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CHAPTER 1
INTRODUCTION

Turkey is an associate member of the I;ZEC, and according
to the terms of the; protocol signed by both parties, she has
about twenty years before she becomes a full member of the EXC,
assuming that there will be no changes in the time schedule.

Attempts of the Turkish government to join the Common
Market faced some opposition from politicians and economists.
Even after the establishment of associate membership, this
opposition has continued. It was argued that Turkey sllc;uld
develop her own manufacturing industries because, the argument
goes on, industrialization is necessary for economic development.
As is often argued in LDC's, continued reliance on agriculture for
economic development and for earning badly needed foreign
exchange was seen as detrimental to economic independence.
Relating this to the membership in the Common Market, the opposing
group argued that the newly established manufacturing industries
will not be able to compete with highly developed European

industries, even considering the adjustment period which precedes



the full membership date; and, as such, Turkey's entry into
the Common Marlcet was considered a damaging factor to the
achievement of industrialization. Thus, in the long-run, it was
argued, Turkey will incur net losses from the membership. 1
Furthermore, increases in the degree of protectionism
in the second half of the 1960's and a continued indiscriminate
emphasis on the import-substituting production during the
Secgnd Five Year Plan (1968-1972) made many people skeptical
about the actual intentions of the Turkish government. In parti-
cular, the Common Market authorities made their concern clear,
and raised questions as to whether or not Turkey wants to become

a full member in the EEC, 2 Thus, there is some question as to

whether in fact Turkey will abide by the protocol.

1Nume'rous articles have been written (mostly in Turkish)
by the proponents and opponents of Turkey's entry into the Common
Market. However, the pro and con arguments presented are all
impressionistic. For a brief review (in English) of some of these
arguments, see Milkerrem Hig, ""Turkey's Entry to the Common
Market: General Aspects of the Problem" in Problems of Turkey's
Economic Development: Volume I, a publication of the Istanbul
University, No. 1801 (Istanbul, 1972), pp. 563-601.

A Cornmon Market representative visited Turkey in
June of 1972, and raised these questions with the government.
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Despite the fact that Turkey's full membership in the EEC
is still a controversial topic and there are doubts about it, 3 an
examination of "What might happen if Turkey moved gradually
toward full membership in the Common Market?" is a worthwhile
study to undertake. In contrast to the present restrictionist regime,
the gradual elimination of tariffs and other trade controls would
establish frec trade with the EEC countries. Already an important
portion of Turkey's foreign trade takes place with the latter
countries at tbe present. Of course, gradual liberalization of trade
between Turkey and the EEC would (through changes in the relative
commodity prices) affect the Turkish economy. The production
structure and the income distribution (through the changes in
value-added per unit of output in each sector}, and the consumption
and trade patterns through the changes in relative prices would
be affected. These are some of the pcssible effects of formation
of the EEC-Turkish customs union, and they could have important

implications upon Turkey's industrialization and foreign trade.

3Nonei:heless, at the time of writing, Turkey is committed
by a treaty and a subsequent protocol (annexed to the treaty) to
eventual Common Market membership. Both the treaty and
protocol signed by both parties are discussed later.



Thus, the primary purpose of this study is to examine
some of the possible ecffects of gradual liberalization of trade
with the EEC, which would take place if Turkey moved toward full
‘membership in the EEC, upon the Turkish economy. The second
objective of the study is to estimate Turkey's gain (or loss) from
frce trade with the EEC,

An important aspect of the study is that it is basically
a study of the effects on the economy of a LDC of the formation
of a customs union in general, One of the purposes of estimating
Turkey's gain or loss from free trade with the EEC is to compare
the estimate with the estimates of gains or losses of Great Britain
from joining the EEC, derived in other studies. The comparison
might lecad to a general conclusion about the sizes of economic
gains (or losses) that a LDC an'l an industrialized country might
incur by joining a customs union formed by a group of industrialized
countries.

In the remainder of this chapter, the reader is presented
with background information about the Common Market, Turkey'g
membership in the Common Market, and the Turkish Econnmy
during the 60's and early 70's, First, the Common Market -~
its nature, its formation, and its common economic policies --

is reviewed, The implications to the Turkish economy of the



common economic policies of the EEC are discussed shortly,
assuming Turkey will abide by the terms of the protocols signed.
Then, the establishment of Turkey's associate membership in the
EEC (i.e., the Ankara Agrcement and its terms) and subsequent
developments in the associatc membership are discussed. Second,
the Turkish economy of the 60's and 70's is examined, including
the foreign trade regime and foreign trade. The purpose of this
latter section is to familiarize the reader with the present
structure of the Turkish economy and her protectionist trade regime.
This would also cnable the reader to compare the present
restrictionist trade regime in Turkey and the trade policies of
the EEC, policies which Turkey will adopt upon entry into the EEC.
In a later section of this chapter, the objectives of the
study are presented in a more systematic manner. The
methodology of the study is also explained. In the last section,
the contents of the remaining chapters are summarized.

A. THE COMMON MARKET AND TURKEY'S MEMBERSHIP
IN THE COMMON MARKET

1. The Common Market and Its Economic Policies

Six European countries -- France, West Germany, Italy,
Netherlands, Belgium and Luxemburg ~- joined in a series of

meetings which started in June of 1955 and continued throizgh



1956 and into some part of 1957, The purpose of the mectings
was to discuss the possibility of moving toward a united Europe.
The meetings were successful in creating the European Economic
Community which was formally established by the signing of the
Treaty of Rome on March 25, 1957. The participant countries
listed above -~ the Original Six -- agreed that the movement
toward the economic integration of Europe is an essential first
step toward creating a political unity in Europe.

The economic integration formed by the Original Six --
widely known as the Common Market -~ is basically a customs
union, in which member countries eliminate tariffs and other
trade controls among4 themselves and adopt a common and
uniform tariff on imports from non-member countries. However,
the Common Market has an additional featiire that a customs
union (as described in the literature) does not; that is, that the

members, by the Treaty of Rome, also assumed the

4
In order not to disrupt the continuity of this chapter,

a review of the basic developments in the theory of customs
unions is avoided here. However, the reader who is not familiar
with the thcory of international economic integration could refer
to the sources listed in FFootnote 34 in Chapter II.



responsibility of eliminating restrictions on the free movement
of labor and capital within the union.

Although the political unity of Europe remains to be seen,
it seems that the members of the EEC have been successful
so far in keeping the union togecther and developing a degree of
economic unity on some issues. 6 The Common Market countries,
starting from 1957, gradually abolisl;ed all restrictions on
intra~-Community trade., By July 1968, customs duties with the
EEC were completely abolished, while each member country's
tariff on imports from the non-member countrics was gradually
aligned with the uniform common external tariff (CET) set by

7
the Community,

, 5A customs union with this additional feature is generally
called a "common market" in the economic integration literature.

This does not mean that the Community is not having any
economic problems. In fact, the Community has had disagreements
over certain issucs -~ in the financing of certain projects (e.g., food
aid to LDCs, nuclear research) and in the field of international
monetary relations -- in the past. Certainly crises will continue
to emerge from time to time in fields in which the intercst of the
community as a whole and the interest(s) of one or more memhers
conflict. Sec The Commission of the Furopean Communities, "The
Progress of the European Communities'" in P. Robson (Ed.),
International Economic Integration (Penguin Books, 1971), pp. 387-402.

7For the timing of these gradual tariff changes see
European Economic Community Commission, Eight General Reports
on the Activitics of the Community (1 April 1964-31 Maxch 1965),
June 1965, Table 1, p. 33.
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The Cornmon Market countries have also worked toward a
common tax policy and a common agricultural policy. The value-
added tax recently replaced the cascading turnover tax on
production (they are both ievied on sales transactions, but taxes
paid by a producer for the purchases of inputs are credited to
him in the case of value-addud tax), The Community was success-
ful in establishing the Common Agricultural Policy (CAP) which
is highly protective in nature against agricultural imports from
noq-mcmber countries (except for cotton and tropical products).
The main purpose of CAP has been to establish a '"'single unified
market" for each agricultural product with the EEC. Such a
unified market implies a uniform price, for the same agricultural
product, for the entire Community, with differences resulting
only from differences in transportation costs. Fixed uniform
prices have been in force for most of the agricultural products,
and the Community members have been able to move these
products freely within the Union since July 1968, 7 Furthermore,

the Community members have aligned their internal economic

For the details of CAP sce Lawrence B. Krause,
European Economic Integration and the United States, The Brookings
Institution, Washington, D. C., 1968, pp. 88-94.

9The Commission of the European Communities, "The
Progress of the Europcan Communities," op. cit., p. 387,



policies in accordance with the principles laid down by the
Treaty of Rome so as to create a free movement of labor and
capital within the rules governing competition.

The Community members have also been working toward
common policies10 in other fields of economic life. Some of the

issues that have been under consideration are: anti-trust laws,

patents and trademark problems, and energy problems. However,

the developments which took place in these areas will not be
discussed here. They have been discussed and analyzed in

numerous studies.

12

The implications™ ™ of the Common Policies of the EEC

for Turkey ~-- From the brief review of the economic policies

of the Common Market, it can be observed that there are two

10The common policies of the EEC are regulated by the

principles of the Treaty of Rome, and new economic policies are
being introduced by the governing bodies of the community.

11.'E‘or a thorough study of the EEC, see Krause, op. cit.
12The creation of the EEC changed the economic structure

of Europe., The member and non-member countries have been
affected by the common policies of the Community. Furthermore,
the formation of the EEC prompted other Europcan countries to

form the JEuropean Frec Trade Association. A detailed examination
and analysis of the implications of the EEC for its original members
and the rest of the world is outside the scope of this study. However,
the reader who is interested in a comprehensive appraisal of the
impact of the EEC (and the EFTA) upon the members and the rest

of the world, in particular upon the United States, could refer to
Krause, op. cit.
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basic elements that Turkish economy would have to adjust to
and, in the process of adjustment, be affected by, if Turkey
moved gradually toward full membership in the EEC. One of

them involves institutional adjustments: (i) Turkey would be

required to harmonize her domestic economic policies gradually
with those of the EEC, and this might necegsitate a tax reform
(the value-added tax is used by the Common Market countries),
and a change in the price support policy of TMO (Soil Products
Office) vis-a-vis the objectives of CAP (Common Agricultural
Policy) of the EEC might be necessary; and (ii) since fixed
exchange rates exist between the currencies of the member
countrics, it is important that overvaluation or undervaluation
of the currency of a member couhtry (in relation to other
currencies in the Community) does not happen in the process of
achicving domestic goals. This would require careful use of fiscal
and monetary policies by the Turkish government, and probably
an initial exchange rate realignment.

The second basic element involved in Turkey's member-
ship in the EEC is the (bilateral) gradual elimination of tariffs
and quantitative controls. As discussed earlier, an elimination
of tariffs would affect the present production structure, and

the consumption and trade patterns,
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Later in this chapter these implications will be discussed
when the objectives of the study are presented systematically,
Also, a qualitative analysis of these implications is presented
in Chapter II.

2. Establishment of Turkey's Associate Membership
in the EEC and Subsequent Developments

The Ankara Agreement. Turkey applied to the Comimunity

for associate membership in July of 1959, and after several
sessions of negotiations, both parties finally agreed on the terms
of Association in June, 1963, The Agreement was signed in
September, 1963, and became effective in December, 1964,
Besides the political considerations’ and a possibility
of developing large scale manufacturing industries (in the products
in which Turkey may have a potential competitivencss) to sérve
the European market, one of the factors that prompted the Turkish
government to apply for association in the EEC and which affected

the timing of application was the fact that Greece applied for

13
For a summary of the contents of the Ankara Agreement,

sce the Bulletin of the European Economic Community, sixth year,
No. 8, August 1963, pp. 5-8.

llj:Polit.ical considerations centered around the presumption
that being a member of an economically strong group of countries
which, as a group, have an important weight in international politics
might be beneficial,
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association one month earlier b-- in June, 1959. 15 This is
because Greece is the main competitor of Turkey in her
traditional export goods -- tobacco, cotton, fats and oils,
oilseeds, and raisins -- and also in some of the non-traditional
export goods such as citrus fruits, table grapes, peaches, and
canned food. Furthermore, the EEC market is a major market
for both countries' exports. In 1959, both Greece and Turkey
exported 40 percent of their total exports to the EEC. 16 Thus,
the possibility of losing her major export market to Greece was
an important factor in Turkey's decision to apply for association
with the EEC. Another factor which probably affected the decision

to enter into the Community was the possibility of obtaining

increased foreign aid from the EEC countries,

15
Greece and the Community signed an agreement -- the

Athens Agreement -- in July of 1961, and the association became
effective in No--ember, 1962. There are some important differences
between terms of the Ankara and Athens agreements: see Krause,
op. cit., pp. 197-199.

16Also, both countries import a large amount of their
imports from the EEC: Greece imported 38 percent of her total
imports, and Turkey imported 36 percent of her total imports
from the EEC in 1959; source: Krause, op. cit., Table 6-6,
p. 198 (main source: U. N., Commodity Trade Statistics).
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The Ankara Agreement provided three separaie stages
before the full membership date: the preparatory phase (first
stage), the transitional period (second stage), and the

definitive period (third stage).

The Preparatory Period: The preparatory phase, which was

initially scheduled to last five years, ended in the second half
of 1970 after several sessions of negotiations concerning the terms
of the transitional period. o The purposec of the preparatory
period was to give Turkey enough time to reorganize her internal
and external economic affairs and evaluate her economic standing
before the beginning of the transitional period. The Community
would help Turkey in her economic development with unilateral
trade concessions and financial aid during this period. Thus,
with the signing of the Ankara Agreement, Turkey assumed the
responsibilities of preparing herself for the obligations involved
in the gradual establishment of a customs union with the EEC,
During the preparatory phase, Turkey enjoyed preferential
treatment, granted by the terms of the Ankara Agrecement,

accorded to her exports by the Community. Tobacco, raisins,

17
The Bulletin of the European Communitics, Vol. 4,

No. 1, 1971, p. 101.
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dried figs, and bazelnuts, which made up approximately 40 percent
of Turkish exports to the EEC in the mid 60's, were accorded
tariff quotas18 (for about the quantities imported in 1963 or 1964).
Duty rates on these commodities were lower than the common
external tariffs, and tobacco and raisins were subject to the
intra-Community rates. 19 The volumes of these tariff quotas
did not stay at their 1965 levels; they were increased twice
before 1970, The import quotas which were set on a yearly
basis were: tobacco: 12,500 tons in 1965, 13, 615 tons in 1966,
and 17, 615 tons in 1967 (also the same in 1968 and 1969);
raisins: 30,000 tons in 1965, 33,000 tons in 1966, and 38, 570 tons
in 1967, 1968, and 1969; dried figs: 13,000 tons in 1965, 14, 300

tons in 1966, and 18, 900 tons in 1967, 1968, and 1969; hazelnuts:

8A “tariff quota' is a device whereby imports, within certain
fixed limits, arc permitted duty free or at reduced duty rates, and
any amount imported in excess of the fixed quotas is subject to the
common external tariff,

19The author was unable to find these preferential tariff
rates on Turkish exports of tobacco, raisins, dried figs, and
hazelnuts; a scarch for these rates in the various issues of
The Bulletin of the European Communities and in other Common
Market publications proved unfruitful. However, i{rom the
examination of the comrnon external tariffs and the time table
of the gradual elimination of dutics on the intra-Community trade,
the following rough estimates of thesc rates were derived: 15-20
percent for tobacco, 5-7 percent for raisins, 4-6 percent for dried
figs, and 2~ or 3 percent for hazelnuts. (Sources: for the time
table of the gradual eliminations, sec footnote 8; for the common
external tariffs, sce Frances K. Topping, Comparative Tariffs
and Trade: The United States and the European Common Market,
(New York: Committee for Economic Development, 1963), Vol. ],
pp. 43, 44 and 121).
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17, 000 tons in 1965 and 1966, 18,700 tons in 1967, 1968, and
1969.20 The relative importance of the above figures can be
indicated by the following percentages: the percentage shares
of tobacco, raisins, dried figs, and hazelnuts in toéal Turkish
export earnings were 22.6, 4.3, 1.4, and 16.1 percent in 1967
and the percentage shares of the EEC tariff quotas for these
Turkish export goods in their respective total (Turkish) export
volumes were 19, 54, 59, and 25 percent?! in 1967. It should
also be noted that cotton enters duty frec into the EEC, regardless
of the source of the supply. Thus, Turkish cotton exports entered
into the EEC duty-free; furthermocre, there was no quantitative
restriction on the amount of cotton entering into the EEC countries.
Cotton exports earnings made up about 25.2 percent of the total
Turkish export earnings in 1967. |

In December 1967, the Community granted tariff quotas
for additional exports from Turkey. These products included sea

fish and other sea products, quality wine, table grapes, citrus

2OSource: European Economic Community Commission,
General Report on the Activities of the Community, various issues
(starting with the Seventh General Report).

2]'U. S. AID, Economic and Social Indicators - Turkey,
(Ankara, August, 1971), Table 9-b, p. 34; first sct of these figures
were taken from this source directly and the second set of figures
were derived by dividing the 1967 commodity specific EEC tariff
quota figures by the total export volumes of these commodities in

1967.




16
fruits, some houschold items from the textile industries, and
hand-made carpets and rugs. In Table I, the amount of tariff
quotas (in the second column) of these items, and the
preferential tariff dutics (in the third column) are listed. The
total amount of tariff quotas for sea products was 4, 500 tons,
and the preferential tariff rates were set at either 50 percent
of the common external té.riff (CET) or at intra-Community rates
(15-25 percent). The tariff quotas for the remaining items were
6,000 litres for quality wine (duty rate set at 50 percent of CET),
240 tons for textile items (duty rates set at 50 percent of CET).
Table grapes, citrus flluits, and Turkish carpets and rugs were
accorded tariff reductions without any quantitative restriction:
duty rates were set at 50 percent of CET for table grapes, 20
percent of CET for citrus fruits, and 11-24 percent reductions
from CET were accorded to carpets and rugs. However, the
percentages of the export earnings from these commodities in
the total Turkish export earnings have been very small. For
example, in 1967, the percentage share of export earnings
from sca fish and seca product exports in the total Turkish exports
was .011 percent, and it was .0004 percent for quality wine,

.0016 percent for table grapes, 1.3 percent for citrus fruits,
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TABLE I. THE TARIFF QUOTAS ACCORDED TO TURKEY

IN DECEMBER 1967,

Export Products

Yearly
Tariff quotas

Preferential

Tariff rate

i)

ii)
iii)
iv)

vi)

Sea Products:

(2) Mackerel

(b) Other salt water fish (except
anchovies)

(¢} Tunny, including "pelamides, "
"Tariks, " and "Orkinos"

(d) Lobsters and crayfish
(e) Crabs, shrimp, and pawns
(f} Cuttle-fish and squids

Quality Wine:

Table Grapes:

Citrus Fruits:

Textiles:

(2) Terry towelling and similar
terry fabrics of cotton

(b) Other woven fabrics of
cotton :

(c) Other garments and other
articles knitted or crocheted

(d) Bed linen, table linen, toilet
linen and kitchen lincn;
curtains and other
furnishing articles

Handmade Turkish Carpets:
(a) Carpets of wool or of fine
animal hair, handmade

(b) Carpets of silk, handmadec

(c) Carpets of other textile
materials, handmade

(d) Other handmadec carpets

(c) Handmade "kerim' rugs

300 tons

900 tons

1, 650 tons

750 tons

850 tons

50 tons

6,000 hl,

no limit
no limit

75 tons

105 tons

30 tons

30 tons

no limit

no limit

no limit

no limit

50 percent

50 percent

of CET-

of CET

Intra~-Community
rate (15-25%)2
Intra -Community
rate (15-25%)
Intra -Community
rate (15-25%)
Intra-Community
rate (15-25%)

50 percent
50 percent
50 percent

50 percent

50 percent

50 percent

50 percent

24 percent
from CET
20 percent
from CET

12 percent
from CET
20 percent
from CET

of CET
of CET
of CET
of CET

of CET

of CET

of CET

reduction

reduction

reduction

reduction

10.5 percent
reduction from CET
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Footnotes from Table 1.

Source: Bulletin of the European Communities, Vol. 1, No. 2,
(Feb., 1968), pp. 71-72.

Notes:
1
CET stands for the Common External Tariff.

2In the Bulletin cited above the specific rates are not
recordcd; the possible range of these rates were derived.
from the time table of gradual eliminations of the intra-
Communiiy rates (see footnote 8) and from Topping, op. cit.,
Vol. I, pages 12 and 17. T
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. 002 percent for the textile items, and .003 percent for carpets

-

and rugs.'d‘2

In accordance with the terms of the Ankara Agreement,
Turkey was also granted financial aid, amounting to $175 million,
through the European Investment Bank. This aid was to b;a used
in financing the investment projccts prepared within the {rame-
work of the goals (which are listed below) of the Turkish

Development Plans.

Transitional Period: The gradual establishment of the EEC-Turkey

customs union started with the beginning of the transitional period,
the second stage; the protocol concerning this period was signed
in November 1970 (Footnote 18). In principle, the transitional
period will last twelve years.

The terms which regulate trade during this period were
prepared according to the principles of Article XXIV of GATT:23

the customs union will cover all trade, meaning that Turkey will

22
U. S. AID, "Turkish Exports 1962-1970," (mimeographed);

SIS, Annual Foreign Trade Statistics: 1968, pub. no. 577 {Ankara,
19685,

23Articlc XXIV of GATT basically includes ke principles
under which customs unions and free trade areas caa be established;
for the full text of the article, see General Agreement on Tariffs
and Trade, Basic Instruments and Sclected Documents, Volume IV,
Text of the General Agrcement, 1969 (Geneva, March 1969), pp. 41-44.
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gradually adopt the common external tariff of the Community
(over a period of twelve years, and for some products over a
period of twenty-two ycars). For the agricultural products,
Turkey will realign her agricultural policies so that after
a pericd of twenty-two years -- beginning with the transitional
period -~ Turkey will be able to adopt the common agricultural
policy of the EEC,

The specific terms that were agreéd upon in the November
(1970) protocol are the following:24 (a) to begin with, Turkey will
reduce tariffs on industrial imports from the Community by
10 percent (which she did) and she will progressively eliminate
all other custom duties on imports from the Community over a
twelve vear period. However, for some imports (which make
up about 45 percent25 of the Turkish imports from the Community)
the period will extend over 22 years, (b)' In return, the
Community's concessions are the following: (1) with the start
of the transitional period, Turkey was granted an intra-Community

status for her exports of industrial products except for some

4‘1?‘or details sce: Bulletin of the European Communities,
Vol. 3, No. 9/10, Sept./Oct. 1970, pp. 23-25.

251bid., p. 23.



textile ite.ns; (2) the Community reduced the tariff level on some
cotton textile products by 75 percent with the beginning of this
stage, and they al.so reduced tariff levels on machine -made
carpets, cotton yarn and other woven fabrics of .cotton by 25
percent (tariff quotas and duties on these last three items will
be eliminated over a 12-year period26); (3) most of the Turkish
agricultural exports were granted favorable terms, to be
effective from the beginning of the transitional period; tobacco
started to enter into the EEC duty-free, and most other
agricultural products were accorded tariff reductions ranging
from 50 to 75 pcrcent;27 (4) additional financial aid amounting
to $195 million was provided to Turkey. (c) Frec movements
of workers will be gradually achieved between the 12th and 22nd
years of the Ankara Agreement.

For other economic activities which are covercd by the
Treaty of Rome, required adjustments will be made according to
the protocols signed, and Turkey will align her policies with
those of the Community. The terms of the definitive phase, the

last stage, will be determined by an additional protocol, after

the completion of the transitional period.

26114,

7
2 Ibid., p. 24.

21
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B. TURKISH ECONOMY DURING THE 60'S AND EARLY 70'S

1. Growth and Structural Change..

Compared to past decades, the 60's was a period of planned
economic development. After a military intervention in May 1960,
which overthrew the government of Prime Minister Menderes after
ten years of rule, a new constitution was prepared and adopted
in 1961, The new Constitution stated that economic planning for
the development of the Turkish economy was the responsibility;
of the government. The functions of preparing development plans
and of coordinating economic activities of the public and private
sectors were given to the State Planning Organization (SPO),
established by the new Constitution. 28 Since the establishment

29

of SPO, "’ two Five Year Plans have alrcady becn implemented

28
The new Constitution was accepted, after a referendum,

on July 9, 1961. Thus, the '"Constitutional establishment of SPO
coincidcs with the latter date. However, the work on a special

law which would specify the. functions and organizational structure
of the SPO had started earlier, and a law -- Law No. 91 -- was
enacted on September 30, 1960; thus, SPO was officially established
by Law No. 91 and became functional on September 30, 1960. For
the full text of L.aw No. 91, see Official Gazette, October 5, 1960,

z()Law No. 91 (Footnote 28) defincd the functions of SPO,
and as specified in Article 2 of this law, they are: (a) '"To assist
the government in determining economic and social objectives and
policies, . . .'"; (b) "To make recommendations to and act in a
consultative capacity for the ministries, . . ."; (c) "To prepare
long and short-term plans for the realization of the objectives
to be adopted by the government'; (d) '"To advisc on the improvement
of the organization and functioning of the government offices and
(continued on the following page)
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(the first for 1963-1967, and the second for 1968-1972),
Implementation of the Third Five Year Plan (1973-1977) has
started.

These plans have been prepared with a fiftcen-year time
perspective. The basic goals of the first fifteen-yca. planned
development period (and also of the Five Year Plans) were:

(1) a 7 percent annual growth rate; (2) gradual achicvement of
the self-sufficiency in financing investments necessary to sustain
a 7 percent annual growth rate, such that by 1977 Turkey could
reach a stage where a 7 percent annual growth rate could be

maintained without further foreign aid;:‘)'O (3) to change the

(footnote 29 continued)

agencies as well as of local administrations concerned, to assure
successful execution of plans'; (e) "To follow up the implementation
of the Plan, evaluate it, and make revisions where necessary'';

(f) "To propose measures which will encourage and regulate the
activities of the private scctor in harmony with the goals and
objectives of the Plan"; (English translation is from S. Ilkin and

E. Inanc (Eds.), Planning in Turkey, Middle East Technical
University, (Ankara, 1967), pp. 311-316). It is clecar that SPO
does not have implementation responsibilities, and it was established
with advisory capacity. Between 1967 and 1971, however, SPO

had the responsibility of implementing investment and export
incentives (including export rebates). Furthermore, in the late 60's
applications for capital good import licenses had to be cleared with
the SPO. Thus, despite its advisory status, SPO has had the mcans
to influence the economic activity in Turkey, directly or indirectly. -

3OState Planning Organization, First Five Year Development
Plan 1963-1967, (Ankara, Jan. 1963), p. 41 (refcrences arc made
to the copy which is in Turkish); and SPO, Sccond Five Yecar
Deveiopment Plan 1968-1972, (Ankara, 1968), p. 5. Henceforth,
these two Five Year Plans will be referred to by FFYP, SFYP
respcctively,
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present agricultural character of the Turkish economy through
induced structural change (i.e., by setting a higher target rate
of growth for industrial output than the growth rate ‘of
agricultural oui:put);31 and also, industrialization will emphasize
investments in the areas of import-substituting production and
in the production of (diversified) products with export potential.

The two Five Year Plans were prepared within the frame-
work of the basic goals listed above. The FFYP placed more |
emphasis upon the public sector's role in development efforts and
in achieving the plan targets: it was pointed out that the government
should regulate the economy (through direct intervention in the
economy and by public investments) in order to secure the
achievement of the Plan objcctives. 33 The SFYP, on the other hand,
emphasized more the use of price incentives and a reliance on
market mechanisms.34 This changing emphasis on the role of
the public sector and price mechanisms in the two Five Year
Plans is a reflection of the fact that the two major political

parties -- first the Republican Peoples Party formed a coalition

3lpryp, p. 39.

32
FFYP, p. 42.

33 -
FFYP, pp. 59-60.

34
““SFYP, pp. 111-112,
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31
foreign aid receipts (i.e., consortium credits plus project
credits plus PL—480 surplus commodity imports) were less
than the anticipated amounts, but also by the fact that aid was
coming in on a yearly basis ana there was a lack of prepared

investment projects in the carly years. 44

b. The SFYP (1668-1972). As in the FFYP, the target

for the annual growth rate during the SFYP period was 7 percent, 4
GNP was to increase by 40.3 percent above the 1967 level in

1972. The share of foreign savings was to be reduced from 2
percent in 1967 to 1.7 percent of GNP in 1972, and the share of
domestic savings was to be increased from 17.9 percent to

22.6 percent of GNP during the same period. Thus, the share of
investment would increase from 19.9 percent of GNP in 1967

to 24,3 percent of GNP in 1972, The planned annual ratc of
increase of public investrnent was 10,3 percent, and the projected
growth rate of private investment was 12.6 percent; private

consumption was projected to increase at an average rate of

44
SFYP, pp. 15-16. The Turkish Consortium assumed the

responsibility of coordinating the foreign aid contributions of donor
countries in 1963. For a more detailed examination of capital

and forcign aid flows (gross and net) to Turkey during the 60's,

and of foreign debt servicing, sce Anne O. Krueger, Foreign Trade
Regime and Development. Turkey (in press), Part IlI, Chapter V,
pp. 15-20 (references ave made to the final draft of this study).

45
Targets are from SFYP, pp. 74-105.
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5.1 percent annually. Sectoral growth rates were set with the
continued view of changing the structure of the Turkish economy
through industrial development: the target (average) growth rate
was 4.1 percent for agriculture and 12 percent for industrial
output per annum.

The data un implementation results in the final years of
the SEYP pcriod are not available yet. The available figures
for the 1970 and 1971 realized production levels are provisior;al
estimatcs of SPO. According to the published data, 46 during
the first four years of the SFYP period, GNP -- at 1961 prices -~
increased by 6.7, 6.4, 5.7, and 9.2 percent. Over the same
years, agricultural output increased by 1.9, 0, 1.0, and 5.4
percent, g.nd industrial output (including mining, manufacturing
and utilities) increased by 9.7, 9.6, 2.7 and 8.7 percent. During
the first three years, performance of the agricultural sector
was poor due to bad weather conditions, and consequently, the
growth rate of GNP was below the target level. The increase in

the industrial output in 1970 was substantially below the

46Sources: SPO, Annual Program(s); U.S. AID, Economic
and Social Indicators -- Turkey, (Ankara, August 1971), Table 4-D,
p. 16; Ministry of Finance, Monthly Economic Indicators, Feb. /
March, 1972, p. 50, It should be noted that the 1971 data are
provisional estimates of the Sta.e Institute of Statistics, whereas
the data listed for earlicr ycars are those of SPO.
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expectations. Likely explanations for this result are: (1) the
"uncertainty”47 caused by the political instability in Turkey
during the late 60's, and (2) under-utilization of production
capacities due to the lack of imported raw materials and other
intermediate inputs, causecd by the balance of payments difficulties
of the late 60'5.4‘8 However, the provisional estimates for 1971
indicate that the production activity recovercd its speed after the

49

August 1970 devaluation, and the increase in GNP was 9.2
percent, Of course, the large increase in agricultural output in

1971, compared to earlier years, was also a crucial factor in

the realization of an overall growth rate above the target level.

47
That is, the possibility of military intervention because

of the clashes which took place between the rightist and leftist
groups and the resulting uncertainty about the future coursc of the
economic policies of the present (or a new) government,

48A11:]_10ugh the Turkish lira was devalued in August 1970
(thus ending the pressurc of recent years on the balance of
paymeants), and steps were taken with the August devaluation to
liberalize trade, cconomic recovery took some time after the
devaluation.

49'1‘he August 1970 devaluation and its aftermath arc

discusscd in detail, later in this chapter.
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In Table III, the SEYP balance of payments projections
and realized values are compared; the figures in parentheses are
the projected values. Both exports and imports were below the
planned levels during the first three years of the Plan, However,
in 1971 thecy were above the target levels, and as will be seen
below, the August devaluation was an important factor in the
latter discrepancy between the planned and realized amounts,
Workers' remittances were below the projected levels in 1968
and 1969, whereas in 1970 and 1971 they were substantially above
them (actual amounts wei'e $273 and $471 million, contrasted with
the target levels of $160 and $165 million, respectively). Large
increases in workers' remittances during the later years of the
SFYP period were also due to the August devaluation (this point
will also be discussed below).

During the first four ycars of the SFYP, foreign aid
reccipts, including surplus commodity imports, were $245 million
in 1968, $311 million in 1969, $479 million in 1970, and
$354 million in 1971, contrasted with the projected levels of
$277 million for 1968, $290 million for 1969, $295 million for
1970, and $279 million in 1971 (sce Table III). Thus, except
for 1968, the amounts of foreign aid actually received were

larger than the projected figures,



TABLE III. THE TURKISH BALANCE OF PAYMENTS (1968-1971):

THE SFYP PROJECTIONS AND REALIZATION (Mill. $). !

1968 1969 1970 19712

I, Current Account

A, Foreign Trade

1. Exports (f.0.b.) (540) (575) (615) (665)
496 537 588 677

2. Import (c.i.f.) (-835)  (=900)  (=975) (-1, 040)
-764 -801 -948 -1,171

Trade Balance (-295) (-325) (=-360) (-375)
-268 -264 -360 -494

B. Invisible Items
(1. Interest payments on

foreign debt) (-49) (-51) (-55) (-61)
-34 -39 -47 -47
(2. Workers' remittances) (140) (150) (160) (165)
107 141 273 471
Total Invisibles (83) (94) (115) (141)
37 42 131 379

C. Infrastructure and off-
shore receipts (15) (15) (10) (10)
9 8 8 6
Balance on Current Account (<197 (-216) (-235) (-224)
=222 -214 -171 -109

qe



TABLE III. (continued)

1968 1969 1970 1971°
II. Capital Account
1. Foreign Debt Payments (-102) (-101) (=93) (-94)
=72 ~-87 -158 -91
2. PIL,-480 (surplus comm:.)
imports (277) (290) (295) (279
3. Project Credits 245 311 479 354
4, Consortium Credits
5., Private Foreign Capital (40) (43) (47) (51)
13 24 58 45
6. Imports with waiver and
credits (12) (14) (16) (18)
22 20 34 27

Notes:

The figures in parenthese are the SEYP target levels.
projected figures listed above were later revised in the subsequent Annual Programs,

Sources:

SFYP, Table 57, p. 105 (for the target levels);
SPO, 1971 Annual Program, Table 7, p. 29 (for the actual figures);
Ministry of Finance, Monthly Economic Indicators, Feb./March, 1972,

p. 50 (for the actual figures).

Some of the SFYP

9¢
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c. The 1962-1970 Period: An Overview: During the

1962-1970 planned economic development period, GNP increased
at an average ratc of 6.3 percent (evaluated at 1965 prices) per
annum, >0 below the target level. Industrial output increased at
a higher rate than agricultural output. Thus, some structural
change, which was one of the basic goals of the Plan, did indecd
occur during this period. As scen in Table IV, the share of
agricultural output in NNP decreased from 40,9 percent in 1961
to 29.9 percent in 1970; during the same period, the shares of
industry, construction, and of transportation and communications
increascd (from 16.3 percent to 19.6 percent for industry, {rom
6.1 percent to 7 percent for construction, and {from 7.3 percent
to 8.1 percent for transportation and communications).

During the carly years of the 60's, the rate of inflation
was relatively low -- aboul 4 percent per annum ~- mainly due
to the results of a stabilization program that accompanicd the
1958 de facto devaluation., After 1964, however, growth efforts
induced price incrcascs. During the FFYP period, the general
(wholcsale) price level increcased at an average rate of 6 percent

annually, and in the late 60's (between 1968 and 1970) the average

50
SPO, 1971 Annual Program (Ankara; March, 1971),

Table 2, p. 23.




TABLE IV. PERCENTAGE DISTRIBUTION OF AGCREGATE NATIONAL INCOME
BY INDUSTRIAL ORIGIN (AT FACTOR COST OF 1961).

1961 1962 1963 1964 1965 1966 19671 1968l 1049l  1¢702
1. Agriculture 40.9 40.7 40,7 38.9 36.1 36.3 34,6 33.1 31.2 29.9
a. farming 40,1 40.0 39.9 38.1 35.3 35.6 33.9 32.4 30.5 -
b. forestry 0.6 0.5 0.5 0.5 0.5 0.4 0.4 0.4 0.4 --
c. fishing 0.2 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.3 --
2. Industry 16.3 16.4 16.4 17.0 17.8 17.8 18.9 19.5 20.1 19.6
a. mining
quarrying 1.6 1.6 1.5 1.6 1.7 1.6 1.6 -- -- --
b. manufact-
uring 14,1 14,2 14,4 14,7 15.5 15.6 16.7 -- -- -
c. electricity,
gas, water
works 0.6 0.6 0.5 0.7 0.6 0.6 0.6 - -- -
3. Construction 6.1 6.1 6.0 6.2 6.4 6.5 6.6 6.8 7.0 7.0
4, Wholeszale &
retail trade 7.7 .8 7.8 8.1 8.3 8.2 8.3 8.5 8.6 8.7
5. Transportation, . 4 7.5 7.6 1.8 .1 7.8 8.0 8.1
Communication
6. Financial
Institutions 2.8 2.8 2.8 2.9 2.9 3.0 3.1 3.2 3.3 3.4
7. Private Pro-
fessions and
Services 5.1 5.2 5.1 5.3 5.5 5.3 5.4 5.4 5.5 5.6

BE



TABLE IV. (continued)

1961 1962 1963 1964 1965 1966 1967 1968' 19691 19702
8. Ownership of
dwellings 4.9 4,8 4,8 4.9 5.1 5.0 5.2 5.3 5.4 5.6
9. Government
Services 9.5 9.3 9.3 9.5 9.8 9.6 9.9 10.1 10.1 10.7
10, Income from
the rest of
world -0.6 -0.5 -0.4 -0.4 +0.3 +0.7 +0.3 +40.3 +0.6 +1.4
11, Net National
Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1100.0 100.0 100.0

(at factor cost)

1
Provisional estimate

ZPreli:ninary estimate

Source: State Institute of Statistics, National Income: Total Expenditures and
Investment of Turkey, 1938, 1948-1970, Pub. No. ¢25, (Ankara, 1971),
Table 4, p. 17.

6¢
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annual rate of inflation was about 7.7 percent; for the 1963-
1970 period, the average annual rate of price increase

was 6.4 percent according to the wholesale price index. 51
Consumer price indices pf the Ministry of Commerce, for
Istanbul) indicate, however, a higher rate of increase in the price

level of consumer goods: the average annual rate of increase

during the 1963-1970 period was about 8 percent.

Foreign Trade Projections and Realization: The two FYP's

import and export projections and the actual levels are listed in
Tables V~A and V-B for the 1963-1972 period.

In Table V-A, the import projcctionssz and actual levels
are comparcd. During the FFYJP period, raw material imports
were above the planned levels in each of the five years, whereas
investment and consumption good imports, cxcept for 1963, were
less than the projccted amounts. Karlier, it was stated that real
investment increascd less rapidly than planned, and total invest-
ment was below the target level during the FFYP period;
conscquently, imports of investment were below the target

levels., In contrast with the FEYP projections, the SEFYP

1

Central Bank, Bulletin Mensuel, several issues {main
source: Ministry of Commerce, Conjuncture and Publication
Department price indices).

52Somo:: of the planned figurcs were revised in the
subscquent annual programs.




TABLE V-A. THE FFYP AND SFYP IMPORT PROJECTIONS AND REALIZATIONl

(Mill. %)

Raw Material Investment Good Consumption good

Imports Imports Imports

Planned Actual Plarred Actual Planned Actual
1963 235 327 241 256 71 104
1964 262 296 274 197 76 44
1965 300 313 296 197 85 62
1966 325 365 333 289 87 64
1967 364 3380 363 260 94 45
1968 418 394 332 325 85 45
1969 460 431 350 251 90 119
1970 510 527 370 284 95 137
1971 555 721 385 340 100 110
19722 605 775 405 450 105 90

1p1.-480 (U. S. agricultural surplus) imports are not included in the figures.

2Provisional estimates,

Sources: For the planned levels: FFYP, Table 375, p. 519; SEFYP, Table 52, p. 99.
For the actual levels: SFYP, Table 12, p. 29; SPO, Annual Programs, 1968 (p. 60),
1969, (p. 41), 1970 (p. 27), 1971 (pp. 30-31); SPO, Yeni Strateji ve Kalkinma Plan:
Uciincii Bes Y1l (1973-1977), pub. no. 1272, Table 46, p. 57.

|84



TABLE V-B. THE FFYP AND SFYP EXPORT PROJECTIONS AND REALIZATION

(Mill. §).

Agricultural Exports Industrial Exports Mineral Exports

Planned Actual Planned Actual Planned Actual
1963 270 284 56 73 22 11
1964 291 312 61 84 22 15
1965 298 352 72 21 24 21
1966 330 379 73 88 24 23
1967 349 421 82 81 26 21
1968 409 399 100 71 31 26
1969 427 403 114 99 34 35
1970 445 443 133 103 37 43
1971 465 491 160 145 40 40
19721 481 525 197 188 42 37

Provisional estimates,

Sources: For the planned levels: FFYP, Table 376, p. 520; SFYP, Table 53, p. 100,
For the actual levels: SPO, Annual Programs, 1969 (p. 42), 1970 (p. 25), 1971 (pp.
35-36); SPO, Yeni Strateji ve Kalkinma Plani: Uciinci Bes Y1l (1973-1977), pub. no.
1272, Table 45, p. 56.

(A7
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raw material import projections were larger than those of
investment good imports. This reflects the planncrs' reaction
to the large discrepancies between the projected and actual
imports of raw materials and investment goods during the FFYP
period; i.e., actual raw material imports were above and invest-
ment good imports were below the projected levels except in
1963 (because of the large imports made for the construction of

53). During the SFYP period, raw

the Eregli Iron and Steel Mills
material imports were less than the planned levels in 1968 and
1969, and more in 1970, 1971 and 1972. Investment good
imports werc below the projected levels during the first four
years of the SFYP and above in 1972; consumption good imports
were above the planned levels, except in 1968 and 1972,

The FFYF and SI'YP export projections and actual
figures, in three main categories, are listed in Table V-B. Com-
parison of the planncd and actual export levels of agricultural
products, during the FFY'P period, shows that the planners under-
estimated Turkey's exportpotential inher agricultural products;

actual exports of agricultural products exceeded the plannedlevels in

——

53
SFYP, p. 27.
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each of the five years. Consistency of the undercstimation
is an indication of the export pcssimism ~-- in regard to traditional
exports -~ that prevails among the planners. Lxcept in 1967,
industrial exports were more than the projected levels during
the FFYP period, whereas mineral exports were below the planned
levels during the same period. In contrast, during the first
three years of the SEYP, agricultural exports were below the
target levels, and they exceeded the target levels in 1971 and |
1972, Industrial exports, howecver, were below the target
levels in each ycar during the SFYP. Mineral exports were below
the target levels in 1968 and 1972, and above them in the other

three years,

Associate Membership in the EEC and the Plans: As

mentioned earlier, Turkey signed the Ankara Agreement with the
EEC in September of 1963, and it became effective in December,
1964, thus establishing Turkey's associate membership in the
Community. Surprisingly, however, both Plans failed to discuss
the possible economic implications of the membership upon the
Turkish economy. The statements made in the Plans, in
conncction with Turkey's relationship with the EEC, merely

stated thatTurkey is an associate member of the EEC. b4 It is

54pFyP, p. 510; SFYP, pp. 136-137.
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apparent that no consideration was given, in the preparation
of both Plans, to the potential possibility that an EEC-Turkey
customs union might be established before the end of the SFYP
period, In the next scction, the foreign trade regime of the two
FYP periods is cxamined.

2. The Two FYP's and the Foreign Tradec Regime,
Exports, Imports,

Both Plans stressed the importance of foreign trade in
achieving the plan targets and tried to formulate a foreign trade

55

policy”” which was to be instrumental in devclopment efforts.
As mentioned earlicr, onc of the baric goals of the Plans
was to bring about a structural change in the Turkish econorny
through industrial development. In addition to the higher growth
targets set for the existing manufacturing industrices, the
industrialization policy of the Plans focussed on the development
of new industries producing import-substitutecs and new export
éommodities (so as to diversify Turkish exports). In selecting
new industries, the basic criterion would be the long-term
“compectitiveness! vis-a-vis forcign products, and extcnsive
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utilization of domestic raw matcerials by these industries,

Here only the basic principles of the trade policy, as
defincd in the two FYP's, are mentioned; {for further dctails sce
F¥YP, pp. 509-524, and SFYP, pp. :131-137,

56
FFYP, p. 509; SFYP, pp. 132-134.



46

For the achievement of development goals, foreign
trade policy was to be coordinated with industrialization policy.
In this respect, foreign trade activities were to be directed toward
closing the gap betwecn the planned investment and projected
domestic savings and aid. To achieve this goal, steps were
to be taken to increasc the supply and restrict the demand for
foreign exchange. Thus, in utilizing scarce foreign exchange
resources, priority would be given to the ir\ports of capital
goods and raw materials needed by the growing industries, and
in order to reduce the demand for foreign exchange, the
importation of luxury consumer goods would not be permitted.

Import-substituting production was projected to meet some
part of the demand for imports. Industries producing import
substitutes would be protected from foreign competition by
import quotas: if the domestic production is enough to mect the
demand, importation of the commodity will not be allowed, and
in other instances where domestic production partially mecets the
demand, imports of the product will be controlled quantitatively57
(the import regime of the 60's is examined below, in detail). The

Plans also stated that

*TFFYP, pp. 521-522; SFYP, p. 134.
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« + . protection should be determined in a way which
will stimulate the protected industries to reach
competitive status and protection should be removed
when this is attained. 58

and

. » . protection, however, will not be extended to the
branches of industry which arc not likely to gain a
competitive position in the future. >
Both Plans acknowledged the fact that growth cfforts
would increase the demand for capital good and raw material
imports. Furthermore, there werc foreign debt obligations
to be met (payable only in foreign currency) during the Plan
period. Thus, successful implementation of the Plans
depended on the growth of foreign exchange earnings and
on the amount of foreign aid that could be obtained; as discussed
carlier, forcign aid was deemed necessary (although dependence
on it would be gradually reduced) during the two I'YP periods
in ordecr to close the projected investment-saving gap. The
two FYP's listed some measurcs which were to be implemented

for fostering the growth of export carnings. Amongthem there were

58
FFYP, p. 522.

*ISFYP, p. 134.



institutional reforms dealing with the export goods, such as
quality control, standardization, packaging, and foreign
market surveys. A second group of measures included
financial incentives, directed mainly toward increasing the
non-traditional manufactured and semi-manufactured exports
and promoting new export industries; they arc export tax
rebates, and medium and long-term credits to exporters at
favorable terms. Implementation of thése financial incentives,
including some additional incentives introduced in the second
half of the 60's, are examined below (their timing, coverage,
and cffectiveness). |

In the previous section, rome of the implementation
results (concerning foreign trade) of the Plans were alrcady
examined. In summary, it was stated that despite the
increases in export earnings and workers' remittances
(above the projected levels during most of the 19631970
period), Turkey faced balance of payments difficulties during
the second half of the 60's. The origins of the balance of
payments bottlenecks of the 60's lie in the growth efforts,
which increased the demand for imports; actual imports were

very close to the target levels due to the increcased restrictions
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on imports. As will be secen below, new measurcs were taken to



suppress the ex-ante import demand in the sccond half of the
60's, in response to the balance of payments difficulties
which emerged during the FFYP period and were intensified
by the increascd demand for capital good and raw matcrial
imports.

The industrialization policy of the two FYP's was
biased toward import-substituting production, and as will
be seen below, most of the investments were chanueled to
the industries producing import-substitutes. This bias
toward import-substituting production is, to some extent,

a product of the balance of payment difficultics cxperienced
in the sccond half of the 60's. Although, both FYP's stated
that forcign trade would be a policy tool in achieving the
industrialization goals, in actuality this did not occur. In
fact, foreign trade and particularly the balance of payments
situation wecre important factors in shaping the Turkish

industrialization policy in thc sccond half of the 60's; in

responsc to the balance of payments difficulties, the authorities

(SPO) intensificd the emphacsis on import-substituting
production, with the hope that this would decrease the demand

for foreign exchange in the long-run.
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As indicated carlier, one of the by-products of the
growth efforts was inflation, Inflationary pressure was moderate
during the early 60's -- the general price level rose by about
4 percent annually -- but during the second half of the 60's the
rate of inflation was higher. In contrast, price levels were
more stable in the Common Market countries, Turkey's
major trade partners. During the 1963-1970 period, the price
level rose at an annual rate of 2.3 percent in Germany,
4.5 percent in France, 4 percent in Italy, and 4.1 percent
in the Netherlands, whereas it was about 8 percent in Turkey,
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according to the consumer price indices. Morc importantly,
however, was the fact that Greece -- also an associate member
of the EIXC and Turkey's major competitor in thec EEC markets -~
experienced even much greater price stability than other
Europcan countries during the same period (the average

annual rate of inflation was about 2.5 percent). Thus,

after the 1958 de facto devaluation, though Turkish prices

were in line with the European prices during the early 60's,
this soon changed, and Turkish prices were relatively higher
than those of her trading partners -- at the existing fixed

exchange rates -- during the rest of the 60's. This, of

6OIMF, International Financial Statistics, Vol. XXVI,.
No. 12, (Deccember 1973), pp. 356-358.




course, affected the competitiveness of Turkish products
adverscly and discouraged the expansion of export scctors
in Turkey.

Continuous irflation and pressurcs on the balance of
payments (caused by the growth-gencrated cxcess demand
for consumer goods, domestic and imported capital goods and
raw materials) led to the gradual overvaluation of Turkish
lira. The pressures on the balance of payments and over -
valuation of the currency ended with the August, 1970,
devaluation,

We now turn to the detailed examination of: (a) the
structure of Turkish exports and the export regime, (b} the
import regime, {c) the developments which were unfavorable
to the export industries during the 60's, and (d} the August
1970 devaluation and its aftermath; the reasons for cxamining
the devaluation episode are given in the section itseclf.

(2) The Structure of Turkish Exports and tthxport
Regime.

The majority of Turkish exports originates from the
agricultural sector -- about 85 percent -~ and the rest is

madec up by the manufactured and mineral exports (their
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sharces are 7 and 8 percent, respectively). 61 In Table VI,
the amounts and shares of Turkish exports, broken down
according to the above classification, from 1962 to 1970 are
listed. Although it is difficult to derive any conclusions as
to whether or not therc is a changing trend in the share of a
particular category of exports, it looks as if the shares of
mineral and manufactured exports increased somewhat.
TABLE VI. STRUCTURE OF TURKISH EXPORTS (THE

PERCENTAGE SHARE OF EACH EXPORT
CATEGORY IN TOTAL TURKISH EXPORT

EARNINGS).
Agricultural Exports of Mincral
Exports Manufacturers Exports
% % %
1963 7 20 3
1964 76 20 4
1965 76 20 4
1966 17 18 5
1967 80 16 4
1968 80 15 5
1969 75 18 7
1970 5 18 7
1971 75 21 6
1972 70 25 5

Source: Table V-B.

61
These figures are the averages for the 1962-1970

period; see Table VI.
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An important aspect of the structure of Turkish exports
is that the exports of cotton, tobacco, hazelnuts, and dried
fruits (mainly raisins and figs) make up about 63 percent of
the total cxports. As seen in Table VII, these traditional exports
have been the major source of foreign exchange for Turkey,
and cotton has replaced tobacco as the major export good
during the 60's.

TABLE VII, SHARES OF TRADITIONAL EXPORTS IN TOTAL
EXPORTS (%).

1962 1963 1964 1965 1966 1967 1968 1969 1970

Cotton 16,7 21.6 21.8 21.6 26.2 25.2 28.0 21.2 29.4
Tobacco 25.2 18.1 21.9 19.5 21.9 22.6 19.1 15.2 13,4
Hazelnuts 14.7 14,7 12.2 13,3 11,6 16.1 15,3 20.0 14.8
Dri