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URCEASSEFTED 2

P 4n 1953 was TE 56.0 biilon da 1061 prices, and
euports for that year cmoumted bo $368 million.

txtarnzl 283 has Incrensed ity reccmt years. The

purpose of -exteynsl ofd 4& to pavnit & defieit; end,
herefore. the primary guestlon i viat the megaitode .
of the dePleit chould be.

aines 36 uogld be vl rbuslly dnpossible to nske 2
reasoreble esbinetd of whas the magnlitnde of the
deficis would bhe iy the sboenes of all resbrictions,
ve sugpest thet copelusion fe) zead Mif all . . o
would be supstentisily lesger they the present level”.
Shongdd be “esince 10687 inctead of Ysiace 1953,

Teble 2 shold shote that values are in § millions.
Povacty andl heselmats ore not dried fruils.

Parope 1o o ready morhet for fresh vegetables as well
as Druits.

The cubention of corenls oereage virtuslly ceased
after 1053, :

Pegther was ampther important ceusa of the decline
in produckivity per acre.

Sheaild be "export esenings” not "Poreign exchenge
enrnings”.

Mining 1s pot enbirely state operabed por is the
gorernment the sols exporter of niperals.

%4 should br> noted theb a startling ineremse in
workers® remiitances hma cceurved in 19653 through
Hovenher they bave exceeded §35 million.

Tt iz not correet to soy thot the Turkish Government
$2 devobing bizedble resources %o the encouragement
of hourism.

Purkey fdevalved fefacto in Aumet 1958.

UNCLASSIFIRD
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Pope Fara Sentence

8 1 3 The revolwbion aeeurx:;& in 3040,

& 1 L1 Tt night be noted thel 1363 was the first yeer of
the Flest Five-Yeor Plen.

& 1 9 It 4 not correct to abbribute the $150 willion dew

clipe in imports principally to fuether impord ree
strickions. Toe decline ip Imports for Evegli snd
Polio A30 comodities accaunts for shout $110 milifocn
OF £he fotal.

D
ot
]

I 106h interest on the oxternpl debt smounted o
$3l nillion.

QY
et

Tt wolld be epprogriate here 1o Inelude = Giscussion
of regent Seselopments offecting debb amortizabion.

n 1964, Turkey's external debb payments emounbed 4o
130 milidon. Through the effords of the UKD
Comsortiun, gbonbt $100 mililon of ddbt poyments dus
in 1955 were rescheduled, reducing the debt burden
Por 1965 to $63 million and interest payoents pisl

b2 $31 million. -Therefore, Turkey's debt huvden gn
1665 s gbond $20 million less than in 1950 ond with
¢vhe rescheduling of some $100 niliion im debl peyhents
due in 1050 apd 1967 snd with good prospects for belbber
erodit Gerig, Twrkey's debt pilctare for the fubure
Looks considerebly brighter.

10 a2 Turkey has no prohibited ilst of imporbts. See the
abtached puper on the Turkish 3mport regine for a
dlscunsion of Turkish fmport repoletions. (Washingion
nohes e sent Dr. ¥rneger the waclasaified section
of the Program homm peper describing the Turkish
fuptrd vegine. )

The $irst word in 1ine 2 should be "supplisrs”.

"

il 2 1 The Ilvoralized 1ist smmebtteos The goods which =re
nob aubject o explield qonicbitative cellings.

1x 2 3 P Q013ar value 8 itposts siithoriged under the

iiberalized 1ist is roughly ‘dcuble tiint suthorized
ander the gquota Eist.
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Pape Para Sentence

il {Foutnote 1) HMost items on the liberslized list have not been
subject o UoBS. procurement only. Horeover, the
majority (im doliar terms) of the imports on the
liberalized list ere Tinanced with foreimn curcency
other them that provided by 4.T.D. (See attached
document for on explanction of Libeyalized Lipts
X and IT.)

iz 2 The Importer deposits the o equlvalent of the foreign
exchange yvegquirement for his zoods.

12 ’ 3 t ie nob true that virtueliy oll goods require &
1009 gusrantee deposit. PFor private sector impordgs,
which have considerably higher guoventee deposit
regoirenents than Imports for the public sector,
puarantee requirenents under the Fifteenth Import
Progrop verg as follouss

Guote List, 10-30%; Libverelized Dist I, 20=T0%; end
Liberalized List I3, 20-100%. {Sece pttuched doctment. )

12 b For A.T.D. foreimm currency used hy the private
sector, the gusrantee GepOsits renge bebuesmp 10
and 30%.

13 {Tavle G) Coluzn -2 might read “Tax as percentege of CIF price™.

Column 3 chould read "Cumiabive cost as percentage
of CiF p.!‘iﬁe"a

1k 2 5 "stated” nob Ysiate®,

1%  {Footaote T) "Part of the Plan” ghowld read Teonsistent with
the Plan”s

15 2 1,3 Inporsers §o not pobt up Toreisn exchenge, bub the
T eguivalens. :

16 2 2 "Paced” not "fared’.

7 L e zatlo of workine coplial to 2ixed capikel aec

eording oo recent suwvey of the private sector
iz ghout 1 to 1.5. The crerage for all firms thet
received finspeing from the Industriql Develapment
Benle thronsh 106k is ghout 1 o k.

UNCLASSIEED
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Yape Para Senbence

id 1 Only mejor investmenbs in the privete sector reguire
GOT approvel. DBullding permits are not issuwed by the
GOT tut by docal suthorities.

13 1 2 Turkey bas ag gubt assenbly plant; only tmcks,
tzactaors,; and bosses are ssecubled in Turkey at
the present tine.

1. 2 1 Turkey haz no list of probiblved Iaporits, it has o
’ iist of eligidle imports. Thercfore, sentence one
night zead “Bach comoditvy removed from the eligible
Smport List Bas o o o 7

14 2 3 Semet 85 ZbUve. There is no prohibited 1ist.
"W Pentive tariff” chonld be defined here. Tk
iz not clear hor a hizgh offective feri?T on an
Intemediate good con result in 2 negntive efe
fective Seriff rote on finished commodities for
waich tha¥ good is an inpuk if $he finished com~
modities hioye Deen removed from the eligihle iist
of Inmpowts.

20 1 T Mret there is no peehibited 1ish. Second, albhough
goods. are venoved Trom the Inport 1list, new goods
are added. Thorefors, on this basis, it vondd be
difficult o ergee thet the importorse’ sovmres of
income is being redueed. Hdowever, with goorth of
indestrlaiists’ quotes sinee 1950, it is trme that
the shore for professionsd Impordters in tolel im-
pocis bea declined.

a0 2 2 vhile the 1963 ffgures are acipals, those for 196k
are only rovgh sobtimates and those for 1965 are the
1065 Program targebs.

21 1 Fifty-seven percent of totel irvesizment hes nob been
2llocated 4o sopicd overbead. Aboub 303 of plenmed
investments for the 1963-6F periol ore darpeted for
socinl overbend, f.eo, Temming, health oad educetion,
shout the sane percentape thrpeted for 1065 in the
1965 Anmin) Progrem. Horeover, this overstabes dn-
westmenty in socisl overhend as only vorkor-type
housiog should e incinded. Aotunsl invesiment fifures
Lor 1963 and 1954 show that totel tavestments fow
edeeation, health, ond housiag soounied bo slightly
less than 307 of the bodal.

UHCLASSITIED
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Page Pere Sentemee
21 2
21 p
22 A 3
a2z 2 1
22 2 b
23 i 1
23 1 5
23 2 2
23 2 "
23 2

mcmssm 6 &

Of the remeinder, considersbly less then 509 hos been
Zor investments in manufactuzing; smounting to &bout
344 of the remainder in 1063 and 28% in 196k.

The reason for the high prodortion of investuent In
pachinery fs thet many fextbile plants in Torkey are
using very o34 Inefficient maehinery and these pure
chanes of nochinery reflect an effort o noderning
the textile industry 1n Turkey. . ’

Aubonobiles ore nob tgsenbled in Turkey, only trucks,
buseces, and tractors.

Perbaps vhot is meent is 4het "The GOT has long heen
suopicicus of Turkish euporters of major export com-
medities". This nesds tc be clarified.

Pomestie prices ore sbove the world averape for coly
some camedities. ODtherwise, Turkey would nob be
able to export without subsidles.

Sme op for sembence 1, pavagraph 2, page 22.

5% ip 4tvue thes before 1904 the Chrozife Producors
Cermtttes {not the Expovbers® Union) attompted <o
maintain its price ot a level thal resulbed in a
temporary loss of Turksy'e shore of the world chvege
market. Bouever, this is not true nor.

A5 @ goneral stetement thie IS very misleading. Ik
is fruc theb sugse beets and are presently pnps
chased % prices shove the worldE level. However, this
hse nok boen always the case for vheak. Fucther, It
is seidom true Por tobacco aud is nob trune for cotbon.

This wae drue only doring the early 3970's.
Iu gereval, this is zob true for tobacco and cotfon.

When it hss ocvcurred, the GOT, not the SEE's, bag
been unwilling fo sednee prices For €Xport.

URCLASSIFIED


jharold
Rectangle

jharold
Rectangle

jharold
Rectangle

jharold
Rectangle

jharold
Rectangle


USAID/Ankara TOAID A~ UHCLASSIFIRD T- 8

Page Pors Hentence

2k 1 3 The oply preferentigl treatoent on interest rates oo
loans for wxportero thel ve are mmare of hes heen fron
the I8 vhich hwe prowided lover inberest rates on osns
Por working capital 4o exporters of memufectured products.

2L 1 & The 104 rcbate apnlies only %o exporiers of manufackured
Eoodse
24 1 8 I adatsion, sehatas do not commensnte for dubtles pmid

oo duporded copitel gooda.

27 2 3 The repson for the high cost of pepsr preduction showld
te explaived. Ie 1% due %o the hipgh pricc of pulpuosdy
8150, Ynomivel ter?e” iz nok defined.

28 (Tahle 10) Colunn {2} might be lebeled "Tmported Price with Duties '~
Teble 1G

2 (Ecatncrbe) Insert = by is the nomdnsl TorlifY on the B inpmb.
Semin, %:he Teffective tari2f” 18 not dePined.

25 1 1 The “nomingl warif€” ia nok defined.

29 o fn expievation of why Turkish firms “normolly sell ‘
domestically &% a price significantly sbeove Hhe price
ot vhich they export” shonld be included.

29 i The sigalficonce of the "effeciive teriff” as o measure
of ‘the depgree of protection efforded value added
dogestically needs €0 he explained. Ib is nob clesy
vhy the “effeeblve Larlff” concept was introduced.

30 2 The price differentisls are in pech doo %0 Turkish
‘manageriad, pricing policias of exporis.

N 3 ¥ The zotes of retmrn on Sobol fuvestmenss rather “then
fized Investments might have Leen used. .

2 1 2 Yo asmme thsl the free Grefe geowptlon sreans that
there eve nd Mabice on Sopidsl poods.

39 X : Uhile wo cgfee widh e conclimiong, it is dmpoviaab

o note that for lesser Soveloped comtries 4% ipmush

easier 0 1dentify poseibilities for duoport snbstm.zm

then for export agd that muokebing proilsgs o ,;:r&‘{ku

oriented to the doinide wovksd e mwh ﬁn.':‘,@lﬁ."’ A

For those trying to cegsis in ivtamublons) mavkits.
CRCLASSIFIED
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It is Importent to note that the varicus %‘i_ ed™

vers adophed by the GOT to solve specific prphlems,

Coga, the guarantee deposit was establiched $8ywreduce

importess® applications 4o foreign exchange avﬁ,}aa»
bilftles. Therefore, liberalizetion policies Hniats
take acconnl of the practical ccupequences of re-
neviag each fes:,:z.etloma

Wiile sugpestions 1, 2, 3, and 5 arc pollieles reoniring
adninistrabive chonges, suggesSions b, 6, end 7, es-
pecially the Iatber two, yould require mejor changes

in the poliedes of the 80T %o be implemented. There-
Fores it &9 not correct o group these seven policy
sugpeationty wnder the heading "Policies Easily C’nange»’“.,

STHA :ﬁoee nos detdrming the wobd price; it is determine”

For the Forest Service of the GOT. Alze, SE(A does nok

have o ponopoly on humber seles. The large mejordty
is sold ‘bv the Forest Service.

It e nat tme that the (OF contyols minﬂng operations
dtrectiy. {See compont for pegs 7, para 1, sentence 3j.

YThe cl:'iramue Producers Comitiee” aob “The Chrome
Bxporters Unlon'.

Devaluation de jure took place 4n the swwer of 1060.

TCLASSIFISD
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THE EFFECT OF TURKISH TRADE POLICIES
ON TURKEY!S BALANCE OF PAYMENTS*

" Anne O, Krueger

I, INTRODUCTION

One of the most persistent and difficult problems confronting
the Turkish government over the past decade has been a deficit in the
Turkish balance of payments, The Turkish shortage of foreign exchange
is one of the critical factors affecting Turkey's rate of economic growth,
In order to meet this problem, the Turkish government has adopted a
variety of measures to restrict imports and to encourage exports and
capital inflows,

'f[‘he object of this paper is to evaliate these measures in terms
of their impact on Turkey!s balance of payments. Initially, it was
hoped that quantitative estimates of the overall impact of various poli-
cies could be devised, Data and time limitations, however led to the
use of selected case studies, Part II sets forth Turkey"s recent bal-
ance of payments experience, Part III examines the various quant:i-
tative and qualitative controls governing Turkish international trans-
actions, Part IV examines the impact ;>f these measures on the individual
cases for which data were collected, Part V summarizes the overall
conclusions that may be drawn from the analysis, An Appendix is
provided which sets forth the basic rationalle of the methods used in

Part IV, and presents the underlying daia.

*I am indebted to Robert -Simpson for his research assistance, I have
used his background papers on many subjects in writing this report,
Robert Z, Aliber, Henry Barlerin, William Morgan, and Elberton
Smith were very helpful in both their comments and enabling me to
obtain the basic data for this paper.
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l.

II. TURKEY'S BALANCE OF PAYMENTS EXPERIENCE

Table 1 presents Turkey!s balance of payrments position in
selected years of the past decade, Despite the fact that Turkish gross
national product in constant prices increased from TI, 39,6 billion in
1953 to TL 58.4 billion in 1963, exports over the period fell from $396
million to $468 million, 1964 marked the first year in which Turkish

exports surpassed their 1953 value,

Table 1

TURKEY'S BALANCE OF PAYMENTS
(milsions of U, S. dollars)

1956 1958 196D 1962 1963 1964
 Exports, f.0.bs 304 247 321 381 368 411
Imports, ceicfa ~407 ~315 ~4568 ~622 ~687 ~537
Net service balance 78 -18 30 6 63 40
Net current
account «25 -50 ~-117 ~235 -256 -86
U.S, grants 85 115 8% 106 71 21
Cther transfers 4 3 2 -1 7 ~10
Private capital ~29 73 Z5 50 -7 70
Central government
capifal o1 34 29 77 121 22
Monetary Sector -54 -81 -60 34 66 ~33
Net BErrors 42 ~58 32 31 -2 16

Source: JInternational Monetary Fund, Balance of Payments Yearbook,
Vols, 14-16,

2.
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The increasing net current account deficit is even more remark-
able when it is recognized that Turkey devalued the lira in 1959 and
since that time, has had very little inflation, Moreover, imports have
been increasingly restricted during the 1960's, All these facto‘rs lead
to the incontrovertible conclusions that (a) Turkey could not have sus-
tained the deficit she incurred without foreign governments' lending
(b} that without increasingly restrictive regulations, Turkey's net
current account deficit would have been much greater than the already
large actual deficit, and (c) if all restrictions on trade were removed
at the existing exchange rate the deficit would be at least four or five
times its actual level,

The Composition of Turkish Exporis, Table 2 gives the quantity

and value of major Turkish exports for selected years since 1953, Un~
like many other LDC!s, Turkish exports are not concentrated in one or
two commodity groups. However, more than 70 percent of Turkey's
exports have originated in agriculture, Indeed, the remarkable in-
crease in Turkey’s exports in 1964 was attributable to increased agri~
cultural exports,

Because of the importance of agricultural products in Turkey's
exports, it is worthwhile to inspect the composition of these exports.
Table 3 presents value and quantity data for selected years, The most
impérta.nt agricultural exports are gotton, tobacco, hazel nuts, and
dried fruits, Cotton and tobacco exports exhibit marked year-to-year
fluctuations in earnings as a consequence both of international price

changes and fluctuations in domestic supply, A major factor in

3w
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Table 2

COMPOSITION OF TURKISH EXPORTS
BY INDUSTRY SECTOR, SELECTED YEARS

1952 1960 1964
% of "% of % of

Value Total Value Total Value Total

Agriculture 278.2 76.7  239,5 74,6  340,2 82,9
Minerals 46,5 12,8 31.4 ‘9.8 36,0 8.7
Lumber 2,9 0,8 1.2 o4 1,3 0,3
All Other 35,3 9,7 48,6 15,2 33.3 8.1
Total 362,9 100,0 320,7 100,0 410,8  100,0

Source: State Institute of Statistics, Annual Foreign Trade Statistics,

1950~62, and 1964,

Table 3

COMPOSITION OF TURKISH AGRICULTURAL
EXPORTS, 1952, 1958, 1964

7 Quantity
Value ($ millions) (th, metric tons)

1952 1958 1964 1952 1958 1964

Cereals 93,4 10,6 6,0 808 225 28
Fresh Fruit 1,4 2.6 3.6 11 15 24
Dried Fruit 15,7 272. 8 30,5 64 68 136
Hazel Nuts 18,4 29.6 50,2 26 32 49
Livestock and

Products 5.7 3.4 20.5 136 86 853
Animal Feed 645 6,1 17. 4 99 124 261
Mohair 5.7 Tal 549 3 3 3
Cotton 69,1 23,0 92,3 70 38 171
Tobacco 62.1 101, 6 90,1 57 67 57
Clive Qil - - 3.8 -- -e 8
Sugcr and Sugar

Products Y 4 1,7~ 19,9 4 17 147

Total 278,2 208, 5 3490, 2

Source: State Institute of Statistics,

-d-

e
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explaining the pronounced increase in agricultural exports in 1964 was
the conjunction of exceptionally favorable international tobacco prices
with a good cotton crop,

Turkish tobacco export markets have been adversely affected by
shifting world tastes toward Virginian tobaccos. It is one of the few
commodities where Turkey is not a marginal exporter., Over the pa§t
decade, about 50 percent of U, S, tobacco imports have originated in
Turkey,

Unlike tobacco, Turkish cotton.appears to be a marginal source
of world supply, Althcugh world prices fluctuate, the major factor
affecting Turkish cotton exports in any year is the Turkish supply situ~
ation, In recent years, the quantity of Turkish cotton exported has
steadily increased and export earnings have been rising.

Turkey is the world!s major supplier of hazelnuts, Exports have
increased from an average level of 28 thousand tons and $20 million in
the early 1950!'s to an average 43 thousand tons and $50 million in the
early 1960's, With growing world population and income, there is every’
prospect that export earnings will continue to increase,

Turkey!s status as an Associate Member of the Common Market
gives her, along with Greece, preferential treatment for figs and raisins,
as well as tobacco and hazelnuts, These are the major dried fruit cate=
gories, For fresh fruit, Europe is a ready market, The major problem
appears to be supply limitations, largely as a result of an inadequate. {if
not non-existant) collection system, and quality control., If these prob-
lems could be overcome, fresh fruit exports could become a significant
source of foreign exchange earnings.

~5m
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Olive oil exports are affected by several factors. Although they
were only $3.8 million in 1964, they were $14 and $12, 8 million in 1962
and 1963 respectively., The crop is good only every alternative year,
which would, even in the absence of other factors, render olive oil .
exports volatile, More importa.ﬁt, however, is the fact that Turkey is
a net deficit country with regard to edible oils at the present time, With
her large cotton crop, there appears to be no reason why she should not
be 2 net surplus country, Until major changes do occur, however, Turkey
will be dependent on P, 1, 480 imports, and as such, will be a net oil
importer,

The cereals-livestock situation in Turkey is extremely complex,
During the 1945-55 period, new land was cultivated for cereals at a rapid
rate, At the same time, much pasfure land was converted to cereals as
a consequence of the government's price support policy for cereals, As
a consequence, cereals output increased rapidly, generating a‘siza.ble
surplus, while the grazing land became inadequate to support the live~
stock population, - After 1955, however, the extension of cereals acreage
virtually ceased. Productivity per care fell as a result of the addition
of inferior land, The failure of productivity to increase, combined with
rising Turkish domestic demand has resulted in Turkey!s gradual loss
of foreign exchange revenue from cereals, importing on net in some
years and exporting in others,

As a consequence, Turkish cereals, which had earned an average
$80 million in the early 1950's, were a relatively minor export by 1960.
There is little prospect that cereals output can increase rapidly enough

to enable cereals exports to reattain their former levels,

-Bm
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Outside of agriculture, Turkish minerals are i:he major source
of foreign exchange earnings, Copper and chrome account for almost
two~thirds of mineral exports, Mining is entirely state~operated in
Turkey, and the government is the sole exporter. There is general
agreement that thete exists considerable scope for expansion of minerals
exports, particularly copper, To date, however, exports have remained
virtually stagnant,

Other exports have constituted a small percent of Turkish exports.
Among manufactured goods, only textiles, blister copper, and some
processed foods have been of any magnitude. Except for the period
immediately following devaluation, the other expoz;t category has remained
less than 10 percent of total exports.

Aside from commodity exports, two sources of foreign exchange
earnings have appeared in recent years, Th‘ese are tourism, and workers!
remittances from abroad, Receipts from tourism were $7_million m
1964; workers! remittances were $9 million, In 1961-62, only 12, 000
Turkish workers were employed abroad, and remittances were negligible,
By the end of March, 1965, 123, 000 workers were abroad, Their remit-
tances may constitute a rapidly growing source of foreign exchange
receipts, The Turkish go‘vernment is devoting sizable resources to the
encouragement of tourism, To date, receipts have grown only slowly,

Turkish Imports, While Turkish exports have been relatively

stagnant over the past decade, Turkish demand for imports grew rapidly,
After a relatively free import regime in the early 1950's, Turkish controls
on imports became increasingly restrictive from 1953 to 1958, The
increased import demand resulted both from income growth and a relatively

T
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rapid Turkish internal inflation, It was found, however, that import
controls resulted in a reduction in the level of domestic economic activity
as needed raw materials, spare parts, and investment goods could not

be attained.

With increasing balance of payments pressure and a mounting
external debt, Turkey devalued de facto at the end of 1958, and relaxed
import controls. Although exports increased somewhat, imports also
rose rapidly, After the 1961 revolution, it was decided to adopt a develop~
ment plan to accelerate the rate of economic growtﬁ. By 1963, irnports
were $687 million, contrasted with $468 million in 1960, Table 4 presents
'!:he composition of Turkish imports since 1960, As can be seen, over 85
percent of imports are investment goods or raw materials required for
domestic production, With the development plan, all categories of im-
ports rose, but the needs of expanding Turkish manufacturing for raw
materials was the largest single factor. In 1964, further restrictions
on imports were adopted, That these were effective can be seen by the
$150 million decline in imports between 1963 and 1964,

Table 4
COMPOSITION OF TURKISH IMPORTS

1960 1962 1963

Value Percent Value Percent Value Percent

Investment goods 191,4 40,9 228,2 36,7 253,6 36,9
Raw Materials 217,6 46,5 291,5 46,8 331,8 48,3
Consumer goods 59,2 12,6 102,5 16,5 102,1 14,8

Total 468, 2 100.0 622,2 100, 0 687.5 106. 0

Source: Government of Turkey, State Planning Organtzation, 1965 Annual
Programme,
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In addition to the balance of payments pressures on Turkey gener-
ated by import demand, Turkey has heavy external debt. Interest pay-
ments on external debt were $39 million in 1964, With continuing borrow-
ing to cover the deficit, the debt service item will continue to be heavy
in the foreseeable future,

In summary, Turkey is confronted with rapidly grow:j.ng needs for
foreign exchange and slowly growing export earnings, While many factors
account ;‘.or this situation, the present paper will focus only on those aspects
of the present foreign exchange position that are affected by government

policies, A description of these policies is the subject of the next section.

II. TURKISH POLICIES AFFECTING FOREIGN TRADSE

Without some controls on exports and imports, Turkey would, at -
the present exchange rate, have such a large current account deficit that
its finpancing would be impossible, As already seen, Turkey has a large
foreign aid-financed deficit despite the presence of controls, The Turkish
government has adopted a wide range of policies to keep its current account
deficit at levels that can be financed, and in addition to reduce the potential
deficit in the future,

Although the Turkish economy is highly diversified in contrast
with other less developed and developing countries, there is virtually no
phase of economic activity that does not require some essential capital
goods, replacement items, and raw materials to produce its output.
Furthermore, Turkey's economic growth requires large imports of
machinery and equipment, in addition to an increased inflow of raw

materials as the level of output rises, Hence, balance of payments
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considerations are criticel in limiting the attainable rate of economic
growth. As a consequence, Turkish policies affecting their foreign
trade include not only the conventional qualitative and quantitative restri-
ctions on imports and export encouragements, but also the enti."re thrust
of their development plans,

These various aspects of Turkish policies will be reviewed in turn,
The conventional instruments of trade policy, first with regard to imports,
then exports, and lastly service transactions are examined first, There-
after, the effect of the government!s development program, as it relates
to Turkey's trade balance, is examined, In this review, no estimates of
the importance of the various policies will be presented, This is done
below, in Part IV,

Turkish Regulations Affecting Imports, Turkey uses a variety

of instruments for restricting the volume of imports, These include
tariffs, quasi-~tariffs, import licensing, guarantee deposits, import
prohibition for certain commodities, and the like, All of these measures
are interrelated, and affect the potential importeris costs,

The dominant tool of regualtion is 2 semi-annual "Import Program',
This program places all goods on one of three lists, These are: the pro-
hibited list, the quota list, and the liberalized list, As its name implies,
goods on the prohibited list may not be legally imported, Goods are
placed on this list when it is believed that domestic productive capacity
should be sufficient to fvlfill domestic demand, On occasion, a Turkish
manufacturer is unable to obtain a needed good on the prohibited list from

Turkish domestic suppliers. In such cases, the manufacturer may apply

=10~
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for permission to import the needed item if he has a letter ffom domestic
supplies stating that they are unable to meet his needs,

The quota list states the amount of foreign exchange that will be
allocated to manufacturers and commercial importers respectively for
the importation of particular classes of commodities, WNot only is there
an allocation individually for importers as distinct from manufacturers,
there is also a specification as to whether the foreign exchange is to be
ATID financed, or free foreign exchange, In the former case, the allo~
cation may be used only for U, S, purchases,

The liberalized list enumerates the goods ffor which import
licenses will be issued freely. 1 A major part of increasing Turkish trade
restriction overthe past several years has teken the form of transferring
goods from the liberalized to the quota list, and from the quota list to the
prohibited list. As of 1963, approximately half of Turkey's imports were
authorized under the quota list, and half under the liberalized list, 2 The
percentage subject to quota has undoubtedly increased in the interim,
although no later estimates of the percentage subject to quota could be
found, Remaining goods on the liberalized list are almost entirely raw
materials and intermediate goods necessary to maintain the level of pro-
duction within Turkey.

Once the import programme has been announced, all those wishing
licenses apply to their local Chamber of Coinmerce and Industry for a
"certificate of need, For routine raw materials and intermediate goods,

issuance is virtually automatic. In cases of goods on the quota list, when

11=€.ecr-mi:1y_-, most items on the liberalized list have been subject to U, S,
procurement under AID funds only,

2U:n:i.on of Chambers of Commerce and Industry, Investment Guide to
Turkey, 1964.
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applications exceed the available foreign exchange, the Union of Chambers,
working with the applicants, scales down requests., 3 Once certificates of
need are granted, the importer then applies to the Central Bank for an
import license., At the time of application, he must place a ''guarantee
deposit” equal in amount to a certain percent of the C.I.F. value of the
goods he wishes to import, and in addition deposit the foreign exchange
requirement for his goods., The percentage requirement has been raised
several times over the past several years, until now virtually all goods
purchased by importers and industrialists require a 100 percent guarantee
deposits. The major exception is for goods purchased under AID funds,
where a 50 percent guarantee deposit is required, The guarantee deposit
is not refunded until goods have actually cleared customs, Moreover,
stringent penalties exist when goods imported either exceed or fall short
of the import license specifications. Hence, each importer must foresee
his import requirements until the next import programme and import his
goods at one time,

Once an import license is issued, it is valid for six months, and
can be extended only if the licensee can show that it cannot be fulfilled
within the six month period.4 The_irnporter, once he has the license, is

free to place his order, 5

3Sinc:e firms in the same industry meet to allocate their raw material
quotas, there is very little incentive for Turkish manufacturers requiring
imported raw materials to attempt to increase their market share,

“There appears to be some sale of import licenses, primarily by small
firms to large ones, Most individuals questioned indicated that they would
buy licenses if they could, -had heard of sales, but did not know where they
could buy them, I failed to get anyone to state the price of a license,

5An important exception is goods subject to AID allocation, For those, the

legal requirements of advertising in the Small Business Administration
circulax, etc,, must be met prior to ordering,
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Wher the gobds arrive in customs, they tmist be tleared within
fifteen days. In order to clear, they must be judged to fall within the
goods category for which the license was issued and to be within 1 percent
of the amount specified by the license, In addition, customs duties must
be paid, In addition to a basic tariff, there are several other taxes on
these goods, which can frequently exceed in amount the initial tariif, A
representative set of taxes is detailed for paper in Table 5.

Customs duties have been raised several times in recent years,
At present, customs duties are approximately 50 pexrcent on finished
goods, 20-30 percent on intermediate goods, and 5-15 percent on raw
material imports. In 1964, customs duties receipts were $106 million
while the production tax collected on imports was $83 million, 6

These two taxes alone were therefore equal to 35 percent of the

cel,f, value of imports, Since duties were increased in the last quarter

Table 5
TYPICAL TAXES PAID AT CUSTOMS CLEARANCE

Percent Cumulative

. Tax % Tax %
1. Price c,i.f, Istanbul 100. 00 100, 00
Z, Customs Duty 30% 30,00 130,00
3, Municipal Tax 15% (of duty) . 4,50 134,50
4, Port Tax (2.50% of (3) ) 3,36 137,86
5, Other Costs (2% of (4) ) 2,76 140, 62
6. Cost of Letter of Credit 2,64%(of (5) ) 3,71 144,33
7« Production Tax (20% of (6} ) 28, 87 173,20
8, Stamp tax (5% of price) 5. 00 178,20

6Government of Turkey, Ministry of Finance, Budget Revenues Bulletin 14,
-13-
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of 1964, the percentage will be higher in 1965, Revenues from the cus-
toms tariffs and import production tax were 16 percent of Turkey's total
tax revenue in 1964.7

The production tax was originally levied on Turkish domestic out-
put as a source of new revenue, For Turkish goods, it is usually levied
on the first stage of production at an average rate of 18 percent, It was
then applied to imports of commodities that coinpeted with domestic pro-
duction in order not to place domestic manufagturers at an unfair dis-~
a:dvantage. Gradually, however, the production tax on imports has been
extended, so that at the present time, receipts from the import production
tax are almost as great as receipts from domestic producers,

The other faxes on imports listed in Table 5 are virtually self-
explanatory, These are surcharges of various kinds that increase the

total tax on imports well above the normal tariff rate. In general, taxes

on imports may be calculated according to the formula:
Total Tax = ¢,i,f, price (1,123 + 1,234 (t+tp) + 1. 073p)

where t is the customs duty rate, and p the production tax rate, For
representative values of the customs duty and production tax, the per-
centage by which the importerts price exceeds the c.i,fs value of his
merchandise is given in Table 6, Thus, a commodity imported at a state
tariff rha,te of 30 percent with no production tax will require 49,3 percent
taxes on its c.i.f, price, Similarly, a commodity subject to a 50 percent
tariff and a 20 percent production tax will bear 96,7 percent taxes on its

csi.f. price,

7In 1964, a decree was issued enabling importers of foreign machinery
to pay the duties on the machinery over a 5-year period if the investment
is " part of the plan', This tends to reduce tariffs somewhat on machinexy,
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Table 6

PERCENT PAID IN TAX ABQOVE C,1.F, PRICE
(in percentages)

Production Tax Rate

Tariff - 0 .10 .20
T 24,6 35,5 46,4
o2 37.0 47,9 59. 0
.3 . 49,3 60,4 71,6
o5 : 74,0 85,3 9647

it should be observed that the surcharge system of tariffs resuits
in a greater proportionate charge on low tariffs than on high ones: a
10 percent tariff becomes 24, 6 percent charge, while a 20 percent tariff
bears 37 percent, Since the import production tax is levied on actually
all commodities, the total charge with a 20 percent tariff and 20 percent
production tax would actually be 59 percent,

These tariffs and taxes do not fully state l:he cost to importers,
because of the guarantee deposit and prior deposit of foreign exchange
system, The typical firm using imported goods must apply for a license
in, say, March, At that time, the guarantee deposit and payment of the
foreign exchange must be made, The penalty on failing to import forces
his order to be for six months! operating materials which will not arrive
until June or July, Hence, in March he is holding 3 or 4 months inventory
and in addition, must be financing twice the expected foreign exchange

costs of the next 6 months! inventory. The typical pattern is given in

Table 7.
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Table 7

TYPICAL IMPORT FINANCING OF A FIRM
(in months of c,i,f, inventory requirements)

Month of Import Program

Financing of 1l 2 3 45 6 7 8 9 10 1 12
Stocks in hand Ki 6 5 4 3 2 7 6 5 4 3 2

Guaranters deposit 0 0 6 6 6 6 0.0 6 6 6 6

Foreign exchange
deposit 0 0 6 6 6 6 0 o0 6 6 6 6

On average, he will be holding 4-1/2 months inventory, for which
his required financing will be the c,i.,f, prices plus all charges of clear~
ing customs, The typical importer will also, on average, be financing
8 months equivalent: of the c,i.f. value of inventory.

With an interest rate of 15 percent per annum, the total interest
cost will be 10 percent per month of the c,i.f. price due to the guarantee
and foreign exchange deposits and 3 percent of the customs cleared price
of the goods, Thus, an importer fared with total customs charges of
50 percent, who needs $100 c,i,f, inventory per month will be paying
$30 tariff and related charges per months' inventories _plus- $13,90
interests costs, A European importer able to order more frequently
who holds 2 months! inventory on average at 10 percent interest would
pay an average interest cost of $1, 67 for the comparable inputs,

There are several important regards in which the peculiarities
of the Import Programme?s interest costs differ from the effects of tatiffs

and related charges, In the first place, the burden of higher average
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inventory holding58 constitutes a real cost to the Turkish economy, For
Turkish industry as a whole, the ratio of working to fixed capital is one
to one~-far higher than comparable Western European and American
costs, This raises savings and foreign exchange requirements per unit
of new investment. A second regard in which the interest costs diffex
fundamentally is for potential exporters. Whereas tariffs and other
customs changes may be rebated in the case of exports, no such pro~
vision is made for inventory costs, This peculiarity is the more impor-
tant, the smaller is value added (internationally) relative to sale price
of the output, Suppose, for example, a process where, internationally
firms purchase $90 of raw materials, process the, and sell the processed
goods for $100, It is patently impossible for a Turkish firm to compete,
no matter how favorable other cost considerations might be, since his
interest cost alone will exceed $10,

A final cost of the import control system is the uncertainty it
generates for individual firms, They camnot plan their output for even
the next year, given the impossibility of forecasting the future import

programimne,

Turkish Development Programmes Affecting Imports, Because
¥

of the critical importance of foreign exchange availability, the Turkish
government has focused considerable attention on the impact of its
investments on the trade balance as a criterion for selecting among
alternatives,

Although virtually all policies and decisions taken have directly

or indirectly affected the composition and level of foreign trade, the most
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significant class of decisions have pertained to the Turkish policy of
encouraging import substitution, The manner in which this has been
done varies from sector to sector, However, a éeneral pe;,ttern does
emerge, and is described in a '"representative’ situation in what follows,

An investment is made, either in the public or private sectoz,
only after government allocation of the required foreign exchange and
other perinits, The purpose of the investment is to install the plant and
equipment necessary to carry out one or more processing stages of a
comumodity presently imported in finished form, Regardiess of whether
the investment is public or private, it must have had the government's
approval, since it will invariably have required a foreign exchange author-
ization, building pesinit, etc, The foreign exchange allocation procedure
will be discussed below,

Once the new plant is constructed and starts operations, the
government determines whether its output wiil be sufficient to meet
"domestic requirements'’y The extent of domestic needs are usually
evaluated with reference to the previous level of imports of the commodity
in question, with some allowance for sconomic growth. If the new plant's
capacity is deemed sufficient to meet domestic needs, the commodity is
prlaced on the "prohibited 1ist, This, in effect, means that no further
impoxrt licenses will be issued for the commodity in question, In many
cases, the "import substitution'' schemes have been assembly plants,

In these cases, the assembled implements used to be imported, Once
assembly starts locally {with imported machinery), parts are impozrted

and importation of the finished goods is no longer authorized,
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In import-substitution schemes of this type, the Turkish govern-
ment normally sets targets for the percentage of domestic content that
must be included in the assembled products by certain future dates,
Typically, an auto assembly plant is built, initiallir to import all parts
for local assembly, This may be, let us say, 10 percent "foreign ex~
change saving'. It may then recieve a target to become 20 percent
foreign exchange saving in 2 years, 35 percent in 4 years and 50 percent
in 5 years. This, in turn, means that over time the assembly plant
must either add fabrication operations for particular parts itself, or
alternatively another plant will be built, and the assembly plant will
ghift from foreign to domestic sources of supply,

Each commodity placed on the prohibited list has, in effect, a
prohibitive tariff placed upon it, The only means whereby the tariff
equivalent of these prohibited items can be computed is where Turkish
and foreign price data are available, At this point, however, it may be
noted that the potential impact of the prohibited list on other stages of
economic activity may be rather considerable when the output is an
intermediate good, since a high effective tariff on an intermediate good
can result in a negative effective tariff rate on commodities for which
that good in an input. Furthermore, the rebates alloted by the Turkish
government do not include higher costs attributable to having to purchase
from domestic sources, The cost-raising effect of the import-substitution
schemes will be examined below,

Use of the prohibited list has resulted in several side~eiffects that
cannot be quantified, First, Turkish producers whose goods are protected
from international competition have 2 virtual monopoly on the domestic
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market. Even when th-ere are several producers of the prohibited good,
their foreign exchange allocations generally determine their share of
the market, AS a consequence, there is little or no incentive to reduce
price or incréase quality, Complaints as to low quality Turkish output
are frequently heard, '
A second phenomenon has resulted from use of the prohibited list.
The import allocation system in Turkey distinguishes quotas for "indus-
trialists', or users of commodities for further processing irom quotas
for "importers', or wholesalers who resell the commodities within
Turkey. It was frequently stated, although no empirical verification is
possible, that when importers learn of an import substitution scheme
about to be started, they tend to raise prices, increase their imports
to the extent possible, and stockpile inventories of the good in question,
When the new plant comes into operation, it is often alleged to be the
case that importers start reducing their inventories at far above their
earlier price, and that the new plant is unable to sell until such time
as importers! supplies are reduced. Personnel at the Industrial Develop-
ment Bank indicated that they anticipate difficulties in marketing output
of new import~substitution firms for at least two years as the importers!
inventories are reduced, The competition between importers and import-
substituters is rather severe., FEach group has identifiably separate and
conflicfing interests, and both place rather substantial pressure on the
government to meet their own needs, As more and more goods are
Placed on the prohibited list, the importers! source of income is reduced,
Table 8 presents data on,cumula.tive investments for the period
1963 to 1965 for Turkish manufacturing, 1963 and 1964 investment

-20~
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Table 8
CUMULATIVE INDUSTRIAL INVESTMENT, 1963-65

Percent of 1965 Pexcent -
Investment Manufacturing Foreign Exchange
(Million TL) Investment Requirement

Food, beverages and

tobacco 827,7 12.3 37.9
Textiles and clothing 695, 5 10,3 66,5
Forestry Products

Paper and printing 487, 2 T2 52,4
Rubber products 256, 5 3,8 59.1
Chemicals (including "

plastics) 939, 0 13.9 54.5
Non-metallic products 365,5 5,4 59.8
Iron, steel, and

metallurgy 2,320,7 34,2 32,6
Metal products 330.2 4,9 26,7
Machinery 194, 4 2,9 50,9
Agricultural machinery 29,6 ! 28,6
Electrical machinery 143,6 2,1 46,7
Vehicles 169, 4 2.5 73.2

TOTAL 6, 773, 6 10010 100,0

Source:; Government of Turkey, State Planning Office, 1965 Annual
Programme,

figures are actual, whereas the 1965 data are the planned figures, Of
total development investments, approximately 57 percent have been
allocated to social overhead investments, Cf the remainder, manu~
facturing has received 50 percent of sectoral investment, The Turkish
government estimates that approximately 20 percent of all investment

is foreign exchange. That manufacturing investment requires a con-
siderably higher foreign exchange expenditure can be seen by examination
of Table 8, The exceptionally high foreign exchange needs of textile
investments are due to the fact that excess capacity has existed in

textiles and virtually a1l investment has been directed toward the
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purchase of new machinery, Since the Turkish Planning Office gives
only the direct foreign exchange expenditures, the actual foreign
exchange requirements are understated for all sectors,

The largest investment allocation within the manufacturing
sector has been for iron and steel, This is attributable to the construc-
tion of the Erigli Steel Mill, In general, the Planning Office has favored
import substitution schemes, Investment in rubber products has been
for the purpose of developing domestic tire production; much of the
investment in forestry products and paper has been for the purpose of
fostering domestic paper productiom; chemicals investment have been
in fertilizers and other import substitution schemes; vehicles invest-
ments have been for the purpose of developing local assembly of auto-
mobiles, buses and tractors, Thus, with the exception of the food and
textile industries, the major thrust of Turkish manufacturing investment
has been toward import substitution, The effects of these policies wiil

be examined further in Part IV.

Turkish Policies Affecting Exporis. The government of Turkey

has long been suspicious of foreigners purchasing their major export
commodities, This has resulted in 2 series of reguldtions governing
exports, At the same time, many policies aimed primarily at internal
problems have had 2 major influence on the supply of various Turkish
traditional exports, Thirdly, Turkish prices and costs are, in general,
above world prices, As the importance of generating foreign exchange
earnings has been increasingly recognized, the Turkish government
has adopted a variety of measures to render exporting more atiractive.
These three sets of policies are briefly reviewed below,
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In view of the traditional Turkish suspicion of foreigners? pur-
chases of Turkish goods, the government of Turkey long required that
all exporters belong to an Exporters Union, The stated function of these
Exporters?! Unions is to review the price at which the exports are to be
sold in order to insure that they are '"fair", Only when such determination
is made is an export license issued by the Ministry of Commerce, In
the past few years, these regulations have been relaxed somewhat,
Licensing and registration still remain in effect, however, for most
traditional exports, It is generally agreed that the Chrome Exporters!
Union has attempted to maintain its price at a level that has resulted in
a loss of Turkey's share of the world chrome market, Likewise, it is
acknowledged that the policy of the government has not been conducive
to mineral exports in general, for which there does appear to exist
considerable potential,

The second way in which government policy affects exports is
through the operatioﬁ of the State Economic Enterprises which are
mazrketing and processing agents for various agricultural commodities,
Largely for political reasons, the S,E,E. have purchased wheat, tobacco,
cotton, and other major crops at prices abo¥e the world level, As was
indicated above, the price support policy for wheat resulted in the diver-
sion of land from livestock to cereals., Similarly, tobacco and cotton
prices have often borne little relationship toworld prices, but the S,E, E,
have been unwilling to reduce their prices for export markets, The ways
in which the various 5. E.E, affect the Turkish economy are so many that
to analyze them effectively would require a separate study, That they do

affect exports, however, is beyond question,
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The third major thrust of government policy"has been an attempt
to encourage exports, In 1964, it was decided to allow rebates to
Turkish exporters for the amount of their tax payments, In addition,
lower interest rates are paid by exporters than by other firms., Rebates
are not given on traditional export commodities, but are for the purpose
of encouraging new export industries, The rebate rates are set by
negotiation between the government and the exporters. An across-the-
board rate of 10 percent is allowed until negotiations can be completed,
Thereafter, the rate is set at a level that will return to manufacturers
all taxes paid on imports and domestic production taxes if they export
$10, 000 or more in one ISTN classification per year, While rebates
make possible the return of tax payments, they do not compensate for
three important categories of costs: (1) high interest costs due to the
heavy inventory requirements; (2) the indirect costs of duties paid by
other firms, and (3) the high costs of goods on the prohibited list.
Despite this, there are indications that rebates may be important for
some firms which otherwise would be unable to export.

A second attempt to encourage exports has been to atiempt to
provide lower interest rates on loans to firms that are exporting,
Legally, the interest rate on loans to exporters is supposed to be about
9 percent, Many persons interviewed appeared to be unaware of this
provision, Others indicated that banks were reluctant to lend when
they could earn more elsewhere, Only one firm indicated that it had

obtained the lower-cost financing,
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IV, ESTIMATING THE EFFECTS OF TURKISH TRADE POLICIES

In view of the variety and number of policies affecting Turkish
foreign transactions, any quantitative aggregative estimate of the over-
all effects of these policies, either individually, or collectively, would
be little more than guesswork, It is possible, however, to examine the
various effects of all policies on the operation of individual firms and
industries, . While such a procedure runs the risk of biased sampling,
it is believed that the information gained by this procedure outweighs
the bias,

For this reason, ten sets of data on individual firms were chosen
for analysis. The basis for.their selection was largely the availability
of the information, although in seeking the data, the need for a ''repre-
sentative set! of firms and data reliability was kept in mind, Table 9
lists the various sets of data, and some of their characteristics relevant
for evaluation of their accuracy,

As can be seen from Table 9, micro data are available only from
manufacturing firms., Of these there are four where any possibility of
exports exists at the present time, The remainder are import substi-
tution schemes, Due to the fact that price and cost data of the type
desired are available only in the manufacturing sector, analysis based
on these data gives little indication of the effect of government policies
on mining and agricultural sectors, However, the problems of the food-
processing industry are believed to be somewhat represented by the
tomato-canning data., Interviews with other firms, where data were not
complete enough for inclusion, gleaned information suggesting that other

food~processing industries are confronted with similar problems, The
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Table 9

CHARACTERISTICS OF INDIVIDUAL DATA SERIES

Year of
Output Nature of Cutput Source of Data Information
Electric motors
& refrigeration
units Import-substitution . Loan application 1965
Fertilizer Import-substitution Actual Industry Data 1962
Glassware and Actual Firm Data
windowglass Export and Interview 1964
’ ’ R Actual Firm Data,
Interview and Loan
Rubber tires Import-substitution Application 1965
Kraft Paper Import-substitution Feasibility Study 1964 °
Domestic good and Loan application
Cast Iron products potential export and Inferview 1965
. : o - Loan application
Textiles - nylon Export and Interview 1965
) Loan application
Plastics Import~substitution and Interview 1965
Loan application and
Tomato canning Potential export Operating results 1965
Loan application .
Electric cables Import-substitution and Interview 1965

mining sector was deliberately omitted from the analysis due to the un-

availability of cost data and the degree to which government consciously

determines export policy for that sector,

A second observation should be made with regard to the nature of
the data, That is that with only two exceptions (kraft paper and fertilizer),
all data originate from 'the best'" Turkish sources, Each one of the othex
firms represents a situation believed to be outstanding, This is evidenced
by the fact that seven received loans from sources that a.relhighly conserv-

ative in their loan policies. Secondly, since much of the data were based
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on loan applications, there is some basis for the belief that, even for
these firms, the outcome might be less favorable than the situation
envisaged at the time the loan was made. 'All cost data represent
estimates of what the situation would be if the firms in question oper~
ated at full capacity, Since most do not, the cost estimates are highly
optimistic in that regard. In evaluating the results that follow, the fact
that these data constitute a sample of the best should be borne in mind,
It will be seen, however, that this bias only tends to strengthen the
conclusions that may be drawn,

Table 10 summarizes some periinent economic data that are
gleaned from the individual data sets,

Column (1) presents the Turkish sale price ex factory of Turkish
firms producing the commodity in question. Although Krait paper is
now being produced in Turkey, and Kraft paper will go on the prohibited
list, no data on the present sale price are available, The feasibility
study conducted in 1964 indicated that, even with a 77 percent nominal
tariff, production of kraft paper would be unprofitable,

Column (2) represents the landed price of imported commeodities
with all customs charges paid, In cases where the landed price is below
the Turkish sale price, the price used is that which would prevail if
importation were allowed, or that did prevail prior to the commodity
going on the prohibited list, Column (3) presents the foreign price c.i. £,
of imported commodities believe to be of the same quality, except in
cases where some part of Turkish output is exported in which case the

export price is given,
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Table 10
PRICES, TARIFFS AND EFFECTIVE TARIFFS .

Turk Price of Foreign
Domestic Turk price Price Nominal Effective
Production with Duties c.i.f. Tariff Tariffs
Comrnodity (1) (2) (3) (4) (5)
{% of c.i.f, price)

Refrigeration unit $70, 00 $68, 00 $43,10 62 80
Electric motoxr 22,00 20,00 12,85 71 66
Copper wire 4,50 3,00 1,25 140 220
Ammonium nitrate

fertilizer 46, 00%* 46, 00 38.40 71 . 186
Superphosphate

fertilizex 32.51 32,51 25, 50 27 925
Windowglass 287,70 -- 227, 704k e -
Tzruck tires 130,52 96, 01 56,48 131 170.
Kraft paper - 256,50 150, 00 7T --
Cast-iron

radiators 8,89 . - By 80mik  —a -
Nylon 4. 44 Ned, 2,74 62 92
Plastic 722,00 780, 00 385,00 102 916
Canned tomato

paste - « 285 - 19.00 - -
Electric cables 1, 092,00 - 500, 00 82 147

Source: See Appendix B for underlying data, -
“Effective tariffs were computed according to the formula

E,.=t.~Za,.t,

b} . "1 1
1

V.

]

i

where E, is the effective tariff rate on the jth good, tj~ is the nominal
tariff, a'ij is the fraction of cost pes unit of output of the ith input {at
world prices), and vj is the fraction of world sale price which is value
added by the country,

**Pproduction is subsidized, Costs per ton are estimated at $105,21,

AR
Represents price at which goods are exported,

Column (4) gives the nominal tariff rate inclusive of all surcharges,

stamp taxes; and the like, In cases where a good is on the prohibited
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list, the tariff is taken as the percentage by which the domestic sales
price exceeds the c,i.f, price of imports, For goods-that are exported,
no such calculation is made. Inspection of columns (1) and (3) indicates,
however, that companies normally sell domestically at a price signifi-
cantly above the price at which they export,

Column (5) presents the effective tariff rates on imported commod~
ities. Despite the presence of substantial duties on raw materials, the
effective tariff rates are above the nominal rates in all cases except
electric motors., As column (5) indicates, the degree of protection
afforded domestic industry is generally fairly substantial, It should be
observed, however, that very often Turkish producers tnust pay a higher
price for some of their purchased inputs domestically than they would
if they could purchase the good abroad, even if they had to pay a sizeable
duty. Thus, the effective tariffs may over-state the degree of protection
given to a specific industry due to the fact that it must purchase its inputs

"from a high-cost domestic producer. The absence of information on the
part of Turkish firms as to what prices would be for goods on the pro~
hibited list made it impossible to obtain estimates of these effects, Thus,
truck tires have an effective tariff of 170 percent. How much of this
represents value added in truck tire fabrication, and how much represents
the high cost of purchased: inputs from other Turkish firms cannot be es~-
timated, All that can be stated with certainty is that the value added do-
mestically, whether by the tire factories or others, is protected by 170
percent.

The overriding impression given by Table 10 is that Turkish

prices are higher than those in the rest of the world, Even for commeodities
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which are exported, the domestic price exceeds the export price by
a considerable margin., Coincident with this observation, it is note-~
worthy that, while all the prices gquoted exceed world prices, they vary
greatly in the degree to which-world prices are lower. It is clear that
these differentials could not exist were it not for the Turkish govern-
ment's foreign trade policies,

These diiferentials are the equivalent of taxes on the production
of goods where the percentage excess of domestic over foreign price
is below average, and subsidies to the industries where protection is
greater than average,

Since Turkey is a small country, and can buy and sell manu-
. factured goods at world prices without affecting her terms of trade,
best use would be made of Turkish resaurces if industries developed
that earned most foreign exchange per unit of Turkish resources, While
it is clear that the Turkish exchange rate is overvalued, and that some
import-competing industries should be encouraged, it is equally clear
that cthers are econorhically inefficient in the sense that Turkey could
get the same amount of foreign exchange with a smaller use of domestic
resources, 1

One method of evaluating the impact of these differentials is to
investigate what would happen to the relative profitability of different
TurKish industries under alternative Turkish trade policies, One might

ask, for example, how profitable these industries would be if Turkey

LThis statement presumes that there are shortages of some domestic
resources. If all domestic resources were free goods, then the follow-
ing analysis would not apply. However, there can be little doubt that
entrepreneurship, administrative and technical skills, transport, and
even skilled labor are all scarce goods within Turkey,

~30~


jharold
Rectangle


adopted a policy of free trade at the existing exchange rate, or for that
fnatter, at exchange rates of $1 = TL 13,5, $1 = TL 18, etc,

An alternative, and somewhat simplier way of viewing the same
question is to inquire how many liras'! worth of resources the Turks are
using to obtain a dollar of foreign exchange.

Either of these approaches pre-supposes either that internal
prices within Turicey reflect relative resource scarcities or alternatively
knowledge of the true "'scarcities" of different productive inputs., The
first supposition is equivalent to the assumption that the only distortion
in the price mechanism is that between the domestic and the foreign
sector, Although shadow prices are not available, it is possible to test
the sensitivity of the results to alternative assumptions with regard to .
the nature of disparities between shadow and market prices,

In order to make the two types of calculations indicated above,
several assumptions had to be made about the nature of missing data,
While it was possible to get information believed fairly accurate with
regard to foreign exchange and domestic costs incurred by each {irm
in the sample, it was not possible to get estimates of what their purchased
inputs would have cost had they been able to utilize foreign sources, For
that reason, it was assumed that a certain proportion of various purchased
inputs represented foreign indirect costs of domestic production, Table 11
presents the results of the analysis, with rates of return that would be
realized by firms on their fixed investments if they operated at full
capacity under various trade regimes, The first column presents the
rate of return actually realized by the various firms, when the prevailing

duties, both on imported capital and import of materials, are considered
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as a part of their costs. Where the data source was a loan application,
the anticipated costs and returns were used,

Column (2) estimates the profitability of the same firms if they
had operated under free trade. For this calculation, it was assumed
that there would be no duties on any imports, and that the prices at
which the firms could sell their outputs would be the Furopean c.i. £,
prices for import-competing industries and £, 0o.b, prices for the
potential export industries, It should be observed that use of the two
sets of prices biases the results somewhat in favor of import-subsituting
industries, Column (3) presents the results of the same calculation
when it is assumed that the exchange rate is 18TL = $l. With free
trade, and all Turkish home goods costs being halved, Since it was
assumed that 10 percent of home goods purchased were import contents,
such a procedure is equivalent to the assumption that a devaluation of
50 percent would increase domestic prices by 10 percent.;z

Chart 1 plots actual rates of return against those that would be
realized at 9TL = $1 and 18TL = $1 with free trade., In each plotting,
a line has 'been drawn to indicate the points at which free trade rates of
return would equal the rate of return with the prevailing foreign trade
regime, The greater the vertical distance below the line, the greater
is the advantage the industry is enjoying from Turkish foreign trade
policies, Dots are used to indicate the situation of the import-competing

industries; x's ‘indicate the position of the potential export industries.

2'Beca.use* this assumption is questionable, the ratés of return were re-
calculated under alternative assumptions, Neither the order of magnitude
nor the ranking of rates of return was affected. The largest absolute
change in a rate of return with a2 10 percent change in impozrt content was
3 percent, Thus, even if some industries' inputs have a higher import
content than others, there is little grounds for believing that the ordering
would be affected.
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Table 11

HYPOTHETICAL RATES OF RETURN ON INVESTMENT
UNDER ALTERNATIVE EXCHANGE RATES

Rate of Reiurn at World Prices with

Actual Free Trade and Exchange Rate .0of: Exchange Rate

Project Rate of {(percent of fixed investment)- Needed for 15%

No. Return 9T1=$%1 18TL=§1 27TL=$1 Rate of Return
1 6.4 -43,3 -1,8 31.0 20,5
3 31,2 29,9 83.8 115,5 3.1
4 98,6 -76,3 -26,8 -10.4 47,4
5 ~14,0 -30,2 -3.5 8.2 36,3
6 50, 8 -1,8™ 71.0 108, 6 10,5
7 36.0 38,4 63.7 74.0 5,7
8 87.9 -58.9 -34,0 ~19.8 68,2

9 60, 6 -37.1 69,2 126.3 14,7°

10 23,6 ~5,9 6.7 12,8 32,1

[
All rates of return are calculated before taxes on the basis of full
capacity operations, .

de :
This is the rate of return on exports without a rebate, With a rebate,
it is 8, 57 percent, S

bThe actual rate of return given is the one that was planned, . Actually,
the firm operated at. 20 percent of capacity with a loss of 5,2 percent of
fixed investment, The other rates of return use actual costs on a full
capacity basis, .

It is noteworthy that .only the glassworks firm, which does export
(at 2 lower price than it sells domestically) and the textile firm (wﬁich
plans to export at a price below its domestic sale prices) could do as
well at free trade and a 9TL exchange rate as they do with the prevailing
trade policies, They are not, in fact, the most profitable firms given
the prevailing trade regime, .Two. other firms, the radiator manufacturer
and the tomato canner, could compete profitably in the international
market at an 18T1L=$1 exchange rate, |
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Free Trade and Actual Rates of Return
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The two most profitable firms in the sample, rubber tires, and
plastics are the only two firms that could not even compete in the world
market at an exchange rate of 27T1L=3$1, These are both import-substi-
tution schemes, While it is impossible to generalize on the basis of such
a small sample, it is reasonably clear that the Turkish foreign trade
regime has assisted import-competing schemes at the expense of export
industries, Further, the profits attainable in the domestic market as a
result of import-~substitution policies surely attract entrepreneurial
talent into these lines more than into export schemes.

Another way of examining the same set of phenomena is to ask
how many lira's worth of domestic resources are given up in order to
generate a $1 improvement in the trade balance, or alternatively, what
the rate of return on investing foreign exchange in terms of foreign
exchange earned or saved is,. These calculations are presented in
Table 12,

The first column estimates the exchange rate that would be
required to equate domestic and foreign profitability. A higher exchange
rate indicates that more Turkish resources are being substituted for
foreign rescurces, .Since depreciation of imported capital is calculated
as a foreign expenditure, in many ways this estimate reflects the degree
to which each firra is subsidized in its domestic market relative to the
attractiveness of foreign sales, .Since actual rates of return differ among
these firms, however, column (2) presents the exchange rate at which,
with free trade, each firm could earn.a 15 percent return on its fixed
investment, The exchange rate given in column (2) is higher than that

in column (1) if the actual return is below 15 percent, and below column {1)
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Table 12

TURKISH RESQURCES GIVEN UP PER DOLLAR OF
FOREIGN EXCHANGE, AND FOREIGN EXCHANGE
RATE OF RETURN

Foreign Exchange

Liras Exchange Rate Rate of Return

Resources spent Regquired to give {percent of Foreign

Project per dollar a 15% return Exchange invested)
1 24,1 20,5 105,4

3 11,3 3,1 ‘ 321.4

4 41,3 47. 4 : 25,0
5 19,7 . 36,37 .. 29,6
6 13,6 10,5 224.1
7 4,2 5. 7 G7.3
8 53,5 . 68,2 31,1
9 16,8 14,7 2%0,1
10 28,0 32,1 13,2

if the actual return is above 15 percent, As in the rate of return calcu-
lations, the four potential export industries show up favorably contrasted
with the import-substituting industries,

. 'The rate of return. calculations combined with the resource cost
calculations enable some estimates to be made with regard to the costs
of distortions in the price mechanism as a result of trade policy.

I Turkey were to allocate T1.1, 8 million-of her own resources
evenly among the nine industries (including replacement of foreign mach-
inery), the world values of Turkish net output would be $161, 800, or an
implied exchange rate of 11,1T1=$1. If .she were to allocate the same
amount evenly among the four potential export industries, the world’

value of the net output would be $298, 550 or an implied exchange rate
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of 6TL=$1, I the same TLl, 8 billion were allocated evenly among. the
5 import-substitution projects, the net value of her output would be

$52, 260, for an implied exchange rate of 34,6TL=%1, Thus, for each
dellar of output {at international prices) that Turkey ‘is getting from her
import-competing industries she’'is foregoing about $5 from her potential
export industries., Of course, the sample is too small for confidence in
the éxact size of the loss for all Turkish import-substitution schemes,
However, there is every reason to believe that, if anything, the firms

in the sample given here are all of above~average. efficiency in the
Turkish economy,

At this point, it may be asked whether, in view of Turkey's
balance of payments constraint, import-substitution schemes cannot
be justified on the gounds of their foreign-exchange savings. Foreign-
exchange saving is certainly the stated reason why these projects are
being encouraged, For this reason, the argument deserves careful
attention;

If foreign exchange saving were to.be the :sole investment criterion,
then, implicitly, domestic resources are r;egarded as free goods, In that
event, the only limitation on investment would be foreign exchange avail-
ability, and the appropriate criterion for choice among investment would
be to choose those projects with the highest foreign exchange return per
unit of foreign exchange invested,

For any given project, the foreign exchange saving per year can
be calculated as the difference between what the trade balance would have
been without the investment {(given the same internal consumption of each

good) and what the trade balance is with the investment, Formally, the
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rate of return on foreign exchange, Er can be defined as:

e

d¥ - dM

1) r = SO0
FE -

where d¥{ is the change in export earnings as a result of the investment
per year, dM the change in imports, and IFE the foreign exchang:e cost
of the investment.

It is evident that if one is to define "foreign exchange savings' for
import-substitution projects as the difference between what imports would
have been without the project and what they are with the project, that the
level of final consumption with and without the project is assumed constant,
In order to treat all schemes alike, it must therefore be assumed that the
entire output of a potential export industry is foreign exchange saving,
since without the project the output domestically consumed would have to
be izlnported.

On these assumptions, the rate of return on foreign exchange
invested is given in Column {3) of Table 12, It is evident that import-
substitution schemes cannot in general be defende.:d as improving the
trade balance more than investment in potential export industries, On
the contrary, the rate of foreign exchange saving on three of the four
potential export industries is considerably in excess of 100 percent, while
only one import~substitution project examined achieved a 100 percent

return per year on foreign exchange, 3

311: should be observed that an import-substitution scheme can result in
negative foreign exchange saving, This is the case for the fertilizer data,
but no initial investment data were available so that the rate of return
could not be calculated, There are three ways in which a negative saving:
can occur: 1) inefficient use of imported inputs; 2) when the c,i.f, price
of the inputs exceeds that of the final product; and 3) when a portion of the
profits of the industry accrue to foreigners and the domestic industry is
protected,
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Conclusions, While the sample of firms is too small to allow for

an accurate picture of the overall impact of Turkish trade policies, the
results are fairly clear-cut for the sample, Turkish trade policies
systematically encourage import~-substitution projects-relative to
potential export projects. Were resources used ctherwise, the trade
balance would still be in deficit, but by a smaller amount, The cost-
raising effects of these policies cannot be fully measured with the
available data, due to the use of the prohibited list as a tool for encour-
aging import-substitution projects, That it is substantial, however, is

beyond doubt,

V. POLICY ALTERNATIVES

A program of trade liberalization for Turkey could be devised in
any number of ways, At one end of the spectrum, specific policies could
be changed, while leaving the overall regime basically intact, For
further liberalization, basic changes in the degree of restrictiveness
would be required, At the other end of the spectrum, full liberalization
could be undertaken, The discussion in this section proceeds in‘that
order, proceeding from minor changes to major overhaul,

Policies Easily Changed. Among the policies that could, with

benefit, be changed with little of 1o cost are the following: (1) Rescinding
the requirement that an import license must be used all at one time;

(2) Allowing a higher perceﬁta.ge rebate on exports for firms required

to purchase goods on the prohibited list, or alternatively, raising tariffs
on goods on the prohibited list and eliminating it; (3) Removing or

relaxing the guarantee deposit requirements; (4} Reducing the degree
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of emphasis on import-substitution schemes; (5) Consolidating and
rationalizing the present complex structure of import duties, possibly
combined with removing the production tax in favor of sales and royalty
taxes; (6) Increasing rationalization of State Economic Enterprises
pricing policies; and (7)' Altering the minerals policy of the Turkish
government,

None of these policies should have any cost in terms of additional
foreign exchange requirements and all would tend to increase the efficiency
of the Turkish economy and increase the inducement to export, In what
follows; the reasons for the desirability of change, and the effects of such
possible changes are briefly examined,

1, Single use of import licenses, As indicated in Part III, an

importer must use his import license all at once. There are real costs
for the Turkish economy in this policy, since the average working capital
requirements are increased substantially, If importers were allowed to
time their imports as best suited their purposes, their average interest
costs (and real storage costs) would fall, In addition, the average level
at which inventories are maintained would decrease, thereby freeing real
resources for other purposes, Such a relaxation could not possibly in-
crease the total level of imports, ‘and could result in significant savings,

2, A higher percentage rebate, The rebates -introduced in 1964

have already enabled some firms to export whereas they previously could
not. The rebates are set at 10 percent unless the firm can show that its
taxes paid on imports exceed that percent of costs, In fact, for virtually
all firms, 10 percent is not sufficient to cover even the direct duty and
tax costs, In calculating the rebate, the Turkish government does not
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allow for higher costs incurred by Turkish producers for 1) interest
costs of the import programme; 2) the higher cost of prohibited goods
inputs to the firm; and 3) the import duties and taxes paid by firms
‘which sell theix goods to the potential exporter, Thus, if an exporter
requires a battery as an input, if he produces it himself, he is allowed
a rebate on the imported components, If he purchases the batteries
from ancther firm, he is not allowed a rebate, Allowing an automatic:
rebate on all exports with an additional percentage to cover duties and
taxes paid by the producer would still not cover the implicit taxation

of exporters, but would increase the profitability of exporting somewhat,
Increased rebates would require additional tax revenue, but the cost
would be small in relation to the gains for the Turkish economy,

3. Removzal on relaxation of guarantee deposits, The guarantee

deposit system imposes a higher penalty on firms with a low percentage
value added domestically than for those with a high percentage domestic
value added, As such, it discriminates against undertaking the final
stage of production domestically, and artifically encourages earlier
stage of production domestically, It certainly rules out the possibility
of impoxrting and reexporting where the percentage value added is small,
For example, if internationally, a processéd good sells for $1 with $, 90
raw materials content, a Turkish producer's cost of production without
raw materials tariff will exceed $1 before any processing is done due
simply to the interest cost of the guarantee deposit requirement. An
across-the-board removal of guarantee deposits could be accomplished
with no increase in net imports if the ad valorem tariff rates ( which are

eligible for rebate) were raised by 15-20 percent across-the~board,
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The net effect of the two actions simultaneously would be to rationalize

the Turkish production structure, and render some new export industries
possible offsetting some part of this, some Turkish manufacturers now
supplying some earlier processing stages would find their markets reduced.

4, Reducing emphasis on import-substitution, The evidence in

Part IV clearly indicates that, in many instances, the import-substitution
schemes undertaken are unwise on economic grounds, and that Turkey
could achieve a higher income with a smaller trade deficit if emphasis

on import-substitution schemes were reduced., At a minimum, a more
careful evaluation of alternatives is needed, V:Jbile some import-~substi~
tution schemes are undoubtedly economically worthwhile, there are many
that are not, With no change in the existing trade regime, such a shift

of emphasis could be accomplished,

5. Consolidate and rationalize the duty and production tax structure,

Several actions are possible here, One possibility, beyond the
scope of this paper, would be to eliminate the production tax and adopt
a royalty tax on rents to natural resources and a general sales tax,
Another would be to eliminate the prohibited list, setting (if desired)
tariffs approximately equivalent to the present implicit protection, This
would have several advantages: 1) it would provide some competition for
the new domestic firms, which are presently given vertical monopolies
over the domestic market:, 2) it would ensure that prices cannot rise
and thereby provide a2 guarantee that inefficiéncy in production will not be
;:c-w;ered by higher prices in a sheltered domestic market, and 3) it would

provide an indication to the Turkish government ofthe costs of their policies.l

J'It was frequently stated in‘interviews that if imported goods had the same
price as domestic goods, producers would prefer to import, In that event,
the tariff might have to be higher than the percent by which domestic price
exceeds foreign price, 43


jharold
Rectangle


6, Rationalization of the state economic enterprises. The S,E.E,

have been intensively studied elsewhere and are beyond the scope of this
paper. There is little doubt that successful rationalization of the S, E,E,.
are a prerequisite both to long-run Turkish growth and to sustained
improvement in Turkey's balance of payments,

In the sample data in the Appendix, Project 2 data are largely
from S, E.E. estimates, It is by far the most economically inefficient
of the group and the plan calls for vastly expanded fertilizer output, The
fifth project, for Kraft paper, was rejected as unprofitable at a 77 per-
cent tariff by a private firm, S,E.E. have since undertaken Kraft paper
production. The single most important factor in the high domestic cost
is the wood price, which is determined by SEKA, which has a virtual
monopoly on lumber sales, Fragmentary evidence of this kind is
suggestive of the more general and pervasive effects of the S, E, E.

7. Minerals policy. It is widely recognized that Turkey could

increase her minerals exports significantly above their present levels,
The government controls mining operations directly, Although reliable
cost data for mining ventures are unobtainable, there is every indication
that Turkey could increase her share of this rapidly growing worid.
market, The Chrome Exporters Union, for example, maintained its
chrome price while the world price was falling; Turkey's share of the
world market consequently fell significantly,

While no quantitative estimate of the attainable increa.se- in exports
is possible, a shift in the government!s attitude could bring about signi-
ficant increases in export earnings,

If the individual policies mentioned above were all adopted, Turkey

would have moved appreciably closer to a liberalized trade Policir. At the
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same time, these changes in themselves would bring about substantial
improvement in Turkey's trade position, Moreover, many of the factors
unduly discouraging exports would have been removed, A higher basic
rebate could do much to offset the implicit taxation of export inherent

in the present trade .regime. Some import-competing industries would
still be artifically subsidized, but this subsidization would occur at a
much lower cost to the economy,

Policies Moving Part-way Toward Full Liberalization, It is clear

fha.t any significant Turkish move toward full liberalization beyond the
policies enumerated above will entail a number of costs and a number of
benefits to the Turkish economy,

In the absence of complete liberalization, the move with the
greatest benefits and least cost would be the abolition of import quotas
and the prohibited list, Without a change in the exchange rate, sucha
move would undoubtedly result in significantly increased imports, the
bankruptcy of some Turkish import~competing firms, and some cost
reductions for many producers, and some expansion in exports, In
A addition, the assurance that such a policy would continue would release
a sizable fraction of working capital now used for inventories of imported
materials for more productive uses, At least initially, the reduction in
materials import demand would suffer the increased demand for other
purposes,

Over a longer time horizon, however, such a policy could not be
sustained without either a more rapid growth of exports, a reduction in
the structure of domestic costs through productivity increases, or else -
increased tariffs on many imports aﬁd heightened export rebates.
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The benefits of liberalization would undoubtedly be substantial;
remova]: of all quantitative controls simultaneously would have high
short-run costs, One compromise would be an announced timetable
of changes, over a several-year period; in order to give producers
time to adjust. Meanwhile, as liberalization proceeded, tariff and
subsidy changes could be made, depending on the degree to which they
were needed,

In effect, such a’liberalization policy could achieve, if wisely
used, the same result as a change in the exchange rate. It worul_d, how~
ever, place the full burden of the adjustment on the domestic market
and in addition, would, during the transition period, leave the perpetual
temptation to revert to quantitative controls, Uncertainty as to its
continuation could reduce incentive to invest, Each adversely affected
industry would apply what pressure it could to receive favored treatment
and exemption from competitive pressures of the international market,

I such a policy were carried out, the end result would be a trade regime
with no quantitative controls, but with fairly high (and not necessarily
uniform) tariffs and subsidies, To the extent that the tariffs were more
nearly uniform for each productive stage than they are now, the resource
misallocation costs of the trade regime would be substantially reduced,
An additional substantial but unquantifiable benefit would result from the
fact that Turkish domestic producers would no longer be wholly immune
from international competition. It is the autl;or's view that increased
competition, in itself, would result in major improvement in the Turkish

economic structure,
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Full Liberalization, Full trade liberalization without resort to

heightened tariffs or an altered exchange rate would result in an un~
manageable import surplus and domestic depression especizlly in manu-
facturing industries, While such a policy could conceivably result in a
reduction of the Turkish domestic price level over a long enough period,
the economic (and political) costs of such a procedure would be drastic,
Some changes in the exchange rate would he necessary in order to reduce
the cost of full liberalization. Full liberalization, however, could not
achieve the greatest benefit for the Turkish economy without some
reductions in tariff levels, While there arc undoubtedly some industries
for which the infant-industry argument for tariff protection holds, not
all presently protected industries fall in that category,

Full liberalization (including tariff removal except for infant
industries as well as removal of all quantitative restrictions) would
result in significant gains for the Turkish economy, After the 1959
devaluation, "other exports' from Turkey increased to almost $50
mililion, - Since then, they have again fallen off, except in 1964 when
some increase resulted from the rebate program, That Turkish exports
would be responsive to price changes, there can be little doubt, Further,
a devaluation would enable some import-competing industries to expand,
without the protection they presently receive,

It would require considerable further study to estimate the change
that any given degree of devaluation would bring about. It would depend,
in part, on how successful the government would be in holding the domestic

price level with an increase in the price of foreign exchange, Further,

-
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the adjustment would require several years in order for Turkish produ-

cers to learn of their new opportunties and to adjust to them,

VIi. CONCLUSION

To a certain extent, present Turkish irade policies will make
liberalization more difficult the longer they are continued, The more
import-substitution industries that develop,.- which cannot compete in
the long~-run, the greater will be the dislocation resulting from any
attempted liberalization and the fewer will be the potential exporters to
support such a move,

For that reason, perhaps the most critical Turkish policies are
those which commit the economy to further trade restrictions. Certain-
ly, adoption of the policies that do not require a fundamental change in
the trade regime, would prevent the further building into the system of
resistance to liberalization., .If the sample of firms used for analysis
in Part IV is at all representative, the economics cost to Turkey of
continuing and increasing the emphasis on impozrt-substitution is enoxr-
mous, Use of the kinds of criteria suggested in Part IV for evaluating
the merits of alternative projects, including betfer estimates of indirect
. foreign exchange costs, might enable betier identification of those
schemes that are economically viable,

Turkey's success with the First Five Year Plan has been
encouraging to date. While the foreign exchange bottle~neck has presented
difficulties, growth in national income has still exceeded 5 percent
annually, Continued growth at this rate will entail a rising demand for

imported goods, Unless measures are adopted to increase the incentive
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to éxport, the prodpect is that increéasing restriction will be necesary,
'I‘his, in itself, could reduce the rate at which gfbw%h can proceed,

. [, ‘._l:,i . . _v“. . . . P4 .
With appropridte pblicies} the foreignd exci‘xa.nge cdnstrdint confronting

Turkey could be reduced, if not removed,
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APPENDIX

On the following pages, the underlying data used in the computations
in Part IV are presented. In all instances, foreign depreciation was
calculated by taking the proportion of total investment that was imported
and applying that to the individual firm's total depreciation,

All rate of return calculations were made on the assumption of
full capacity operation, Power utilization would therefore imply a
higher depreciation figure per unit, Since most Turkish firms do have
excess capacity, these estimates are most likely overly optimistic,

For the tree trade computations, all duties and taxes were
omitted, To calculate the effect of an x percdnmt increase in the price
of foreign exchange, domestic inputs into investment and current
production were revalued at x percent of their level given in these
data, and it was assumed that the output would sell in Turkey at its

imported c.i, f, price.

=40~
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PROJECT I
IMPORT SUBSTITUTION

To produce 63, 000 small ELECTRIC MOTORS, 60, 000 small
cooling units for REFRIGERATORS. Data are from a loan application,

I, INITIAL INVESTMENT

Imported Equipment c,i.f, $1, 352, 000
Duties 954, 000
Domestic Expenses 1,344, 000
Total Fixed Assets $3, 650, 000
Working Capital 3,511, 000
TOTAL $7, 161, 000
II, PER UNIT DATA CCOLING UNIT MOTOR
Turkish Sale Price $70.00 $22, 00
U.S. f.0.b. Price 31.70 11.80
Turkish c.i.f, Price 43,10 12,35

PRODUCTION COSTS PER UNIT
Foreign Exchange Costs

Imported components f. 0. b, $15,80 § 2.18
Imported components c.i.f, 20, 54 2,33
Other Foreign Exchange
2% Technical Assistance Fee 1,74 . 56
Dividends on Foreign Share 1,95 .63
Depreciation on Foreign Mach. 2,40 .77
Indirect {10% of purchased inputs}) 1.05 .62
TOTAL.Foreign Exchange Costs $27.68 ] $ 4,91
Domestic Costs Per Unit
Turkish raw materials $ 6.26 $ 4,61
Duty on imports 8.83 2,20
Labor 7.90 3.16
Purchased inputs 5.00 - 1.93
Domestic depreciation 1,30 . &2
Commercial & Administrative 5,37 1,98
Interest 2.93 1,17
Taxes 1.78 W71
Domestic profit 2.95 + 91

Total cost without taxes or profit 63,32 21,09
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PROIECT 2
IMPORT SUBSTITUTION

FERTILIZER PRODUCTION

New factories are being built, These are industry estimates of full
capacity based on 1962 results, Investment data for these are unreliable,

1. PER UNIT DATA

C.L F., Price 1 ton Superphosphate $25. 50
C.I.F, Price 1 ton Ammonium Nitrate 38,40
C.L.F, Price 1 ton Ammonium Sulfate 39.90
PER UNIT PRODUCTION COSTS Super-~ Ammonium
Foreign Exchange Costs Phosphate Nitrate
c.i,f, phosphorite .6 ton $ 7.56
sulfuric acid .4 ton’ 14.80
other raw material i.40 $21.40
indirect {depreciation,
spare parts, purchased inputs) 1,03 6,00
$24.,79 $27.40
Domestic Costs
Coal $ 5.32
Gypsum .94
Duty $ .42 6.81
Labor + Administrative
Personnel 1.75 13,32
Depreciation T2 23.02
Water & Power .31 13.30
Transport 2,71
General Administrative and
Operating Expense .92 6.86
Packing 3.60 5,53

TOTAIL COST $32,51 $105.21
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PROJECT 3

TURKISH GLASSWORKS

Turkish Glassworks produces windowglass, bottles and other glass
objects, They export a small part of their output., Cepacity output in 1964
was 33, 000 tons of glassware and 34, 000 tons of windowglass, The data
are from the Turkish Glassworks' Annual Report and an interview,

I. Balance Sheet Investment

Imported Equipment c;i. £,
Duty
Domestic Expenses

Total Fixed Assets
Working Capital

I, PER UNIT DATA

Domestic Sales Price/Ton
Export Price/Ton
Rebate Rate

PER UNIT COSTS
Materials ¢, 1, £,
Duty
Domestic purchased inputs
Labor
Interest
Depreciation
Taxes
Profit

il

"Does not include 209 production tax.

$4, 120, 000

3, 840, 000
$7, 350, 000
$15,310, 000
5, 090, 000
Glassware Windowglass

$ 19,890 $ 28,770
. 16,670 22,770
13% 13%

$ 3,611 $ 4,444
1,471 2,377

1, 544 3,666

4, 888 6, 855
766 109
1,388 1,944
1,755 2; 466
4,350 5,921
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PROJECT 4
IMPORT SUBSTITUTION

Goodyear - Rubber Tires

I. Initial Investment. (through 1964)!

Foreign e:'accha.nge $6, 389, 000
Turkish lira 9,174, 000
Reinvested funds 1,149,418
of which, as of Dec, 31, 1964
Fixed assets $7, 066, 510 (balance sheet}
Working capital 9, 545, 90&*
II. PER UNIT DATA®
. Truck Passenger
Turkish Sale Price $130, 52 $24.90
UeS.e fo0.b. 52.37 9,68
Turkish ¢, i;f. price 56.48 10,83
PRODUCTION COSTS/UNIT in 1970
Foreign exchange costs
Raw materials £, 0. b.  Ted. n.a. .
Raw materials ¢, i.f. 35.17 7.09
Cther E—
TA fee + Akron payments for
sales exp. 8. 50 1,54
Dividends on foreign shares
Depreciation on foreign machines = 3,14 .60
Indirect (10% purchased inputs} 2.18 .38
TOTAL Foreign Exchange Costs 48,99 9.61
Domestic Costs
Duty on imports 16, 55%* 3, 34%%
Labor 2.93 .52
Overhead 19. 60 3,43
Miscellaneous 1.16 .20
Sales & Administration 5,88 - 1,03
Depreciation 1,04 .20
Interest 2. 00 .38
TQOTAL Domestic Costs- 49.16 9.10
Taxes and Profits 32,37 6.19
TOTAL 130,52 24,90

'llnitial investment from loan application; fixed asset data from balance sheet.

2
Source 1964 Loan Application, Capacity was to be 80, 000 pissenger tires
Some used for raw material imports. t and 200 000 truck tires,

skt
Dut:.es have since been raised,
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PROJECT 5
IMPORT SUBSTITUTION

b
Kraft Paper - This project was rejected as infeasible,

I, INITIAL INVESTMENT

Imported equipment, c.i,f. $16, 431, 500
Duties 4, 150, 000
Housing i, 000, 000
Spare parts and stores . 1, 000, 000
Interest during construction 1,722, 000
Domestic Costs 5, 559, 500

TOTAL Domestic $13, 431, 500
TOTAL FIXED ASSETS $ 29 863, 000
Working Capital 3, 000, 000

II. PER UNIT DATA%=%

European selling price/metric ton c.i.f. $150, 00
Turkish cost/ton 269.95
Turkish price with duty 265,50

Per Unit Turkish Costs

Foreign exchange

Fuel + power (40% + 10% respectively) $ 5.86
Non-wood operating materials 2,88
20% of weod cost 20,03
20% transportation 2,43
Depreciation for machinery 21,54
$ 52.74

Domestic Costs
Wood $ 80,12
Other materials 25,37
Fuel and power 17.80
Labor 14,42
Transportation. 8. 89
General Administration and Sales 13,65
Interest 25,98
Depreciation 21,54
Domestic Cost F207, 77
Taxes {operating) Q.44
TOTAL ' $269.95

*The feasibility study on which the data are based was completed in
Jamuary 1954, Krait paper production is one of the import-substitution
industries included in the Plan,

q‘*No. tons -~ 64, 750 capacity
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PROJECT 61

This project is to produce cast iron products, primazily radiators,
it is planned to meet domestic demand at a price of 80TL/m"™~ plus 14,4TL
production tax, and to export any output above domestic demand at 53TL,
with a rebate of 10%, Since radiators would otherwise have to be imported,
all output can be regarded as foreign exchange saving (less the foreign
exchange costs of inputs) in the amount of 53TL.,

I. Initial Investment -

Equipment c,i,f, $1, 655, 500
Duties ’ 544,500
Domestic expenditures 1, 800, 000

TOTAL FIXED ASSETS $4, 000, 000
Working Capital 2, 055, 500

II. Per Unit Data®

Sale price (excluding prod. tax)

in Turkey $8. 89
Export price (£, 0.b.) 5. 89
Foreign exchange costs
Indirect raw materizals .24
Indirect purchased inputs « 17
Depreciation. .18
TOTAL Foreign Exchange « 59
Domestic costs per Unit
Raw materials $2.20
Labor + 60
Purchased Inputs ’ 1,50
Depreciation .39
Overhead and Administration - «35
Interest .35
TOTAIL Domestic Cost $5.39
TOTAL Cost Per Unit $5. 98

1'I‘he source for this data was a loan application in 1965,

2Capau:ity will be 700, 000 mz of cast iron goods, Data are for full
capacity, 1970 operations,
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PROJECT 7

This project is to add nylon capacity to a textile factory. Capacity
is to be 1,750 tons. It is anticipated that the plant will have difficulty
reaching full capacity, since importers will have stocked up on nylon in
anticipation of the event,

I, INITIAL INVESTMENT

C.1, F. price of foreign machinery $2, 788, 800
Duties on machinery 1,555,600
Installation and Construction 388, 900
Interest during construction period " 466,700

TOTAIL New Fixed Assets . $5, 200, 000
Working Capital 1, 422,200

II, PER UNIT DATA (kilogram)
Turkish Sale Price with Production Tax $4, 44

Turkish Sale Price less Production Tax 3.28
European c,i.f. price 2,74
. “Product;i.on Costs Per Unit
Foreign Exchange Costs
Imported raw materials $ .90
Indirect foreign exchange {10%) .04
Depreciation .25
’ $1.19
Domestic Costs
Duty on imported materials $ .27
Operating costs .35
Depreciation 22
Interest .18
TOTAL Domestic Cost $1.02
TOTAL COST $2.21
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PROJECT 8

This project is to substitute domestic production of plastics for
imports, A new plant was approved, to have capacity for 4, 500 tons oi
plasticizers, The data are from a 1965 loan application,

I. INITIAL INVESTMENT TL $

Imported machinery, c.i.f, 1,4 mil, $155, 400
Duties 1.1 mil, 122, 000
Local machinery . 650 72, 000
Domestic expenses 1,525 170, 000
Vehicles . 070 7, 800

TOTAL Fixed Assets 4,745 $527, 200
Working capital ' 2,5 mil, $278, 000

TOTAL Investment T7.245 $805, 200

1I. PER UNIT DATA (ton)

Present c.i. i, price $385
Present Turkish price 780
Planned sale price 722

PRODUCTION COSTS PER UNIT

Foreign exchange cost

Raw materials $362,16
10% Electricity .50
40% Fuel Oil 3.24
1/3 Depreciation 1,14
Royalty to foreign firm for
technical help Te22
Total Foreign Exchange Cost $374,26 "¢

Domestic Cost Per Unit

Raw materials duty $181, 06
Wages 18,55
Electricity 4,50
Fuel Oil 4,87
Other 5,00
Interest 28,34
Depreciation 2,53

Total Domestic Cost $244.85

T OTAL Cost Per Unit - $619,11
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PROJECT 9

This project was approved to reorganize an inoperative company to
produce canned tomato paste for the local market and export, The two
sets of per unit data contrast the estimates at the time of approval and
the actual results. The company was to have an annual capacity of 1,200
tons (metric) of tomato paste per year, or 1, 332, 000 kilos of canned

tomato paste,

I. INITIAL INVESTMENT

Imported machinery, c.i.f.

Land, Buijlding and installation”
Duty on Imported Equipment
Local machinery

Interest during construction

TOTAL Fixed Investment
Working capital
TOTAL Investment

11, PER UNIT DATA (i kilo can)

Domestic sale price per can
Foreign price per can

PER UNIT COSTS

$ 71, 000
82, 800
18, 600
15, 600
10, 000

$198, 000
89, 000
$287, 000

TL, Cents

—p——

2,57 28,5
1,71 19.0

Full Capacity Actual {20% capacity}
planned

Foreign
Can inputs (indirect-on prohibited list) 3.15
Energy & fuel « 07
Depreciation .29
3,51
Total Foreign Exchange Planned Actual
Domestic Costs Per Unit
Tomatoes 7.20 10,94
Salt .40 .42
Can input 3,15 510
labor & personnel 1.60 1,70
Energy and fuel .63 .65
Overhead 1,30 4, 67
Depreciation « 51 1,82
Sales expense .30 +35
Interest « 90 3,21
Total Domestic Cost Per List15.99 28,86
TOTAL COST PER UNIT 19,50 32,37

*Includes 245, 000 TL valuation of the remains of the old factory,
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PROJECT 10
IMPORT SUBSTITUTION

This project is to produce 2, 000 metric tons of ACSR, eclectric cables
needed in electric power generation, and 450 tons of profiles, The follow-
ing data are for ACSR, 3/4 of the planned value of output, The source of
the data was a loan application,

I, INITIAL INVESTMENT DATA

Foreign machinery and know-how costs, c,i.i. $ 978,000

Duties®® 292, 819

Site, Buildings and Cffice Equipment 829, 181
TOTAL Fixed Assets $2, 100, 000

Working capital $2, 000, 000
TOTAL Investment $4, 100, 000

II.  PER UNIT DATA (1 metric ton ACSR)
Ue So Price Ce in f. to TurkeY $ 600- 00
Planned sale price in Turkey 1, 092,00

FER UNIT COST

Foreign Exchange

Aluminuem $ 350,10
Steel 74,20
Other raw materials 20,20
Indirect foreign exchange
1,29 + 1,16+ 1,50 3.95
Depreciation 25,12
TOTAL Foreign Exchange $ 473,57
TA Fee . 16,25
$ 489.82
Assume 1/2 profits after tax .
repatriated 61,83
$ 551,65

= .
Computed before tariff increase
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. Project 10 (page 2) -

Domestic Cost Per Ton

Duty on alurninum $203,90
Duty on steel 58,30
Power, Gas & Water 10.49
Supplies and Maintenance 11,61
Labor 19,30
Overhead - 12,25
Depreciation 28,34
Interest 12,50

TOTAL Domestic Cost $416,69
TOTAL COST $906, 51
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