittances, Turkish governments
had to revise their development strategies and their economic
policies. Instead they preferred to sustain the rate of growth
during the period 1974-1976 at the expense of internal and ex-
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ternal balances and thus postponed the crisis to 1977,

;-! Continuing high domestic demand pressures both as regards
3¢ | consumption and investment accelerated imports and . affected
‘B

negatively the balance of payments.

4 ‘ The increase of current account deficit from 718 million
Rl dollars in 1974 to 3.4 billion dollars in 1977 need-not have
.H" been so pronounced, if more effective policies had been adop-
! ~ted to deal with the impending foreign exchange crisis. The
'rising external deficit was met first by a reduction of ' Tur-
key's convertible foreign exchange reserves, and later by bor-
rowing, mainly on a short term basis, from the Euromarket.
‘When these sources of finance began to 'dry up in 1977, subs~
tantial arrears were accumulated in the foreign payments of
Turkey, by the end of 1977, Turkey's short term debt and tfade
arrears amounted to $ 14. 425 million equally divided between

short-term and medium-long term: Further rescheduling of the
total debt changed the term composition of the total debt which

by 1979 went up to $ 15.672.million. The short term debt went
.dowg to $ 4 billion, and the medium-long term up to $ 11.629
million.

]

The foreign payments crisis and the recession followingit,
were created through two sets of factors.

EXTERNAL FACTORS

1, The effects of the increase of petroleum prices on the
balance of payments, on production and on employment.

2. The indirect effects of the petroleum crisis,

a. Increases of prices of industrial raw materials &
| - investments goods that Turkey had to import.

b. Recession in the West affected negatively employ-
ment and wages of Turkish workers abroad as a
result of which workers' remittances decreased.

T e E g ST DRI = s e I o R o R, AT T A T LN L

c¢. Recession in the West affected negatively their im-
: ports from Turkey. _

d. The terms of trade deteriorated seriously between
1973 and 19279,

INTERNAL FACTORS

1. FEncouragement of consumerism during the crisis created
excess demand which increased the rate of inflation.
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~2, .Consumerism increased also :the pressure on imports'

‘Subsidies given by the Government to a number of com-
modities including petroleum, encouraged thelr useand

put addltlonal pressure on imports.

4. Deficit fTinancing due to the losses of. State Economic
.- Enterprises 1ncreased aggregate demand and the rate of
,1nf1at10n ‘ - ‘

5. Agrlcultural support pricing policies increased budget
def1c1ts and consequently the rate of inflation.

6. Succe551ve devaluatlons failed to promote exports and
workers' remittances but induced new rounds of price

increases.

But above ali these reasons the fact that the comandments
or the rulés of the game of a mlxed capitalistic economy have .
not been observed for long years is at the root of the crlsls

Infractlon of the rules is most. serious in the case of the
State Economic Enterprlses for the simple fact if not for any-
thing else, that differently from private enterprise, =~ the
State Economic Enterprlse does not have to close down in case -
it is making considerable losses for successive years.- But in -

balancing the budgets of State Economic Enterprises, 1t will
not simply be sufficient to increase their revenues through

increasing the prices of their products. They are mlsmanaged

" .work inefficiently and drain away the resources of soclety ag

they end up making considerable losses espe01a11y since 1974,

What has so far been said and written on these Enterprlsessngh
gests that a serious re—organlzatlon and reform 1s requlred

Budget deflcits have been another source of excess demand

and of expansion of money . supply.,

The rates of increase of various 1ncomes far exceed the
rates .of increase of real output :

In contrast to. the: expans1on of aggregate demand Gross

Egggstic Product has decreased by 0.3 percent 1n real terms in

It should not. then come as a surprise that exports have de-
creased by 1.2 percent in 1979.

It is obv1ous that consumerism and excess demand shouldtne
scaled down while the productive capaclty of the Turkish Eco-
nomy should be rapidly expanded. A dramatic expansion on the
other hand of exports should be realized. For this the required

- resources must be released to export oriented industries.
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In a mixed economy where the market and profitability cal-

. culations play an important role, resources will not be at-

tracted to export oriented production if domestic market: ori-
ented activity remains much more profitable..

. A realistic foreign exchange rate policy is the precondi—
tion of this task. -Administrative measures and subsidies can
not succeed in an atnosphere of extreme excess demand and im—
port rationing. .

Together with export promotion a more selective umxwt subs- .
titution can start simultaneuously in fields with export po—
tential. :

Export promotion should start in the. light manufacturing
sectors where Turkey can be immediately competitive and does
not face important bottlenecks of technology and scale. . In
these sectors production can be increased rapidly and at amo-
derate cost, and where an important exportable surplus can be .

generated quickly It should be followed by encouragement -of .
those sectors where export potential is known to exist in the

_long run,

" Realistic foreign exchange'rate and export expansion alone
are not the only remedies for the growth within stability of

the Turkish Economy

In addition to a realistic'trade and exchange rate policy
where the exchange rate plays the crucial role for trade per-

- formance, a domestic resource mobilization policy should aim

at generating the real domestic savings for the achievementof

- growth and industrial deepening

- In this respect, everything cannot be decided and alloca-
ted bureaucratically, Administrative measures and subsidies
cannot’ succeed in an atmosphere of extreme excess. demand and
severe import rationing

The market mechanism should be able to play an important
and constructive role. For this to happen, relative prices
in general and the relative price of foreign exchange in par-
ticular should reflect the real scarcities constraining .the
growth of the- Economy . : :

- During most of the time the rules of the game of a market
economy were ignored, governments tried to solve the problems
facing the Turkish Economy especially those related . to exter-
nal balance by furthering bureaucratic interference and quan—
titative controls. ‘ _

Turkey started the 1950‘s with a fully liberal regime and -
a very rapid rate of economic growth Balance of payments '
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pressures mounted in 1951 and 1952, as domestic inflationary
pressures were dampened by a massive but quantitative restric-
tions were imposed. Two years of reliance uppn‘quantitative-
restrictions were followed by multiple exchange ratés, export
incentives and other efforts to patch up the .system. The re-
strictiveness of the regime increased sharply as .inflation
rates reached 20-25 percent per year.

In 1958 Turkey embarked upon a stabilization program. De-
valuation increased the official exchange rate by more  than
200 percent, imports were liberalized, and restrictive mone-~
tary and fiscal policies were instituted. Increased - export
earnings prompted further liberalization after 1860 and Turkey

experienced gradually diminishing restrictiveness in her pay-
ments regime. - -

By 1964, however, balance of payments pressures were in-
creasing sharply, and reliance on quantitative restriétions
were increased for the remainder of the 1960s.

In 1970 Turkey embarked upon another devaluation/liberali~
zation program followed by a period of liberalization which
-was .not discontinued even during the petroleum crisis,but had

to be abandoned when the payments mechanism came to a full
stop -in early 1977.

THE ORIGINS of a CRISIS:
‘K AN ANALYSIS of THE TURKISH ECONOMY
FROM 1973 to 1979

3

The present crisis which started in 1974 and was postponed
to 1977, like its predecessors in 1958 and 1970, appears pri-
marily -as a foreign exchange crisis. By the end of 1977 Tur-
key, with an import.bill of 5.8 billion dollars, ‘-had  only
1.753 million dollars of exports. Workers' remittances -pro-
vided another billion dollars, leaving a huge 3,4 billion dol-
lar gap to be financed. The gap, which had been = of similatr
size in 1976, was financed by massive short-term. external bor-
rowing and a complete running down of foreign exchange ‘reser-
ves. By the end of 1977, the situation had become one . of
‘acute crisis, with foreign lenders declining to make further
loans, commercial arrears close to 2 billion dollars, and the
economy unable to grow without imports that could no longer be
financed. i ~

L]

The period from 1970 to 1979 marks the third cycle in Tur-
key's post-war path of industrialization.

The latter half of the 1960's-had been characterized by se-
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vere foreign exchange shortages and consequently increasingly
severe import rationing. While growth performance particular-
ly in the industiral sector was impressive, exports virtually
stagnated. Between 1960/61 and 1969/70, exports increased at
an annual rate of only 5.9 percent in current dollar value
which reflects near stagnation in real terms. Over the same

period imports could only grow. by 6.7 percent in current dol-

lar value or about 3 percent in real terms compared to an ave-
rage annual growth rate of real GDP above 6 percent and an an-

nual industrial growth rate of about 10 percent.

While foreign exchange shortages were chronic and net in-
centives had difted more and more against exports, the situa-
tion in 1970 was far less serious than it had been in 1958.The
main reason was probablv a still small but signifacant flow of
kers' remittances, averaging about 100 million dollars a year
since 1965, which compensated for about 40% of the trade defi-
cit. Import substitution was also proceeding relatively suc-
cessfully, particularly in transport equipment and machinery,
and the foreign exchange situation was not really deteriorat-
ing rapidly. The timing of the devaluation that occurred in
August of 1970 must be explained as much by political as by
purely economic factors.

It is quite possible that it was the dismal performance of
exports in general and of manufactured exports in particular
that constituted the single most important factor leading to
the 1970 devaluation. At the State Planning Organization in
particular, the failure of any mariufactured exports to -mate-
rialize was perceived as a serious bottleneck to further growth
and as-an indication that Turkey's industrial development was
lacking an important dimension. In fact, when the decision to
devalue was made in 1970, it was accompanied by a significant
increase in the average value of subsidies to manufactured ex-
ports, a fact indicating that the need to start exporting
manufactured products was strongly felt by policy makers.

The 1970 policy adjustment was a substantial one,increasing
the effective exchange rate for imports by about 50%. for
traditional agricultural exports by 28% (tobacco, hazel-
nuts, dried fruits,raw cotton)and for manufactured exports

by 7%. o \

The devaluation was followed by three years of extremely
rapid inecrease in foreign exchange receipts which made pos-
sible not only an unprecedented increase in-imports but also
an even more dramatic accumulation of foreign .reserves.

Exports, in sharp contrast to what had happened after 1958,

‘responded vigorously to the 1970 exchange rate adjustment,

Their total value increased from 537 milliion dollars in 1969
to 1317 million dollars in 1973. This represents an annual a-

verage growth of 25 percent. Turkish exports had been close
to 300 million dollars in 1950 and 1951. Thus in the two de-

wor-
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cades from ;1950 to 1969, total export, value failed to double,
increasing by only 80% over 19 years, a growth of  .only 3
percent per annum. - In contrast the near tripling of export
earningé between 1969 and 1973 constituted an unprecedented
achievement. ' '

B} The overwhelming sources of export expansion in the early
7.1970s was in. the food processing and textile sectors. Exports
of processed food products increased from 200 million dollars
in 1969 to 390 million dollars in 1973.  Exports of textiles
including ginned cotton increased from 127 to 391 in the same
- period. But what is equally significant is that from a base
close to zero, significant exports appeared in the following
categories of manufactured products: clothing, footwear, inor-
ganic chemicals, cement, glass and glassware and metal .~ pro-
ucts. . .

Thus the 1970-73 period can be taken as an indication that”.
the potential for export expansion in a wide range of manufac-
tured products exists in Turkey provided the structure of. in-
centives is conducive to such an expansion and provided ' fo~
reign market conditions are appropriate. Unfortunately neit-
her the structure of incentives nor foreign market conditions
remained conducive to export expansion for more  thanp a few
years. = . : _

3 'In addition to increased exports, Turkey acquired .foreign
exchange from workers' remittances which increased from 141
million dollars in 19869 to 273 in 1970; 471 in 1971; 740 in
1972;:; and 1183 in 1973. This represents an .annual average
.growth ratée of 70 percent. By 1973, the flow of remittances
‘was financing half of imports. The increase of remittances

- was only partly a reaction to devaluation. Between 1969 and
‘1973, .the number of workers abroad itself grew at an average.
annual rate of about 35 percent. On the rough assumption:that
remittances are proportional to total income earned abroad and
-noting that nominal income per worker measured in dollars grew
@t "ah annual rate of at least 10 percent in dollars, one would
estimate a 50 percent annual growth rate. To this was ddded

-:the redirection into. official channels that no doubt’ followed

tpe;devaluation as well as some repatriation of acciumulated sa-
‘vings that constituted a direct response to the exchange rate

adjustment. The great surge in remittances was dramatic and
largely unexpected. : : '

_ Inflation was moderate in the 1960s, accelerating some-
what towards the end of the decade, but averaging only about
5 percent per annum from 1960 to 1970. The wholesale price
index rose by 16 percent in 1971, 18 percent in 1972 ‘and 20.5

percent in 1973, making for an average inflation rate of 18.2
percent per year in the 1970-1973 period, During the same pe-

riod worldwide inflation, expressed in dollars, also increased



- substantially but did not average more than 10 percent per year.
Relative incentives had thus significantly drifted against ex-
ports by 1973 and the price deflated exchange rate had been
re alued by about 30 percent

Between 1973 and 1976, the annual spread between Turkey s
domestic inflation rate and worldwide inflation remained bet-
ween 8 and 10 percentage points. Turkey did start a series.of
minor exchange rate adjustments in this period, devaluing the
Turkish Lira against the dollar by an average of 5 percentage
points 4 year, which did not fully compensate for the inflation
differential, The upward drift in the price deflated exchange

- rate thus contlnued slowly but steadily, and by the end of
1976 the real exchange rate was therefore again close to what
it had been before the 1970 devaluation.

Slnce 1974, export revenues have grown only very slcwly
and erratlcally, officially recorded workers' remittances have
declined by about 40%, while imports almost tripled between

1973 and 1977,

, As can be observed from Fig. 1, exports and imports were
growing at about the same rate between 1970 and 1973 while wor-
kers! remittances grew somewhat more rapidly with the sum of
exports and remittances actually overtaking the value of im-
ports jumped from 2.1 billion dollars in 1973 to 3.8 billion
in 1974, growing by 80% in one year. The foreign exchange gap
created by this sharp increase in imports in 1974 was still
however moderate, consisting of 819 million dollars or about
2,8 percent of GDP. It is in 1975 that the danger of a major
foreign exchange crisis became apparent. In that year, both
exports and remittances declined while imports continued to

- grow rapidly, increasing by 25% over 1974. The foreign ex--
change gap (imports-exports-remittances) reached 2 bllllondol-
lars or about 5.4 percent of GDP.

.!_ It is thus quite clear that the crisis was already appa—
%i réent in 1975 and that the level and growth rate of imports ex-

i perienced in 1974 and 1975 were inconsistent with the amount
2 b of export earnings and remittances that materialized. The si-
ﬁ - tuation did not improve in 1976 - or 1977. On the contrary -
% | in 1877 the foreign exchange - gap reached 3 billioénundollars
L

which at the March 1978 Exchange Rate of 25 TL to the dollar
constltuted about 9 percent of GDP. , .

The gap was temporarily closed by massive international bor-
rowing and the running down of the substantial ~ foreign  ex-

change reserves that hdd accumulated in 1972 and 1973. But by
‘the end 'of 1977, there were no more reserves to be run down

and Turkey's borrowing capacity had reached its limits. The
situation was no longer tenable and a major readgustment had
become inevitable. : '

e e e e e
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While the upward.drift in the pricé deflated exchangelmte:
and the anti-export biased shift in incentives resultlng from
Turkey's high inflation rate constitute one major e€lement ex-
plaining the foreign exchange crisis, there have been other

important developments. A 31gn1flcant part of the 1974 upward
Jump in imports that is apparent in Fig. 1 can be attributed

to the oil price increase. Turkey imported about. 70 percent
of its oll needs during the 1974-1979 period and there is no
doubt that the oil price rise has had a major adverse impact

on the balance of payments: and the economy. 1In fact, the Tur
kish government tried to insulate the domestic economy from

the effects of the oil price increase by setting up a special
fund to subsidize the price of gasoline in the domestic mar-
ket. While this probably helped keep up . real wages and .pro-
fits domestically, at least for an interim period, it probab-

. 1y heightened the impact of the oil crisis on the balance of
- payments since it weakened any possible substitution effect a-'

gainst oil-intensive activities. By 1977, oil imports. were
close in value to total merchandise exports; but how important
has the oil price increase really been in explaining the pre-
sent crisis,? Has it been the major cause of the great wide-
ning in the foreign exchange gap? R '

Another development in the middle 1970s that has been sug-

gested as one of the contributing causes of the current cri-
sis is the major investment program undertaken by the govern-

ment, The aggregate investment rate (as a proportion of GNP)
increased steadily during the period, from 18 perecent in 1973

‘to 23.4 percent in 1977. Since investment is relatively im-

port-intensive, this increase has led to additional strain on
the balance of payments

It is important to keep in mind the relative importance of
the different shocks that the Turkish economy has undergone in

recent years in order to understand the nature of the present
erisis and to evaluate future policy choises.

- There are a number of lessons to be: drawn from the énalyF

isls of the 1973-1979 period. Given the variety and magnitude

~of shocks that Turkey has undergone, and the speed with which
fthey developed, 1t is understandable why Turkish policy makers

;and other observers were caught by surprise. The oil price
rise, the world-wide recession, and the swing in remittances

all contributed to. confusing the picture. . As the analysis a-

bove' indicates, under these circumstances it ‘is impossible to
iestimate the required devaluation for an examination of diffe-

-rential inflation rates. Indeed, when so much is going on,it
‘would seem that any partial- equ111br1um analysis is very 11ke—

ly to be misleading and that a general equllibrlum framework
is preferable. .



CHAPTER 11

A Survey OF PasT STABILIZATION -PoLiCIES
(AueusT 1977 - Novemser 1979)

DEMIREL's
’AUSTERITY PACKAGES

The measures taken in August and September 1977 could be di-
v1ded into three categories:

1- Efforts to try and boost Turkey's exports and correct
- her balance of payments deficit :
2- VWeapons to fight inflation
.3- Measures designed to step-up the pace of 1nveetments
help solve their financing problems and decrease the’
excessive losses of State-run 1ndustr1es

Export Promotion

A total of sixteen measures had been 1ntroduced to boost
Turkey's exports which had suffered serious settlebacks and
dipped to a low level. These involved simplification of
"export formalities: rearrangement of the "temporary'lmports .
. system", under which certain basic materials were inpo¥ted for
re-export in the content of the final product; leasing of de-
posits in foreign countries to help the shipment of samples
for a future export deal; furnishing medium-term loans (up to
five years) to provide new import rights to exports of indus-=
trial goods and minerals (up to 50% of the value of their ex-
ports); allowing Turkish firms permission to import goods to
the value of 50% of their convertible lira deposits in  the
Central Bank with a two or more year spread; enlargement of
the imports with waiver regime, provided that the goods were
confined to those on the Quota and Liberation Lists;providing
new facilities to Turkish- migrant workers to import their pro-
fessional equipment; restrictions on the importing of luxury
. cars through the waiver system(other types of cars might be im-
ported provided that the forelgn currency equlvalent of the
‘customs duty was converted into Turkish ILira at the UaNmalfmnk),
special incentives to. promote Turkish cargo lines; exchange
rate guarantee up to five years for hard cash remitted by Tur-
kish glgrant workers; rearrangement of the system of customs
duty concessions and exemptions, taking into consideration the
needs of the Turkish economy; balancing the difference bet-
ween the domestic input prices of exporters and those of fo-
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reign competitors in order to promote industrial exports;per-
mission for exporters to lease packaging machinery andrsimilar‘
machines so that they could increase their competition chances
in foreign markets; measures to save foreign currency sold to
Turkish travellers abroad. In addition, it was added that all
conceivable measures would be taken to boost exports handled

by both the private and the public sectors.

Fight Against Inflation

Measures to combat inflation involved the following:

1. No deficit-financing credits to be furnished by the
Central Bank for budget or State-run industries! fi-
nancing. g

2, Additional pfovisions_(df banks deposited at thé _
Central Bank in proportion t0 their deposits) to-
- be increased by 5%. ‘

3. Import down payment ratios had . been increased by 10%
for goods under the Liberation Items List 1, and by 5%
for goods under the Liberation Items List .II and the
Quota List. No increase had been ruled in down pay-
ments for imports by industrialists under the so-called

quotas ear-marked for the sole purpose of  industria-
lists,

4. Production to be boosted and State aid to be pro-
vided for the completion of private sector investments

and incomplete projects.

5. Credit sales (on an installment basis) had beén limi- -
ted to 12 months (a move designed to curb céhisumer -
demand). : | e
_Another measure to prevent the outflow of hard ‘éash was

introduced when the Government announced that Turks?ﬁolding a

valid passport could not claim more than a total of 600 dol-

lars worth of foreign currency in one year for travélling ab-
road for tourism purposes. Previously, every Turk was allowed
abroad for a tourist trip three times a year.

«  Investments

The debt-ridden State Economic Enterprises have long been
3,running sore in the Turkish economy. gheir financial losses
reached about TL 40,000 million and the Government budget could
{%ﬁslonger shoulder this burden. In a move to offset their losses,
"'to provide a new source of revenue for the Treasury and to provide
new, investment financing means for State-owned industries. price
ingreases had been introduced on a number of basic goods and

i) - ‘ :
-~ Fa
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services. But in doing so, the government ‘had avoided raising
the prices of sugar, tea, salt, raw cloth, LPG and coal (for
residential heating). Likewise price of chemlcal fertlllzer
had been-.-kept at the same 1eve1 and .no increases had been
imposed on the tariffs of the State-run Railways and Maritime
Lines.

The steep price increases on petrol cement, steel, paper
newsprint and other basic goods ranged from 100 to 15% The
extra cash was planned to be used to balance the budget.

ECEVIT's
AUSTERITY PACKAGES

Ecevit government put into implementation stage by stage
the long overdue measures to check inflat1on, curb the foreign
exchange drain and promote sav1ng

Both the devaluation of the Turkish Lira on the 18t of
March, 1978 and the related measures as well as the measures
introduced in Aprll 1978 need to be assessed as a single pac-

age .

Turkey entered 1978 with a stand still in foreign exchange
transactions, overdue Convertible Lita Deposits, growing lia-
bilities in the form of imports on credit and some partial at-
tempts for stabilizations

The Ecévit Government was determined to do two things at
the same time.

1. Change the structure of the Turkish Ecohomy in a well
defined direction. '
2. Get Turkey out of the bottleneck she was in.

- Structural change required a number of long run meaSures,
while to get out of the bottleneck required short term mea-
sures and concessions.

.The list of concessions had been prepared by IMF and in-
cluded the following:

- A devaluation at an appropriate rate.

- Control of the money supply.

- A less ambitious investment target and a smaller
budget

-  An upward revision of the prices of State Economic
Enterprises.
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| L - Limitation of current spending and wages and salaries

! (IS | kept within limits.

} - Rationality was to be the basis of agricultural support
price policies.

[ Starting with March 1st 1978, the following measures were
| ‘ taken: :

e _ - The 1978 Budgef was kept within austerity limits

i - There were no new investments in the 1978 Annual
i Programme, A low rate of growth was accepted.

i ~  The Turkish Lira was devalued.

- Tax deductions on exports were.decreased.
- Prices of some SEE products were increased,

- The Import Programme was determined at levels below
the 1977 actual level. :

- Rates of interest were qhanged.

Some other measures were taken in accordance with the Go-
vernment's policy frame: ‘

- Limitations were brought to the use of Convertible Li-
ra Deposits ‘
- Limitations were also brought to Importation on Credit..

- Limitations were brought to private sector's activity
in the trade of iron and steel and the exploitation of
mines.

Phase I (February - March 1978)

Phase one of the package concentrated on eliminating the
guarantee provided by the Central Bank against changes in the
exchange rate for convertible lira deposits, on imposing an
‘end to the short term foreign borrowing, on stiffer contradls
on' imports with waiver, on encouraging Turkish workers abroad
to channel their savings into the Turkish Economy.




i
- 17 -

! . .

One of the measures was the discontinuance of the Central’
Bank's guarantee against changes in the exchange - ~rates - for,
convertible lira deposits -- a type of short term foreign cre-
dit widely used by private enterprise in Turkey t¢ finance im-
ports. . : :

Another Government measure involved tighter control of im--
ports -with waiver. '

'As of March 18t, 1978, Turkish travellers returning home
were not permitted to import anything other than "their per-
sonal belongings".

Migrant Turkish workers in particular were encouraged to
transfer their savings home in cash rather than to flood the
home markets with a variety of consumer goods, such as radios,
tape recorders, TV sets, cameras, etc. The public display of
such goods imported by returning travellers was banned as of
March 1st 1978. o ’ - :

" Foreign trips for tourism purposes were restricted to one
journey every two years. And the maximum amount of hard cur-
rency allotted for each traveller was set at $ 500-down . .from
the previous year's level of § 600 and from the old time-high -
of $ 800. ‘

Imports through the "acceptance credit" system havé also

been hard hit. The list of goods that could be imported with
such credits had been narrowed down and several items such as

marine vessels built in -foreign dockyards, agricultural trac-
tors, CKD parts for motor cars, aircraft and helicopters, te-~
lecommunication devices (excluding those used in the manufac-

ture of TV sets), natural and man-made rubber, artificial fi-
bers, marino wool and jute sacks were letf out of the list.-

ImpOrté of steel and petrochemicals through acceptancétne—
dit were to be handled entirely by the public sector.

‘Tight - Budget

- At the end of Phase I of the package, the 1978 fiscal

year budget was pushed through Parliament. This was kept as
“tight 'as practical to try and increase State revenues through

a series of tax measures and to keep State expenditures as low
as possible, : o

.. Then came the introduction of the 1978 investment prog-
ramme, which aimed at a modest growth rate of 6.1% in 1978 and

at increasing exports and decreasing imports.
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1978 Devaluation

- The devaluation announced on the 1St-of’Mar§h, 1978 was
just one of the measures taken by the govermnment to check the
economic rece581on and to drag the country back from the bottle-
necks.

Under the néw parities, the Lira lost 23% of its value
against the Dollar, 25% against the German Mark, 27m against
the Swiss Franc and 24% against the Pound- Sterllng This was
Turkey's biggest devaluation since 1970 when the Lira was de-
valued by 66% against the Dollar. It complemented a 10% deva-
luation of September 1977 that was widely con51dered 1nadequ—
ate in ,banking and business circles, .

A day after the devaluation, the Ministry of Finance
made a thorough reshuffle of all tax rebate rates for ‘exports.
The idea appeared to be to ease the Treasury burden, since
with the devaluation, major export. commodities would " become
more .competitive in world markets  and sell better. Thus rates of
tax rebate wére considerably lowered and rebates for cotton ‘and
tobacco exports completely walved o '

Phase 11 (September 1978)

Phase I contained a reshuffling of the money'and cFedit_r
system, The aim was to promote voluntary sav1ngs, curb money
supply and to dlscourage consumer spendlng o

"Ihterest Rates
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- The interest rates on bank deposits were increased dsk
a part of the package. :

Interest rates for savings deposits were raised -and
bank credits were made more costly. Banks increased . their
prime lending rates to 16% from 14% -- which meant that the
final cost to the borrower would be around 25m, ‘taking into
consideration bank charges, fees and duties. But the Central
Bank also created a new fund, the-so-called "Interest Diffe- -
rence Rebate Fund", whlch'was used to help finance credits fon
selected 1nvestment projects. :

Following these measures corresponding adjustment in
N the,rediscount rates by the Central Bank was announced. Gene-
ral rediscount rate was raised from 9.0% to 10%.
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Phase III (March 1979)

The "Economic Rescue Progfamme" was announced by Prime Mi-
nister Bulent Ecevit on March 21, 1879.

The new austerity plan, designed to cure the national eco-
nomy laid special emphasis on Turkey's. own resources to main-
tain a steady rate of growth in the GNP. It ruled out a deva-
luation ~ for some time - and relied almost wholly on domestic
remedies. - : :

The six major targets of the Recovery Program were:

To ease the critical foreign currency situation.
To reduce the rate of inflation
To increase use of productive capacity

To discourage consumption and channel gsavings to
priority areas :

b W R

5. To concentrate new investments in certain key areas
and give priority to incomplete investments ‘

6. To achieve a just balance in income distribution and
to take measures to ease unemployment.
The main policy measures were declared as follows:

- Public spending will be cut down; to effect a slowing

down of price increases. Surplus office staff. and wor-
kers will be reduced under a programme and by exchange among

organizations.

- Local administrations will increase their services to
help cut down the increase in prices, public transport
of state enterprises will be subsidized and encouraged. Re-

dugéd fares will be applied on ships and on the railway.

- Regulatory sales of basic goods by municipalities will
be reorganized so as not to adversely affect private
shopkeepers. g -

- To step up production, priority Will be given to power
production and irrigation.

- The technological and productive potential of the Tur-
kish armed forces will be fully utilized.

- The resource of the state and the public will be com-
bined for exploitation of minerals.

- The shift back to coal from fuel-oil will be accele-
rated,

- Private transport will be temporarily restricted to
save fuel. ‘

- Measures will be taken to decrease unemployment and la-
bour-intensive projects will be extended.

-  Consumption of luxury goods will be restricted,and pro-
ducers of such goods will be encouraged teo export.
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- Firms will be encouraged to profit  from increased
sales instead of high profits, S

- The production and export targets of several key State
economic enterprises, have been re-arranged ..and in-
creased through the revision of the 1979 investment programme.

The Supreme Planning Council has advised the government to
promise extra bonuses to the personnel of state economic en-
terprises who surpassed. their production targets. The same
ruling has also set new export targets for the same enter-
prises. :

Under anotber government ruling, the State Economic Enter-
brises were reqguired to earmark 25% of their increased revenues
through higher prices for a new support fund. The fund would
in turn be used to cover the operational requirements of en-
‘terprises that did not increase the prices of their goods and
services. '

Multiple Exchange Rate System
for Workers! Remittances and Tourist Currency

: On April 10, 1979 the government moved to .eliminate
the wide’ cross—-rate differences created in the foreign ex-—

change rates of the Lira.

The parity of the Lira against the U.S. Dollar was re-
adjusted in view of the steady rise in the value of the dollar
in international markets. The new parity was set at TL 26.50
from the previous value of TL 25,

While other exchange}rates-remained the same, the Li-
ra was revalued against the Swiss Franc. The new parity to

%Eelgwiss currency was set at TL 15.50 instead of the previous
.B67.

A second move, apparently designed to attract more hard
currency into Turkey, involved a 40% premium for all workers'
remittances and hard currency exchanged by incoming travellers
at- State supervised exchange offices. It also covered addi-
tional premiums for hard cash remitted to Turkey. According
to a Finance Ministry communique, for all hard currency, the
holders of which were under no obligation to transfer to Turkey,
an additional TL' 10 premium would be paid per Dollar for one
month, until May 9. The additional premium would be lowered to
TL 5 per dollar in the following month. After June 9, the ad-
ditional premium system would be discontinued.

Though this operatién‘had been described as '"preferen-
tial treatment" for workers' remittances and tourist money, this

was tentatively an introduction of a multiple exchange rate.

- ' Exporters would continue to pe paid TL 26.50 for every
Dollar they remitted home.
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Measures Aimed to End IllicitQGold Trading

‘The Finance Ministry obliged all gold traders to'obtain
a license from the Ministry. v o ;

Gold traders receiving such permit would also he required
to hold special books to register all gold transactions. They
would keep record of all gold inflow and outflow (sales) as well
as the amount and location of gold the trader kept for non-commer-

cial purposes.

S
\

.Financing of Eprrt ManufacturerS'.Import Requirements

The Finance Ministry had allowed manufacturers (the
so-called exporting industrialists) to use half of their fo-
reign currency revenue for their own import needs. Previously,
such manufacturers were allowed to use only 25% of their fo- -
reign exchange .income for import financing purposes.

Bank Interest Rates

The decision on bank interest rates, effective on May

1, 1979 was taken under the Economy Strengthening Program by the

Council of Ministers.

.. In general, all intgrest‘rateswon.lending, credit, de-
posits, investments included in the annual program, . médiunm,
long .and short term credits were increased but interests on
credits received by the state sector and cooperatives were un-
changed. ‘ I _ .

INTEREST RATES on BANKING OPERATIONS

FedTum

: . . Agricultural
6Demand Time Deposits | qopp & Artisans Others
eposits (over 1 .year) -| gpadits Credits ' '
1, 4,1969 2.5 7.0 - 9.0 10.5
1.11,1970 3.0 9,0 12.0 10.5 11.5 |-
11, 3.1973 3.0 6.0 12.0 9.0 10.5
11.10.1974 3.0 9.0 14.0 10.5 11.5
1. 4.1978 3.0 12.0 ~ 20.0 16.0 10.5 16.0
1. 5.1979 3,0 20.0 - 24.0 20.0 16.0 19.0
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INTEREST RATES of BONDS

’ : Privaté

Date -Goifrﬁﬁent ' Sector

. onds Bonds-
30.5.1978 11.2 ' 18 %
30.5.1978 14 % \ - %
15.6.1978 R : 21 %

8.5.1979 18 % e -

11.5.1979 ‘ - . 25 %

New Procedures on Leﬁding,

According to the Central Bank Board of Directors . de-
cision on the basis of the decree by the Council of Ministers,
the interest on medium and long term credit was increased from
16% to 20%. Short term preferential credits extended by the
Central Bank had the interest raised from 14 to 16% and the
interest on all other credits was raised from 16 to 19%.

The ratio of the interest banks receive to be trans-—
ferred to the Central Bank to build the Interest Difference Re-

bate Fund has also been increased.

The interest rate of agricultural credit extended by
the Ziraat Bankasi (Agricultural Bank) has been increased from
10.5% to 14% for short term and from 10.5% to 16% fdr medium
and long term. The "interest rate on credit Halk Bankasi
(People's Bank) extends to small industrialists and tradesmen
has been increased to 15% for short term and 16% for long.The.
interest on medium and long term credit extended by -the Turki-
ve Emlak Kredi Bankasi (a bank that extends credit to purchase

of housing primarily) has been determined as 12%.
Preferential Status of Migrant Workers

It was declared that higher interest rates should be
applied to saving accounts opened by migrant workers either:
by transfer of foreign currency or by exchanging banknotes.
The interest on deposits with a term between 1 and 3 years
would have 10 points added to the normal interest rate and .
savings with a term longer than 3 years, 15 points. The
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difference would be met from the "Interest Difference Refund"
The purpose of this practice was to encourage thrift among
migrant workers and an incentive to send their savings through
legal channels. ‘

Interest Rates for Investment Credits

Amendments were also made in the interest for credits to
be extended to investments in the general incentive tables of
the annual programs. The table was prepared in a different.man-
ner than previous years and the scope has been widened. A de-
termination was made of interest rates of credits to be ex-
tended to export oriented fields and mass transportation i~

‘vestment credits to be extended to municipalities.

Rediscount Rates

The Central Bank has redetermined "medium term indus-
trial rediscount credits" and sent the list to banks comxnned.

Under the new organization, conditions gaverning re-
quirements for fixed capital and net assets to receive credit
for project investments have become more strict. The previous
term of 3 years for operation credit extended by banks has been

increased to 5 years. A new requirement on bank's contribu-
tion has also been introduced.

The Central Bank has also raised the ceiling on fixed
investment amount for projects. The previous ceiling of 10 M
(ex customs) has been raised to TL 30 M. In preferential sec-

tors, the previous requirement of fixed investment value (ex

customs) that was TL 5 M has been raised to TL 15 M.

All rediscount rates applied by the Central Bank were

. raised by 1-4%.

Export Oriented Industrial Investments
to Receive Interest Difference Refund

As a measure to increase export possibilities, new in-
centive principles had been introduced for investments inthe
industrial sector. Investments in the industrial sector would
benefit from a "Interest Difference Refund" in addition to the
principles adopted in the General Incentive Table,

Under the above practice, an investor that received
credit to realize the export oriented investment would get the
interest back from the "Interest Difference Rebate Fund". If
it was found out that the credit was used for other purposes,

- the refund would nat be available.
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Stand-by Agreement with IMF

Turkey's relations with the International Monetaryme
(IMF), since late 1977 during the Demirel Government and early
1978 when the Ecevit Government assumed power, was sealed with
an agreement in July 1979 after the Executive Board:of IMF ap-
proved the release of $ 325 million worth of credits to Tur-
key through a new stand-by arrangement.

Long before Turkey negotiated with the IMF, Western go-
vernments and banks made one thing very clear that their aid
package would depend on Turkey's reaching an understandingydxh
the Fund. :

In 1979, however, Turkey negotiated with the OECD oin.
a priority basis, and obtained aid pledges, then sat around a
table with the IMT.

Turkey would be able to use $ 600 to $ 700 million of
the total assistance pledged by the OECD and the Western banks
in 1979. The remaining part, totalling almost the same a-
mount, would be released in 1980.

' Furthermore, a $ 60 million programme credit had been
pledged by the World Bank. Thus, Turkey would have the option
of receiving $ 1,000 million worth of fresh loans until | the

‘end of 1979.

The Topics of 1979 Letter of Intent

The main commitments made under the 1979 Letter of
Intent are as follows:

Turkey promised; to introduce exchange rate adjust-
ements when necessary, to peg the Turkish Lira to a basket
of currencies instead of the US Dollar, to limit the public
sector borrowings from the Central Bank, to raise the prices
of the products and services of the State Economic Enterprises
and to improve their management, to restraint bank credits, to
push the new tax reform bill through Parliament in order to
extend the bugedtary revenues, to keep agricultural floor
prices within reasonable limits, to balance wage increase
and production output, to promote exports and to discontinue
the multiple exchange rate system, to stop bilateral payment
agreements with IMF members, to limit foreign borrowings, to
limit the current accounts deficit to %4, to lower the infla-
tion rate to less than %35 p.a.
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3. REASONS. FOR THE FAILURE OF
THE AUSTERITY PACKAGES

Evaluated from the ahove mentioned angles the stability
measures taken since August 1977 leave much to be desired,
t%ey seem to be slow, hesitant, late, ineffective, and deprived
of complementary measures. ‘In many instances, the measures
failed because the prerequisites were not provided at the right
time,

The accumulation of enough foreign exchange reserves be-
fore a devaluation is announced, seems to be the main bottle-
neck which did not allow an effective outflow and inflow of
foreign exchange to take place. This bottleneck induced the
reappearance of the black market even in cases where the af-~

ter-devaluation ‘rate of the foreign exchange was far higher
than the last rate at the black market before devaluation.

On the other hand, the expectational inflation became so
deeply rooted in the past few years that immediately following
the devaluation prices increased nearly as much as the rate of
the devaluation if not more. The low level of capacity use,
the time lags involved in importing the necessary inputs, and
the eagerness of the consumers to buy have all contributed 4in
the rise of prices.

The rate of the devaluations of the currency were soon ex-
ceeded by ever rising prices, due to a large extent to the
fact that the depreciation of the currency was not supported
by additional immediate measures to curb domestic spending. -

It is also clear that there should have been immediate
further increases in the price of petroleum and other basic
products, ' -

However the basic reason for the failure of the stability:
package is that the policies were half heartedly adopted just
to please IMF and they were not followed through. In particu-

lar the exchange rate arrangements did not preserve competi —
tiveness of Turkish goods and services partly because the rates

of the devaluations were often below the required rate, and
partly because no further adjustments were made in order to
keep the rate of foreign exchange at a realistic level. On the
other hand the lack of additional measures to be coordinated
with the devaluations allowed prices to increase at rates much
higher than pre-devaluation rates. The main reason for the
failure to obtain a sharp reduction in the rate of inflation
by the end of 1978 as well as during the whole of 1979 is to
be found in the weaknesses of domestic policies, the lack of
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timing and of coordination between the measures. In the case

1 Ik of Ecevit's policy mix the coexistence of short term measures

g i to manage the economy and long term measures to change the

g il structure of the Turkish Economy towards a direction conside-
- rably different from past trends has decreased the effective-

© | : ness of domestic policies, )

‘B Under these circumstances, the rate of inflation accele —

ri - rated and with the exchange rate remaining unchanged, the com-
. petitiveness of the economy deteriorated. Tardiness in ef-

| S fecting measures to raise public sector revenue meant that the

§ i borrowing requirements of the public sector grew sharply and

| contributed to a very large increase in reserve money, in the

,\ S last months of 1978 and all along 1979.

Il 18

T T
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APPENDIX TO CHAPTER 11

CHRONOLOGY OF MAIN ECONOMIC POLICY MEASURES

1977

(augusT 1977 - NovemBer 1979)

August 16 -

September 9

September 12

September 14

September 20

Prices of monopoly products are increased. (60-120
percent).

Package of measures:
(1) Sales of pig iron, steel ingots, rolled prodqcts,
sheets, cement and paper have been suspended.

rd

(2) Import guarantee deposit rates were increased to
30 percent from 20 percent for Liberalised List
I and to 15 percent from 10 percent for Liberali-
sed List II. '

(3) Prices of o0il and oil products, cement, paper,
iron, electricity, postal services and domestic

air flight fares were increased. ;Zm _

Turkish tourists are allowed to travel abroad cr1ly//
once every year. The IMF mission departed.

The Minister of Industry and Technology and the Mi-
nister of Interior applied to the Governors of the
Provinces in relation to price rises.

Duties on goods brought by travellers were regulated.
New wishes were expressed by the Minister of Finance
concerning taxes.

(continued..)
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CHRONOLOGY OF MAIN ECONOMIC POLICY MEASURES: -(Con‘d)

1977

chober

QOctober
October

October

October

October

September

October

September

September

September

3

A

11

13

22

23

26
27

The Turkish Lira is devalued against the U.S. dollar
by 10 percent. The new parity is TL 19,25 = $1. A
tax refunding of 5 percent covering a number of ex-
port items was issued. : -

The right to regulate sales on installment was bes-
towed to the Ministry of Finance and to the Central

Bank. Import guarantee deposit rates were increased.

 Additional reserves against bank deposits were raised

Talks with IMF started in Washington.

30-50 percent import possibility against Convertible
Turkish Lira Accounts was announced.

Government salaried personnel cadres were frozen un-
til March 1978.

The Ministry of Commerce bestowed to Municipalities
the duty to conduct price controls. Imports with wai-
ver were made subject to further restrictionms.

* The Prime Ministry suspended purchases, auctions and

renting of the Public Sector. Hiring.of new persommel
was discontinued. '

Tax refunding of 10-15 percent and export price gua-
rantee was given to the export of tobacco.

Imports with waiver of house goods were subject to
further restrictions. Imports with waiver of cars
was further regulated to preserve vested rights.

The IMF mission returped. Transportation prices of
truck and busses were raised. Goods are to be la-
belled. A price stability fund is created.

o
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CHRONOLOGY OF MAIN ECONOMIC POLICY MEASURES: - (Con'd}

1977 ! - | \ -
October 15 - Prices of vegetal oil and margarine were increased.
October 17 IMF insists on a lower rate of,gfthh. Issue of new

currency was accelerated.
October 18 Imports for 1978 were set at $ 6 b11110n.
October 19 Discussions with EEC on textiles and cotton thread.

Civil servants and pensioners are granted an addi-
tional payment of TL 750 - 1000.

November 30 New regulations for the encouragement of exports.
Foreign individuals and corporations who have or
will deposits in Turkish Banks in the form of
Convertible Turkish Lira Accounts are allowed.

December 1 Exports on credit are further regulated.

December 2 The Turkish Lira is further devaluéd. The minimum
wage is raised by 47 percent from TL 75 to TL 110.

1978
January 27 The 1978 Import Regime is announced. Imports are
fixed at § 4850 million as compared to $ 5800 mil-
lion in 1977. Under a waiver from GATT s £t amp
duties on imports are increased from 9-10 percent to
22.5-25 percent. '
February 1 Sales on installments are further regulated. Inte-

rest rate increases to 20 percent.

February 17 Starting with March 1, 1978;

(1) Turkish tourists are only allowed to travel ab-
road once every two years.

(2) A travel tax of 50 percent is levied on purchasg
of foreign exchange and titles of transport.

(3) Gonvertible Turkish Lira Deposit accounts, ac-
ceptance credits and foreign credits used to
finance imports will no longer benefit from
the changes in the value-of the Turkish Lira.

(4) Shops selling foreign consumer goods are closed.

(5) Commercial banks are not longer permitted to

utilize CTL deposits for import financing.
February 28 The annual lending rate for long and medium  term

. bank credits is increased from 14 to 16 percent.

(continued..}
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CHRONOLOGY OF MAIN ECONOMIC POLICY MEASURES: - (con’d)

1978 |

March 1 The Turkish Lira is devalued by 23 percent against
the US dollar. The new rate is TL 25.00 = $ 1 a-
gainst TL 19.25 = § 1, previously. Higher interest
rates starting with 18t of April. The interest rate
on tax exempt treasury bonds is raised from 11 per-
cent to 14 percent. '

March 2 Tax refunding rates on exports are decreased.

 March 8 SEE prices are increased for textiles, petro-chemical
products, iron and steel, dairy, meat and fish pro-
ducts, railways, airlines and maritime transport.

March 28 Payments for differences of foreign exchange rates in
imports against commodities is extended from 3 to 10

months.

April 25 Convertible Lira Deposits to be converted through
pre-devaluation foreign exchange rate§. The Central
Bank increases rediscount rates from 7-10.5 percent'
to 9.5-13 percent.

May 30 The interest rate on tax—-exempt treasury bonds is
raised from 11 percent to-14 percent.

‘June 8 Profit margin for retailers is increased from 10 to
18 percent.

June 15 ' The Central Bank increases the interest rate on pri-
vate sector bonds from 18 percent to 21 percent.

July 6 Tax rebates for exports are rearranged. The maximum
rate is increased from 25 percent to 35 percent. The
scope of goods enjoying rebates is enlarged to in-
clude textiles, products of the automotive and ship-
building industry and other manufactured goods.
Exporters are allowed to utilise 25 percent of fo-

reign exchange earnings for financing their import

requirements. Exports'against acceptance credits are
permitted.

September 13  The Government increases the price of fuel and sugar.
The price of high octane petrol is raised by 69 per-
cent, regular petrol by 63 percent, diesel fuel by
28 percent.

(continued..)
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CHRONOLOGY OF MAIN ECONOMIC POLICY.MEASURE#: - (Cont'd)

September. 19

September 20

September 21}
September 30

October 4
October 7
October 17.
0ctober‘24
October 25

November 21

. more of tax exempt soclal security organisations is

New foreign capital and foreign credits to benefit

from changes in the value of the Turkish Lira. This
practice started in 1972, was later discountinued at

beginning of 1977.

The interest rate on time deposits of 2 years and

limited to 14 percent.
Adjustment of Foreign Exchange Rates

Adjustment of Foreign Exchange Rates

Feed prices are increased

Adjustment of Foreign Exchange Rates .
Adjustment of Foreign Exchange Rates
Adjuétment of Foreign Exchange Rates

Salary indicators of government employees are changed.
An additional allowance of TL 800 to TL 1000 for
State employees and old age pensioners is granted to
compensate the increase in the cost of living.

Price increases granted by the Price Control Commit-

tee to milk, butter, soap, detergents, automotive
products, batteries and consumer durables.

1979
January 1 Turkish citizens are only allowed to travgif
abroad once every three years. L
January 27 The new Import Regime is announced. /4

February 27

February 28

March 8

Private banks are to deposit 50 percent of-/their fo-
reign exchange income to the Central Bamk. The 1979
Budget was -enacted as 406.875 million TL.

Mixed feed prices were increased by an average-of 23—i
35 percent. B

=
Regulations of State auctions are changed. Provi-
sional guarantics are increased, the limits of parti-
cipation of foreigners to government auctions are ex-
panded.

{continued. .)
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CHRONOLOGY OF MAIN ECONOMIC POLICY MEASURES: - (cont’'d)

1979

March
March
March

March
March

March
March

March

March

April

April
April

April

March

11

March 19

21

22

2
214

27
27

29

31

10

List of Encouragement measures for 1979 are announced.

Price increases for iron-steel, cement, sugar.

Export price for cement is determined 130 TL-per ton
below domestic price.

A program for the Strengthening of the Economy is an-
nounced.

New principles are set for the implementation of the
Foreign Capital Law within the limits of Law No. 6224.

SEE are made liable to create a surplus.

Foreign pharmaceutical firms were made liable to pro-
duce and export active ingredients of pharmaceuticals

Production and Export targets for SEE were announced.

A Fund for 0il Exploration for regulation of oil ac-
tivities is establigshed in the Central Bank.

Interest rates are raised. The interest rate on tax
exempt treasury bonds is raised from 14 percent to

20 percent.

The Ministry of Industry publishes a list of leading
initiatives.

Exporters are to bring in 45 days their foreign ex-
change proceeds.

Minimum wage is being adjusted.

Official cars of 6-8 cylinders to be replaced with
home-made cars,

The parity of the Turkish Lira against the US Dollar
was readjusted to 26,50 from the prev1ous “TL 25,00=
$ 1. 40% premium for all workers' remittances and
hard currency exchanged by incoming travellers at
State-supervised exchange offices. In addition a

10 TL premium to the dollar until May 9 reduced to

5 TL thereafter until June 9, 1979. Manufacturers
allowed to use half of their foreign currency revenue

for their import needs.

(continued..)
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CHRONOLOGY OF MAIN ECONOMIC POLICY MEASURES: - (cont'd)

1979

April

Aprii

April

April

April

Aprit

May |
May 14

May 23

1

12

13

16

26

30

Jupe 1

June &4

ALl those dealing commercially with any kind of gold
are obliged to get permits from the Ministry of
Finance.

Entrepreneurs employing Turkish workers abroad have
to transfer half of the income of their workers to
Turkey.

The rates of interest for bank credits have been
raised.Interest rates for medium term credits were
raised to 19 Z, interest rates for priority projects
to 16%, and commercial credits to 207%. These.rates
were 162, 147 and 167 respectively. Banks will de-
posit 77 of the commercial credits and 2% of the
other two to a special fund to be opened within

the Central Bank. :

. Interests for loans of medium and long term were

raised from 16Z to 20%. Interest on short term
credit from 14% to 16%. For all other loans inte-
rests were raised from 16% to 19%.

107 additional interest will be given to workers
who will exchange their foreign exchange into Tur-
kish Liras and deposit them on 1-2 year term 1nto
a bank deposit.

The interest rate on state securities has been
raised to 187. '

Rediscount rates for the Agricultural Sector, small
industry and artisans have been raised to 11.57 from
8%. Rediscount rates for Turk Halk Bankasi raised to
127. S

Minimum wage was raised to 180 TL. per day or 5400
per month from 110 per day or 3300 per month.

Rate of interest on securities of the private sec-
tor has been raised to 25 (from 21).

The exﬁort regime for 1970/1980 was announced.

Minimum wage in the agricultural sector was raised
to 160 TL perday from 90 TL.

Agricultural support prices for all cerealé,livihg
stock and wool have been declared.

(continued..
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CHRONOLOGY OF MAIN ECONOMIC POLICY MEASURES: - {(cont'd)

June 6

June 7
June 9

June 11
June 12

June 13

July 6
July 18
July 20
August 29
October 1k

October 16

- Qctober 17

November th

November 26

Meetings for Turkish-Soviet Union Economic Coope-
ration have lasted, after signing 7 different
agreements.

Turkey asks for "bridge.financing" from the Bank
for International Settlements.

New regulations for the encouragement of exports
have been declared.

Prices of agricultural fertilizers are announced.

Turkish Lira. has been devalued against all foreign
currencies (247 on the average)
Tax rebates on exports have been lowered.

- Prices of petrol and alcoholic drinks are incre-

ased.

Prices of all iron-steel products have been incre~
ased

Total import volume for 1979 is being planned to
rise to 8 6.4 billion.

The foreign exchange rates of the Turkish Lira
have been readjusted (except the USA § rate.)

The Letter of Intent of the Turkish Government
was approved by IMF.

Agreement was made fér the postponement of 2,2
billion dollars worth of CLD debts.

Partial elections were held., The Justice Party
won all 5 parliamentary seats.

Results of elections of Semators: Justice
Party 33, Republican People"s Party 12, . Na-
tional Salvation Party 4, Nationalist Action

Party 1. Distribution of votes: J.P. 477,
RPP 12%, NSP 9%, NAP 6%.

Prime Minister Ecevit resigned.

A ney government was formed under Prime Minis~
ter Demirel.

Prime Minister Demirel received a vote of con~

. fidence (229 Yes, 208 No, 1 undecided).




!

CHAPTER 111

"THE MAaIN INGREDIENTS
~ OF PriME MIN1STER DEMIREL'S
 STABILIZATION PROGRAMME

The Demirel Government came into office at the beginning
of 1980 and initiated a stabilization programme as of January
25th, 1980. ’

The stabilization . package includes both traditional
policy ‘measures and new elements aiming ati qualitative
changes in the functioning of the economy. Devaluation
of the Turkish Lira, price increases for the key products of
the State Economic Enterprises, abolishment of subsidies of a
number of key commodities and new interest rates for ‘commer-—
cial bank credits are the main elements of the first category.
A strong move toward more liberal economy by price decontrols
both in the public and private sectors, more liberal policy to-
wards private capital both domestic and foreign are the prin-
cipal elements of the policies in the second category. There
are also elements of a third category aiming at improving the
deterioration of income distribution through a revision of
these laws. This last category includes also some elements a-—
lien to the package and introduced during the debates of the
1980 budget in the parliament and the senate, as in the case
of the rise of salary coefficients from 25 instead of 22 as
has been proposed by the Government.
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A SYSTEMATIC CLASSIFICATION of THE POLICYIMIX .
of THE STABILIZATION PROGRAMME:

A. MEASURES to INCREASE
FOREIGN EXCHANGE EARNINGS

- Devaluation

Reduction of stamp duties on imports

Abolishment of import duties for the

imported inputs of export products

Establishment of Price Stabilization

) and .Support Fund :

- Encouragement of prefinancing exports

- Automatic adjustment of cross rate differentials

~ Additional promotion measures to exporters
and industrialists :

- HNew rules for the purchase of offices and
residential housing by Turkish workers
abroad against foreign eXchange.

X1

B. MEASURES CONCERNING PRICE FORMATION

- Abolishment of the Price Control Committee

- 'Autonomy of State Economic Enterprises
in price fixing :

- Elimination of subsidies from certain
commodities, decrease of the rate of
subsidization in the case of some other
commodities.

- Exemption of the import of newsprint from
import taxes. .

' - Substantial priée:increases for every key
commodity produced by the State Economic

Enterprises
~ Price hikes for petroleum products

C. MEASURES RELATED TO INCOME DISTRIBUTION

- Indexation of wages
- Revision of tax rates, tax immunities.

D. MEASURES CONCERMING FOREIGN CAPITAL
AND FOREIGN FIRMS

- A frame decree on foreign capital bringing a more
~liberal attitude to law 6224,
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- Payment scheme for non guaranteed forelgn
commercial debts

— Amendments to the fund decree number 20

(concerning oil production)

A new policy decision on oil exploration

E. ADMINISTRATIVE MEASURES

- TEstablishment of the Coordination Committee

- Licensing requirements in exporting reduced

~ “Abolishment of export registration

- Establishment of the Money and Credit Board

- Establishment of the Foreign Capital Department
within the Prime Ministry

- Establishment of the export and Investment
Encouragement Department within the Prime
Ministry

F. LEGISLATIVE MEASURES

-~ Abolishment of the decree on the nationalization
of the mines

-~ Abolishment of State monopoly in cigarette
manufacturing

-~ Revision of tax laws

~ Authority to issue decrees. for encouraglng
export and investments.

- Abolishment of State monopoly in cigarette manufacturing

THE GOALS of THE POLICY MIX

The goals of this package of measures are to curb the gal-
loping inflation, to improve the balance of payments, to .in-
crease national product and employment and to open the economy

to the rest of the world.

Will the government succeed in attaining these goals?Much
will depend on the success of the government in overcoming the
acute foreign exchange crisis, utilizing the existing pro-
ductive capacity at a higher rate by procuring the required ma-

terial and energy inputs,

One important factor contributing to success is the fact
that inflow of foreign credits and rescheduling of debt at a
conslderable scale has almost been guaranteed. Mobilization
qf foreign currency necessary for long run recovery and growth.
will necessitate that domestic’ resources should also be mobilized
and employed in the most efficient Way
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It can be argued that the market mechanism has also become
alien to the Turkish Economic System for such a long period
that it will take time to demolish the distorted price mechanism.

ANALYSIS of THE ECONOMIC POLICY MEASURES

The package of policy measures unfolded on January 25,
1980 has been intended to be a shock treatment for the ‘ailing
economy.Devaluation of the Turkish Lira and price hikes for all types
of petroleum products, coal for industrial use and residential
heating, paper, cement and all types of steel products, ciga-
rettes and alcoholic beverages, sugar, railway tickets are a
small part of the huge package of measures. Included in the
bpackage is the important decision to grant autonomy to the
State Economic Entérprises in fixing the prices of their goods
and services with the exception of coal, fertilizers and elec-
tricity. Price Fixing Control and Coordination Committee es-
tablished by the former government has been abolished.These two
decisions are in accord with government's determination to let
the market forces play their role in the formation of prices.

With a decree entitled "Framework for Foreign Capital™ a.
series of measures have been introduced to accelerate and facili-
tate the inflow of foreign capital. A new national oil policy
has been drawn up. This new policy will utilize all available
domestic and foreign means for the .exploration and production
of oil. :

Traditional export promotion and monetary measures have
also been included in the package.But the monetary measures
seem to be the weakest element.The government has sufficed with
increasing the lending rates of commercial banks,keeping the in-

terest rates of the Central Bank unchanged.

Administrative measures include the establishment of a
Foreign Capital Division and an Export and Investment Promo-
tion and Implementation Division within the Prime Ministry. A
new Money and Credit Board has been formed to prepare policy
suggestions on monetary policy. The Coordination Board con-
sisting of the undersecretaries of various ministries will co-
ordinate the economic policies and activities of all governmen
tal departments.

" Policy measures include also the extension of foreign
exchange position of the authorized banks, government decree for
the liquidation of non-guaranteed trade arrears and a new decree
on foreign exchange allocation to tourists and businessmen.
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The Devaluation

With the devaluation of January 25, 1980 the parity bet-
ween the Lira and US dollar was reduced from TL 47,10=US$1 to
TL, 70.-=US$ 1. This is the second largest monetary operation
of the last decade after the 77.7% devaluation of the Turkish
Lira undertaken by the former government on June 1979,

Along with the‘devaluation, cross rates have been read-
justed to eliminate differentials therein.

Measures Complementary to Devaluation

The government introduced also several complementary mea-
sures to adjust the economy to the new parity rate. One of
the measures is the establishment of Price Support and Stabi-
1lity Fund with the Central Bank. Revenues of the Fund will
come from the export earnings of those agricultural products
included in the agricultural support purchase scheme. The

- amount of premium to be collected from the export of these
goods will be determined and announced by the money and Credit
Board for each export season on advalorem or specific basis.

Amount accumulated at the Fund will be utiiized to subsi-
dize agricultural inputs, and for the protection of agricultu-
ral producers against fluctuations in prices. for the promo-

tion of exports and financing of export oriented projects and
for export insurance according to the principles to be laid

down by the Money and Credit Board.

In order to reduce the impact of devaluation on the :cost

of imported input the government reduced the rate of stampduty
on imports from 25% to 1%. :

__ For imports which have not yet been cleared from the customs the
difference between the old and new rates will be collected by

the intermediary commercial Banks and depositéd to the special
account established at the Central Bank within five days fol-

lowing the payment by the importer.

- The time period allowed to the importer to pay the diffe-
rence in the exchange rates depends on whether the imported
goods are on the investment quota or not. Time period allowed
for the payment of exchange rate differences is up to three
years for investment goods tied to a specific investment pro-
jéect or imported- -under the investment quota list.  In this
case @he payable amount will be paid in 12 equal installments,
the first of which will be paid at the time the goods  are
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cleared from the customs. 1In the case the imported goods are
not tied to an investment project the payable amount will be
collected from the importer in four equal installments.

In case of imports for which :foreign exchange has not yet
been sold by the Central Bank or authorized Banks but for which
the Turkish Lira counterparts have been deposited the collec-
tion of exchange rate differences will be made as follows: If

the goods have not yet been imported the difference will be
collected lumpsum at the time of the transfer of the foreign

exchange. In case importation has already been affected due
differences will be collected at the time of the transfer.

Exports effected prior to the devaluation will be paid at
the new rate where foreign exchange earnings are remitted.But

the difference between the old and new rates will be deposited

at the special Account with the Central Bank. Exporters re- \
mitting their foreign exchange earnings one month before the—/)

deadline will receive an extra premium of TL 5 per dollar. —-

Limiting Scope of
The Multiple Exchange System

With the operation the scope of the multiple exchange rate
system has been considerably narrowed. Formerly, imports of
crude, petroleum products, fertilizers and imputs used in the
production of fertilizers were subject to the lower rate of
TL 35=US$ 1 along with the exports of agricultural commodi-
ties covered by the support purchases scheme. The new policy
is that only the imports plus pesticides and insecticides will
be subject to a lower rate of TL 55=US$ 1. All other inter-
national transactions will be subject to the higher rate of
TL 70=US$ 1. Though exports of agricultural commodities co-
vered by the support purchases scheme (tobacco, raisins, ha-
zelnuts, cotton, dried figs, olive oil, molasses, livestock,
cereal) will receive the higher rate, a premium to be deter-
mined by the Money and Credit Board will be collected from the
exporters to be deposited at the Price Support Stabilization
Fund established with the Central Bank. :

Monetary Policy Measures

Monetary Policy measures of the Stabilization Programme
indicate that the government has sufficed by adding 2 to 5 po-
ints to the lending rates of the commercial banks. Interest
rates charged on the medium and long term credits of commer-
cial banks have been raised from 20% to 22% and the rate on
short term credits from 16% to 21%. |
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LENDING RATES of COMMERCIAL BANKS

0l1d %- New %

A. General

a. Hedium and Long'term credits

(minimum term 2 years) . o 20 22
b. Short term credits ‘ : 16 21

'B; Specnfic

a. Agricultural credits extended by ZIRAAT BANKASI ,
(Agricultural Bank) (including the producers f
support credit extended by Agrlcultural Sale
Coqperatlves Union) :
-~ Medium and Long term credits - : 16 18
—— Short term credits - 14 .16
b. Occéupational credits extended by ' '
‘ TURKIYE HALK BANKASI. (Peoplée's Bank) to
/ A - small 1ndustrialists, artisans, merchants
and merchant's associations :
-~ Medium and Long term credits ‘ o 16 18
-- Short term credits . . ' - T 15 ¢ 17

c. Medium and Long term credits extended by
TURKIYE EMLAK KREDI BANKASI (Housing Credit 7 o
Bank) on housing and construction saving 12 . 14

d. Credits extended by ZIRAAT BANKAST on the sale
amount of bonds according to Law 5389 _ 5 5

e. Credits extended by development and investment
- banks by bonds to be floated with a term of at .
1east 5 years . , , - _ : free

f. Credits with a term of over 5 years (inclusive)
subject to a grace period of at least 2 years ‘ ‘free
{The source of these credits will be the saving
deposits in barks with the rates of interest
freely determined and the total cannot exceed tbe
subject dqp051ts) :

S o b e T R R Y S
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Pricing Pblicies

A d15t1ngu1sh1ng characteristic of the otablllzatlon Prog—
ramme is'its emphasis on the forces of the ‘market 1n the de-

termination. of prlces

'The scope of this policy i§ manifested withprice de-control
as its key element. Most dramatic move in this direction is |
the decision of the government to grant autonomy to the State
Economic Enterprlses in determlnlng the market prlces of their
goods and services. E .

Accordlng to the law regulatlng their operations the Stm@
Economic enterprises are de. . jute autfonomous in their pricing
policies. But the de facto 'situation has frequently been dif-
ferent with governments interfering with adopted policies which
kept prices below productlon costs in order to appeal politi-
cally to the publlc oplnlon - All. this resulted in huge los-
ses. D ‘ ‘

‘'The government haS takén‘a drastic departure from this;xﬂicv
and aimed at putting the State Economic Enterprises withinthe
orbit of market mechanism.  The decision adopted is that with
the exception of three commodltles considered as basic goods
and transportatlon services all the State Economic Enterprises
will be autonomous in .determining their prices, and adjust them
to changing costs whenever they seem necessary. The three ba-

: sic . goods that will continue to. be under government's control
are electricity for the production of ferro-chromium and alu-
minium, coal and all kinds of fertilizers. 1In addition :'to
these the government will continue to control the prices .of
the services supplied by the State Railways, Turkish Maritime
and Turkish Cargo Lines:

It is true that the problems of the State ‘Economic Enter-
prises do not end with price increase. The more 1mportantta$k

is to reorganize them in such a way that they become profit
earning institutions.  But this requires much more work - and
political courage. Over employment, mismanagement, ineffici-
ency, lack of incentives for higher product1v1ty are some of
the major problems facing the State Economic Enterprises. Un-
- less these problems are eliminated price hikes  may prove to
be an illusory and tran51tory solutlon
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Export Promotion Measures

The Stabilization Programme includes an important step for-
ward to reorganize all of the export promotion measures imple-
mented in Turkey. Activities concerning export promotion mea-
sures had been carried out by twe General Directorates for
promotion and implementation attached to the Ministry of Com-
merce and Ministry of Industry and Technology, These directo-

rates have now been abolished and instead a Department for Promo-
tion and Implementation has been established within the orga-
nization of the Prime Ministry. This Department will be res-
ponsible for all activities regarding promotion of export.

Exporters will submit an export project to the department.
If the project is approved it will receive an Export Promotion
Certificate. Holders of this certificate will benefit from
the following privileges: services of the commercial banksand
of the Central Bank in providing credits to the exporter and
the services of the insurance companies will be exempted of
the Banking and Insurance Tax and of all kinds of stamp duties
and fees. Foreign exchange will be allocated to exporters for
the import of the raw materials to be used in the production
of the commodities pledged to be exported, for the import of
the expansion of investment goods, for the expansion of their
plants or for the import of goods and raw materials needed by
themselves or affiliated industries. But the foreign exchange
to be allocated to the exporters for these purposes cannot
exceed the FOB value of the export. Imports of the materials
to be used in the production of exports pledged will be exempted
from all import taxes and duties.

An Export Promotion Fund has also been established with the
Central Bank to finance the preparations for export and to fi-
nance exports on credit. The revenues of the Fund will come
from the import guarantee deposits.50% of the import guaran-
tee deposits of the importers with the Central Bank will be
transferred to the Export Promotion Fund to be used in the fi-
nancing of exports. ‘

Foreign Investments

Under the new package, the government has launched a series
of measures to expedite and facilitate the inflow of foreign
capital into Turkey. The new policies also cover oil operations
in Turkey,.

A decree.called "Foreign Capital Frame Decree' introduces
several new clauses. According to the decree, foreign invest-




- 44 -

ment applications will be considered provided that they:

- help the economic development of Turkey,

—'operate in a -field which is-ppen to the Turkish private
sector,

- do not represent a mdnopoly or a special privilege.

All foreign investment applications will henceforth . be
considered by the Forelgn Capital Department of the Prime Mi-
nistry.

All applications to invest in Turkish banks orto‘Qmm rep-
resentative branch offices of foreign banks in Turkey are filed

with the Foreign Capital Department. But the final decision
shall be made by the council of ministers, which will act u-

pon the recommendations of the finance and trade ministries.

Another decree on foreign investments involved the éppli—
cation of new exchange rates on the capital in cash, in kind
and 1mmater1a1 rights, influx of foreign investors.

: Accordingly, capital and credits that have been brought intQ
Turkey before January 25, 1980 and exchanged at the official

departments, and capital and credit in kind of machinery and
the like that have been ordered to be cleared from the customs
before the same date plus immaterial rights on which a final
cost evaluation has been made, will be subject to the previous
exchange rate of US$ 1 = TL 47.10. Any capital and credit that

will be imported after Jan. 25, 1980 will be subject 'to new
rates, :

General Rules on Foreign Investments

According to the general rules, any investment in Tutrkey
in which foreign ventures will participate cannot have a fixed
investment value of less than US$ 2 M or more than US$ 50 M.
The foreign capital equity in the capital of the proposed ven-
ture shall not be less than 10% and more than 49%. And fo-
reign capital participation shall be worth at least one .‘mil-
lion US dollars.

Fore;gn capital is welcomed in the following fields:

Agriculture

a. Seed production

b Breeding cattle raising

¢. Production of animal feed plants
d Integrated livestock projects
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e. Production of fresh fruit and vegetables for export
purposes

f. 'Other investments that will help promote technologi-
cal advancements in agriculture.

Mining

All mines with the exception of those who have been taken
over by the state by the Mining Act.

- Food Industry

All types of food stuff investments provided that 30% of
the output 1s exported.

Textiles

a. Knit-wear and ready-ware industries with a 50% export
clause,
b. Ready-wear allied industries.

Forestry Products

a. Furniture making facilities with a 50% export clause,
b.- Furniture allied industries.

Chemical Industry
lron and Steel

a. Casfing facilities
b. Forcing and pressing facilities

Non-Ferrous Metals

All types of facilities

Motor Vehicles

Shipyards

Refrigerated trucks and trailers

Aircraft and helicopters (with the cooperation of
TUSAS)

Marine diesel engines

Diesel engines (with the cooperation of TUMOSAN)
Gasoline-powered engihes

‘Bus (40% export clause)

Trucks (25% export clause)

Automotive allied industry

0
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Metal Goods Industry
30% to be exported

Measuring - Control &
Optical Devices & Tools

Machine Tools,

a. Fields where cooperation of TAKSAN will be sought
k. OQOther fields :

Steam-Water & Gas Turbines

a. Projects in which the cooperation of TEMSAN will be

~ sought
b, Other fields

Industrial Machines
Heavy Duty Machines
Electric Machines

a. Projects in which the cooperation of TEMSAN will be
sought ' _
b. Other fields

Electronics Industry

a.  -Projects to be handled jointly with TESTAS
b. Other fields :

Applications for capacity increases will be reviewed by the
Foreign Capital Department on the condition that no changes
are made in the equity distribution and field of operation.

In investments where the participants of the Islamic Deve-
lopment Fund, the International Finance Corporation (IFC) and
similar international organizations are in question, there will

be no restrictions regarding the field of operations and the
amount of the fixed capital.

In investments to be undertaken by Saudi Arabia, Libya,I-
ran, Iraq, Kuwait, United Arab Emirates, Bahrain and Qatar in
Turkey which are export-oriented, restrictions on the fixed
investment amount and the equity participation will be waived.
Similarly, all supplementary investments to be undertaken by
these same countries will be exempt from the restrictionslisted
at the outset of the new Foreign Investment Decree (like the

fixed investment amount, equity participation, fields of ope-
ration and the minimum foreign capital investment).

LY
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Tor investments in the Turkish/ tourism industry, the re-
strictive clauses concerning foreign equity participation and
the fixed investment limits will be disregarded. But such in-
vestments must be of the following nature:

- Tourism complexes larger than 400-bed capacity, and
allocation at least 75% of the available capacity to
foreign traveller,

- Minimum 400-bed capacity hotels and integrated.hotei
and motel complexes. '

If any foreign venture is 25% owned by Turkish expatriate
workers then the same venture can control more than 49% of the
equity in any investment it undertakes in Turkey.

Administrative Measures

Several new departments have been formed within the . .go-
vernmental organization in order to carry out the measures of
the Stabilization Programme and to coordinate the activities
of various ministries.

Hitherto responsibilities concerning foreign capital were
scattered among various ministries. The newly established
Foreign Capital Department within the Prime Ministry will o-
vertake the responsibilities of the various ministries relat-
ing to commerce and industry. Thus, activities concerning pro-
motion measures will be directed from a single department.

‘Money Credit Board established with the decree # 8/166 on
January 24, 1980 will be composed of the undersecretaries of
several ministries, the governor of the Central Bank, ~The
Board will be responsible for securing coordination in  the
implementation of monetary policies, observing the developments
in the balance of payments and tdking the necessary measures,
drafting proposals on agricultural support purchases and their
prices, and providing for the distribution of credits accord-
ing to the principles of the Development Plans. The Board will
be chaired by the undersecretary to the Prime Ministry.

~ .- The Coordination Committee established within the office of
Prime Ministry will be chaired by the Undersecretary of the
Prime Ministry and will be composed of the undersecretaries

of various ministries including that of the State Planning Or-
ganization, the governor of the Central Bank and the secreta-
ries of the various chambers of commerce and industry. The
Coordination Board will be responsible with securing coordina-
tion among the concerned ministries relating to the implemen-
tation of the Development Plans, for preparing the principles
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of the import and export regimes, for providing coordination
- in matters concerning external economic relations, and import
projects.

Non-Guaranteed Trade Arrears

Along with the government's new Stability Programme,. a .
long-standing Turkish plan for the liquidation of non-guaran-
teed trade arrears, involving indebtedness incurred principal-

ly as a result of cash against goods and cash against docu-
ments transactions was set into motion. These debts havebeen

incurred for goods that were . imported into Turkey before
30.6.1979. Though payments had to be made before that date,
the Central Bank had defaulted because of enormous transfer

difficulties.

If Turkey's creditors acceptrthe plan, non-guaranteed trade
arrears, also called Suppliers Arrears, may be liquidated in
two separate schemes.

The Turkish Lira Option

‘Such option may be elected for the full amount of the

claim, upon satisfaction of such conditions as shall be pro-
vided by the relevant Finance Ministry communique. If the

creditor accepts payment in the Turkish Lira, then proceeds of
these accounts may be_used for the following purposes,

a. To finance the Turkish Lira expenses of the staff
of the creditor firm (their spouses and members of

the family included) for touristic visits to Tur-
key.

b, Investments in all types of tourism projects.

"e¢. As the new capitai injection, operational and/or
revolving capital funds of existing and/or would

be set up foreign capital firms in their invest—
ment and/or expansion projects.

d. To pay for the freight charges of Turkish flag ves-
sels, which are transporting goods between foreign
countries. : ‘

e. To extend créedits to the importing uiirms which
have imported goods into Turkey.
Deferred Foreign Currency Option

Turkey's creditors may also elect to demand payment in
foreign currency for their outstanding claims.
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If this option is preferred, then payments will be
made according to the fpllowing schedule. '

Number of Months : Payment.lnstallmenfs-as
After Acceptance Date- : % of Principal Amount

At the end of the 54th month
" " o 60th month..
" " " 66th month
n " n 72th month
" " " 78th ponth
" " " g4th ponth
" " " 90th month
" " " ggth ponth
o " " 102nd month-
" " " 108th month-
" " * 114! ponth
" " " 120th month-

- +

*
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All payments will be effected in US dollars. In im-
ports effected in currencies other than US dollar, the rate to
be used in the conversion of the currency in question to the
US dollar is the cross rate applied by the Central Bank at the
date this government decree has been promulgated (on Jan. 25,
1980). The applicable interest rate cannot exceed 7% per an-
num. Trade creditors will have to inform the Turkish interme-
diary banks within 90 days of their preferences. Creditors
shall produce all the relevant data and documents when stating
their options. In payments in foreign currency, the interme-
diary banks shall effect the payments from their own currency
positions and shall demand the TL counterpart from the Central
Bank at the time of transfer. '

In TL payments, for the equivalent of the TL to be de-
posited at an account in favour of the creditor, those up to
US$ 10.000 will be deposited in three bi-monthly installments
and those over US$ 10,000 in 12 equal bi-monthly installments,

i In rate-guaranteed transactions for which the TL coun-
. tervalues have been deposited at the Central Bank for “trans-
i fer, the valid exchange rate will be one dollar equals TL47.10.

The Turkish Lira difference between the prevailing rate  and
the Turkish Liras sent to the Central Bank shall be offset

from the special account. If the deferred foreign currency op-
tion is preferred, the TL counterparts of the principal amount
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and the accrued interest shall also be fipanced from the spe-
cial account, If the trade creditor opts to make available
his TL to an importer in the form of credit, then the maturity
period shall not extend 20 years and the annual interest rate
no more than 2%.

The elimination of debts incurred as a result of the
imports of petrol, petroleum products, fertilizer and fertili-
zer inputs shall not be subject to the provisions of this li-
quidation plan., Such debts shall be eliminated through a plan
to be devised by the Money-Credit Board.

Non-guaranteed trade arrears incurred as a result of
imports affected after 1.7.1979 plus commodities that are sub-
Jject to sales contracts conforming to international procedures
and acceptance import shall not be subject to be provisions of
this decree.

Turkey's non-guaranteed trade arrears amount to almost
US$ 1.7 billion! The number of claim holders is around 98,000.

The decree on the liquidation of non-guaranteed trade
arrears was supplemented by a TFinance Ministry Communique,
which described in detail what was meant by non-guaranteed
trade arrears, the trade creditor, the intermediary bank and
other relevant elements,

Expansion of the Scope of
Pre-Financing Credits

The ban on interest payments and collateralization of goods
against pre-financing credits secured by Turkish exporters was

lifted on February. 27, 1980 through a Finance.Ministry Com-
munique, . :

The utilization of pre-financing credits was expanded to
all agricultural and industrial goods earlier under the econo-

mic recovery programme unfolded on Jan. 25, 1980. Decree #25
authorized such credits for export periods up to 9 months in

the case of agricultural products and up to 6 months for in-
dustrial products.

As a further encouragement of the use of such credits, it
was indicated that the authorimed Turkish banks would not be
subject to the clause requiring payment of supplementary depo~
sit counterparts to the Central Bank, when allowing Turkish
exporters to draw up the TL equivalent of the foreign curren-
cy brought for pre-financing purposes, They would also not be
required to complete the "final purchase act' on the foreign
currency in question. .If the exports failed to materialize
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within the given period, the exporter is obliged to deposit
the equivalent of the credit on the basis of the prevailing
rate of exchange to repay the creditor. Thus the creditor al-
so enjoys an exchange rate guarantee. The circular of the
Ministry of Finance authorized LIBOR (London Inter - bank
offered Rate) interest payments prevailing for credits up

to 9 months in agricultural exports and up to 6 months for
industrial exports. Repealing thus the ban on interest for
such credits, the Ministry of Finance allows Turkish banks

to pay LIBOR interest (which currently ranges between 15.05%
for dollar loans up to six months) for all exports and not
only tobacco which was exempted from the bank under former
practice. ‘ :

One essential clause was omitted in the ruling; who is go-
ing to finance the difference if a monetary adjustment is made
in the value of the TL after a certain pre-financing credit is

secured., Since the ruling allows the creditor to enjoy full
exchange rate guarantee, it is assumed that the borrower will

make up the difference when the time comes to repay the loan.
But this has not been written into the circular.

The Ministry would soon issue a new circular clarifying
this controversial point. _

Under the same circular, the Ministry of Finance repealed
also the provisions prohibiting collateralization of goods by
banks for shipments to be made against pre-financing credits.
This action removes one formidable bureaucratic obstacle a-

gainst the wider use of pre-financing credits.

AMENDMENTS of RULES
on FOREIGN INVESTMENTS

In response to pleas that some of the rules of the January

25 decree on the promotion of foreign investments in Turkey
were too vague, inelastic and difficult to comply with, the

government on the last week of May introduced a set of amend-
ments, ‘

Most of the ground rules have remained unchanged, meaning
that the new modifications are of secondary importance, but

still yet warranted.

According to one new rule, the lower limit on the fixed
foreign capital participation in joint venture projects is be-
ing waived. The limit was previously $ 2 M. This means that
any investment in which foreign ventures will participate may
have a fixed investment value of less than $ 2 M. But the up-
per limit —— $ 50 M -- ‘has_been maintained.
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Accordingly,-any foreign capital participation can be worth
less than $ 1 M --and not at least $ 1 M as was the case pre-
viously.

-Through a new amendment, the government has allowed fo-
reign capital ventures to increase their capitals only in cases

of capacity expansions. If the request for capacity expansion
does not exceed a monetary value of $ 50 M, authorizationwill
be granted by the foreign capital division of the prime mi-
nistry. A foreign capital venture, in which the foreign part-
ner holds more than 49% of the equity, will apply to the same
division for permission to decrease the capital participation
of the foreign partner.

Another amendment covers tourist investments. Foreign ca-
pital participation in tourist complexes with a more than 400-

bed capacity will be permitted provided that 60% of the capa-
city is ensured for the accomodation of foreign travellers,vi-
siting Turkey. The previous limit was 75%. Foreign invest-

ments in yacht tourism with a minimum 60-bed capacity are al-
S0 permitted, _

One basic ground rule has not been changed --foreign in-
vestment applications worth more than $ 50 M will again be de-
cided upon by the council of ministers.

According to yet another government décree, exporters are
- now allowed to directly apply to their intermediary banks to
make use of the facilities offered --such as export credits,

differential interest rate subsidy, and exemption and excep-
tion from taxes, duties and charges,

Previously, such applications were being communiqued to
the Central Bank via the Incentives Implementation Department.
It was a useless and time-consuming formality.

But the new rule is applicable to those exporters who sell
their goods abroad against. convertible foreign currency.

Under the amendmént, banks are allowed to extend export
credits to the exporters of only industrial goods, minerals,

fresh fruits & vegetable and other farm products provided that
export contracts have already been concluded.

The amount of credit shall not exceed 80% of the export
revenue committed by the exporter. The maturity of the cre-
dits will vary according to the type of commodities involved:

a. For industrial products, minerals and quarrying pro-
ducts... 8 months.

/s
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b. For freshﬁfruit & vegetables; sea food and farm pro-
ducts subject to price support ... 6 months.

c. For other farm products ... 4_months;

In order to obtain an export credit the exporter.will de-
posit a letter of commitment with the bank involved. And the
bank will withhold 15% of the credit as guarantee deposit.

| . +

PLAN on THE ELIMINATION of ‘ :
NON-GUARANTEED TRADE ARREARS AMENDED o

A long-standing plan on the ellmlnatlon of non- guaranteed
trade arrears, which was strongly criticised by the claim hol-

ders as well as numerous OECD countries and which at one time
threatened to shake international confidence in the new econo-
mi¢ policies of the Demlrel government was flnally amended on
the last week of May.

In a few words, the ground rules of the amendment can be
summed up as follows : _ N

~— Outstanding claims can be turned over to third persons.

~~ They can be used for a variety of investment projects
in Turkey.

The amendment has also introduced one important clause
what is meant by non—guaranteed trade arrears?

In the previous decree, non-guaranteed trade debts were de-
fined as debts arisen from the goods not covéred by export in-
surance when they were shipped to Turkey and from the already
imported goods but transfer of which have not yet been realised.
Of these debts, the decree covered only those goods imported
into Turkey unt11 June 30, 1979. The new decree has expanded

. the time-1imit and covered the goods that were actually im-

ported into Turkey until December 31, 1979.

ENon—guaranteed trade arrears will be eliminated under two
options: Turkish Lira payment or foreign currency payment.

Any claim holder is now permitted to use the funds fC)ope—
rate trade centers in Turkey, which will be set up within the
framework of Law 6224, or to build and/or operate tourist fa-

cilities. He can also become a partner to a foreign capital
venture by shifting his claims in the appropriate way .
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If the Turkish Lira option is preferred, the claim holder
can use his funds to pay the freight charges of the ships sail-

ing abroad under Turkish flag between foreign countries, or of
Turkish licence- plate trucks travelling between foreign coun-

tries, ;

Ships built at Turkish shipyards may be sold to . foreign
firms against their claims provided sufficient amount of sheet
metal is de]lvered by the claimant. -

For payments in foreign currency, important changes have
been introduced: Previously, such payments were decreed to be

made only in US dollars: Henceforth, German Mark, British
pound Sterling, and French and Swiss France may also be used.

. Under the prev1ous ruling, the rate of interest to be ap-
pliéd for payment in foreign exchange was not to exceed 7%p.a.

In the new practice, rates are determined differently for each
currency: '

US $ annual interest rate : 6% -

a.

b. German Mark annual interest rate 4%

c. Pound Sterling annual interest rate 8%

d. French Franc annual interest rate 7% ,
e. Swiss Franch annual interest rate 3%

A new alternative has been introduced for those who opt
for TL payment. Accordingly, any foreign creditor with an out-
standing claim of less than $ 1 M is permitted to transfer his
claim to a4 firm or corporation to be determined by the Central
Bank. This is to be done provided that the claim holder ag-
ree to transfer his claim at a figure 10% less than over the
exchange rite prevailing at the tlme of the publication of
this decree. "For claims more than $ 1 M, these can be turned’
over to firms or corporation which have 51milar amount of claims.

~

Under the new decree, any foreign capital venture operat-

ing in Turkey under law 6224 is permitted to make use of the
outstanding claims of foreign firms to finance 1mports from fo-

reign based companies other than their partners. Such an op-

~tion is applicable only in TL payments., All outstandlngcﬂalms

will be calculated at the base currency rate of $ 1 = TL 47.10.

Those' who refuse to accept either of these options are li-
able to loose their claims. Their down payments and runswill

be tu{ned over to a.special account at the Central Bank,
i
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Those firms which have agreed to the new rules are bound
to communicate their preferences to Turkey via intermediary

banks before Aug. 30, 1980.

According to a government decree publiéhed.last week in

the determination of the well~head price of crude oil, the pre-
vailing market prices will be taken into consideration.

This rule is intended to protect the oil companies against
the adverse effects of international price fluctuations.

Under another amendment, a company which has obtained per-
mission to tap oil in Turkey shall be permitted to use its fo-
reign exchange earnings to finance its oil machinery imports.

In response to pleas that .some of the rules of the January
25 decree on the promotion of foreign investments 1in Turkey
were too vague, inelastic and difficult to comply with, the
government introduced a set .of amendments.

Most of the ground rules have remained unchanged, meaning
that the new modifications are of secondary importance, but
still yet warranted.

According to one new rule, the lower limit on the fixed
foreign capital participation in joint venture projects is be-
ing waived. The limit was previously $ 2 M. This means that
any investment in which foreign ventures will participate may
have a fixed investment value of less than $ 2 M. But the. up-
per limit -—— $ 50 M -- has been maintained. :

Accordingly, any foreign capital participation canbe worth
less than $ 1 M -- and not at least $ 1 M as was the case pre-
viously. ,



— 56 -~

REFORM IN THE INTEREST RATES POLICY

A government decree published in the Official Gazette first
week of June has added a new element to the new economic order

launched by the Demirel government last January: interest cei-
lings are being scrappeéd entirely in certain cases. The go-

vernment will no longer intervene with the lending and borrow~
ing rates of the commercé¢ial banks, which means that banks are

now allowed to freely negotiate the interest rates on time de-
posits and their credits,

Henceforth, commercial banks will compete with each other
and with private brokers to attract the savings of the public.
This competition for deposits will increase the efficiency of

the entire banking system. The same holds for investors, who

will be faced with costlier funds. The era of cheap invest-
ible funds is over and investors will have to incorporatemore

rationalty into their decision-making. Higher interest rates

on time deposits are expected to induce savings and help the

government to fight inflation on even grounds.

To assure the unhampered fﬁnctioning of supply and demand,
Turkey's Bankiig Union is barred from setting limits on lend-
ing and borrowing rates.

Exporters will continue to enjoy subsidised low cost cre-
dits and saving deposits by workers abroad against the sale of
foreign exchange will receive a premium of five points above
the current rates.

While the minimum reserve requirements .on sight and time
deposits are increased slightly, banks are allowed to issue de-
posit certificates, a new and welcome practice for the Tur-~
kish banking system, ‘

With the new decision, one of the weakest points of  the
January stabilization programme has been strengthened. The

government now has an increased chance to combat inflation and
pull the economy out of its present crisis,

The first sentence of Article 1 of the decree no. 8/900
reads:

"Banks (wiLl] freely defeamine and

announce the maximum interest nates
on thein {various Lypes of) credits.m

It took Turkey more than a decade at the cost of . conti-
nuous inflation, inefficiencies in the banking system and mis-

allocation of scarce funds for years to put such a policy de-
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cision into practice. No longer will the commercial banks be

protected from internal competition and operate in a cosy mar-
ket and no longer will the public be cheated out of their sav-
ings. Along with the interest rates on credits, those on time
deposits will also be freely determined by the commercialbanks.

Yet there are still some exceptions. Interest rates on
credits extended from the export promotion fund will be deter-

mined by the Money and Credit Board and those on. the specialized
credits of the specialized banks will be lower compared to ge-
neral credits by margins equal to the interest hebate rates.

The massive January stabilization programme had sufficed
by introducing marginal adjustments into the structure of in-
terest rates. But it was clear from the beginning that such
marginal adjustments would neither encourage savings nor curb

the expansion of money supply. TFor the latter purpose the go-
vernment could do nothing but rely on the IMF limits on the net

domestic assets and public sector credits of the Central Bank.
There were claims that shortage of money and liquidity hin-
dered economic acitvity. Complaints were mounting. That with

the present monetary policy export and production targets could
not be attained. '

" But it would be an inconsistent approach on the part of the
goverament to prop up the business with a cheap money policy
while being adamant in doing away with the age old practice of
propping up the ailing State Economic Enterprises (SEEs). At
the same time the problem of beating inflation required curb-
ing the spending spree of the consumers and channelling inves-
tible funds into productive activities.

S

Two options were available. Either to raise the interest
rates on time deposits to the level of inflation or let  the
forces of the market solve the problem,

The first option was inconsistent with the price decontrol
policy., If the government aimed at equalising interest rates

to the rate of inflation it would have to change - the former
when the latter changed.

'An important concern for business is whether the interest
rates on commercial bank credits will settle below or above

the previously determined rates. Indications are that lending
rates will rise due to the simple fact that rates on deposits
will go up.

With the decrees annual interest rate on sight-saving de-
posits has been increased from 3% to 5% while the official 1i-
mits on all categories of time saving deposits have been re-
moved, Banks will freely determine the rates that they will
offer to the time deposits of the public. Given that until
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very recently private bankers were offering higher rates to the
savings of the public than the officially determined rates of
the commercial banks and given that banks will compete. --with
each other to attract deposits, it is certain that interést
rates on time.deposits will definitely go up in the short-run.

LENDING RATES
of COMMERC|AL BANKS

Prior
to

Feb.

1,180

Feb.

As
of
1,'80

. of
July 1,

180

a.
b.

de

A. No Preferential Credits

Medium and Long Term Credits
Short-Term Credits

B. Preferentlial Credits

Agricultural Credits
extended by .the Ziraat
Bankasi (including
credits by Agricultural

Sales Cooperatives)
—-— Medium & Long-Term

—— Shott-term

. Occupational Credits

extended by Tiirkiye Halk
Bankasi (tc small in-
dustrialists, artisans,
merchants and merchants!
associations)

~- Medium & Long-Term

—— Short-Term

. Medium and Long Term Credits’

extended by the Tiirkiye Em-
13k Kredi Bankasi (on
housing construction)

. Credits extended by the

Ziraat Bankasi on the sale
amount of bonds according
to Law 5389

Credits by Development and
Investment Banks

. Credits with a term of over

5 years,

207
162

167

147
16%
15%
127
5%

firee

free

227
217

18%
167

187
17%
147

5%

free

free

‘free
free

(+)Equa1 to the difference between the 1nterest rate to be announced
by the bank and the minimum 1nterest rebate date.

Therefore

it is

not difficult to guess that the lending

rates will also go up. The legally determined rate on the non-
-preferential and long term credits of the commercial bank(which
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will be effective till beginning of July) is 22%. . What enable
banks to offer this rate is the fact that they collected de-
posits at lower rates, With higher rates in -deposits it will
not be possible to maintain it. |

. That all interest rates will go up is.alsp,partially'ini-
tiated by the fact that interest rates by the Central Bank to

the legal reserve requirements of the commercial banks have

been doubled. The rate on the reserve requirements relatedto
sight deposit went up from 5% to 10%, and that on reserve re-
quirements related to time deposits from 8% to 16%,

Effect}ve

INTEREST RATES on BANK DEPOSITS i 0ld as of
July 1, 1980

Interbank deposits free ' free
Public deposits

(excluding deposits of -

Social Security Organizations) 07 07
Commercial Deposits _ . ,
(excluding deposits of Cooperatives) - 0z 0%
Saving Deposits :

-- 8ight deposits 3% 57
~— Time deposits ' .
*% 3 months up to 6 months 87 free
** 6 months up to 1 year 127 . free
**% 1 year up to 2 years 207 free
®*% 2 years up to 3 years 227 free
*% 3 years up to 4 years 247 free
**% 4 years and more free free
-- Other deposits 3% 5%

ANTEREST RATES on
LEGAL RESERVE REQUIREMENTS

DEPOSITED WITH THE CENTRAL BANK

-~ On reserve requirements related to J
sight deposits and time deposits '
up to 6 months 5% 107

-= On reserve requirements related to _
time deposits extending 6 months 87 167




~ B0 -

The tight monetary policy strictly implemented by the go-
vernment since January despite the occasional protests of the

business is nothing but a proof of its determination to con-
trol inflation. One major motive behind the new policy is the
desire of the government to use interest rates as an anti-in-
flationary policy instrument. Evidently, this purpose will be
served to the extent that it encourages savings (discourages

consumption) and induces higher volumes of production. Higher

interest rates will induce greater volume of savings.

RATE 70 BE DEPOSITED TO THE [NTEREST _ '
DIFFERENCE REBATE FUND WITH THE CENTRAL BANK as of

Before

BY THE COMMERCIAL BANKS FOR THEIR .
PREFERENTIAL CREDITS July 1,19800 July 1, 1980
a. Credits with a term less than 2 years
- == Export credits 2/21 10%
. == Other credits _ 5/21 107
b. Credits with terms longer than 2 years

-— Promotion credits 2.5/22 15%

-~ QOthers 2.5/22 257

An interesting aspect of the Turkish money markets is the
institution of private bankers which mushroomed in the last
couple of years., 'So far they have managed to successfully comn-

pete with the banks by offering higher rewards to savings, so
‘much thanks to the fixed interest rates on private bonds. How

will they fare under the new policy? Undoubtedly, much will
depend on what will happnen to the prices of bonds and shares

. If the interest rates on bonds issued by private firms and
governments are not increased and commercial banks offer hipg-
her rates on time deposits one may expect a flight from bonds
which will put the bankers into a difficult position. Bankers
would like to see the government either increase the rates of
bonds or to let private firms freely determine the bond inte-
rest rates. One may also expect, more or less definitely, an
increase in the rates on government bonds, unless the govern-
ment has already decided to put more money on the market by
purchasing its outstanding bonds. But this alternative is

highly unlikely, given that at the moment the outstanding vo-
lume of government bonds is around TL 145 billion. A more

plausible alternative is that the government will increase the
interest rate on its bonds.

But when the interest on government bonds go up those is-
sued by private firms will also go up.
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¥ Without any doubt the new policy will considerably affect
i the climate of money market in Turkey and the functioning of
b the commercial banks. Floating interest rates is ~a - totdlly,

ﬁ new experience for the. banks and therefore it is almost impos-
: sible to say how they will be affected and how they will re-
act. '

It is highly probable that the competitive position of
the banks relative to private bankers will be greatly enhanced
and competition between the two groups will be intensified.So
far competition among banks was limited to non-price competi-
tion, With the new policy, ground has been laid for price-
competition. But it is difficult to guess how far banks intend
to compete with each other.

As important as the free interest rate policy is the aut-
hority given to banks to issue certificate of deposits which
will be nothing more than transferrable bonds issues by banks..
This again is a totally new practice for the banking system.

ASPECTS of THE NEW INTEREST RATE POLICY

-— Banks are authorized to issue certificate of deposits
to bhearer,

~— The Turkish Banking Union will not set a limit on in-

terest rates negotiatiable between commercial banks
, and borrowers.

-~ Limits on refunds to be deposited to the differential
interest subsidy Fund by the commercial banks are re-
determined. Refunds should be deposited within amonth.
Subsidy Fund will be used to provide low cost credits
to exports, export oriented investments and other in-
vestments to be promoted. Exports and export-oriented
investments will get highly subsidised credits. If
the Subsidy Fund do not suffice to meet the demand in-

terest, differences will be paid from the "Selectlve
Credlt Fund of the Budget,"

-~ Interest rates on Central Bank credits to the State
Economic Enterprises have been raised to 10% from their
previous level of 1%-5%.

~—  Saving deposils of expatriate workers abroad against

the sale of foreign exchange will get a premium of 5
points above the interest rates offered by commercial

banks.
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-— Public deposits (excluding the deposits of the social
security organizations) and commercial deposits (ex-
cluding deposits of the cooperatives) will earn no in-
terest. Deposits of the social security organizations
and cooperatlves w111 recelve the same rates as saving
deposits.

Banks shall not use blocked accounts as an excuse to increase
lending rates

=~ Credits benefiting from the interest Subsidy Fund
shall not be used for other purposes specified. Com-
mercial bank extending such credits will be rTes-—
pogqlble for their utilization in the gpecified acti-
vity

~- Interest rates earned by the legal reserve requirements
of the commercial banks at the Central Bank have been
doubled. Legal reserve requirements have also been in-
creased.

~- Central Bank is authorized to modify the new decree by
publishing communiques in the Official Gazette.

REDISCOUNT RATES OF THE CENTRAL BANK
HAVE BEEN INCREASED

The interest rates to be applied to rediscount and advance
operations have been redesigned. Rediscount rates of credits
to exports and to industrial investments have been kept low
as well as rediscounts to agricultural and artisans credits.
In case banks change their interest rates, the Central Bank
will follow. '

S

, New Rate 01d Rate
Central Bank Rediscount Rates _ % %

I. Short term credits
A. In general 26 14
B. Special credits :

1)Agricultural credits:
a)Agricultural credit cooperatives
credits extended from Agrlcultural
Bank resources 22.5 13.5
* b)Urrions of Agrlcultural Sales Coope-
ooperations extended from the Agri-
cultural Bank resources and credits
extended by other banks at the inte-
rest Agricultural Bank implements
for agricultural credits 20 12.75



o I R e e o I BN G S i R AL 10

iz iy o

- 83 -

!

2)0ccupational credits extended by the
Turkish People's Bank to small indus-
trialists, artisans, small merchants
and small merchants' associations

3) Industrial credits '

h)Export credits which enjoy exemption
from expenditure tax

1. Medium-term credits (with incentive certi-
ficate) '
A. In general
B. Agricultural credits
C. Credits enjoying exemption from expen-
diture tax

[11. Credits with terms over 5 years (with Incen-
tive certificate)

1V. Advances on bonds and gold

18.5
25

17.75

26
25.5

21-5

28.5
14.25

12,5

12,75
15
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APPENDIX TO CHAPTER II1

DECREE ON THE ELIMINATION
‘ OF
THE NONGUARANTEED TRADE ARREARS

SCOPE

ARTICLE 1 Not transferred, nonguaranteed foreign currency trade ar-
' rears for goods actually imported before Dec. 31, 1879,

{including unpaid drafts with due date of Dec. 31, 1979 and those trans-
ferred but not paid) if accepted by the parties concerned will be ligui-

dated within the framework of the following conditions. -

DEFINITIONS

ARTICLE 2 The meanings of the below definitions for the application
‘ of this Decree, are shown against them.
(a) Nonguaranteed Trade Arrears: are the debts arisen from the goods

and transactionsg not covered by payment insurance duvuring impor-
tation to Turkey and actually imported to Turkey but transfers

and repayments have not been realized. Of these debts:

i) Those, relating to the goods actually imported until Decem-~
ber 31, 1979,

ii) vValues of the drafts, relating to the importers under accep-
tance credits, became due by Dec. 31, 1979 including exten-
sions but not paid.

iii). Transactions for which, although transfers are effected by
Dec. 31, 1979, pavments could not be realised, have been
planned to be liquidated as nonguaranteed trade arrears by
this Decree,

(b) Creditor Firm: is the real or corporate person domiciled abroad

who appears as the creditor of the nonguaranteed trade arrears
falling within the scope of thig Decree.

(c) Importing firms who has imported to Turkey: is the real or cor-
porate person who has realised actual imports to Turkey that
caused the nonguaranteed trade arrears falling within the scope
of this Decree,

(d} “Parties concerned in the arrear: are the creditor firm and the.

importing firms whao reallsed imports to Turkey or their autho-
rised representatives
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(£)

(g)

(h)

(i)

1

Own members of the creditor firms: are the spouses, children,
mothers and fathers and brothers, sisters (including the mothers
and fathers and brothers, sisters of the‘spouses):bffthe persons
who have worked and/or are working in the firms appearing as the
creditor of the nonguaranteed. trade arrears falling within the
scope of this Decree. : C '

Touristic trips in groups to Turkey: are the touristic travels

made through a travel agency in groups of at least 20 persons for
the purpose of staying more than 24 hours.in Turkey-.:

Intermediary Bank: is the bank that intérmediated;the import '///L@{gy
transaction which caused the nonguaranteed trade arrears falling et q kﬁ
within the scope of this Decree, and whose name is given on the \é? A
lists annexed to communique series 1, related to decree no 17 on -

the Protection of the Value of the Turkish Currency. : e

The document to be required to choose for the payment in foreign
currency alternative: is the document reguired, if necessary,

from the creditors who have chosen repayment in ﬁoreign'durrency
alternative, in conformity with the international practices, is-
sued by,

Chartered auditor, or

Accountant, or

Similar.institutions, or : . , :
Official authorities and ratified by the Turkish Consulates
to certify the non-payment of credit. '

The ratification of this document by the Turkish Consulates is amust.

TYPES of PAYMENTS for
NONGUARANTEED TRADE ARREARS

ARTICLE 3 ' The nonguaranteed trade arrears félling within the scope of -
' this decree, if accepted by the parties concerned, will be .

liguidated under the following conditions.

(a) Payment in Turkish Lira.

If the parties concerned wish, they may use the Turkish Lirag de- .
posited in their names;

1. To,cover the Turkish Lira expenses of_ touristic trips made
‘to Turkey (in groups) by the own members of the creditor
firms {including their sposes and family members) .

2. To allocate in the investments of construction of all kinds
of commercial or touristic centers within the framework of
the Law No. 6224 on Encouragement of Foreign Capital.

3. BAs foreign partner's capital share, operating and rotating
capital of the foreign firms in operation presently and those
who have already obtained or will obtain permission for new

~investment. or expansion within the fromework of the Law 6224
on Encouragement of Foreign Capital.
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4. In paying the freight, to the ships salling abroad under the
- Turkish flag and to the road vehicles owned by the firms_do—
miciled in Turkey, for trdnsportation between the  foreign

countries. 7
5. For the payment of the ships to be built for exportation in
the Turkish shipyards, required that the necessary steel

sheets and the engine must be provided by the creditor firm.

6. To extend credit to the firm who made imports to Turkey.

(b) Payment in Foreign Currency

. If the parties concerned wish, they may ask their foreign curren-
cy claims to be transferred abroad, under the conditions specified below.

Starting from the end of the period mentioned in Article 6 of
this Decree, to the creditors who have chosen this alternative, repayments
in US dollars, as percentage of the total foreign currency claimed, will
be made as follows:

7.5% at the end of 54.months(for small amounts)

-7.5% at the end of 60 months

7.5% at the end of 66 months

'7.5% at the end of 72 months

7.5% at the end of 78 months

7.5% at the end of 84 months

7.5% .at the end of 90 months

7.5% at the end of 96 months

10% at the end of 102 months

10% at the end of 108 months
10% at the end of 114 months

10% at the end of 120 months

For imports made under US dollars, Deutsche Marks, pounds ster-

ling, French francs or Swiss fraﬁcs, the repayments will be made exactly
by the same kind of foreign currency. During the choice of the alterna-

tive of payment in foreign currency, the parties concerned have to choose
and notify one of these five foreign currencies.

For imports made under foreign currencies, other than these cur-
rencies, those currencies will be converted to one of -the five above-men-

tioned currencies according to the choice of the parties concerned.

In converting the other currencies to those five, the cross rate

that will be applied by Central Bank of the Republic of Turkey as published
on Jan, 257 1980,

For amounts that payment in foreign currency is chosen the below
stated net annual interest rates arxe applied. )
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Kind of

F ‘ . Annual Interestlg
,‘_9???53..,__ ' L .~ rate % net
Currency K ‘

us Doliars R

Deutache Marks

Pounds sterling
French Francs

..8wiss Francs

w N E,

EXCEPT|ONS

ARTICLE 4 'The nonguaranteed trade arrears can be liquidated under

article.

“{a)

{b)

the following conditions other than the above -mentioned

The parties concerned who have claims of @ 1 M or equivalent,and
who choose the alternative of payment in TL can transfer or as-
sign their claims to well known foreign banks or financial instl-

tutions that are accepted and declared by Central Bank of theRe-,
public of Turkey.

These banks or financial institutions can use theee transferred
or assigned amounts for themselves or for other firms in touris-

tic or commercial centers or other foreign capital investments
and in shipbuilding in accordance with the 2nd, 3rd and 5th pa-

rapgraphs of Article 3/A. The Turkish Liras to be used in these
investments will be paid, 10% less of .the current rate of 1 US@
on the date of publication of this Decree.

The parties concerned with claims over 1 M US dollars or equiva-
lent and who choose the alternative of payment in Turkish Lira

can transfer or assign these claims to a bank or to another cre-
ditor who has also claims over 1 M USg or equivalent. . - These

transferred or assigned Turkish Liras can be used in the invest-

ments stated in the 2nd, 3rd and 5th paragraphs of the Article

3/A. In this case the current rate of 1 USg on the date of pub-
lication of this decree will be applied.

For investments made according to the above stated paragraphs a

and " b of the foreign partners capital share cannot be transfer-

red within the five years following the completence of the in-~
vestment.
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DOCUMENT REQUIRED IN ORDER TO CHOOSE
PAYMENT in FOREIGN CURRENCY ALTERNATIVE

ARTICLE 5 Central Bank of the Republic of Turkey might require the
: creditors who have chosen payment in foreign currency al-
ternative, to provide documents_issued by chartered auditors oi accountants

or similar institutions or official authorities in conformity with the in-
ternational practice and ratified by the Turkish Consulates to certify the
non-payment of credit. Also, Centrai Bank of the Republic of Turkey re—
ceives a written obligation from the creditor promising that the books,ac-
' counts and other required documents related with these credits will be o-

pen for checking by a well known accountant firm employed by Central Bank
of the Republic of Turkey.

FORM and PERIOD of THE NOT|FICATION

ARTICLE 6 The alternative chosen among those mentioned above (if a

firm has more than one transaction, each will be . indi-
cated separately) must be sent to Head Office of Central Bank of the Re-

public of Turkey, until August 30, 1980 in a written form. To this noti-
fication in order to be helpful to find the import transaction easily,the
~information as, '

== The name and the position of the importer,

-— The branéh of .the intermediary bank,

—— The date of importing and delivery,

—-- The bank reference number

-- The kind, quantity and foreign currency value of the goods,
will be enclosed, ‘

Within the said period, it is necessary and satisfactory condition
for the parties concerned, to notify their choice of alternative A or B
.in accordance with the Article 3 of Decree. - However, those who have chosen
the alternative of payment in Turkish Lira and want to use the Turkish Li-
ras according to 1St and 6th parxagraphs of article 3 are obliged to point
out their request at the spur of the application.

If a firm has claims arisen from only one transaction, and if the
parties concerned wish, they may ask a part of the claim to be paid in
Turkish Lira and the other in foreign currency. This matter must be clear-
ly pointed out during the above said notification and period.

CHANGING the ALTERNATIVE

ARTICIE 7 If the parties concerned who have chosen payment in  fo-
reign currency within the period said in Article 6 wish,
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within one year starting from the date of making choice, they can request
from Central Bank of the Republic of Turkey, to make transactions accord-
ing to the alternative of payment in Turkish Lira, But, in this case,the
Turkish Liras can only be used according to the goals stated in the 274 &
3¥d paragraphs of Article 3/A of this decree. '

PROCEDURES for THE CHO[CE
in FOREIGN CURRENCY

ARTICLE 8 Central Bank of Republic of Turkey transfers the princi-
pal amount of the claims according to the due dates shown
in part B of Article 3 and transfers the interests by & months periods on

their due dates, beginning from the end of the period said in Article 6.

In payment of foreign currency, for the transactions which has been
transmitted to Central Bank of the Republic of Turkey for transfer and has
gained exchange guarantee, the difference between. the deposited Turkish Li-

ras and the exchange rate applied during the transfers will be financed
from the Special Account that is founded at Central Bank of the Republic of

Turkey by Decree no 25 on the Protection of the value of Turkish Currency.

PROCEDURES for THE CHOICE in TL

ARTICLE 9 In payments in Turkish Lira, the TL equivalent of the
‘ claims are deposited by the Central Bank of Republic ‘of
Turkey.

{a) One at a time up to 10,000 UsSg

(b) wWith 12 installments of two months period for the cperations more
than or equal to g 10,000 to a demand deposit account at the in-

termediary bank. If the Turkish Lira equivalent of the claims
that have arisen from transactions equal to or more than g10,000
are extended as credit to the importer firm, and if this is used
in paying the exchange differences of the L/C, all kinds of taxes
and social security premium by debts, that had arisen before the

publication of this Decree, the-above said installments and its
period is not taken into consideration.

For these transactions it is sufficient for the parties concerned to
notify directly Central Bank of the Republic of Turkey or the intermediary

banks that they have chosen the payment in Turkish Lira alternative and for
intermediary banks to apply to Central Bank of Republic of Turkey.

Central Bank of the Republic of Turkey makes the necessary payments
according to application order without waiting the end of the period said

in Article 6 of this Decree. The parties concerned may use the TL deposi-

ted in their names in conformity with the conditions stated in Article 3/A

of this Degree, during the unlimited pericd. However, the TL payments ac-

cording to the paragraphs A and B of the Article 4, will be made to the ac-
count operated in their names at Central Bank of the Republic of Turkey.




Intermediary bank is responsible for utilisation of these amounts
which are deposited by the installments and principles mentioned above
in the demand deposits within the framework of the paragraph A of Ar-

ticle 3. .No deposits other than these type of credits can be made 1in
these demand deposit -accounts.

The intermediary banks may charge, maximum 0.4% of the amounts depo-
sited in the demand deposit accounts for their services, only once.

For these transactions that the TL have been transmitted to Central
Bank of the Republic of Turkey and that have gained exchange guarantee,
the exchange rate of § 1= TL 47.10 is applied.

However is. the TL are used in the transactions stated in the 2nd,
3rd and 5th paragraphs of Article 3/A and paragraph A of Article 4, the
payments are made 10% less of the current rate of § 1 on the date of pub-

lication of this decree, and for the transactions in paragraph B of Ar-
ticle 4 payments are made by the current rate of ¢ 1. The differences

between these exchange rates and the TL transmitted to Central Bank of

the Republic of Turkey for transfer will be financed from the Special Ac-
count founded by Decree no 25 on the Protection of the Value of Turkish

Currency.

PRINCIPLES of EXTENDING CREDIT to
THE F{RM WHO MADE IMPORTS to TURKEY.

ARTICLE 10 The utilizations according to the 6th paragraph of Ar-

ticle 3/A of this Decree, the credits' maturity is mi-
nimum 20 years and annual interest rate cannot exceed 2%. The interest

will be applied to the due date and once for all. The grace period may
be equal to the maturity. For such credits no additional collateral is
required by the banks.

Parties concerned can not request the transfer for the principal a-
mount and the interests of the credit abroad, at the date of maturity or
at the date of repayments. But, in the agreements made between the par-
ties concerned, provisions about renewal of this credit can be proposed.

TRANSFER or ASS)GNMENT of
THE CREDIT

ARTICLE 11 The creditor firms can not transfer or assign'their
claims to a third party except under below conditions.

(a) For the transactions stated in paragraphs a and b or Article 4
of this Pecree, transfer or assignment is possible.

(b) If the firms, operating under the scope of Law No. 6224, had
~ imported from firms other than their foreign partners and if
the payments for these imports have been made to that Ffirms
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Head Office or Branches of foreign partners, in this case,claims
may be ‘transferred to foreign partners' Head Office and Branches,
provided that, the fOllOWlng conditions, are satisfied: A docu-
‘ment has to be obtalned from the origlnal exporter certifying
that the debt has been paid abroad by Head Office or Branches

of the foreign partnérs of the importer firm on behalf of impor-

ter and another document which has to be obtained from the.autho-
rities mentioned in Article 5 of this Decree certifying that the

rayment had been made by the_Head office and Branches but trans-
fers have not yet realized, must be submitted.~

DEDUCTION of THE COMMISSIONS and THE FEES

ARTICLE 12 The comm1351ons and fees of the importer flrms, that a-

rise from the imports made to Turkey and that are notpald
to the importer firms because of untransferred nonguaranteed trade arrears,

are treated within.the below stated framework .
{a) The creditor or his authorized representative, may accept the de-

duction of the commissions or fees that are not transferred to

Turkey, from the total amount of the nonguaranteed trade arrears
and may request the payment of the outstanding balance by ohe of
the alternatives of payment in Turkish Lira or foreign currency.

The exchange rate that will be applied for the fees and commis-

sions is the rate of 1 USg = 47.10 TL. :

(b) The nonguaranteed trade arrears and the commission fee that will-

be deducted must arise from the same import transactlon or- tran—
sactions.

{c) The import accounts whlch are still opeén, because of untransfer~
: red said commission fees to Turkey, will be closed by the request

of the parties concerned and by the realization of the transac-
tions’ stated in the paragraphs a and b certified.:

THOSE WHO CAN NOT OBTAIN THE DOCUMENT
" ARTICLE 12 Those who chodse Section B of Article 3 and can not’ oE—
tain the document that may be required in accordance w1th

Artlcle 5, within the period said in Article 6, can not request payment. in
Turkish Lira. These amounts will not be refunded to the creditors and will

be deposited in the Spe01al Account in Central Bank of the Republic of Tur-
key. ‘ o : : R




- THOSE WHO CHOOQSE NONE of THE‘ALTERNATIVES

ARTICLE 14 The -prices of the goods and guarantee deposxts of the par—
" ties ‘concerned who made no ch01ce among the alternatives

of payment in Turkish Lira on payment in forelgn ‘currency or not accepted
any of the altérnatives within the period said in Article.6, will be trans-
ferred to an account that will be opened at Central Bank of the Republic
of Turkey, named "Those who choose none, of the alternative related with
Decree on the payment of Nonguaranteed Trade Arrears."”

CLOSING of THE IMPORT ACCOUNTS

C o o
‘

ARTICLE 15 Following the completion of the period menticned in Ar-
: ticle 6, the import accounts of the importers are closed
by authorized banks and their guarantee deposits if there are any, are re-

funded, where final- accounting has not been done on legal bookkeeping that
serves as basis for taxation due to the lack of final foreign-exchange sale

transactions, fictitious foreign exchange sale w1ll we made by u51ng the
applicable rate,.

TRANSACTJONS NOT HAVING
FOREIGN EXCHANGE RATE GUARANTEE

ARTICLE 16 Those who actually imported before December 31, 1979 but
not placed a transfer application at the Central Bank of
the Republic of Turkey may choose payment in foreign currency provided that
they deposit the Turkish Lira equivalent calculated pursuant to the rate
in effect that they guarantee to pay the Turkish Lira differences which
might arise within 6 months due to changes in exchange rates and that they
procure the required documents mentloned in Article 5,

The concerned parties of the transactions who have actually imported
before Dec. 31, 1979 not placed a transfer application at Central Bank of
the Republic of Turkey, or the price of the goods and guarantees are not
deposited or partially deposited, upon receipt of consent from the credi-
tors, may request to choose payment in Turkish Lira alternative. In this
- case the Turkish Liras equivalent to the prices of the goods will be re-
funded to the importer. For the transactions of which the price of goods
that are not deposited at Central Bank of the Republic of Turkey no payment
will be taken into account. In case of -payment in Turkish Lira alternative
is chosen, for various reasons if the transaction has no foreign exchange
rate guarantee the procedure to be applied will be within this framework.

Upon the receipt of the consent from the credltors, the import. ac-
counts of the parties concerned are closed by the authorized banks and the
foreign exchange directorates. Guarantee deposits if there are any, are
refunded,



PROBLEMS THAT MIGHT ARISE FROM THE
IMPLEMENTATION of THIS -DECREE

ARTICIE 17 The Ministry of Finance and Central Bank of the Republic
of Turkey are authorized to solve the problems and  to
make necessary clarifications that might arise from the implementation of
this Decree. The Ministry of Finance may publish Communigue relating to
the implementation of this Decree.

TRANSACT|ONS DONE or BEING DONE in
ACCORDANCE with DECREE No. 8/176 &

THE RELATED COMMUNIQUE

Temporary '
ARTICLE 1 Decree No. 8/176 and the related communique No. 1 & 2 are
' abolished. However, the transactions done or being done

in accordance with Decree No. 8/176 and related communique are valid. For
this kind of transactions, the provisions of this Decree and related com-

munique are applied.

The intermediary bank transmits the applications done in accordance

with Decree No. 8/176 and the enclosed documents to Central Bank of the Re-
public of Turkey within one month following the publication of this Decree.

Temporxaxy
ARTICLE 2 The provisions of this Decree are not applicable to  the

_ imports that benefit from the provisions of. liquidation of
debts arising from the importation of petroleum, petroleum products, asbes-

tos, fertilizers, fertilizer inputs and Communique Series II, No. 5/4.The
debts arising from the imports of these goods are liguidated according to
the principles to be determined by the Money - Credit Council.

Temporary
ARTICLE 3 The followings realized after 31.12.79 are not subject to
the provisions of this Decree. :

(a) Nonguaranteed debts of goods actually imported but have not been
transferred or maturity not yet expired.

(b) Goods subject to sales contracts in conformity with international
practice.

(¢) Imports under acceptance credits.




IMPLEMENTAT | ON

ARTICLE 18 This Decree is implemented by the Minister of Finance.

into FORCE

ENTER NG

n

ARTICLE 19 This Decree shall enter into force upon publication.




CHAPTER 1V

EVENTUAL EFFECTS
OF THE Economic
PoLicy MEASURES

The policy measures announced on the 251 January, repre-
sent a courageous attack on the serious economic problems fac-
ing the country. It is a basic re-orientation of economic po-
licy away from detailed government regulation and control to-
wards greater reliance on market forces, foreign competition,
and foreign investment as a means to promote efficiency and
better resource allocation, and thus, sustainable economic
growth over the medium term.

Given the extent to which the situation has deteriorated
it will not be easy to turn it around. The most difficult task

may be to reduce inflation, and without success in this res-
pect it will be difficult to restore a viable balance of pay-
ments and sustainable economic growth. Dealing effectively
with inflation will require-firm policies over an

extended period. The approach adopted by the Turkish authori-
ties would seem a realistic one in present circumstances. The
increase in the supply of goods and services following an in-
jection of foreign credit could spark off a process of disin-
flation and, gradually the impact of competitive forces should
begin to be felt. But to sustain the process, restrictive bud-
getary and monetary policies are essential, both in" 1980 and
the. years to come. :

The recent sharp increase in the prices of State Economic
Enterprises will help to maintain appropriate fiscal and mone-
tary policies, but the success of new policy orientation over
the medium term will in part depend on the determination of
the Government to keep State Enterprises exposed to competition
as a means of improving their efficiency and financial posi-
tion, Another important task in restraining inflationary
forces will fall to tax reform, which will have both to aimat

reducing the undesirable effect of high fiscal drag on low in-
comes and more effectively tax incomes in the upper brackets.
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"It is evident that under the circumstances monetary policymdll
have to cantinue a restrictive stance, but.it is desirable to
create a reasonable rxpansion of credit to finance production

for exports. :

Last, but not least, success in reducing inflation willal-
so depend on the movement of wages, salaries and farm prices.
Present settlement both in private industry and in State En-
terprises seem to have been at least as high as the inflation
rate and the fact that wage contracts cover periods of two
years will, under the circumstances, complicate the task of
reducing inflation. The new policy package does not address
jtself to this problem directly. Whilst, it will, no doubt,

be politically difficult to impose cuts in real wages in or-
der to break the inflationary spiral, the problem needs to be
dealt with. As inflation is likely to decelerate late in the
year as the supply situation improves, much would be gained by
limiting the bargaining period to one year. Moreover, as the
process of price deceleration is sparked off, it may become
possible to introduce an incomes policy in close consultations
with management and labour. An important object of this policy
- could be to ensure that wage bargaining and other income de--
termination are based on a realistic assessment of the econo-
mic situation and the inflation outlook. In case of a two year
collective agreement the rate of increase of wages should de-
celerate the second year,

The balance of payments is another critical element in the
situation. For many years, incentives to exporting have been
lacking because of an inappropriate exchange rate, excessive
domestic demand pressures, and high profits on sales to the
domestic market. The new measures suggest that this will now
change, and several important measures to this end have al-
ready been taken: the devaluation of the Lira and greater in-
centives to exporters, greater liberalization of imports, and
more liberal criteria and attitudes towards direct foreign in-
vestment in Turkey.

It is difficult to judge how quickly exports will respond.
There are examples from other marginal exporters that exchange
rate adjustment and restrictive demand management can lead to
a marked and quick increase in exports. But weaker growth of
world trade is an unfavorable factor, and import restrictions
in other countries may also hamper the rise in exports (about
half of industrial exports are affected by such restrictions).
Given the large imbalance that has developed (of which an im-
portant part consists of the servicing of the large external
debt) foreign financial assistance will be required during the
next few years. But, as exports and foreign investments res-
pond to the new measures, and as more stable conditions are
being restored in the domestic economy, Turkey should in a few

years time be able to finance its current external deficit on
a commercial basis.
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Developing an adequate export volume is not only a ques-~
tion of an appropriate exchange rate, which, whilst providing
an economic incentive cannot by 1tse1f prov1de the new export
markets that Turkey needs. At least as important will be the
development of dynamic, export-oriented part1c1pat10n in. the
international division of labour.

The restoration of a viable balance of payments will also
regquire an active energy policy while energy prices have been
considerably increasing, there may be scope for additional ac-
tion to encourage energy conservation. In the longer run,Tur-
key has large reserves .of primary energy that can be tapped,
particularly hard coal, lignite and hydropowex. Enown oil re-
serves are small and the new, more promising finds may be made
if prospecting is stepped up. The development of these indi-
genous energy resources will be both costly and take time. It
will be important therefore to develop a national energy stra-

tegy that would aid in holdiung the energy constraint on Tur-
kish economic development within . reasonable limits.

The devaluation of the Turkish Lira by 33% against the
US$ (and 50% for agricultural ‘exports and oil imports)would
seem to compensate for the relative rise in domestic prices
since the last exchange rate adjustment in July 1979. The
new rate would therefore seem appropriate for the time being,
but it is important for exporters that there should be an
assurance that the rate will also remain competitive over
the longer run. Effective control over domestic inflation
will be as important as parity adjustment in this regard.

In brief, the new policy approach represents a realistic
attempt at dealing with a difficult situation. As shortages
disappear and the economy begins to respond, inflation should
decelerate and imports are likely to grow, creating the basis
for renewed economic growth in the medium-term.

COMMITMENTS TO STRUCTURAL CHANGES

A more careful analysis of economic policy decision making
indicates that &tructural changes are being planned. The go-

vernment seems to be determined to rely upon market forces

more than anything else to knock economy into shape with the
help of a number of short and medium-fterm economic policy mea-—
sures.

The reason why Turkey has been requesting a medium-term e-
conomic aid programme from the West can best be explained by
her intention to carry out a five-year austerity plan, at the
termination of which the Turkish economy will have recovered
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herself solvent. The five-year plan needs toc be supported

in the strongest financial term as possible, probab-

ly through two consecutive standby arrangements with the In-
ternational Monetary Fund (IMF), one on a three-year basis
and the other on a two-year basis, :

It was strongly emphasized to the World Bank that the
economic recovery programme of the Demirel Government,
announced on January 25, 1980 was formulated with the basic
truth in mind that unless some substantial and far-reaching
measures were taken and strlctly observed and enforced to
correct the fundamental problems adversely affecting Turkish
economic development, stagnation would set 1in as a

permanent feature of the national economy.

There are several policy obgectlves which are believed to
reflect the government resolution to g1vo the economy a major

orientation.
All these objectives need to be examined:

1. Reliance on economic planning up to micro levels and
administrative controls to realize planned targets and
objectives need to be shed and replaced by greater reliance
on market mechanisms and forces.

This is the key economic approach, which dlffervlngh—
ly from past practice. State 1ntervent10n up to micro levels

and needless administrative controls have all proved destruc-
tive rather than constructive. Price controls have now been

waived and market forces have taken over.

As far as the new philosophy goes, the State should
not be interventionist, but rather lay down guidelines. . It

should look after the interests of all groups, and should ba-
sically rely upon the dynamism of the private business.

2. The curbing of inflation has more importance and grea-
ter priority than the attainment of higher growth
rates in the current situation.

In simple terms, the January programme aims at check-
ing the galloping rate of inflation and bringing it down to at

least 60% per annum. In the current situation, which is be-
‘set by a multitude of problems and difficulties 1t would be
unredlistic to exppct a growth rate higher than what

was achieved in the similarly difficult periods of the past
few years. But this objective runs counter to the argument
that Turkey should aim at higher growth rates and should place

great emphasis on big investment projects no matter what the
cost.
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3. Import substitution and prOJectlon —-oriented policies,
" which resulted in bias against exports in favour of
domestic market, must give way to those which encourage both
public and prlvate sectors to improve productivity, and, to
the extent feasible,be internationally competitive.

Import substitution has been the cornerstone of Tur-
key's development policies since 1963. It was generally be-
lieved that it was the only way to industrialization, themain
target of the Development Plan, but the strategy resulted in
uncompetitive and inefficient 1ndustr1es producing for domes-
tic market with no incentives to sell abroad. Emphasis is

- placed on the importance and necessity of revising this stra-
tegy. Further growth can be realized if the economy earns
sufficient foreign exchange and this requires an expansion of
exports which in turn nece551tates a reversal in the develop-
ment strategy.

4. The essence of our development policy shouldbe tocor-
rectly set the rate of exchange and operate an effec-
tive exchange rate policy to ensure that foreign trade orien-
tation changes to one where Turkey should rely heavily in the
future on export earnings and other foreign currency earning
; activities, including workers remittances, private foreign in-
El vestment, tourism and transfer of savings from abroad. :

This pledge is a natural consequence of the determina-
tion to switch from an inward looking to an outward looking
development,strategy ‘Undervalued exchange rate has been one
of the most important instruments of the substitution policy.
‘But undervalued exchange rate encouraged import and discou-
raged export.It has also reducet the conmpetitive power of
Turkish exports abroad: Competitive power of the exports can
be increased only with a realistic exchange rate. And such a
rate will not only stimulate exports but will also favorably
affect other types of foreign exchange earnings.

5. Reform of the SEE sector is needed $o that it no lon-
ger consitutes a drain on the government's budget,nor

its investment programmes continue to be one of the basic cau-
segs of inflationary pressures.

‘ The SEEs have been notorious for being inefficient and
unprofitable. Their operating deficits have always been fi-
nanced through borrowing from the Central Bank at the cost of
inducing inflation with the resultant expansion in the money
supply. The problems of the SEEs cannot be simply solved by.
limiting Central Bank credits to these enterprises. A sweep-
ing reform is required. An action on a lower scale will only:
bring relief for a temporary period.
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6. Since one of the most aldrming features of the Turkish
economy is the decrease in domestic savings as a per-

cent of GDP, domestic resource mobilization- efforts stressing

reliance on taxes, augmentation of public and household savings

and greater reliance on the banking system and financial mar-
kets-needs' to be substantially increased.

Partly because of the accelerating inflation, domestic
savings have been steadily declining in relation to the GDP.
The natural consequence has been that the resources available
to the economy for investment purposes declined to an alarming
level, and its dependence on external financing has increased.
This cannot be an acceptable state of affairs. A healthy eco-
nomy is one that relies on its own resources and not on foreign
credit to push ahead with its development drive. This does
not mean, however that no foreign resources should be sought.
Far from that, foreign credits are needed but the viability of
the economy not be made dependent on them.

There is no doubt that along with the mobilization of -
domestic resources, financial markets should be utilized. But
this cannot be secured without drastic measures. In order to’
channel the available resources to productive activities the
uncoordinated, unorganized credit market should be reformed_
The amount of capital circulating in this market has reached
- considerable proportion. This would not be a matter of con-.
.cern had this capital flown only into productive investments.Far
from that,the market financed speculative and unproductive ac-
tivities. This placed a severe constraint on the fundsavail~
able for investment purposes. But simply because lending and
borrowing rates in the banking system until recently have
been determined by the government much below the rates in

the unorganized market, it rapidly expanded.

7. TUtilization of existing productive capacity and essen-
tial new investments stressing exports and employment
or those removing critical infrastructure bottlenecks must be

made, with due consideration to the scarcity of resources.

The short run problem is to fully utilize the existing
productive capacity rather than expanding it. New investments
will be channelled into areas placing a severe constraint to
production)such as energy.

. These points give the essence of the government's po-
licy to pull the economy out of the present crisgis. They al-
50 illustrate the principles that will govern future policies.
It should be noted however, that they are not derived from a
priori reasoning but from a careful evaluation of Turkey's
past economic policies and their implementations.
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ESTABLISHING A FREE MARKET ECONOMY:
A LONG TERM TASK

The Turkish business community is in the process of grasp-
ing the dimensions and implications of the new Stabilization
Programme. This is no easy task because the market mechanism,
which Package 80 aims at introducing has become such an alien
subject to the normal Turkish businessman that he certainly re-
gquires a period of orientation and adaptation before anything
else.

Furthermore, one can argue that the market mechanism has
also become alien to the Turkish economic system for such a

long period that it will take time to demolish the distorted
price mechanism and the real and psychological structures it
feeds upon. Until the foreign exchange build-up whether through
new borrowings and/or increased receipts from workers, exports
and other sources reaches a substantial amount to finance all

the transfers for vital import needs, it would not be realis-
tic to expect full performance of the market mechanism,

It cannot be expected that the system would automatically
restore market mechanism by generating an immediate boost. in
production. The government as well as the business community
are aware that it will take at least six months, may be nine
months until production catches up, using the inputs to be im-
ported {(which will at least take three months even if all the
transfers resumed today), so that any degree of supply and de-~
mand equilibrium is created in the miarket as long as the de-
mand remains high at its present level. Therefore obviously
both the price rises and the planned sales tax system aim pri-
marily at nothing but curbing the demand by reducing the in-
comes. The income policy is a must without which all stabi-
lity measures, especially in such times of crises are incomp-
lete. If the wage freeze is politically impracticable indi-
rect taxation which the current price increases amount to is
the only alternative. Therefore, the only lacking aspect of
the package now would be an efficient tax collection system

that will have access to all the excess and windfall profits
triggered both by the new devaluation and the current price
rises.

HAS THE MODEL OF A LIBERAL ECONOMY
BEEN INHERITED FROM THE RECENT YEARS

The Demirel government's drive towards a liberal economic
system, which will function according to the rules of the mar-
ket-place is no new idea, and has been on Turkey's agenda for
the past 30 years. This was a model which the defunct Democ-
ratic Party subscribed to, but which it never successfully im-
plemented for a. number of reasons.
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The Justice Party, which has dominated the Turkish politi-
cal scene for the past two decades is conservative in ap-
pearance, but liberal in practice. There are major differences
between the J.P. and R.P. which basically manifest themselves
in economy.

Immediately after its founding, the Justice Party began to
take on the appearance of a successor to the DP.

In the 1965 general elections, the party won a landslide
victory and formed a government on its own right. The same
feat was repeated at the 1969 elections. But the Justice
Party era was interrupted in 1971 when the Turkish armed forces
forced the resignation of Demirel:

In programme, personnel and appeal, the Justice Party is
as close a successor to the Democratic Party as it is possible
to be. The party's programme, is conservative in several im-
portant respects, and in others ambitious,

The new economic recovery programme of the Demirel govern-
ment aims at the decentralization of the economic management.
This is in line with the programme of the Justice Party, which

proposes transfer of as many functions as possible to the con-
trol of local authorities and the gradual creation of strong

local administrative units.

Demirel's basic argument centers around one fundamental
fact: there is a cake to be eaten by all. But it is a small
cake, and if everybody makes a grab for it, there may not be
enough. 8o, the first priority is to enlarge this cake as to
ensure a fair distribution.The bigger the cake is,the larger the
individual shares may be.

Based on this rationaie, the Justice Party programme at-
taches special significance to a major development drive,con-

struction of roads, harbours, airports, irrigation and housing.
This can be done despite the limited resources of the State

through external borrowing and an austerity programme at home,
by which people will be urged to spend less and save mere.The
accumulated funds should be channelled to investments, to pro-
duction. '

Subscribing to the need for rapid industrialization, the
Justice Party puts primary emphasis on private industry.

The party does not reject the need for using State re-—
sources to solve economic problems, but it prefers the prin-
ciple that the State does not do, but causes to be done. That
is, the State shows private enterprise the way, assigns na-
tional duties to private concerns. '
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The Justice Party favours abolishment of import controls
and import quotas at the earliest opportunity and does not ac-
cept State Planning of private enterprise in industrialization.
It wants the State to support it. ‘ '

Two important social fields in which the party programme
makes pronouncements are health and education. 1In health af-
fairs, the party accepts the idea that Turkey's problems can
best be solved by socialized medicine though ‘this must be
done in such a way that the development of private .medical
services will not be harmed, Thus, the most important prin-
ciple is the right of patients to choose their own doctors.To
uphold this principle, the Justice Party has strongly opposed
the Full Time Act.

»

URGE FOR FURTHER INVESTMENTS
VERSUS NEED FOR STABILITY

The economic policies of Demirel seem to have been dicta-
ted by economic necessities as well. The Turkish economy , when
they assumed office, was faced with a rapidly accelerating rate
of inflation, a sharp deterioration in the balance of payments,
and a dramatic downturn in the industrial sector, crippled by
shortages of imported inputs.

The slowdown in the growth of foreign exchange earnings in
the second half of 1979 was further intensifying the already
severe bottlenecks in the supply of even the most essential im-
ports for industry as well as agriculture.

These problems were quickly identified, The most urgent
task was to contain the runaway inflation and to restore the

rapidly external competitiveness. The efficient utilization
of Turkey's scarce resources was of paramount importance.

Efficiency and productivity are two key issues. But K one
has to conceed that these are also closely identified with
austerity in the sense that once wastage is stopped and the
available resources are directed to priority areas, austerity
or belt-tightening becomes as_essential ingredient.

Though emphasis this year is on the earliest completion of
half-finished projects and others long in the pipeline there
are intentions of getting off the ground a series of grandiose
schemes, which are hardly compataible with the present capabi-
lities of Turkey. This is a trillion lira (TL 1,000 billion)
programme of 1.000 investment projects. Turkey's refining ca--
pacity would have to rise to 34 million tons in 1984 from the
present 17 million tons. Electricity consumption would rise
during the same period from 25 billion kwh to 50 billion kwh.
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Lignite production would have to go up to 50 million tons in
1984 from the present 16 million tons and steel production to

14 million tons in 1887 from 3.9 million tons this year. New
airports are being planned and the existing port facilities in
Rize, Trabzon, Samsun, Istanbul, Gemlik, Izmir, Mersin and-Is-
kenderun will be improved and expanded. Village and rural e-
lectrification programmes must press ahead. Some 3000 villa-
ges would be put on the grid this year. The spirit is fami-
liar., It represents a faithful continuation of the economic

policies of the past two decades.

Turkey is seeking fresh loans from diversified sources
to sustain its import programme for 1980.

The growth targets are ambitious especially when the

present economic situation and short-term prospects are taken
into account. The next few years should be a period of conso-

lidation and stabilization rather than a big jump forward.

Economic policy should concentrate on export development,

rather than import substitution which proved so detrimental in
the past. The economic stability programme gives the right
emphasis to this question, but export development can hardly

be achieved when manufacturers tend to make use of the avail-
able opportunities at home to earn more.

The emphasis in the short-run' is not on accelerating the
growth rate. On the contrary, the emphasis is on ‘creating
conditions which will eventually lead to growth in a stable,
open economic environmment. This, the government hopes will

in the medium term generate its own momentum and prove its
viability also in balance of payments terms. And during the

next several years, the efforts will naturally depend to a
large extend on the availability of external creditsand grants.
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'THE URGENCY OF INTERNATIONAL ASSISTANCE!
IMF, OECD, THE WORLD BANK

CREDITS PLEDGED by - T
OECD MEMBER COUNTRIES - e

On Apr11 15, 1980, s1xteen OECD countries, pledged a ‘to-
tal aid of $ 1, 161 million to Turkey as credlt to be extended

in 1980.

: Almost half of the total was unconditional 'cash'" credits.
Of the total $ 1.161 M extended, $ 273.7 M were programme cre-
dits. Turkey could use this amount only to finance its import
programme. $ 237.7 M was export credits to be used in financ-
ing imports from the donor countries. But the remaining US
$ 649.4 M was in cash and free. Turkey would use this amount

in any way it deemed necessary. Commenting on this sum, of-
ficials from the Ministry of Finance said that this was more

favourable than what was agreed upon formerly.

More surprising was the d90151on of Japan, one of the dis-
sidents of the March meeting, who raised its contribution to
$ 100 M, of which $ 45 M was programme and the remaining ex—
port credlt to be released through Exiri Bank. An announcement
by the Foreign Affairs of Japan stated that the volume of cre-
dit was increased because stability .in Turkey was 1mportantibr_
the peace and stablllty in whole Mlddle East. -

: Top contributors, as expected were the USA and West: Ger-
many, each with $ 295 M. The USA pledged $ 200 M in cash and
$ 95 M as export credit while West Germany $ 221.2 M in cash
and $§ 73.8 M as programme credits.  The amount pledged by West
Germany included the $ 200 M used as ‘bridge credits in March.
These two countries were followed by Italy with $ 115 M. and
France, Japan and the EEC with $ 100 M each. The EEC's con-
tribution was totally in cash., A day after the Paris meeting
a Central Bank report informed the public that during =~ 1979
Turkey had obtained $ 6.550 M as foreign credits from foreign
governments and private bank., The report, built on the sta-
tistices of the Mlnlstry of Finance, the State Planning Organi-
_zatlon and the Bank itself stated that $ 4.068 M of this total
was in the form of debt rescheduling and the remaining $2487 M
as fresh money. The next item on the agenda of the government
is: the problem of securing debt rescheduling, but on a larger
scale.
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DEBT ACCORDING to YEARS

1979
1977 | 1978 Ouestanding [ ynuttiized
\
|. Medium & Long-Term Debts, : T
Total (3 years or more) 4,818 | 6.933 10.221 2,523
A. To Inﬁernational '
' Organizations ,
-International , _

Monetary Fund 400 622 631 -
-L.B.R.D. 488 631 843 787
~I.D.A. 180 189 191 -
-I.F.C. 117 108 92 34
-E.T.B. 398 446 471 172
-E.R,F. 90 145 0113 60
International ' ~

' Organizations, TOTAL o 1.682 ] 2.141 2.341 1.053
B. To Bilateral Sources
-Foreign Governments 2.364 | 3.694 3.832 1.250
-European Money Market 357 467 3.280 220
~Foreign Firms . 415 ). 631 - 768 -
~Bilateral Sources, TOTAL 3.136 { 4.792 7.880 1.470
Il.Short Term Debts, Total ‘ .
(3 years or less) 6.068 7.748 4,399 v -
A. To Public Sector .-
-Banker Credits 384 332 18 -
-Overdraft 240 346 244 -
-B.I.S. 90 10 - -
-Export pre~financing 83 - - -
-T.P.R.C. ' 300 " 300 300 -
-Dresdner Bank 173 362 344 -
- =TPAO's 01l Debt to Iraq 312 255 133 -
" =Petroleum Office

Acceptance Credit 150 150 - -
-Others .- 315 487 -
Public Sector, TOTAL. 1.732 | 2.070 1.506 -

B. To Private Sector
-Acceptance Credit 560 848 " 435 -
~Cash Against Goods 1.508 1.727 1.816%* -
-C.T.L.D 2,268 3.102 642 -
Private Sectcr, TOTAL 4,336 | 5.678 2,893 -
DEBTS TOTAL ....vvvennnn. 10.886 | 14.681 | 14.620 2,523

*Qutstanding debt means utilized minus paid-up debt
**Debts rescheduled under the July 25,

1579 agreement are identified *

within the global figure of short- term debts since they have not yet
been offlclally computed.
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(in US $ million)

"Programme Export
COUNTRY Credits Credits 1. Cash Total
Austria 7.5 7.5 - i5
Belgium 8.3 1.6 - 10
Denmark - - 4,5 4,5
Canada 10.5 - - 10.5
Finland - - 3.5 3.5
France 50 50 - 100
West Germany 73.8 - 221.2 295
Italy 28.8 23 . 63.2 115
Japan .45 55 - 100
Luxembourg 0.750 0.250 - 1
- INetherlands 16.1 5.4 ‘- 21.5
Norway - L 10 10
Sweeden - - 10 10
Switzerland - - 37 37
United Kingdom 33 - - 33
United States - 95 200 - 295
European Economic Community - - 100 100
TOTAL +u..... 273.7 237.7 649.4 1161.0
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TURKEY and THE WORLD BANK

The Demirel government, which is relying heavily on gover-
ment loans and official intérnational assistance to ball out

the national economy, has approached the World Bank with - a
massive list: $ 2,000 M worth of project credits for the next

five years.

The government .is demanding World Bank assistance for the
following projects: .

- TPAO's West Raman enhancéd oil recovery_project
— Soma and Mersin fertilizer complexes

- Fresh fruit and vegetable export project (which is al-
ready being supported by the Bank. But fresh loans are
required) '

~ Erzurum rutral developmént project (desiigned to improve
animal husbandry and farming in the region)

- Black Sea paper works
- Intensive dairy project

- Istanbul mass transport project

- Loans for the Turkish private sector through the Indus-

trial Development Bank (a $ 175 M loan has been asked,
which may be granted in the next few months)

- Loans to the Turkish State Investment Bank for varlous
public sector projects.

The World Bank has always been a sﬁpporter of Turkey's de-
velopment efforts. 1In 1979, the Bank approved four loans to-

talling $ 312.5 M compared to three loans totalling $ 205 mil-
lion in fiscal year 1978,

The World Bank lending included loans for an energy :weva-.
luation study, grain storage project, ports rehabilitation pro-

JGCE and a programme loan to help finance hlgh priority = im-
ports.

By the end of 1979, the Bank/IDA had loaned Turkey $1.814M
for:54 development projects. Agriculture accounts for 28% of
the’ funds lent for energy, and Development Financial Interme—
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diaries (DFC) for 37%, power for 21% and urban development,
transportation, education and tourism for the rest.

- \

Bank lending is aimed at supporting Turkey's efforts to
improve its (a) capacity to earn or save foreign exchange,
through promotion of industrial and  agro-industrial exports:
(b) income distribution, employment opportunities and living
standards, through rural and urban development: (c) lagging -
public sector savings through the encouragement of improved
management and (d) infrastructure posing bottlenecks for- de-
velopment . ’ ‘

: The Bank has also provided Turkey with programme loans-
$ 150 M in 1978 and $ 200 M in 1980, ' '

7. TURKEY MUST RELY MORE ON HER OWN RESOURCES

What is clear by now is that Turkey must rely more on her
own resources than in foreign financing in overcoming the eco-
nomic crisis. Foreign credits should be sought but should not
be made the cornerstone of economic policies. It must be un-
derstood that securing foreign credits even on a large scale
will only provide a temporary relief and will not solve the
fundamental problems of the economy. Turkey must learn to
earn foreign exchange in sufficient quantities to finance its
import needs and save at. a higher rate to finance its invest~
ment programmes. This is the only way to a sound and lasting
solution to the deep rooted problems. ' '

The success of the stabilization programme in general and
of the devaluation in particular depends on the ability of the
economy to procure the required imports of raw materials and
0il and on the ability of the Central Bank to resume foreign
exchange transfers. Immediate resumption of foreign transfers
is a must in maintaining the official rate of exchange trans-
fers. Imnmediate resumption of foreign transfers is a must in
maintaining the official rate of exchange at a competitive le-

. vel with the rate in the free market. The immediate inflow
of imported materials is essential in utilizing the existing
productive capacity and increasing domestic output.

On the eve of the devaluation the government was in optimis-
tic expectations. With the parity rate fixed at $ 1=70 TL immediate
upsurge in workers remittances was expected. This rate was also
expected to secure the flow of all foreign exchange into legal
channels and eliminate the illegal foreign exchange market. But:
the Turkish workers abroad did not respond to the devaluation
in the manner they did to the introduction of premiums on their
remittances in April 1979. The illegal foreign exchange market
reacted fiercely and immediately raised the rate just above the
parity in order to preserve its market share in. the business.
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- The reaction of the illegal market is telling. It will
not easily accept to be pushed aside. . The  government will have
a hard time in fighting it. Secondly, raising the parity of
the Lira is not a very effective weapon in fighting the ille-
gal transactions in foreign exchange, As soon as the parity
is raised the market is flexible enough to adjust its rate to
the official parity only because it knows that the  Central
Bank will not be able to meet all the demand for foreign ex-
change in the economy and that there will be a scope for it to
function, - .

The mistake here is that, as in the former packages, the
government relied on government to government credits rather
than on money markets. By their very nature govermnment to go-
vernment credits are largely tied to political concessions and
their realisation depend on the approval of the parliaments of
donor countries. Thus delays are inevitable. Experiences of
the last two years indicate that Turkey should reduce its re-
liance on government to government credits and plung into in-
ternational financial markets where obtaining credits is a

matter of a day provided that the borrower's credit worthiness
satisfy the bankers.

Unfortunately Turkey's present credit worthiness in inter-
‘national financial markets leave much to be desired. This is
not only due to the low level of foreign exchange reserves at
the Central Bank. The stabilization programme has been - ap-
proved by the West but with a certain amount of reserve. The
failure of the past three stabilization programmes in curbing
inflation and equilibriating the balance of payments serious-
ly reduced the confidence in such programmes. Secondly, the
inability of the Turkish economy to pay its due foreign debts
even after a large scale consolidation, politicdl and social
instability and uncertainty surrounding the future of the pre-
sent. government all negatively affected Turkey's credit worthi-
ness,

Despite these unfavorable developmentis, the situation is
hopeful. Turkey is a country with untapped resources and a
large potential for development, Persistent and consistent
implementation of the stabilization programme will both improve
domestic economic conditions and rebuilt Turkey's credit worth-
iness. . :

8. MISSING LINKS IN THE POLICY CHAIN

A balanced budget is a prerequisite to fighting inflation,
meaning that in increase in budgetary expenditures should be
matched with an equal increase in revenues. On the other hand
inflation itself is expanding expenditures, threatening deficits
in the budget unless mew measures are introduced. The government
is well aware that increasing revenues through price hikes to the
products of the SEEs will add fuel to the galloping prices and be
self defeating. The only solution, is to epact a new tax law and
to modernize tax collecting procuderus to eliminate tax evasion.



- 91 -.

!

That the government will agree'is crystal clear. A new tax
bill has already been drafted but has ' not yet been pushed
through the Parliament. '

The evidence is that, in the present talk, the question of
wages has replaced that of devaluation. In the forthcoming
collective bargaining wage increases should be kept to the mi-
nimum in order to minimize their effects on inflation.Parties
unanimously agreed that high wage increases in the public sec-
tor would mean deficits for the SEEs, which in turn would re-
quire further hikes to the prices of their products and ser-
vices. : '

Higher interest rates, increased taxes and limits on wage
increases in the public sector plus a balanced budget are the
policy candidates of the new stand by arrangement that will
dominate Turkey's economic affairs from June onwards. ~ They
all seem to complement the January stabilisation programme.

As for high growth rate economists, planners and the IMF
are sceptical. Given the present foreign exchange shortage it
will prove almost impossible for the economy to import all the
required raw materials and capital equipment to boost domes-
tic production and investments to attain a growth rate of 6.5%.
A general belief is that a more modest and realistic ratemust
be targetted. This, of course, necessitates a complete revi-
sion of the Plan and of the annual programmes.
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CHAPTER V

BUSINESS CLIMATE

1. POLITICAL ENVIRONMENT

Turkey has a number of active political parties, of which
seven are currently represented in the National Assembly. The
two major parties, are the Justice Party (founded in 1961 and
now headed by the Prime Minister Suleyman Demirel),and the Re-
publican Peoples! Party (founded in 1923 by Atatlirk, and now
headed by the former Prime Minister Biilent Ecevit). Although
their policies vary to some degree, both strongly advo-
cate economic ‘development with a shared role for private and
public enterprises. Coalition governments have been a common
feature of the Turkish political life since 1961. The gene-
ral elections held in October 1973 produced no clear majority
among the political parties, so a coalition government with
Mr. BUlent Ecevit as Prime Minister ruled the country from Ja-
nuary to September 1974, In March 1975, Mr. Demirel, leader
of the Justice Party, formed a "Nationalist Front'" alliance u-

pon the resignation of the coalition government headed by Mr,
Billent Ecevit. Mr. Ecevit's second. government, formed after

the elections of June 1977, could not obtain the majority vote

in the National Assembly and was replaced by Mr. Demirel's Coa-
lition Government (JP, NSP and NMP coalition: 2.7.1977-5.1.'78).

When some JP Assembly members resigned from JP and became in-
dependent, the majority required for the continuation of the

fifth Demirel government did no longer exist.

Mr. Ecevit formed a government on the sth of January 1978

‘with RPP, DP, RRP and some independents. The partial elections

made on October 14, 1979 gave the JP a clear victory, it got
47% of the votes. , RPP got only 28% of the .votes NSP 9% and
NMP 6%. Upon these results Mr. Ecevit resigned and a month
later Demirel formed a minority government which is still rul-
ing since November 14, 1979.
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COMPOSITION of THE SENATE by PARTY

Number of Seats Held As of
SENATE July 1970 | Oct. 1973 | Jan. 1976 | June 1977 | July
Elections | Elections Elections { Elections | 1980
Justice Party 101 80 78 64 78
Republican
Peoples' Party 34 42 60 76 62
Republican . )
Reliance Party 11 10 4 4 2
Democratic
Party - 6 ‘- - -
National
Salvation
Party - 3 5 6 7
Nationalist _
Action Party 1 - 1 1 1
Turklsh Workers' .
Party 1 - - - -
Natjon: Party - - - -
Independents - 1 10 2 1 -
Presidential
Appointees 15 14 15 13 10
Life Senators 18 18 19 19 18
Vacancies - - - - 5
Ex~Presidents
of the Republic - 2 1 1 2
TOTAL 183 185 185 185 185




- 05 -

/

COMPOSITION of THE GRAND NATIONAL ASSEMBLY by PARTY

~ “Number of Seats Held As of
NATIONAL Oct. 1969 ] Oct. 1973 | Jan. 1976 | June 1377 | June
ASSEMBLY . .
Elections | Elections | Elections | Elections. | 1980
Justice Party . 257 149 159 189 187
Republiqan
Peoples! . .
Party 144 185 189 %13 202
Democratic
Party - 45 24 1 -
Republican
|Reliance
Party 15 : 13 10 3 1
National
Salvation
Party - 48 48 24 22
Nation Party 6 - - - -
Turkish Unity }
Party 8 1 1 - 1
Nationalist
Action Party 1 3 3 16 17
Turkish
Workers!'! Party 2 - - - -
New Turkey
Party 6 - - - -
Order Party . : 1
Independents 11 6 14 4 14
Vacancies - - 2 - 5
TOTAL 450 450 450 450 450
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2. POPULATION

Accordlng to the final results of the 1975 Census the po-
pulation of Turkey was 40.437.719. Thus the average yearly.
increase was 2.5 percent, it is estimated that, the population
_figure in 1980 will amount to 46 million.

- Mortality, birth and immigration rates show considerable
changes that affect the rate of growth of populatlon its age.
and regional dlstrlbutions.

Fertility rate is affected by a number of factors such as
education, rate of marriages, agricultural income, women's par-

ticipation in the labour force and non—agrlcultural employment
opportunities., Crude birth rate was 4.3 percent in 1960 and

is estimated to have fallen down to 3.42 percent in 1975 and
to 3.22% by 1980. -

Death rates are affected by the improvement in health con-
ditions, nutritional conditions and industrialization. Infant"
mortality has shown a considerable decrease recently froml3. %

in 1965-1970 to 12 percent in 1970-1975. Crude death rate was
2% in the 1960s and has gone down to 1% by 1975.

According to Population Research results the natural net
“rate of population increase should not have exceeded 2.34 per-
cent on the basis of the 1975 Population Census and fertility
and death rates. The sampling results of the 1975 Census have
given a 2.34 rate of increase which later became 2.5 percent
when the final results of the census were obtained. In . view
of the decrease in the birth rate and the increase 1n emigra-
. tion it is doubtful whether the rate of populatlon increase
would continue to be 2.5 percent; either there is over calcu-
lation in 1975 or undercalculation in 19870.

EMIGRATION

Massive emigration has been a striking and a beneficilal

feature of Turkey's recent economic development. By the end
of 1979 there were 780.000 Turks legally worklng abroad and se—

veral thousand 111ega1 migrants.

Between 1970-19792 workers' remittances of foreign exchange
to Turkey exceeded $ 10 billion at an average rate of $ 1 bil-
lion per annum. Turkey was the latest among the Mediterranean
countries in the mass migration of labor, that characterized
the postwar era. Emigration from Turkey was relatively insig-
nificant until the middle of the 1260's but rose very rapidly
thereafter.
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URBANIZATION- - -
INTERNAL -MIGRATION

The state of the ecohomy, civil violence, Cyprus - Question
are the most outstanding problems facing the Government, today.
But Turkey also suffers from certain long term social problems
which the electorate expects Demirel and his colleagues to
solve. One of these is an acutely unequal income distribution.
Another is the accelerating flight from the countryside tothe
already over~crowded cities.

With a 70% inflation rate in 1979, which could be ex-
ceeded in 1980, life is becoming even more difficult for Tur-

key's small-land holders, fixed income groups and tenant far-
mers and agricultural laborers, whose income depends on annual-

ly fixed agricultural support prices.

As the figures indicate, urbanization was ‘proceeding in
the late sixties and early seventies. '‘But in the years pre-
ceeding .the 1973 oil crisis, Turkey had a safety valve .in West
Germany and other Western European states which were prepared
to mop up much of the surplus labor. This helped to prevent

an excessive build-up in the cities of unemployed people
coming from the rural areas.

The European labor market is now saturated and the cities
in Turkey now have to cope with increasing numbers of people
from the countryside. Jobs are still scarce and unemployment
is reckoned by a number of unofficial sources to be well over
two million.

The problem is currently aggravated by the present reces-
sion stemming from the shortage of foreign exchange, and thus
of vital raw materlal inputs to keep industrial plants workn
ing, :

So with more people arriving in the towns to compete for
less jobs, it is hardly surprising that the infrastructure in
cities like Istanbul and Ankara, designed for populations a
third of their present size, is creaking under the strain.

An indicationof .where internal migrants come from can be
obtained from a Demographic¢ Survey conducted in 1870.

Central Anatolia displays a net migration rate ofllts ru-
ral population equal to 25 and 3.8 per thousand of its urban

- populat1on

Eastern Anatolia has migration rates of 20.5 and 6. 1 per
thousand and Black Sea Region of 13.8 and 0.4 per thousand res-
pectlvely

Aegean-Marmara and Mediterranean regions have net rural

migrations of 17.8 and 26 per thousand but possessive net mig-
ration for their urban centers equal to 18 and 15 per thousand

respectlvely
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DISTRIBUTION of GECEKONDUs
. in :
TURKEY's MAJOR CITILES

Percent
Ankara : - 29.9
{stanbul 19.4
lzmir 11.6
Adana 5.8
Bursa . 4.2
Other Cities 29.1
PCPULATION
Absolute Annual %
‘ Census Increase Increase Population
YEAR Year ©  ‘between between Estimates
: Population Censuses Censuses for July 1
1975 40.348 40.025
1976 _ 41.131
1977 ' 42,267
1978 _ . 5890 0.02725 43.435
1979 44 .634
1980 46.238 : ‘ 45.867
1981 . ‘ 47.119
1982 ' . : 48.404
1983 6663 0.02692 49,725
1984 o : ) 51.082
1985 52.901 ' 52.475 :
1986 ' 54.019
1987 N 55.609
1988 8256 0.02900 57.245
1989 ‘ 58,929
1990 | 61.157 60.663

Source: Turkish Industrial Development Bank, publication Nr.26,
Nov. 1979.

. .There has been a considerable increase in urban population
which brought the ratio of urban to total population from a-
round 19 percent in 1950 to 36 percent in 1970 and to 44 per-
cent in 1980. '
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CHANGES in RURAL POPULATION

: Annual Rural as|

Rural ' Total Change % of

Population Population Total | Rurai Total

1950 17.023.336 20.947.188 2.20 2.13 81.27
1955 18.639.638 24,064,763 2.81 1.83 77.46
1360 20.555.202 27.754.820 . 2.89 1.98 74,06
1965 22.048.415 31.391.421 2.49 1.41 70.24
1970 22.891.068 35.605.176 2.55 0.75  64.29
1975 23.641.194 40.347.719 2.53 0.65 '58.59
1980 24.571.117 46.237.959 2.76 0.77 53.14
1985 24,483,792 52.900.712 2.73 -0.07 46,28
1990 24.157.148 61.157.203 2.94 -0.27 39.50

Source: Turkish Industrial Development Bank, Publication Nr. 26,
November 1979.
POPULATION CHARACTERISTICS

(1970) ' ,

% ] Net' Rate of-
REG{ON/AREA Depeanncy Rate of Migration | Net Population
Ratio Literacyl Rate per Increase
1.000 per 1.000
Turkey : _
Total 87.6 53.2 , - ) 25.0
Rural 92.7 45.1 -20.3 27.2
Urban 77.9 67.9 17.4 20.7
Ankara 73.0 79.4 51.4 21.8
Istanbul 56.0 82.0 32.9 12.6
lzmir o 60.0 74.0 44 .4 14.4
REGIONS
Central Anatolia . :
Rural 96.1 42.9 -25.0 31.0
Urban 88.3 - 63.4 -3.8 23.5
Black Sea
Rural 88.7 45.3 ~13.8 23,2
Urban 91.6 63.1 -0.4 : 24 .4
Aegean & Marmara
' Rural 77.0 55.2 -17.8 20.9
Urban 71.8 68.8 18.0 15.6
Mediterranean
Rural 98.8 52.0 -26,0 27.1
Urban 84.8 65.7 15.0 23.0
Castern Anatolia ! .
Rural 109.2 30.8 -20.5 34.2
Urban 98.4 50.0 -6.1 31.7
1Ages 8 years and over.

Source: Republic of Turkey, Ministry of Health and Social Welfare, School
of Public Health, Vital Statistics from the Turkish Demographic
Survey {Ankara, 1970).
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3. EMPLOYMENT

While 60 percent of the economically active population is
still engaged in agriculture and related activities, there bhas
been a perceptible decline in the last fifteen years from77.1
percent in 1962, This fall of 16.5 percentage points was ac-
counted for partly by an increase of 4.9 percentage points in
manufacturing. However, the most rapid increase equal to 10
percentage points has occurred in services, particularly in ci-

vil service and commerce. In any case these jobs are probably
of very low productivity. Thus 53.3 percent of total employ-

ment created during the seventeen years of planned development

took place in the service sectors, 38.2 in industry and cons-
truction and 8.5 percent in transportation.

The Growth of Employment in the sectors outside of agri-
culture has amounted to 4.3 percent yearly for the seventeen
yvears of the planned period. Employment in Industry has in-
creased by 4.4 percent on the average while employment in the
construction sector has increased by 3.8 percent. The average
for the non-agricultural sectors has been affected by the high
rate of employment increase in transportation (4.2%) and in
services (4.8 percent).

The non-agricultural sectors are far from being able to
absorb the increments in the Labor Force Supply. During the
last years the yearly increments are not less than 230 thousand.
The rate of increase of the non-agricultural employment allows
for the creation of employment opportunities for 180 thousand.
Year after year the total Labor Force Surplus increased re-
cently by not less than 130 thousand. Total Labor Force Sur-
plus doubled in 17 years from roughly 1.1 million in 1962 to
2.3 million in 1979 or from 8.1 percent of the total labor
supply to 14.06 percent respectively. :
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PERCENTAGE DISTRIBUTION
of

THE ECONOMICALLY ACTIVE POPULATION

1962/1979
1962 1973 Change
Agricul ture 77.0 60.5 T16.5 Relative
' share of
absorbed by the
Absorption
Industry 7.9 12.8 4,9 29.7Z
Mining 0.5 0.8 0.3 1.87%
Manufacturing 7.2 11.4 4,2 25.5%
Energy, water 0.2 0.6 0.4 2.47%
Construction 2.4 3.8 1.4 8.5%
Transportation 2.1 3.5 1.4 8.5%
Commerce 2.9 4.4 1.5 9.17
Banking 0.4 1.4 1.0 6.0%
Services 7.3 13.6 6.3 38.2%
TOTAL 100.0 100.0 100.07%
5 ¢
SECTORAL DISTRIBUTION 736
of -
MANPOWER DEMAND 1962, 1979
1962 19/9 - Lhange
(000) ! % | % Absolute | %
Agricul ture 9.740 77.0 60.4 -670
Industry 995 7.9 12.8 +930 4.00
Mining 64 0.5 0.8 +56 3.76
Manufacturing 912 7.2 11.4 +795 3.75
Energy, Water 19 0.2 - 0.6 +79 5.15
Construction 300 2.4 3.8 +266 3.80
Transportation —j— 261 2.1 3.5 - +261 4,16
Commerce 366 2.9 4.4 +302 3.60
Banking 52 0.4 1.4 +257 8.50
Services 929 7.3 13.6 +1117 4.75
TOTAL ..... 12,643 100.0 15.006 100.0 +2363 1.00
Non-Agriculture 2.903 23,0 5.936 39.6 +3033 4.30
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EMPLOYMENT OPPORTUNITIES
in
NON-AGRICULTURE NON-GOVERNMENT

SECTORS
,

YFARS { Emﬁiﬁ%ﬁfnt 1 Ch;ige'
1962 1.974

1967 2.439 123.6

1972 3.030 124.2

1977 3.712 ' 122.5

1978 3.832 103.2

1979 3.890 101.5

1980 3.948 101.5

EMPLOYMENT OPPORTUNITIES
in
NON-AGRICULTURAL SECTORS

YEAR Non-Agricul tural Public, Private | Non-Agricultural
_Sectors Services Sectors
1962 - 1974 929 2903
- 1967 2439 123.6 1243 133.8 3682 126.8
1972 3030 124.2 1580 127.1 - 4610 125.2
1977 3712 122.5 1914 121.1 5626 122.0
1978 3832 103.2 1990 104.0 5822 103.5
1979 3890 101.5 | 2046 102.8 5936 102.0
1980 3948 101.5 - 2100 102.6 6048 101.9

Between 1962-1977 employment in the non-agricultural non
government sectors of the economy comprising Industry, Cons-
truction, Transportation, Trade, Banking, Insurance has in-
creased at 4.5-4.8 percent annually. The rate of employment
has dropped to 3.2 percent in 1978 and to 1.5 percent in 1979.

Employment in the Public Sector and Private Services in-
creased at 4.2-6.8 percent annually between 1962-1977 but by
only 4% in 1978, 2.8% in 1977 and 2.6% in 1980,

Employment in all non-agricultural sectors increased by 4.4
to 5.4% annually It dropped to 3.5 in 1978 to 2% in 1979 and
to 1.9% in 1980.
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At present the non-agricultural sectors of the economy
provide additional unemployment to 100.000 people annually, a
figure too low to be able to absorb the annual increment supply
of manpower. , ‘ ' .

The development strategy of the Five Year Plans has empha-
sized a high rate of growth of output and labour productivity
i than that of employment. Although the rate of growth of emp-
loyment in industry, construction and transportation has acce-
lerated during the Second and Third Plans it has .failed to ab-
sorb the increments 'in the labour force., This is partly be-
cause the rate of employment growth in Services went gradually

down from 8 percent during the First Plan, to 6.4 percent du-
ring the Second and 3.9 percent during the Third Plan.

Emigration has greatly eased the pressure on employment in
the early 1970's. 135.820 Turkish workers emigrated in 1973,
a record year allowing the absorption of the yearly incremen-
tal total labor force surplus by emigration. But due to the
changing employment conditions abroad, emigration has slowed
down and continues at around 20 thousand a year. :

There are several reasons for believing that  the Plan's
implicit estimate of the magnitude of agricultural population
~and of the rural exodus may be too high. It is based on a
rising rate of participation in agriculture as elsewhere; but
as education spreads and incomes rise, the employment of
children and women is likely to fall rather than to rise. On
the other hand, the estimate is predicated on very high growth
rates of productivity in agriculture: 5.1 percent per annum
in 1972-1977, 9 percent in 1977-1987 and 6.4 percent in 1987-
1995. Such increases in producitivty are unlikely to materia-
lize; productivity increases around 3.2 percent for Agricul-
ture seem more likely in the medium term. Thus, the actual ex-
tent of disguised and open un-employment in agriculture or the
rate of annual exodus may well be less than the estimate, va-
rious projections indicate that agricultural labor force might
increase slightly by less -than one percent per annum. o

On the other hand, a strategy of maximizing employment
rather than growth can translate into a substantially faster
growth of urban employment at the expense of a small loss :in
growth. It would also have the advantage that through increas-
ing employment the more equal distribution of income could be

achieved.

gL
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4., LABOR RELATIONS

Collective bargaining and the ensuing agreements related

to 23.257 establishments in 1979 covered 100 thousand -workers
“in the Public Sector and 300 thousand in the Private Sector.

The year 1979 "has witnessed a large number of strikes.

126 strikes involVed_Zl.Oll'workers who remained on strike for
10.529 days and caused 1.147.721 work-days to be lost.

WORKERS' and EMPLOYERS' UNION

Workers' Number of Employers' Number
Members . of
YEAR Union (000) - Unions . Members
1973 637 2.658.4 104 19,842
1974 675 2.878.6 .. 101 9,647
1975 781 3.328.6 107 8.943
1976 821 3.624.8 111 10.735
1977 863 3.807.6 118 12,514

Source: Ministry of Labor

COLLECTIVE BARGAINING

Number ‘of

Number of Agregments . Establ ishments Number of Workers

YEAR

Public|Private|lotal | Public]Private|Total Publicl?rtvéfe|Total

1972 443 1.160 1,603| 1.789 1.879 3.668}278.017 148.428 426.445
11973 551  1.370 . 1.921| 4.211 2.098 6.309{249.901 193.389 443.290
197410 594 1.130 1,724 1.880 2.443 4.323)427.300 174.479 601.775
1975 297 1.597 1.893| 1.051 3.877 5.928| 91.316'209.002 300.318
1976 790 1.640 2.430| 2.807 3,156 5.963|220.956 255.426 476,382
1977| 573 1.659 2.232( 2.498  3.681 1 6.179]369.324 220.774 590.098
1978 485 1.440 2.225| 1.539 3.802 5.341(280.262 203.879 481.139
1979 774 840 1.614| 5.279 17.978 23.257| 99.802 298.103 397.905}

Source: Ministry of Labour.
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NUMBER of WORKDAYS LOST DURING STRIKES

Number
Nun(;l'%»__er - of ‘ Nun:]z?/rs of Workdays
Workers . Lost
, YEAR Strikes Participating On Strike ,
1972 48 14,879 2,297 659.362 -
- 1973 55 12.286 2.209 671.135
1974 110 1.25.546 4.104 1.109.401
1975 116 13.708 5.601 668,797
1976 58 7.240 3.691 325.830
1977 59 15.682 3.622 . 1.397.124
1978 87 9,748 4.457 426,127
1979 126 21.011 10.529 1.147.721

Source: Ministry of Labour.

SOCIAL SECURITY POLICY

At the end of 1972 10.9% of total population or 1/3‘Of the
active population 4.8 million people benefit from one or the
other of social security programs.

On the other hand, there are 1.5 million people who ‘are
getting monthly payments under social security programs.

‘NUMBER of PEOPLE UNDER THE COVERAGE
of
SOCIAL SECURITY PROGRAMS

. State Independent '
“ YEAR ISOCIa] Retirement Sgiial Special TOTAL .
nsurance . Funds :
Fund Insurance

1973 - 1,649 850 775 40 3.314
1974 1.800 870 - 825 45 3.540
1975 1.825 900 ‘ 850 48 3.623
1976 2.017 1.145 885 57 4.104
1977 2.191 1,175 962 62 4.390
1978 2.206 1.230 1.120 65 4.621

l 1979 2.220 1.295 1.210 68 4,793
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NUMBER of PEOPLE GETTING MONTHLY PAYMENT UNDER
SOCIAL SECURITY PROGRAMS

State Social Indep%ndent Special (] ..
YEAR Retirement|  <irance Social Funds | Others Total

Fund Insurance
1972 322.5 167.9 - 2.5 21.1 514.0
1973 336.4 194.1 1.5 2.7 23.7 . 558.4
1974 362,00 211.5 2.3 3.0 24.0 602.7
1975 380.0 242.0 3.3 - 3.4 25.0 653.6
1976 409.3 . 293.5 4.6 4.5 29.0 740.9
1977 | 860.2. 350.0 27.0 5.0 30.9 1.273.1
1978 910.0 395.0 31.0 5.5 31.0 1.372.5
1979 975.0 440.0 34.0 5.9 32.0 1.486,9

Source: SPO, Fourth Five Year Develoﬁment Plan

1
( )People benefiting from social service programs such as Houses for
the aged, children, etc.

5. INCOME DISTRIBUTION

Turkey shares with many other deveéloping countries the ex-
perience of large income differences. The overall income dis-
tribution is highly 'unequal; the Gini coefficient of net house-
hold incomes was estimated at above 0.56 in 1969 and at 0.51489
in 1973, :

Comparable data for earlier years are not available - dand
the lack of firm data makes it difficult to judge whether in-
come differences have expanded or reduced. The substantial
difference in the rate of growth of real per capita output in
various sectors suggests that the differences in income of va-
rious groups may have widened. On the other hand, the ‘subs-
tantial and rapid growth of emigrant workers' remittahces in
recent years, much of which goes to the.poorest groups, has
been working in the opposite direction.

The general picture reveals that 4.1 percent of the house-
holds within the lowest income bracket (up to TL 2500/year)
get 0.3 percent of total income while 0.6 percent of the house-
holds within the highest income bracket (incomes exceeding TL
200,000/yr) get 10.2 percent of total income in Turkey.
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INCOME DISTRIBUTION by INCOME BRACKETS
TURKEY 1973

, %z of
“Income Brackets %of National
. - Households |
ncome
¢ - 2,500 4.1 0.3
2,500 - 5,000 8.1 1.2
5,000 - 10,000 17.8 5.4
10,000 - 15,000 20.0 10.1
15,000 - 25,000 22.5 17.9
25,000 - 50,000 18.1 25.4
50,000 =100,000 6.8 _18.6
100,000 -200,000 1.9 10.8
200,000 + 0.6 10.2
Gini coefficient: 0.51489

Source: SPO, Income'Distribution, 1973

The State Planning Organization has recently in the 1980
Programme given the quantitative changes in the functional dis-

tribution of income during the 1968-1979 period. No changes -
of a meaningful magnitude seem to have taken place between1968-

1976 but with the acceleration of inflation serious  changes
have taken place in the lgst three years. ‘

CHANGES in FUNCTIONAL INCOME DISTRIBUTION

| 1968 [ 1976 | 1977 | 1976 | 1979

I. Agriculture 32.4 3.4 28.9  24.3 20.7
Il. Non-Agric¢ultural T

Wage 19.7 20.7 20.8 18.3 16.8

‘HIl. Salaries of Gov't L .
Employees - 10.3 11.5 13.2 10.6 . 10.0
IV, Industry - 10.2 7.5 7.6 7.9 7.9
V. Incomes of H
Services 27.4 28.9 29.5 - 38.9 44.6
TOTAL 100.0 100.0 100.0 -100.0 100.0

They can be outlined as follows: In 1977, there are two
distinct movements; a decrease in the share of agricultural in-
come and an increase in the share of the salaries of government
employees which enabled this underprivileged class to reach the

highest share of this twelve year period (1968-1979) by moving
from 11.5 percent in 1976 to 13.2 percent in 1977. - The nearest
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to this maximum was attained in 1972 and 1973 with 12.8 a&nd
12.6 percent respectively. The share of industry on the other
hand has gradually decreased between 1968 and 1976 from 10.2
percent to 7.5 and remained at this level in 1977.

The acceleration of inflation in 1978 and 1979 has further
deteriorated the position of Agriculture, Labor and Government
Employees. It didn't improve in any significant degree the
position of industry. The only groups that benefited from
the acceleration of inflation were the recipients of different
kinds of rents, trade margins, inventory profits, capital gains,
speculative profits and last but not least the seigniorage ac-
cruing to the State and Governmental institutions through ex-
propriations made possible through financial restrictions.

The final result of all fhese developments in income dis-
tribution by the end of 1979 can be outlined through a compa-

iison of the functional shares of income recipients in 1968 &
979, :

CHANGES in THE SHARES of GDP, 1968-1979

| - Change 1968£1979
1968 1979 | 4, the Share %
Agriculture . B2.4  20.7 -11.7 ~36.1
Non-Agricultural Wage 19.7 16.8 -2.9 -14.7
‘Salaries E 10.3 10.0 ~0.3 -2.9-
Industry : 10.2 7.9 ~2.3 =22.5
Services 27 .4 44 .6 +17.2 +62.8
TOTAL sene 100.0 100.0 _ 0

The most serious decreasé has taken.place in Agriculture.
Its share in GDP has decreased by 36.1 percent moving from
32.4 percent in 1968 to 20.7 percent in 1979. The second big
- looser is Industry. 1Its share has decreased by 22.5 percent,
from 10.2 percent in 1968 to 7.9 percent in 1979, Ironically
enough the products of Industry have generated all ‘kinds of
rents before reaching the final consumer.

The share of non-agricultural wage has decreased by 14.7
percent moving from 19.7 percent of GDP in 1968 to 16.8 per—

cent in 1979,

Total salaries of government employees decreased by only

2.9 percent moving from 10.3 percent of GDP in 1968 to 10 per-
cent in 1979. - : : S

4
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Against all these decreases the share of various services
in GDP 1ncredsed by 62.8 percent, absorblng 44,6 percent - of

GDP in 1979 from 27.4 percent 1n 1968

This represents a major distortion in the Turkish Economy

created by a combination of high rates of 1nf1at10n decrease
in the production and availability of manufactured products,

and government interference with the market mechanism  which
was not coordinated with the necessary flow of_supply.

It is not easy to wake definite comparisons between  the
Income Distribution of Turkey and that of other countries. We
have used in this respect data available in the publications
of the World Bank, 16 countries have been defined as Semi-In-
dustrialized by the World Bank. Nine of them including Turkey
have in the last ten years conducted surveys for guantitative
assessment of their income distribution. Turkey's income dis-
tribution is not as bad as Brazil's or Mexico's but it is more
uncqual than Korea, Spain, Yugoslavia and Taiwan,

INCOME DISTRIBUTION
of
SEMI-INDUSTRIALIZED COUNTRIES

. ‘ Percentage ' Shares of Household [ncome

COUNTRY YEAR Lowest |, 4 ard | gth 5th " Highest

20% Highest 20% 10% .
Brazil 1972 2.0 5.0 9.4 17.0 °  66.6 50.6
Mexico 1977 2.9 7.4 13.2 22.0 54.4 36.7
TURKEY 1973 3.4 8. 12.5 19.5 56.5 40.7

Philippines| 1971 3.7 8.2 13.2 21.0 53.9 e

Argentina 1970 4.4 9.7 14.1 21.5 7 50.3 35,2
Korea 1976 5.7 1i.2 15.4 22.4 45.3 27.5
Spain 1974 6.0 11.8 16.9 23.1 42.2 26.7
Yugoslavia | 1973 6.5 11.9 17.6 24.0 40.0 22.5
Taiwan 1971 8.7 13.2 l6.6 22.3 39.2 24,7
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A survey conducted recently and covering 1.000 families
shows an alarming lnequality of income distribution among
the inhabitants of Istanbul.

The upper income group constituting 20 percent of the
population of Istanbul receives 69% of the total income of
the city. ‘

The second 20% of the upper income group just breaks even
receiving 21% of the city income.

These two groups together adding up to 40 percent receive
almost all (90%) of the total income.

Percent of [t Share

Income Total From Total
Group ' Population I ncome
. 1 Highest 20 69.0
2 20 21.0
3 20 k.3
L 20 3.3
5 Lowest 20 2.4

In other words 60 percent of the city population receives
only 10% of the city's income.
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6. MIXED ECONOMY

STATE-OWNED INDUSTRY

The Turkish Economy is mixed with government enterprises,
owning about 47% of the Turkish Industry. ' ‘
The industries under the ''monopolies law" are those exclu-

sively reserved to the state (tobacco products, spirits, uti-
lities, railways, airlines and municipal public¢ transport,
opium products), while the private sector has been permitted
to engage in production of tobacco products for export.

The Public Economic Sec%dr in Turkey is composed of 240 es-
tablishments, comprising 4572 units, representing a nominal

.non-revalued capital of TL 162 billion and total fixed assets

of TL 187 billion. There are large differencesin the charac-

teristics of Public Enterprises: 540 units are run with .an-

nexed budgets, 279 with special laws, 1952 under the Status of
State Economic Enterprises, 506 as Partnerships, 461 as Corpo-
rations. '

216 under special laws, 124 as companies with mere than

50% public ownership, 494 as companies with less than 50% pub-
lic ownership.

At present, the most important of the 29 State Economic En-
terprises (SEEs) engaged in industry and communications in-

clude, Slmerbank (mainly textiles), Etibank (mining and mine-

ral processing), MKEK or the Machinery and Chemical Industries
(Industrial chemicals, ammunitious, special steels, castings,
etc.) TPAO (petroleum), Azot (fertilizers), Maritime Bank ,TMO
(Cereals Office), TEK (Electricity), TCDD (railways), Petkim
(Petrochemicals), THY (Turkish Airlines), TKI (Coal), TUMOSAN
(Motor Industry), Taksan (Machine Tools Industry). TEMSAN(E-
lectromechanics), Testas (Electronic Industry), Telesan = (E-
lectro~Communications Industry), and TUSAS (Aircraft Industry).
Other SEEs include the State Investment Bank, Workers' Invest-

ment Bank, the Social Insurance Institution and the State Pen-
sion Fund. |

Through the SEEs, the Treasury also has interest in some
45 other industrial joint ventures with private capital. Some
of these involve foreign corporations - such as Eregli Iron &
Steel Mills Corp, Northern Electric - PTT Telecommunications
Equipment Plant and Mannesman-Sumerbank Steel Pipe Factory.

The production, price and even employment policies of the
SEEs are determined by the government since these agencies are
greatly manipulated in pursuing economic policies. Arguments

for increased autonomy of these enterprises since the beginning
of the planned period failed to convince governments to allow



these giants to operate under competitive conditions in

Certain rules of economics, however, need to be
One of these

market.

served or ensuing losses become inevitable.
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" the
ob-
‘is

the rule that an investing enterprise should be ableto finance
some portion of the investment cost from its own resources in

order to make profits or to keep investing, as the SEEs

required to do.

DISTRIBUT'ON and MAIN CHARACTERISTICS
of PUBLIC ENTERPRISES

are.

Share of

] ] Total

Number —}Number | Nominal | b 17 ounership] Fixed

- of of Capital : _ Assets
Establishments|{ Units [ (mil TL)} [ (mi1 TL) (%) (mi 11 TL)

Annexed Budget

‘Organizations

(universities
excluded)

Public Economic
Enterprises
(followed by SPO)

- Under
Special Laws

State Economic
Enterprises

= Anonym Partnerships
"= Anonym Corporationsg

Other Organizations
under Special Laws

Companies with more
than 507% public
ownership

. Companies with less
than 507% public

10 540
(40)

4 279
18 1.952

6 506
12 461
14 216
65 124
111 494
240 4.572

5

69.410

61.493
~7.500
9.776

1.041

6.744

6.149

162.113

69.410

61.493
7.337
8.062

1.041

6.364

1.685

155.392

160.00 -

(3.198) (148.179) (146.302) (98.50)(147.830)

100.00 5.425
106.00 106.694
97.83 19.325
82.47 16.386
100.00 3.351
94,37 23.121
27.40 12.983
95.85 187.265

Source: SPO

~

The State Economic Enterprises provide direct employment
to 723.000 people.
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EMPLOYMENT in STATE ECONOMIC ENTERPRISES

Staff +
YEARS | Technical Workers Total
Personnel ‘
1970 165,738 196,562 362,300
1971 170,601 204,020 374,621

1972 179,921 212,462 392,383
1973 192,360 233,502 425,862
1974 179,291 324,543 503,834
1975 195,979 348,399 544,378
1976 216,624 368,964 585,588
1977 225,441 410,758 636,199
1978 250,218 404,840 655,058
1979 | 273,895 . 449,100 722,995

'WAGES and SALARIES in SEEs

1

Wages constitute a large proportion of sales revenue,more-

over this proportion is systematically increasing. Three pos-
sible reaséns could be given for the explanation of this ten-

dency. There is excess employment and it goes increasing.The
management of SEEs is too liberal concerning wage determina-
tion during collective bargaining. Prices are being-kppt low.

WAGES as PERCENT of SALES REVENUE
(mill. TL)

Wages/
Sales

1974 19.0 71.5 26.5
1975 28.3 92,9 30.5
1976 42.1 127.1 33.1
: 1977 61.3 183.3 33.4
- 1978 102.8 295.0 34.8
1979 153.5 501.2 30.6

1980
J(Est.)

YEAR Wages | Sales

235.3 1222.9 19.2
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In a few years time wages have attained considerably high
proportions in sales revenue indicative of a possible increase
in costs. ‘

The SEEs continue to grow bigger, and the investments un-
dertaken in the past few years to achieve such growth-are as

follows:

PROFIT and LOSS ACCOUNT
' T of
STATE ECONOMIC ENTERPRISES

(TL. billion)
1977 1 1978 | 1979 | 1980

sales Revenue 155.9  256.2 501.2 1222.9

Increase in Stocks 16.8 20.2 24,5 36.5
Total Income 172.7 276.4 525.7 1259.4
Hages & Salaries 61.3 102.9 153.5 235.3

Purchases of

Goods & Services 133.8 201.7 414.6 935.6
Depreciation 12.0  20.1  15.4  20.3
Other Provisions 1.8 3.8 2.2 5.6
J Total Expenditures 208.9 328.4 585.7‘ 1196.8
—;%ross Profit or Loss -36.2 -52.0 -60.0 +62.6
Taxes - =16 -1.8 -3.8 =35.F
Depreciation Allow. 12.0 20.1 15.4 20.3
Other Net 17. 16.8 -9.0 -39.4
Total own Resources -8.T =I6.9 =583 +/.8

The State Economic Enterprises resort to publie funds to
finance their investments, because they are unable to generate
capital by themselves. Their financial burden on the Treasury

is rapidly increasing, and this in turn leads to economic de-
terioration.

The State Economic Enterprises apart from public utilities,
and transport and communications, provide some 40 percent of
value added and of employment in the industry, The State has
forced their expansion on the one hand and used them as buffer
programmes for employment, with the result that the number of
employed has doubled between 1970 and 1979 from 362 thousand
to 723 thousand. Even during the 1979 recession total employ-

ment in these enterprises rose by 11 percent and within the to-~
tal technical and office staff by 17 percent.
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STATE ECONOM|C ENTERPRISES:
FINANCING of INVESTMENT and LOSSES

(bill. TL)

1977 | 1978 ] 1979 ] 1980

Fixed Investment ' 46,1 60.4 98.0 168.5
Stock Changes '16.8 20,2 24,5 36.5
Total Investment - 62.9 80,6 T2Z22.5 7Z05.0
Own Resources of SEE -8.1 -=16.9 -=58.4 +7.8
Total Financing Requirements 71.0 97.5 180.9 197.2

' FINANCED by -

' Budget Transfers 31.7 ° 40.0  79.7 101.0
Petroleum Fund 1.9 3.8 7.0 10.0
Central Bank 23.2 19.0 51.0 30.6
State |nvestment Bank . 10.3 9.1 14.1 20.0
Foreign Borrowing (net) 3.9 25.6 29, 35.6

TOTAL 71.0 97.5

180.9 197.2

Excess personnel is not the only reason for the deficits
of the State Economic Enterprises; lack of timely pricing and
mismanagement are the two main causes of deficit. As a result
the number of enterprises turning up negative results in their
balance sheets as well as the size of the losses have been in-
creasing in recent years., The combined operating deficit of"
the SEEs rose from 36 billion TL in 1977 to 52 b in 1978 ° and
to 60 b in 1979. But the financing negds were far greater be-
cause of large investment programmes. ‘In 1979 fixed invest-
ment amounted to 98 billion and stock changes to 24.5 which
added to the deficits created 180.9 billion TL of financing
requirements 79.7 billion of which was financed by budget trans-
fers, 51 billion by the Central Bank and the remaining 50 bil-

lion TL.through Petroleum Fund, State Investment Bank and Fo-
reign borrowing. ' ‘ _ A

The main reasons for these alarming claims on the resources
of the Economy must be sought in the organization of these
-enterprises which were centrally directed and whose investment -
and employment policies followed social objectives rather than
the rules of the market. The fact that the SEEs were able to
recover their losses, year after year by receiving government
subsidies and cheap official loans has had the effect of re-
ducing incentives to follow sound management practices.
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THE ROLE of THE PRIVATE SECTOR
in INDUSTRY

There were 5.565 private sector establishments in 1977 in
manufacturing, employing 462.249 workers or on the average 83
workers per establishment. .The average size of establishment
has increased from 70.7 workers in 1972 to 83.1 in 1977.

\

PRIVATE SECTOR MANUFACTURING ESTABL|SHMENTS
EMPLOY{NG MORE THAN 10 WQRKERS

- “Number Number Number of

~ of of Workers
Establishments | Workers per Establishment

1972 ‘ 5110 361.667 ‘ 70.7
1973 ' 5560 E 412.028 - 74,1
1974 5567 437.219 S 78.5
1975 - 5912 451.949 76.4
. 1976 5737 . 464,442 80.9
1977 5565 462.249 83.1

Source: SIS, Surveys of Manufacturing Industry.

The share of the private sector in the production, employ-
ment and investment of large manufacturing industry has shown
a continuous increase. Production in the private sector es-
tablishments amounted to slightly more than half in the late
60s, and it attained 65 percent by 1976. _ o

SHARE of THE PRI!VATE SECTOR in
" LARGE MANUFACTURING INDUSTRY

Production . Employment Industrf Investments

YEARS , (Billlon TL) (Thousarnd) (billion TL)
_ Tot.| Priv. [ % [Tot, [ Priv. | % | Tot. | Priv. | %

1964 | 23,0 13.2 57.3 346. 199 57.6 2.0 0.8  40.7
1965 28,6 15.1 52,8 390" 220 56.3 1.6 0.8 55.0
1966 34,1 18.1 53.2° 410 231 56.3 1.6 1.0 63.4
1967 - 41.9 ' 21.1 50.5 435 249 57.0 2.2 1.4  63.1
1968 46.8 25.1 53.6 460 265 57.7 2.4 1.6  65.7
1969 59.7 - 32.3 54.1 480 289 60.1 3.6 1.9  52.3
1970 | 72,3 41.5 57.4 506 310 61.3 3.8 2.4 62.3
\ 1971 ‘85,4 52,6 60.7 541 334 61.7 4.7 3.0 62.6
1972 104.5 65.6 62.5 576 361 62.6 7.1 4.6°  64.5
1973 1 141.2  89.4 63.3 637 412 64.6 9.2 6.1 66 .7
1974 200.2 118.2 59.1 657 428 65.2 10.6 7.1 66.9
1975 253,3 158.3 62.5 699 451 64.6 14,9 9.9 67.0
1976 203.7 197.3 64.9 724 464 64,1 17.1 12.3 72.1

Source: SIS
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1
PERCENTAGE SHARES of the PURBLIC and PRIVATE SECTORS
. in . L o7 ..
PRODUCTION and EMPLOYMENT of THE MANUFACTURING INDUSTRY
(1976)
{in %)
~ PRODUCTTON EMPLOYMENT

Public . | Private Public | Private

Food, Beverages, Tobacco 48.2 51.8 57.5 42.5
Food 34.6 65.4 46.6 . 53.4
Beverages 65.9 ., 34.1 51.0 49.0
Tobacco ' 88.5 . 11.5 89.1 10.9
Textiles, Clothing, Leather 13.9 86.1 20.2 79.8
Textiles ' 14.5 85.5 21.0 79.0
Clothing 2.0 98.0 2.7 '97.3
Fur, Leather ‘ ' - 100.0 - 100.0
Footwear . 35.0 65.0 49.2 50.8
Wood Products, Furniture: 29.1 70.9 42.7 7.3
" Wood- Products ‘ 29.4 70.6 44.0 56.0
Furniture 26.9 - 73.1 37.4 62.6
Paper, Printing - : , 49.5 50.5 53.0 47.0
‘Paper Products . 68.9 31.1 74.3 25.7
Printing 10.6 89.4 19.7 80.3
Chemistry, Petroleum, Rubber 55.3 44.7 21.6 78.4
Basic Chemical Products 42.3 57.7 50.3 - 49.7
Other Chemical Products 3.9 96.1 { 10.7 89.3

Petroleum Refineries 100.0 - 100.0 -
Petroleum and Coal Products 17.7 82.3 ~ 15,7 84.3
Rubber - 100.0 - 100.0
Other Plastics 2.2 97.8 0.4 99.6
Non-Metallic Minerals 19.3 80.7 20.7 79.3
Pottery, China, Earthenware 19.7 80.3 30.1 - 69.9
Glass, Glassware - 100.0 - 100.0
Other ‘ 24,7 75.3 24.1 - 75.9
Basic Metalic Industries 41.2 58.8 66.5 1 33.5
Iron, Steel 42.6 57.4 64.1 35.9
Non-Ferrous Metals 36.2 63.8 68.8 31.2
Metallic-Products, Machinery 11.7 88.3 24.9 75.1
Metallic Products 2.7 97.3 3.6 96.4
Machinery 24.0 76.0 30.4 69.6
Electrical Machinery 1.8 98.2 9.0 91.0
Transportation Vehicles 12.7 87.3 40.8 59.2
Scientific Equipment - 100.0 - 100.0
Other Manufacturing Industries 8.9 91.1 18.8 81.2

TOTAL MANUFACTURING . '
INDUSTRY 35.0 65.0 35.2 64.8
Source: State Institute of Statistics
A
ﬁL‘



- 118 -

The relative importance of the private sector in manufac-
turing has increased from 63.7% of the value added in manufac-

turing in 1963 to 69,6% in 1977.

VALUE ADDED in MANUFACTURING INDUSTRY (1963-1977)

(1968-Constant Producers! Prices) -

Percentage Distribution (%)

PubtTe T - PRIVATE SECTOR Rural Total
Sector | large-Scale | Small-Scale | Sector
1963 ' 34.8 40.7 23.0 1.5  -100.0
1964 36.6 40.4 21.7 1.4 100.0
1965 34.9 42.2 21.6 1.2 100.0
1966 36.3 41.8 20.7 1.1 100.0
1967 35.9 43.0 20.2 1.0 -100.0
1963~1967 35.8 41.6 21.4 1.2 160.0
1968 - 35.8 43,6 19.8 0.8 100.0
1969 36.6 ‘ 43.5 19.1 . 0.8 100.0
1970 37.1 43.5 18.5 0.9 100.0
L1971 37.7 43.6 17.9 + 0.8 100.0 |,
C 1972 36.6 44,9 17.7 0.8 100.0
1968-1972 36.8. 43.8 18.6 0.8 100.0
1973 32.5 . 46.9 19.9 0.6 100.0
1974 - 32.0 47.7 19.8 0.5 100.0
1975 : 31.5 48 .4 19,7 0.3 100.0
1976 ‘ 30.9 49.2 19.7 0.2 100.0
1977 30.3 50.0 19.6 0.1 100.0
1973-1977 31.4 48,4 19.7 0.4 100.0

: Source;‘Istanbﬁl Chamber of Indﬁstry

The share of the Private Sector in total fixed investments
has shown a gradual increase during the three Five-Year Deve-
lopment Plans rising from 46.55% to 47.30% and 49.62% respec-
tively for the three plans. . '

In spite of this upward trend related to Five Year avera-
ges, yearly data on recent performance indicate a remarkabile
increase in the .share of the private sector in total fixed in-

vestments from 1970 on to 1973 but a gradual decrease thereaf-
ter from 52 percent in 1973 to 46.76 in 1977, as can be  ob-

served from the table below.

Sectoral shares of private investments have shown differ-
ing trends, while the share of the private sector increased in

Agriculture and_Transportatioq, it decreased in mining, manu-
facturing, Tourism and Services.
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FIXED CAPITAL INVESTMENT

(TL million, 1976 constant prices)

YEARS Public | % | Private | % [ Total
1970 39.775 53.37 34,751 46.63 74.526
1971 36.376 51.24 34,618 48.76 70.994
1972 39,379 50.42 38.772 49.58 78.101
1973 44,028 48.00 47.701 .52.00 91.729
1974 50.166 - 48.34 53.622 51.66 103.788
1975 65.046 - 50.64 63.471 49.36 128.517
1976 75.227 51.54 70.739 48.46 145.966
N 1977 83.756 53,24 73.557 46,76 157.313
1978 73.28h 52.70 65.889 47.30 139.173
1979 69.816 55,00 . 57.11h 45,00 126.930

Source: State Planning Organisation

RELATIVE SHARE of THE PRIVATE SECTOR
in

TOTAL FIXED INVESTMENTS
(1963-1979)

1963~ 1968~ 1973-
- 1967 | 1972 | 1977 1978 | 7
1. Agriculture 30.45 38.55 56.68 52.6 50.6
2. Mining 26.33 20.21 7.60 4.4 7.3
3. Manufacturing 67.27 56.49 56.36 54.8 45.1
. Energy 3.74 7.32 2.93 0.9 1.3
5. Transportation 22,99 30.99 40.48 44.8 39.1
6. Tourism 71.92 67.36 56.15 51.8 46.3
7. Housing 91.66 * 09.48 93,76 91.6 94.5
8. Education , 1.48 2.56 3.15 3.7 6.7
9. Health 4.86 8.63 5.99 3.3 b4
10. Services 26.81 31.05 22.41 25,2 33.2
| TOTAL 46.55  47.30 49,52 47.3 45.0 |
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PRIVATE INVESTMENT IN MANUFACTURING

: TL., Million % Distribution

1978 1979 1980 19738 1979 1980

Food 2.907 3.427 2.730 8.6 8.8 9.3
Beverages 393 596 393 1.1 1.5 1.3
Tobacco 41 30 - a.1 0.1 -
Textiles ' 3.986 4,423 1.879 11.8 11.4 6.4
Leather 144 272 363 0.4 0.7 1.2
Forest Products 1.694 2.122 692 5.0 . 5.5 2.4
Paper 691 789 Lo1 2.0 2.0 1.4
Printing 217 180 130 0.6 0.4 0.4
Chemicals 2.747 5.541 5.158 8.1 14,3 17.6
Petroleum 192 182 131 0.6 0.5 . 0.4
_Rubber, Plastics 1.493 1.390 - 600 L 3.6 2.0
Farth Products 3.8L46 3.126 1.960 11.3 8.0 6.7
lron-Steel 6.723 5.736 5.603 19.8 4.8 19.1
Non-~Ferrous Met. L 1.293  1.471 1.3 3.3 5.0
Metal Products 1.561 2.230 2.171 L.6 5.7 7.k
Machinery 1.992 2.403 1.100 5.9 6.2 C 3.7
Flectr.Mach. 1.806 1.581 834 5.3 k.1 2.8
Transport Veh. 2.530 2.802 3.013 7.5 7.2 10.3
Dther 261, 154 157 0.7 0.4 0.5
Total 33.853 38.805 29.265 100.0 100.0 100.0

Source: SP0O, September 1979, Investment Survey

According to an Investment Survey by the State Planning
Organisation, the private sector shows a tendency to invest
less in Textiles, Forest Products, Paper, RubberuPlastic,
Earth Products, Machinery and Electrical Machinery in 1980
when compared w1th 1978 and 1979. On the other hand Chemicals,
Non-ferrous metals, Metal Products and Transport Vehicles are
sectors where the prlvate sector has shown the tendency to
invest a larger share in 1980 in contrast to 1978 and 1979.

The absolute amount of private investment shows a decrease
of 19 billion TL. in 1978.

In fact when deflated by the GNP deflator (it is 69.6%
in 1979) private investment in Manufacturing expressed in
1978 prices drop from 33.8 billion TL. in 1978 to 22.9 billion
in 1979, : ,
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CHARACTERISTICS OF PRIVATE
INVESTMENT IN MANUFACTURING

TL. Million ' % Distribution
- 1978 1979 1980 1978 1979 1980
Construction Invest. 7.538 7.458 4,726 22.3 19.2 16.1
hDomestic Mach.+Equip. 6.904 7.567 5.961 204 19.5 20.4
Imported Machinery 12.680 16.234 13.099  37.5 41.8  &h.7
Transport Vehicles 802 707 430 2.4 1.8 1.5
Interest Paid 3.375 3.265 2.400  10.0 8.4 8.2
~ |O0ther Investments 2,552 3.572  2.647 7.5 9.2 9.0
| 33.853 38.805 29.265 100.0 100.0 100.0

Source: SP0Q, September 1979, Investment Survey

‘ There is a relative decrease in conétfﬁction investment
between 1978 and 1980 and a relative increase in imported.

machinery.
/
STOCKS IN PRIVATE
MANUFACTURING INDUSTRY

Fiﬁished ’ Raw :

Products Materials Total
End of 1978 21.599 : 33.148 54, 747
Beginning of 1978 16.060 | 29.527 5,587
Change in Stocks 5.539 3.621 9.160
% Change ' 34.5% T 12.3% 20.0%

i

- Total stocks in private manufacturing increased by 20%
in the overall. Stock Accumulation has mainly taken place in
Finished products (34.5%) than in raw materials. In fact
stocks of raw materials increased by only 12.3%.
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Istanbul Chamber of Industry has been publishing a list of
100 largest industrial corporations in Turkey .every year since

1968. The same list has been enlarged to 300 corporations in
1977,

The list of the 300 largest industrial corporations in-
cludes their figures of paid-up capital, number of employees,

net income (profit after tax), total turnover and sales out of
their own production.

Out of the 300 corporations 42 are under the direct con-
trol of the public sector. Out of 258 private firms 159 are

registered with the Istanbul Chamber of Industry,32 are in the
Aegean region, 20 in Ankara, 14 in Adana 12 in Bursa. These

258 private firms represent 72.6 percent of the total sales

out of their production of the 300 firms and 55.7 percent of
total employment.

25,3 percent of the total employment of the 258 private
firms is created in Textiles, 20 percent in Metal products and
Machinery, 12 percent in Cement.

USE of CAPACITY in INDUSTRY

Use of capacity in 1979 does not show a large decrease.

USE of CAPACITY

(19379)

Private Public
Paper 80.0 78.5
Rubber 68.5 -
Chemicals . . 60.2 79.2
Petroleum Products 33.3 68.5
Fertilizers 50.0 48.0
Cement 76.0 68.0
Iron & Steel - 61.3
Ceramics - 24.6 96.5
Non-Ferrous Metals 40,0 42.5
Machinery 60.0 63.1
Tractors 32.9 10.0
Road Vehicles 50.0 -
Railroad Vehicles - 77.0

Source: SPO







CHAPTER VI

WEAKNESSES AND
PoTeENTIALS OF THE
TurkisH Economy

Growth of the Turkish Economy has been impressivé between
1950-1976, raising percapita income from about $230 in 1950 to
$990 in 1976.

Past performance and the natural and human resources of the
country indicate that further developments are feasible.

However, Turkey will have to overcome important constraints,
problems and imbalances.

While growth in the last twenty years has been characterized
by nearly continous foreign exchange shortages and inflationary
pressures, in the next twenty years to these two main problems
will be added the problems of employment creation, income dist-
ribution and economic management of the economy.

Turkey has a number of advantages which when-put to good
use could contribute to the further development of the Economy.

Turkey has a relatively large market equal to 4.3% of the
European market. The growth of the market was considerably
high in the past five years.

Among the semi-industrialized countries Turkey displays
a number of advantages but also a number of unfavorable fac-
tors.

Turkey has a considerable potential lying in Agriculture
and Mining which if wisely used could be conducive to the
solution of some of the problems that Turkey is and will be
facing.
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1. HOW TURKEY COMPARES AMONG
THE |8 WEST EUROPEAN MARKETS

The Turkish market shows the highest growth among the 18
West European markets over past five years equal to 68 percent
followed by Greece with 39 percent, Portugal with 33 percent,
Spain with 29 percent.

The size of the Turkish market is 4.3 percent of West Eu-
ropean markets. It is the 6th biggest. Among the semi-indus-
trialized countries the Turkish market 1s second in size only
preceeded by Spain with 8.1 percent.

From the viewpoint of market intensity, defined as per ca-
pita richness of market, relative to trans regiopal average of
1.00, the Turkish market has the lowest intensity of 0.23,fol-
lowed by Portugal with 0.40, Ireland with 0.69, Greece with

0.72 and Spain with 0.82 percent.

In spite of the high rate of increase of per capita cbn—

sumption in Turkey equal to 6.3 percent for the past five years,
the level of per capita private consumption continues to bethe

lowest of the 18 countries. In 1978 it was 926 dollars, fol-
lowed by Portugal with 1.347 dollars, Greece with 2.202 and
Ireland with 2.406.

Turkey is faced with the following dilemna increase per ca- °
pita consumption at a moderate rate but within stability con-
ditions or try to increase consumption and GNP at an ambitious
rate with disregard to economic stability. Turkey has followed
an expansionist policy which enhanced instability rather than
stability and produced a rate of growth of GDP which averaged
7 percent per annum for the last 15 years. The resource ba-
lance has been provided through foreign deficits which enabled
total resources to increase at 5.5, 7.0 and 8.2 percent per an-
num for the three five year periods of the recent past.



MARKET INDICATORS .of EUROPEAN
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o

'per capita richness of market.

2Growth over past five years.

Source: Business Europe, 25 January 1980.

COUNTRIES
(1979)

. Mafket Market! Market?
Rank by Market Size iasg Intensity Growth
West Germany 20,4 1.36 B
France 15.6 1.20 15
United Kingdom 14.7 1.03 3
Ttaly 13.6 0.96 12
Spain 8.1 0.82 29
TURKEY 4.3 0.23 68
Holland 4.0 1.17 15
Belgium-Luxemburg 3.2 1.29 12
Sweeden 3.1 1.53 3

. Switzerland 2.3 1.55 -1
Austria 2.3 1.28 13
Greece 2.0 0.72 39
Denmark 1.7 1.32 11
Norway 1.6 1.57 14 -
Portugal 1.3 0.50 33
Finland 1.3 1.10 9
Ireland 0.6 0.69 17
lceland 0.1 1.62 21
Europe 100.0 1.00 13
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2. A DIFFICULT TASK AHEAD:
AN OUTWARL LOOKING ECONOMY

Turkey is not the only country facing serious economic
problems. In the 1970's many countries were affected unfavor-
ably by the world economic situation.

Turkey is not the only country which has to fight for her
industrialization and is faced since the end of 1973 with an
ever rising oil bill.

Countries like Spain, Greece, Portugal, Yugoélavia, Bra-
zil and Korea are hit by the same unfavorable circumstances. .

In fact Turkey is fighting against these unfavorable

trends within a democratic, parliamentary regime of freedom.
But there are other countries like Spain and Greece which

have solved their problems within the limits of parliamentary
democracy and were moreover much more successful than Turkey.
The only winners of this first rounds of fighting the crisis

are not rightist authoritarian regimes like Brazil and Korea.

The World Bank has selected 16 of the more advanced Middle.
Income countries according to two criteria:

- Manufacturing should account for 20% or more of G.D.P.

- Manufactured goods should account for 20% or more of
merchandise exports.

Although few in number, the 16 countries account for a-

bout 70% of the total GDP and over half of the total popula-
tion of the 55 middle income countries. ;

Among the semi-industrialized countries three broad pat-
terns of development can be identified. The first is marked
by very rapid population growth, moderate to fast GDP growth,
and a relatively high incidence of poverty. Several rela-
tively large countries are prime examples of this pattern:Bra-
zil, Colombia, Egypt, Mexico, the Philippines and Turkey.

Korea, Taiwan, Hong Kong and Singapore are the typical
examples of the second pattern: they have lower population

‘growth rates, and they have achieved remarkably fast GDP growth

and have virtually eliminated absolute poverty.

The Southern European countries - Greece, PortugaI, Spain
and Yugoslavia have a very low rate of population growth, they

have maintained a moderately fast GDP growth over a relatively
long period and have virtually eradicated absolute poverty.



!

- 130 -

3. HOW MUCH IS TURKEY SEMI - INDUSTRIALIZED?

Among the 16 seml-industrialized countries Turkey happens
to be the fifth from below according to per capita GNP which
was 1110 dollars in 1977 in Turkey. Four of the semi-industri-
alized countries have per capita GNP's below 1.000 dollars
while 11 of these countries had much higher per capita GNP go-
ing as far up as 3190 dollars in Spain. The average for the
16 countries is 1315 dollars. -

A second indicator very much related to the first is the
annual growth rate of per capita GNP. The average annual growth
has been 4.4 percent for the 16 countries as a whole for the
period 1960-1977. Turkey with per capita annual growth of GNP
equal to 4.1% is below the average. Five countries have growth
rates much lower than Turkey's but ten countries show distinc-
tively higher performance.

During the period 1970-1977 the annual rate of inflation
in Turkey was around 20 percent annually, a relatively high
figure exceeded only by Argentina with 107.3 percent, Bra-
zil with 28.7%, Israel with 27.5 and Colombia with 21.4, the
remaining eleven countries displayed annual rates of infla-
- tion much lower than Turkey's.

~

Two other indicators place Turkey at the bottom of the 16
countries. Turkey's adult literacy rate is 60% the lowest of
the group after Egypt with 44%. Life expectancy is 61 and is
the lower following Egypt with 54.

Some of the reasons for these low averages are to be
found in the demographic indicators. Total fertility rate for
1977 was 4.3 percent higher than 11 out of the 16 countries,
and only lower than Mexico (5.7%). The Philippines (5%),Bra-
zil (4.9%), Egypt (4.8%).

Turkey is by far the country with the highest percentage
of its labor force employed in agriculture in 1977. But the

same was true in 1960 when the percentage of the labor force
employed in Agriculture was 78 percent and the highest of the

group of 16 countries.

The educational effort displayed by Turkey does not seem

strong enough in 1976 numbers enrolled in primary school as
percent of their age groups was only 29 percent lower than

most of the semi-industrialized countries and only higher than
Brazil with only 18 percent.

In higher education Turkey had the lowest percent eqgual
to only 7 percent in 1975, Some countries had attained rates

as high as 28% for Argentina, 24% for Israel and 20% for Phi-
lippines and Yugoslavia.
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Growth of production was relatively successful for Turkey
for the period 1970~1977. The annual growth of its GDP has
been 7.4% for the period 1970-1977.lower only to Korea (10.4%),

Brazil (9.8%), Singapore (8.6%), Hong Kong (8.2%), Egypt(7.9%),
and Taiwan (7.7%).

Agricultural production displayed a good performance bet-
ween 1970-1977 outperformed only by Israel (6.6%), =~ Brazil
(5.8%), Yugoslavia (5.5%), Korea (5%), Colombia (4.9%)and the
Philippines (4.8%). - : :

The annual rate of increase of industrial production was
8.9% on the average for the period 1970-1977. During the same
period of time, industry grew at 17% in Korea, 12.2% in .Tai-
wan, 10.7% in Brazil, and 9.2% in Yugoslavia. Turkey  per-
formed in a remarkable way much better than 11 out of 16 semi-
industrialized countries. - :

" In spite of this performanée Turkey has a long distance to
go with respect to industrialization. The gross manufacturing

output per capita in 1975, was 247 dollars while Greece had
attained 782 dollars and Spain 1510 dollars.

The percentagelof manufacture in GDP is one of the lowest
of the group: It is 20% for Turkey, and 19 percent for Greece.

On the other hand percentage of labor force in agriculfure
is 62% for Turkey and constitutes the highest percentage oJf
the group. '

Percentage of manufactures in exports is 24% for Turkey,
the lowest of the group of semi-industrialized countries.

The structure of demand gives some clues as to. the reasons
why the Turkish economy os so distorted. Public consumption
was 13 percent of GDP in 1977 and private consumption 71 per-
cent which left 16 percent to Gross Domestic Savings. . The
only countries whose savings are even lower are Israel (7%),
Portugal (10%), and Brazil (12%). Even the average for 595
middle income countries is higher in comparison with Turkey's
16%: it is 24 percent. -

~ In exports, Turkey has the lowest performance of the six-
teen semi-industrialized and is even lower than the average of
56 middle income countries. '

‘Turkey has been able to arrive at a higher investment rate
than its domestic savings would permit, by borrowing. In 1977
at the maximum rate of borrowing from abroad Turkey had a re-
source balance equal to 8 percent of GDP. The only semi—in-
dustrialized countries with higher rates of resource balance
in 1977 were as could have been expected Israel (16%), Portu-

gal (15%), Greece and Argentina (10%) each.
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From the viewpoint of growth of merchandise Trade, Turkey
had the lowest rate for the period 1960 to 1970. It was 1.6%
per annum while Korea was able to achieve 35% per annum  and
Taiwan 24%. \ ‘ e

During the same period 55 middle income countries .were in-
creasing their exports at 5.4 percent per annum.

During the period 1970-1977 Turkey continued to have a very
low growth of exports equal to 0.8%, preceeded only by Portu-
gal which had a negative rate of growth of exports .equidl to
2.1%. The average for 55 middle ‘income countries was 5.1 per-
cent. Portugal, Turkey and Mexico were .the only semi—industf
rialized countries with rates below the 5.1 average.

Another study investigating details of the composition of
industrial goods exports of newly industrialized countries in-
dicates that Turkey is far behind in the exports of inhvestment
goods and consumer goods requiring engineering knowledge. On
the contrary it is ahead in the exports of clothing and foot-

wear and textiles.

Turkish imports behaved contrary to the remaining 15 coun-
tries. All these 15 semi-industrialized countries were forced
" to decrease their imports after the petroleum crisis. Turkey

is the only country among the 16 semi-industrialized ones to

increase its imports and raise them to an annual rate of in-

crease of 13.1 percent of the second highest for the périod

1970-1977. While these developments were taking place - the
terms of trade were decreasing from 100 in 1970 to 80 in 1977

for Turkey. The lowest terms of trade for 1977 were recorded

for Korea, Turkey, Taiwan, Israel and Spain, while Mexico,Bra-
zil and Hong Kong were able to improve considerably their

terms of trade.

)

The same unfavorable circumstances hit in the same . way
most of the non-oil exporting semi-industtrialized countries.
Those countries which tried to solve their problems within the
context of a parliamentary democracy had to face more diffi-
culties but they managed like Greece and Spain there is no rea-
son why Turkey could not. : ‘

But this does not mean to say that everything could easily
be done. While improving her international position -Turkey
has also to solve some serious internal problems. Improvement
of its income distribution is one of them. Among 9 of the 16
semi-inudstrialized countries which conducted income distribu-
tion surveys, Brazil is the one with the worst income distri-
bution followed by Turkey, Mexico, the Philippines and Argen-
tina. All policy measures to be taken from here on in :the
fields of Monetary Policy, Fiscal Policy have to take into con-
sideration the improvement in income distribution. '
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4. TURKEY'S POTENTIAL IN
AGRICULTURAL AND MINING PRODUCTS

The Turkish Economy has a number of potentialities which
will enable her to sustain her economic growth and attain a
favorable balance of payments in the long run.

One such potential is inbuilt in the Agricultural Sec~
. tor,

Since the establishment of the Republic in 1923, Turkey
has pursued a development strategy which has been aimed at mo-
dernizing the country in a system of mixed economy, the main
emphasis being on industrialization and self sufficiency. Ge-
nerally, the development of agriculture and mining received
less attention than that of industry, transportation and power
and little attention was given throughout to employment.

This underemphasis of agriculture is at the same time the
basis for its rich potential. Many countries have reached
such high levels of productivity in agriculture that the dif-
ference between actual production in agriculture and potential
one is very small. This is not the case for Turkey: the level

- of productivity in Turkish agriculture is so 1ow/that the gap
between actual and potential production in the " agricultural
sector is very large.

The importance of the agricultural sector derives fromits
substantial and varied contribution to the population of the
economy - 60 percent of total civilian employment - the bulk
of the foreign exchange earnings - 60 percent of export earn-
ings - much of industry's raw materials and a considerablepor-
tion of the net domestic product 23 percent of NDP. Although
structural and other sources of change can be expected, the
perspective which these characteristics reveal is unlikely to
change in any substantial way over the medium term.

[

The world map of agricultural production does not coincide
with the world map of consumption of agricultural products.Tur-
key is one of the countries with export surplus in agricultu-
ral products. The net export value is 1.2 billion dollars.The

Turkish agricultural sector has potential for further growth
and so are the agricultural exportis.
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‘ .COUNTRIES with EXPORT SURPLUS in
AGRICULTURAL PRODUCTS (1976)

(millions of dollars)

UsSA 11.895
Brazil 4.847
Australia 4.828
Holland 2.893
Argentina 2.566
New Zeland 1.730
Thailand 1.637
Denmark - 1.417
Malaysia “*° 1.277
Philippines ©1.260
Colombia 1.124
TURKEY 1.038
Canada 981
Ivory Cost . 937

South Africa 815

COUNTRIES NET IMPORTERS
of AGRICULTURAL PRODUCTS (1976)

(millions of dollars)

Japan 10.757
W.Germany 10.562
USSR . ' 7.530
England 7.111
Italy 5.780
Hong-Kong - 1.495
E.Germany 1.457
Belgium 1.436
Switzerland 1.323
Iran : 1.205
Czechoslovakia 1.078
Sweden 1.069
South Korea 893
Poland 870

Spain _ 862
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Turkey has not benefited from favorable terms ‘of . trade.

Those agricultural goods which have shown excessive price in-
creases between 1970 and 1977 are agricultural products im-

ported by Turkey not exported. :

By order of price increase intensity agricultural products
rank as follows: -

'PRICE INDEX of AGRICULTURAL PRODUCTS, 1977

- 1970 = 100
Cocoa 633
Coffee 452
" Wool 285
Cotton 250
Tea 244
Sovya 238
“Wheat . 195
Rice 189
Copra 179
Maize ‘ 161
Sugar 137
Beef 123
. Jute o118
-General Index
of ' ,
World Inflation... 200

Turkey is one of the major producers of cereals,She ranks
10th in the world with 24.1 million tons, producing 1.5 per-
cent of total world output of cereals. Production tripled in
the last forty years from around 8 million tons in 1939. Area

under cereals increased by 77.5 percent from 7.7 million hec-
tares in 1939 to 13.6 million hectares in 1977. Yield per

hectare increased by 70 percent from 1,042 kg/hect. In 193¢
to 1782 kg/pect in 1977, : '

_Apart from the countries having extensive lands for cﬁiti—
vation (U.S.A., China, USSR, and India) and producing 57 per-
cent of world cereal output, Turkey comes after France, Cana-
da, Indonesia, Argentina and Australia.

In wheat production Turkey ranks 8th in world production
with 16,5 million tons representing 3,75 percent of world pro-

duction, Apart from the four giant countries (USSR, USA,China,
India) Turkey is preceeded by Canada and France with 4.8 per-
cent and Australiz with 4,2%,
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Production of wheat quadrupledfin 40 years from 4.2 mil-

lion tons in 1939 to 15 million tons in. 1979, Land under
wheat increased by 132% from 4 million hectares in 1939 to 9.3

million. hectares in 1877, while yield per hectare increased
by 71 percent from 1042 kg/hect in 1939 to 1785 kg/hect ° in
1977.

BIG PRODUCERS of CEREALS
(1978 thousand tons)

COUNTRY 2
1. USA 273.346 [17.3
2, China 261.030 |l16.5
3. USSRS 229.450 [14.5
k. India\ 140.647 8.9
5, France 45.525 | 2.9
6. Canada 41.686 | 2.6
7. Indonesia ' 28.489 | 1.8
8, Argentina 27.330 1.7
9. Australia 25,494 | 1.6
" 10: TURKEY 24.088 | 1.5
~11. W. Germany 23,943 | 1.5
12. Brazil 23.887 1.5
13. Poland 21.535 1.4
14. Thailand 20.154 | 1.3
15. Bangladesh 19.314 | 1.2
16. Romania 18,916 | 1.2
17. Mexico 17.417 1.1
; 18. United Kingdom 17.092 1.1
The World..... 1.580.822 100.0

Production of wheat increased by 65 percent on a per capi-
ta basis from 240 kg per person in 19839 to 395 kg in 1977.°

- In the production of cotton Turkey ranked seventh in 1978
with 1339 million tons representing 3.5% of world production,

immediately preceeding Egypt with 1175 million tons.




- - 130 -

BiG WHEAT PRODUCERS
(thousand tons, 1978)

‘COUNTRY E3
1. USSR 120.800 . 27..4
2. USA 48.954 11.1
3. China 44,003 10,0
k. Indis 31.328 7.1
5. Cahada 21.146 4.8
6. France . 21,057 4,8
7. Australia 18.300 4.1
8. TURKEY 16 .500 3.7
The World ... &41.474 100.0

COTTON PRODUCERS
(million tons, 1978}

COUNTRY ——
1. USSR 8.500 | 22.5
2. China _ 6.300 16.7
3. USA 1 6.160 | 16.3

. . India 't 3.750 9.9
5. Pakistan 1.600 4.2
6. Brazil 1.443 3.8
7. TURKEY 1.339 3.5
8. Egypt 1.175 3.1
The World ... 37.79% 100.0




with the largest agricultural area.
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TURKEY's SHARE and RANK

THE PRODUCTION of SELECTED AGRICULTURAL PRODUCTS

Share Rank Export#*

in World in World Proceeds
PRODUCTS Product fon | Production | ($ million)
Raisins 36.9 1 114.8
Figs 17.7 1 41.5
Hazelnuts 72.6 1 353.0
Opium 20.0 2 11.6
Peanuts 17.5 2 7.8
Sunflower 4,7 4 0.02
Olives 10.5 4 2.8
Olive 0il 9.2 4 38.8
Tobacco 3.6 6 177.0
Rye 1.7 6 6.5
Cotton. 4.0 7 232.0
Grapes 4.9 7 1.6
Tea 2.9 8 3.3
Lemons 3.1 8 27.8
Wool 2.0 8 28.2
Wheat 3.1 8 208.3
Sugarbeets 2.3 11 1.3
Barley 1.9 12 1.8
Oranges 2.0, 14 14.1
%

1979,

Turkey is the third country in Europe after USSR and France
80 percent of its arable

land is under cereals and 8 percent under industrial crops.

The

Yet
the

the

total arable land is 28.3 million hectares.

In the production of many products Turkey ranks at the top.
many of these products do not occupy an important place in
exports of Turkey.

Turkey received $ 509 million from the exports of raisins

(sultanis), figs and hazelnuts in 1979, and $ 409 million from

exports of tobacco and cotton,

Total proceeds from the exports of agricultural products

amounted to $ 1.3 billion in 1979 and represented 60 percent
of total exports.

rals,
ver them,

Turkey can not be considered to be a rich country in mine-

As for total reserves not much is being done to disco-
Coal production is 8 million tons per year or 0.18

percent of world production.
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As Tor lignite produection it is 8.2 million tons or 9.9
percent of world production. Turkey is producing less than
some of its neighbors: Yugoslavia, Bulgaria, Greece and Roma-
nia.

COAL PRODUCTION and RESERVES

{(1977)

(mitlion tons)

Production Known fotal

: Roserves Reserves
USSR 722.0 165.802 3.9913, 357
USA 607.9 317.451 2,285.763
China 460.0 300.000 1.011.000
Poltland 186.1 32.425 45.741
England | 122.2 98,877 162.814
India 99.8 21.365 80.953
South Africa 86.0 24,224 44,339
W. Germany B4.6 98.877 162.814
Australia 78.4 25,540 111.865
Czechoslovakia 27.9 5.540 11.573
Canada 23.1 8.46) 97.041
France 21.3 1.380
Japan 18.2 7.443 1.443
South Korea 17.0 890 1.450
Spain 10.7 1.272 2.370
TURKEY 4.4 191 1.291
Romania 7.3 70 590
Belgium 7.1 253 253
The World 2.475.948 1.076.661 8.134.374

On the other hand, Turkey is described uas a country rich in
poor minerals. The following table indicates that Turkey occupies
an importuant place both in reserves as well as production in Boron,
Turkey has 81 percent of the world reserves and supplies 39 percent
ol world production of boron.

In the case of some other mincrals like volfram, Turkey has
3.85 percent. of the world veserves but has shown Tittle ability
ol extracting it
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PRODUCTION and RESERVES of LIGNITE

' (1977, million tons) -

Known | Jotal

'COUNTRY -1 Production )
Reserves. Reserves
East Germany 253.7 30.000 30..000 ’
USSR © .162.8 107.402 1.720.324
West Germany 122.9 55.521 55.521
Czechoslavakia 93.2 8.234 ‘8.234
Yugoslavia - . 38.6 17.894  21.647
Poland : 37.7 6.449 14.862
Australia 30.3 48,801 - 86.702
Bulgaria 24.9 4,358 5.198
Greece 23.8 908 1.575
. .Hungary . 22.5 ' 2,900 - 5.679
U.S.A. 23.0 46.112 + 638.746
Romania ) 19.3 - 1.367 3.900
TURKEY 8.2 2.702 5.991
The World . 902.3 340.387 2.628.607

§

The share of mining in Turkey's exports is around 6 per-
cent and export proceeds amount to ¥ 125 million. Imports of
mining products excluding oil amount to 2 percent of total im-
ports or 3. 100 million. ' : '
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TURKEY's RELATIVE WORLD POSITION in MINERALS

(millidnAtons)

Reszrves Prodﬂgtlon {Reserves Production
- Bauxite 4.0 0.8 79,600 567
Antimony- 1.65 2.26 €9.500 2048
Asbestos sufficient 0.34 5.320 4
Copper 0.8 0.7 8.000 33.5
Baryte 11.04 variable
Boron 80.93 39.0 ,
Mercury 5.9 2.3 6.467 162
Zinc 4,47 1.1 5.750 16.4
lron Ore . 0.44 0.28 11.960 1379
Diatomid Much .4
Florite 1.0 0.09
Phosphate | very little -
Chromium 3.09 10.0 4.200 329
Lead 1.65 0.9 3.270 4.1
Sulphur very little 0.05
Lignite 0.25 1.2
Manganese 1.27 0.015 9.510 13.5
Magnesite 0.69 4.9 10.380 496
Marble important 0.9
Perlite important 1.35
. Coal 0.32 0.5
Salt not known 0.4 172.500 800
Volfram 3.85 -
Uranium 1.650.000 4.100
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CHAPTER V11

NATIONAL ACCOUNTS, PRODUCTION.
INVESTMENT

1. PERFORMANCE OF GNP
AND GDP IN 979

The latest estimate by the State Institute of Statistics
(SI8) put the growth rate of real GNP in 1979 at a very low
level of 0.2% compared to 2.9% in 1978. National income ac-
counts released in April 1980 also show a 69.6% increase in
the GNP deflator which is the most comprehensive price index
available. A fall in real output with a sharp increase in the
rate of inflation only. indicate that the economic crisis has
deepened in 1979.

The SIS prediction at mid 1979 foresaw a 3.7% growth in the
real GNP for 1979: a satisfactory rate for an economy suffer-
ing from innumerable difficulties. The prediction however was
based on production data for the first quarter of the year and
thus could not be taken as definite.

The sharp fall in the growth rate is largely due to the
decline in industrial output. Despite efforts of the govern-
ment to boost up industrial production, national income accounts
show that the industry has even failed to maintain its outount
level. Net output of the sector dropped by 4.7% in 1979, al-
though the Mining and Electricity-Gas-Water sectors both re-
corded output increases of 4.5% and 4.1% respectively. = The
figures show that among the industrial sectors manufacturing

industry has been hardest hit by the bottlenecks of the pre-
vious year. Net output of manufacturing has declined by 6.1%

' from (in 1968 producer prices) TL 46.1 billion in 1978 to TL
43.3 billion in 1979.

There is a widely held opinion, that the fall in manufac-
turing output is largerly due to the shortages in energy sup-
'plies and imported raw materials, that characterized much of
the twelve months of 1979. The first part of the contention
is absolutely true but the second part is exaggerated. Ac—-
cording to trade statistics the quantity of crude oil "imports

i
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dropped by 33.2% from 10.7 M tonnes in 1978 to 7.2 M tonnes in
1979. Simultaneously, the quantity of oil turned out by the
‘domestic refineries increased very little. Naturally, 0il-
fired industrial plants could not escape the dampening effect
of the shortages. On the other hand total imports of the eco-
nomy have increased by 10.2% from $ 4,599 M in 1978 to $5.069
in 1979, but decreased by 6.5% in volume suggesting that the
alleged shortage of imported raw materials should be taken
with some reservations. ' '

Whatever the exact causes of the recession in the manufac-
turing sector, its impact on the welfare of the population and
implications for economic policy remain unchanged. Industrial
sector accounts for a little more than one fourth of the GDP
and hence whatever happens to it is 1likely to affect the rest
of the economy. . In a couhtry that identifies development with
industrialization, economic policies should above all aim at
providing the industry with the required raw materials and e-
nergy supplies. ’

National income accounts shown in the table indicate that
it was the traditional agricultural sector that saved the face
of the economy in 1979. Despite shortages of energy and im-
ported raw materials, the sector succeeded to increase its net
output by 2.3% compared to the previous year. In 1979 farm-
ing output increased by 2.4%, while forestry almost stagnated
and fisheries turned out 3.0% more supplies compared to 1978.

A positive agricultural growth does not imply, however,
that the sector is immune to economic and financial erisis,
Past experiences show that climatic conditions aside, the sec-
tor is heavily influenced by the availability of fertilizers
and fuels both of which are largely imported.

It is only natural that a:decline in industrial outputwill
negatively affect the income of dealers and distributors. 1In
accordance with this rule, net contribution of the commercial
sector to GNP dropped from TL 28.6 billion in 1978 to TL 27.8
billion in 1979 in constant 1968 prices along with the contri-

bution of private professions and services which dropped from
TL 10.596 M to TL 10.564 M.

~While the domestic industries performed unusually bad in
1979, factor incomes of the economy from abroad soared by a
record 52.8%. In constant 1968 prices, factor incomes from
abroad increased from-TL 1.8 billion in 1978 to TL 2.8 billion
in 1979, thanks to the increase in the remittances of Turkish
workers abroad who remitted a total of $ 1.694 M in 19279 com-
pared to $ 983 M in 1978,

The burst in the remittances, due to the premiums inst i~
tuted in April 1979 and other iincentives contributed more to

i}
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GROSS NATIONAL PRODUCT
. by
- PRODUCING SECTORS

(at 1968 producer prices)

‘ ‘ 3

1978 1979 Change
1. Agriculture 1 44.682.8  45.722.1 2.3
a. Farming 42.905.4 ° 43.930.5 2.4
b. Forestry X 1.399.0 1.401.8 0.2
c. Fisheries 378.4 389.8 3.0
2. Industry : 53.546.0 51.050.2 ~b.7
a, Mining 3.553.4 3,713.3 4.5
b. Manufacturing . 46,130.6 43.316.6 -6.1.
_ c. Electricity /Gas/ Water 3.862.0 4.020.3 4.1
3.  Construction ' 12.545.3  13.068.7 4.2
L. Trade 28.654.0 27.851.7 -2.8
5. Communications & Transports - 19.793.1 20.287.9 2.5
6. Financial Institutions 6.646.4 6.845.8 3.0
7. Ownership of Dwellings : 10.410.6 11.149.8 7.1
8. Private Professions & Services 10.596.0 10.564.2 -0.3
. 9. (-) Banking Services 3.676.7 3.787.0 3.0
10. Industries - Total (1-9) 183.197.5 182.753.4 -0.2
11. The Public Services ' " 18.628.7 - 19.415.5 4.5
12. Total (10+11) 201.826.2  202.168.9 0.2
13. |Import Taxes 5.363.8  4.449.7 -17.0
14. GDP (at market prices) 207.190.0 206.618.6 -0.3

(12+13) : :

15, Factor income from Abroad 1.869.1 2.856.5 - 52.8
16. GNP (at market prices) ' N

(14+15) 209.059.1 209.475.1 = 0.2°

the balance of payments than GNP, though it is through their
contribution that GDP-0.3% decline was converted to +0.2% in-
crease in GNP, C

The big problem now facing the Turkish economy is whether
1980 will be any better. Production figures for the year are
not yet available but early signs are that GNP will show a bet-
ter performance., For one thing, expert opinion is that boun-

tiful rainfalls of April 1980 will favorable effect agricultu-
- ral output. : '
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Secondly, in the first quarter of 1980 agricultural exports
exceeded those of 1979 on the basis of foreign exchange earn-

ings. Similarly, 1ndustr1al exports have also increasedthmn&
slightly.

Thlrdly the government has succeeded in securlng a credit -
pledge of $ 1,161 M from the OECD countries for 1980 ‘which

when released will enable the economy to import much needed
oil and raw materials. External finances required for the rea-

lization of the import programme has already been guaranteed

This implies that foreign exchange will not be a constraint on
domestic output.

When viewed within the perspective of the three five year
plan periods, the last three years become alarmingly  reces-

sionary.
GROWTH RATES of VALUE ADDED
(1963 - 1978) ' '
_{Producer's Prices)
| Average | Average ‘ N
1963-1967|1968-1972| 1973-1977| '374|1975]1976|1577[1978 11879
1. Agriculture 3.7 3.6 3.3 '10.3 10.9 7.7 -1.2 1.0 2.3|
a.Mining 8.9 5.7. 6.8 10.7 5.5 5.0 8.3 1.2 4.5
b.Manufact.| 11.7 9.0 8.9 - 7.3 8.7 9.0 6.6 0.3 -6.1
c.Energy 10.0 8.9 13.3 11.7 16.8 18 1 10.6 2.3 4.1
3. Services 7.5 7.7 7.9 8.2 7.8 8,7 5.8 4.5 1.8
h. GDP 6.5 6.6 6.9 8.5 8.9 8.5 4.4 2.9'-0.3
5. GNP 6.7 7.1 6.5 7.4 8.0 7.7 4.0 3.0 +0.2

s

#

The rate of growth of GDP after three years of impres-
sively high performance has dropped to 4.4%, 2.9% and -0.3%
respectively for the last three years.

Economic policies as well as unforeseen factors contri-
buted to the postponement of the recessin till 1877. One
" such factor was the continuity of the flow of workers' remi-
ttances, another one was the impressive growth in the agri-
cultural sector for three consecutive years (1974,1975,1976).

All these factors contributed so-thoroughly to the growth
of the Turkish Economy that as a result growth rates for _all
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three years were well above the average for 1963-1977.

On the contrary, alllgrowth.rates for the last three years,
with a minor exception in the mining sector for 1977, are well

below their 15 year trend and in four cases, three of them in
1979 are negative.

~

Manufacturing (1979) -6,1
Industry (1979) ~ -4.7
G.D.P, (1979) -0.3

The sequence above being by order of cause and effects.

PREDICTTIONS for 1980

It is realistic to assume that the Turkish Economy has hit
the bottom of the recession in 1979 and that it will improve

in 1980 not to the extent foreseen in the 1980 Programme but
considerably above the 1979 growth rates..

GROWTH RATES

1980
TUSIAD

1973 Program Estimate
Agriculture . +2.3 5.5 - 3.5
Industry =4.7 9.4 2.0
Servlces : +1.8 7.6 3.0
GDP -0.3 7.5 . 2.9
Factor |ncome '
from abroad 52.8 —54.3 0
GNP 0.2 6.5 2.9

Growth in agriculture has been estimated to be 3.5%
in 1980 for two reasons. First because the long run trend of )
the agricultural sector shows a 3.5% growth rate as a yearly
average. On the other hand, on a cyclical pattern the Turkish

agriculture has progress1vely moved from a negative rate of
1.2% in 1977 to a 1% positive in 1978 and to 2.3% in 1979.With

more imported inputs including oil available to the .Turkish
agriculture in 1980 it is highly probable to expect a higher

growth rate for 1980.
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Industry has hit a bottom in 1979 with a decrease of 4.7%
due to a number of negative factors:

-~ Effect of Imports: $ 5 billion of imports were made in
1979. This level.is much lower in absolute terms than

it was in 1976 and 1977. When deflated for dollar price in-
creases, the 5 billion level is much lower in real terms. A
higher import is foreseen for 1980. Imports made so far show

a SQ% increase in comparison with 1979.

- Effect of Price Stabilization: Following the.Jénuary

. 1980 devaluation a series of price hikes took place.
The regt of 1980 is expected to show a better price stability

which,will allow for a better flow of goods.

As for services, they are expected to grow in conjunction
with increases in agriculture and industry.. ' ‘ ’

GROSS NATIONAL PRODUCT

(1963 - 1979)
in billion TL

YEAR Current - 1968
~ Producers! Prices Producers! Prices
1963 66.8 84.2
1964 71.3 87.6
1965 76.7 90.4
1966 91.4 101.2
1967 101.5 ~105.5
1968 112.5 112.5
1969 © o 124,9 118.6
1970 147.8 - 125.4
1971 192.6 - 138.2
. 1972 240.8 148.5
. 1973 309.8 156.5
1974 427.1 168.0
1975 '~ 535.8 181.4
%%76 670.0 195.3
870,2 203.0
19;5 1288.7 209.1

1979. 2189,8 209.5

IMPLICATIONS of THE GROWTH RATE
for PER CAPITA INCOME

Official estimates put the growth rate of GNP at 0.2% .in
1979, compared to 3 percent in 1978. Given the high rate of
increase of the Turkish population (2.5 percent per annum)
there is a decline in per. capita GNP in 1979 equal to 2.3%,
the first during the period 1962-1979. The lowest rate of in-

crease of per capita income of the period is in 1978.
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PER CAPITA GNP
(1962-1979)

: ‘ ' Current 1968
YEAR Poputation Producers’ Producers! Real
000 Prices Prices Increase
TL Ti. %
1962 28.933 1.991- 2.639 -
1963 29.655 2.151 - 2.839 7.6
' 1964 _ 30.394 2.346 2.883 1.5
- 1965 31.151 2.463 2.901 0.6
1966 31.934 2.863 . 3.168 9.2
1967 32.750 3.099 3.220 1.6
1968 33,585 . 3.350 3.350 4.0
1969 34.442 3.626 3.443 2.8
P - 1970 35.321 4.184 3.551 3.1
1971 36,215 5.318 3.816 7.5
1972 37.132 6.485 3.999 4.8
1973 38.072 8.138 4.110 2.8
1974 39.036 10.941 4.304 4,7
1975 40.025 . 13.386 4.532 5.3
1976 41.039 16.327 i 4,760 5.0
1977 42.078 - 20.680 4.825 1.4
1978 43.144 29.869 4 846 0.4
1979 44,246 - 49.491 4.734 ~-2.3

For a country which happens to have the lowest GNP per in-
habitant in the OECD area and which tries not to allow the gap

to become larger, the last two years constitute a major draw-
back. . ' ‘ : .

ANALYSIS of THE MACRO—EQUILIBRIUM of THE ECONOMY

Data used: Data provided by the yearly programmes has been
used, It is in current prices. To facilitate the analysis
all data has been expressed as percent of total resources in
the economy. As for most of the years foreign deficit is po-
sitive, GNP percentages are below 100, except in 1973when the
foreign deficit being negative GNP is’ exceeding 100 percent.

Foreign deficit increased gradually from negative 2.2% in
1973 to 6.6% in 1977, with the emergence of the crisis foreign
deficit was abruptly decreased to 2. 5% in 1978 and to 1.9% in
- 1979,

Total investments eeem to have contributed much to the
crisis by increasing exceedlngly rapidly espec1a11y between
1973 and 1977.



- 162 -

MACRO EQUILIBRIUM of THE ECONOMY

(in current prices, as % of Total Resources)

_ 1973 | 1976 | 1975 ] 1976 | 1977 {1978 {1973 |
GNP 102.2 97.7 95.1 94.6 93.4 97.5 98,1

Foreign Deficit -2.2 2.3 4.9 5.4 6.6 2.5 1.9
Total Resources 100.0 100.0 100.0 100.0 100.0 100.0 100.0
“Total Investments 18.4 ~-19.4 21.8 22.0 23.6 -20.3 17.9
- Fixed Capital ' r ' ' '

Investment 17.6- 16.7 18.9 20.6 21.4 18.3 15.8
- Public 8.3 8.0 9.5 10.6 11.5 9.5 8.5
- Private 9.3 8.7 9.4 10.0 9.9 8.8 7.3
- Changes in . . . ‘

Stocks 0.8 2.9 2.9 1.4 2.2 2.0 2.1
Consumption 816 B80.6 78.2 78,0 76.4 79.7 82.1
- Public | 12.2 10.7 11.3 12,0 12.9 11.3 10.7
- Private ©69.4 69.9 66.9 66.0 63.5 68.4 7L.4

Source: SPO, Yearly Programmes.

With the crisis total investments went down from 23.6% of
total resources in 1977, to 20.3% in 1978 and to 17.9% in 1979.
The decrease was felt mostly in the fixed capital investments
as stocks did not show a very big change. There was a big
build-up of stocks in 1977 a small decrease from 2.2% to 2%
in 1978 and a new build-up to 2.1% in 1979.

Both the private as well as the public sector reacted
to the economic crisis by reducing their fixed capital
investments. The private sector more sensitive to conjonctural
changes started to decrease its investments

in 1977 while the public sector made yet another jump by . in-
creasing in 1977 the share of public investment to 11.5% of
total resources. Total consumption increased considerably in
1978 and 1979, as a result of rising expectations concerning
prices. Consumption which used to appropriate roughly 78% of
total resources jumped to 80% in 1978 and to 82 percent in1979.
Public and private did not react in the same way. Public con-
sumption restricted as it is by availability of tax resources
decreased its current expenditures in the same way it has done
with public investment. The public sector restricted its cur-
rent expenditures from 12.9% of total resources in 1977, a re-

cord high for the period under consideration, to 11.3% in 1978
and to 10.7% in 1979,
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Private consumption which used to get 70% of total resources
in 1974 dropped considerably and attained a record low level
of 63.5 percent in 1977 which was immediately after changed to
68.4 in 1978 and to 71.4% in 1979. ’

RESOURCES and THEIR USES: 1978, 1979
within 15 YEAR PERSPECTIVE

RESOURCES and USES
(Annual. Percentage Volume Changes)

o | | o 1975

GNP 6.7 7.1 6.5 3.0 0.2
Total

Fixed Investment 9.4 8.1 14.8 -10.9 -8.8
Public 8.5 6.5 16.7 -13.8 -5.2
Private 10.5 9.8 12.8 -6.8 =-13.4
Total Consumption 5.2 6.6 6.8 1.2 - 2.0
Public 7.7 12.3 10.4 -3.3 -1.7
Private 4.8 5.5 6.2 2.2 2.7
Total

National Savings 16.2 9.1 6.3 . 0 -7.2

Total available resources in 1972 did not grow at all.
Fixed capital investment which had already declined by 10.9 %
in 1978, fell by 8.8 percent in real, terms. Public Sector
fixed capital investments were reduced by 5.2 percent due to
pudgetary difficulties and limitations on credit expansion.
Private investment declined by 13.4 percent which resulted from
a sharper fall in industrial and business investments due to
the depressed general economic climate, accompanied by an in-
crease in residential construction because demand for housing
in the overcrowded cities continued to grow as investors were
looking for inflation - proof assets. In fact mnew construc-
tion increased by 5.6 percent in area according to construc-
tion licenses, and 4.5 percent according to occupancy permits.
In recent years, there were periods of high growth of the con-
struction sector (27%.in 1973, and 1976 according to coastruc-
tion licenses, 20% in 1972, 17.8% in 1975, 15.4% in 1977 ac-
cording to occupancy permits).
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NEW CONSTRUCTION

(According to Occupancy Permits)

Million 2 Chain Cost per Chain
YEAR TL 1000 m Index | m* EPI'L) Index
1969 2782.6 8023.3 - 347 -
1970 3004.6 8092.8 100.87 371 106.92
1971 3308.3 8068.7 99,70 410 110.51
1972 4247.8 9676.3 119.92 439 + 107.07
1973 5598.1 10879.8 112.44 515 117.31
1974 7318.2 9809.3 90.16 ' 746 144 .85
1975 | 11648.1 11551.4 117.76 1008 S 135.12
1976 | 13306.2 12273.5 _106.25 1084 107.54
1977 | 18818.5 14158.2 115.36 1329 122.60
1978 | 44662.8 14933.8 105.48 2991 225,06
1979 | 81148.2 15609.8  104.53 5199 173.82

NEW CONSTRUCTION
{Construction Licences)

MilTion 2 Chain Lost per Chain
VEAR TL 1000 m Index m? (TL) I ndex
1969 6987.3 17987.3 - 388 -
1970 8120.2 19741.7 109.75 411 105.93
1971 7171.4 16909.5 85.65 - 424 103.16
1972 8686.4 19230.9 113.73 452 106.60
1973 | 13351.3 24484.5 . 127.32 545 120.57
1974 | 15136.0 20347.5 . 83.10 744 136.51
1975 | 23669.0 23337.3  114.69 1014 136.29
1976 | 32682.6 29618.3  126.91 1103 108.78
1977 | 40338.7 28972.2 97.82 1392 126.20
1978 | 92729.0 32237.2  111.27 2876 206.61
1979 [176330.7, 34047.3 105.61 5179 180.08

Investments decreased by 13 percent in the private sector
and by 5 percent in the public, during 1979, Investments in
Agriculture, Manufacturing Industry, Transportation and Tou-
rism were considerably hit in the case of Private Investment.

The Public Sector decreased its investments in agricul-
ture, housing, education and to a lesser extent in transpor-
tation, tourism and health.

Some of these decreases were superimposed on decreases
made during 1978.

it

eest
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As a result of these developments the sectoral distribu-
tion of investment changed considerably. Investments in agri-
culture were considerably decreased from 13,7 percent high in
1976 to 8.5 percent in 1979.

Mining on the other hand, showed .a relative increase from

3.3 percent in 1975 to 5.4 percent in 1979. Investmentsin ma-
nufacturing industry were decreased gradually from 30.2 per-

cent of the total in 1975 to 22.5 percent in 197¢. Investments

in energy on the other hand showed a gradual increase from 6.5
percent in 1975 to 11.4 percent in 1979, Investments in trans-

portation continued to increase relatively in spite of thepet-
roleum crisis up to 1978 when it attained 23.8 percent of to-

tal investments and equalling investments in manufacturing
which attained 23.7 in the same year. Investments in trans-
portation were quickly decreased to 19.8 percent in 1979,

Investments in tourism did not show any appreciable change.
Investments in housing increased from 15.7 percent in 1976 to
20.7 percent in 1979, Investments in education decreased con-
siderably from 3.6 percent in 1976 to 2 percent in 1979.

PRIVATE INVESTMENTS

{(in 1978 prices, million TL.)

1978 | 1979 | % Change
Agriculture 15.100 10.146 -32.8
Mining 500 954 90.8
Manufacture 33,850 24,143 -28.7
Energy - 240 v 350 45.8
Transportation 29.800 . 19.800 ~33.6
»Tourism - 1.260 834 -33.8
Housing - 41.500 46.493 12.0
Education- 250 _ 303 21.2
Health - 100 419 319.0
Other Services . 3.500 5.982 70.9
Total Private’ 126.100 . 109,424 -13.2
% of Total )
Investments .,| %48.3 246.0
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o  PUBLIC INVESTMENTS
{(in 1978 prices, million TL)

1978 | 1973 | % Change
Agriculture -1 13,971 10.084 . =27.8
Mining ‘ 10.860 12.147 11.9
Manufacturing 27.900 29.428 5.3
Energy 25.163 27.145 ) 7.9
Transportation 32,232 27.049 -15.8
Tourism 1.171 968 . =17.3
- Housing - 3.792 2,703 -28.7
Eduéation ‘ 6.526 4,223 -35.3
Health 2,946 2.490 -15.5
Other Services 10.400 12,032, 15.7
Total Public 134.961 128.269 -5.0
% of Total
Investments....,... 51.7 54.0

SECTORAL D!STRIBUTION of FIXED CAPITAL
- INVESTMENTS (%)

1975 11970 11977 {1976 [ 1979
Agricul ture 10.3 13.7 12.7 11.1 8.5
Mining 3.3 4.0 3.8 4.4 5.4
Manufactqre 30.2 26.1 24.8 23,7 22.5
Energy 6.5 7.8 8.0 9.7 11.4
Transportation 20.7 21.3 23.3 23.8 19.8
Tourism 0.9 0.8 0.8 0.9 0.8
Housing 18.0 15.7 16.0 17.3 20.7 i
Education 3.3 3.6 2.8 2.6 2.0
Health 1.1 1.2 1.0 1,2 1.2
Other Services 5.7 5.8 6.8 5.3 7.7

In 1979 Investment-Saving Equilibrium was realized at a le-
vel lower by 7.7% than the 1978 equilibrium. In fact fixed
capital investment decreased by 9% in relation to 1978. The-
private sector was more affected than the public. :

On the other hand, decrease in savings took place mostly
in the public sector where savings in real terms decreased by
17.5% in 1979, Foreign savings decreased by 11.8%, private
savings by 1.8%.
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As a result of these negative;developments private savings
ratio decreased to 13.8% percent from 14.7.percent ‘in 1978.
Private Marginal Propensity to save became negative in 1979
(-6.2%).. Total marginal propensity to save was also affected
and turned negative (-42.4%).

h
\.

INVESTMENTS-SAVINGS EQUILIBRIUM
(in 1978 prices, billion TL)

1978 | 1979 | % Change

. Total Investments | 290.8 268.3 - - =7.7
A. Fixed Capital Investment | 261.1  237.7 -9.0
a. Public ] 135.0  128.3 ~5.0
b. Private 126.1 109.4 -13.2
- B. Stock Changes ' 29.7 ¢+  30.6 +3.0
Total Savings 290.8  268.3 - =7.7
A. Total Domestic Savings 255.3 237.0 -7.2
a. Public 86.8 71.6 -17.5
b. Private 168.5 165.4 o =1.8
B. Foreign Savings ~ 35.5 31.3 . - -11.8
Private Savings Ratio 14.7 13.8
Private Marginal ‘ :
Propensity to Save 48.1 -6.2
“Total Marginal , '
Propensity. to Save 46.8 -42.4

FIXED -CAPITAL INVESTMENTS

During the First and Second Five Year Plans the rate of
increase of fixed investment was 8.2-8.3 percent on the ave-
rage. It jumped to 15.1 percent during the Third Plan. Fixed
investment decreased by 11.5 percent in 1978 and by a further
8.8 percent in 1979,

Sectoral distribution of total Fixed Capital Investment
for 1963~1979 shows the importance attributed to Manufactur-
ing Industry which attracted 20 percent of total fixed invest-
ment during the First Plan and attained 28 percent during the
Third Plan, There is a relative decrease of fixed investment
in Manufacturing in 1979, a relative increase in energy in 1978
and 1979, and a relative increase of investment in housing in
1979, Investment in agriculture decreased considerably.
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~ FIXED CAPITAL INVESTMENTS
(1976 Constant Prices, Million TL.)

YEARS

,Fixe&ftapita]

Annual Growth

|nvestments Rate (%)

1963 38.973
1964 39.620 1.7

© 1965 41,341 4.3
1966 49,212 19.0
1967 52.985 7.7
1963-1967 222.131 g.2(1)
1968 62.132 17.3
1969 69.023 1141
1970 74 .526 8.0
1971 70.994 -4.7
1972 78.101 10.0
1968-1972 . 354,776 © g.3(M)
1973 91.729 17.4
1974 103.788 13.1
1975 128.517 23.8
1976 . 145.966 13.6
1977 157.313 7.8
19731977 627.313 15,11
1978 139,173 -11.5
1979 126.930 -8.8

(l)Annual Average of the increase for the

Five-Year Period,
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1

PERCENTAGE SHARES of SECTORAL [NVESTMENTS
in TOTAL GROSS FIXED CAPITAL INVESTMENTS
' {1976 Constant Prices)

n)‘ [1]

|l S c i ~

p= | [w,] a S~ " 9 s oh po

3. c 4= o o= 0 c ~

— — (4] 1 C & — -

o ) [~ m @ M o | 0 j
YEAR et = ‘5 o g 3 a £

1. . c o] [ ] ol )

[w) ] L) [a O

<t =
1963 12.8 4.1 24.5 4,9 15.7 0.7 23,8 13.5
1964 14 .4 5.6 20.1 6.8 14.3 0.9 22.1 15.8
1965 14.8 7.0 17.4 6.9 14.6 1.5 23.3 14,5
1966 13.1 6.7 18.4 6.4 16.4 1.8 23.0 14.2
1967 14.1 4.7 21.7 7.3 16.4 1.5 20.4 13.9
1963/ | 13.8 5.6 20,4 6.5 15.6 1.3  22.4  1h.4
1967 '
1968 13.8 3.1 23.1 8.7 16,2 2.3 18.5 14.3
1969 12.1 3.0 25.1 9.5 16.0 2.2 18.8 13.3
1970 10.6 3.5 25.5 10.6 15.6 2.1 20.6 11.5
1971 9.6 3.3 26.7 8.8 15.4 2.2 22.7 11.3
1972 9,8 3.5 32.1 7.3 16.7 1.6 19.5 9.5
1968/ ' |
1972 11.1 3.3 26.7 8.9 1§.0 2.1 20.1 11.8
1973 11,1 3.5 29,8 7.0 17.6 1.7 19.1 10.2
1974 10.6 3.4 30,7 7.0 19.0 1.2 16.9 11.2
1975 10.1 . 3.2 30.3 6.4 20,2 0.9 18.6 10.3
1976 13.7 4.0 26.1 7.9 21.4 0.8 15.8 10.3
1977 14.8 4.1 24,9 7.9 21,8 0.8 14,9 10.8
1973/ | {24 3.7 28.0 7.3  20.3 1.0 16.8  10.5
1977
1978 11.1 4.6 24,9 10.1 22,9 0.8 16.8 8.6
1979 8.5 5,8 23,7  12.0 19.1 0.7 20.1 10.3

(I)Education, health, and other services.
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CHANGES in THE DISTRIBUTION
of FIXED CAPITAL INVESTMENTS
in 1978 and 1979 '

In order to pass a judgement on the changes in the distri-
bution of fixed capital investments during 1978 and 1979 we
will try to compare it with the realized investments of the
recent past covering the years 1973-1977.

‘ SECTORAL DIiISTRIBUT{ON
of
FIXED CAPITAL [INVESTMENT

(1973-1977 average)

Privaté| Public |Total
Agriculture 13.62 . 10.11 11.83
Mining - 0.55 6.68 3.68
Manufacturing 32.66 24,00, 28.24
Energy 0.42 34,05 7.38
Transportation _ 16.12 ~ 24.83 20.57
Tourism 1,15 ~ 0.87 1.00

\ Hous ing : 32.40 2.14 16.95 |
Education 0.22 6.22 3.28
Health 0.14 2,01 1.10
Other Services 2.72 9.09 5.97
TOTAL ... 100.00  100.00 100.00 | >

THE PRIVATE SECTOR

Private investments in agriculture decreased relatively es-
pecially in 1979 when they went down to 9.6 percent of total

fixed investments.

Private investments in manufacturing industry decreased to
28.8 percent of total private investments in 1978 from 32.7
for the average of the previous 5 years. But it is in 1979
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that the decrease became alarmingly big when the percentage
went down to 23.7 percent,. : ‘

Private investments in transportation continued to be re-
latively high in 1978 (21.7 percent of total private invest-
ments) but dropped to 16.7 percent in 1979.

Private investments in housing continued their five yeaf.
tendencies in 1978, and were raised to 42.1 percent in 1979,

THE PUBLIC SECTOR

Public Investments in agriculture followed their previous
average in 1978, but dropped to 7.6 percent in 1979 from 10
percent in 1978, ‘

Public investment in manufacturing industry kept its pre-
vious trend while investment in energy were far below their
5 year average which was 34 percent of total public investment.

Investments in energy were only 19 percent in 1978 and 21.5 %
in 1979,

Public investments in transportation was kept close to the
5 year average (24.83 percent) in 1978, but went down to 21.2

percent in 1979,

" INVESTMENT as PERCENT of GNP

Fixed capital investment was very stable between 1970 and
1974 averaging 17.5% in real terms and 17.3% in current prices.

A considerable increase took place in the following three
years reaching an all time maximum of 20.8% of GNP in . fixed
prices and 22.9% in current prices. Compared with these high
percentages fixed capital investment dropped to 18% in fixed
prices and 20.3% in current prices in 1978 .and to 16.4% and
17.4% respectively in 1879.

Both private and public investment decreased two years in
a row, Public Investment due to budgetary difficulties and 1li-
mitations on credit expansion, private investments due to sharp
fall in industrial and business investments. ‘
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FIXED CAPITAL INVESTMENTS
{as percent of GNP)

in
. GNP ‘
(in 1968 prices) [C“?Fe“t}
prices

1970 18.7 18.3
1971 16.1 16.5
1972 17.2 16.8
1973 18.2 17.0
1974 | 17.3 . 17.8
1975 18.7 19.0
1976 ' 20.1 . 22.8
1977 : 20.8 22,9
1978 18.0 20.3
1979 16.4 : 17.4

EVALUATION of THE PROPENSITIES to SAVE

After a considerable improvement for a quarter of a cen-
tury during which domestic sav1ngs as percent of GNP moved ra-
pidly from a low 10 percent in 1950-1955 to 18.6 percent in

1968-1973 there is a definite decrease of the domestic sav-
ings ratio in the last five years from 18.8 percent to 17.6

percent, while total savings continued to increase albeit slow-
ly from 19.2 in 1968-1973 to 20.1 percent in 1974-1979 due to
a considerable increase in foreign savings from 0.6 percentjn *
1968-1973 to 2.5 percent in 1974-1979,

SAVINGS as PERCENT
‘ of

GROSS NATIONAL PRODUCT

Domestic | Foreign Total

YEAR Savings Savings | Savings
1950-1955 9.9 2.6 12.5
1956~1961 12.7 1.8 14.5
1962-1967 14.6 2.2 16.8
1968-1973 18.6 0.6 19.2
1974-1979 17.6 2.5 20.1
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AVERAGE PROPENSITIES to SAVE

Private Sector Pr. D. | Pr. S. - Pr. S.
G.N.P. Pr. D. 1. GNP
1963 - 1967 0.812 0.105 0.085
1968 - 1973 0.794 0.126 0.100
1974 - 1979 - 0.807 0.112 0.104
Public Sector : Pu. D. I, Pu. S. Pu. S.
G.N.P. Pu. D. 1. GNP
1963 - 1967 0.188 0.379 0.071
1968 - 1973 0.206 0.418 0.086
1974 - 1979 0.193 0.374 0.072
Turkish Economy D. S. F. S. T. S.
G-Illl - ) GI'].I l\ Glll ‘
1963 - 1967 : 0.156
1968 - 1973 0.186 0.006 0.192
1974 - 1979 ‘ 0.176 0.025 0.201
Pr. D, |. Private Disposable Income .
Pu., D. |. Public-Disposable Income
Pr. §.  Private Savings '
Pu. S. Public Savings
F. s. Foreign Savings
D, S. Domestic Savings
T. S Total Savings

A more detailed analysis is required for the determination
of the sources of the decrease of domestic savings.

Private Savings

The base for private savings is private disposable income.
Private disposable income was reduced to 79.4 percent of GNP
in 1968-1973 from 81.2 percent in 1963-1967 but during 1974-
1979 private disposable income moved up again to 80.7 percent.
Private Savings as percent of Private Disposable Income in
other terms the average propensities to save out of private
disposable income has shown a considerable increase in 1968-
1973 by becoming 0.126 from 0.105 in 1963-1967, but dropped
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considerably thereafter and was reduced.to 0.112 in 1974 - 1879,

In spite of this decrease in the propensity to save " the
relative increase in prlvate disposable income: allowed the ra-

tio of Private savings to GNP to show an increase from 0. 100 in
1968-1973 to 0.104 in 1974-1979. : -

Public Savings

The first point to make this connection is the relative

decrease in the dlsposable income of the public sector which .
after a considerable increase to 20.6 percent of GNP in 1968-

1973 from 18.8 percent in 1963-1967 dropped back to 19.3 in .
1974-1979, '

On the other hand Public Sav1ngs as percent of Public Dls-
' posable Income decreased in 1974-1979 level (37.4 percent)that

not only it fell below its 1968-1973 level but also it shifted
"below the 1963-1967 level of 37.9 percent

As a result of these developments Public Savings as per-
cent of GNP moved in 1974-1979 back to their 1963-1967 level

of 0.071 after having reached 0.086 in 1968~ 1973
(

Domestic Savings

After having made a serious leap upward in 1968-1973 fo
0.186 from a low 0.156 in 1963-1967, domestic savings dropped
to 0.176 in 1974-1979, Various factors affected the trend of

domestic savings, the primary factor has been the flight from
‘money, which durlng the recent inflation has lost most of its

functions. People have looked for alternatives which could -
enable them to hedge against inflation such as real estate,
land, foreign exchange and consumer durables.

Consumption

Total consumption increased by 3 percent. reflectlng a further
decline in domestic savings. Public consumption fell by 1.7%

and private consumption is reported to have increased by 2.5%
which in spite of extreme shortages of supply did not produce

"any decrease in per capita consumption. Given the stringent
supply conditions one would have expected a reductionin stocks,

but estimates reveal an increase .in stocks in general mostly

in the private sector, while there has been some decllneln.the
stocks of the public sector

Thése differential changes in consumption changed the Eanf
position of consumption in favor of private consumption.and at
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the expense of Public Consumption.

In 1978 and 1979 Private Consumption increased to 86.7-86.9
percent of total, equalling the 1974 level which was 86.7%.The

reserve is true for Public Consumption. In 1978 and 1972 pub-
lic consumption expenditures were decreased to' 13.1-13.3 per-

cent of the total only to be equal to the 1974 level equal to
13.3.

- SHARES OF PUBLIC & PRIVATE CONSUMPTION
IN TOTAL CONSUMPTION

YEAR Private | Public
1973 85.1 14.9
1974 86:7 13.3
1975 85.5 14.5
1976 ‘ 84.7 15.3
1877 83.0 17.0
1978 -86.7 13.3
1879 86.9 - 13.1

Agriculture

. The growth rate of the agricultural sector is 2.3 percent
in 1979. While agricultural production has become less depen-

dent on weather conditions through relative modernization of
production methods, farmers have in turn become more dependent
on industrial inputs such as fertilizers, chemicals, spare

parts for mechanical equipment and fuel for tractors and other
machinery. The foreign exchange shortage does not appear to

have seriously affected the availability of these supplies.

Industry

Industrial production has been very seriously affected by
supply shortages and energy rationing because of the foreign
exchange bottleneck, '

N

Credit restriction was an additional depressive factor that
influenced the decline in activity, in particular for the pri-
vate sector which accounts for some 60 percent of industrial.
value-added. ' ’

Indicators of industrial output bear out the decrease of
] perqent based on GNP data. '

Data on State Economic Enterprises gathered by the State
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Institute of Statiétics show declines in 10 out of 14 enter-
prises. Is Demir-Celik (iron and steel) TEKEL (State Monopo-

lies), Azot Sanayii (Fertilizers) and Caykur (Tea Industry)are
the only enterprises which recorded increases in their produc-

tion in 1979 ranging between 9-20 percent. The decline in

production range between 2.5-27.0%. The total production
dropped by almost 1 billion TL in constant prices from 136 bil-

lion to 135 billion TL or by 0.7%.

AGRICULTURAL PRODUCTION

(Thousand tons)

%
Annual
1977 1978 1979 Change
1978 1979

CEREALS

Wheat 16.650 16.700 16,700 0.3 -
Barley 4,750 4,750 5.100 - 7.4
Malze 1.265 1.300 1.250 2.7 -3.8
Rice 165 190 200 .15.2 5.3
PULSES 804 724 744 =10.0 +2.7
INDUSTRIAL CROPS

Cotton 575 475 470 -17.4  -1,0
Tobacco 238 297 285 24.8 -4.0
Sugar Beets 8.995 8.837 9.500 -1.8 7.5
Potatoes 2.800 2.750 2,760 -1.8 0.4
0IL SEEDS

Sunflower 455 460 550 1.1 19.6
Cotton Seed 920 840 ‘800 -8.7 -4.8
OTHERS

Oranges,

Tangerines 1.147 1.018 1.032 -11.3 1.4
Grapes | 3.180 3.000 3,200 -5.7 6.7
Apples 900 1.100 1.150 22.2 4.5
Hazelnuts 290 300 310 3.4 3.3
Olives _ 400 1.100 - 500 175.0 -54.6
Tea 395 449 485 13.7 +8.0

Production of industrial products of the private sector,
are indicative of the same decreasing trend with the excep-
tion of lignite, electricity, fertilizers, coke and steel.
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PRODUCTION of MAIN STATE ECONOMIC ENTERPRISES
(million TL, 1978 Fixed Prices}

1978 1979 % Change
T. Cimento {Cement) 3.529 3.106 -12,0
T. Seker Fab. (Sugar) 11.973 11.665 -2.6
SEKA (Paper) 6.497 6.271 -3.5
T. Demir Celik (Iron Steel) 7.930 7.617 ' -4.0
Eregli Demir Celik (" ") 10.074 9.768 -3.0
Is Demir Celik (Iron Steel) 10.821 12.372 +14.3
Tekel (State Monopolies) 25.970 31.124 +19.3
| PRAS (0il Refinery) 14.753 13.130 -11.0
PETKIM (Petrochemicals) 5.905 5.722 =3.1
TPAO {0il) 16.683 12.170 -27.0
Sumerbank {rextiles) 7.335 7.153 -2.5
Azot Sanayll (Fertilizers) 2.785 3.063 +100.0
Caykur (Tea) 6.648 7.224 +8.7
EBK (Meat) 5.134 4.670 -9.,0

TOTAL ...... 136.040 135.057 -0.7

Production of individual products pear out the decrease of
industrial value added as reflected by GNP data.

Coal and chromite in mining, sugar, meat and feed, cotton
textiles, woolen yarn and carpets, wood products some  paper
“items, tires, fuel, cement, copper, ferrochromium, - tractors
and car have shown decreases reflecting supply shortages and/
or energy rationing because of the foreign exchange bottle-
neck,
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Unit 1978 1979 % ]
oni Production | Production | Change
MINING .

Coal (T) 1000 t.  4.295.2 4.051.4 -5.7
Lignite (K) 1000 t. 9.326.4 11.051.0 = 18.5
Crude 0il 1000 t.° 2,736.3 2.830.8 3.5
Chromite ' (X) 1000 t. 212.3 177.3 ~16.4
Copper (T) 1000 t. 115.8 127.3 g.9
Allumina (T) 1000 t, 74.3 75.1 ~1.1
Volffam (T) 1000 t. 18.1 260.0

Linkal (T) 1000 t. 158,9 192.0 20.8
Colamanite (K) 1000 t. 3l11.6 335.8 7.8
Sulphur (KT) 1000 t. 20.0 21.0 5.0
Phosphate (T) 1000 t. 23.6 26.7 13.1
ENERGY -

Electricity {r) GWH 21.726.1 22.523.0 3.7
FOOD

Sugar {T) 1000 t. 1.086.6 980.0 -9.8
Meat (K) 1000 t. 63.6 55.7 =12.4
Milk (x> 1000 t. 12.6 16.9 341
Dried Tea (T) 1000 t. 89.0 302.0 14.6
Feed (K) 1000 t. 291.8 272.3 -6.7
TOBACCO, BEVERAGES A

Filtered Cigarettes (T) 1000 t. 28.0 28,9 3.2
Non-filtered Clgarettes(T) 1000 t. 22.1 . 24.8 11.9
Raki ’ (1) 100 M & 436.2 440.1 0.9
Votka (T) " 53.4 53.1 -0.6
Beer (K) " 561.3 458.,7 -18.3
Vine . (X) " 69.0 66.1 -4 ,2
TEXTILES, LEATHER

Cotton Yarn (K) 1000 t. 37.9 44,3 16.9
Cotton Textiles (X) Mill. m 200.3 190.2 =5.0
Woolen Yarn 9] 1000 ¢, 4.2 3.6 -=14.3
Woolen Textlles {K) Mill, m, 6.7 6.6 -1.5
Hand-made Carpets (x) 1000 m? 46.5 69.2 48.8
~Machine-made Carpets (X) 1000 m? 126.2 110.0 -12.8
Shoes (K) 1000 pairs 2,495.0 2.828.0 13.3
FORESTRY PRODUCTS !

Wood (x) 1000 m® 352.9 339,3  -3.9

{continued)
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Table : PRODUCTION of INDUSTRIAL PRODUCTS - (cont'd)
e 1978 1979 3
. .} -Production | Production | Change
PAPER
Newsprint (T) 1000 t 77.6 88.8 14.4
Craft paper : (K) ‘ 1000 t 46,1 49.0 6.3
Cardboard (X) 1000 t 36.2 26.3 =27.4
Cigarette Paper (T) 1000 t 2.0 1.9 =5.0
TIRES -
Car tires (1) 1000 1.737.0 1.388.8 =20.0
Truck tires (T) 1000 ©1.061.4 1,160.7 9.4
Tractor tires (T) 1000 403.8 392.9 -2.7
Tubes : (T 10Q0 +1.765.3 1.733.0 -~1.8
CHEMICALS |
Borax (KT) + 1000 t 21.1 35.8 69.7
Boric Acid (T) © 1000 t 17.6 10,0 =43.2
Sodium perborat (K) 1000 t 5.0 5.4 8.0
Salt (X) 1000 t 989.4 1.079.3 9.1
PVC (K) 1000 t 36.5 21.5 ~41.1
Poliethylen - (T) 1000 t 20,2 17.2 -14.9
Carbon Black (T) 1000 t 12,5 15.1 20.0
Synthetic Rubber {KT) 1000 t 15.5 23,7 52.9
Solistiren (X) 1000 t 7.9 9.0 12.9
Capro-lactain (T) 1000 t 12.7 16.4 29.1
PETROLEUM PRODUCTS . :
Gasoline (T) 1000 t 2.066.1 1.847.5 -10.6
Fuel 0il {T) 1000 t 5.797.3 4.564.7 ~21.3
CEMENT ' - _ |
Cement (T) 1000 t 15.344.0 13.811.0 -l10.0
Acid Refractories (K) 1000 t 35.0 36.1 3.1
Basic Refracteries (K) 1000 t 22.3 26.9 20,6
FERTILIZERS &
INTERMEDIATE GOODS
Ammonia | (1) 1000 t . 2641 249.7  -5.5
Sulphuric Acid (T) -1000 t 282.9 293.6 3.8
Phosphoric Acid (T 1000 t 127.6 164.9 29,2
Ammonium Nitrate (T) 1000 t 1.265.4 1.662,0 31.3
Ammonium Phosphate (T) 1000 t 1.236.6 1.634.6 32.2
IRON & STEEL o |
Coke (D) - 1000t 1.761.0 2.040.0 15.0
Steel (K 1000 t 1.652.9 1.892.0 14.5
Plipes’ {K) 1000 ¢t . 5.5 7.0 27.3
. {continued)
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Table : PRODUCTION of INDUSTRIAL PRODUCTS - (cont'd)
it 1978 1979 Z

n Production | Production | Change
NON-FERROUS METALS '
Copper (Blister) (T 1000t 26,2 22.3 -14.9
Atuminium (T) 1000 t 34 .4 31.8 - ~7.6
Zinc (K) 1000 t 17.3 17.2 ~0.6
Ferrochromium (T) 1000 t 10.6 9.5 - =10.4
Ferrochromium {T) 1000 t 25.0 23.9 =4.4
AGRICULTURAL MACH INERY ‘
Tractors (T) 1000 t 17.772.0 14.487.0 -18.5
ROAD VEHICLES , & |
Trucks (T) . 1000 t 13.144.0 13.367.0 1.4
Camionettes {(T) 1000 t 6£.880.0 8.568.0 24 .5
Cars (T) 1000 t 53.590.0 43.808.0 ~-18.3
Busses (T) E 1000 t 1.416.0 1.698.0 10.9
Minibusses (T) 1000 ¢ - 3.155.0 4.211.0 33.5
RAILROAD VEHICLES _
Locomot i ves (1) 52 35 -32.7
Wagons (1) 516 1.307.0 153.3
(T) Total ﬁroduction
(KT) A part of total production
(K) Production of public enterprises

The composition of production in Manufacturing . Industry
show a relative shift in favor of consumer goods mainly food.

On the other hand, there is a relative decrease in intermedi-
ate goods, investment goods and controlling appliances.

THE SIZE of THE INDUSTRIAL MARKET

Industry has recently-displayed strong fluctuations due to

4 combination of causes such as shortage of foreign ‘exchange
and ensuing decrease of imported industrial inputs, fueél short-

age and inflationary expectations which tend to limit indust-
rial output. ‘

- The rate of increase of industrial output has been consi-
derably high in 1977, became hegative in 1978 and showed a
small increase in 1979, :

Imports of industrial inputs played a major role in the de-
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(bi1¥ion TL)
1979 %
MANUFACTURING INDUSTRY 1421.6 100.0
Consumer Goods Industry 649.2 45.7
1. Food 430.3 30.3
2. Beverages 23,1 1.6
3. Tobacco 46.9 3.3
Lk, Textile & Clothing 149.0 10.5
Intermediate

Goods Industry 561.2 39.5
5. Forest Products 87.8 6.2
6. Pulp and Paper 16.9 1.2
7. Printing 20.7 1.5
8. Hides and Leather 37.4 2.6
9. Rubber 23.4 1.6
10. Plastics 17.1 1,2
11, Chemicals 60.3 4.2
12. Petrochemicals 37.1 2.6
13. Petroleum Products 100.7 7.1
th. Fertilizers 9.7 0.7
15. Cement ©18.6 1.3
16. Clay and Cement Prod. 16.6 1.2
'17. Glass 8.8 0.6
18. Ceramics 6.3 0.4
19. Iron and Steel 66.9 4.7
20. Non—Ferrous Metals 32.8 2.3
Investment Goods - ' 133.1 9.4
221, Metal Products .47.8 3.4
gg:}Machinery 55.6 3.9
2k, Electrical Machinery 29.7 2.1
Controlling Appliances 78.1 © 5.5
25, Electronics 9.7 0.7
26. Road Vehicles 55.9 3.9
27. Railways Vehicles 5.0 0.4
28. Ship Building 6.2 0.4
29. Other 1.3 0.1

Source: State Planning Organization.

-
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THE SI1ZE of THE INDUSTRIAL MARKET

(mill. $)
1976 1977 1978 1979
~Industrial Qutput 26.492.1 29.634.6 29.507.8 '30.182.3
{mports ’ 3.959.6 4.421.3 3.414.4 3.842.3
Exports ~595.8 -585.8 ~-621.3 -785.1
Industi¥ial Market 29.855.9  33.470.1 32.922.3 33.239.5
Share of Imports 13.3 13.2 10.4 11.6
Annual % Rate of
Increase of :
- Industrial Qutput ‘11,0 -0.4 2.3
- lmports 11.7 -32.8 12.5
- Exports -1.7 6.1 26.4
- Industrial Market 12,1 -1.6 1.0
THE S!ZE of THE MARKETS
' of
THE TURKISH ECONOMY
(miil. §) ’
Value of .
Product ion Imports | Exports | Market Size
Agriculture - 14.265.2 36.6  1343.6 12.958.2
Mining - 642.8 1067.6 132.5 1.577.9
Energy 573.8
Manufacturing 30.182.3  3842.3 785.1 33.239.5
TOTAL ...... ‘ 45.664.1  4946.5 2261.2 47.775.6
tmports with ‘
Waiver 123.0
5069.5

Imports as % of
the Market Size: Agriculture 0.3
Mining 67.7
Manufacture 11.6

T7oTAL ...10.3 (10.8)
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termination of the level of industrial output. Very liberal

increase took place in 1977 when imports increased by 11.7 %,
while industrial output increased by 11.9 percent. The share
of imports in industrial output remained constant at 13.2 per-
cent of the industrial market. In 1978 imports were drasgti-

cally decreased by 22.8 percent causing industrial output to
decrease by 0.4 percent. It can be assumed that stocks of in-

dustrial inputs have been used for the production process.But

as a result of these contractions the industrial market de-
creased by 1.6 percent. The share of imports in the industrial

market went down from 13,2 percent to-10.4 percent.

A small amelioration took place in 1979 caused mainly by
the increase of imports by 12.5 percent, industrial output,fa-

 yorably affected increased by 2.3 percent those bottlenecks

which continued to affect negatively the economy did not allow
industrial output to increase more. As a result of these de-

velopments the industrial market increased by 1 percent, and
the increase in imports allowed the share of imperts to rise
to 11.6 percent from 10.4 percent in 1978,

The dependence of the markets on imports is high in Mining
(67.7 %), low in Agriculture (0.3 %) and rather limited in Ma-
nufacturing Industry (11.6 %).

Dependence of the Turkish Economy on Imports is 10.3 per-
cent in 1979 or 10.6 percent if imports with waiver are in-

cluded.

The relative size of the industrial market in relationwith

total market is 66 percent as value of production and 69.6 %
as market size,
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CHAPTER VII1

FOREIGN TRADE AND PAYMENTS

1. FOREIGN. TRADE
AND PAYMENTS, [979 ‘

In what follows individual subjects related to foreign
trade and payments will be dealt with in detail and whenever

necessary in a longer perspective.,Before going into such detail
we will try to take a broader look at the foreign trade and pay-

ments Qf the year 1979.

The current account deficit was somewhat reduced in
1979 to $ 1.1 billion from $ 1.4 billion in 1978. The major
burden of the adjustment was carried by imports which were
substantially cut back in 1978 and which increased only mode-
rately in dollar value by around 10 percent in 1979.

Foreign Exchange policy contributed to the improvement of
the invisible balance by $ 808 million in 1979 as compared to
1978, Net receipts from tourism increased by 27.8 percent,
other items by 14.1 percent but then main increase came from
workers' remittances which registered a growth of 72.3 percent
in 1979, ' o

Capital movements did not. show any appreciable balance,Re-

payments of debts and other negative items brought the balance'
of capital movements close to a break even so that the current

account deficit was reflected in the overall balance which was

financed principally through foreign aid flows and medium-term
Euro-loans.

2.. TURKEY'S FOREIGN TRADE

The volume of foreign trade has shown an increasing trend
which pushed the share of Turkish foreéeign trade in total world
trade. The increase in the volume of trade was not equally
shared by exports and imports. It was caused by an unusual
increase in imports due mainly to the availability of foreign
exchange reserves but continued even when the reserves were
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BALANCE of PAYMENTS

(Million §)
4
| 1978 1973 Change
]-Current Accounts
A. Foreign Trade
1. Exports 2,288.2 2.26l.2 -1.2
2, Imports -4.599.0 -5.069.4 10.2
Balance of Trade -2.310.8  -2.808.2 21.5
B. invisibles
1. Interest Paymentg -389.0 -429.1 10.3
2. Tourigm and Foreign Travel 145.4 185.8 27.8
3. Workers' Remittances 983,1 1.694.4 72.3
L, Profit Transfers -47.0 -42.2 -10.2
5. Project & Service Payments ~56.0 - N
6. Other Invisibles 253.5 289,2 14.1
Balance of Invisibles 890.0 1.698.1 90.8
C, {nfrastructure & Offshore 2.8 9.5 239.3
Current Accounts Balance -1.418.0 -1.100.6 =22.4
11-Capital Movements
1. Debt Repayments -=255.7 ~442,6 73.1
2. Private Foreign Investment -47.2 86.5 83.3
-3, Project Credit 449.8 356.3 -20.3
L, Imports with Waiver 119,7 123.3 3.0
5, Programme Credits _ 109.9 493,2 348.8
6. Other Capital Movements 561.5 -547.0 -102.6
Balance of Capital Movements 1.032.4 69.7 -93.3
Overall Balance -385,6 ~1.030.9 167.3
t11-Reserve Movements -157.8 -102.9 -34.8
|V~IMF 170.0 3.0 -98.2
V-Short Term and Medium Term ‘
Capital Movements 598.9 472.7 -21.1
=-255.5 391.8

Vi=Errors and Omissions

658.1

Source: Ministry of Finance
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nearly depleted, Imports which were amounting to only 6.35%
of Gross Domestic Product for the period 1965-1969 jumped to
11.13% for the period 1975-1979 while exports showed no meaning-"
ful change. Exports as a percent of Gross Domestic Product -
was 4.56% in the first part of the period and 5.13% in the se-
cond, and dropped to 4% in the last five years. '

FORE|GN TRADE as PERCENT
of N
GROSS DOMESTIC PRODUCT

: _ Foreign
YEARS . .Exports Imports Trade
[ﬁ5965 ~ 1969 4.56 6.35 10.91
1970 = 1974 5.13 9.47 14,60
l 1975 ~ 1979 4,04 11.13 °  15.17

Imports showed a continuous rise from 1970 on, which ‘was
interrupted only in 1978 and 1979 as a result of excessive

scarcities in foreign exchange. Exports on the other hand fol-
lowed a different pattern. One can observe a continuous and
gradual decrease for the period 1965-1969, a continuous - and

gradual increase between 1069 and 1973 and another decrease
between 1973 and 1979, :

EXPORTS, IMPORTS & GROSS DOMESTIC PRODUCT
(Miliion TL.)

Gross Expofts Imports
YEAR [grgjﬁgs Exports Imports in GOP(%) | in GDP (%)
1965 76.440.1 4,173.6 5.193,3 5.46 6.79 -
1966 90.775.5 4.414.6 6.521.9 4,86 7.18
1967 101.185.4 4.701.0 6.216.8 4 .64 6.14
1368 112.190.1 4.467.8 6.934.1 3.98 6.18
1969 124.470.8 4.831.5 6.787.2 3,88 5.45
1970 145.490.8 6.407.7 9.598.1 4. 40" 6.60
1971 187.133.3 9.090.0  16.474.4 4.86 8.80
1972 932.114.8  11.875.9  21.564.1 5.12 9,29
1973 295.501.4  18.037.4  29.263.3 6,10 9.90
1974 409.746.2  21.197.3  52.310.8 5,17 12.77
1975 519.173.3  20.075.1  68.987.1 3.87 13.29
1976 658.989.0  30.775.5  82,940.8 . 4,67 12.59
1977 860.313,4  31,338.5 104.88L.6 3.64 12.19
1978 1.274.045.4  55.357.9 113.290.1 4.35 8.89
1979 2.055.361.3  75.743.7 178.505.3 3.69 8.68
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The relative decrease of exports as percent of GDP between
1965~1969 was partly associated with overvaluation of the Tur-
kish currency but it was partly the result of deliberate go-
vernment policy based to a considerable extent upon pessimism
about the potential for export growth, Part of the disincen-
tive against exports was unintended, it was the result of a
certain stringency in imports which created premium in favor of
imports as compared with exports. Co

s

The relative increase of exports/GDP between 1969 and 1973
was the result of the devaluation of the Turkish Lira in 1970,
of the prosperity in the Western World and of price levels
- either clearly below world price levels or close to them. '

The relative decrease of exports during the period 1973-
11979 is the result of a number of cumulative factors: domes-
tic price increases have seriously affected exports, a buoyant
domestic demand has competed with exports and thus limited the
exportable surplus of a number of goods, Parallel to increas-
ing prices, overvaluation of the Turkish currency has attained
dangerous dimensions and last but not least the main trade
partners of Turkey were in recession wlich has negatively af-
fected Turkish exports. ‘

The relative stagnation of exports can also be observedby
comparing Turkish Exports to World Exports.

TURKISH EXPORTS as a SHARE of WORLD EXPORTS
(1965 - 1979}

(Million $)
. -. Turkish Exports
YEAR E”rk'ih- : Ew°r'd as a Share of
: Exports XPOrts | yorld Exports
1965 464 165.400 - .0.28
1966 490 181.300 0.27
1967 523 190.600 0.27
1968 496 212.900 0.23
) 1969 537 243,500 0.22
1970 588 280.300 0.21
1371 677 312.600 .0.22
1972 885 376.600 0.23 ’
1973 1317  524.000 0.25
1974 1532 771.700 0.20
1975 1401 796.500 0.18
1976 1. 1960 906.700 0.22
1977 1753 1.030.500 0.17
1978 2288 1,190.500 0.19
1979 . 2261 (1.500.000) 0.15

Source: International Financial Statistics
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TURKISH EXPORTS as PERCENTAGE of WORLD EXPORTS
(1950 - 1979)

1950~1954 0.47
1955-1959 0.34
1960~ 1964 0.29
1965-1969 0.25
1970-1974 0.22
1975-1979, {0.18

Source: International
Financial Statistics

Between 1950 and 1978 the share of Turkish exports inm world
exports has decreased steadily from 0.47 in the first half of

the 1950's to 0.22 in the first half of the 1970's and to 0.18%
in the second half. Turkey has not been able to adjust to the

momentum of world trade while many countries did.

Under these circumstances it should not come as a surprise
that exports which were able to finance 81% of total imports

in 1965 could cover only 30% of total exports in 1977.

Deterioration in Export/Import ratio was postponed = for
three years following the 1970 devaluation of the Turkish Li-

ra but fell seriously thereafter.

GROWTH OF TURKEY's FOREIGN 'TRADE

‘ Foreign Trade Export/Import

YEAR | Imports | Exports Tradg Balance P Ratiop
1965 100 100 100 100 81.8
1966 126 106 117 210 68.3
1967 120 113 : 117 150 76.3
1968 134 107 122 247 65.0

- 1969 140 116 129 244 67.0
1970 166 127 148 332 62.1
1971 205 146 178 457 57.8 -
1972 273 191 236 626 56.7
1973 365 284 329 712 63.1
1974 660 330 513 2075 40,6
1975 828 302 593 3084 ' 29,6
1976 897 422 684 2934 38,2
1977 1013, 378 729 3744 30.2
1978 804 493 665 2140 48.8
1979 .886 487 708 2600 44,6

With 1965 set equal to 100 the import index rose to 886'in

1979 while during the same period the export index rose only
to 487. ’ '
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SHARE OF EXPORTS & IMPORTS
IN TOTAL VOLUME OF TRADE

(Million $)
Total Share of | Share of

| Voluwme of | Imports Exports

" Trade___ (%) (%)
1965 1036 55.22. 44.78
1966 1209 59.42 40.58
1967 1207 56.72 43,28
1968 1260 60.60 39.40
1969 1338 59,88 | 40,12
1970 1536 .61.69 38,31
1971 : 1847 63.38 36,62
1972 2448 63.84 36.16
1973 3402 61.32 38,68
1974 5310 - 71.14 28,86
1975 - 6140 77,18 22.82
1976 7089 72,35 27.65
1977 7549 76.78 23.22
1978 6887 66.78 33,22
1979. 7331 69,15 .30.85

3. COMPOSITION OF TURKISH EXPORTS

The composition of Turkish exports is heavily concentrated

on agricultural products. In spite of a decrease of agricul-
tural exports from approximately 80% of total products in 1965.
to 60% in 1979, agriculture continues to dominate Turkey's ex-
ports. Exports of industrial goods on the other hand have doubled
their share during the same period from 17.45% in 1965 to 34.7%
in 1979, ' : '

The following table based on Turkish Classification of Ex-
ports, classifies a number of agricultural products which have
gone through a simple processing like refining as industrial

products. The table below should be interpreted with these
qualifications in mind.
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TURKEY's EXPORTS by MAIN ‘SECTORS

'

(Million $)
Agriculture | % | Mining [ % | Industry [. %

1965 | 361.811 78.02 20.999  4.53 80.928 17.45 |
1966 389.788  79.47 23.345  4.76 77.375 15.77
1967 | 426.650 81.68 20.738  3.97 _  74.946 14.35
1968 405.046 81.60 -26.043  5.25 - 65.280 13.15
1969 405.016  75.45. 34.845  6.49 . 96.973 18.05
1970 442.554  75.20° 42,679  7.25 ° 103.243 17.55
1971 491.303 72.61 40.113 5,93 145,186 21.46
1972 607.417 68.64  35.091  3.96 242,461 27.40
1973 |- 831.968 63.16 41.714  3.17 443,400 33.67
1974 851.958 55.60 79.831  5.21 600.302 39.19
1975 792.630  56.57 105.565  7.54 502.879 35.89
1976 | 1.254.408 63.69 110.016 5.6l  595.790 30.40
1977 | 1.041.401 59.41 125.851  7.18 585.774 33.41
1978 | 1.542.800 67.4 124.100 5.4 621.3  27.2
1979 | 1.343.600 59.4 132,500 5.9 785.1  34.7

4, EXbORTS: DOMESTIC PRODUCTION
AND PRODUCTIVE CAPACITY

There is a distinct negative correlation between Exports/
Production rates and overvaluation of the Turkish Lira. As
we move away from a major devaluation of the Turkish Lira the
Export/Production rate has decreased continuously from 10.6%
-in 1965 to 7.7% in 1969 the year preceeding the 1970 devalua=
tion. o ’

The 1970 devaluation of the Turkish Lira, - the. favarable
atmosphere of world trade as related to the prosperity of Wes-
tern countries has favorably affected the share of the Turkish
Exports from a low 7.7% in 1969 to 12.9% in 1973.
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RELATIONS of EXPORTS to GNP
of
PRIMARY and SECONDARY SECTORS

(Million TL.)

Exports
GNP o GNP
YEAR in Exports in .
. _AgriQUIture'{,'lndustry Agr.+ind.
1965 23.836.7 39.388.4 4.173.6 10.6
’ 15.551.7
1966 28.853.8 47.428.7 4.414.6 9.3
. 18.574.9
1967 30.269.9 52.111.02  4.701.0 9.0
21.741.3
1968 31.699.8 56.376.6 4.467.8 7.9
: 24.676.8 -
1969 34.113.3 62.585.0 4.831.5 7.7
28.471.7
1970 39.369.8 70.832.8 - 6.407.7 9.0
31.463.6 :
1971 50.851.5 91.508.1 9.090.0 9.9
40.656.6 :
1972 . 60.654.5 111.502.4  11.875.9 10.6
' 50.847.9 :
1973 74.798.5 139.358.0  18.037.4 12.9
64.559.5, '
1974 107.888.7 199.324.0 21.197.3 10.6
91.435.3 |
1975 139.127.3 251.422.7 20.075.1 8.0
112.295.4 ' :
1976 180.121.9 318.951.4 30.775.5 9.6
138.829.5 S _
1977 223.774.0 402.771.6  31.:338.5 7.8
178.997.6
1978 © 450.171.0 607.191.5  55.357.9 9.1
518.021.0
1979 450.171.0  968.192.0 - 75.743.7 7.8
518.021.0
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With domestic price increases éroding the value of the Tur-

kish Lira and the favorable affects of the devaluation the
rate of Exports to Production decreased sharply from 12.9% in

1973 to 7.8% in 1977 and 1979.

Cyclical changes apart, Exports of Agricultural and Indus-

trial Commodities were equal to 9.3% of the sum of GNP in Ag-
riculture and Industry, indicating a slight upward slope for

the middle of the period 1965-1979 with the first third having
an average of 8.9% and the last third an average of 8.5%.

EXPORTS as PERCENT of GDP
in
AGRICULTURE ¢ INDUSTRY

l 1965- 1969 8.9
1970 — 1974 10.6
| 1975 -1979 8.5

. In a more detailed way exports can be assessed as percent
of sectoral output. The 1973 Input-Output Coefficients for

the Turkish Economy give the following ratios: 0.02 for Agri-
culture, 0.05 for Mining. As for Industry the sectors withthe
highest ratios are as. follows according to importance 0.1842

for textiles,"0.1556 for Beverages and Tobacco, 0.1195 for Food,
0.0504 for Petroleum Products, 0.0449 for non- lferrous metals,

0.0238 for Metals 0.022 for Metal Commodities and 0.0207 for
Leather. The resf of the sectors display smaller ratios.

5. FOREIGN EXCHANGE EXPENDITURES AND :
RECEIPTS OF THE MANUFACTURING SECTOR

The Industrialization strategies in Turkey have given un-

due emphasis to the satisfaction of . internal demand rather
than to exports. Thus the rate'of export proceeds to import

expenditures has fluctuated between 13.4-24.8% for the manufac-
turing industry. .
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RATIO of VALUE of EXPORTS to IMPORTS

for for the

YEAR Manufacturing | Whole Economy
}
1970 . 13.6 62.1
1971 15.0 57.8
1972 - 17.8 56.7
1973 : 24,8 63.1
1974 22.1 40.6
1975 13.4 29.6
1976 15.0 38.2
1977 - 13.6 30.2
1978 18.9 . 48.8
1979 20.4 44,6

IMPORT DEPENDENCE of INDUSTRIAL PRODUCTION

(million $, 1979)

‘ . Import
Production | Imports Dependence

. Textiles, Clothing 3.165.5 20.7 0.7
Food Beverages,Tobacco 10.620.7 33.8 0.3
Forestry Products 1.864.7 1.2 -
Paper 358.1 36.4 10.2
Printing - 440.1 3.8 0.9
Leather & Hide . 794.,1 0.3 -
Rubber & Plastics ' . 859.8 145.0 16.9
Chemicals 1.280.7  524.1 40.9
Petroleum Products 2.139.0 750.4 35.1
Fertilizers 206.2 356.2 172.7
~ Cement , 746.5 3.4 0.5
Glass - Ceramics 319.7 27.7 8.7
lron, Steel 1.421.3° 345.1 24,3
Non-Ferrous Metals 697.3 54.6 7.8
Metal Products 1.015.2 14.4 1.4
Machinery 1.140.3 1.203.3 105.5
Electrical Machinery : 772.7 259.4 33.6
Motor Vehicles ‘ 1.452.5 220.6 15.2
TOTAL _ 29,291.4 4.000.4 13.6




The dependence of industrial prbduction'to imported inputs
while small on the average displays in some sub-sectors quite

‘high percentages. Fertilizers (172.7%), Machinery (105.5%),

Chemicals (40.9%), Petroleum Products (35 1%), Electrical Mac—
hinery (33.6%), Iron and Steel (24.3%) and Rubber and Plastlcs
(16.9%) are some of the highly dependent sub-sectors..

There are big differences in the Export/Import Ratios of
the different subsectors. There are only a small number which
exceed the average for the manufacturing industry and not more

: than two that exceed the national average.

The only subsector which has systematically exported more
than it has imported is the Textile Sector, while Glass and_F

. Ceramics has shown a remarkable performance by increasing its

export/import ratié from 12.4% in 1970 to 134% in 1979. Fo-

restry procucts and Non-Ferrous metals are two of the sectors
with prospects.

RATIO of EXPORTS to IMPORTS
by
SUBSECTORS of MANUFACTURING INDUSTRY

1970 | 1972 [ 1974 | 1976 | 1979
Textiles 111.3 147.8 183.8 341.7 1887.4
Forestry Products 121.5 64.4 74.2 26.8 391.7 .
Chemicals : 6.2 3.9 6.0 5.6 4.5
Petroleum Products 4.3 73.8 149.1 15.5 -
Glass, Ceramics , 12.4 19.8 61.1 82.9 133.9
Non-Ferrous Metals 32.1 14.1 25.9 18.9 26.7
Machinery 0.9 1.0 2.4 1.5 1.0
Electrical Machinery 0.4 0.7 5.4 0.4 1.7
Transport Vehicles 0.3 0.2 2.1 1.5 12,1
lron & Steel 3.5 5.0 3.6 4.0 9.0
Precision Tools - 0.1 0.4 0.1 -
Paper 0.02 0.1 47.7 3.5 -
. Printing 5.8 3.9 6.4 2.8 -
Total Industry 13.6 17.8 22.1 15,0 20.4
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EXPORT PERFORMANCE by
SUB-SECTORS in MANUFACTURING

Exports of industrial goods have increased considerably in
the 1970's. : '

,The sub-sector which occupied the first place in  export
performance and which still is, continues to be textiles.

The second in importance is Chemicals followed by Iron and
Steel, Glass, Non-Ferrous Metal Industry and Metal Goods.

The table below gives an insight to the potentialities of
the industrial sector, as experienced since 1970. '

"EXPORTS OF THE MANUFACTURING INDUSTRY
BY SUBSECTORS

(1000 &)

1970 | 1972 [ 1974 T 1976 | 1979
Textiles 27.537 57.750 149.771 272.695 390.689
Forestry Products 3.099 5.266 16.756 5.622 4,703
Chemicals 11.132 11.880 34.450 46,741 23.546
Petroleum Products - 706 22.349 B85.891 16.161 -
Glass, Ceramics 1.101 4.017 12.901 20.885 37.078
Non-Ferrous Metals 8.335 5.908 33.968 16.889 14,572
Machinery ‘ 1.791 4.081 16.090 16.457 12.445
Electrical Machinery 260 876 983 1.095 4,506
Transport Vehicles 390 272 5.959 9.329 26.600
lron & Steel 3.271 7.443 19.329 22,111 31,068
Precision Tools 1 21 184 89 -
Paper : 2 11 8.091 999 -
Printing 210 175 341 197 -
Total industry 107.923 246.125 601.325 595.791 785.085

VARIOUS BOTTLENECKS HAMPERING the USE of EXISTING

CAPACITY AS WELL AS THE BUILDING of NEW CAPACITY
in THE MANUFACTURING SECTOR

The Turkish Economy has recently gone through a crisis the
dimensions of which threaten to affect negatively the healthy
development of the industrial sector as well as the exports of
industrial goods. '
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The low use of capacity and the drop in production that
has accompanied it were mainly due to the unavailability  of
foreign exchange which has limited the imports of inputs, to
the bottlenecks created in the supply of raw materials,to the
bottlenecks in energy supply, to the difficulties created by
labor-capital relations, to the lack of availability of credit

and to miscellaneous factors,

6. TERMS OF TRADE

The terms of trade deteriorated in 1974 and more serious-
ly in 1975, They never recovered since then. On the contrary
there was even a further deterioration in 1978 and in 1979,

TERMS of TRADE

(in$) -
1973 = 100
Export Import Terms of
Prices Prices Trade
1974 136.0 147.9 92.0
1975 128.3 165.1 77.7
1976 133.3 167.0 79.8 :
1977 146.2 184.1 79.4
- 1978 154.9 209.8 73.8
1973 - 182.4 247.5 73.7

TERMS of TRADE

(in TL)
1973 = 100

- Export Import —Terms of

Prices J Prices Trade
1974 137.6 145.2 94.3
1975 135,4 168.0 80.0
1976 153.0 188.9 81.0
1977 191.5 233.1 82.2
1978 274.,1 361.0 75.9
1979 ‘ 437.5 605.3 . 72.3
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The deterioration was a consequence of export prices in-
creasing less than import prices. In fact prices of Turkish
exports increased by only 82.4 between 1973 and 1979 while
prices of Turkish imports increased by 147.5%. The rate ofin-
crease of import prices was almost twice that of export
prices. -

As a result the terms of trade deteriorated seriously in
1975, improved slightly in 1976 and 1977 and further deteriora-
ted in 1978 and 1979. )

The same trend is present in TL though the increases in
prices were more accentuated. Export prices increased by 337.5%
between 1973 and 1979 while import prices increased by 505% du-
ring the same period. The big drop in the terms of trade came
in 1975 followed by a slight improvement in 1976 and 1977 and
another decrease in 1978 and 1979.

The terms of trade were relatively favorable for Turkey in
the period 1968 - 1973 as can be seen from the table below:

TERMS of TRADE

1968 = 100
(in &)
Export Import Terms of
YEAR Prices . Prices Trade
1969 100.5 101.4 99,1
1970 99.2 102.5 96.8
1971 106.6 109.2 97.6
1972 116.8 112.5 103.8
1973 145.3 136.6 106.4
{in TL)
Export Import Terms of
YEAR Prices " Prices Trade
1969 100.5 101.4 99.1
1970 118.2 122.8 96.2
1971 155.0 - 182,2 85.1
1972 171.8 177.2 97.0
1973 219.2 214.8 102.0




0£9€2 75881 H806T 86501 | “*"*" peosqy 6uiop
SISXJI0M 4O JaqUnN
vzl 1°0 $691 £86 786 786 S9OURII WY , SADYJOH
A 1°86- 1LY 00TT 8141 ¢gee - 10€°¢ 1121480 uUn0OIIY Jualin)
_ $*1z 8Ty~ 9* L2 8082 11€2 40 891°¢ 119139 opedy
%97  0°9 L1 68/ 129 98¢ 965 {B1d3snpuj ¢
c'9 R T AR ¥Z1 971 011 S|eJBULIW ‘T -
6°7T- . 18y 0" L1- L hYET €961 1%01 VITAR (eany|nataby *y
7' 1- 5 0g 9* 0T~ 192¢ 8877 €641 096°1 _ s3Jodx3 [e3o0]
$'z 0Ll S Hz- €21 0zt zoT 9¢1 JeAleM ylim sidoduwf *g
%' 01 € 12~ 0" %1 9%6% 6LYY 7695 €66 Y sytodw| *|
2°0T L0z~ C0°€1 6906 665Y 9645 621°6 | sjsodw) B30
: gl/6l | Li/gl | al/Ll
_, ST ; 7 6L61 8L61 L6l 9L61
(¢ uol||1w) ,

SNOILY13Y 3avdl NI 134904

- 66T -




- 200 -

MAIN IND{CATORS of THE PATTERN of TRADE
(1950~1979) .

(in percent)

950 T 960 T 1970 [ 1975 [Ty T 1978 T 1579

EXPORTS
Commodity
Composition 100,0 100.0 100.0 100.0 100.0 100.0 100.0
Agricultural & | ‘ :
Animal Products 75,1 70.8 75.2 56.6 59.4 67.4 59.4
Cotton,
Hazelnuts : ' ’
& Tobacco - 51.7 46.9- 57.6 39.5 36.5 39.5 33.5
Animal Products
& TFisheries 8.6 9.9 5.7 4.1 2.8 4.6 3.7
Mining&Quarry Prod. 6.8 4,1 7.3 7.5 7.2 . 3.4 5.9
industrial'Products 18.1 10.6 18.4 35.9 33.4 27.2 34.7
Food & Beverages 6.5 9.7 7.0 8.3 7.3 4.2 6.7
Textiles ' - 0.8 4.4 9.5 15.2 14,1 16.7
Geopgraphical
Distribution 100.0 100.0 100.0 100.0 100.0 100.0 100.0
EEC Countries 34.8 33.5 40.7 43,9 49.5 47.6 48.6
EFTA ‘ 24,5 17,5 . 17.8 17.9 15,9 13.6 8.2
USA & Canada ' 17.5 18.4 9.8 11.0 7.5 7.3 4.8
Bilateral Agreemts.}; 6.3 18.0 16.8 7.0 4.6 4.7 5.6
Middle East Countr. - - i1.6 16.8 13.3 15.1 13.5
IMPORTS
By Use 100.0 100.0 100.0 100.0 100.6 100.0 100.0
Investment Goods 46,0 52.1 47.1 41,4 38.9 34.6 31.5
Raw Materials 33.4 38.3 47.9 54.3 58,0 62.5 66.6
Consumption Goods 20.6 ‘9.6 5.0 4.3 3.1 2.9 1.9
Geographical Distr.}100.0 100.0 100.0 100.0 100.0 100.0 100.0
EEC Countries 32.8 35.7 34,3 49.0 42.6 40,7 36.0
EFTA Countries 17.4 17,0 17.4 16.5 15.8 13.2 9.9
USA & Canada |-25.7 26.0 23,4 10.0 9.5 6.9 8.4
Biletaral Agreemt.C,) 7.5 12.8 13.0 3.0 1.5 1.5 2,2
Middle East Countr. - - 6.7 17.8 21.4 11.3 16.6
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i

EXPORT/IMPORT PERFORMANCE

(million §)

Exports of

YEAR Itnofrlt ET:t;_]t Manzfactured
P P Goods
f 1960 468 321 34
i 1961 507 346 46
| 1962 619 381 61
‘ 1963 687 368 65
| 196k 537 411 76
| 1965 572 464 83
, 1966 718 490 79
: 1967 685 522 77 -
f 1968 763 496 68
; 1969 801 537 103
| 1970 948 - 588 108
: 1971 1.171 677 : 150
1972 1.562 885 246
1973 2.086 1.317 446
1974 3.777 1.532 601
1975 4.738 1.401 502
1976 5.128 1.960 595
1977 5.796 1.753 | 585
1978 4.599 2.288 - 621
1979 5.069 2.261 785

7. EXPORTS

; ‘ Exports of: Agri&cult’ure' and Livestock sector products fell
‘ by $ 200 M or by 12.9 percent but there was ah increase in ex-

ports of the other sectors, 26.4% for Industrial products and
.6.5% for Mining and Quarrying products.
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!

SECTORAL RATE of INCREASE in EXPORTS
(%)

19637 1967/ 1972/ l1978' 1975

1967 1972 1977
I. Agriculture & :
Livestock Sector 9.9 7.3 11.4 48.1 -12.9
1. Cereals & Pulses -4,2 39.8 27.2 117.6 -37.5
2. Fruits & Vegetabl. 11.0 8.3 17.4 27.4 15.6
a. Hazelnuts 9.0 6.8 16.6 31.8 6.7
b. Raisins - 8.1 6.1 19.7 32.9 15.2
C¢. Others 11.8 14 .4 17.7 14.0
3. Industrial Prod. 13,8 5.7 4.9 45,8 -29.2
a. Tobacco 15.3 - 2.1 6.1 28.1 -21.4
b. Cotton . 13,4 7.8 1.9 65.8 -34.6
c. Others - 18.1 22.2 2.0 4.4
L, Livestock & Prod. -9,2 1.1 6.6 109.2
5. Fishery Products 18.4 9.6 4,8 . 110.6
Il.-Mining & Quarrying ‘
Products | 17.6 1.1 29.1 -1.4 6.5
111. Industrial Products 3.7 26.5 19.3 6.1 26.2
1. Food & Beverages 2.9 12.9 7.9 =25.4 37.3
2, Textiles ‘ ' - 57.6 37.1 18.9 22.3
3. Forestry Products -1.8 - 27,7 -9.4 10.7 50.0
k. Hides & Leather 28.0  162.8 19.3 -22.8 10.0
5. Chemical Industry 15.5 32.4 26.2 =29.1 0
6. Petroleum Products 56.5 133.3 -100.0 - -
7. Cement Industry -100.0 (+) -9.6 ° 330.9 2.3
8. Glass & Ceramics ~g.3 65.8 49,4 9.7 23.3
9. Non-Ferrous. Metals 29.3 -18.7 27.7  =42.4 25.0
10. lron & Steel Ind. | 47.2 34.4 14.4 47.2 47 .6
11. Metal Prod.&Mach. 50.5 84.7 28.0 28.1 0
~12. Electrical ' '
‘ Appliances (+) 74.2 28.0 22.0 0
13. Vehicles 24,5 86.7 102.2 -33.9 350.0
4. Others . 19.8 40.4 5.3 9.5 100.0
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> Regional distribution of Turkish exports: showed interest-
ing: developments.'  The share of exports:to OECD countries.:.con-
tinued to go. down while Bilateral Countries,: Free:Exchange Ag-
reements ‘countries,. 'Arab Countries, 'socialist countries went::
up. DT T T U L S S SR O P B S T S A S P
~ - "Exports to.Arab Countries showed a definite increase ‘re-—
cently.from 9.5% of total exports in 1972 -to 17.,2% in -1979;

-1Onekmgjof.dééfeaée tdbk plaée in thé case:bf;ékﬁor£s<5&£b%
Lebanon which went down to.1.2% of total exports in 1979 from
4'4%111 1972' .‘"‘-‘5 pE L ST ' T T TE B LIS VLY

= Exports 'to:COMECON countries increased to 13.3%0f total -
exports in 1979 from 7.7% in 1973. 'The increase was consi-
-derable in the -case of the Soviet: Union, Czechoslovakia,: Ro~
mania and Poland. - R A L T AP s

' EXPORTS to COMECON COUNTRIES® i nluns o
S qeoo §) L T

1973 |. % | 1976 | % | 1978 | % | 1979 | %

105,235
SEEERY /1 1. ) TR
o 42,552 ¢
- 42,170 =
- 13,861« ;
. 323,968

Sovlet Unlon |. .: 50,389 ..
Czechoslovakla| : 10,804 -
Romania:.. . .3~ 9,608
‘Poland. . | 6,380
Hungary. .. ") -+ 10,569:"
Bulgarla- ... |.. - 6.838 ..
GDR . . occo|ov 0 6,904
Comecon . - |. 101,492

--80,991
+"13.524
30,624 -
::-15.693
© 10,004 -
166,472
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Total Exports. | 1.317,083+100.0 1,960.214 100.02.288.163 10,0 2,26132-10

.0

8. IMPORTS

Imports showed a remarkably high increase for the period
1972-1977 of 30% on the average but were forced to decrease by
20% during 1978 due to balance of payments problems. In 1979
the rate of increase of imports was kept at 10.4 percent. The
rate of decrease in 1978 was much higher in ‘the case of  rub-
ber and plastic, iron and steel products, non-ferrous metals
machinery, motor vehicles, electrical appliances. 1In ° 1979
there were further decreases in iron and steel and motor ve-
hicles. o '
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Imports by commodity groups 'show the ‘serious distortions
brought by the increase of the prices of crude 0il. BRaw ma-
terials imports which were 45% of total imports in 1972, be-
fore the price hike went up to 58% in 1977, up to 62.5% in 1978
and 66.6 in 1979 while machinery and equipment went down to
35.3% in 1977, to 31.6% in 1978 to 28.5% in 1979 from a high
44.6% in 1972. The decrease in the share of machinery and e-
quipment was created both by the absolute decrease in the im-
ports of these goods as well as of the serious increase in the
bayments for oil. ' ' .

As can be observed from studying imports by major groups
of commodities the only group of commodities which registered
an increase in 1978 is Imports with waiver, The lowest de-
Crease in dollar value has taken place in the import payments
for crude oil. The inputs for industry have been reduced by

As could be expected the share of self financed - imports
has gone to the highest level of the last five years while prog-

ram imports have gone down to their lowest.

Through imports with waiver 120 million dollars worth of
imports have entered Turkey in 1978 without official alloca -
tion of foreign exchange, mainly by Turkish workers returning
from abroad 60 million dollars worth of cars, 12 million worth
machinery, 8.8 million of miscellaneous machinery, 6,3 million
$ of tractors, 4.3 million $ of generators. As can be expected,
in 1979 imports with waiver went up to 123 million dollars.

60.7% of total imports from 73.9% in 1975, 69.5% in 1976,68.4%
in 1977. The share of OECD countries! share was further re-
duced in 1979 to 60.4%.
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i

IMPORTS by COMMODITY GROUPS

(million §)
1975 1976 1977 1976 1979
Value % [Value % |value| "% |Value| - % lValue %
INVESTMENT GOODS 1.961) 41.472.239 43.612.255]| 38.9{1.590] 34.611.596| 31.5
- Construction

Materials 291 6.2 243 4.7 206 3.6 138 3.0 152 3.0
- Machinery & : )

Equipment 1.670| 35.2(1.996| 38.9|2.048] 35.3({1.453| 31.6 1.4441% 28.5
RAW MATERIALS 2.5741 54,3(2.733| 53.3!3.363| 58.01{2.876| 62.5 3.377| 66.6
CONSUMPTION '

GOODS ’ 203 4.3 156 3.0 178 3.1 133 2.9 26 1.9

Grand TOTAL .. 4,738 100.0 5.1281100.0/5.7961100.,0(4.599({100.015.069:100.0

IMPORTS by COMMODITY GROUPS

(%)
1963 | 1967 1 1972 | 1977 | 19781 1379
1. Investment Goods 45.8 47.2 50.1 38.9 34.6 31.5
- Construction

Materials 6.1 4.4 5.5 3.6 3.0 3.0

- Machinery, : .
Equipment 39.7  42.8 44,6  35.3  31.6  28.5
2, Raw Materials 48.8 47.9 45.2 58.0 62.5 66.6
3. Consumption Goods 5.4 4.9 4.7 3.7 2.9 1.9
TOTAL ....... 100.0 100.0 100.0 ~ 100.0 100.0 100.0
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i

SECTORAL RATE of INCREASE in I'MPORTS

(%)
1963/ | 1967/ | 1972/ ) :
1967 1972 1977 | 1978 ,:1979
I. Agriculture L
& Livestock - -27.9° 6.8 27.0 -54.9 =28.0
A. Crops ' -47.8  25.6  28.4 ;. -56.7 -12.8
B. Livestocks Prod. -9.9 1.1 23.4 -51.8 -20.2
C. Fishery - (+) - = -11.0
D. Forestry ' - , -
Products! 8.9. -18.4 60.6 -64,1°  31.9
J}.'Mihing & Quarry -3.5 24.5 .54.6 -10.2 ~5.8
A. Crude 0il -8.6 27.5 56,2 -9.4 - -=7.9
B. Others 50.5 11.7 42.1 =16.8 .17.8
I1l. Industry 3.4 17.5 26.1 -22.8 16.6
A. Food & -
Beverages -34.8 40.1 -3.4 +42.3 130.0.
B, Textiles 9.7 5.2 10.3 -2.5 -8.0
C. Forestry ‘
Products 11.4 26.6 21.4 ~23.6 .e
‘D. Hides. &
Leather -11.0 4.4 7.4 -12.8 .
E. Chemicals 13.5 14.8 27.6 =0.9 10.1
F. Petroleum Prod. 4.8 -13.4 56.5 23.8 113.0°
G. Cement 16.4 -52.8 15.6 ~56.1
H. Non-Ferrous -
Metals 18.2 18.3 18.4 -56.1 31.0
l. Class & ' o
Ceramics 5.1 16.7 4.7 -30,1 =55.6
J. lron & Steel -7.8 25.9 36.2 -40.9 -15.5
K. Metal Products :
& Machinery 5.5 16.2" 23.3 -27.3 17.4
L. Electrical 1.3 22.3 19.2 -24 .4 15.1
* Mach. Ind. 1.3 22.3 19.2 =24 .4 15.1
M. Vehicles Ind. -6.1 24.5 28.9 ~-29.0 -41.5
N. Other Industry ' ‘ .
Branches 13.0 6.4 33.3 -40.6 6.0
 TOTAL - 17.7  30.0 -20,7  10.4

R
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9. . THE TURKEY - EEC ASSOCIATION . :
THE ANKARA AGREEMENT B

The Turkey - EEC Association goes back almost to the be-
ginning of the EEC. Indeed Turkey applied to the Six for the
conclusion of an Association Agreement in July 1959. Negotia-

tions led to the signing of the Agreement in Ankara on . 12th
September 1963. It entered into force on 18t December 1964.

The Turkish Association.has two principle .objectives. In
the short term it aims to reduce the gap between the economy
of Turkey and those of the member States of the Community. In
the long term the accord envisages Turkey's accession to -the
Community. ' '

On the first point the Preamble to the Agreement states
that the contracting parties are resolved "to ensure a conti-
nuous improvement in living conditions in Turkey and in * the
European Economic Community through accelerated economic prog-
ress and the harmonious expansion of trade and to reduce the
disparity between the Turkish economy and the economies of the
Member States of the Community". The parties equally expressed .
their determination to take into consideration both '"the spe-

cial problems presented by the development of the Turkish Eco-
nomy and of the need to grant economic aid to Turkey during a

given period".-

Also in the Preamble the 1link existing between the two ob-
" jectives is affirmed by the Contracting Parties as follows:

"Recognizing that the support given by the
Eunopean Economic Community to the effornts
of the Turkish people to improve theirn stan—
dard of Living will facilitate the accession
0§ Tunkey to the Community at a Laten date”.

-

With these objectives in view the Agreement foresaw the
progressive establishment of a Customs Union between Turkey
and the Community. The agreement provided for three successive
stages. These are:

1, The Preparatory Stage

2. The Transitional Stage
3. The Final Stage

Since Turkey's economic situation did not permit immediate
accession, the preparatory phase was to be used to strengthen
the Turkish economy. During this period, the Six were to make
unilateral tariff concessions and provide financial assistance
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to help achieve this goal. After this phase the Customs Union:
was to be realised during the Transitional Stage. .

THE PREPARATORY STAGE.

With effect from December 1964 the Community introdiced ta-
riff quotas(!) for four of Turkey's traditional agricultural
exports (tobacco, raisins, hazelnuts and dried raisins).These
were followed by other concessions for carpets, fresh grapes,
citrus fruit, textiles, fish-and wine. These concessions con-
tributed to a substantial growth of Turkish exports to the Com-
munity during the years 1964 to 1970. ’ : .

At the same time $ 175 M were proﬁided under the First Fi-
nancial Protocol mainly for Infrastructure.and industrial pro-

jects (e.g. The Keban dam and the Bridge over the Bosphorus).

At the end of the five-year Preparatory Stage, Turkey and
the Community decided to proceed to the Transitional.State and
began negotiating an Additional Protocol to this.end.

. THE ADDITIONAL PROTOCOL

The negotiations for the Additional Protocol were conducted

thrqughout 1969 and 1970, culminating in its signature on Nov.
23rd 1970. ' ‘ '

The Additional Protocol fixed the rules for the establish-
ment of a customs union and for closer economic cooperation

between Turkey and the EEC over a transitional period of 22
years prior to the final period which witness the accession of

Turkey with the status of a full member.

Tt entered into force on January 15t 1973 but its commer-
cial provisions were applied in advance under an Interim Ag-
reement. ' 1 .

The main points of the Protocol can he summarized as fol-
lows: S

1. In the industrial field a Customs Union was to be rea-
. lized in the following way. The Community immediately
eliminated all customs duties on Turkish exports ex-

cept those on a few textile and petroleum products.Tur-

~key undertook to eliminate duties on Community exports
~according to two timetables, over 12 years for some

1 ; , .
{ )Tariff guotas should not be confused with ordinary quotas, for
example, using tariff quotas for hazelnuts, Turkey can sell many hazelnuts

as she likes, A tariff reduction is applicable on the quota, beyond that
the normal tariff is charged.
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goods and over 22 years for the others. During the 22

year period Turkey was also to.r align her customs ta-
riff on the Community's Common Customs Tariff. Quan-

titative restrictions on trade (mainly quotas) were al-,
so to be ‘eliminated over the same period.

2. Varlous provisions on the closer alignment of Economic
. Policies (provisions on competition, taxation, approxi-

‘mation of legislation, etc.).

3. For Agficulture it was impossible to proceed to a Cus-

toms Union immediately since Turkey and the Community
set dlfferent agricultural support prices. Thus the

Communlty has made ad hoc tariff concessions for Tune
key, while Turkey agreed to adapt her agricultural po-
licy during the Transitional Period. These ad hoccon-

cessions in fact covered the main Turkish products
(tariff-free entry for tobacco, raisins and dried figs,

tariff reductions for hazelnuts, citrus fruit, wine,
ete.).

4. The Free Movement of workers between Turkey and the
Community was to be realized in steps between 1976 and

1986. BSocial security measures in favour of Turkish
workers were also included.

Simultaneously, the Second Financial Protocol was signed
according Turkey a further 195 million units of account in pro-

ject assistance.

THE SUPPLEMENTARY PROTOCOL

The Addltlonal Protocol entered into force on January ISt
1973, the day on which Denmark, the United Kingdom and Ireland

entered the European Community. Hence it was immediately ne-

cessary to conclude a further Protocol to extend the Associa-
tion to the three new Member States.

This Protocol also included the following modifications:

1, Increasing-the quotas and the values of the Financial
Protocol opened in favour of Turkey by the Community.

2. New agrlcultural tariff concessions in favour of Tur-
key,

3. Increased facilities for Turkey to protect her indus-
tries, especially infant-industries,
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The commercial provisions of this agreement were 1mp1e—
mented under an Interim Agreement  with effect from Januaryiﬁ
1974. The Protocol has never been ratified by -the Turklsh
authorities because of the deterioration in Turkey-EEC " rela-
tions. Hence Turkey has not been able to benefit from some of
the advantages agreed at the time of the Enlargement, e.g. a
supplementary Financial Protocol of 47 million unlts of ac-—
count. . -

PROBLEMS WHICH HAVE ARISEN '
“in TURKEY - EEC RELATIONS

Fairly soon after the entry into force of the Additional

Protocol Turkey-EEC relations began to deteriorate. This was
linked to. the broader international context of the o0il crisis

and the ensuing recéssion in W. Europe. The recession, for

instance, meant large increases in ‘Unemployment in WesternﬁEu-
rope with a resulting fall in recruitment of Turkish workers.

In addition to this, however, complaints began to be heard’
in Turkey about several specifiec problems.

{1) Agricultural Concessions

As the Community launched its Mediterranean policy in
the early '70's, agricultural concessions were made to many of
the Mediterrancan countries. This reduced Turkey's tariff ad-
vantage for a number of products. Indeed in certain cases,
other states received better tariff concessions than Turkey.
(Usually this concerned Morocco, Algeria and Tunisia, which
were given better conhcessions to offset the loss of the tariff-
free entry they had previously enjoyed on the market of the
ex-colonial State, France). :In Turkey, however, apart from .
the commercial loss involved, this was viewed as a matter of
principle. Turkey is an Associated State working towards mem-—

bership of the Community. As such she should receive better
treatment than third countries.

(2) Industrialization

The fear was that the opening of the economy to fo-
reign competition would endanger the whole process of industria-
lization. Somé sectors which had grown up behind protective
barriers were concerned whether they could survive free com-
petition. Infant industries in particular were felt to be at
risk if they had to compete on equal terms with commodity pro-
ducts from the first. Thus there have been demands for grea-
ter flexibility in the Additional Protocol to allow Turkey to
re-establish protection for infant industries where necessary.
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(3) Textiles

A further cause of friction has'been the restrictions
placed on Turkish textile exports to the EEC. When the Addi-
tional Protocol was signed many people in Turkey - with some
encouragement from people in Europe - considered that. Turkey
would be able to take over the Community textile market. Tex-
tile exports to the Community did indeed rise from $§ 2 M in
1968 to $ 107 M in 1974. Yet with the coming of the recession
and massive redundancies in Western Europe, frictions bhegan.
In 1975 the U.K. restricted Turkish cotton yarn exports to
1974 levels. Then in 1977 when the Community was negotiating
with all its suppliers under the Multi-Fibre Agreement, the
Coomunity asked Turkey to respect ceilings for certain sensi-
tive exports. In September 1978 Turkish exports of cotton yarn
to the UK were frozen until the end of the year, because the
ceilings were exceeded. The Turkish authorities have repeat-
edly stated that this - and the whole concept of ceilings -is
against the spirit of the Association Agreement.

(4) Social Questions

In negotiating the Additional Protocol, +the Turkish
authorities had hoped that the Community countries would con-

. tinue to absorb workers. For it was not possible to create e-

nough jobs in Turkey for all those entering the labor market.
When the recession in W. Europe put an end to recruitment of

new workers, these expectations were dashed.

Furthermofe, the Additional Protocol provided for the
establishment of the free movement of labour between December
1976 and December 1986. In December 1976 a four-year first

step towards free movement was negotiated. This was to  in-
clude "second priority' for Turkish workers. This meant that

if it was decided to recruit workers from outside the Community

for unfilled vacancies, Turkish workers would be given prio-
rity. There has been disillusionment in Turkey that this pro-
- vision has not yet been implemented.

Discontent also centers on the fact that the Social Secu-
rity provisions in favour of Turkish workers contained in Ar-
ticle 39 have not yet been implemented, '

(5) Enlargement
Turkey has been concerned that the enlargement of the

Community to include Greece, Portugal and Spain will threaten
its competitive position on the markets of the Nine.
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New members could seek to delay the Turkish entry into
the Common Market or might even block the application of Turkey
by using -their vetoes in the Council of Ministries.

(6) Financial Aid

To these long-standing issues, the question of finan-
cial aid has been added in recent months.The chronic Balance of
Payments difficulties have.led the Turkish authorities to ap-
proach the Community for financial aid to help Turkey realise
gggggbjectives during the Fourth Five Year Plan Period (1979-

THE LATEST SITUATION

Many of these issues were raised in the Association Coun-
cil as long ago as March 1976 by Mr. Caglayangil, the Turkish

Foreign Minister then.As a result the Community. sought to prepare
certain measures to meet the Turkish demands. At the sametime

it declared its willingness to conduct detailed negotiations
on how best to meet some of the other demands. The Community

position was presented at the Association Council in December
‘1976; and included the following points:

1. Further Agricultural concessions, covering such pro-
ducts as olive oil, tomatoe concentrate, hazelnuts

and citrus fruit.

2. The Community stated its willingness to accept increased

protection for infant industries; greater flexibility
in protecting other threatened industries; and prefe-

rential agreements between Turkey and developing coun-
tries, - .

3, On the question of free movement, the first stage of
four years was agreed. This allowed for '"second prio-

rity" and for greater mobility for Turkish workers al-
- ready employed in the Community.

4, A_Third Financial Protocol of 310 M units of'accounél)

(1)

1 unit of account = approximately @ 1.35 as of April 1979.
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5. In addition the Community proposed that the Associa-
' .tion be extended to cover economic and commercial co-
operation in such field as: export promotion for Tur-
kish products; professional training; encouraging con-
tacts between Turkish and Community industrialists and
the transfer of technology. )

TURKISH DEMANDS, October 1978

From December 1976 there was something of a lullwhilst the
Turkish authorities defined their response to the questions
raised above and formulated further requests. o

In October 1978 a delégation went to Brusséls to present
the Turkish position. The principal points were as follows:

(1) Request for very substantial financial aid to help
* Turkey overcome its immediate Balance of Payments'
difficulties and to help Turkey realize the targets

of the Fourth Plan.

" (2) Five year suspension (to coincide with the period
of the Plan, 1979-1983) in Turkey's obligations in
the fields of tariff reductions, adoption of the
CommonCustoms Tariff, etc.

(3) In agricultural trade Turkish products should en-
joy a margin of preference over products from third

countries.

- (4) Various measures in favour of migrant workers, in-
cluding freer access to the Community labour mar-
ket : ' ‘

(5) The removal of all tariff and other obstacles to
Turkish industrial exports, A commitment from the
Community never again to introduce restrictions on
imports from Turkey.

THE COMMUNITY REPLY

The community is currently considering its reply to these
points. The Commission made a proposal to the Council of Mi-
nisters on February 14th 1979; and the Council is expected to
finalize its position in May.

The main items in the Commission's proposal were as fol-
lows:

(1) Acceptance of the 5 year suspension period.

%'
i
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(2) The elimination of all tariffs on Turkish agricul-
tural products about according to a timetable last-
ing. approximately 4 to 6 years. This timetable
would begin~at the end of the suspension period.

(3) In the flnanclal sector, the Third Financial Proto-
col of 310 M u.a. (around $ 420 M) will enter into
force on May 1St 1979. (It was delayed by slowness
to ratify on the Turkish side). The Commission pro-
poses that a Fourth Protocol be negotiated now so
that it can be ratified in time to follow on imme-
diately from the Third Protocol which expires in
October 1981. This should be for '"substantially
more' than the Third Protocol.

(4) A special co-operation fund of approximately $100 M.

‘ This would take the form of grants and could be used
for a wide range of co-operative projects (export
promotion, professional training, feasibility stu-
dies, co-operation in energy research, etc.).

(53) In the social field increased language and techni-
- cal training for Turkish workers in the Community.

GOVERNMENT POLICY on THE EEC

It has been repeatedly stated that the aim of Turkish po-
licy remains to be a full member of EEC. The realization of
this ‘aim, however, depends on further developmenrt of the Turkish
economy. ThlS deve]opment is dependent not only on Turkey's own
efforts but also on the help of the Community.

The timetable on Turkey's commltments towards the customs
union with the EEC was originally as follows.as shown in the

following table.
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VIEW POINTS on THE INTEGRATION
of THE TURKISH INDUSTRY WITHIN EEC

Beforé entering into the discussion of the future of the
relations between Turkey and FEC, it will be useful to brlng

clarity to the subject on two main issues.

Turkey is envisaging the next 20 years. In other words, what
" are the expectations towards the year 2000 of Turkey, of the

! o - The main question- relates to the perspective within which
{
1
\ Turkish Industry, of the Turkish entrepreneurs.

r .

|

The second question relates to the perspective within which
EEC member countries are viewing Turkey? What are their ex-
pectations of Turkey in the year 2000? -~ Within this expecta-
tion model and the overall economic policies where does Tur-
key stand?

Far -exceeding these subgects, when dlSCUSSlng the subject
of the integration of the Turkish industry within EEC, it is
of utmost importance to take into consideration that 1t will
be a major mistake to base our discussions on the structure,
strength and issues of the- Turkish industry in 1980 and fto- try

to pass Judgements by projecting the past growth trend of the
Turkish industry into the future.

If we take the 1980 structure of the Turkish Industry as
given there is nothing to be done than sink into a greathope-
lessness., '

! Whatever the EEC reallty, the Turkish Industry is compel-
! led to change its present structure because the present struc-
‘ ture is far from being satisfactory. Turkey is facing serious

difficulties in pursuing a sound and-self sustaining economic
growth.

One of the main reasons o these difficulties is the fact
that development objectives and instruments were not deter-
mined -in the most effective manner. Industrialization was a-
dopted as the vehicle to economic development, but the industry
| created failed to strengthen the economy but on the contrary
it pushed her into never .ending serious bottlenecks. After
half a century of industrialization efforts, the quality ‘-of
most industrial products leaves much to be de81red their costs
are high, their competltiveness and marketability in world mar-
kets do not seem promising. This chain of problems is related
among other reasons to the industrialization pollcy which was.
based mainly on import substitution and was given an _.inward

- - looking twist. The method of implementation of import substi-

L tution instead of being based on a -sound protée¢tion method

; through tariffs was carried out under a protective regime of
import prohibitions. Consequently, an. industry was artificially
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created and has grown since, unproductive, lacking competitive-
ness, producing expensive products, using resources in a waste-
ful way, disturbing the overall equilibrium .of the economy., pro-
ducing diseconomies for the rest of the economy. The growth of
industry has absorbed considerable foreign resources, and added
to the accumulation of foreign debts and serious balance of pay-
ment deficit which are about to bring industrial firms to a
complete stand still. 1In spite of the fact that the main motive
behind industrialization was to create an economy less dependent
on the rest of the world, after a series of ‘industrialization
attempts, as far as the inputs are concerned, the Turkish in-
dustry has become more and more dependent abroad.

Some_pebple are not still aware that industrialization, in-
vestment, and erection of factories are not targets by them~
selves but instruments for the economic development and the eco-

nomic welfare of the Turkish society. They seem convinced that

‘every factor built in advanced countries should have its twin
in Turkey. -

They do not seem to accept that economic development can be
realized with infrastructure, agriculture, transportation and-
other services developed at the same time than industry by gi-
ving appropriate investment priorities to different sectors and
branches of the economy. ' - ‘

Interdependence of'the Turkish economy with the rest of the
world has become vital since 1973 when oil prices soared while
"consumption of petroleum has increased in Turkey. '

The industrialization policies in Turkey have given undue
emphasis to the satisfaction of internal demand rather than to

exports. The rate of export proceeds to Import Expenditure has
fluctuated considerably between 13% and 24.8% for the manufac-

turing sector and.betweep 30% and 63% for the whole economy.

X X
[ M
Ratlo of Value of f _ Exports
YEAR. Exports to !mports The Wh ]OrE . GNP in
for Manufacturing e Whole Economy Agr. + Ind.
1970 13.6 62.1 : 9.0.
1971 15.0 57.8 9.9
1972 17.8 56.7 ' 10.6
1973 . ) 24.8 o 63.1 12.9
1974 22.1 : 40.6 10.6
1975 ‘ 13.4 . 29.6 8.0
1976 15.0 _ 38.2 9.6
1977 | 13.6 30.2 7.8 -
1978 18.9 48.8 9.1
1979 20.4 44 .6 7.8
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The inflation which became double digit since 1971,  the
persistence of keeping the Turkish Lira overvalued, the re-

cession in the countries of our traditional customers .and the |
increase in oil prices affected negatively, especially the last.

three years the export/import ration of the manufacturing sec-
tor. ' ’ - B

In addition to these factors there are a number of struc-
tural elements which limit the competitiveness of the manufac-
turing sector. ' ‘ -

(a) The sizé of the industrial firms is small while such
firms are too numerous. This form of industrial orga-

nization puts an upward presSure on the cost of in-
dustrial goods.

(b) The basic raw materials are overpriced according to

world market prices. This too affects negatively the
cost of production. T :

(¢) In addition to the small installed capacity, mentioned
above, capacity utilization is very low in - industry
for a number of reasons like difficulties in obtaining
raw materials, energy storages, strikes and bureaucra-
tic bottlenecks.

(d) The degree of protection accorded to industrial goods
in the form of quotas, import prohibitions and the-like
and increasing domestic demand has decreased cost con-
sciousness in industry. ‘ o ‘

(é) The excessive dependence on imports of the manufactur-
ing sector has largely contributed to ‘the deficits in
the balance of trade.

(f) Excessive land priceéj high rents and other différen—
- tial rents are negatively affecting prices. ‘

(g) The Turkish industry lacks seriouslj infrastructure

which inhibits seriously the efficiency of its opera-
tion.

(h) The capital of the industrial sector is far from being
adequate. This forces the enterprises into seeking un-
conventional ways of financing their operations and

~increases considerably unit costs.’

(i) The Turkish industry has not been able to transfer suf-
ficiently advance technology into Turkey.

(j) The Turkish industry is far from being able to obtain

regularly and on a continuous base the minimum of in-
puts that it needs.
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In view of all these negative ‘factors, it is amazing td
see that 520 million dollars worth of industrial goods are be-

ing exported yearly in the last four yeéars.

These excessively numerous negative factors allow at least
for a note of optimism. If some of these factors hampering the
healthy growth of the Turkish industry were eliminated by . a

sounder economic policy, industrial products could become more
competitive in world markets.

If these features are the true picture of the state of the
Turkish industry not only integration with EEC but even the
simple survival of the Turkish Industry is in question.

If the Turkish industry has been able to achieve the pre-
sent levels of investment production and entrepreneurship -it
is undoubtedly true to say that in case of elimination of the
various bottlenecks, it is highly probable that the growth of
this potential strength can attain impressive dimensions.

We must insistently underly that the Turkish industry - is
far from being able to compete with the industries of the EEC
member countries within the frame of existing unfavorable con-
ditions. But one thing should be kept in mind, the - present
conditions can not continue for ever. It is unrealistic to
expect to be able to compete within the existing conditions,
because even if the tariff barrier is removed, the Turkish e-
conomy will not be able to find the finances to buy goods from
EEC member countries unless its industry continues operating.

This model is in flagnant conflict with the interests of
EEC countries. EEC member countries will not be pleased from
an association with a country which has not the ability to pur-
chase their goods and which on the contrary is in need of cre-
dits to make up for the deficiencies of its internal savings.
It is inconceivable to expect that the EEC will subsidize Tur-
key on a continuous base. But it is in the interests of EEC
member countries to encourage Turkey to achieve economic via-
bility which will permit her to conduct normal commercial re-
lations with EEC. In the next five years, Turkey is expected
to purchase $ 5 billion worth of investment goods .annually.
Even this magnitude is enough to make Turkey an important cus-

‘tomer for EEC. It is not advisable to sacrifice such a' cus-

tomer because the price to be paid under the present world e-
conomic conditions by EEC is a little more unemployment and a

little more industrial recession.

Thus it is in the interests of both EEC countries as well

as Turkey to be able in the medium term to generate resources.
This model is moreover in line with the new principles of. in-

terdependence.,
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To sum up: If the minimum requirements existing in our com-
petitors are providéd to the Turkish Industry, the potential.
for competitiveness can energe without any need for additional

support.

But we might stress that the main problem fﬁcing the Tur- -
kish Industry is the lack of upper level managers, In .the
training of such personnel, we might use the possibilities

existing - in EEC member countries.

We might add some words on interdependence. There is no

doubt that the interests of EEC is to raise the economic level
of Turkey. But it is quite probable that the "EEC countries

will not contribute to it voluntarily. Turkey ought to be in- ~
cluded among the NIC's (New Industrialized Countries) or - put

differently the Young Japanese, EEC countries might view .the
specialization of Turkey in certain fields as a threat totheir
interests. ‘ .

Textiles seem to be a good example, TFor long years deve-
loping countries were advised to expand and specialize in tex-
tiles. But when the developing countries developed this field,
they created a panic among the developed countries. The same

is true for electronics,

It is the responsibility of Turkey to take the risk .. of

specializing in certain fields. It is not easy ground, but
after all competition is a fight and a flight between unequals.

But calculated risk is worth taking.
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g . MILESTONES IN TURKEY-; EEC- RELATIONS

September 12, 1963: The Turkey - EEC Association agreement
was signed in Ankara. The Agreement, which entered into force
on December 1, 1964 was based on article 238 of the Treaty of
Rome. It laid down different stages for the development of
the association:

- A preparatory stage (1964-1973), during which the Community
helped Turkey to strengthen its economy by means of financial
aid and tariff quotas opened for tobacco, dried grapes, ‘
dried figs and hazelnuts which re-resent 40% of Turkish
agricultural exports to the Community

._ A transitional stage enabling a customs union to -be estab-
lished in 12-22 years according to the products; ‘

- A final stage providing the possibility for Turkey to accede
to the Community once the economic policies of both partners
have been coordinated. '

" The first financial protocol was signed at the same time as
the Ankara agreement. It provided Turkey with aid and loans
under special terms totalling 175 million Units of Account
(between 1964 and 1969). ' |

November 23, 1970: The additional protocol, proclaiming the
opening of the transitional stage, which would eventually
enable the two partners to make progress along the road to a
full customs union was signed in Brussels. (It came into force
on January 1, 1973). The Second Financial Protocol was also
signed the same day,,h enabling an amount of 210 million Units
Acoount to be commited to Turkey until May 23, 1976. (This
amount was raised to 257 million Units of Account following
the Community's enlargement).

January 1, 1973: As called for under the Additional Protocol,
Turkey started to carry out reductions in the customs duties
for goods of EEC origin. Duties were decreased by 20% for
products which must be completely liberalized in 12 years

and by 10% for products to be liberalized in 22 years.

January 1, 1976: Turkey applied the second reduction in duties,
as called for under the Additional Protocol.
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( .Late.1976: Relations between Turkey and the Community were
: strained because of special problems. While the Association
f - Agreement and the Additional Protocol provided for the gradual

requests relating to financial Cooperation and the Ye—-exami-

I , furthermore, was not in a position to satisfy all Turkish
[ nation of agricultural concessions.

| ) '
; December 20, 1976: At the Association Council meeting,Turkey
| and the EEC reached a series of partial agreements, to sign
l

: the third financial brotocol and to adOpt_preliminary neasures
|- in the field of free movement. The Community also showed its
willingness to develop its cooperation with Turkey, while
accepting that there could be a certain amount Of flexibility
x in the timetable of customs union, in keeping with the specific
Problems of Turkey. , : .

January 1, 1977: Turkey postponed the tarifr adaptions.Under
the Additional Protocol, the first planned alignment of.
Turkey's external tariff with that of the Community in relation
to non-Member States was sScheduled to be put into operation

on this date. ' ; :

February 3, 1977: The Third financial brotocol was initialled.

It represented = commitment of 310 million Units of Account
until December 31, 1981: 90 million were in the form of loans

March 15, 1977- The Association'Committee met to discuss the
‘issue of Turkish cotton yarn exports to the Community. 1t
argued that the rapid volume increase at low—selling prices

January 1, 1978: Turkey bostponed the application of the
third reduction of 10%. (The Turkey -~ EEC Association Committee
agreed in February to this-postponement.) ‘

May 25, 1978: Ecevit paid an official visit to Brussels for
talks with sSenior EEC officials, There, he offered a three-
point package:Firstly, the EEC should give Turkey more con-
Siderably rights than she allows non-member States, and
should stand firp on this principle. Secondly, the EEC should

industrial €Xports to be Community will not be restricted.
Thirdly, Turkish workers! premiums in EEC countries should
be transferred to Turkey and the Turkish workers in the
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Community area should enjoy the same rights as workers {from
Community countries. Ecevit also proposed new scheme to help
develop the Turkish industries: joint investments in Turkey
——with Turkish manpower, EEC technology and primarily  the
“petrodollars of oil-- rich countries. :

October 29, 1979: Turkey's new premier Demirel announced his
government's intention to revitalize Turkey's relations with
the Community.

February 6, 1980: The Turkey - EEC Association Council met
in Brussels after a break of nearly four years. Turkish
foreign minister Hayrettin Erkmen told a press conference
that Turkey would apply for membership in the Community be-
fore the end of 1980.
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CHAPTER XI

INFLATION

1. GENERAL DESCRIPTION

The rate of inflation, as measured by the offical whole-
sale price index, reached a year-to-year 81.4 percent increase
by the end of 1979 with an acceleration of 50 percent during
the first quarter of the year.

g

The largest. price increases were recorded in industrial
raw materials and semi-finished products, which were
103.4 percent higher at the end of 1979 than twelve months ear-

lier. TFood prices also rose rapidly, or by 73 percent compared
to the end of 1978.

To some extent, the strong price rises observed in 1978 &
1979 resulted from adgustments of officially controlled prices
for a broad range of services, essential inputs for industry,
and consumer goods,Price increases also reflected successive
devaluations of the Turkish Lira.

These price shocks, resulting in effect from a release of
suppressed inflation, were followed fairlv quickly by corres-
ponding adjustments of yages through the collective bargain-
ing process, and increases of farm prices, civil servants sa-
laries and legal minimum wages. Collective bargaining settle-
ments in 1979 have resulted in increases in hourly wages  of

100 percent or more for the first year of a new two-year ag-
reement, as well as in improvements of various fringe benefits.

These bonus payments and other benefits are not reflected in
the published wage statistics. -

The strong increase in farm prices in 1979 compared to the
preceeding two yéars was to some extent justified by the in-
crease in the prices of agricultural inputs. But nevertheless
these price increases made the task of stabilization policy
more difficult,

It is also important to remember that few farmers, parti-
cularly those above subsistence level, pay direct taxes and
many benefit from subsidies in various forms.
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2. INDICATORS OF INFLATION

There are three main indices which can be used as indica-
tors of inflation these are the wholesale price index,  the
consumer price index and the GNP implicit price deflator.Most
of the time all three indices behave quite close to each other.
But there are years when they diverge from each other.

TABLE

INDICATORS of INFLATION
(Annual % changes)

Whgl?izle ‘ézzinb;; GNP Implicit
Index Living /1 Deflator
index

1970 6.7 7.9 11.9
1971 15.9 19.0 ~18.3
1972 18.0 15.4 16.4
1973  20.5 14,0 22,1
1974 29.9 23,9 28.3
1975  10.1 21.2 16.1
1976  15.6 17.4 16.2 ’
1977 24.1 " 26.0 25,0
1978 52,6 61.9 44.0
1979  63.9 63.5 69.6

The GNP implicit deflator is the one with the broadest

scope as it encompasses all sectors of the economy with their
proper relative weights.

Up to the end of 1976 the rate of inflation does not seem
to accelerate, we might even talk about a deceleration. But

the last three years of the period show a definite gaccelera-
tion of the rate of inflatiom.

The GNP implicit deflator has a limitation: it is not ecal-
culated on a monthly basis, but yearly.

The following wholesale price index gives the rate of inflation



on a monthly base in three different forms:the monthly rate of
inflation in comparison with the previous month, the

- 237 -

!

inflation for every month in comparison with the same month

of the previous year, and the rate of inflation with respect
to the end of the previous year. : '
WHOLESALE PRICE INDEX
Change with Respact Change
YEAR [ ndex Chain to Corresponding with respect
Month Index Month of to end of
Previous VYear year
1963 100 - -
1970 145.7 6.7 - -
1971 168.9 15.9 - -
1972 199.0 ©18.0 - -
1973 240.1 20.5 - -
1974 311.8 29.9 - -
1975 343,2 . 10.1 - -
1976 396.6 15.6 - -
1977 492.1 24.1 - -
1978 750.8 52.6 - -
1979 1230.7 63.9 = -
1978 Jan. 609.0 bl 38.2 4.1
Feb. | 636.3 4.5 43.3 8.8
Mar. 664.6 4.4 47.9 13.6
Apr. 687.7 3.5 47.7 17.6
May 709.8 3.2 50.6 21.4
June 722.6 1.8 51.6 23.6
July 154.5 4.4 57.2 29,0
Aug. | 772.3 2.4 60.2 32.1
Sept.. 804.7 4.2 53.6 37.6
Oct. 826.8 2.7 50.7 41.4
Nov.. 845.5 2.3 49,6 44 .6
Dec. 869.9 2.3 48.7 48.7
1979 Jan. 910.9 4.7 49,5 4.7
Feb. 955.0 4.8 50.1 9.7
Mar. 1003.4 5.1 50.9 15.3
_Apr. 1081.8 7.8 57.3 24 .4
May 1132.4 4.7 59.5 30.2
June | 1214.2 7.2 68.0 39.5
July | 1254.1 3.3 66.2 44,2
Aug. 1295.5 3.3 67.7 48.9
Sept. ' 1334.8 3.0 65.8 53.4
oct. 1402.8 5.1 69.7 6l.2
Nov. 1513,7 7.9 79.0 74.0
Dec. 1577.8 4.2 81.4 8l.4
1980 Jan. 1722.9 9.2 89.1 9.2
Feb, 2227.9 29.3 133.3 41.2°
Mar. 2326.5 4.4 131.8 47.4
Apr.  2408.8 3.5 122.6 52.7
May 2479.7 2.9 119.0 57.1

Source: Ministry of Commerce

rate of
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ISTANBUL COST OF LIVING INDICES
(1963 = 100)

Ministry of Commerce Istanbul .Chamber of Commerce
Index Change % Index Change 2%
1970 | 155.6 7.9 114.6 ’ : - 9.5
1971 185.2 : 19.0 134.0 ' 16.9
1972 | 213.7. 15.4 152.0 13.4 -
1973 | 243.6 14,0 172.9 ' - 13.7
1074 | 301.8 23.9 213.4 ' 23.3
1975 | 365.8 21.2 259.2 21.5
1976 | 429.6 17.4 302.2 " 16.6
1977 | 541.3 26.0 396.6 - 31.2
11978 | 876.3 - . b1.9 665.6 67.8
1979 |1433-1 63.5 1173.5 76.3

WHOLESALE PRICE INDICES

MINISTRY of (1963 = 100)
COMMERCE -
YEAR General % Food & % ind. Raw %

: index |Change | Feed [Change| Materials | Change.
1973 240.1 20.5  225.3 21.5 264.7 19.0
1974 _ 311.8 29.9  305.4 35.5 322.5 21.8
1975 343.2 . 10.1 357.9 17.2 318.6 -1.2
1976 396.6 15.6  411.6  15.0 371.6 16.6
1977 492,1 24,1  505.6 22.8 469.7 26.4
1978 750.8 . 52.6 . 733.7  45.1 779.2 65.9

1979 1230.7 - 63.9 1092.8 48,9 1460.6  87.4

ISTANBUL,

CHAMBER .of

COMMERCE
1973 - 236.7 21.0 221.1 24.5 271.3 33.8
1974 300.4 26.9  281.4 27.3 320.6  18.2
1975 334.6 11.4  337.5  11.9 336.4 4.9
1976 392.6 17.3  391.5° 16.0 445.0 32.3
1977 504.3 28.5 487.9  24.6 605.0 35.9
1978 774.8 53.6  753.1 54.3 890.8 47.2
1979 1357.0 75.1 1206.0 60.1 1605.0  80.2

et
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COST of LIVING INDICES

(1963 = 100)
General |- % % Lights % . %
fndex | Change | 7°°9 | Change | Fuel | Change Clothing | change
I'ANKARA
1973 241.2 15.8 228.2 15.7 279.7 14.7 260.8 12.2
1974 278.4 15.4 260.4 14.1  315.5 12.8 304.7 16.8
1975 331.4 19.0 313.3 20.3  331.7 5.2 363.6 19.3
1976 385.9 16.4 375.0 19.7 349.8 5.5 417.8 14.9
1977 472.8 22.5 459.6 22.6 453.1 29.5 501.2 20.0
1978 724.8 53.3 650.0 41.4 760.0 67.7 889.3 77.4
1979 1174.2 62.0 1033.0 58.9 1297.0 70.6 1728.0 - 94.3
II.
ISTANBUL
1973 243,6 14.0 243.2 14.7  267.7 10.4 238.5 19.8
197k 301.8 23,9 297.4 22.3  338.9 26.6 308.9 29.5
1975 365.8 21.2 378.0 27.1 374.2 10.4 323.3 4.7
1976 429.6 17.4 458.5- 21.3 461.2 23.4 340.8 5.4
1977 541.3 26.0 565.0 23.2 610.5 32.4 453,1 33.0
1978 876.3 61.9 864.4 53.0 1096.2 79.5 774.6 . " 71.0
1979 1433.1 63.5 1332.5 54.1 2122.4 93.6 - 1514.7 95.5
Source: Ministry of Commerce
DOMESTIC TERMS of TRADE!

7972 1 7973 | 1975 | 1975 | 1976 1 1977 | 1978 | 1979, | 1980

1 87.0 87.8 92.0 114.9 114.2 113.7 109.1 86.3 688
R 86.0 87.5 92.2 112.9 113.6 110.6 100.8 73.9
i 79.6 82.5 92.8 110.3 105.5 101.5 93.2 72.4
v 82.4 84.4 102.9 112.2 112.2 101.8 85.5 68.6
;tg:fge' 83.4 85.1 94.7 112.3 110.8 106.9 97.1 75.3

Source: Ministry of Commerce, Wholesale Price Indices

1

Agricultural prices/industrial priéesn
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PERCENTAGE ANNUAL .CHANGES IN WHOLESALE
and

COST of LIVING INDICES

| ' Wholesgle3Pr|ce Index_ Istanbul Wage Earners'|
1 YEAR General Food RaLnﬁzi;;;zls Cost of Living Index '
\ 1955 7.1 4.4 14.2 9.7 9.7
: 1956 16.8 18.4 14.2 11.3
| 1957 18.7 20.5 - 13.0 8.4
E 1958 15.1 7.3 32.6 12.8
I 1959 19.5 18.8 22.0 23.1
; 1960 5.2 7.3 1.5 6.6
x : 1961 2.9 6.6 -3.7 4.2
1962 5.6 8.7 - 4.5
4.3 4.3 3.8 10.0
1.2 0.2 2.7 2.0
8.1 10.1 4.9 5.7
4.8 5.4 4.1 4.4
7.6 6.6 9.0 6.1
3.2 2.0 5.3 4.5
7.2 8.1 5.9 4.9
6.7 3.2 12.5 9.6
15.9 14.2 18.5 17.8
18.0 15.2 22,1 14.2
20.5 -21.5 19.0 13.0
29.9 35.5 21.8 22,1
10.1 17.2 -1.2 22.1
15.0 16.6 16.9
22.8 26.4 30.6
45.1 65.9 69.0
48.9 87.4 76.3

Source: Ministry of Commerce, Istanbul Chamber of Commerce

) 1963 .
- 1960 .
1965 .
1966 .
1967
1968 .
. 1969 .
1970 .
| 1971 .
| 1972 .0
1373 .
1974 .
| | 1975 .
1976 | 15.6
1977 24.1
| 1978 52.6
| 11979 .63.9
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The Direction and Magnitude of Wholesale Price Changes

The overall percentage change from December 1978 to Decem-
ber 1979 'is 81.3. The rate of change is more pronounced in
industrial raw materials and semi-finished goods which increased
by 103.4% during the same period while. foodstuffs and 11vestock
feed increased by 65.7%. -

The largest increases were recorded by industrial and '
mineral oils (127.2%) leather and hides (120.3%), constructlon
materials (110.7%) and fuel (104 4%).

The lowest increases were recorded by pulses (23.1%) and
minerals (31.7%).

On a longer perspective with 1963 as the starting point
by 1979 the highest increases were recorded by:

Leather and hides 3023
Animals 2735
Fuel 2646
Construction Materlals 2422

and the lowest by:

Cereals , 884
Papers 1010
Foodstuff - 10562

-(other than cereals and pulses)
WHOLESALE PRICE INDEX

(1963=100) 7
1978 Dec. 1979 Dec. %Change
GENERAL I NDEX ‘ 869.9 1577.8 81.3
Foodstuffs and Feed
Cereals. ~ 625.5 883.7 41.3
Pulses 1349.5 1661.7 - 23.1
Others : 604.7 1052. 4 74.0
Total - 631.7 945.1 . 9.6
Animals | 1394.4 2734.8 961
Animal Products ) 994.3 1905.9 91.7
Lirestock Feed ‘ 908.9 126[.2 38.7
Total 813.9 1349.0 65.7
Industrlal Raw Material and
Semifinished Goods
Fuel _ 1294, 4 2645.8 104 .4
Minerals 717.0 1661.4 31.7
Textiles 791.2 1430.4 80.8
Leather, Hides 1371.8 3022.8 120.3
Industrial and Mineral 0ils 793.0 1801.7 127.2
Papers _ 614.2 1010.1 6h. 4
Construction Materials 1149.8 2422.5 110.7
Total ‘ . 963, 1 1959.1 103.4
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'CONSUMER PRICE INDICES
{1968 = 100)

(Annual Percentage Increases)

PROV INCE 1970 [ 1971 [ 1972 [ 1973 [ 1974 [ 1975 [ 1976 | 1977 }:1978 [1979
Ankara . | 8.1 16.3 12.9 16.6 18.7 20.1 15,3 28.3 49.5 56.5
[stanbul. 6.8 15.7 11.8 15.4 15.8 19.2 17,3 27.1 45.3 58.7
lzmir 7.8 19.7 14.8 16.7 17.5 20.9 16.5 '30.1 45.8 57.3
Samsun 7.3 15.9 17.2 16.2 22.6 20.9 16.3 29,5 51.4 52.5
Eskisehir 7.4 14.7 13.0 15.0 16.9 21.3 17.0 28.3 46.5 52.2
Antalya 8.7 15.1 15.0 17.5 22.0 21.4 13,9 27.8 46.0 59.4
Diyarbakir 8,2 16.3 17.1 15.7 18.9 19.3 18.6 25.8 43.3 54.8
Ordu 10.5 16.5 11.3 13.8 22.5 17.6 16.7 28.2 49.4 57.5

Source: State Institute of Statistics

Not all prices have increased at the same rate. ~Food pro-
ducts have increased relatively more between 1972 and 1975
while prices of industrial raw materials and semi-finished pro-
ducts have increased more during 1975-1972. As a result of
these differential price changes the terms of internal tradde

or food price index divided by industrial price index have in-
creased from 91.8 in 1970 to 112.3 in 1975 and then moved down

very quickly to 75.3 in 1979.

INDICES of WHOLESALE PRICES

by :
SUBSIDIARY GROUPI|NGS
(1963 = 100)
i Indéx ; Index ' Terms
for for . of
YEAR Food Industrial Internal
C Products Raw Materials " Trade
1970 141.0 153.6 91.8
1971 161.0 ' 182.1 88.4
1972 185.4 222.4 83.4
1973 225.3 264.7 85.1
1974 ~305.4 322.5 94,7
1975 - 357.9 318.6 112.3
1976 411.6 371.6 110.8
1977 505.6 469.7 : 106.9
1978 733.7 779.2 97.1
1979 1092.8 . 1.460.6 75.3

Source: Ministry of Commerce’
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Wholesale prices of sélected commodity groups give the
same analysis on a more disaggragated basis. . -

As can be followed by the table below vegetal food has not
increased as much as livestock, textiles, leather, paper and

construction material between 1970 and 1979. The highest in-
crease took place in the prices of leather, followed by cons-

truction materials.

WHOLESALE PRICES of SELECTED COMMODITY GROUPS

(1963 = 100)
YEAR Vigiifl Livestock | Textiles Leqther Paper 'Ciﬂiigﬂzﬁ;?n
1970 "127.0 179.1 . 123.9 140.5  117.1 151.3
1971 138.4 255.1 158.2 173.8 137.1 166.1
1972 153.4 331.5 189.6 285.,2°  154.6 187.4
1973 192.1 348.5 275.6 371.3 155.2 208.1
1974 281.6 371.0 341.4 361.8 221.8 252.6
1975 313.9 444 .2 299.9 308.7 226.9 274.7
1976 355.4 621.3 397.9 374.1 228.0 383.3
1977 410.3 891.4 489.8 491.5 319.2 642.0
1978 549.3 1322.5 681.3 1047.3 568.3 963.4
1979 816.4 1958,6 1190.1 2230,5 776.3 1675.8
1970-1979| 642.8 1093,6 960.5 ~1587.5 662.9 1107.6

Source: Ministry of Commerce

In addition to price changes of domestically prdduced
goods and services prices of imported goods came as a result

of the oligopolistic pricing policies in 1974, and later in
1978 and 1979,

IMPORT PRICES

(1973 = 100)
Terms of

VEAR Trade Index L ndex 3

n TL in & _ ange Change
1974 94.8 92.0 | 145.2  45.2 |- 147.9  47.9
1975 80.0 77.7 168.0  15.7 165.1  11.6
1976 81.0 79.8 188.9 12.4 167.0 = 1.2
1977 82.2 79.4 233.1 23.4 184.1 10.2
1978 75.9 73.8 361.0 54.9 209.8 14.0
1979 72.3 73.7 605.3 67.7 247.5 18.0

Source: State Institute of Statistics
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As a result of the increase of oil prices and the inability
of Turkey to increase its export prices in the way it was done
by industrialized countries the terms of trade deteriorated
for Turkey.from 100 in 1973 to 72-74 percent in 1979.

3. THE MAIN FACTORS: _
CONTRIBUTING TO INFLATION

Factors contributing to inflation can be grouped into two
categories: '
- TFactors affecting negatively the supply of  goods

- Factors contributing to the increase of aggregate
demand. .

A. FACTORS AFFECTING SUPPLY

Decrease in the supply of agricultural products

1972 - 0.4%
1973 - 9.8%
1977 - 1.2%

But even positive rates of increase might limit supply if they.
are much below the population growth rate, such as the 2.3%
increase of agricultural product in 1979.

Decrease in the supply of industrial products: the de-
crease in industrial value added by 6.1% in 1979 is a good

example.

Decrease in Gross Domestic Product; in 1979 GDP decreased
by 0.3 percent. '

_ Decrease in the imports of commodities; While the TL va-
lue or even the dollar value of imports is increasing, imports
might be decreasing at the same time in physical guantity. In

fact, the volume of imports decreased by 35.2 percent in 1978
and by 13.2% in 1979.

In certain cases,the decrease in supply has been the con-
sequence of inability to increase supply, delays in investment

and in building infrastructure,bottlenecks in energy, foreign
exchange, raw materials and decreases in production  due to

strikes and lockouts.
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B. FACTORS AFFECTING AGGREGATE DEMAND
1, Foreign Exchange Inflow of Workers Remittances

A large number of factors have been respoiisible for ~ .in-
flated demand. The inflow of workers' remittances, while use-
ful in increasing foreign exchange reserves caused increases
in currency in circulation and in the money supply because no

policies have been undertaken towards sterilization of the in-
flow of workers' remittances.

!
Workers! remittances are different than any other inflow
of foreign exchange because the proceeds in TL of the sales of

foreign exchange are received by a very large number of indi-
viduals in relatively small amounts and are used for the pur-

chase of land, real estate,consumer durables and other consu-
mer goods,

2. Wages

Nominal wage increases as well as increases in salaries of
government employees have-also contributed to the increase in
demand. Moreover the rate of increase of wages given in the
table below do not reflect fully the increases as they are based
on social insurance statements which do not take account of
the incidence of fringe benefits. According to the Confedera-
tion of Employers' Union, nominal wages increased by 47.1 per-
cent in 1976, by 39 percent in 1977 and by 50 percent in 1978.

© WAGES (% Change)

Wages of State Economic
Average Insured Workers Enterprises
Gross Public Private

Total Sector Sector Wages Salaries
1970 9.9
1971 11.3 15 10
1972 11.6 9 14
1973 . 24.0 27 23 e
1974 25.5 25 25
1975 25.3 28 24 35 42
1976 34.8 34 - 34 59 7
1977 . 27.1 35 22 27 A 49
1978 : 41.9 37 44 86 31

1979 . 41.5 42.7 40.6 27 14
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4. Agricultural Support Prices

Up to 1973, support prices were not of major importance in-
side overall agricultural income, .Payments made to producers
through the agricultural support programme amounted to 13% of
total agricultural income, in 1974° it Jumped to 19. 2%,_1n1979
it has reached 23.3 percent :

By 1979 the total amount pald to producers throughthesmm»
port programme had reached 100 billion TL.

AGRICULTURAL SUPPORT PRICES

(TL/kg)
% % e | %

1377 Change 1978‘ Change 1373 Change
Hazelnuts . . ] 16.50 13.8 23.50 30.3 37.50 . 59.6
Sultanas | 12.00 . 4.3 17.50 45.8  45.00 - 157.1°
Dried Figs ' - 8.00 14,3 10.50 31.2 22.00 109.5
Pistachios 27.00 - - 55.00 103.7 150.00 172.7
Wheat (Average) 2.90 11.5 3.25 -12.1 ' 5.30 63.0
Cotton (average) 10.50 5.0 12,50 19.0 25.00 100.0
Tobacco (Average) 50.00 11.1  57.00 14,0 75.00 31.6
Olive 0il1 (per liter}| 23.00 27.8 30.00 30.4 (no floor)
Sugarbeet 0.63 8.6 0.80 27.0 1.30 62.5
Sunflower seeds 6.50 13.0 8.50 30.8 16.00 88.2
Tea 10.00  17.6 12.00 20.0 14.50 20.8
Total Amount paid
to Producers . oo | N '
(TL billion), 47.6 _ 52.8" 103.41
As % of : ) .
Agricultural [ncome - 21.7% 17.5% . 23.3%
1

Estimate -

Source: Annual Programmes, State Planning Organization.

5. Net Domestic Credit to the Public Sector

It can be seen that so far financing needs of the Public
Sector could only be partially financed through the budget.Go-
vernments resorted more and more to the Central Bank for the
financing of their deficits. As a result of these policies
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net domestic eredit to the public sector rose considerably as
percent of money supply (M2)yfrom 0.13 in 1973 to 0.58 in. 1979,
The velocity of circulation has also considerably increased

from 3.8 in 1973 to 4.1 in 1979.

6. Excessive Increase in the Supply of Money

The situation can be outlined in the following table.Real
income increased by 67.8% during the last decade(1970—1979g,
6

banknotes issued went 13 times up, Central Bank credits
times up, the Budget 27 times up. Prices went up to '845 in

1979 from 100 in 1870,

As a result of excessive increases in the demand side of
the equation and excessive deereases in the supply side, too
- much money chased too few goods, a mass consumption hysteria ,
developed based on inflationary expectations. :

MAIN REASONS for PRICE RISES
" (Index 1970 = 100)

National Banknotes Central Bank Budaet Prices
Income lssued Credits 9

1970 100.0 100.0 100.0 100.0 100.0
1971 110.2 122.4 111.7 139.3 115.9
1972 118.4 144.1 134.1 154.4 136.8
1973 124.7 182.0 191.4 201.1 164.8
197k 134.0 236.1 314.6 - 258.,0 214.0
1975 144.6 294.2 375.9 376.6 ~ 235.5
1976° 155.7 374.1 664.8 543.3 272.2
1977 163.5 559,7 1208.9 943.3 333.7
1978 167.5 816.8 1535,0 1631.9 513.3
1979 167.8 1314.4 - 2623.4 2735.7 . B&4,7

As can be observed from the table below,. the outcome of
the domestic savings as percent of GNP being higher at the
first half of the decade than at the second half should not be

A surprise,
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Domestic Savings as
Percent” of GNP

1970 '18.5 (1975 17.8
1971 17.8 |1976 17.6
1972  18.3 {1977 19.4
1973 20.2 |1978 18.3
1974  17.4 ]1979  16.3

Average 18.4 17.9

‘The decrease is very obvious‘for the last three years during
which the Domestic Savings ratio dropped from 19.4% in 1977
to 18.3 in 1978 and to 16.3% in 1979.
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CHAPTER X

MoNey BANKING AND CREDIT

1. BANKNOTES ISSUED

4

Banknotes issued Annual Increases

(Million TL.) (Million TL.) 2

1970 13.915 - -
1971 17.032 3.177 22.4
1972 20.055 3.023 17.7
1973 25.332 5.277 26.3
1974 32.860 7.528 29.7
1975 40.938 8.078 24 .6
1976 " 52,061 11.123 27.2
1977 77.881 25.820 h9.6
1978 113.662 35.781 45.9
1979 182.877 - 69.215 60.9

percent.

FACTORS AFFECTING THE VOLUME OF BANKNOTES ISSUED

The rate at which banknotes were issued during 1979 has
reached a magnitude never recorded before of 60.9 percent.

Increases of banknotes issued were mainly affected by Central
Bahk Credits to the Public Sector which showed an increase of 38.

i

1976

1979

1975 | 1977 1978
Gold-foreign exchange reserves - 6.733 2,311 3.672 + 9.422 + 4,663
Credits .+ 8.940 +42.068 +78.542 +52.187 140,252
- Public Sector + 9,892 +29.367 +57.679 +36.934 110.471
- Banks - 952 +12.701 +20.869 +15.253 29.781
Bther Assets +32.355 +27.030 +21.423  109.556 90.652
Foreign exchange liabilities - 609 - 1.281 - 2.577 - 3.910 - 12
Deposits in Central Bank -10.807 - 7.811 -18.199 -36.548 -4 . 576
Other Liabilities -15.068 ~51.194% -49.703 -94.,926 -121.764
Increase in banknotes issued + 8.078 +11.123 +25.820 +35.781 +69.215
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2. MONEY SUPPLY

Developments in money suﬁply have been as follows since 1970;

Money Supply .. Yearly Increases
TL million TL Million %

1970 35.268

1971 43.587 8.319 23.6
‘ 1972 53.253 9.666 22.2

1973 70.528 17.275 32.4

1974 90.045 ' 19.517 - 27.7

1975 118.470 28,425 : 31.6

1976 151.505 33.035 27.9

1977 210.642 59.137 39.0

1978 289,257 78.615 37.3

1979 449,582 ' 160.325 55.4

1

 Dep0éit money followed quite closely the developments in bank
notes issued and money in circulation especially during 1973-1976,
and the money supply was similarly affected.

In 1979 the rate of increase of deposit money exceeds the rate
of increase of banknotes and coins in circulation, this allowing
the banking system to affect the increase of the money supply.

COMPOSITION OF MONEY SUPPLY _
(Million TL.)

1974 1975 1976 1977 1978 1979

‘Banknotes and Coins in

Circulation 26.151 32.905 42.466 62.953 93.817  141.304

Deposit Money 63.894 85.565 109.039 147.689 195.440 308.278
Money Supply 90.045 118.470 151.505 210.642 289.257  449.582
Changes -
Banknotes and Coins in

.. Circulatlon 5.451 6.754 9.561 20.427 30.864 L47.487
Deposit Money - 14,066 21.671 23,474 38.650 47.751 112.838
Money Supply 19.517 28,425 33.035 59.137 78.615  160.325

% Change in Money Supply 27.6  31.6  27.9  39.0  37.3  55.4




- 283 -

!

‘When looked at it with a longerfperspéctive it becomes clear

that ten years of relative stability of the main monetary indi-
cators, there is a serious acceleration: in the middle seventies
followed by further accelerations. The rate of increase of bank
notes issued after remaining stable 2at around 15 percent, during
1963 to 1972 moves to 30 percent during the first half of the
seventies, reaches 50 percent and attaines the record 60 percent
in 1979, ' '

MAIN MONETARY INDICATORS, _
(Annual Percentage Rates of Increase)

1963-1967  1968-1972  1973-1977

Average Average Average 1977 1978 1979
Banknotes Issued 15.5 15.1 - 31.2“. 49.6 k5.9.  60.9
Money Supply 16.8 18.6 o 31.7 39.0 37.3 55.4
- Banknotes and coins
in circulation 15.3 i2.9 31.3 48.2 49,0 50.6
- Deposit money 17.8 21.7 31.3 35.4 32.3 57.7
Central Bank Credits 29.2 ' 17.3. . 57.h 81.1 27.5 .60.2
- Public 26.7 21i9 . 53.6 87.2  23.1  63.6
- Private 33.6 9.1 ‘ 40.0 60.0 45, 4 48.4
Bank Credits 18.4 19.1 32.9  25.9  27.1  54.8
Net Credit Volume _19.8 19.6 38.2 ‘ k1.7 27.9 56.2
Total Deposits 18.9 24 .6 27.6 30.9  32.9 ' 56.5
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3. CENTRAL BANK CREDITS

; . Central Bank credits have increased:as follows since 1970:

; Creditsl/ -~ Yearly lIncrease
g TL. million TL. million %
: 1970 14.565 1.645 12,7
| 1971 16.273 1.708 11.7
L 1972 19.534 3.261 20.0
: © 1973 27.886 8.352 42.8
: o . 197k 45,816 - 17.930 64.3
| 1975 54.757 - 8.9 19.5
P ‘ 1976 : 96.825 42 .068 76.8

1977 175.372 78.547 81.1

1978 , 223.570 48.198 27.5

1979 ~ 358.166 13#.596 60.2

1/ Excluding credits used from reserve requirements. -

, Central Bank credits reached TL.358 billion as of Dec.31,
| 1979. The public sector's share in these credits has been as
' follows. ' '

1 | o CENTRAL BANK CREDITS
(¥Distribution)

L Public Private Ag.Sales
P ‘ ' Sector ~ Sector Cooperatives
1 1973 51.9 34.3 13.8
| 1974 51.8 23.8 24 4
i 1975 59.4 18.7 21.9
1976 63.9 22.3 13.8
1977 68.2 19.7 12.1
1978 - 70.0 22.5 7.5
1879 70.5 20.8 8.6
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The private sector has been receiving only 20 percent of the
total credits of the Central Bank, having thus gone down from 34
percent in 1973. On the other hand the Public Sector which used
to receive only 52% of Central Bank credits in 1973, increased its
share to 70 percent in 1978 and 1979 by increasing the credits
given to the Public Sector by TL.36 billion in 1978 and by a
further TL.96 billion in 1979. Credits to the Private Sector

increased by only TL.16 billion in 1978 and TL.24 billion in
1979. ' o

The main recipients of Public Sector Credits are the Treasury,
State Monopolies, Soil Products Office, Sugar Company and other
State Economic Enterprises. '

B =11
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4. DEPOSITS

Bank deposits have-gfown as follows since 1870.

Total Deposits . Yearly Increase

TL. Million TL.Million (%)
1970 36.246 '5.487 17.8
1971 48,476 12,230 33.7
1972 62.994 : 14.518 29.9
1973 80.392 17.398 27.6
1974 99.068 18.676 23.2
1975 132.374 33.306 ' 33.6
1976 - 162.845 30.471 23.0
1977 213.261 50.416 30.9
1978 283.371 70.110 32.9
1979 443.379 160.008 56.5

-

The highest growth was recorded by Commercial Sight Deposits
which grew by 76.9 percent in 1979 and by time Deposits in the
Savings Accounts which increased by 65.4 percent. The breakdown
of bank deposits by type is as follows: .

Commercial
Sight Saving Other

Deposits Deposits Deposits Total
1970 6.591 25.043 4.612 36.246
1971 8.704 33.229 G.543 48.476
1972 11.901 42,103 - 8.990 62.994
1973 16,030 53.678 10.684 '80.392
1974 22.631 64.604 11.833 99.068
1975 32.09% 82.866 17.413 132.374
1976 44 .977 97.409 20.459 162.845
1977 63.027 123.251 26.983 213.261
1978 86.072 160.743 36.556 283.371

1979 152,592 235.330 55.457 443.379

Important changes in the composition of bank deposits have
taken place, especially during the escalation of inflation. Sight
‘deposits in the Savings Accounts have decreased from 68.1 percent
in 1877 to 61.1 and time deposits have grown to 38.9 in 1979 from
31.9 percent in 1977,
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DISTRIBUTION OF DEPOSITS AT BANKS

1975 1976 1977 ' 1978 - 1979
TL. : TL. TL. TL. TL.
Million % Million % Million % Million % Million %

o

Total Deposits 132.37# 100.0 162.845 100.0 213,26] 100.0 283.371 100.0 443.379 100.0

97.409 59.8 123.251 57.8 160.743 56.

: Savi .. 82.866 62.6 7 235.330 53.1
; avings Deposits , .
P Sight _ 52.770 139.9 63.595 39.0 83.873 39.3 105.347 37.2 143.684 32.h
i Time 30,096 22.7 33.814 20.8 39.378 18.5 55.396 19.5 91.646 20.7
ﬁé; Percent composicion B
,}\ of Saving Deposits 100.0 ' 100.0 » 100.0 - 100.0 100.0
o Sight 63.7 65.3 68.1 64.6 61.1
i Time 36.3 34, 31.9 34.4 38.9
N
i ‘ CHANGES IN BANK DEPOSITS
| \

ji !
I | | (%)
”? Commercial :
i Sight . Saving Deposits Total
i \ Deposits Sight =~ Time Total Deposits
.
i, 1975 41.8 32.5 21.5 28.3 33.6
! 1976 40.1 20.5 12.3 17.5 23.0
I 1977 40.1 31.9 16.4 26.5 30.9

- 1978 36.6 25.6 40.7 30.4 - 32.9

1979 76.9 36.4 65.4 L6.4 _ 56.5

The differentiation between the rates of increase of warious
types of deposits have also affected the composition and structure
of bank deposits, In the past few years, while the percentage of
savings deposits in overall deposits suffered setbecks, interbank
deposits, composed of commercial deposits and CLD accounts, have
increased. Until a few years ago, savings deposits accounted for
two thirds of the total deposit volume, yet at the end of 1979
this rate came down to 53%.
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In the past few years, savings deposits, especially time
deposits, have declined considerably. This decline can - be
explained as the public's proclivity to buy high-interest rate,
always negotiable Treasury bills and private-sector-issued
bonds which carry high interest rates. Another factor is, the
public inclination to invest their money into gold, precious
stones and immovable assets, because of the high rate of ing-
lation. This trend has been reserved in 1978 and more so in
1979.

Savings Deposits increased Dby 46.4 percent in 1979, “the
highest annual rate of increase of the 70's. But when - ‘de=
‘flated for price increases savings deposits show'a decrease of
19.5 percent. .In fact during the last three years savings de-
posits have decreased by 13.8% in 1977, 15.3% in 1978 and 19.5%
in 1979 due to the high rates of inflation especially :during
the last three years. The Istanbul cost of living calculated
oh a 12 month base from December to December has shown consi-
derable increases of 46,8% for .the end of 1977, 54% for 1978
and 81.8% for the end of 1979,

"REAL CHANGES in SAVINGS DEPOSITS

Total - % lIncrease % Change

Savings % in the ‘ in
YEAR Deposits Increase Cost. of Real Savings

: (mi1i. TL) - Living(1) Deposits
1970 25.043 20.0 9.3 .8
1971 33.229 32.7 . 23.4 7.5
1972 42.103. 26.7 11.0 14.1
1973 53.678 27.5 19.9 6.3
1974 64.604 20.4 24 .4 -3.2
1975 82.866 28.3 16.3 10.3
1976 97.409 17.6 19.3 -1.4
1977 123,251 26.5 46,8 . -13.8
1978 160.743 30.4 54,0 ~15.3
- 1979 235.330 46.4 81.8 -19.5

1 ' _
(")Ministry of Commerce, Istanbul Cost of Living, December to
December 12 Months Change.

Positive changes in real savings deposits of considerable
magnitude have taken place in 1972, 1975 and 1970, all three
years display real rates of interest which are the closest to
positive rates, The remaining years of the decade are all dis-
Eiaying real rates of interest which are double digit = mega-

ves. A '
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5. BANK CREDITS

- 260 -

The breakdown of bank credits by types is. as follows:

COMMERCIAL BANK CREDITS

(TL. billion)

1979

1974 1975 1976 1977 1978
Special ized Credits 35.6 4.9  55.5 71.1  8h.4  136.7
Agriculture(Ziraat B.) 24.8 33.3 37.4 46.6 Lo .4 79.6
Industry (2 banks) 4.3 5.2 6.4 8.5 13.2  23.8
Artisans (Halk B.) 2.5 3.9 6.3 9.5 13.7 23.1
Mortgage (5 banks) 4.0 4.5 5.4 6.5 8.1 10.2
Ve
Commercial Credits 60.1 92.0 128.3 160.3 209.9 319.2
To;al Credits 95.7 138.9 183.8‘~ 231.4 294.3 k55 . §

The rate of increase in '"'specialized credits" is much lower
p :

than the rate of increase in commercial credits and the general
rate of increase in total bank credits.
specialized credits in total credits declined from 37.2% in 1974

to 29- 30% in 1978 and 1979.

As a result the share of

In the past few years the increase in commercial credits was
largely due to the CLD accounts.

Credits extended by the Agricultural Bank, which showed

And since CLD inflow slowed down
it also affected the breakdown of credits.

con-

siderable increasis in 1974 and 1975, have also declined. Their

proportional share in the total credit volume has gone down.
credits accounted for 24% of the total credit volume in 1975,
20% in both 1976 and 1977 and 1€.8% in 1978

Such

for.

and 17.5% in 1979.
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/

DISTRIBUTION of BANK CREDLTS
‘ to .
ECONOMIC SECTORS

. 1973 | 1975 ] 1975 | 1976 | 1977 | 1978 [ 1979 |
Agriculture 21.5 27.7 28.0 24,9 23.5 20.3 26.2
Industry & Mining 35.8  35.0 38.2 42.1 43.0 44.6  41.6
Construction 3.5 3.6 2.8 2.5 2.4 2.3 2.0
Foreign Trade 9.0 7.9 7.9 7.6 .6.4 6.9 6.9
Domestic Trade 1.8 11.0 12.5 13.2 15.1 17.8 15.7
: Local Administration 4.6 3.9 3.4 2.6 2.7 2.7 2,2
@ Miscellaneous 11.9 10.0 6.5 6.4 6.8 5.2 5.3
E tnterbank 1.0 0.9 0.7 0.7 0.3 0.2 03

| Total ... 100.0 100.0 100.0 100.0 100.0 100.0 100.0.

Percentage distribution of bank credits give additional evidence
of the emphasis given to distribution sectors especially in 1974

and 1975. In spite of a decrease in 1979 from 29 percent . to
27.9 percent commercial credits have not lost their relative -
position. On the other hand Production Sectors were receiving
46.4% of total credits in 1971, they receive 39.6 percent in
1979, During the same period Bank credits to industry have
dropped from 29,3% of total credits in 1972 to 25.4% in 1979,
and credits to agriculture dropped from 14.4% in 1971 to 8.2
percent in 1979,
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PERCENTAGE DISTRIBUTION of BANK CREDITS

: 1978 1
1971] 1972 1973| 1974| 1975| 1976| 1977| gor. | oor?
Production Sectors 46.4 45.8 44,0 -43.3 38.0. 39.1 40.4 41.6 39.6
Industry 28.4 29.3. 28,1 28.2 25.1 25.6 26.3° 27.0 25.4
Industrial Bank 5.5. 5.0 5.0 4.4 3.8 3.5 3.7 4.8 6.0
Other Banks 22.9 24.3 23.1.23.8 21.3 22.1 22.6 22.2 19.4
Mining 0.6 1.0 1.0 1.0 0.5 0.8 0.8 09 0.5
Agricul ture S 4.4 12.7- 12,3 11.4 9.6 9.3 9.2 9.2 8.2
Agricultural Credlts 4.7 4.3 3.6 3.1 2.3 2.3 2.3 . 2.2 2.0
Other Producers Coops. 9.7 8.4 8.7 83 7.3 7.0 6.9 7.0 6.2
Artisans ' ‘3.0 2.8 2,6 2.7 2.8 3.4 4,8 4.5 5.5
Housing ‘ 12,5 11.0 9.5 7.6 7.0 7.8 8.2 7.8 7.0
Résfdentia] Construction . 3.9 3.1 2.5 2.1 1.6 1.4 1.3 1.2 1.1
Local Authorities 5.5 4.7 3.9 3.6 3.2 2.7 2.8 2.7 2.4
Natural D|Saster5 1.6 1.4 1.3 1.1 0.8 0.7 0.7 0.7 0.7
Other 1,5 1.8 1.8 0.8 1.4 3.0 3.4 3.2 2.8
"Public Financial Secton 0.0 0.0 0.1 0,0 0.0 0.0 - - -
Distribution Sectors 27.3 27.9 27.4 33.4 34.8 .30.9 29.4 29.0 27.9
Export Credits ©1r.7 10.5 12.1 18.8 19.8° 15.8 15.0 ‘14.2 14.4
Agr],cu],tura]_ Sales Coop_ 7.6 6.1 7.9 15.5 15.7 12.2° 12,1 10.1 10.4
Other Export Credlts ‘ 4.1 4.4 4.2 3.3 4.1 3.6 2.9 4.1 4.0
Tourism 0.4 . 0.3 0.3 0.6 .0.4 0.4 0.4 0.4 0.3
import Credits 6.4 6:7 5.6 4.2 4.5 4.7 3.9 3.2 2.7
Internal Trade 8.8 10.4 9.4 9.8 10.1 10.0 10.1 11.2 10.5
Undistributed 13.8 15.3 19,0 15.7 20.2 22.2 22.0 21.6 25.5
Credits less then TL.25.000| 3.2 3.0 2.5 ~2.7 1.8 1.3 1.3 - T -
Mortgage Credits. 0.9 0.9 0.8 0.6 0.5 0.5 0.4 0.4 0.3
Unclassified 9.7 11.4 15.7 12.9 17.9 20.4 20.3 21.2 25.2
TOTAL CREDITS..... 100.0(100.0{100.0(100.0{100.0(100.0|100.0{100.0{100.0

Source: Central Bank of Turkey,




- 263 -
TURKISH BANKING INSTIfUTIONS, 1979.
(miltion TL)
c P%Z?] Consol idated
NAME of THE BANK apltat
& Deposits Credits
Reserves ep

Banks Founded by
Special Laws
Denizcilik Bankasi 6.599 1.997 3.628
Devlet Sanayi ve 1lg¢i Yatirim B. 1.025 - 1,283
Devlet Yatirim Bankasl ' --5.608 - 79.059
Etibank ’ 11.593 6.012 2.652
Iller Bankasi 2.104 151 9.067
Istanbul Emniyet Sandiga 14 1.720 880
Stimerbank ‘ 7.096 2.028 9.417
T.C., Turizm Bankasi 1.499 1.017
T.C., Ziraat Bankasi 4,789 99,698 134.445
T. Eml8k Kredi Bankasi 1,129 15.135 14.582 -
T. ﬂalk Bankasi 1.146 19.803 29,848
T, Ogretmenler Bankasi : 220 4.897 3.026
T. Vakiflar Bankasi 385 20.486 13.211

Total ... 43,211 171.929 302.117
Investment & Development Banks
Sinal Yatirim ve Kredi Bankasi - 499 .- 2.432
T. Sinai Kalkinma Bankasi : © 1.954 - - 21.399

Total ... - 2,604 S - 23,831
Foreign Banks
Arab-Tiirk Bankasi - 241 998 , 439
Banko di Roma 15 405 280
Hollantse Bank 353 136 147
Osmanly Bankasi 306 8.620 7.564

Total ... 917 10.161 8.430

(continued)
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TURKISH BANKING INSTITUTIONS, 1979: - (cont'd)

Paid

Capital Consol idated
NAME of THE BANK apita , :
: : . & Deposits Credits
Reserves : .
Commerclal Banks
Akbank 2.519 63.686 42.956
Anadolu Bankasi 266 5.715 3.495
Caybank 2 7
Demirbank 23 318 254
Denizli Iktisat Bankas: 28 175 139
Egebank o 107 1.152 1.087
Elazig Iktisat Bankasi 12 63 24
Eskigehir Bankasi 53 634 385
Hisarbank 100 509 358
Istanbul Bankasi 268 4,726 3,221
Ig¢i Kredi Bankasa 11 207 119
Kocaell Bankasi 11 179 8l
Milli Aydin Bankasi 96 619 403 .
Pamukbank 967 15.115 10.644
‘$ekerbank ‘ 328 4.796 2.353
Tiirk Dag Ticaret Bankasi 105 944 1.036
Tiirk Ticaret Bankasl 614 25,178 15.989
T. Bagecilar Bankasi 5 68 - 32
T. Garanti Bankasa 633 17.190 10.370
T. Imar Bankasai 260 1.234 . 950
T. Ig Bankasi 3.069 108.860 79.968
T. Tiittinciiler Bankasi - 22 337 220
Uluslararasi Endiistri ve Ticaret B.| 60 1.540 1.297
Yapi ve Kredi Bankasz 1.230 54.668 32.176
Total ... 10.798 307.926 207 .584
GRAND TOTAL ... -57.330 490.017 541.943
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6. CAPITAL MARKET

The private sector issued 3.882 million TL of bonds - for
public sale during 1979. 80 percent of the bonds were issued
during the second half of the year, Compared with 1978 new
bond issues increased by 96.6 percent in 1979.

Stocks on the other hand continued decreasing since 1974 a
record year when 1.9 billion of stocks have been issued.Stock
issues have been declining gradually and were .down to 252 mil-
lion TL in 1979.

[SSUES of BONDS and STOCKS
. by
THE PRIVATE SECTOR

{million TL)
YEAR Stock Bonds
1970 132 387
1971 85 130
1972 180 350
1973 800 630
1974 1900 470
1975 700 1232
1976 685 1556
1977 450 1383
1978 372 1975
1979 252 3882

In spite of the considerable increase in the issue of pri-
vate sector bonds when compared with the annual issue of bonds
by the public sector, the share of the private sector does not
exceed 7 percent on the average for the last five years.

" BONDS [SSUED
{(billion TL)

. Share of Share of
YEAR Public Bonds | Private Bonds _Public Private
1975 13.9 1.4 90.9 9.1
1976 20,7 1.7 92.4 7.6
1977 40.1° 1.6 96.2 3.8
1978 35.5. 2.2 94.2 5.8
1979 35.8 4.5 88.8 11.2
Total 146.0 11.4 92.8 - 7.2
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The stock price index in the secondary market displayed a
liveliness in the first months of 1978 and 1979 followed by a

stagnation during the rest of the year.

CAPITAL MARKET STOCK PRICE INDEX
(January 1974 = 100)

1975 | 1976 [ _1977 | 1978 | 1979 | 1980

January 95.26 118.85 118.91  142.21 144.23 10l.76
February . 96.11  118.57 120.82 144,09 144.25 105.08
March 96.67 121.11 123.65 166.76 144.79 110.80
Aprii 97.86  125.34  136.12 166.05 122.40 104.31
May 97.23  118.00 127.26 159.26 120.40 101.63
June 96.67 119,13 128.05 134.63 121.136
July 94.58 119.81 128,22 143.21 121.69

| August ©96.33 124,15 125,56  135.39  119.05
September 98.65 126.02 134,48 132.82 119.48
October 101.24 . 137.81 139.11 135.55 115.69
November 104.46  119.19 139.00 138.71 107.66
December 109.20 117.44 141.93 141.58 107.81
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~ CHAPTER  XI

1

FiscaL BubeeTarRY PoLicy

FISCAL YEAR 1980 BUDGET

The Budget bill prepared by the Demirel Government was
approved by the National Assembly and became effective as of
March 1, 1980. Prior to the deliberations in the Parliament
the bill was subjected to a critical review in the mixed
budget committee where it received some minor modifications.
A total of TL. 739.1 billion proposed: by the government in
the original draft was increased to TL. 770.0 billion by the
committes. Despite this increase the FY 1880 budget is one of
the least expansionary budgets.

The mixed budget committee reviewing the budget ’ bill
increased total expenditures by TL. 30.9 billion from the
proposed TL. 739.1 billion to TL. 770.0 billion. The category
of expenditures receiving the highest increase was investments
that went up from TL 140.2 billion to TL 159.0 billion.: The
item that received the second highest increase in the hands
of the committee was current expenditures, which was revised
upward by TL 8.7 billion.Altogether the committee raised the
government's proposal by TL. 30.9 billion.

Although FY 1980 budget gives the impression that it is
expansionary, as it envisages a 89.2% increase in total ex-~
penditures compared to the previous one, this is almost
illusory. The inflationary effect of a budget should be gauged
in real terms. Thus, noting that the rate of inflation in
1979 was 69.7% (implicit GNP deflator) the FY 1980 budget
is worth only TL. 453.7 billion in 1979 prices. o

Needless to say the budget will be non-inflationary _
provided that it does not run into deficit till the beginning
of March 1981. But the government seems to be worried and
for a good reason. For one thing, the TL 345.3 billion proposed
by the government for current expenditures was determined on

the assumption that the coefficient applicable to salaries

will be 22 instead of 25. Parliament raised current expen- ..

ditures by TL 8.7 billion. But this is much less than the
burden implied by the unexpected increase in the coefficient

from 22 to 25. If the projected additional’ burden of TL 48

billion on the budget is not far off the mark, current ex-
penditures till the end of the current FY will total more
than TL 354 billion and the budget will be in deficit unless
the government manages to extract more revenues or cut down
its investment expenditures or transfer payments

Therefore, TUSIAD estimates that in its present form,
1980 budget can not be implemented and it should necessarily
be modified to increase revenues and expenditures by about
30-40% percent or 225-250 pillion TL.
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1980 CONSOLIDATED BUDGET

(TL. billion)

Proposal Approved | Difference

Expenditures 739.1 770.0 30.9
Current expenditures 345.3 354.0 8.7
“Investment expenditures 140.2 159.0 18.8
Transfer payments 253.6 257.0 3.4
Revenues ' 739.1 © 770.0 - 30.9
Tax revenues ' 620.3 636.3 16.0
Non-Tax normal revenues 50.8 R - 1.k
Special revenues and funds 11.0 : 21.0 10.0
Annexed budget revenues 12.0 13.3 1.3
International borrowing 45.0 50.0 5.0

1980 CONSOLIDATED BUDGET
(BREAKDOWN BY BUDGETARY APPROPRIATIONS)

{TL.billioné
Proposed  Approved Proposed Approved
FY 1980 FY 1980 FY 1979 FY 1979

Expenditures 725.5 1 756.7 . 385.8 - 397.3
General Budget 725.5 - 756.7 385.8 397.3:
Annexed Budget - . 119.5 123.9 77.7 - 78.9
Total 8550 880.6 1§35 h67.2
Treasury aid -106.0 -110.6 -67.7 -69,

Consolidated budget . 739.0 770.0 395.8 406.9

Revenueé ’ o - )
General Budgét l682.1 706.7 360.8 372.3 .
Annexed budget 12.0 . 13.3 10.0 '29.6
~Internal. borrowing 45.0 50.0 . '25.0 25.0 .-

. _ . i
_ The government estimate, approved by the National Assembly,
is that out of total TL 770 billion, 82% or TL 636.3 will come

{gog-taxes. The share of taxes in total revenue was 81.4% in
79. ' 3 ' ‘
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/

Almost 61% of total tax revenues will be direct taxes on
incomes. During the last five years the division of total tax
revenues between direct and indirect taxes has altered in
favour of .the former. :

Direct Taxes ' Indirect Taxes

(TL million) % (TL.million) %
1974 - 30.128 46 35.028 54
1975 44,391 - 47 50.617 - B3
1976 60.349 47 66.706 53
1977 88.738 - B3 : 78.635 47
1978 139.783 57 ' 104,112 43

1979 234.600 58 167.200 42

Non-Tax normal revenues of the government, largely composed
of revenues from fixed assets and portfolio investments is
estimated to bring TL. 49.4 billion. Special revenues and funds
will be TL 21 billion, If the revenues of the annexed budget
amounting to TL 13.3 billion is added to tax and non-tax re-
venues, TL 720 billion comes up as revenues from real sources.
The government is planning to receive an additional TL 50
billion through internal borrowing, i.e., by selling bonds
and securities to the publlc, thus bringing total revenues
to TL 770 billion.

EXPENDITURE PATTERNS IN THE
CONSOLIDATED BUDGETS

(TL. bl]lron)

Rate of
Increase

1978 b4 1979 % 1980 % 79 / 80

Current Expendﬁtures 93.7 35.2 169.8 41.7 354.0 46.0 108.5
Investment Expenditures 82.6 '31.0‘116.8 28.7 159.0 20.6 36.1
Transfer Payments '89.9  33.8 120.2 29.6 257.0 33.4 113.8

. 266.2 100.0 406.8 100.0 770.0 89.2

AN



REVENUES OF THE CONSOLIDATED BUDGET

(TL. bil¥ion)

1980 . p4
A.Tax revenues _ - 636.2 82.6
Income taxes . : 391.% 50.8 -
Wealth taxes - h.1 0.5
Taxes on commodities 97.2 . 12.6
' Taxes on services 50.4 : 6.5
Import taxes . 93.1 12.1
B.Non-tax nnrmal revenues ' 4o,k 6.4
Revenues of state-owned enterprises 2.8
Revenues from fixed assets and
portfolio 6.6
Interest revenue 27.0
Penalties 3.7
Miscel laneous 9.3
C;Specia] revenues and funds 21.0 ¢ 2.7
Total revenues ‘ 706.7
D.!nternal borrowing ' 50.0 6.5
E.Annexed budget revenues 13.3 l 1.7
770.0 100.0
Tax revenues as percenﬁ of the budget revenues have con-
siderably decreased from about 90% to 80% in the last six -
years. :
. Non Tax Special
Tax Normal Revenues
Revenues Revenues and Funds
1974 93 6 1
1975 90 6 1
1976 - 90 8 2
1977 91 8 1
1978 80 18 2
1979 . 80 18 2
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!

APPROPRIATIONS OF GENERAL
BUDGET ADMINISTRATIONS

-109.3

(TL. '000)
- 1979 J-1:1Y 170U _
(Actual) (Proposed) (Approved)  Difference

(1) (2) - (3) (3-1)
Republican Senate 299.5 369.6 Lih .6 145.0
National Assembly 898.0 1.256.8 1.256.8 358.7
Presidency 94.5 172.4 173.0 78.5
Comptroller G.D. 309.6 451.0 b70.1 160.5
Constitutional Court 32.1 ho.9 - 41.2 ‘ 9.0
Prime Minister's Off. 2.290.9 4.216.6 4.216.6 1.925.9,
State Planning Org. 237.5 1.493.4 1.493.4  1.268.2
Council of State 157.1 245.7 245.7 '88.6
High Court of Appeal - 128.4 242.3 243.8 115.3
State Ins.of Statist. 290.7 757.9 757.9 267.2
Dpt.of Religious Affairs 3.138.7 6.42h. 4 6.448.1 3.309.4
Title Deed & Cads.Dpt. 1.238.7 2.306.2 2.008.2 1.Q67.4
Min. of Justice ‘ 6.362.4 13.498.2 13.498.4 7.135.9
Min. of Defence 64.763.6 113.243.8 113.603.8 48.840.2
Min. of Interior 2.152.7 4.612.8 h.767.1 S 2.614.4
G.D. of Security 9.975.9 17.574.4 19.670.2 9.694.3
Gen.Com.of Gendarmerie 6.267.8 12.315.9 15.608.9 9.041.0
Min.of For.Affairs 2.098.6 3.637.6 3.657.6 1.559.0
Min.of Finance 182.428.4 340.153.8 351.331.7 147.295.2
Min.of Education 46.052.2 87.930.8 88.255.5 42.,203.3
Min.of Public Works 7.217.1  11.738.7 12.607.7 '5.390.6
Min.of Trade 486.6 672.9 672.9 . 186.6
Min.of Health 17.529.5 31.817.6 - 31.822.6 - 14,293.0
Min.of Customs & Monopol. 866.8 1.135.4 1.135.4 268.5
Min.of Food & Agricul. 7.358.8  11.348.4 11.358.4 3.999.6
State Meteor. G.D. 452.2 828.7 828.7 - 376.5
Min. of Transportation h.433.2 5.713.9 5.735.9 1.302.7
Min. of Labour 707.6 1.162.3 . 1.218.5 510.8
_Min. of Industry 3.612.8 h.774.5 4,780.5 1.167.6
Min. of Tourism 2.631.2 2.765.8 2.774.8 143.6
Min. of Housing L. uhg.6 6.590.8 7.602.5 3.152.9
Min. of Rural Affairs 16.708.2 21.118.4 26.921.4 10.213.1
Land & Resettlement G.D. '1.076.6 1.108.1 1.805.1- 528.4
Min. of Energy & Nat.Res. 5.539.3 6.734.5 11.734.5 - 695,2
Min. of Forestry 1.229.4 2.439.1 2.439.1 1.209.6
Min. of Youth & Sports 427.8 531.9 £560.3 132.5
Min. of Cultural. Aff. 2.485.1 4.210.0  4.286.7 1.801,5
Min. of Social Security. 93.4 109.9 16.5
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Expectations and estimations concerning the Budget of
Fiscal Year 1980 indicate 'a deficit of TL 80 billion and a
cash deficit of TL 100 billion.

The budget for fiscal year 1980 was accepted in the par-
liament with an expenditure allocation of TL 770.4 billion,.
At the end of three months of implementation it is highly
probable that the budget will reach TL 830 billion of expen-
ditures. Budgetary deficit will thus reach TL 80 billion.

With the repayment of 20 billions worth of debts to
contractors the cash deficit amounts to TL 100 billion.

The cash deficit is expected to be financed through 50
billion sales of securities and through Central Bank Financing
of the remaining 50 billion.

CONSOLIDATED BUDGET N o
: (Billion TL.)

Estimate Realization .

1980 1979 1978

Revenues 750.0 500.1 293.4
= Tax SR 625.0 4049 245 .4
- Non-tax . 90.0 91.4 25.5
- Funds 20.0 18.7 2.9
~ Annexed Budgets 15.0 10.0 4.9
Expenditures 830.0 608.2 346.0
~ Personnel 300.0 188.9 108.0
- - Other Current Exp. 100.0 62.5 41,2
= Investments 130.0 107.9 71.2
- Transfer Payments : 300.0 248.,9 125.6
Budget Deficit - 80.0 -108.1 - 52.6
~ Advances - - 1.1 - 15.0
= Deposit Funds - 20.0 43.2 6.5
- Cash Deficit -100.0 - 66.0 - 61.1
Financing . 100.0 65.4 58.4
~ Internal Borrowing 50.0 31.0 16.9
- Central Bank ' 50.0 34,4 Ly, 2
~ Foreign Debt - - -~ 2.7
- Errors and Omissions - 0.6 2.7
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Recent Trends in Budgetary Ailocﬁtions'

During the last five years Government Budgets as ﬁoted,
became merely an expression of intentions. Under the impact -

" of inflation the final outturn of public accounts has devi-
ated substantially from original apprqpriatins. End -of the

year allocations were higher from original allocations by

around 40% in 1975 and 1976, 50% in 1977 and 70% in 1978 and

1979.
BUDGETARY ALLOCATIONS

Beginning ' Annual . End of Year % Incréase

Allocation % Allocation During

(Billion TL} Increase (Billion TL) The Year

(. (2) 3 (3/1)

1975  108.h T [N . 37.5
1976 154,0 ' b2.1 216.4 - h0.5
1977 225.7 " 16.6 3342 48.0
1978 266.3 17.9 455.9 : 71.1
1979 406.9 ‘ 52.7 ‘ 693.2 70.3

Relative Share of the Consolidated Budget in National
Cutput _ : SR

The relative share of the consolidated budget increased

-considerably between 1275 and 1977 as percent of GNP from
. 92.4% in 1975 to 28.3% in 1977 but dropped thereafter to

27.3% in 1978 and to 25.2% in 1979.

The same trend is obvious when expressed on a per capita
basis. In 1968 constant prices the consolidated budget was
1013 TL. per capita in 1975, it went up to 1365 TL. in 1977
and dropped thereafter to 1194 TL. in 1979. '
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o RELATIVE SHARE OF THE
! CONSOLIDATED BUDGET

(1968 prices)
Consolidated

1 : . GNP ' Budget : .
| {Bil1ton TL.) (Billion TL) %
(1) (2) __H2/1)
i 1975 1814 : Log ‘22.h
1976 . 1953 470 . 2ho0
1977 2030 574 $28.3
1978 2091 © 570 27.3
1979 2095 528 25.2
Per caplta | (TL.)} (TL.) %
1975 4532 1013 22.3
1976 4760° 1144 24.0
1977 4826 - 1365 28.2
1978 o " 4850 1321, 27.2
1979 L727 1194 25.3

The decreases in 1978 and 1979 are due to the result of
- inflation rates being much higher than the increases in the
Consolidated Budgets. ;

. "REAL GROWTH OF THE
' » | CONSOL IDATED BUDGET

(%)

1975 1976 1977 1978 1979 Neereas
GNP 7.9 7.7 3.9 2.9 0.2 5.9

Cons.Bud.  25.3 15.8  22.2 -0.7 -~I5.1 9.5
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1
Recent Trends in Budget Revenués

Effective receipts increased considerably in 1975 and in
the last two years as a result of fiscal drag, which "in the
absence of income tax reforms that had been planned but not
carried out, has automatically helped to increase the reali-
zation rate of budgetary revenues to 107.4% in 1975, to 122,1%
in 1978 and to 128.9% in 1979. We can also rightly assume
that the probable budget deficit was considerably reduced
through the fiscal drag. :

BUDGET REVENUES

% % - Reali-

Annual Effective Annual ~ zation

Estimates Increase Receipts Increase Rate

1975 108.460 30.4 116.522 4.3  107.h
1976 154,293 42.2’ 153.727 31.9 99.6
1977 225.931 TR 200.137 30.2 88.6
1978 266.548 18.0 325.629 62.7 122.1

1979 395.900 48.5 510.318 56.7 _ 128.9

The Tax Burden

The tax burden or more simply stated tax revenues as per-
cent of Gross National Product remained around 16% between
1971 and 1975, then jumped to 19% during the following three
years and slightly decreased to 18.5% in 1979.

The increase in the tax burden is related to the elasticity
of the tax system to price and incomg changes.
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TAX BURDEN

- GNP % Tax % Tax . T Tax
, __Increase Revenues Increase Elasticity Burden

1971 192.6 30.3 31,4 36.6 1.21 16.3
1972 240.8 25.0 39.0 24 .1 0.96 16.2
1973  309.8 °  28.7 52.0  33.2 1.16 ©16.8
1974 h27.1 . 37.8 65.2 2.4 .0.67 15.2
1975  535.8  25.4 95.0 45.8 1.80 17.7
1976 . 670.0 25,1 127.1 33.7 1.34 19.0
1977  870.2 29.9 168.2 32.4 1,08 19.3
1978  1288.7 48.2 2454 45.9 0.95 19.0
1979 2189.8 69.9 404.9 65.0 0.93 18.5

Distribution of Tax Bevenues

As has been explained above the share of direct taxes has
considerably increased in 1978 and 1979, while indirect taxes
have decreased. -

- Taxes on commodities wént‘down to 15.5% in 1978 from 21.8%
in 1975, ‘

Taxes on services.also went down from 10.5% in 1975 to 8.9%

in 1979 and taxes on foreign trade from 21% in 1975 to 17.3%
in 1979, ; ‘

The increase in the.share of income taxes might look as
a favorable development at first sight, but considering that
a large part of income tax revenues are paid by workers and
government employees we can infer that the relative increase
in income tax revenues is due to the progressivity of income
tax brackets and to the inflationary increase of incomes.
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DISTRIBUTION OF TAX REVENUES
(%)

1975 1976 1977 1978 1979

Taxes on Income 4.8 46,7 52.1 56.5 57.4
Taxes on Wealth 0.9 0.8 1.1 0.9 0.7
Taxes on Commodities 21.8 21.0 7.7~ 15.5 16.8
Taxes on Services 10.5 10.7 10.5 9.7 8.9
Taxes on Foreign Trade 2t.0 20.8 18.6 17.4 - 17.3

100.0 100.0 100.0 100.0 100.0

Also, there are many loopholes in the tax system so that
at higher income levels and tariff brackets, evasion becomes
more prevalent. It is estimated that tax evasion is around
70% of declared incomes and is reported that 600.000 tax
payers have declared incomes below minimum wage level.

Consequently, a comprehensive review of the tax system
is called for to secure higher revenues within a more equi-
table distribution of direct and indirect taxes. Also, con-
sidering the abnormal high percentage of tax evasion, it is
vitally important to modernize .the tax administration and
to improve. the auditing practises and the number of auditers.
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CHAPTER XII

ENERGY

During the planned period developments in the energy sec-

tor were not sufficient to meet quantitatively and qualitative-
ly the needs of economic development at the required time.Plah

targets were not realized and gradually the energy sector in -

general and electrical energy in particular created bottlenecks
for the Turkish Economy.

Notwithstanding per capita primarj energy consumption ex-
pressed in oil equivalents increased from 432 kg in 1982 to 729
in 1979 but was kept always under pressure.

PRIMARY ENERGY PRODUCTION and CONSUMPTION
(in thousand tons of 0il Equivalent)

‘Total Total Production
YEAR Energy Energy Consumption
Consumption! Production Rate
1962 12.490 - 7.956 63.6
1967 16.692 12.387 74,2
1972 23.174 14.438 62.3
1977 33.363 16.836 50.5
1978 33.569 16.794 50.0
1979 32.049
1980 34.492

In fact, total primary energy consumption has exhibited an
average annual growth rate of about 5.7 while production has
not exceeded 5% on the average. Production has been able to

cover only 62.5 percent of consumption on the. average between
1962-1977.

Known primary energy reserves show that lignite and hydrau-
lic resources are the most important energy resources. But

full use of the known reserves were not made and efforts to in-
crease known reserves were far from being satisfactory.
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PRIMARY ENERGY CONSUMPTION
(Thousand Tons of 0il Equivalent)

1962 1967 1972 1977 1978 1979 1980%

Coal 2.430 2.776  2.837 3.122  2.973 3.132  3.416
Lignite - 1.001 1.395 2.253 3.900 4.428 4.110 5.250
0i1 Products 2.834 5.718 10.826 17.390 17.020 15,660 17.38L
Hydraullc 281 595 802 2,148 2.341 2.475  2.558
{mported Elec~

tric Energy - ‘ - - 123 155 264 ‘400
Total Commercial

Energy 6.546 10.484  16.646 26.683 26.917 25.641 29,008
Wood 3.916 3.849 4,051 5.300 4,272 4,028  3.104
Dung | 2.028 . 2.359 2.477 2.380 2.380 2.380 2,380
Total Non-Comm. '

Energy 5.94b 6.208 6.528 6.680 6.652 6.408 5.484
GRAND TOTAL |12.490  16.692 23.174 33.363 33.569 32.049  34.492
*¥Target

Source: State Planming Organization, IV. Five Year Plan and 1980 AnnuallProgram'

TURKEY'S KNOWN RESERVES of
PRIMARY ENERGY RESOURCES, 1977

. (Thousand Tons)

Visible Probable Possible Total
Coal 186.154 285,233 904.609 1.375.996
Lignite 3.923.505 1.728.124 279.630 3.931.259
Hydraulic (Gwh) 74.000 - - 74.000
Crude 011 57.000 - 690,000 750.000
A?phaltite ' 17.535 18.390 16.300 52.225
Bituminous 280.000 - - 5.000.000
Nuclear Energy
Resources - - - - -
Uraniam - - .- - ‘ 4

Thorium _ - - - 380
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The share of coal in total energy consumption has fallen
sharply since 1962, from 37% to 12% in 1879. The share of
lignite has decreased for almost a decade and then started
to incresse slightly. On the other hand, ojl products cons-
titute over 60% of energy comsumption. Hydraulic sources. had™
a share of 4%, and now its share has risen to almost- 10%. -

/

Attempts are being made to increase the relative share of
coal and decrease the dependence on oil since 1978.

SHARE OF RESOURCES IN TOTAL COMMERCIAL
PRIMARY ENERGY CONSUMPTION

- 1967 [ 1972 1 1979 ] °

Coal 37.1 17.0 12.2
Lignite 15.3 13.5 16.0
0il ' 43.3 65.0 61.1
Hydraulic 4.3 4.8 9.6
Imports of .

Electricity| - - 1.0




1,

Turkey generates about 2.2 billion Kwh of electrlcal energy

annually. However,

meeting demand. Therefore energy is being imported;
and Bulgaria. imports of electrical energy has reached

to 1050 million Kwh.

In 1979
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ELECTRICAL ENERGY

this domestic production is uncapable

ELECTRICAL ENERGY‘PRODUCTfON ‘f

Point Power Energy
(MW) (Gwh)
1962 725 3560
1967 ~ 1241 6217
1972 1951 11242
1977 3376 20564
1978 3641 21726
1979 - ~3900 22522
ELECTRICAL ENERGY

(BY SOURCES OF PRODUCTION)

from USSR

1962 1972 19739

Gwh % Gwh % Gwh %

Coal 1520 42.7 | 1432 12.7 1126 5.0

Lignite 600 16.8 | 1489 13.3 5045 22.4

Fuel 316 8.9 | 5116 45.5 6193 27.5

Hydraulic| 1124 31.6 | 3204 28.5 | 10158 45.1

Total 3560 100.0 {11242 100.0 | 22522 100.0

ELECTRICAL ENERGY
(BY SOURCES OF PRODUCTION)
Coal Lignite Fuel Hydraulic Total
Gwh % Gwh % |- Gwh % Gwh % Gwh %

11973 1502 12,1 1742 - 14,0} 6578 52.9 12603 21.0 (12425 100,
1974 1516 11,2 2355 17.5f 6249 46.4 [3356 24.9 [13477 100.
1975 1427 - 9.1| 2686 17.2| 5606 35.9 [5904 37.8 [15623 100.
1976 1346 7.4| 2931 16.3| 5579 30.5 |8371 45.8 {18277 100.
1977 1266 6.2 3606 17.5| 7100 34.5 {8593 41.8 {20565 100.
1978 1344 6.2) 4382 20.2| 6635 30.5 {9365 43,1 [21726 100.
1979 1126  5.01 5045 22,4} 6193 27.5 J0158 45.1 |22522 100.
|1980% 1176 4.9| s6k5 23.7| 6768 28.4 10231 43.0 [23820 100.

(o NoNeNoNoNoloNe

-
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1

The relative share of hydro sources in production of elec--
trical energy has been around 30% between 1962 - 1972, and it
has fallen well below that. in 1973 and 1974. Since then, its
share has risen to reach 45% in 1979, :

There is a widespread belief that Turkey has a great hyd-
ro potential which she can not utilize fully. It is estimated

that only about 15-20% of total hydro power is being utilized
already. The state institution, State Waterworks (DS1), res-

ponsible for hydro sources has a recent survey on the subject.
The survey states that somewhat 500 dams and 350 hydroelectric
power plants have to be built in order to fully utilize the
hydro potential existing in Turkey. However, such high figures
will bring as a consequence:

5 million hectares of land will be irrigated
- 200 thousand hectares will be protected from

overflows .
-  almost 1 billion m® clear water will be provided

- and, nearly 100 billion bulk kwh of electrical energy
- will be generated.

HYDROPOWER PLANTS in USE

Electricity Starting
Production Year of

(million kuhy| 'roduction

SARIYAR 400 1956 : '
SEYHAN 290 1956

KEMER 150 1958

HIRFANLY - 400 1959

DEM!{ RKOPRU 200 - 1960

KESTKKOPRU 250 1966

GOKCEKAYA 560 1972

KEBAN 5.800 - 1974

OTHERS 150 -

TOTAL 8.200 -
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There are a number of hydropower plants under construction
which are planned to start electricity production in a time span up

to a decade. Totally, they will generate about 24 billion kwh of
electricity. But, on the other hand, a number of thermic centers

are being planned which are expected to generate about 35 billion

kwh of electricity.

ENERGY PRODUCTION PLANTS

UNDER CONSTRUCTION

. Production
| Power -Plant & Installed Comsletipn Average Reliable
Capacity (MW) car Gwh Gwh
1. Combined cycle (60) 1980 180 180
2. Auto-production plant (37) 1979 185 185
3. Geo-thermal (15) 1981 g0 90
4. Soma - B (330) 1980 1,980 1,980
5. Yatagan (420) 1980 2,520 2,520
6. Afsin-Elbistan (A) (1360) 1980/82 7,800 7,800
7. Cayirhan (300) 1981 1,800 1,800
B. Y. Catalagzi (150) - 1982 900 900
9. Kangal (300) 1982 1,800 1,800
10. Orhaneli (200) 1982 1,200 1,200
11. Auto-production plants (140) 1982 700 700
12. 01d Units (-169) 1982

13. Can (600) 1984/86 3,600 3,600
14, Nuclear (600) 1985 4,200 4,200
15, Afsin-Elbistan (B) (1200) 1985 7,800 7,800
TOTAL (5543) 34,755 34,755

Hydraulie Power Plants ’

16. Dogankent (R){(38) 1980 157 0
17. Hasan Ugurlu (250} 1979 900 820
18, Suat Ugurlu (46) 1280 273 206
19, Aslantas (138) 1981 569 360
20. Keban (720) 1980/81 1,678 632
21, Kokluce (90) 1982 584 576
22. Adiguzel (42) 1981 250 150
23, Oymapinar (540) 1982 1,620 412
24, Karakaya (1-2-3) (900) 19812 5,354 5,354
25. Karakaya (4-5-6) (900) 1984 /85 2,000 675
26, Altinkaya (700) 1986/87 1,632 1,236
27. Y. Karababa (2400) 1986/88 8,795 7,500
TOTAL (6764) 23,842 17,921
-GRAND 'TOTAL (12,307) -+ 58,597 52,676
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2.‘TURKEY'S OIL OUTLOOK .

The oil crisis of 1973, when crude prices went up fourfold
has had a devastating effect on the Turkish Economy. * Though

Turkey was not immediately affected then, many of the present
iils can be traced back to that crisis. T

Turkey's oil bill has been steadily'increasing for  the
past 12 years, and has recently reached such enormous propor-

tions by Turkish standards that much of the country's export
earnings are devoted to financing only oil imports.

Since 1970, oil imports grew considerably, as indicated in
the table below: : :

0IL IMPORTS
(1970-1979)

_ CRUDE OIL PETROLEUM PRODUCTS TOTAL
YEAR | Quantity Value Quantity Value Quantity Value
000 tons |@ million 000 tons | & million | 000 tons | g million
[1970 | 3.478.6 49.1  357.1 15.7 3.835.7 64:8
1971 | 5.623.9 97.2 557.7 23.2 6.181.6° 120.4
1972 | 6.769.3 124.0 660.3 29.1 7.429.6 153.1
1973 | 7.827.4 200.1 265.6 17.6 8.093.0 217.7
1974 | 10.464.5 693.6 475.4 54.6 10.939.9 748.2
1975 | . 8.920.1 718.1 777.0 85.1 9.697.1 . 803.2
1976 | 11.512.7 1.002.4 1.032.4 100.0  12.545.1  1.102.4
1977 | 11.750.4 1.151.6 2.540.5 275.7 14,290.9  1.427.3
1978 | 10.762.1  1.043.5 2.814.6 345.2 13,576.7 1.388.7
1979 § 7.191.3 961.6 4.566.7 745.7 11.758.0 - 1.707.3

"Source: Ministry of Trade.

These figures tend to show the enormous jump in Turkey's
oil bill in the past five years.

In 1979, Turkey has imported $ 1.707 million worth of crude
0il and petroleum products -- a 22.9% increase over 1978.

crude oil from an all
10.8 million tons in
in 1979, dollar value

9.4 percent in 1978 and

In spite of decrease of imports of
time high 11,7 million tons in 1977 to
1978 and to a further 7.2 million tons
of Crude-oil imports decreased only by
7.8 percent in 1979,

Total imports of crude oil and petroleum products remained
roughly the same at 1.4 billion dollars in 1977 and 1978 and

increased to 1.7 billion dollars in 1979.

Y
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PRODUCTION

Turkey's annual crude oil production is slightly below
3 million tons.. Although it has been around 3.5 million tons
per apnum before 1975, it has fallen below the 3 million ton
level since then. -

‘Onthe other hand, oil imports have been over 10 million
tons for 1976, 1977 and 1978. It has fallen sharply(by )
to 7 million tons in 1979. ;

Consequently, the share of domestic production in total
011 consumption has gradually fallen down, from 50% in 1973
to about 20% in 1978, In 1979, however, domestiec production
has constituted almost 30% of total domestic consumption, due
to the low level of imports. :

CRUDE O1IL:
DOMESTIC PRODUCTION, [MPORTS & TOTAL SUPPLY
. (mitlion tons)

Domestic
YEAR | Production | Imports | Total Supply ’ﬁiﬁ?;ﬁo?q
(1) (11) {111) (1/111)
1970 3.542 3.478 7.020 50.4
1971 3.550 5.624 9.174 38.7
1972 3.388 6.769. 10.157 33,3
1973 3.511 7.827 11.338 30.9
1974 3.308 10,464 " 13.772 24.0
1975 3.095 8.920 12,015 26.0
1976 2,595 11.513 14,108 18.4
1977 2.713 11.750- 14.463 19.0
1978 2.736 10.762: 13.497 20.0
1979 2.834 7.191 10.025 28.3

. Within domestic production, about 40% is realized by the
TPAO, Turkish national company of oil extraction. Another
50% is claimed by Shell, and the remaining 10% by Mobil,.

. Total production in 1979 has been 2.831 thousand tons,
which represents an increase of only 3.5% over the 2.736

‘thousand tons production of 1978. TPAO has increased its
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4

pfoduction-by 16%, from 992 thousand tons in 1978 to 1.150
thousand tons in 1979.

CRUDE OJL PRODUCTION

(thousand tons)

YEAR . TPAD ERSAN | MOBIL=PANOIL].. ° §HELL TOTAL
Quant. % |Quant.| %] Quant.| % | Quant. % | Quant. { %
1955 178.6 (100 - - - - - - 178.6 100
1960 362.5 96 12.7 41 + - - ‘- - 375.2 100
1965 701.1 46 41.3 3 443.3 | 29 348.21 22(1.533.9 100
1970 |1.064.0 30 { 56.7 2 477.4 13 1.943.8| 55(3.542.0 100
1975 {1.101.6 35 12.7 1 352.3 11)1.628.9]| 53(3.0985.5 100
1976 |1.030.1 40 13,2 1 301.9 1111.250.1{ 48|2.595.4 100
1977 (1.070.1 39 3.7 - 426.0 16(1.213.2] 45|2.713.0 100
1978 992,2 36 11.0 - 356.6 1311.376.5] 5012.736.3 | 100
1979 |1.149.8 41 2.2 - 296.4 | 10{1.382.9} 49(2.834.6 100

Refinery Production

In Turkey, there are four 0il refineries with a total
0il processing capacity of 17 million tons per annum, They
processed a total of 13 million tons of crude oil altoget-
her in 1979 to obtain 11.2 million tons of petroleum products.

CAPACITIES & PRODUCTION OF
TURKISH OIL REFINERIES

(1979)
Capacity
Capacity Production Utilization(%)
IPRAS 7.800 7.600 97.4
ATAS 4,400 1.400 31.8
. ALIAGA 3.700 3,100, 83.8
BATMAN 1.100 1.075 97.7

~17.000 13.175 . 77.5

T AT T T T
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Due to the very low.level of oil imports in 1979 (because
of the foreign exchange constraints), Turkey's refineries ope-
rated at 77.5% of their capacity. Turkey has to give top pri-
ority to increase domestic production of 0il before undertaking
investments to increase her refinery capacity.

In view of the recent policy developments and the incenti-
ves the Government has provided to encourage foreign private
investment to supplement TPAO's own efforts in exploring and
developing indigenous oil resources, Turkey will have to in-
vest more and will have to cooperate with experienced foreign
companies to produce more crude oil as the world oil prices
continue their trend of sharp increase. S

" Reserves

‘According to a recent study,. Turkey's visible crude oil
reserves amount to 57m tons. But at present, Turkey produces
only 2.8m tons of crude a year from 1398 wells that were sunk
years ago. '

Yet another study,. by an ad hoc committee has stated that
- Turkey has probable crude reserves amounting to 600m tons.
If this proves the case, Turkey won't be needing to import
any crude in the years to come —--provided that at least 17m
tons of crude is produced a year. The present oil import bill
is as high as $3 billion. S

Oil,Explbrations

Foreign and local companies operating in Turkey have a
combined total of 270 oil exploration licences --250 in the
hands of Turkish companies, the remaining 20 in the hands
of foreign companies. The licences have been issued for a
total land of 13.9m ha. The TPAO has 243 licences covering
an area of 12,7m ha,

In the past few years, however, foreign o0il companies,
have been searching for o0il less and less, while TPAO has
concentrated its efforts on geological and geo-physical
studies. In the past two years there has been no geological
and geophysical study conducted by a foreign oil company.

This is partly because of lack of incentives granted to
foreign prospecting. As the following table indicates, foreign
0il companies were less interested in Turkey during the past
two years than any time in the recent history. =
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FIELD STUDIES IN ‘TURKEY

. Other _ _
TPAD Companies Total % of activity
Team Month Team Month Team Month TPAO Others

GEOLOGICAL FIELD STUDIES

1969 31 25/30 21 26/30 53 21/30 59 by
1970 28 ' 2h4/30 35 6/30 6k - Ly 56 .
1971 26 00/30 16 8/30 k2 8/30 62 38
1972 24 19/30 10 25/30 35 14/30 70 - 30

1973 41 27/30 - -
1974 39 17/30 2 7/30 . 41 24/30 95 5
1975 k2 23/30 9 5/30 51  28/30 . 82 18
1976 Lo 20/30 2 6/30 51  26/30 . 96 b
1977 79 14/30 1 22/30 B1  \6/30 98 2
1978 9  13/30 - 8/30 94  21/30 100 0
1979 79 23/30 - - 79 23/306° 100 0

GEOPHYSICAL FIELD STUDIES

1969 62 20/30 21 ., 11/30 ~ 84 1/30 75 25
1970 27 26/30 26 14/30 54 10/30 51 49
1971 47 26/30 35 25/30 83 21/30 57 43
1972 4o 23/30 12 17/30 53 19/30 76 24
1973 Ly 22/30 8 0/30 52 . 22/30 85 15
1974 37 00/30 12 5/30 5h 12/30 81 19
1975 by 7/30 10 5/30 L9 5/30 76 24
1976 6k 9/30 1 9/30 75 18/30 85 15
1977 90 7/30 3 20/30 . 93 27/30 96 b

1978 78 15/30 16 29/30 95 14/30 82 . 18
1979 79 23/30 - - 79 23/30 100 0

0il Drillings

"According to the available data, Turkey has only 33
wells to sink for o0il prospecting. The following table gives
the breakdown of the wells owned and operated by domestic

.and foreign companies alike.

1973 1974 1975 1976 1977 1978 1979

. TPAO 16 16 13 18 18 27 27 -
MTA ' 2 3 3 3 3 3 2
ALADDIN M.E. = 1 1 1 1 1 1 1
ERSAN PETROL 2 2 2 2 2 2 2
K.C.A, (SHELL) 2 2 2 2 2 2 1
TOTAL 23 21 21 26 26 34 33

There are not enough wells in Turkey to maintain a steady
level of output. Operational-wells of TPAO are only 27.
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CHAPTER XIII

THE STATE oF THE TURKISH ECONOMY
AT MID 1980 :

1. PRODUCTION

The major problems facing the Demirel government after as-
suming power in November 1979 was the problem of boosting pro-
duction and bringing down the rate of inflation. .

The policies followed by the government have had some suc-
cess in curbing price rises but they have not yet proven to be
effective in increasing production. The plan of the government
was to boost up domestic production by importing all of the ne-

cessary oil and raw materials. O0il and raw materials have so
far been imported in sufficient quantities but the available

production statistics indicate that the industry is-still ope-
rating much below full capacity and that production volume has
in fact decreased. : :

Production figures for 110 basic commodities in the first
gquarter of 1980 disclosed by the State Planning Organization in-
dicate that there has been a decrease in the production of - 75
" commodities compared to the fitst quarter of 1979. Commodities

whose production dropped included coal, copper, electricity, ci~
garettes, alcoholic beverages, cotton textiles, tyres, paper,

electric bulbs, and products of the automobile industry. On -
the other hand production of tea, gasoline, fuel oil and ferti-
lizers increased slightly.

If the trend continues a considerable decline can be ex-—
pected in the manufacturing output compared to 1979.

Though the expectation is that agricultural output will hit
a record level in 1980, the Turkish Economy cannot afford
further decline in its manufacturing output.

USE of CAPACITY‘(January - April)

, Out of 38 commeodities only 7 recorded increases in the ca-
pacity used., For 31 commodities the use of capacity in the
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FOREIGN EXCHANGE BUDGET 1980

(mill. TL)
Foreign Exchange Income ’
. Export Proceeds 2,500
. Workers' Remittances 1.500
. Tourism & Foreign Travel 250
. Other Invisibles - 250
. Program'Credlts 1.800
. Acceptance Credits &
Credits against Commodities 700
TOTAL ...vve 7.000
Foreign Exchange Outlays
Import Transfers
~ (Liberation) 4,475
+ Import Transfers
(Adllocation) 850
Others 75
Interest Payments 750
Repayment of Debt 850
TOTALI....C" 7'000
-Financing of Imports
1. Liberalized |tems 4,475
2. Allocated Items 850
3. Bilateral Agreements 150
Program Imports 5.475
k. Infrastructure 10
5. Projgct'Credits 580
6. Imports with Waiver 100
TOTAL .......

6.250
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BALANCE of PAYMENTS

.« (million $)
January - March -
. 1979 1980
I. Current Accounts '
A. Foreign Trade
1. Exports 661.7 699.7.
2. Imports -1.194.5 -1.355.4
Foreign Trade Balance ~ 532.6 ~655.7
B. Invisibles B : . o
1. Interest Payments on Foreign Debts -100.7 -102.3
2. Tourism & Foreign Travel (net) 12,7 31.2
3. Workers' Remittances 214.2 368.2
L. Profit Transfers _ ‘ -9.0 -7.8
5. Project Credits Service Payments -16.2 - (..)
6. Other Invisibles (net) 59.9 - 43.7
Invisibles Balance - 160.9 333.0
C. Infrastructure & Offshore 0.9 1.0
Current Accounts Balance -370.8 -321.7
Il. Capital Movements
1. Debt Repayment -85.2 -87.7
2. Private Foreign Capital 11.9 13.0
3. Project Credits ‘ 112.3 142.1
4, Imports with Waiver . 29.1 20.0
6. Program Credits 121.1 . 822.0
~ 6. Other Capital Movements '-197.3 -36.9
Balance of Capital Movements ‘ ) -8.1 872.5
Overall Balance -378.9 550.8
I11.' Reserve Movements (+ = Decrease) 71.2  -456.3
V. IMF ~13.7  -37.2
V. Short & Medium Term Capital Movements 247.9 ‘159.1
73.5 -216.4

VI. Net Errors & Omissions

Source: Ministry of Finance, June 10, 1980.
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first four months of 1980 was much lower than in the corres-
ponding period of 1979. .

Increased capacity was recorded in the case of benzine,
fuel oil, motor oil, crude oil processed, ammoniac, ure and
ammonium fertilizers. :

We can expect increases in the use of capacity in the se-

cond half of 1980, due to the time lags involved‘in the im~
port and distribution of inputs. : - Co

2. BALANCE OF PAYMENTS

The balance of payments for the first quarter of . 1980 -
shows a deterioration in the balance  of foreign trade = .in-

- creasing the deficit from 533 million dollars in 1979 to 656

million dollars in 1980. There-is on the other hand an im-
provement in the invisibles balance which increased from 161
million dollars to 333 million dollars in 1980. As a result

~of these changes, Current Accounts Deficit went down from 371

million dollars to 322 million dollars.

. There is a considerable increase in program credits from
121 in 1979 to 822 million dollars changing the end of March
1979 deficit of 379 millions to 551 million dollars surplus, .
The overall balance has thus been attained with very limited
short term capital movements 159 million dollars in 1980 as

contrasted to 248 million dollars in 1979, and with an  in-

crease in reserves (456 million dollars) in 1980 instead of
a deqrease in reserves of 71 million dollars in 1979. :

'FOREIGN EXCHANGE BUDGET

iForeign Exchange Income is expected to attain $ 7 billion

during 1980. Sixty percent of theé foreign exchange budget is
covered by Export Proceeds, workers' remittances and tourism.

"'On the other hand, 23 percent.of foreign exchange outlays

are.earmarked for interest.payments and repayment of debt.

. DEBT REPAYMENT .

 Debt repayment and"interests payments amounted to half a

billion dollars in the- first four months of 1980, Compared
with the four months of 1979, 1980 shows a higher indebtedness
of 14,5 million dollars, 4 million more of debt repayment and
11 million more of interest. On the other hand there is 152
million dollars less debt repayment for petroleum. As percent
of exports debt repayment
cent in January-April 1980
1979. The share of interest

in Jan.-Apr. 1979, it increased to 29.3 percent in Jan.-Apr,
1980. : | -

and interest amounted to 54.9 per-
- It was 65.3 percent in Jan-Apr.
1n total repayments was 24.5 %
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JANUARY - MAY EXPORTS

_ 1979 h 1980
Quantity Value | Quantity Value |
(ton) (000$) | (ton) (000 %) 1
[. Agriculture & : :

Animal Husbandry - 606,853 - 678,604
A. Cash Crops - 581,709 - 658,054
. Cereals - 54,227 - 10,118
Wheat 436,971 52,703 49,263 7,638
Others ‘ - 1,524 - 2,480
. Pulses - 22,007 - 23,797
. Industrial * .
Plants - 276,279 - - 305,160
Tobacco 42.095 108.830 58.713 161.992

Raw Cotton . 107.010 161.325 78.082 134.929

Linter - - 14,702 - 2.319 11.422 2,753
Cotton Waste 22 9 194 138
. Others - 3.796 - 5.348
. Fruits & Vegetabl. - 227.250 - 314.959
Dried Fig - 6.004 4.733] 4.483 4.901
Raisin . 31.222 44.764 34.040  56.299
Filberts 58.715 132.682 49,264  184.029
Pistachio 559 2.359 . 313 1.718

Other Hard T .
shelled fruits 1.958 2.549 2.661 4,871
Orange,Tangerine 25.938 8.493 25.943 11.369
Lemon - 18.789 6.380 43,117 19.948
Other Citrus fruits 4.731 1.023 4.922 1. 444
Other fresh fruits 12,160 6.127 13.717 6.024
Other fruits 1.762 4,578 5.481 . 12.948
Vegetables _ 60.903 13.562 34.754 11.408
. Seeds & 01l Seeds . - 1.742 - 3.851

. Other Plants - 204 - 169
B. Animal & Animal Prod. - 14,174 - 10.556
. Livestock 8.146 6.750
. Wool & Hair 5,842 3.473
. Other Animal Prod. 186 333
C. Fishery Products 7.440 . 6.452
'D. Forestry Products 3.530 o 3.542

{continued)
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JANUARY - MAY EXPORTS: - {Cont'd)

e i N M A T . e AT T T )

i ¥
iy 1979 1980
i\ Quantity. Value Quantity | Value
a (ton) (000%) |  {ton) (000§) -
o 1. .Mining & Quarrying _ 59,981 - 52.278
‘i‘ ' A. Non-metallic ‘
: Quarry Products - 46.922 - 40.424
f B. Mineral Ores - 12.347 - 11.814
} C. Fuels ) - 712 - 40
- 111, Industrial Products - 344,679 - 373.469
j A. Agre-based
: |1 processed prod. 70,046 - 71.895
» Processed
foodstuffs ‘ - 63,179 - 66.808
! » By-Products of o :
§ Food Ministry . 12 - 16
| . Processed :
5 Tobacco - - - 1
' . . Processed . ‘
. Forest Prod. - : 1.064 - 1,541
; . Processed
Natural Fibres ‘ s
! suitable for . ‘ '
’ spinning - 5.791 - 3.470
] B. Petroleum Products - - - 3.911
€. tndustrial Products | ' - 274,633 - 297.722
. Cement p - 28.878 - 8.527
. Chemical Prod. - 7.994 - 16,260
' . Rubber and Plastic - 1.336 - 3.474
. Leather Goods - 13.526 - 14.668
+ Forestry Products
Processing Ind. - 584 - 1.099
. Textiles - 174.606 - 173,856
. Glass Ceramic
canthern ware - 14.035 - 18.725
+ Steel Metallurgy .
. Non-Ferrous Metal :
Products C- ‘ 5.4941 . - 7.632
. Metalware Ind,Prod - 2.080 - 1.750
. Machinery - - 2.817 - 5.101
. Electrical and
Electronic appl. - 1.076 - 4,402
. Transport vehicles .
and components - - 9.169 - 25,565
: . Other Ind. Prod. } - 2.107 - 2.954
i GRAND TOTAL ...\ - 1.011,513 - 1.104,351




- 301 -

EXPORTS by COMMODITY GROUPS
in THE FIRST FIVE MONTHS OF 1980

‘A comparison of Turkish exports by commodity groups during
the first five months of 1980 with those in the same period of

1979 indicates a 11.8% rise in the cumulative value of exports
of agricultural and animal husbandry products, beginning. it up-
to $ 678.6 million from a level of $ 606.8 million‘of last year.
This growth mainly generates from a 38.6% increase in exports
of fresh fruits & vegetables, rather than those of cereals and

industrial plants. As a matter of fact, such traditional Tur-
kish cash crops as wheat, hazelnut and cotton experienced sig-

nificant drops either quantity or value-wise during the Janu-
ary-May period of 1980, As shown in the below table, Turkey
exported 30,000 tons less cotton this year, earning é 26,4 mil~
lion less money than last year. Wheat exports declined from

©436,971 tons to a mere 49,262 tons. In hazelnuts, although ex-

change value is higher, the quantity is 10,000 tons less than
that of last year.

-

In exports of industrial products on the other hand, the
rise is no more than 8%, mainly due to the rise in the value

of manufactured industry products than those of agro-based in-
dustries. J

FOREIGN TRADE

According to the State Institute of Statistics, Turkey's
imports in May 1980 climbed to $ 624.5 million showing an in-
crease of 93.7% from the previous month and 85.4% from the same
month of the last year. The total volume of imports in Janu-
ary-May 1980 period, as shown in the below table, -attained
$ 2,302.3 million showing an increase of 20.1% against the same
period of last year.

As for the export performance during the same period,there
is no marked increase as the total volume attaining $ 1,104.4
million is only 9.2% higher than the export volume of the same

"~ period of .last year. As a result, the foreign trade deficit,

during the first five months of the year has shown a constant-
1y widening trend having attained $ 1.197.9 'million, with' an

increase of 32.3% over the same period of the last year.

ANALYSIS of 5 MONTH IMPORT PERFORMANCE
by ALLOCATION and FINANCIAL SOURCES

A comparative analysis of the 5-month import performance
by allocation and financial sources on the basis of figures
released by the Trade Ministry (as shown in the below table)
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JANUARY - MAY |MPORTS

’ - 1979 1980
Quantity Value| Quantity Value |
{ton) (000 %) (ton) (000%) |
1. Agriculture & | J
) Livestock 17,212 . 19.107
= Rice ' 12.671 4,620 - -
- Merino . 2,269 7.829 2.000 8.140
- Hides 435 650 890 2.246
. = Cocoa 234 1828 159 570 .
= Other : 35285 8.151
1. Mining & Quarrying L 319.539 630.057
- Crude 0il : 2.648.710 271.689| 2.914.035 580.323
~ Coke 2.000 281 144,122 5,037
- Other 47.569 44,697
I, Industry Sector \ 1.523.642 1.618.206
1. Agricultural - _
: Based Products : 123.351 64.562
! -Animal & '
‘ Vegetal 0ils - 1.549 1.515 12.537 9.323 .
: ~Textile Fibers 3.494 4,221 8.426 14,203
| -~Sugar i .e - 10.500 6.040
~Fats _ 195 97 791 418
= ~Soyabean 0il 11.885 8.743 46.357 30.882
g -Others 8,775 3.696
i 2. Petroleum Products ‘ 299,581 315.176
~Fuel 0i1 1.069.565 . 90.950 366.567°  70.215
=Lubricants 43.832 12,619 4,692 2,132
~Petroleum Gaseg 161.897 24,218 201,818 68.875
~0Others 171,794 : 173.954
3. Industrial Products - 1.200.710 | 1,238,468
1. Cement ' 47 . 155
2. Chemicalg . 372.475 . 382.581
3. Rubber-Plastics 62,393 64.203
4., Hides - Leather 140 ' - 81
5. Forestry Prod, . 492 640
6. Textiles - 18.959 o 29,090
7. Glass, Ceramics 7.091 12.886
8. Iron & Steel ' . 120.962 | 162.843
9. Non-Ferrous Metal 17.068 25,245
10, Metal Products 5.923 13.503
11, MaChin?s . 352,920 318.334
12. Electrical Appl. - 89.209 92,757
13. Motor Vehicles 118,921 ' 86.653
14, Other Industries 34.110 49,497
; V. Imports with Wajver 56,503 35.110
: GRAND TOTAL . 1.916.901 2.302.480




reveals that Turkish importers are showing a growing
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1

prefe-

rence for liberalized goods than those under the quota lists
as direct result of liberalization policies initiated early

this year.
the value of liber
subject to quotas

As a matter of fact, during the analysed period,

alized imports
declined by 3.6

33.7% while imports
ye-

rew by
as against the value

ported for the same period of 1979.

1ateral Agreement Countries,
of capital good imports financed by foreign investors,

There has also been a marked increase in imports from Bi-

and more significantly, in value
en-

tering under the Foreign Investment Promotion Law.

‘As against these,
Turkish migrant labour

Imports with Waiver undertaken mostly by.
dropped sharply by 37.3% from a

of $ 11.5 million of last year.

JANUARY - MAY PERIOD
LHPORTS
1979 1380 ‘Changes
| (000 $) | (000 §) (2)
1. Liberalized - ’ 1,267,327 1,694,253 33.7
2. Quota List 379,675 306,799 -19.2
3. Bilateral Agreement -
Countries ' 31,59 42,159 33.4
. TOTAL o o
Programmed Imports 1,678,598 2,043,211 +17.8
L, NATO-tnfracture 6,970 1.820 -73.9
' 5, Private foreign
capital ' 12,572 19.870 +58.0
6, Project Credits 150.696 195.209 29.5
7. Sarplus l - - -
8. Imports with Waiver: 56:508 35.109 -37.9
-9, Others 11,557 +7.258 37.1
TOTAL 1.916.901 2.302.4B0 . 20.1
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When exports failed to expand and imports surpassed *hat
of the last year, the trade balance wasg in the red by a larger
amount. By the end of May 1980, imports totalled $ 2227.8 M
compared to $ 1916.8 M of the last year. Thus, in the first
five months of the year trade deficit was $ 1:123'4;53217‘9'M.
more than the trade deficit of the sfame period of the. 1979,

Judging by the bast experience of the economy and the ba-
lance of payments performance till the end of May 1St may safe—
ly conclude that by the end of the year the trade balance will
again be in the red by a considerable amount. Thanks to the
expected inflow of the workers’remittances, and the expected
rescheduling of foreign debtg which will mean that Turkey will

THE TRADE DEFICIT

(million §)
B 1979 1980

HONTHS Imports | Exports | Deficit Imports | Exports | Deficits
January . 278.9 216.1 62.8 419.5 227.9 191.6
February 389.5 249 .2 140.3 586.8 242.4 344.4
March 525.8 196.2 329.6 349.0 229.2 119.8
April 386.6 187.3 199.3 322.4 211.3 111.1
May - 335.9 162.4 173.5 550.0 193.6 356.4
TOTAL. ., 1.916.8 1.011.4 905.5 2.227.8  1.104.4 1.123.4
Export/ _ :
Import 52.87 49.67
Ratio

More explicitly stated Export proceeds are barely enough
to finance half of the import needs.

The present cerisis has been e€ye-opener for most of Tur-~
key's big business, who until a few years ago, gave little
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though!to the export business. 1In'this it does not deserve
all the blame as all economic policies were profitable for im-
ports rather than for exports. Since emphasis now is on more
and more exports, the only way Turkey can recover economically,-
restore her international creditworthiness and start servicing
her debts, much depends on the private business's ability to
expand onto foreign markets.

For too many years, the average Turkish businessman was ad-
dicted to the notion that he could sell everything in the do-
mestic markets, at any price. Within that economic framework,
it should not seem at all surprising that few businessman,in-
cluding foreign entrepreneurs,bothered to think about export
business.

But in view of the depressed state of the domestic markets
- many business have started to-seek contacts abroad for the mar-
keting of their products. This is partly due to the unavaila-
bility of foreign exchange which has greatly reduced the in-

flow of essential imported inputs into the firms and forced the
firms to operate below capacity.

Under these circumstances the provisions allowing expor-
ters of industrial and mineral products to retain 50% of their
export earnings for their import financing purposes does cons-
titute a very good incentive,

But all this change of directions is in such strong con-
trast with the previous business environment that it requires

- a certain time for business to take the new decisions and opt
to shift their operations towards external markets.

WORKERS! REMITTANCES

Workers'! remittances increased at a considerably higher
rate in February and March 1980, in contrast to lower rates.in
1979, but in April and May 1980 there was a considerable de~

drease.due to special premium applied to workers'! remittances
in April and May 1979.

4 Change

Months 1978. 1979 | 1980 7975778 1960/79
January 42,41 83.1| 83.3 96.0 0.2
February 43.47 75.4; 173.3 73.7 129.8
March 73.5] 55.7{ 111.7 -24,2 100.5
April 55.5{ 128.6{ 113.3 131.7 -11.9
May ' 61.6] 639.3] 103.2 937.8 -840.0
Jan.-May 276.3) 982.1| 584.8] 255.4 -40.5
Jan.-Dec. | 983.0;1969.3; .. 72.4
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EXPORTS, WORKERS‘ REMITTANCES

and
IMPORTS
(million $§)
_ |
%
1979 1980‘ - Change
" Imports 1916.8  2227.8 16.2
Exports S 10114 1104.4 9.2
Workers! . '
Remi ttances 982.1 584.8 - -40,5
- 'TOTAL_ : 1993.5 1689.27 -15.3
- Exports+Workers!
Remit. . 104% . 75.8%
Imports

With imports during the first 5 months of 1980 exceeding

by 16.2% those of the corresponding period of 1979 with ex-—
ports exceeding those of 1979 by 9.2% and with workers' remit-

tances lower by 40.5% the financing of imports was fully co-
vered in 1979 (104%), but was covered only by 75.8 in the
first five months of 1980, ‘ . ' :

It is true that the difference is due to a large extent to
the unusual increase in workers' remittances during the second
quarter of 1979, - :

3. INFLATION

Following the stabilization measures of January 25 State

. BEconomic Enterprises and private firms increased their prices.

As a result of these price hikes the wholesale price index shot
up by a record rate of 29.2 percent in the month of February

'1980.

In the following two moﬁths, the rate'of price increases
dropped considerably, The wholesale price index increased by

only 4.4% in March by 3.5% in April and 2.9% in May.
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It can be assumed that the drop in the rate of inflation
is to.a large extent due to the tight money policy. .But as
much as the tight money- policy, the decline in the demand fol-

lowing the huge price increases of January and February, and
the mushrooming of many consumer durables on the market were

equally effective in bringing down the inflation. Reliable
official statistics on consumption expenditures.are not avail-
able but the general belief, commonly. shared by the indust-
rialists and businessmen is that huge price increases in Feb-
ruary put many commodities beyond the reach of the average
consumer, who could do nothing but cut down his consumption
of many goods and services, A typical example is the case
of PETKIM, the main producer of petrochemicals in Turkey.Pri-

marily due to the decline in demand for its products stocks
of this institution reached an unprecedented. level-six times

higher. The decline in the demand for the products of PETKIM
‘was in turn due to the decline in the demand for = consumer
goods. : -

A second reason for the drop in the monthly rate of 1in-
flation is the sudden increase in the qlantity of many consti-
" mer goods on the market, but not because of an increase in
the volume of production but because of stocks previously ac-
cumulated. '

MONTHLY CHANGES in THE WHOLESALE PRICE INDEX (%)

1

1979 | 1980

Feb./ | Apr./ TMay/ Jan}/ Feb./ | Mar./ [Apr./ May/
Jan. | Mar. | Apr.| Dec.79]| Jan. Feb. | Mar. Apr.

GENERAL INDEX 4.8 7.7 4.6 9.2 29.2 - 4.4 3.5 2.9
| A. Foodstuff '
- & Feeds ' . :

1. Cereals 4.2 -0.8 1.9 5.2 31,2 13.7 -3.9 3.6
2, Pulses 1.8 -4.1 -=0.4 6.9 14.8 -0.8 -4.0 3.0
3. Others 6.5 9.3 5.2 18.9 33.6 16.8- 10.8 7.8
4, Animals 7.5 -2.7  15.5 22.3 10.9 3.4 -0.5 2.2
5. Animal -
Products 1 6.5 3.5 1.9 4,9 26.1 -1.6  =3.1 6.4

6. Animal ‘ - ' ‘ ) '
Feeds 0.8 8.3 2.0 6.2 25.3° 9,3 =3.7 0.8
TOTAL{1+6) |~4.9 2.4 4.5 10.8  24.5 7.4  ~0.3 4.5

B. Industrial
Raw Materials

7. Fuels 1.6 6.5 5.2 10.7 45.1 1.5 7.2 2.3
8. Minerals 7.1 40.8 1.7 3.0 57.1 2.0 1.6 -0.4
9. Textile Mat.| 5.7 13.8 13.8 9.3 19.4 -6.6 15.2 -0.2
10. LeathergHide|15.9 15.8 15.9 2.9 5.2 6.8 3.7 . 2.5
11. Ind. Mineral| ’
0ils 0.2 29.3 29.3 5.3  62.5 3.9 15.0 0.3
12. Papers 0.0 0.4 0.4 . 1.0 103.1 0.8 -0.4 0.0
13. Const.Mat. 1.8 11,1 11.1 7.0  16.6 4.4 3.7 1.6
_ TOTAL(7-13) | 4.6 15.4 4.9 7.3 34.9 1.2 8.1 1.2
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In March, April and May 1980 there is a deceleration An
the rate of increase of wholesale prices from 4. 4% to 3. 5%>amd
to 2.9% respectively. While during 1979 the rates of increase
of wholesale prices were much higher in fact they were 5.1%,
7.7% and 4.6% in 1979 ‘ :

In the massive price. hlkes‘reflected in the February whole-
sale price index 1ndustr1al prices increased by much more than

food prices.

With the exception.of February the wholesale price ' rises
of the four months following the policy measures of the 25thof
January have been. relatlvely lower than the correspondlng rates

of the previous three:years.

Price rises in March 1980 were higher than 1977 equal to
1978 but lower than 19279, . :

Price rises in April 1980 were equal to 1978 but lowerfor
1977 and 1979. : .

Price rises in May 1980 were hlgher than 1977 but - lower

. than 1978 and 1979.

- .

“PRICE~ INCREASES DURING
MARCH, APRIL, MAY

Price increéases at the wholesale level increased by 11.3%

' during the three months following the big price hikes of Feb-

ruary 1980. They increased by 18.6% in the correspondlng pe—

"riod of 1979 and 11.5 1n 1978. .

Istanbul Cost of Living 1ncreased by 11% during thé March-

. May quarter of 1980 12-5%-in 1979 and 10.3 in 1978.

Ankara Cost of Living index of the same guarter went up by

24.9 percent a rate much hlgher than 14.5% of the correspond—
ing period in 1979, and 16. 5% in 1978.

~ The more recent prlce data avallable covers the month of
May. All price increases for this month are lower than 1n'78

. 1979 but hlgher than 1976, 1977.
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QUARTERLY INCREASES
' in
PRICES

(March - May)

ToSt of Living

YEAR ’ Wholesale Istanbul [ Ankara N :

1980 11.3 11.0 24.9 |

1979 18.6 12.5 14.5

1978 11.5 10.3 16.5

1977 6.0 5.4 4.3

1976- I 7.1 1.7 3.3 .

PRICE INCREASES in MAY

. : Cost of Living

YEAR _ ’ Wholesale Istanby] | Ankara

1980 2.9 3.0 3.1

1979 4,7 4.4 3.4

1978 3.2 5.2 11.1
. 1977 1.2 1.6 1.2
L1976 2.6 0.4 1.1

4. MONETARY SURVEY: :
THE FIRST SIX MONTHS oF 1980

A survey of monetary expansibn Since the'beginning of the
year reveals, g slower expansion both in the volume of bank
notes in circulation and in money supply in 1980, as compared
to the same period of 1979, ) _ ' :

As can be seen below the rise of.bank hotes in circulation
during the first half of 1980 1$.20.9% as against 25.6% 1in the

+ Same period of 1979, the rise in the mnoney supply during - the
5-month period of 1980 is 11.6% ag against 62.1% in the same
beriod of 1979. However this slow €xXpansion both ipn- money

Supply and in the

circulation of banknotes does not
the expansion in ;

he credit'Volume,
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to 33.4% and 17.3% in 1980 as against 18% and 5.9% inthe same
period of 1979,

As far as the Central Bank is concerned, the factors con-
tributing to this expansion are characteristically‘,diﬁferent
from those of the last year, since the. expansion- in" 1979 when
Ecevit Government was in power was solely due to,the larger
credit extended to public sector while in 1980, it is mainly
due to credits extended to private sector. As a matter of fact,
the public sector credits grew by 21.8% in 31 December by 5%.
This year, on the other hand, credits to private sector ex-
panded by 63.5% as opposed to a slower climb (20.3%)_in cre-

dits to public sector, _

The slow expansion in money supply owes its reason more to
the sharp decline in the rate of increase of sight ‘deposits in
a period of three~digit infldation than to the slower increase
in the actual volume of bank notes in circulation. As a mat-
ter of fact, total sight deposits including those in the Cen-—
tral Bank rose by 9.7% in January—dJune 1980 period as against
the 18% rise in the same period of 1979. The slower rise in
deposits is not confined alone to the sight. deposits but also
to all bank deposits, the total volume of which went up only
TL 31.5 billion (7.1%) in 1980 as against a rise. of Ti 45.4
billion (16%) in the same period of 1979, :

On the credit side, however, it is notéworthy that . the
rise in the commercial ¢redit utilization has been higher 4n
1980 than in 1979, As a matter of fact, the total credit vo-
lume extended by the commercial banks went up by TL 79.2 bil-
lion corresponding to a rise of 17.4% in 1980 as against .= a
rise of TL 17.5 billion (5.9%) in the same period of 1979,

BANK DEPOSITS

The rate of increase of bank deposits during the first-five
months of 1980 was much below the rates of the corresponding
period of 1979, except commercial sight deposits which inereased
at 10.9% in both years. SR .

Savings Deposits increased by 7.6 in 1980 as compared with
24% in 1979, . ‘ | . :

5o Bht deposits increased by 8.9% in 1980 as compared with
20, 5% increase in 1979, ' - _ .

Time deposits increased by only 5.6%. Thé rate of in-
crease in the corresponding period of ‘1979 was 30%.

When deflated by the wholesale ﬁrice'inﬁeﬁ which increased
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by 57% in the first five months of 1980 it becomes obvious

that bank deposits decreased by around 32 percent in ‘real
terms in the first five months of 1980.

This negative performance of bank deposits is expected to
improve after July 15t with the removal of the ceilings on
rates of interests of bank deposits.

BANK CREDITS | -

The rise of bank credits in the first five months of 1980
attained a rate of 17.4%

as against 5.9% in the same periodof
1979,

Specialized credits increased by 15.7% in 1980 as against
5.6% in 1979,

Commercial credits increased by 18.1% in 1980 as against
6.1% in 1979, '

Direct credits of the Central Bank recorded an increase of
only 12.4% in 1980 as against 19.2% in 1979.

RECENT DEVELOPMENTS
in THE CAPITAL MARKET

Following the economic
Sue of private sector sec
ring February-June 1980. .

meéasures of January 25, 1980, is-
urities amounted to 9 billion TL du-

More recently the annualttotals have not exceeded half of

the amount issued in the 5 months of 1980. 1In fact, the an-
nual totals were 1.6 billion TL, 2.2 billion and 4.5 billion
for the 1977, 1978 and 1979, 1

EXPECTED EFFECTS of INTEREST RATE CHANGES

We have Iabelled above the monetar
stabilization pProgramme as the

measures. The programme had su
in the lending and borrowing ra

count rates of the Central Bank
rage by two percentage points.

¥ policy of the January
weakest element' of the chain of
fficied with marginal increases
tes of commercial banks. Dis-

In an economy experiencing hyper—inflation, such minor ad-
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i

justments in interest rates are far from curbing consumption
(stimulating savings) or channelling investible funds “into
productiveractivities.,;Aware of this fact that the  govern-
ment let the rates on time deposits and credits free, to be

determined by the commercial banks and other financial ins—

titutions, and increased the rediscount rates of the. Central
Bank. ’ : :

The importance of the new interest rate policy for the
Turkish economy cannot be overemphasized. Low interest rate
policy of the last decade was the primary cause of the dec-
line in the volume of domestic savings and ‘the emergence of
a strong unorganized money market. Under the pressure of
accelerating,inflation, which climbed to 80% in 1979, -the
cost of holding money increased proportionately and most of
the people heavily invested in inflation proof assets, such
as gold, foreign currency housing and land, Those who did
not have sufficient funds to afford buying land or a house
preferred to invest their savings into gold, and even_ consu-
mer durables rather than depositing with a bank. It is
thus no surprise that ‘demand for gold and other interest bear-
ing assets rocketed along with a decline in the volume of do-
mestic savings. National accounts figures published by the
State Planning Organization (SPO) portrayed the  dangerous
trend in domestic savings. Last year the average private pro-
pensity to save dropped to 0.13 from 0.15 in 1978. :

Another cgnsequence of low interest has been a flight a-
way from bank deposits to bonds and other financial -assets
offered by private bankers with higher interest. Thus, in
the first quarter of the year saving deposits with a spread
of more than one year at the banking system went up only 5.9%
compared to 13.4% increase in total deposits. Similarly the

ratio of total deposits to GNP dropped from 24.5% in 1977 to
29% in 1978 and to 20.2% in 1979. '

This trend of coursé is as dangerous as the accelerating
inflation itself. A decline in domestic savings will reduce

the surplus funds available to the soeiety and push down 1in-
vestments unless foreign savings (credits) increase.

i
For policy purposes it is important to note that the trend
in domestic savings run parallel to the trend in prices sug-
gesting that either accelerating inflation induced low 3avings
or declining saving propensity induced more inflation. The
new interest rate policy is thus expected to decelerate con-
sumption expenditures and hence 'price rises.

. It is definite that higher interest rates will induce sa-
vings but will also increase the cost of borrowing to inves-

tors. But this does not necessarily imply that investments
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will decline. Interest rates are not the sole determinant of
the volume of investments, -With an increase in the volume of
domestic Savings investments may pick up when the changes in
the other determinants of investments more than offset. the ad-
verse effect of higher interest costs. : -

The Histinquishing characteristic of the January stabiliza-
tion programme was the strong move towards a liberal economy.
With the programme the Price Control and Price Determination
Committee was dissolved and autonomy was given to the . State
Economic Enterprises to freely determine their prices without
government interference, The object of.‘this move was to give
fuller Scope to market forees in the,determination of prices.
An important factor hindering smooth functioning of markets
was thus eliminated. But centrally administered interest rate
policy could not be consistent with free pricing policy, be-
cause by fixing the lnterest- rates the government had in fact
fixed one of the most important prices in the economy, namely
the price of money. For perfect functioning of markets both
the prices of commodities money as well as the exchange rate,
had to be left to market forces. The government undertook to
adjust the external value of the Lira against foreign curren-
cies almost instantaneously; .Under this bractice, the exchange .
rate between the Lira and other currencies has been changed
eight times since January 25, 1980. :

The practice in fact Tepresents a shift from the fixed ex-
change rate system to what economists call Crawling peg or

sliding beg. With the new system adopted one may expect al-

Given that domestic pPrices will rise more than - foreign .
Prices in near future one may expect frequent mini-devaluations
to be undertaken compared to maxi but infrequent devaluations
of the past. Given that devaluations are inevitable, it ig
better to have mini but frequent devaluations rather than ha-
ving infrequent but maxi ones. The underlying primary argu-
ment is that with the mini—devaluations the uncertainty -’ sur-
rounding future exchange rates wil] be reduced with favorable
impact on eéxports. Against this advantage ofcourse a !disaﬁ—

the mini—devaluations compared to the previous practice, . To
this must be added the psychological impact of devaluations.
But this argument cannot be much emphasized given that in the

course of time publie may get accustomed to frequent devalua-
tions and get useq to live with them, ' :
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. Uncertainties will be eliminatéd, if' the dates of the mi~
ni-devaluations are pre-determined for instance the  first
three days of every month.

The primary objective of the mini devaluations is to main-
tain the competitive power of exports in international —mar-
kets. The decision to grant autonomy to the SEEs in fixing
their prices and limiting their access to Central Bank credits

was similarly based on efficiency considerations. It is high-~
ly probable that the new interest rate policy will have the

same effect on commercial banks., Commercial banks with their
thousands of branches work inefficiently in that their per-
sonnel and fixed capital expenditures are too high - compared’

to international standards. Once the government control on
interest rates are removed they will have to compete for de-

posits and pay lip service to efficiency considerations.

More efficient economy is desired by all concerned. But

whethér these will suffice to eliminate all of the inefficien-
cies surroung - the manufacturing industries is still question-
able. This difficult problem will not also be solved by mere-
ly exposing domestic industries to more foreign competition.

Even if they are exposed to foreign competition it will not be

possible to reduce long run costs without expanding the size
of many plants in the industry which are much below world

standards.

5. THE EMPLOYMENT SITUATION
AT THE END OF APRIL 1980

Manpower supply continued to increase, it went up to 16.735
thousand at the end of April 1980 from 16.670 thousand at the
end of 1979, an increase of 65 thousand. According to statis-
tical information manpower demand increased only by 20 thou-
sand raising thus the non-agricultural unemployment. t 1685
thousand or to 14.25% of manpower supply. : "

Industry absorbed only one thousand people, services :34‘
thousand and foreign countries 9 thousand.

Detailed analysis of open unemployment in Turkey by the
end of 1980 shows that out of 200 thousand, 125 thousand are

straight forward unemployed without any specific personal sta-
tus characteristics.

From the point of view of waiting time around 80 thousand
are waiting for more than 6 months to find employment. The

rest is equally distributed by 20 thousand for each category.
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P ‘ The bulk of the unemployed are aged 20-29, they number
= ‘ 130 thousand out of 200 thousand. ‘ -

Most. of the unemployed have not had any education after:
primary school. Their number is 115 thousand. ‘But there are

also 25 thousand high school graduates, 28 thousand and clas-

- sical lycee graduates and 20 thousand artisanail lycee graduates
- unable to find employment. 83 percent of the unemployed -are

males,

is estimated that the number of openly unemployed will go  on
increasing. :

With  recession in‘Industry,'and Construction going on, it

. The analysis of openly unemployed presented above does
give an indication of the relative importance of the fources
- of unemployment ,

EMPLOYMENT (000)

Aprit [

Population 44105 43.800  42.850  41.950 |
Active Population 25.200 ° - 25.000 24,200 23.500
; Z 57.14 57.08 56.48 56.02
o Manpower Supply ‘ 16.735  16.670 - 16.429 16.180

' Participation ‘ '

to Work Force 66.4]1 66.58 67.89 68.85
Manpower Demand = - 14.350 14,330 14.205 14.063
Agriculture 8.370 8.370 8.365 8.360
Industry : 1.926 1.925 1.897 8.857
: Services 4.045 4.011 3.925 3,827
P Abroad 9 24 18 19
| " | Unemployment 2.385 2.340 2.224 © - 2,117
| Agriculture 700 700 720 740
| Nonagriculture 1.685 1,640 1.504 1.377
1 Seeking Employment 425 442 . 535 241
f Non-Seeking E£mployment  1.260 1.198 969  1.136
; Excess Manpower (%) 14,25 14,06 13.55 13.10
| .

Source: Anka, May 29, 1980,
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ANALYSIS of OPEN UNEMPLOYMENT -

(April 1980)
Male Female Total
Total Opén Unemployment 184.255 36.573  220.020
Personal Status ' -
. Waiting for their M111tary Service 11.755 - 11.755
. Discharged from Military Service 27.652 - 27.652
. -Student 9.066 7.185 16.251
. Newly Graduated-- 3.162 1.059 5.021
. Handicapped. 24,411 . 2.485 26.896
. 01d Convicts 7.549 36 7.585
. Returning from Abroad 90 ' 10 . 100
. Others 100,579  24.990  125.560
Waiting Time . =
. 15 days 16.951 3.482 20,333
. 30 days 17.113 ° 3.440  20.561
. 1-2 months 18.399 3.975 22.374
. 2-3 months - 17.971 3.759 21.730
. 3-4 months 16.944 3.656 20.600
. 4-5 months 15.320 3.127 18.447
. 5-6 months 15.162 2.817 17.979
. more than 6 months 66.495 12.309 78.804
Age Groups .
. 14 and less - l.10 747 1.848
. 15-19 21.397 10.193  31.590
. 20-24 64,100 12.609 76.717
| . 25-29 48,421 6.174  54.595
% . 30-34 24,027  3.530 27,577
I . 35-39 12.456 1.787  14.243
? . h0-44 7.005 889 7.894
! . 45-64 5.539 630 6.169
’ . 65 and more } 201 14 - 215
S , Educatlon Level '
i . Analphabet 19,357 2,472 11,829
3 . Literate _ 12.533 ©  3.014 15.547
E . Primary School Grad. 103.528 - 12,230 115.758
1 . High School Grad. 20.670  4.817  25.487
4 . Artisanal High Sch. Grad. 471 . 113 504
b . Lyce& Grad. ~17.141  11.090 28.231
3 . Artisanal or Tech.Lyceé Grad. 17.292 2.339 19.631
3 . After Lyceé Artisanal Education 519 83 602
E . University Graduates 2.744 415 3.159
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6. BUDGET REVENUES

Tax revenues recorded a 170% increase in April 1980 in
comparison with APril 1979. When deflated for 12 months price
increases, the real increase in tax revenues amounts to 38.7%.

- The main items of tax categories do not show any serious devia-

tion from this averagé except tax revenues from Foreign Trade
which did not show any serious movement in April 1980.

The total revenues for March and April on the other hand
are far from giving the same impression. The rate of ~in-
crease of tax revenues for March - April 1980 is 114% in com-
parison with the corresponding period of 1979. Various tax
categories show big deviations from this average. Taxes from

services show a rate of increase of 140%, which when ' trans-
lated into fixed prices gives a rate of increase of 0.5%. .

. Taxes from.commodities increased by only 81%, but in real
terms showed a decrease of 41.7% deflated on a yearly basis.

- Tax revenues from Foreign Trade registered a decrease of
23.8% which when expressed in real terms becomes much more se-
rious.

April March-April
5 ‘ %

, [1979[1980| ¢hange | 1979 | 1980 | 5
General Budget Revenues - 36.1 94.0 160.6 | 65.7 134.1 104.1
A. Tax Revenues | 32.6 88.1 170.2 | 59.1 126.5  114.1

1. From Income 21.9.59.0 168.7 | 39.0 84,2  115.9

2. From Wealth 0.2 0.4 129.8 0.4 0.6 . 41.0

3. From Commodities 3.0 8.1 171.0 6.8 12.3 81.2

4. From Services 3.5 9.5 173.2 | 5.3 12,7  140.0

5. From Foreign Trade 4.0 0.1 -97.2 7.7 5.8 ~-23.8
B. Non-tax normal revenues 3.5 5.9 65.6 5.3 7.5 41.6
€. Special Revenues ‘ '

& Funds : ) : ) 1.2 ‘e -99.8
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7. A NOTE ON OIL AND
PETROLEUM PRODUCTS

Imports of crude oil have decféased'by 4.6 iﬁ’the - first
four months of 1980 in comparison with the corresponding im-
. ports of 1979. . . L R ‘ ' SR

_ Production of crude oil on the other hand decreased by20.3.
Total crude oil has thus decreased by 9.2%. Imports of Petro-
leum products were less than half by end of April 19280 compa-
‘rison with the corresponding period of 1979, but production is
larger by 24.4 percent. But still total petroleum products are
'smaller by 9 perpent. ' ‘

Rough estimates place the need to 5180 thousand tons and
assume it constant for both years. '

Thus 80 percent of the needs have been already covered in
1980, in contrast to 87.7 percent in the corresponding périod
of 1979, ' A '

JANUARY - APRIL
- {thousand tons).

1979 | 1980 | % Change
" Crude 0i1 ! :-f - |
Imports - 2.347 2.239 . -4.6
Production 961 . 766 : -20.3
TQTAL...' 3.308 3.005 . =9.2
Petrdleﬁm Prod. _

Imports ‘1 2,014 986  -51.0
Production |_2.530°  3.148 - +24 .4
CTOTAL... | 4.544 4,134 -9.0

Need Assumed

-Constant " 5.180 5.180

Need for

Additional ,

Imports 636 1.046 64.5
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8. Constructﬂoh'Activities

During the first four months of 19
cations for building permits has decre
31.702 ini1979 to 19..299 in:1980). -

. ¢ Cost of construction as expressed:
sed by 72.4%' in January-April 1980 in
'ponding period of 1979

BUILDING PERMITS

-~

1

80 the number_of"appliu
ased by 39.19% (from -

ed by these applications
in 1979 to 8.9 million

,
,
1
=
~HE
Ay
:
,

in TL per mz has increa-
Contrast to the corres—

January-Apri |

7.659

3
; ' 3 1980 1979 Change
Numbe r _ 19.299 31.702 - 39.1
Surface (000 m?) 8.913 12,002 - 25.7
Cost (Miliion TL.) 68.265 53.314 .28.0_
Unit Cost (TL./mz) 4. 442 72.4

|

The number of occupancy perpits on

the' other hand remained

the same while the surface in m* increased by 7.9% during the
four months of 1980 in contrast to the corres onding period
of 1979 (from 4.8 million m . to 5.2 million m increased by = |
67.9%. ‘ i v : o ‘
OCCUPANCY PERMITS
_ January-Apri] . A
1980 1979 Change
- Number 18:186 ~ 18.200 - 0.1
' . Surface (000 mz) 5.160 4,783 - 7.9
Cost (Million TL.) 40.134 22.160 81.1
Unit Cost (TL./m2)" 7.778 4.633 67.9
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© - maetings, news releases, and other channels,

- The. greatest part of its income I8 from annuyal

“.v.8ubgeriptions by its Assoclate members and thair

organizations.. And this is g larger gense in .

. which-to view the scharitables nature of TUS/AD's

. work. lts _certificate of Incorpotation stgtes that

- TOSIAD's” sundamental purpose is «to promote public
welfares. it pledges TOSIAD 1o corry on its work
In the open-minded and stroight forward spirit which
characterizes oll efforts to seak, to lsom, and to -
Promulgate the tiuth, :

Delivaring information

Publications, mestings and news releases tra the

- primary means by which TUSIAD shares buslness

ond economic intelligence with its varlous audiences.

« TUSIAD regularly roceives o great variety of
statistical series ond analyses describing whot
Is happening in significant sapments of the -
aconomy. They are of special value to Parffoment
and government members, governmant officials and

™ -private sector executives, economiste ond other

- “professignals in both: the public ond private
sectors, and the news media. C

Publicatfons B

-TUSIAD dslivers published resenr¢ch and
intormatlon In o varlety or forms - from single

". shebt ‘tables, charts or text. to major studies
Tunning to.several hundred pages, The flow of ‘thig

- matarial is continuous throughout the yedr, with

- TUSIAD distributing roughly 200.000 published items
annually to members and Assoclgtes and others
in the country and around the world, P
TUSIAD reports are: for lay audiences and
considerable effort Is devoted to making them
¢lsar, conclse and objective. Technical largon s -
avoided wheraver possible, and great core is ‘
taken to ensure that research publications

" present fact and not oplnion.

R

'_ Among TUSIAD economic serles und reports are :

= 6OR0S o '
A monthly economic raview on economic topics.

_In the best contémporary magazine journgiistic
tradition, the professionally edited monthly

‘magozine, GOR(S corrles orticles by researchers

frem many fields of endeavour. This is o publication
ot factual presentation, gvew month 5000 coples
have been printed and it hag couniry-wide -
distribution.- - ‘ ’

* sConjoncturar Reports . )

- TOSiAD economists carefully study the economic
conjonclure within Turkey as well gs the
intsérnationa) development, ond publish 3 conjoneture
reports. Throughout the 'years, these reports
have had o iofge range of distribution,

» Bector studies ) .
TOSIAD -also publishes various sector studies
which examins both the bottlenscks and the
opporiunities existing In different sectors

. -of the -economy.

" A6 s05n a8 Of 6 5U6 gaing popil

In the public opirilon, TUSIAD publishes a 1
study on the subject trylng to give the most -

‘updated Information. Such occasionat papers - -

(usually ten or so within o year) are highly "
welcomed by the economic: medig in Turkey,

Anhuel Economic 00u'nlw'Report,s {in E‘ngil'sm-‘.
Every year an Englist Report is published
covering the social.and economle aspects

of the development in Turkey.

Monitoring Government Activiiles )

The Five Year Development Flans, Yearly Econom|
programs and the State Budget, which hava enormo
influsnce on the state of -the Turkish economy, *
are throughly examined by TUSIAD In avery stage
of their development. Each year, TUSIAD prepare
and publishes highly researched studies to
present differant views for the discussion ‘of ‘the
documents and io put forward the unofficlal '
opinion -of the business community on

these public issues. -

Public Informailon

In keeplng with Ita responsibility to enhance - R
public understunding of the business ‘and .
aconomic system, TUSIAD corducts o very active :
information program. for - news media In Turkey )
and throughout the world.

Releases ere drafted for most TUSIAD studies, .
presenting the major findings in lenguage and

style -which are acdeptable to the media and
understandable to the ‘general public; They are -
distributed regularly to editors, writers, columnists ..
and opinion lecders of newspapers, magazines,
radlo and television news eyndicates, and wire -
eervices here and abroad, Members of the

working press are welcome to anything that i
TUSIAD publishes and. are encouraged to use _
TUSIAD 0s an Information resource when facts and.
perspectives are needed, Senior research :
speclalists devote on _appreciable . amount of
time to agssisting news peogple, elither with
Interviews or with background Information,

- The press both in Turkey and abroad, make

constant use of TUSIAD research'end conference
eddresses as the factual bosis of news stories,
editorlal comment, feature articles, and “broudcosts
on the course of business and the economy. '

This heavy use of TUSIAD work provides g .
measure of TUSIAD occeptance os an objective
source of information for the general public - - o
ns wall as for the public and the private sectors.

Seminars . :

Semlnars ara imporiont means of communlcating ~
informatioh developed by TUSIAD. They are
intenslve 'Instructiong) vehiclos dasigned to

., broaden participants’ understanding

of spacific Issues.

Mestings ) : :

Eaph year TUSIAD conducts several meetings [n
varicug locations around the country. Each.
sesslon ls ottended by many members, chief
executives of major public and private
corporallons, university proféssors, editors of

the news medio, and very often, government.
officials. There is no attempt to reach . ‘ o
conclusions Jor tarmulate plans of action. Rather, :
the benefit is in the Opporiunity that the meetings
offer all porticipants to compare experiences and:

to share with their peers their oplnions on tha -
emarging business-social-political issués. of the timay
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busfnesa. labor,

£ 1
“with T{8!AD's research, the open conferences
daal with furcaa -affecting business and the economy.

“The news medlo ore encouraged to cover open
““Gonferences, and on occasfon ‘edited transcripts
are prepared. for distribution to members, In

* addition to their role as communicatlon

' vefilcles, most of the TUSIAD meetings gensrate

“.. idegs or provtds perspective for the research

. programs.

o Promotlng Bettor l.lnderslundfng

" Between Business and Government ,

_W!th the growing need for Involvement In

publlc policy Issues by private-sector leadera,
TUSIAD carrles programs In order- to contribute to
professional development and communlcation

" . In this field.

Shurlng Wl'th Othars

In the broadest sense, Information developad
- by TUSIAD belongs to the country, TOSIAD
-publications are not copyrighted, and anybody
has the right to quote from or to -reprint thelr
moterial, This s dona In the bellef that other .
‘respansible porties con help TUSIAD to achieve
its misslon of creating broader understending of
business and economic activity, Scholars ‘are
frequent users of TOUSIAD research findings, and

- . the broud range of publications contalning

pussages from TUSIAD reports attests to the
confidence which the ' ocademic communlly
places in TUSIAD's objectivity and

sclentmc methods

f -
WHERE TUslAD sTanDs . .

In Turkey tha share of the privute sector.in the valuu

added of the manufucturlng Industry s 48.4 %.

In the large munuluclurlng Industry the share of the,
private sector In total production and employment '

18 65% and the rest Is State Ecoriomic Enterpriges.’ ;.
TUSIAD méembers, through-‘the assocldte companies, |

-represent about half of the _production and
emplayment of large manufacturing industry,

. But also through wssoclate member companies,
TUSIAD has In addition been representing o |
big share of the private ssctor barking communjty,
“Insurance companies, fhe construction sector and

" other service esctors.

The members of TUSIAD are not more than 200 N

but the number of associate compunles is about 1000.

: TEFSIAD was founded in August 1971 under the
"eVoluntary. Assoclations. Ltws of Turkey. Its

" membership 18 voluntary as well, and candidates

- for membershlp are according to TUSIAD's by law®

cnrafullv exomined and eventually accepted by Its

"Boord which is composed of Iaadlng lnduslrlulluts

‘ . and businessmen of Turkey.

Mambara can only be individuals, lherefore .

. ‘companles are represented In TUSIAD through
- thelr main shareholders. presidents. cholrman

" or top monogers.

(According to Voluntary Assoclatlons low, only
individuals con joln the Association us members.
Juridicat persons have no right of, membership
in voluntary asseclations, they tan only be
wmembers of professional associations, where

_ membership Is compulsory such. as
chambers and unions ets...)

1

Turkey are the following :

Chambers of Commerce
Chambers of Industry

. Chambers of Commodlty Exchungo

,TURKISH umou OF CHAMBERS OF COMM
"INDUSTRY AND, coMMODmr ,E)(CHANGES

’ {lt 18 compulsory for any buslnsssman or ‘compuny

thelr local chambers:) R

Tradesmen’s Assoclatlons
Craftamen’s Assoclations -
Tradesmen’s and Crafismen's Fadarullom

TURKISH CONFEDERATION OF TRADESMEN
AND CRAFTSMEN ‘

{Every person who hus professional, commerciol und"
Industrlal activity must Io!n the local association.}

chombars of Agrlcultura
TURKISH UNfON OF CHAMBERS DF AGRIOULTIJR

!Thls I3 o .country- wldaiussoclutlun ard it is the lop
repracentative of farmers In the country, But all farmers
are pat- mambers of the lacat chumbarn of Agﬂcpl;u;u,)-

Employer Assoclations
Federations of Employer Assoclu!lom

.. TURKISH CONFEDERATION OF EMPLOYER
ASSOCIATIONS .

{For employers, membership Is nul com'pulsory ln
unlon. The Confederation howaver I8 the: most

_Teprasentative body to run collectiva: burgc_llrllng und

lobour relations on behalt of employers.)
THE FREE ENTERPRISE COUNCIL

This Council has been formed- wllh
the parﬁcfpallon of : ~

TURK!SH UNION OF GHAMBERS

" TURKISH GONFEDERATION OF EMPLOYER

ASSOCIATIONS

TURKISH CONFEDERATION OF TRADESMEN
AND CRAFTSMEN

TURKISH UNION OF CHAMBERS OF INDUSTRV

' 'I Usiap

('l"na Council \!s In_a posltion to mpmaent «Free
Enterprises in’ the country In o broadar sep_ul

Al TUSIAD members, personally or through thal

componies aré members of ot least one chumber
and most of them are also mnmbars In on e
amployers unlon. o

State economlc anterprisas ‘must |oln thelr Iocul
- chambers and may [oin one amployera unlon o
" within thelr field of uctfvitv
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_EL{' ACIMAN
: Hayri ADANALI

.Yilmaz AKAR
Necatl AKCAGSLILAR
Orhan AKER
.Bner AKGERMAY 7
“Haydair ARIN i
. Riigtl AKIN

Cabl ARKMAN =~ -
‘HalukrAKSUYEK
~ 1lshak ALATON
Hulki ALISBAH
Exdem ALP

Tayfur ALTAY
_8adi ARAL

~Sener ARAL

-Prnar ARAN

Sina. ARBEL

Fethi ARMAN

- Haydar ARYAL
Oktay ATASU
-Cemal ATAY
 LUtfd BANAT -
: Pekin BARAN
Rifat BAYAZIT
~Blseyin BAYRAKTAR
. “ziya BENGYU
/Feyyaz BERKER
‘Fuat BEZMEN
‘Refik BEZMEN
Alber BILEN

Ding BILGIN
Ahmet BINBIR
Mustafa BIRGL
tbrahim BODUR
Cem BOYNER'
Osman BOYNER
+ Fred BURLA .
“Micahit BUKTAS
Umur BUKTAS a
Ali Riza GARMIKLI
Orhan GARMIKLI
Fahir CELIKBASZ
Hulusi GETINOGLU
Uzer GILLER

Ofuz DAGDELEN
Rasin DEMIRSOY

¢11maz ADIGUZEL -

i

" Bmer .DINGKBK

Ralf DINCROUK.
Faruk DULAY

Faruk V.EBUBEKIR
Aydin DUNDAR .
Bidlent ECZACIBASI
Nejat F.ECZACIBASI
Sakir ECZACIBASI
inver EGRIKAVUK
Ekrem ELGINKAN
Tevfik ERCAN
thsan EREZ
Avhan ERKAYA
Mimin ERKUNT
Bahri ERSUZ
Sinasl ERTAN
Muharrem ESKIYAPAN
Ersin Faralyall
t.5evki FIGEN
lzeylir GARIH
Muzaffer GAZIOGLU
Saban GAZIOGLU
Nurullah GEZGIN
Necmettin GUKGE.
Nihat cUKYI&iT
Haluk .GUNENGER
Erdojan GUNUL
gadi clictiM

Burhan GUNERGUNW
Asaf GUNER?
Fikret GUREL

Nuri GUVEN

vitall HAKKO

* Kemal HARAGGCI

Kadir HASOGLU
Hicri HAZNEDAROSLU
Mehmet HUNTURK
Kemal ILICAK
Orhan I$IK
Turgut ISIK

Rafet IBRAHIMOGLU
Fahir ILKEL
Kemal INCE

Esat All 12

Galip JABBAN

JAK. KAMHI

Firuz KANATLI
Erciiment KARACAN

‘and

- Businessmens.
- Association

OJuz KARAHAN

Demir KARAMANCI -
Selahattin KARAOGLU
Halll KAYA

Nail KEGILY

Eren KEMAHLI

Can KIRAG

inan KIRAG i
Asim KOCABIYIK
§ahap KOCATOPGU
Rahmi M.KOQ
Vehbi KOG
Nurettin KOGAK
Ali KOCMAN
Halis KOMILI
Cemal KULU
Sinan KURANER,
Nuh KUSCULD
sabri RUQUKoNAT
Metin LEBLEBIcIOZLO
izl LEVE }
Ali MANSUR ‘
Kemal MUDERRLISOGLU
Bernar NAHUM

Ali NARIN

Halit NARIN

ali weval

“Kamil OBA

Turhan ONUR

pehcet OSMANAZAOGLU
Ergiin UZAKAT ’
Melih GZAKAT

Korkut OZAL

Turgut UZAL

Erciimend OZDOYURAN
ismail UZDOYURAN
Kemal 8ZDOYURAN

Ahmet USKUSEQGLU
Ragit O2SARUHAN

vedat OZSEZEN
Bedrettin- BZTEMIR
Hilseyin 32YAVUZ

Hilsnll BZYEGIN ,
Hiiseyiln Tagkin PEKCAN
Erol SABANCI

Giiler SABANCI -

Turkish
Industrialists

“ gelahattin SABUNCUOZLU

_githtdl SENYUVA
‘Mehmet SUHUBL

5

Sakip SABANCI

Altan SAGANAK

Ahmet SAPMAZ

Faruk SARC

Sefa SELGECEN

Kamuran SERTEL

Erol SIMAVI v
pilndar SOYER ‘
Ertugrul SOYSAL
Sabahattin SUNGUROGLU
Fuat SUREN ;
Ayhan SAHENK . -
Sabahattin SENOCAK '
thrahim SENSOY.

Turgut SEYHUN

Fethi TANALAY
Sabri TANIK
Ziya TANSU ‘ ;
Sarik TARA - . ;
Bahattin TATIS

Necip TESAL

Cetin TOKRCAN

Enis TOKCAN .
Nail TOKCAN ~' .
Nezih TUNGSIPER

Kaya TURGUT ° | !

gktay TUREGUN !
T.Giingtr URAS
Ahmet UZEL

sabri ULKER-
Ayhan UNLER
Glinay UNLisOY
Ferdi VARDARMAN
Mustafa YALMAN
tdris YAMANTURK
Tezcan YARAMANCT
Yzdemir YARAR
Mepduh YASA
‘Belquk YASAR
Selman YASAR
Erman’ YERDELEN
Mehmet YAZAR
Hayrettin YORGANCIOGLU
Atilla YURTGU _
Tayyaz ZAIMOSLU -
Mazhar ' ZORLU
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