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Authorlzation is reques~ed for a $SO.million balance of payments cash loan to Turkey 
designed to alleviate Turkey's foreign exchange shortage. 

Turkey is struggling with severe balance of p~yments problems brought about by a 
combination of internal and external factors, inclUding the policies of previous govern-. 
ments to sustain rapid economic growth through an investment program that relied 
heavily on imports of capital and intermediate goods, the economic slowdown in 
weste"" Europe which adversely affected Turkish export earnings and remittances by 
TI~kish workers, and increased oil prices. The deficit on its currEnt account 
reaChed :3.4 billion in 1977; a $2.0 billion deficit is projected for 1)78. 

The present Government has taken a series of measures to bring the economy under 
control. A comprehensive package of stabilization measures was formulated which 
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formed the basis for 4 Standby Agreement with the IMF in April 1978. 
But stabilization of the economy will inevitably take some time, 
especially if intolerable dislocation of the domestic economy is to be 
avolded. 7urkey is therefore seeking support from her western allies. 
The FRG, Norway, France and Austria are providing loans, and a 14 nation 
debt rescheduling, including the U5G, has been negotiated. 

The outcome of Turkey's efforts to overcome the problems of the economy 
is cC considerable interest to the U.S. Turkey is a NATO ally, is 
situated in a complex area in which the U.S. has important interests, 
and is a larg~ nation facing the challenge of development in a demo
cratic political framework. The proposed loan - which will be disbursed 
as a cash transfer - will have an immediate impact in helping Turkey 
meet its international payment obligations as well as provide a concrete 
de~onstration of our concern for the economic problems of an ally. A 
commodi ty import program can neither achieve the quick-disbursing 
balance of payments support Turkey needs nor is feasible under present 
condi tions . It is expected that the funds will be disbursed wi thin one 
month of the signing of the loan agreement. Overall, this loan is 
consistent with the objectives of the FY 1979 Economic Support Fund 
legislation. 

The loan will provide for a ten-year maturity, including a grace period 
of three years. Interest will be at the approximate cost of ten-year 
money to the U.S. Treasury (currently about 8.75 to 9 percent. per annum) 

Recommendations: 

It is recommended that you authorize a cash transfer loan to Turkey of 
$50,000,000 from funds appropriated under the Economic Support Fund 
account of the Foreign Assistance Act of 1961, as amended, for balance 
of payments assistance on the following terms: 

1. Borrower shall ~epay the loan to A.I.D. in U.S. dollars within 
ten (10) years from the date of the disbursem~nt under the loan, in
cluding a grace period of three (3) years. Borrower shall pay interest 
at a rate to be fixed by the U.S. Department of Treasury on the date 
that loan negotiations wi th the Borrower commence, said rate to be based 
on the cost as of that date of ten-y~ar money to the IT.S. Treasury. 

2. In addition to the standard requirements of a legal opinion 
from Borrower and appointment of representatives, the loan shall be 
subject to such other terms and conditions as A.I.D. may deem advisable. 

Attachments: 

1. Supporting Analysis 
2. Statutory Checklist 
3. Draft Loan Agreement 
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Supporti~g Analysis 

I. Political and Economic Considerations 

The relationship between the U.S. and Turkey has several significant 
facets. T·.lrkey is .3 ~~ATO ally, is situated in a complex area in which 
the U.S. has i~ortant interests, and is a large nation facing the chal
lenge of development in a democratic political framework. Since the 
early days of its republic, Turkey has looked to the West for its pri
mary political, economic and cultural relationships. 

St~engthening the bilateral relationship with Turk5Y is a vital and 
fundamental goal of United States policy in the eastern Mediterranea~ 
region. Common securi ty concerns of both cr.:)untries are an important 
e~ement of this evolving relationship. As part of a program for revita
lizing the U.S./Turkish relationship, the armr embargo enacted in 1975 
in response to Turkish action on Cyprus in 1974, was repealed so that 
the U.S. could more fully cooperate with Turkey in a manner consonant 
wi th the requirements of an alliance important to the mutual security 
of both countries. 

The $50,000,000 loan proposed herein is also a critical component 
of the Administration's comprehensiv~ program for stren~hening ties 
with Turkey. Turkey is presently undergoing·serious economic ~roblems, 
and the loan will assist Turkish efforts to stabilize the economic 
situation as well as provide a ccncrete indication of United states 
concern for Turkey's economic problems. 

The U.S. Congress, responding to a supplemental budget reques~ for 
$50,000,000 to provide the Government of Tlu'key with .immediately avail
able foreign exchange resources to meet short-term balance of payments 
requirements, has authorized and appropriated $50,000,000 under the 
Economic Support Fund account of the Foreign Assistance Act for the 
purposes requested. 
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II. Econcmic Overvi~ 

In most respects, the record of Turkish econc~ic developments 
OVl!r t ..... e ~dSt blc decades has been poor. \While economic growth in 
real te~s ave~aged 7.3% since 1970, about 4.8~ per ca~ita, which 
is ~:;de~~ ccrt~":;~3.b!.e, it · ... as acccr.1pa."'1:!'~d t>] h:!.gh i:l!"laticn al1d 
$,eClp:vymcr.t and an overva1.ued exchange !":=l.te '",hich led to cr:!. tical 
balance of payments problems. These developments reflect go..rerment 
policies to force industrial growth aimed at import SUbstitution 
throuah the development of relatively ~apital intensive government 
owned industri~s heavily dependent upon budget support as a result 
of unrealistic pricing policies and inefficiency. These e~endi
t~es brought large budget deficits :inanced by Central Bank expansion 
of the money supply. Unfortunately, this situation was 
aggravated by a general recession in Europe which curtailed demand 
for Turkey's exports and greatly reduced the inflow of workers' 
remittances upon which Turkey was so heavily dependent. As a result, 
the GOT became increasingly dependent upon foreign credits and the 
additional pre~sure of debt servicing helped bring a crisis which 
required debt rescheduling in May 1978 and an IMF standby at about 
the same time. 

The emphasis which successive governments have laid on 
industrialization has been reflected in a doubling of :he share of 
the industrial sector in total output between 1955 and 1977. It has 
also resulted in comparative neglect of agricultural development, 
which has in addition been hampered by inappropriate subsidy and 
pricing pol:-ies. Moreover, a strong emphasis on sophisticated 
capital-intensive technology has resulted in high-cost production 
in certain sectors; and protection against competition 
from imports has inhibited the development of a sOtll1d industrial 
structure well-suited to Turkey's comparative advantages in terms of 
location, natural resources and labor availability. One in:portant 
consequence of this, in the context of a foreign trade strategy 
which has emphasized import-substitution, has been that Turl<:ey has 
so far been unable to develop a strong industrial export base, and 
has relied mainly instead on its traditional agricultural exports 
(supplemented by workers' remittances) to finance the imports of 
materials and capital goods needed for its ambitious modernization 
effort. This pattern of trade has been a fundamental cause of the 
difficulty which Turkey has periodically experienced in reconciling 
rapid growth with a viable external payments position. 
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The year 1977 was extremely difficult and strained for the 
~urkish economy. The payments problems caused may foreign suppliers 
to restrict or term~nate deliveries to Turkey, as debts owed to them 
rose. Slnce the Turkish economy is dependent upon imported raw 
materials, capital equipment and in'termediate goods, unemployment 
rose rapidly, reachi~ an es'timated 13.5 percent in 1977, and shortages 
contributed to traditionally high inflation, driving it up to an 
estimated 25 percent on an annual basis by ~1e end of the year. 
Nothwi thstanding the restrictions by foreign suppliers, the current 
account deficit reached $3.4 billion in 1977 (oil imports totaled 
some $1.8 billion) as exrort receipts and remittances by Turkish 
workers failed to grow in proportion to illT.10rts. 

The substantial current account deficits of 1975-1977 were 
initially financed through a drawdown of reserves and by short-,term 
borrowing in the Euromarkets which eventually totalled nearly $2 
billion. By early 1977, this source of foreign capital had been 
exhausted, and the Central Bank was unable to effect transfer of 
foreign exchange for all bu~ the most vital imports and some debt 
service payments. By the end of 1977, Turkey's short term external 
debt position stood at $5.4 billicn. 

In September 1977 the government initiated negotiat'ions with 
the IM}'. After a change in government in Janu~ 1978, a comprehen
sive package of stabilization measures was formulated which formed 
the basis for a Standby Agreement signed on April 24, 1978. 

The Turkish government has taken a number of measures to bring 
the economy ~der control. To discourage imports, and stimulate 
exports, the lira has been devalued against the dollar three times 
since September 1977 by a total of about 30 percent. In addition, 
it has drifted downwards with the dollar against other currencies. 
The 1978 bl.ldget contained reductions, in real terms, in expenditurf'IS 
and in the deficit from 1977. Substantial price increases for the 
products of state economic enterprises (air, railroad and shipping, 
tariffs, electricity tariffs, and the prices of coal, iron and stf!el 
products and petrochemicals) are expected to increase revenues,by 
about TL 25 b ill ion (equivalent to ~ percent of 1977 GDP) in a fl."ll 
year. The government has also established and consolidated seve:L"al 
schemes for giving companies priority access to foreign exchange ~or 
imports needed to maintain export promotion. Essentially, thesl! 
schemes accelerate and assure positive action at exporters' req,uests 
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for foreign exchan.e needed to buy imports for production. Proce
dur.es [or Eurodollar borro~ing have been revised to deter its use 
in financing specific transactic)ns and to bring it more under Central 
Bank centrol. The projections for 1978 nonetheless point to a 
cur~en~ ~e~::i~ of $2,0 billien (from $3.4 billion in 1977), the 
reduction lar.ely bein. the result of a shortage of impo~t financing 
ra ther than improved export perfonnance. 

These efforts will help tawIlI'd alleviating Turkey I 5 economic 
difficul ties, but during the comtng months the situation could 
deteriorate further. Unemploymer:tt has already risen further to 20%, 
possibly reflecting some pressures for structural changes in the 
economy moving a~ay from import s"Jbsti tution. Moreover, largely 
as a resul t of more costly import:. and rising prices of products of 
state enterprises, in£lation reached an annual rate of 70% by 
September 1978. These events probably more than offset the end of 
1977 'Nage increase and are likely to bring pressures for. renewed 
demands by labor. They may alse. bring further need for another 
exchange rate depreciation. The question of whether the GOT can 
continue this difficult program is thus heavily dependent upon 
internal support of its policies. 

Foreign exchange reserves are very low. Even ~ith optimal 
external and int-ernal ~cooomic poli,:ies, there are physical and 
:!'inancial limits to the speed 'Ni th ~Ihich exports (especially 
industrial exports) and ~orke:r~ I remittances c.an be expanded in the 
ehort t~rm, particularly in the present climate of slow trade growth. 
Thus to maintain essential imports, Turkey must in the immediate 
future rely heavily on external borrl:lwing to cover projected current 
account deficits. 

III. Balance of Payments 

A. general 

The most prominent feature of the crisis of 1977 was the larie 
resource gap, which amounted to almost $4 billion, or 9 percent of GOP. 
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But this did not arise ~vernlght: the resource gap had been widening 
steadily since 197), when it was only $0.6 billion, or 3 percent of GDP 

One aspect cf this ~rked deterioration in Turkey's external 
tradl~.'1 pcsitlrJn ""as a verI rapid increase in imports, which nearly 
trlpled l~ '/31·;:: =et;;e~n :373 and 1977, '",hen they reached $5.8 billion. 
Appr-ox:i.ma':ely r..al f of thlS increase was due to ri!J:..1g '/iorld prices, 
lncludlng a four-f~ld rise in t~e price of oil, which currently accounts 
tor about '1 quarter of th- total import bill. The other half (jf the 
lncrease was due to a steep rise in the volume of imports. which grew 
at about 15 percent per annum, roughly double the growth rate of real 
GOP. 

This high import propensi. ty has been characteristic elf Turkey 
in the 1970:;, and may be seen partly as a "catching up" phenomenon. In 
1970, af~er a decade of strict import rationing, the ratio of imports 
to GDP in Turkey was only 7 percent (about half the average for 
countries of its size and stage of development), By 1977, after 
several years of liberalization of import restrictions, this ratio 
had reached 14 percent, a more typical figure. In concrete tenns, however 
this process was associated with a great increase in the use of im-
ported fertilizer in agricUlture, and changes in industrial stnlcture 
and tec~~ology, which increased the dependence of the rapidly ~'owing 
industrial sector on ir..tported inputs. After 197.5, the rate of ~rrowth 
of imports accelerated by a fall in the local curren~J price of 
imported goods relative to domestic output due to: a rate of irjflation 
i.n Turkey which exc~eded the in't;ernational inflation rate by more than 
the rate of depreciation of the Turkish lira against other currencies; 
absolute shortages of domestically p.roduced goods; an increase in the 
share of fixed investment in total expenditure j and possibly also a 
tendency at times to build up imported stocks in anticipation of 
devaluation. 

B. Current Account Balance 

From 1970 to 1973, the rising propensity to import was more or 
less offset by rapid e~ansion of exports, particularLY manufactured 
exports such as cotton yarn and fabric, leather products and processed 
food. In value terms, total exports increased from $588.: million in 
1970 to $1,317 million in 1973, or by 31 percent per annum. Manufac
tured exports increased even faster--from $100.3 ~11ion in 1370 to 
$443.4 million in 1973, or by 64 percent per annum. In volume terms, 
total exports during 1970-1973 increas~ by an average annual rate of 
22 percent, a very high rate indeed. Since 1973, however, export per
formance has been w~ak. The value of exports rose by 33 percent during 
1974 and 1977~ when it attained $l.B billion, mainly due to rising 
world prices; ill volume t~rms, Turkish exports showed r.o upward trend. 
Thus by 1977, merchandise exports were only one-third as large as 
imports, and the tourism balance was negative. 



The poor sho' ,,1,. ','. Turk:.sh exports in 1974-77 is in part 
attributable ti) :. .... e '%r ,' .. ession, but :nore important, they reflect 
GOT po:.:.c'::'es ~o e:!c~:-ai," ..::-~ substit':J<;icn and the overvalued 
excr.ange ra-:-e .1:1::1 :-:e: (f,. c:-t prices too high. This not only affected 
indus'::-:a: ~Xp'J:-'::J; : ': .• _: :!ep:-essed T~ .... kish agricul tura1 experts such 
as haze::1lJ'::s ,IDa ;"'3.':'5':'~· '-I':d i;.d'.Js'::rial ra'* materials (cotton and tobacco) 
.~g'!"'t~,j!~~!""~l 'S'l~~-'!",+: :::'!,"'.':~~ ~"':''!''"~ ~:~~~e !,·-:!..~ti~n to o,wcrld pr:'ces, ar:.d 
"X'.Js !'a'::':ed ':'J ;::-c·::'de: :-.ce;.t:ves to fa~ers tc increase production of 
expor'tab 1 e commodi t;.~;'!. Th is prabl em was compounded by a general neglect 
of ~~~icul tural devel C~iment, buoyant domestic demand for agricultural 
prad'.Ice, and ineffect~'j'e administration of agricultural export sales. 
Mor~ importantly, the. evelopment of industrial exports. which at present 
acco'.Int for 0n1y 7 perent cf the value of industrial output, was stifled 
by a more r~pid increa~' 0f production costs in Turkey then in her trading 
partners, ~hich ~as nut 3ufficiently of!'set by periodic small devaluations 
of the lira. As a resu. t, ~~d despite considerable increases in tax 
rebates to exporters, el ,orting, which had been lucrative for a brief 
period in the early 1970~. bp'.1me much less profitable, and potentially 
exportable production was diverted to the booming and highly profitable 
domestic market. 

The widening resource gap after 1973 ~as more than fully 
reflected in the current account balancer which moved from a surplus 
of $0.5 billion in 1973 to a deficit of $3.4 billion in 1977, because 
of a decline in workers' remittances from a peak of $1.4 billion in 
1974 to around $1 billion in 1977. One important cause of this decline 
has been the restrictions on immigration imposed by Western European 
countries in the face of growing domestic unemployment caused by the 
world recession. But the rate at which foreign earnings were remitted 
also fell sllbstantially. This was caused in part by char.ges in the 
composition of the Turkish emigrant population, including an increase 
in the proportion of workers allowed to bring their families to join 
them. In part, it also reflected overvaluation of' the lira, which 
induced migrant workers either to hold their savings nbroad or to remit 
them through unofficial channels. 

C. Capital Account 

The rapidly rising current account deficit was not matched 
by an increased inflow of medium and long-term external capital. 
Turkey has deliberately kept both foreign private investment ano 
private long-term borrowing to a minimum. The gross infl,w from 
official long-term borrowing has stagnated since 1970 at about $350 
million per annum. Initially, this was due to n failure to anticipate 
the need for it, given the tremendous increase in workers' remittances 
in the early 1970s; subsequently, it was because of a lack of experience 
and initiative On the part of successive governments to develop and 
tap new sources of external borrowing when faced with a decline in 
mill tilateral and bilateral lending on concessional terms. In 1976 and 
1977, long-term loan commitments rose sharply, to over $1 billion per 
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annWll. But most of these loans were tied to specific purchases and 
3pecific projects, whose implementation has been slow; thus the level 
of ~sbursements did not increase. Consequently, the overall balance 
of paJ~ents moved from a surplus of $0.9 billion in 1973 to a defi~it 
:,f 52.7 bllllon in 1977. The cumulative deficit from 1974 to 1977 
amour.ted ~o $6.6 b~1110n. Of this, $1.3 billion was financed by 
!"Ul"'.nir.g down t.''le forel<]n exchange reserves, · ... hic:h by the end of 1977 
steed at $770 millien, ~'>Ilivalent to only cne and a half mcnths' 
imports. The remainder, amounting to some $5.3 billion, was financed 
by various forms of short-term borrowing 

D. Other Donor As~istanc~ 

The IBRD is currently processing a $150 million program 
assistance loan for high priority imports over ~~e next two years. 
Under the Standby Agreement, the IMF will be providing approximately 
$450 million in 1978 3.nd 1979. The Turkish Govenunent has also 
sought other potential sources of medium and long-term exteIT~l 
finance. In response to this initiative, West Germany has agreed to 
provide program credits of $75 million and project credits of $65 
million; France, Norway and Austria have also provided loans; 
Libya provided a program credit ·of$100 million, and 
anoth~r $300 million, spread over five years, to finance oil imports; 
Iran provided a short-term credit of about $135 million for oil impor.ts; 
trade agreements of about $320 million have been signed with Romania 
and Bulgaria. Turkey is also negotiating a refinancing of its short
term debt I"i th private banks. Despite these fresh borrowings and 
rescheduling of debts (discussed below) I it is,estimated that Tur~~y 
rill still_ have a f"oreign-exchange gap. i.n..1978 of approximatel,i 
$500 mL.lion. 

The following is a summary of Turkey I s balance of payments 
position. 
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TURKrl : I:ALANCE 0 F' P A YXENTS'Y 

(In c:urM!nt U.S.$ Millions) 

Acb.al 
1970 

sur~"MARY OF' BALANCE OF' PAYMENTS 

I. Exports and !lFS 760 2139 2742 .. 2557 
2. Imports and NFS -1132 -5191 -5735 -6496 
3. Resource Balance -372 -3052 -2993 -3939 
4. Net Factor Ser-vice Income 193 1152 692 549 

a. Interest (net) ~7 -124 -217 -317 
b. 'liorkers I Remittances 273 1312 983 982 
c. Profits -33 -36 -83 -116 

5. Transfers (net) 8 20 22 
6. Balance on Current Account 171 -1880 -2301 -3391 
7. Private Direct Investment 5'3 153 27 67 
8. Grant and Grantlike Flows ~/ 117 98 136 102 
9. Public /t'i~L T (gross) 337 322 491 310 

10. Amo~~ization on Public MGLT -197 -147 119 -214 
II. Public M&LT (net) 140 175 372 96 
12. Short-term Capital (net) 18 840 1451 2713 
13. IMF (net) 48 197 148 
14. Capital n.i.e. ~/ -24 55 413 
15. Change in Reserves (- = increase) -186 417 112 546 

!! Totals may not add up because of row1ding errors. 
2/ Mostly imports with waivers. 
~/ Net residual financing and capital nClt incJuded elsewhere. 

Source: IBRD Report No. P-2374-TU dated :September 5, 19',8 

Projected 
1978 

3018 
-5464 
-2446 

346 
-669 
1100 
-85 

60 
-2040 

75 
100 
700 

-242 
~5a 

585 
200 
626 
-4 
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IV. Debt Rescheduli~ 

The exten:51ve short-term borrcwing of the past three years greatly 
increas~d iurkey's exterr41 debt, adversely affected its previously 
rather attractlve foreign debt matur1~y structure, and caused a sharp 
rlse 1ri deb: serJlce j)ay~ents .. -\~ the e:-.d ':J:- ~977, the country's 
total ex<:e:-r.al lndebtedness amount:ed to appro:<imat:ely $10.9 billion, of 
Wh1CO $0.5 b1llion was private unguar~'t:eed medium an~ long-term debt, 
and ~/,. ~ blll10n was publlc or publicly 9lJaranteed medium and long-term 
debt. Of trus, about one-third was he:d by international organ:;'zatl.ons 
and the European Investment Bank; and about one-half by fort'\ign govern
ments and government agencies, notably those of the United States, West 
Ge~y, Canada and the Soviet Union. The remaining $6.2 billion of 
Turkey's total external debt at the end of 1977 consisted of short-te~ 
liabilities of various sorts. 

:n :.lay 1978, thirteen OECD credi ':or countries and the U.S. agreed 
on a proposal rescheduling a large portion of Turkey's debt service 
(on government or government guaranteed debt) that fell due or will 
fall due bet10feen Janu;ory 1, 1977 and .June 30, 1979. Approximately 
$500 million in short-term debt arrearages are to be rescheduled. 
Eighty percent of the arrearages WJ.ll be repaid over a six-year period, 
including ~.o years grace, while payments on the remaining twenty per
cent will be made in four semi-annual payments. Representatives also 
agr~ed on the rescheduling of arr~Qrages on longer-term debt (i.e. 
that with a :n<.at1lrity of more tr.an one-year) as well as payments on 
this debt falling due up through June 30, 1979. The total value of 
lonoer te~ debt ::'z e::.LiII1d<..cal dt I'ou~hly :;'000 .1I:;'LJion, about one-third 
of which is attributable to J~e U.S. The following table pre~~~ts a 
summary of U5G rescheduled debt. 

SUMMARY OF USG RESCHEDULED DEBT 

Export-Import Bank 
P.L.-480 
Treasury #74002 
Agency for International 

Development 
Department of Defense 

TOTAL 

(Millions of ~vllars) 

Contb"acts With 
A Maturi ty Of 

More Than One Year 

55.0 
.9 

11.9 

46.S 
61.3 -

175 .9 

Contrac.ts With 
A Maturity Of 

Or.~ Year Or Less ~ 

15.0 

15.0 

70.0 
.9 

11.9 

46.8 

~ 

190.9 

http:prezc.ts
http:rough.ly
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In 19", debt ,servlce p.r,yments, including interest on short-term 
debt, ~~ounted to 16.7 percent of exports of goods ~nd non-factor servlces 
p1\~ workers' remittances. In 1978, after ~aklng allowance for the re
schedull~g of service payrr.ents, this ,atlo :s likely to rise to around 
::5 percent. In subsequent years, it will increase further taking in~o 
a,:,:v.J:.':: r.~w DorrS'oo/lngs esser.tlal to :naintai:1 sound eccnom.:..c grc;.-th. In 
1982 and 1983. when substantlal amor~lzation of ccnsol:dated short-term 
debt lS expected to be necessary, the ratio may rlse to betwep.n 1.0 and 
4~ percent. Th~s, ho~ever, should represent the cul~nation of the 
financial consequences of the present crisis, and thereafter the ratio 
should decline rapidly, provided the export drive is sustained. Thus, 
although the balance of payments situation will remain tight in the 
medium-term future, given sound economic and fiscal policies and 
careful debt management which the new government shows determination 
to provide, Turkey continues to have a sub,.:;tantial borrowing capaci ty 
for mediu..':l ar.d long-terms funds, and remains credi t .... orthy. 

In view of the ~ ~ nature of the $50,000,000 A.I.D. credit--to 
assist Turkey's short-term balance of payments-- ten year terms, 
including a three year grace pe~iod, with an interest rate equivalent 
to the cost of ten year Treasury bonds (about 8.75% to 9%) are proposed. 

V. Economic and Repayment Prospects 

Turkey' 5 economic situation will be difficult over the next few years. 
Continued restraint on government expenditures, particularly investment, 
could affect the expected growth in standard of living and employment 
leveLS. The economy will be burdened by its debt service obligation 
as lIell as by the costs of the inevitable process of adjustment to a 
more balanced economy. ' Prices, particularly of state enterprise pro
ducts, will continue to rise, albeit less rapidly than in 1977, and the 
full imp~ct of devaluation on prices will be felt during 1978. 
Operating in a democratic society, the government will have the diffi
cult task of maintaining austerity in a nation accustomed over the past 
decade to rapid growth. However, with per capita income around $1000, 
good geogra9hi~ location, exploitable natural resources, (though 
deficient in fossil fuels) and a large labor force, many with experience 
abroad, Turkey has bright long-term prospects. 

Despite the many short-term economic problems discussed above, 
the actions being taken by Turkey under the IMF Standby, new credj.ts 
of other donors and potential future economic development and growth 
in Turkey, make for reasonable prospects for repayment of the A.I.D. 
$50 million credit. 

VI. Loan Adminstration 

The schedule for implementation actions leading to the full 
disbursement of the $50,000,000 credit is as follows: 
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Date 

L~n Authorlzation November 1, 1978 
Loan Agreement November 15, 1978 
Condi tiors Precedent 

Satisfied November 20, 1978 
r ull Disbursement NovemLer 30, 1978 

The proceeds of the $50,000,000 loan will be deposited in a U.S. 
bank designated by the Government of Turkey. 

VII. Recommendation 

rt is reccmmended that A.I.D. authorize a loan to Turkey of 
$50,000,000 for balancp. of payments assistance on the following terms 
and cond.ltions: 

A. Repayment in United States dollars within ten (10) years from 
the date of t.he disbur~ement, . ,:ash transfer), including a grace period 
of ~~ee (3) years. 

B. rnterest will be at the approximate cost of ten-year money to 
the U.S. Trp.asury (approximately 8.75 to 9 percent per annum). 

C. The loan shall b-e ST.lbj ect to Such other terms and conditions 
as A.r.D. may deem advisable. 

Copy of the loan agreement is attached as Annex B. 
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Or.ltflt t!'lt "NdY? It not. !'III th_ 
O'D.~t of Stlt. dtt.~l".d that thts 
SO· ... ,.,...", '1.1$ '''S.gR 1n "nlhtl"t 
o.t-~rft 0' grosl v101.tlcn, of tnt.,.· 
nltfon.lly r'tc09"fUG I'IU1111n rlghU? 

Z. F.U SIC . 'at. )"u 1t bHfl dlt,minK :h.t 
t~ 90Y.~nt of ,.~follnt country his 
'1f11( ::1 Uk, .:JtC:1.I.te IttOI to Ol"tyt"t 
n.r:~:fes ~~J9S Inc 't~.,. e'nt~11.~ 
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3. Th. Saeretary of State h •• so 
d.atezmined. 

4. Turkey 18 not known to be in 
violation at t.hia .ection. 

5. 'turkey is not known to be 1a. 
rlolat1on at this .aet1on. 
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I' .: :.:1 lnS: l tvtt t..,. In''ts!.oq"t 
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Iny ~.S. flshln9 activtties In l "t~r
nUion.l .... t.rs. 

II . 
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on . lOin under 

Ac':. 1~~t"(I"ri&:H 
wu 1.,..1 ttr dt s;:""t.n. 
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olranuge ~unt!')" s budgl't which is 
for 111111 ury u:endl ':l"s. the UICNIlt of 
fo"l~ ud'l&nlil s~n't on mil1t1!'y tq,utll"Cnt 
illeS t.'e UIOunt SOInt f:J r thl :Urd\UI of 
sOIol'lfstl:nld · .... oons sytttmS1" (An 
If'ftr:acivI tnsw.r :rIly rtf,r :0 tile re:e:re 
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o'C".JI"tn~ in :,'e c~urSi :f :"1 lur. of 
s;,;~"ic~ent S1;'1'~1cln'l :~ ;"~1'lt .. ~.'lt 
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~I"y c~I:il:.l~s: .. ,11 ,c: ~~.a~iy 01 t.'ll 
:H'tf,,....,: ve'·~:C! :: 00 SC.) 

!J. =:.:. Sec. ~2'J/:·. ~as ::-:e country she'"eo: 
:':I::r-.!:~: r~~i:i:Jr.s tII/·~r :,"e 'J~'~!~ 

14. 

15. 

76. 

17 •. 

S:..t ~I!S 1 ! ~ so. n~v i! :"1'" :le~n I"~S ul'led 
.Ind 'IYI! new 01iac!lral ISS1S:ance agree

INnts btln nl'qotiatec ana en;el"ed into 
sIne. suen I"es~tion? 

~AA S~. 6Z0(u). ~hat is the p4~nt 
sUtus of Ule country's U •. 'l. obligations? 
if :he country is in 1I"~rs. We,.e such 
Irl"t!I"aqls ~ken into account by the AID 
Administratol" i" c:ett~;n;~ the curl"'nt 
AIu Ooel"stional Ytar 5udget1 

=,~ Sec. r2~~. ~as the coun~r-y gl"!nted 
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dual or gl"OUo which ~as co~;:t!d an act 
of int!rn~t10nal tel"ro~is~? 

F~ S~. 656. Does the country object. 
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under FAA? 
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11. FAA Sec. 901.- Ha.s tne country denied its 
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emigrate? 

s. FiJ~IOIm;- CiHT!?IA ~CR CCUNny 

1. Oevelo~nt Assistance Countrv Cl"it!r~ 

a. FAA Se-:. 10Z(e)! (d). Have eri':eria 
been est!DI15ne~. and taken into account, 
to UstsS C~ITITI;Ctent and pro~ess of 
country in effecti vely i nvo I vi ng t!1f~ 
ooor in c:eveloo~en:, on such i~ex~5 4S: 
(:) S~!l1-ian:: iao~r int!r.sive a~ri
:-Jlt:Jr'!, (Z) r~uc!d i!'!far.t mor";!lit'l, 
(3) :c:u1atj~n 1ro ... th, (ol) !~a1: t;1 of 
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13. No. 
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tn'1 obliqations. 

15. No. 

16. No 
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Q. FU St..:.- ~:,;':!.:;r·. =: :!:,~-== .. """,:,,:~, 
~ ~: ..... ~.t.:..:::"I"'Lr~ . ..J~.; ~:.r.u.: 
.:..:..:4.~. ~'it..: ~ :;..,...i,.:! ~':";: .. ~r: :C,~ 
~n::.L..:l.t ~.:.r.~ ~ Il".:: .~ • .lI....:.r. ~ ~
~" "'~ ~~ :..:. ': J,:,,"..::L, ,....:.-........::....,.., 
~~t. :,:P".,.: • ...: I. , .~ • ..r~ :.r..: :.,~ r.:..:!..:.Jt 
.';:"~~~:..J, ~ .... ,,;: .• ..:..:: ::. • ...::....:,..:.....~ • . ~-...:..C 

.!4"c.L.:~"':. .:.r..:. ~.:..:.r...:.~ :..: _~ c:c.\? 

\000_ ::..;. ~!C 2;·~~"~), r~' :, '3\. S!c . 
.=,2.;.:;.: ... ; ..;'~'_'.;.!.,..--_'...:-_._;~I. 5escr1::e eJ:tent :.J 
wn1cn count~y 15: 

(T) Mlki"9 a~?~~i~:e e,for·s t~ incrtase 
food ~~~tion and imerove means for 
food s:orage and distribution. 

(2) Creating a favor5ble cli~ate for 
f:re;:n 3~d dor~stic private enter
.ri 5 e' !nd 1 nves ::~!i!t. 

(3) InC~!5;ng t:le public's role in the 
deve~o;:r:!en:al process. 

(4) (a) Al1oc!ting available !:>:ldgetary 
resources to development. 

(b) ~lverting such reSOurces for 
unn~es5ary military excendi:ur~ and 
intervention in affairs ~t o~~er free 
and independent nations. 

(5) ~aking ec:nomic, social, and political 
refo~ s~cn as tax collectien imrwrove. 
menes and c~anges in la~d tenure 
arr!ngernents, and ma~ing ~rogress 
teward respect fer the rule of law, 
~re!dom of expression and of the ~ress, 
and recognizing the importlnce of 
individual fl"ee<dom, 1nitiative, 4nG 
private enterprise. 

(5) Otherwise res~andi"~ to the vital 
!Canonic, ;loli:icl'" and social con
cerns of its people, and demonstrating 
a cle.:·r ~et:rmination to t1ke effective 
~elf-nelp measures. 

d. F;.). Sec. 21)1(b),211(!1. Is the 
country among tne 20 countries in which 
deyeJo~nt assjstanct lo!ns may ~t ~.dt 
in tnis f1scal year, or among the ~O 1n 
... nicil develO~1Tt ass istanc! arants 
(other than for self-help projects) may 
~e made? 

l,. ;:;. Sec. : I ~. ';01111 c:untl")' be 
~'Jr~1Sr.e:. 1n sar.:e f~s.:!1 )It:ar. eit.'er 
se:~r;:: s~ccortin~ !SS~s:lnC!, or 
~icdle ;lS: peace funes? If so. ~ 
C.:~!:.~ .l;:~~iul1,! ~.j..Q~z.:: ~~=t II.4t 
:~ ~~, C::. is aSSistlr.C! f;r ;:ocula:~en 
;:~gr~s, numani~rian 1i: th~ug~ inter
nat10nal or-;ani:ltions, or ~g1onal 
~Mgrlms? 
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bt gr.n!.CI $0 t."t !.1. proceeds wil t ,cC~Jt 
to thl ,.tc l ~ t .nt coun~~. hAvt Sate!, l 
Account (~n· r~.rt) ,rran9tmtnts bttn 
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II:Ul. '"",\0£4 ~ .. . , 
34'Vt.'U!, .. 
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~ . ;:4,4 Su'. 6tD!. 'JUJJ..~ luppo.":,,, 
""'9 :.~!:.r..:., CIt cu.~;.td ~ ..... ~~ 
'Q.:&.'l. S&.pUmOCA 3D . Ifi 11 
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2.a. No. 
acc:ordane. 
Section. 

The proqru 18 1n 
w1Ul ~e poliey ct tl:1. 

b. T.urkIY h a trie:.41y eounery. 

d . Not eppllcable . 

e.· No .. 

t. Nc. 



ANNEl B 

A.I.D. Loan No. 277-K-104 

.GBZZH~~T, cia ted the day of _ I 

1978 bet10leen the Govermnen t of Turkoy ("Borrower") and the tJni ted 

St ... tee of America, acting through the Agency for !nternatlocal 

~'elopment ("A. I.D."). 

~1lERE..1S, the Government of 'r'.u-key is presently ex-

periel:lcing serious economic problems; 

YHEREAS, the Governmant of Turkey has taken a series 

of measures to overcome these problema and has entered into a 

stabilization program in conjunction ~1th a Standby ~eement with 

the Intsrnat.ional Monetary Fund; ami 

'wm-:REAS, the Government o:t the United States, acting 

through the Agency for I:c.ternationaJ. Development, is desirous of 

supporting the G\1verment of Turkesy,l s efforts to stabilize its 

econ~; 

NOW, THEREFORE, the pa'rtles hereto agree as tolleNs: 



~-

ARTICLE I 

The Loan 

A.I.D., pursuact to the Foreign Assistance ~ct of 

1961, &a amended, agreed to lend to the Borro~er under the te~ 

ot thia 41.greemeo.t Qot to exceed F1!t7 MUl:'.on United States Dollars 

($50,000,000) for ba.ls.nce of payments finanCing to support and 

promote the financial stabill ty and economi(~ recoveI7 of the 

.Borrolier. The aggregate amount of disbursement~ under the loan 

i" referred to as rrprincipal n • 

ARTICLE II 

Loan Term;:. 

SECTION 2.1. Interest. The Borrowe,r '.dll pa7 to A.I.D. 

interest 'Jhich 'Jill accrue at the rate of _. percent ( %) per 

amlUD1 tollo\iing the date of disbursement ot the Loan on the out

standing balance of principal and on a:'17 due and unpaid interest. 

Interest on the outstanding balance 'Jill accrue trom the date c:;f 

disbursement (as defined in Sectiml 4.2) and 'olil:1• be payable semi

annua.lly. The tirst payment of interest will be payable no later 

tl:lan six (6) month:! atter disbursement ot the Loall, on a date to 

be spec1.f'1ed by A.I.D. 

http:annua.ly
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SECTICN 2.2. Repa7pent. The 30rrower will repay to ~.I.D. 

the P~-Ocipa1 within ten (10) years froe the date of aisburse:ent of 

the Lean in fil'teen (lS) a~~~~~:el] equal se~annual insta~ents 

of rri:l.c!'fal e.ud i::l.ta~e.9t. The fust instalJ..Ir.ent of rrinc!.pal will 

be payable tvo and one-half (2t) years after the date on which the 

!1rst interest payment is due in accordance vith Section 2.1. A.I.D. 

will provide the Borrower with an amortization schedule in accordance 

with this Section ~t,er disbursement of the Loan. 

SECTION ~~.3. Application. Curr~ncy. and Place of Payment. 

ill payments of int,erest and Principal hereunder \lill be made in 

u.s. Dollars and will be applied first to the payment of interest due 

and then to the repayment of ?rincipal. Except as A.I.D. may other

vise sped.!'] in -..rriting, payments '-lill be made to the Coritroller, 

Office of Financial ~~gement, Agency for International Development, 

Washington, D. C. 20523, U.S.A., and will be deemed made vhen 

received by the Office of Financial Management. 

SECTION 2.4. Prepayment. Upon payment of all interest 

due, the Borrover may prepay, vi thout penalty, all or arq part of the 

Principal. Unless A.I.D. otherwise agrees ill vriting, any such pre

payment vill be applied to the installments of Principal in the inverse 

order of their maturity. 

SECTION 2.5. Termination on ~l]J Payment. Upon payment 

in full of the Principal and any' accrued interest, this Agt-eement and 

all obligations at the Borro1Ner and A.I.D. under it will cease. 
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ARTICLE. III 

Conditions ?reced~nt to Disblr:e~ent 

.3ECTIC:I ).1. r;isbcU"s'i~_ent. ?rior to disburse!!:ent UIlder 

the Loan, the Borrower will, except as the rarties may other.lise 

agre. in writing, furnish to A.I.D. in form and substance satisfactory 

to A..I.D.: 

(a) an opinion of counsel acceptable to A.I.D. that ~s 

19re~ent has been duly authorized, or ratified by, 

and executed on behalf of, the Borrower, and that it 

constitutes a valid legally binding obligation of 

the Borrower in accordance with all of its terms; 

(b) a statement of the name of the person holding or 

acting in the office of the Borrower specified in 

Section 6.2. 

SECTICN 3.2. Notification. ~lhen A.I.D. has determined that 

the cOlldi ti.ons precedent specified in Section 3.1 have been met , it 

will promptly notify the Borrower. 

SECTION 3.3. Terminal Date for' Conditions Precedent. If 

all the conditions specified in Section 3.1 have not been met within 

ninety (90) days trom the date of this Agreement, or such later date 

as A.I.D. may agree in writing, A.I.D., at its option, may terminate 

this Agreement by written notice to Borrower. 

ARTICLE IT 

Disbursements 



-5-

SECTIaN 4.1. DeR9si~ sf Jisg;r;e;:nts. ~ter satisfaction 

ot conCit1ccs precedent, l.!,D. ~i:l depssit the rroceeds ot the Loan 

in a bank in the United States design<...~ed in ... riting by the Borro ... er. 

SECTICN 4.2. Date cf Di:bu;:ement. D1Sbur~e!:eIlt by ~.I.D. 

will be deemed to occur on the date A.I.D. makes disbursement to the 

Bank to be named in Section 4.1. 

SECTION 4.3. Tetd1pal Date for Jeguesting Disbursement. 

Except as A.I.D. may otherwise agree in 'Jriting, the terminal date 

tor requesting disbursement of the 1Qan proceeds sball. be six months 

trom. the date of this Agreement. 

ARTICLE V 

Use ot Funds 

SECTION 5.1. The Borrower agrees that the proce~ds of the 

loan will be used tor Ce.lance of payments financing and will not be 

used tor ti:ca.ncing milltarr requirements of any' kind, including the 

procurement ot comm~d1ties or services for military purposes. 

ARTICLE VI 

Misgellaneous 

SECTION 6.1. Compnm1 cations. The Borrower undertakes to 

provide to A.I.D. such intOl'mation relating to the economic and tinan

cial situatiClns and related problems of the Borrower as mAY' be 

necessary. kr:iY' notice, request, document or other communication sub

m1 tted by either Party to the other under this Agreement will be in 



writing or by telegru or cable, and lJill be deeI:led dulY' given or 

sent lJhen delivered to such part]' at tea follo\Jing address: 

To tee EorrolJer: 

MiJli s try' of F iIlanc e 
Government of Turkey 
Ankara, TurkeY' 

To A.I.D.: 

u.s. Ambassador 
imerican Embass1 
Ankara, TurkeY' 

All such communications lJill be in English, miles! the Parties other-

\lise agree in wi ting. Other addresses maY' be substituted for the 

above upon the giving of notice. The Borro\Jer, in addition, lJill 

provide the O'.S. EmbassY' in Ankara. \Jith a cOPY' t,f each cOIImllmication 

sent to A.I.D. 

SECTION 6.2. Representatives. For all purposes relevant 

to this Agreement, the Borro\ler \Jill be representf.ld by' the individual 

holding or acting in the office of Hillister of Fimmce and A.I.D. 

\I1ll be represented by the U.S. Ambassador, each of whom, by' written 

notice may ciesig:Jete additioDal. representatives. 'n',e names of the 

representatives of the BOITO\Jer, lJith specimen signai~ures, \lill be 

provided to A..I.D., \Jbich maY' accept as duly authorizl9d an,. instrument 

signed by ~ch representatives in implementation of this Agreement, 

until receipt of \Jri ttf'n notice of revocation of their author! t:r. 

IN WI'mr.csS r,.,ru:REOF, the BOrro\ler and the United States of 

America, each acting through its duly authorized representative, have 
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caund thl.s Agx'eemen t to be signed in their na:!le.s and de:1-tered as 

ot the dar and 7ear first above written. 

GOV:;.I1N}O~IT OF TURlL"'! 
&.n ____________________ _ 

T1t1e: ___ _ 

UNITED ST~m OF AMERICA 

~:--------,----------
Title: ______ , ____________ _ 




