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Authorization is requested for a $50.million balance of payments cash loan to Turkey
designed to alleviate Turkey's foreign exchange shortage.

Turkey is struggling with severe balance of payments problems brought about by a
combination of intermal and external factors, including the policies of previocus 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

western Europe which adversely affected Turkish export earnings and remittances by
Turkish workers, and increased oil prices. The deficit on its current account

reached 33.4 billion in 1977; a $2.0 billion deficit is projected for 1378.

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 a 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
avoided. Turkey 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 USG, has been negotiated.

The cutcome of Turkey's efforts to overcome the problems of the economy
is of 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 large 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
deronstration of our concern for the economic problems of an ally. A
commodity import program can neither achieve the quick~-disbursing
balance of payments support Turkey needs nor is feasible under prasent
conditions. It is expected that the funds will be disbursed within 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 repay the loan to A.I.D. in U.S. dollars within
ten (10) years from the date of the disbursement 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 with the Borrower commence, said rate to be based
on the cost as of that date of ten-year money to the U.S5. 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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Supporting Analysis

I. Political and Economic Considerations

The relationship between the U.S. and Turkey has several significant
facets., Turkey is a NATO ally, is situated in a complex area in which
the U.S. has important 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 relaticnships.

Strengthening the bilateral relationship with Turkey is a vital and
fundamental goal of United States policy in the eastern Mediterranean
region. Common security concerns of both countries are an important
element of this evolving relationship. As part of a program for revita-
lizing the U.S./Turkish relationship, the armec embargo enacted in 1975
in response to Turkish action on Cyprus in 1874, was repealed so that
the U.S. could more fully cooperate with Turkey in a menner consonant
with 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 comprehensivo program for strengthening ties
with Turkey. Turkey is presently undergoing sericus economic problems,
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 request+ for
$50,000,000 to provide the Government of Turkey 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 requestéd.



II. Econcmic Overview

In mest respects, the record of Turkish econcmic developments
over the last twc decades has been poor. While ecunomic growth in
real terms averaged 7.3% since 197G, about 4.8% per canita, which
i{s indeed ccmmendable, 1t was acceompanied by high inflaticn and
«nempivyment and an overvalued exchange rate which led to critical
balance of payments prohlems. These developments reflect government
policies to force industrial growth aimed at import substitution
through the development of relatively capltal intensive goverrment
owned industries heavily dependent upon budget support as a result
of unrealistic pricing policies and inefficiency. These expendi-
tures brought large budget deficits financed 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 pressure 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 poli~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 sound industrial
structure well-suited to Turkey's comparative advantages in terms of
location, natural resources and labor availability. One important
consequence of this, in the context of a foreign trade strategy
which has emphasized import-substitution, hasg been that Turkey 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.



The year 1977 was extremely difficult and strained for the
Turkish economy. The payments problems caused may foreign suppliers
to restrict or terminate deliveries to Turkey, as debts owed to them
rose. 5ince the Turkish economy is dependent upon imported raw
materials, capital equipment and intermediate goods, unemployment
rose rapidly, reaching an estimated 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 the end of the year.
Nothwithstanding the restrictions by foreign suppliers, the current
account deficit reached $3.4 billion in 1977 (o0il imports totaled
some $1.8 billion) as exrort receipts and remittances by Turkish
workers failed to grow in proportion to imports.

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 but 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 negotiations with
the IMF. After a change in govermnment in January 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 under 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 budget contained reductions, in real terms, in expenditures
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 steel
products and petrochemicals) are expected to increase revenues by
about TL 25 billion (equivalent to 3 percent of 1977 GDP) in a full
year. The government has also established and consolidated several
schemes for giving companies priority access to foreign exchange Zfor
imports needed to maintain export promotion. Essentially, these
schemes accelerate and assure positive action of exporters' requests



for foreign exchange needed to buy imports for production. Proce-
dures for Eurodollar bcrrowing have been revised to deter its use

in financing specific transactions and to bring it more under Central
Bank ccntrol. The projections for 1978 nonetheless point to a
current deficit of $2.0 billicn (from $3.4 billion in 1977), the
reduction largely being the result of a shortage of import financing
rather than improved export performance.

These efforts will help toward alleviating Turkey's economic
difficulties, but during the coming months the situation could
deteriorate further. Unemployment has already risen further to 20%,
possibly reflecting some pressures for structural changes in the
economy moving away from import substitution. Moreover, largely
as a result of more costly imports and rising prices of products of
gstate enterprises, inflation reached an annual rate of 70% by
September 1978. These events protably more than offset the end of
1977 wage increase and are likely to bring pressures for renewed
demands by labor. They may alsc 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 with optimal
external and internal economic policies, there are physical and
financial limits to the speed with which exports (especially
industrial exports) and workers' remittances can be expanded in the
short term, particularly in the present climate of slow trade growth.
Thus to maintain essential imports, Turkey must in the immediate
future rely heavily on external borrowing to cover projected current
account deficits.

III. Balance of Payments

A. General

The most prominent feature of the crisis of 1977 was the large
resource gap, which amounted to almost $4 billion, or 9 percent of GDP.



But this did not arise overnight; the resource gap had been widening
steadily since 1973, when it was only $0.6 billion, or 3 percent of GDP

One aspect cf this marked deterioration in Turkey's external
trading pcsition ~as a very rapid increase in imports, which nearly
tripled in valu:e tetween 1373 and 1977, when they reached 35.8 billion.
Approximately half of this increase was due to risg..ag world prices,
rncludaing a four-fold rise in the price of oil, which currently accounts
for about a quarter of th- total import bill. The other half of the
increase was due toa steep rise in the volume of imports, which grew

at about 15 percent per annum, roughly double the growth rate of real
GDP.

This higli import propensity has been characteristic of Turkey
in the 19705, and may be seen partly as a ''catching up" phenomenon. In
1970, after 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 terms, however
this process was associated with a great increase in the use of im-
ported fertilizer in agriculture, and changes in industrial structure
and technology, which increased the dependence of the rapidly growing
industrial sector on iuported inputs. After 1973, the rate of ¢rowth
of imports accelerated by a fall in the local currency price of
imported goods relative to domestic output due to: a rate of iriflation
inn Turkey which exceeded the intermational inflation rate by maore than
the rate of depreciation of the Turkish lira against other currencies;
absalute shortages of domesticallv produced goods; an increase in the
share of fixed investment in total expenditure; 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 expansion of exports, particularly mamufactured
exports such as cotton yarn and fabric, leather products and processed
food. In value terms, total exports increased from $568.5 million in
1970 to $1,317 million in 1973, or by 31 percent per annum. Manufac-~
tured exports increased even faster—from $100.3 million in 137G to
$443 .4 million in 1973, or by 64 percent per annum. In volume terms,
total exports during 1970-1973 increased by an average annual rate of
22 percent, a very high rate indeed. Since 1973, however, export per-
formance has been weak. The value of exports rose by 33 percent during
1974 and 1977, when it attained 31.8 billion, mainly due to rising
world prices; in volume terms, Turkish exports showed ro 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§ -.. Turkish exports in 1974-77 is in part
attributable to the wor ;- mssion, but more important, they reflect
GOT policles %D enccurag: :re substituticn and the overvalued
exchange rate whicn hel . crt prices toc high. This not only affected
indus-rial exports; i+ ... depresced Turkish agricultural exports such
as haze.nu=-s and raisin' .nd irdus<rial raw materials (cottcn and tcbacco)
Agricul!mural sunn~re nrovaeg kare livr<le relation to werld prices, and
+hus failed *2 preovide ncentives to farmers tc lncrease production cf
exportable commodit.=2. This problem was compounded by a general neglect
of agricultural develcyment, bucyant domestic demand for agricultural
produce, and ineffective administration of agricultural export sales.
More importantly, the .evelopment of industrial exports, which at present
account for anly 7 per ent of the value of industrial output, was stifled
by a more rapid increa: » of production costs in Turkey then in her trading
partners, which was nct sufficiently offset by periodic small devaluations
of the lira. As a resu.t, and despite considerable increases in tax
rebates tc exporters, ey orting, which had been lucrative for a brief
period in the early 1970:, be: ime much less profitable, and potentialily
exportable production was diverted to the booming and highly profitable
domestic market.

The widening resource gap after 1873 was more than fully
reflected in the current account balance, which moved from a surplus
of $0.5 billion in 1973 to a deficit of $3.4 billion in 1877, because
of a decline in workers' remittances from a peak of $1.4 billicn 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 substantially. This was caused in part by changes 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 abroad 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 and
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 a 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 6n the part of successive governments to develop and
tap new sources of external borrowing when faced with a decline in
multilateral and bilateral lending on concessional terms. In 1976 and
1977, long-term loan commitments rose sharply, to over $1 billicn per



annum. But most of these loans were tied to specific purchases and
specific projects, whose implementation has been slow; thus the level
of disbursements did not increase. Consequently, the overall balance
of payments moved from a surplus of $9.9 billion in 1973 to a deficit
2f $2.7 billion in 1977. The cumulative deficit from 1974 to 1977
amounted to 36.6 billion. Of this, 31.3 billion was financed by
running dewn the forsign exchange reserves, which by the end of 1977
stcod at $770 millicn, equivalent to only cne and a half mcnths!'
imports. The remainder, amounting tc some $5.3 billion, was financed
by various forms of short-term borrowing

D. Other Donor Assistance

The IBRD is currently processing a 3150 million program
assistance loan for high priority imports over the next two years.
Under the Standby Agreement, the IMF will be providing approximately
3450 million in 1978 and 1979. The Turkish Government has also
sought other potential sources cf medium and long-term extermnal
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

another $300 million, spread over five years, to finance oil imports;
Iran provided a short-term credit of about 3135 million for oil imports;
trade agreements of about $32Q0 million have been signed with Romania
and Bulgaria. Turkey is also neégotiating a refinancing of its short-
term debt with private banks. Despite these fresh borrowings and
rescheduling of debts (discussed below), it is, estimated that Turkey
will still have a foreigmn exchange gap in.1978 of approximately

$500 miilion.

The following is a summary of Turkey's balance of payments
position.



TURKEY :

/
EALANCE OF PAYMENTSl'

(In current U.5.% Millions)

Actual 2rojected
1970 1575 1976 1977 1978
SUIMMARY OF BALANCE OF PAYMENTS
1. Exports and NFS 760 2139 2742 2557 3018
2. Imports and NFS =-1132 =5191 =5735 —6496 ~5464
3. Resource Balance -372 <3052 -2993 -3939 -2446
4. Net Factor Service Incone 193 1152 692 S49 346
a. Interest (net) -47 ~124 -217 =317 —£69
b. Workers' Remittances 273 1312 82 982 1100
c. Profits =33 =38 -83 -116 -85
S. Trarsfers (net) 8 20 22 - 60
6. Balance on Current Account 171 -1880 -2301 -3391 -2040
7. Private Direct Investment 59 153 27 67 75
8. Grant and Grantlike Flows 2/ 117 98 136 102 100
9. Public MLLT (gross) 337 322 491 310 700
10. Amortization on Public MELT -197 =147 119 -214 =242
11. Public MELT (net) 140 175 372 96 %58
12, Short-term Capital (net) 18 840 1451 2713 585
13. IMF (net) 48 197 148 - 200
14. Capital n.i.e. 3/ -24 - 55 413 626
15. Change in Reserves (- = increase) -186 417 112 546 -4
1/ Totals may not add up because of rounding errors.
2/ Mostly imports with waivers.
3/ Net residual financing and capital not included elsewhere.
Source: IBRD Report No, P=2374-TU dated September S5, 1978



IV. Debt Rescheduling

The extensive short-term borrcwing of the past three years greatly
increased Turkey's exterral debt, adversely affected its previously
rather attractive foreign debt maturity structure, and caused a sharp
rise 1n debt service payments. At the end of 1977, the country's
total ex%terral :1ndebtedness amounted tc approximately 310.9 billion, of
whicn 30.5 billion was private unguaranteed medium and long~term debt,
and 3/..2 billion was public or publicly gquaranteed medium and long-term
debt. Of this, about one-third was helid by international organizations
and the European Investment Bank; and about one-half by foreign govern-
ments and government agencies, notably those of the United States, West
Germany, Canada and the Soviet Union. The remaining $6.2 billion of
Turkey's total external debt at the end of 1977 consisted of short-term
liahilities of various sorts.

in May 1978, thirteen OECD creditor 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 between Janu~ry 1, 1977 and June 30, 1979. Approximately
$500 million in short-term debt arrearages are to be rescheduled.
Eighty percent of the arrearages will be repaid over a six-vear period,
including two years grace, while payments on the remaining twenty per-
cent will be made in four semi-annual payments. Representatives also
agreed on the rescheduling of arrearages on longer-term debt (i.e.
that with a maturity of more than one-year) as well as payments on
this debt falling due up through June 30, 1279. The total value of
longer *term Jdebt iz estimaced at roughly $600 nillion, about one-third
of which is attributable to ‘he U.S. The following table prescnts a
summary of USG rescheduled debt.

SUMMARY OF USG RESCHEDULED DEBT

(Millions of Collars)

Contracts With Contracts With

A Maturity Of A Maturity Of
More Than One Year Onc Year Or Less TOTAL
Export-Import Bank 55.0 15.0 70.0
P.L.-480 .9 - .9
Treaswry #74002 11.9 - 11.9

Agency for International

Development 46.8 - 46.8
Department of Defense 61.3 - 61.3

TOTAL 175.% 15.0 190.9
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In 1977, debt service psayments, including interest on short-term
debt, amounted to 16.7 percent of exports of goods and non-factor services
plus workers' remittances. In 1978, after making allcwance for the re-
scheduling ¢f service payments, this ratio i1s likely to rise to around
25 percent. In subsequent years, it will increase further taking into
accuunt rnew borrowings essentilal to maintain scund ecsromic grewth. In
1382 and 1983, when substantial amortizaticn of ccnsolidated short-term
debt 1s expected to be necessary, the ratio may rise to between 40 and
45 percent. Thls, however, should represent the culmination 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 econocmic and fiscal policies and
careful debt management which the new govermment shows determination
to provide, Turkey continues to have a substantial borrowing capacity
for medium ard long-terms funds, and remains creditworthy.

In view of the ad hoc 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 period, with an interest rate equivalent
to the cost of ten year Treasury bonds (about 8.75% to 9%) are proposed.

V. Ecaonamic and Repayment Prospects

Turkey's 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 well 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 impact 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 geographic 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 credits
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 3$50,000,000 credit is as follows:
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Date
Laan Authorization November 1, 1978
Loan Agreement November 15, 1978
Conditions Precedent
Satisfied November 20, 1978
full Disbursement Novemter 30, 1978

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

VII. Recommendation

ft is reccmmended that A.I.D. authorize a loan to Turkey of

$50,000,000 for balance of payments assistance on the following terms
and conditions:

A. Repayment in United States dollars within ten (10) years from

the date of the disbursement, '<ash transfer), including a grace period
of three (3) years.

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

C. The loan shall be subject to such other terms and conditions
as A.I.D. may deem advisable.

Copy of the loan agreement is attached as Annex B.



~ww rwe

ANNEX A, 1

TURKEY FY 1979
CAUNTRY CHESKLIST

Listes Selow are, first, statutory criterda a3plicad’e generally tz TAA funds, ind zhen criteria
eopitcazle 20 ndvelacal fung gources: Development ASSISTANCE anc Securisy Supperzing Assissance
funcs.,

A,  SENEFAL CIITTRIZ F2F 2IUNTRY
1. F7aA Sez. 1'6, Zin 17 Se cemonstrated 1. It cannot be so demonstrated;
N2t contemolated assistance will 4ipecely artze
benefit the needy? [f not, has the :’:: Dmep’ od Rt Of Scace has not so

Department of State determined that this
government nas engaged in consistent
pattarn of gross violations of inter-
nationaily recognized human rights?

2. FAQ Sec, 431, Has 1t been determined that 2. It has not been so determined.
the government of recipient country has
failed t2 take 3decuate steps %0 orevent
narsatics drugs 2nd asher cantralles
sutstances (as cefined by the Comore-
hensive Crug Abuse Prevention and Contral
Act of 157C) produced or processad, in
whole cr in 2drs, in such cauntry, ar
transported thraugh such caunsry, frem
being sold 111egally within zhe juris-
diction of such cauntry ts U.S. Governrment
persornel or their dependents, or from
entering the U.S, unlawfully?

-

5. FAA Sec. 6520(n). If assistance fs to a 3. The Secretary of State has so
cavernrment, rds the Segrssary of State determined. ,
cetermined that 1t is nct contralled by
the intermational Communist movement?

4, FAA Sec. 820(e), If assistance is to 4. Turkey is not known to be in

gavernment, i§ the qoverrment liable as violation of this section.
gedtor or uncenditional guaranter c¢n any

aebt %0 4 U.S. 2itizen for goods or

services furnished or orcered wnere (a)

such citizen has exhaustiad available

legal reme<ies_and (b) debt 1s not denfed

or cantasted by such government?

5. F2A Sez. 820(e) (1), “:f ?ssistana is t2 5. Turkey is not known to be in
& government, nas it (including sovernment ctio
agencies or subdivisions) takem any action violaticn of this se Be
wnich has the effect of nationalizing,
expraoriating, or atherwise sefzing
ownership or cantrs! of praperty of U.S.
citizens cr eatities beneficially owned
By tnem without taking stecs 20 discharge
1%s chbligatfons toward sucn citizens or
entizies?




. §301 $2004); Aze. Sez. 137,
e, 14 msamalls ITWDY & WIMada
:?:nzzg! —dd SAddAZaro st gasveased
L i Seelalal '.‘:.'.ou.b..' = of Vizdnar,
Camocdes, wald, Sada, =3,

Weziwaiyus, o Angall?

7. 234 Seg. 522741, 15 recicient counsry !n
807 =y INVO veS 1n (&) s.Dversion cf, or
mL1ary AG3TesSiOn againgt, tne Jnited
SIAZeS CF ANy ssuntty recgiving LS.
assiszance, or (3) tne pianning of such
subversion or aggression?

§. FAA Sec. £20(4). Has the country per-
mittec, Or rajtied to take adequate
measures to prevent, the damage or
destructien, by mob action, of U.S.

property?

g, FAA Sec. 620(1). 1[I the country has
faties T3 tnstituce the investment
Jguarinty srocram for the specific risks
of expropriation, incanvertidility or
confiscation, has the AID Administrator
within the past year considersd denying
assistance %o such government for this
reasan?

10. FAA Sac, £20(o): Fishermen's Protective
ACT, S@C. 3. 4T COUNTry Nds se1zec, oOr
1mposed 4ny penalty or sanction 2gafnst,
any 4.5. fishing activities in inter-
naticnal waters,

a. has any deduction reguired by Fisner-
men's Prozective Act been made?

b. has comolete denial of assistancs
been cansidered by AID Administrator?

11. FAA Sec. 620(a); Aoo. Sec. 503. (a) Is
the government of tne recipient country
in default on interest or principal of
any AlD loan to the cauptry? (b) Is
cauntry in default exceeding one year on
interess or orincipal on U.S. lean under
program for which App. Ac% acpropriates
funds, unless debt was earlfer disputed,
er aporogriate stacs taken to cure default?

12. FAA Sec. 620(s). "If contamplated assis-
Tance 13 aevelopment loan (including Alli=
ance loan) or security supperting assfstanca,
has the Aaministrator tiken into account the
percentage of the country's budget which is
for military exsenditures, the amount of
foreign exchance spent on militzry equipment
and the amount spent for the zurchase cf
sagnistizitad weaoons systems?*  (An
affirmative answer may refer 3 the recsrd
¢f :he taking inta acsaunt, e.g9.: "Yes 2s
regerzed in annual repgors on implemenzasion
of Sec. 529(s)." This recort {s sresarec
it tne iime of aporsval by the Acministra-
ter of tns Ocerazional Yaar Sucget.

€. Turkey is not a Communist
country. Assistance will not be 80
provided.

7. m.

B. HO.

9. ‘Turkey has instituted an
investmant guaranty program
(TIAS 2500).

10. Turkey has not taken any
such acticns,

11. No, AID loans and other US
loans are presehtly being rescheduled
by U.S. Government.

12. Yes, as reported in annual
report on implementaticn of
Section 620(s).
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4.

15.

15,

I7..

18.

T G- E— G " o ¢ Sh———

Uoware changes in the Sec. §203(s) facears
pccurtng in tne caurse 2f the year, ef
suffictent signrficance 17 tndicate tnat
in effirmative arswer T130% need review,
snculs s2¢'i e rencried, Sut the statyu-
2ary cneckliss w111 act normaliy be tne
srefer—es venrsie 9 89 sC.)

ec.

2}

a
-
[l

-
[Ya)

20747, =as wne cauntry severed
rei13{ons w'or the Unites
0, have they deen resumed

-~
er

A

-
-

~ e

2
b

Staces? €

. 4nd Nave new ciriataral assistance agree-

ments deen negotiatec and entered into
s1nce such resumption?

FAA Sez. 620(u). What fs the payment
status of the country's U.N. obligations?
if the country is in arrears, were such
drrearages taken into aczount by the AID
Administrator in datermining the current
AlQ Qoerational Year Sudget?

SEA Sec, £20A. Has the caun*ry grantad
sancciary from prosecution to any indivi-
dual or group which has commisted an act
of international terrorism?

FAA Sec. 686. Ooes the country gbject,
on tasis or race, religion, nattcnal
origin or sex, to the presence of any
officer cr 2mployee of the U.S. there

to carry out economic. development program
under FAA?

FAA See. §€3, 670, Has The counly,
Qylen Augusi 3, 1377, dalivened cr
azezdived nuclazt ishmend 08 RLpAOCRS-
adng eguipmens, mefawials, ox Zeshnologu,
withoud dpecisi2d arangements cA sage-
guauls? Hed L& delonaled o nuslior
dewice agler Augusl 3, 1977 allasugh nol
@ "nuclaar-wezron Sal2" undain the
nonpolifaalion Lwaty?

FAA Sec, 901 - Has tne country denied its
citizens tne right or oppertunity to
emigrate?

FUNDING CRITERIA FOR CCUNTRY

1.

Develcoment Assistancs Country Criteria

a. FAA Sec. 102(c), (d}. Have crizeria
been sestaplisnedq, and taken intn account,
to 2ssess cammitment and progress of
country in effectively invelving the

ocor in development, on such indexes as:
{1) small-farm lazer intansive agrie
culture, {2) resyced infant mor=ality,

{3) sczulation growta, (&) eguaiity of
income dissricution, and (3) uremslicyment,

13. Ne.

14, Turkey is current in its
UN obligations.

15. Ne.
16. No
17. Neo.
18. No.

Not Applicable
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9. FAA Sea. e,
@ e Retltrul il dan
Cllheady LN L0 tunkd w2 S0
srellyy sarmllids & PWItara auln . Zoia-
FST-L RO SR RO Y X AN
faalast 2rlsd, mlival ars aalls reslion
ditealds, f3nsollonad Tuniiarn, Wl
LLiioomins, and Ldellonse Lo oLunan eooa!

- ey Paene

s
s

A~ Sec.
iy

<.
273, ¢

wnigh country 1s:

(1) Making appraopriate effores t3 increase
food preduction and imerove means for
food storage and distridbution,

(2) Creating a favorible climate for
fzreign and dormestic private enter-
srise and investment,

(3) Increasing the public's role in the
develommental process.,

{4) (a) Allocating available budgetary
rescurces to development.

{b) Diverting such resources for
unnezessary military exgenditure and
intervention in affairs af other free
and independent nations.

(5) Making mesnomic, social, and political
reforms sucn as tax collacticn improves
menszs and cnanges in land tanure
arringements, and making progress
scward respect for the rule of law,
freedom of expression and of the pgress,
and racognizing the importance of
individual fraedom, initiative, and
privata enterprise,.

{8) Qtherwise resgonding to the vital
economic, politica’, and social con-
cerns cf 1ts peaple, and demonstrating
3 clesr determination to take effective
celf-help measures.

d. FAA Sac. 201(b), 211({a}. s the
csuntry among the <0 cauntrias in which
development assjstance loans may be Tade
in this fiscal year, or among the 40 in
which development assistance grants
(cther than far self-nelp projects) may
be made?

2. F3A Sec. M1F, W{11 csuntry be
furnisnez, 1n sare fiszal year, eitier
security supporting assiscance, or

Micale Z1st peacs funds? [f so, nzs
Comorany dpeelgloally authonizzd suan ude
Sy sunds, 2% s 2ssistanca for soculaticn
sragrams, rumanitarias 1id througnh inter-
natienal orsanizations, or regional
pragrams?
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b. FAL Sec. SC2E, +ag tne sountry
BNZRIES 1 L I3nsistent Sattecn of gross
v12iaticns 2 tnzermatisnal’y resasnizec
rumen ~igris? Ig arogram in 2szorcance
with 2eiicy &f this Secsion?

b. FE&A Sec. £11, s the Assissance 30
pe furrisnes 0 & frienciy country,
erganization, or bcay eiigicie to
receive assistance?

C. FM Sec. 533(e)(2). Wil assistanse
under Dhe SoulTiew Aluican Spesdal Requires
mendd jqund be proudided 2 Mesambloue,
Angelz, Tenzaniz, cx lambia? 14 4c, hod
Presidert desewmined (and xzpoatad 2o the
Congacss | Lhol such adsdstance will jurthen
U.S. dexeign polisy infaressy?

d. FAA Ses, 80§. If commodities are to

be granzed so tnat sale proceeds will accrue
%o the recipient country, have Special
Account (counterpar:) arrangements tbeen
made?

e. Aop. Sec. 113, WOLE secunily cadli-
22roe 0e pAov4zza gor Lhe putrosz of
aliing diwedly the ejforss of the govern-
ment of such couniiy L0 Acpress The
Legitimals nisnis of Lhe populalicn cf
duch counlry contiaw L the Univernsal
Declaration of rduman Righis?

{, FAA Sec. 6208, Will Jesunily suppord-
g S3S4aiance 0¢ juwnished £ Aszenting
ape2t Seplemoenr 30, 19787

zl'.

No. The program is in

accordance with the policy of this
Section.

b.

C.

d‘

8.

£.

Turkey is a friendly country.

Not applicabla.

Not applicable.

No.




ANNEX B
A.I.D. Loan No. ZW-K-IOA

TOREZY: BALANCE CF PAYMENTS LOAN

O ————— S~

AGREZMGNT, dated the day of ,

1978 betuween the Covernment of Turkey ("Borrower") and the United
Statee of Americsa, acting through the Agency for Intermational

Development ("4.I.D."),

WHZRZAS, the Govermment of Turltey is presently ex-

periencing serious economic protlems;

WHEREAS, the Government of Turkey has taken a series
of measures to overcome these problems and has entered into a
atabilization program in conjunction with a Standby Agreement with

the Interpnational Monetary Fund; and

WEFREAS, the Government of the United States, acting
through the Agency for Intermational Development, is desirous of

supporting thke Govermment of Turkey's efforts to stabilize its

economy;

NOW, THEREFORE, the parties hereto agree as follows:



ARTICLE I
The Loan
A.I.D., pursuart to the Forelgn aAssistance act of

1961, as amended, agrees to lend to the Borrower under the terms
of this igreement not to exceed Fifty Million United States Dollars
(350,000,000) for balance of payments financing to support and
p?omote the flnancial stability and economic recovery of the
Borrower. The aggrsgate amount of disbursements under the loan

is referred to as "Principal".

ARTICLE II

Loan Termg
SECTICN 2.1. Interest. The Borrower will pay to A.I.D.

interest which will accrue at the rate of . percent ( &) per

annum following the date of disbursement of the Loan on the out-
standing balsnce of prineipal and on any due and unpald interest.
Interest on the outstanding balance will accrue from the date of
disbursement (as defined in Sectimn 4.2) and will be payable semi-
annually., The first payment of interest will be payable no later
than six (6) months after disbursement of the Lcan, on a date to
be specified by A.I.D.
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SECTICN 2.2, Repayment. The 3orrower will repay to 4.I.D.
tbe Principal within ten (10) years from the date of aisbursezent of
the Lcan in fifteen (15) aprroximately équal senlannual installnments
of Frincipal end interest. The first installmwent of rrincipal will
be payable two and one-half (2%) years after the date om which the
first interest payment is due in accordance with Section 2.1. 4.I.D.
will provide the Borrower with an amortization schedule in accordance
with this Secticn ifter disbursement of the Loan.

SECTION 2.3. Application, Currepcy, and Place of Pavmept.
411 payments of interest and Principal hersunder will be made in
U.S. Dollars and will be applied first to the payment of lnterest due
and then to the repayment of Principal. Except as 4.I.D. may other-
wise specify in writing, payments will be made to the Controller,
Office of Financial Management, igency for International Development,
Washington, D. C, 20523, U.S.A., and will be deemed made wken
received by the Office of Financial Management.

SECTION 2.4. Erepgymepnt. Upon payment of all intersst
due, the Borrower may prepay, without penalty, all or any part of the

Principal. Unless A.I.D. otherwise agrees in writing, any such pre-

payment will be applled to the installments of Frincipal in the inverse

order of their maturity.

SECTIN 2.5, Termingtion op Full Payment. Upon payment
in full of the Principal and any accrued interest, this Agreement and
all obligations of the Borrower and A.I.D. under it will cease.
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ARTICLz. III

Conditions Precedent to Disburasenent

SECTICH 3.1. ZListursement. Pricr to disbursement under

the Loan, the Borrower will, except as ihe rarties may otherwise
agree in writing, furnish to 4.I.D. in form and substance satisfactory
to 4.I.D.:
(a) an opinion of counsel acceptable tc A.I.D. that this
Agreement has teen duly authorized, or ratified by,
and exscuted cn behalf of, the Borrower, and that it
constitutes a valid legally binding obligation of
the Borrower in accordance with all of i1ts terms;

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

acting in the office of the EBorrower specified in
Section 6.2,

SECTICN 3.2. Notification. When Ad.I.D. has determined that
the conditions precedent specified in Section 3.1 have been met, it
will pramptly notify the Borrower.

SECTIWN 3.3. Terminagl Date for Conditions Precedept. If
all the conditions specified in Section 3.1 have not been met within
ninety (90) days from 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 notlice to Borrower,

ARTICLE IV
gisggggementg
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SECTIMN 4.1. Depggit of lJishurcements. After satisfaction

of conditicns precedent, A.I.D. will depcsit the proceeds of the Loan
in a tank in the United States designuted in writing by the Berrower.

SECTIN 4.2. Date cf Disbureement., Disbursement by 4.1.D.
will be deemsd to occur on the date A.I.D. makes disbursement to the
Bank to be named in Secticn 4.1.

SECTION 4L.3. T Data legquesting Disbursement.
Except as A.I.D. may otherwise agree in writing, the terminal date
for requesting disbursement of the loan proceeds shall be six months

from the data of this Agreement.

ARTICLE V
Use of Fﬁndg
SECTION 5.1. The Borrower agrees that the proceeds of the
loan will be used for belance of payments'financing and will not be
used for financing military requirements of any kind, including the

procurement of commadities or services for military purposes.

ARTICLE VI
e 01
SECTIMN 6.1. Commupications. The Borrower undertakes to
provide to A.I.D. such information relating to the economic and finan-
clal situations and related problems of the Borrower as may be
necessary. Any notice, request, document or other commumication sube

mitted by either Party to the other under this Agreement will be in
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vriting or by telegram or cable, and will be deemed duly given or
sent when delivered to such party at the following address:
To the Eorrower:
Ministry of Finance
Government of Turkey
Ankara, Turkey
To A.I.D.:
J.S. Ambassador
American Embassy
Ankara, Turkey
A1l such commmications will be in English, unless the Parties other-
wise agree in writing. Other addresses may be substituted for the
above upon the giving of notice. The Borrower, in addition, will
provide the U.S. Imbassy in iAnkars with a copy of sach communicaticn
sent to 4.I.D.

SECTION 6.2. Representatives. For all purposes relevant
to this Agreement, the Borrower will be represented by the individual
holding or acting in the office of Minlster of Finance and A.I.D.
will be represented by the U.S. Ambassador, each of whom, by written
notice may designete additional representatives. Tie names of the
representatives of the Borrower, with specimen signatiures, will be
provided tc A.I.D., which may accept as duly authorized any instrument
signed by such representatives in implementation of this Agreement,

until receipt of written notice of revocation of their authority.

IN WITNESS WHEREOF, the Borrower and the United States of
America, each acting through its duly authorized representative, have
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caused this Agreement to be signed in their names and delivered as

of the day and year first abeve written.

GOVERMMINT OF TURKEY

-

oy3
Title:

ONITED STATES QF AMERICA
By:
Title:






