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Foreign Trade Regimes and 

Economic Development 

This volume is one of a series resulting 
from the research project on exchange con-
trol, liberalization, and economic develop-
ment sponsored by the National Bureau of 
Economic Research. The premise underlying 
this project was that the phenomena of ex-

change control and liberalization in less de-
veloped countries require careful and detailed 
analysis within a sound theoretical frame-
work, and that the effects of individual poli-
cies and restrictions cannot be analyzed with
out considering both the way in which they 
are administered and the economic environ-
ment within which they operate. 

An analytical framework was prepared by 

the Co-Directors, Jagdish N. bhagwati and 

Anne 0. Krueger and commented upon by 

all authors taking part in the project; within 

that framework, research on particular coun-

tries chosen for the relevance of their ex-

perience was undertaken by individual au-

thors; and then syntheses of the results of 

these independent studies were made by the 
identify empiricalCo-Directors in order to 

generalizations, 
The principal areas of research and the 

concept, and phases delineated in the analyt-

ical framework provided a common focus for 

the individual country studies. Three major 

topics specified for in-depth analysis in the 

country studies aie as follows. 
The Anatomyn of Control: The economic 

efficiency and distributional implications of 
inalternative methods of exchange con:,.! 

each country were to be examined and ana-

lyzed. Since each method of exchange control 

differs analytically in its effects from every 

other, special care was taken to bring out the 

implications of the particular method of con-

trol used. 
The LiberalizationEpisode: The analyt-

ical framework clerl) distinguished between 
and conceptsdevaluation and libera ization, 

of both of thesefor quantifying the exxcnt 
The detailedphe;nomena were developed. 

analyses of individual devaluation and liber-

alization attempts, both successful and un-

successful, help to identify the political and 
economic ingredients of effective government 

policies, 
Growth Relationships: The relationship 

of the exchange control regime to growth via 

(Continued on back flap) 

(Continued from front flap) 

static-efficiency and other factors was to be 

investigated, and the possible effects on say
ings, investment allocation, research and de
velopment, and entrepreneurship were to be 
examined in each study. 

The principal results of the different 
country studies are being consolidated in the 
Co-Directors' syntheses. However, each in
dividual study is self-containtd, so that 
readers interested only in specific geographic 
areas or countries are not necessarily bound 
to refer to other books in the series. 

Volume I, Turkey 
by Anne 0. Krueger 

In this study the author examines the re

lationship of the Turkish foreign trade and 

balance of payments experience to Turkish 

economic growth. The book is not intended as 

a comprehensive stud)' of the Turkish econ

omy, but rather as an in-depth analysis of 

those factors affecting the interaction between 

foreign trade and growth. 
In Part One the author presents an over

view of the Turkish economy and its growth 

and places the foreign trade sector in perspec

tive. The structure and growth of the Turkish 

economy and the major government policies 

influencing growth are discussed. 
In Part Two the author is concerned with 

the origins and results of the devaluation
of 1958 tocum-liberalization experience 

1960, regarded as corresponding to Phase III 

in the terminology developed for the project. 
In Part Three, Professor Krueger analyzes 

the return to a 1hase II type of experience in 

the 1960's, examining the role of planning in 

that period and its interaction with trade aid 

payments, the import regime, and the deter

minants of foreign exchange eanings with 

primary emphasis on export behavior. In Part 

Four she focuses on the resour--e-allocational 
effects and growth effects of Turkey's trade 

and payments experience and summarizes the 

main conclusions of her study. 
Four appendices provide supplementary 

information, including a brief report on the 

1970 devaluation and its aftermath. 

Anne 0. Krueger is professor of economics 
and a seniorat the University of Minnesota 

research associate at the National Bureau of 

Economic Research. 

Printed In U.S.A. 
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Co-Directors' Foreword 

This volume isone of aseries resulting from the research project on Exchange 
Control, Liberalization, and Economic Development sponsored by the Na
tional Bureau of Economic Research, the name of the project having been sub
sequently broadened to Foreign Trade Regimes and Economic Development. 
Underlying the project was the belief by all participants that the phenomena 
of exchange control and liberalization in less developed countries require care
ful and detailed analysis within a sound theoretical framework, and that the 
effects of individual policies and restrictions cannot be analyzed without con
sideration of both the nature of their administration and the economic environ
ment within which they are idopted as determined by the domestic economic 
policy and structure of the particular country. 

The research has thus had three aspects: (I) development of an ana
lytical framework for handling exchange control and liberalization; (2) within 
that framework, research on individual countries, undertaken independently 
by senior scholars; and (3) analysis of tile results of these independent efforts 
with a view to identifying those empirical generalizations that appear to 
emerge from the experience of the countries studied. 

The analytical framework developed in the first stage was extensively 
commented upon by those responsible for the research on individual countries, 
and was then revised to the satisfaction of all participants. That framework, 
serving as the common basis upon which the country studies were undertaken, 
is further reflected in the syntheses reporting on the third aspect of the research. 

The analytical framework pinpointed these three principal areas of re
search which all participants undertook to analyze for their own countries. 



XV FOREWORD 

Subject to a common focus on these three areas, each participant enjoyed
maximum latitude to develop the analysis of his country's experience in the way he deemed appropriate. Comparison of the country volumes will indicate
that this freedom was indeed utilized, and we believe that it has paid hand
some dividends. The three areas singled out for in-depth analysis in the 
country studies are: 

1. The anatomy of exchange control: The economic efliciency and dis
tributional implications of alternative methods of exchange control in each 
country were to be examined and analyzed. Every method of exchlnge con
trol differs analytically in its effects from every other. In each country study
care has been taken to bring out the implications of the particular methods of
control used. We consider it to be one of the major results of the project thatthese effects have been brought out systematically and clearly in analysis of 
the individual countries' experience. 

2. The liberalization episode: Another major area for research was to be 
a detailed analysis of attempts to liberalize the payments regime. Inl the ana
lytical framework, devaluation and liberalization were carefully distinguished,
and concepts for quantifying the extent of devaluation and of liberalization 
were developed. It was hoped that careful analysis of individual devaluation
and liberalization attempts, both successful and unsuccessful, would permit
identification of the political and economic ingredients of an effective effort in 
that direction. 

3. Growth relationships: Finally, the relationship of the exchange con
trol regime to growth via static-efliciency and other factors was to be investi
gated. In this regard, the possible effects on savings, investment allocation,
research and development, and entrepreneurship were to be highlighted.

In addition to identifying the three principal areas to be investigated, the
analytical framework provided a common set of concepts to be used in the
studies and distinguished various phases regarded as useful in tracing the ex
perience of the individual counries and in assuring comparability of the anal
yses. The concepts are defined and the pliaes delineated in Appendix D.

The country studies undertaken within this project and their authors are 
as follows: 

Brazil Albert Fishlow, University of California, Berkeley 
Chile Jere R. Behrman, University of Pennsylvania 

Colombia Carlos F. Diaz-Alejandro, Yale University
 
Egypt Bent 
 Hansen, University of California, Berkeley, and 

Karim Nashashibi, International Monetary Fund 
Ghana J. Clark Leith, University of Western Ontario 



xvi 	 FOREWORD 

India 	 Jagdish N. Bhagwati, Massachusetts Institute of Tech
nology, and T. N. Srinivasan, Indian Statistical Institute 

Israel 	 Michael Michaely, The Hebrew University of Jerusalem 

Philippines 	 Robert E. Baldwin, University of Wisconsin 

South Korea 	 Charles R. Frank, Jr., Princeton University and The 
Brookings Institution; Kwaag Suk Kim, Korea Develop
ment Institute, Republic of Korea; and Larry E. West
phal, Northwestern University 

Turkey 	 Anne 0. Krueger, University of Minnesota 

The principal results of the different country studies are brought to
gether in our overall syntheses. Each of the country studies, however, has 
been made self-contained, so that readers interested in only certain of these 
studies will not be handicapped. 

In undertaking this project and bringing it to successful completion, the 
authors of the individual country studies have contributed substantially to the 
progress of the whole endeavor, over and above their individual research. 
Each has commented upon the research findings of other participants, and 
has made numerous suggestions which bave improved the overall design and 
execution of the project. The country authors who have collaborated with us 
constitute an exceptionally able group of development economists, and we 
wish to thank all of them for their cooperation and participation in the project. 

We must also thank the National Bureau of Economic Research for its 
sponsorship of the project and its assistance with many of the arrangements 
necessary in an undertaking of this magnitude. Hal B. Lary, Vice President-
Research, has most energetically and efficiently provided both intellectual and 
administrative input into the project over a three-year period. We would also 
like to express our gratitude to the Agency for International Development for 
having financed the National Bureau in undertaking this project. Michael 
Roemer and Constantine Michalopoulos particularly deserve our sincere 
thanks. 

JAGDISH N. BHAGWATI 

Massachusetts Institute of Technology 

ANNE 0. KRUEGER 

University of Minnesota 



Preface 

The purpose of this study is to analyze Turkey's trade and payments regime 
and its effects upon Turkish economic growth. The book is not intended as a 
comprehensive study of the Turkish economy,' although a constant problem 
in writing it was to establish a dividing line between those factors affecting 
growth in general and those relevant for the analysis of interaction between 
foreign trade and growth. In limiting the discussion to tile latter, I have been 
aware that the general reader may gain the impression that foreign trade is 
the central problem of Turkey's development. It is not. Agricultural produc
tivity, education, population growth, organization of the State Economic En
terprises (SEEs* ), political and social stability, as well as a host of other 
factors are also important: a comprehensive view of Turkish development is 
thus not to be expected from the present volume. 

The justification for focusing exclusively upon foreign trade is twofold. 
Firstly, foreign trade is an activity over which government policy makers have 
had an unusual degree of influence. Unlike population growth, agricultural 
productivity and many other problems where government regulations and 
policies have been only one determinant of the outcome, government policies 
have been pervasive in their effects upon Turkish foreign trade. Insofar as 
those effects have been detrimental to Turkish development, a universally ac-

I 	The reader looking for such a study can refer to Edwin J. Cohn, Turkish Economic, 
Social, anl PoliticalChange, Praeger (New York), 1970. 

* 	 See Appendix D for lists of the abbreviations, acronyms, and specialized terms used in 
this volume. 
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cepted goal of Turkish governments and major political parties, alteration of 
those policies may provide a relatively inexpensive way to increase the effec
tiveness of Turkish dev.lopment policy. And secondly, because economic 
growth is such a complex process it would be more fruitful to attempt to un
derstand in some depth the trade-growtn relationship rather than to cover, at 
a more superficial level, general economic growth. 

Part One is designed as a brief introduction to the Turkish economy and 
its development, and the remainder of the book focuses on trade and growth 
relationships. 

A few words must be said about the use of English and Turkish citations, 
and the nature of Turkish statistics. In Turkey, some documents are translated 
by the government, some are published in both Turkish and English in a single 
volume, some have been translated by unoflicial sources, and many are avail
able only in Turkish. Thus the texts of the First and Second Five Year Plans 
were published in both English and Turkish, as were the first several Annual 
Programs; the Monthly Bulletin of Statistics ( Deviet istatistik Enstitiisi.), pub
lished by the State Institute of Statistics (SIS*), has both an English and a 
Turkish title, and all column and row headings are in both languages; while 
the Official Gazette (Resmi Gazete) is published daily in Turkish, but is trans
lated by private agencies into English. 

How to cite various documents and, for that matter, how to quote them 
when more than one translation exists for the same word is a problem. The 
rule of thumb used here is the following: ( I ) standardized wording (as, for 
instance, "liberalized list") is used in the text, but the wording of official trans
lations (as, perhaps, "liberation list," or "liberalization list") will be employed 
when it is so quoted in the translation; (2) when an English language traisla
tion or a document with an English title accompanying a Turkish title was 
employed as a source, the English title is cited; (3) when a Turkish language 
source was used (even if a translation existed but was not available to the au
thor), the Turkish citation is used. Thus when the Official Gazette is cited, an 
unofficial English translation (usually from Turk Argus Ajansi) was used. 
Citation of the Official Gazette as the Resmi Gazete, however, indicates use 
of the Turkish source. English translations have been used in the text. Thus 
the Annual Programs of the State Planning Organization (SPO) in the late 
1960's are not available in translation, and are cited as Yth Prograni in foot
notes, but are referred to as Annual Programs in the text. 

The nature of Turkish statistics presented more secrous problems. Diffi
culties were threefold: (I) sone series are simply not available; (2) many 
data are given by several sources, which are not always consistent and are 
sometimes scattered; and (3) many data are not available as a consistent 
series over time. 

Little can be done when data are unavailable, although there are several 
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"manufactured" sets of data in the text. The means by which they were constructed are indicated at the appropriate points. More serious were the problems of locating data from widely scattered sources and deciding upon whichto use or how to reconcile them. For example, SPO and SIS each producednational income statistics in the 19 60's.2 SPO's estimates had the practical advantages of use of a single deflator for the period since 1950 and consistencywith the Plans and Annual Programs which are tie major source of data. SIShowever estiniates national income by sector of origin from 1950 to the present (at 1948 prices until 1961 and at 1961 prices thereafter). The decisiovsbetween the two series were essentia!ly pragmatic: SPO data were used forcomputations of Gross National Product (GNP), and SIS data for nationalincome when referrcd to by sector of origin.

In addition to consistency between estimates 
 from alternative sources,another problem is that many data are unavailable in a consistent time series.The determination of a set of figures for national income by sector of originat constant prices is a case in point; cluarterly money supply estimates are unavailable before mid-1959 on the International M inetary Fund (IMF) definition; accountilg techniques for foreign exchange reserves were altered early in1970 so (hat data before and after that data are noncomparable; and the homegoods price index was no longer constructed after 1968 There are many other

such instances where a series does not cover the entire period.
I have attemped to use the data where internal consistency over time wasgreatest, at the cost of leaving sonic inconsistency between series, of failing touse better available data, and of using series other than those most frequently

cited in Turkey. I have included in the notes to the tables any known inconsistencies within a series, and have attempted to point out major inconsisten
cies between data in the tables and data presented elsewhere.
 

The advice and assistance of a 
 large number of people have made this
book possible. None of them bears any responsibility, however, for the 
errors
which remain, nor for the conclusions drawn from the facts presented. Mr.Tercan Baysan, a graduate student at the University of Minnesota, assisted meat every stage of the study, even at the cost of delay in his own graduate program. I ant deeply indebted to him for his willing and patient help with Turkishdata and sources. His comments upon the manuscript and about Turkey havebeen useful throughout the study. Ashok Kapoor of the University of Minne

2 In the summer of 1972, SPO and SIS agreed upon a common series for nationalincome starting in 1962. which compilations differ from either independent series. Thedata were received too late for incorporation in this volume and would in any eventhave had to be linked with the SPO or SIS series for earlier years. In general the revised estimates do not appear to imply any significant differences in growth rates from
the estimates presented in the text. 
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sota and Nuri Dogan of Robert College also assisted at various stages of the 
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them all, and especially to Izzet Aydin of the Central Bank, Erhan lsil of the 

Ministry of Industry and Technology, Zeki Avrioglu of SIS, and Tdirgilt 

Ozoktay of the Union of Chambers of Commerce and Industry. 
Ibrahim Ongibt of the Industrial Development Bank of Turkey has been a 

valued source of insight and of data throughout the study. Much of the infor

mation on DRCs contained in Chapter VIII was obtained through him. He 

also read and commented upon portions of the manuscript, and I benefitted 

from discussions with him on numerous allied topics. 
Several people were especially generous in contributing their time and 

knowledge on individual topics. Betty Yaser of the AID Ankara was extremely 

helpful with government budget accounts. She read large portions of the 

manuscript and made many useful suggestions. Tuncay Aksit, also of AID, 

was especially knowledgeable on the import regime. He provided a great deal 

of data, answered numerous queries, and commented in detail upon an earlier 

draft of Chapter VI. While lie bears no responsibility for remaining errors, his 

commentary improved the chapter vastly. Maxwell Fry of the City University 
of London read and commented extensively upon the discussion of inflation 
and monetary policy in Chapter II. At an early stage of the study, Baydar 
Glirgen, now at the IBRD, helped introduce me to Turkish data. 

Several economists were helpful in general discussion, including Enire 
Gbnensay, Attila S6nmez, Selim Ilkin, and Besim Ostiinel. Baran Tuncer of 
Ankara University and Osman Okyar of Hacateppe University read an earlier 
draft of the entire manuscript, and made valuable comments and suggestions 
throughout. Their efforts are greatly appreciated, and the manuscript is vastly 
improved as a result of their comments. 

Several AID officials were extremely accommodating. Kenneth Kauffman 
of AID Ankara was generous with both his time and resources. Bradshaw 
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trying time. 

Anne 0. Krueger 
Minneapolis, Minnesota 



Principal Dates 

1919 	 Declaration of Independence of Turkish Republic. 
1923 	 Treaty of Lausanne and settlement of the Ottoman debt. 
1929 	 End of the Capitulations, under which foreign powers regulated Turk

ish tariffs. 
1934 Inauguration of a Five Year Industrial Plan, and the start of develop

ing State Economic Enterprises under a philosophy of ttatism. 
1938 Formulation of a Second Industrial Development Plan; death of 

Atatiirk. 
1940 	 Abandonment of Second Plan due to disruptions associated with 

World War II. 
1946 	 Devaluation of the Turkish lira: from TL 1.28 = $1 to TL 2.80 = $1. 
1950 Elections give the Democratic Party, tinder the leadership of Prime 

Minister Adnan Menderes, a majority in Parliament. The Republican 
People's Party loses power for the first time since Atatiirk founded it. 

1953 Introduction of a de facto multiple exchange rate system. 
1958 De facto devaluation from TL 2.80 = SI to TL 9 = $1 (with excep

tions) and inauguration of a Stabilization Program. 
1960 	 Menderes is deposed in May 1960 by a group of military leaders. A 

new government is formed, called the National Unity Committee. 
1961 	 Elections are held, and a new Constitution is adopted. The Republican 

People's Party forms a coalition government. Several different prime 
ministers follow. 

1963 	 The beginning of the First Five Year Plan, 1963 to 1967. 



Xxiii 	 PRINCIPAL DATES 

1965 	 Elections give a majority in Parliament to the Justice Party, under the 
leadership of Prime Minister Demirel. 

1968 	 The beginning of the Second Five Year Plan, 1968 to 1972. 
1969 	 Elections return the Justice Party to power.
1970 	 Devaluation from TL 9 = $1 to TL 15 = $1 in August.
1971 	 Resignation of Prime Minister Demircl, at the insistence of the Turkish 

military. A government is formed under Prime Minister Erim in 
March. A second Erim govcrnment is formed in December. When the 
dollar devalues, Turkey maintains her parity with Western European
countries, so the exchange rate becomes TL 14 - $1. 

1972 	 Resignation of Prime Minister Erim and formation of a new govern
ment, under acting Prime Minister Ferit Melen atid then under Prime 
Minister Suat Hayri Orgiipli, with the backing of the Turkish military. 
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CHAPTER I
 

The Turkish economy and its growth: 
an overview 

1. Introduction 

The Turkish economy underwent profound changes from the end of WorldWar Ifto 1971. Real national income more than tripled, while the Turkishpopulation increased from 20 to 36 million. The resultant increase in real percapita income and government efforts to accelerate development led to anincrease in the share of"GNP allocated to capital formation: from 9.7 per centin 1948 to 21 per cent in 1970.' The share of agriculture in GNP fell from51.3 per cent in 1948 to 29.1 per cent in 1970, while that of industry rosefrom 10.1 per cent to 17.5 per cent.The purpose of this study is to examine the relationship of the Turkishforeign trade and balance-of-paymnents experience to Turkish economicgrowth. Obviously a country's growth is the outcome ofa host of interactingfactors, both positive and negative. No analysis ofcan be undertaken without 
the role of any one factorreference to these others. This chapter is there.fore intended to provide an overview of the Turkish economy and its growthand to place the foreign trade sector in perspeclive. In the next four sectionsof the chapter the structure and growth of the Turkish economy and themajor government policies influencing growth are discussed. A fifth sectionprovides a summary of the chronological development of tie Turkish foreigntrade regime, which will be the subject of more intensive investigation in laterchapters, and a final section of Chapter Iindicates the plan of the work as a 

whole. 

A1 Turkish economicgrowth prior to 1950 

The year 1950 will be used as a starting point in studying the relationshipof the foreign trade sector and economic growth. Severzi reasons led to the 
1. Throughout this book 1971 will be taken as the terminal year of the study, apart froma few references to developments in the early part of 1972 (see Appendix C). Use ofan earlier final year will signify that later data are not available a- of the summer of1972. 
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choice of that year: by 1950, Turkey had recovered to a large extent from 
the extreme abnormalities of the early post World War 11 years; the availabili
ty and reliability of data decreases sharply as one goes further back in time; a 
new government was elected in 1950, one whose economic policies were 
important in shaping Turkey's economic growth throughout the subsequent 
decade; and since 1950 preceded the balance-of-payments difficulties which 
later emerged, use of 1950 as a starting point permits the analysis of factors 
which led to those difficulties. 

Although the decade of the 19 50's contrasts sharply \viti the earlier de
cades of the Turkish Republic, the earlier period was formative. Tihe Turkish 
Independence movement started in 1919 as the Ottonian Empire dissolved, 
and led to the establishment of the Turkish Republic in 1923, tile dominant 
figure in this evolution, from 1919 until Iiis death in 1938, being Kemal 
Ataturk. 

The 1920's constituted a period when Atatfirk and his associates were 
concentrating primarily on forming the political and social structure of the 
new Turkish nation and on setting the outlines of the republic's foreign
policy. With occasional exceptions, there was little conscious economic policy 
relating to developtuent goals, allhougli tile transport system xas nationalized 
and a State Monopolies Agency (alcohol and cigarettes) was established. The 
latter was intended primarily as a means of raising revenue. Insofar as there 
was conscious economic policy aimed at ecouomic growtlh, it consisted pri
marily of relying upon private enterprise to provide it.2 

The decade of the 1920's saw numerous reforms: Touikey switched from 
the Arabic to a modified Lz,'i alphabet, purdal attd tile fe, were abolished, 
and the state was declared secular rather than religious. ' Partly because of the 
disruptions, especially the cross-inigration of Greeks and Turks associated 
with the end of the war with Greece, partly because of deblt-servicing obliga
tions, and partly for other i-casons, it appears that per capita disposable 
income in Turkey hardly changed during the 1920's.4 

The new Turkish Republic had little control over tile foreign trade regime 
before 1929. The Sultans under the Ottonatt Empire had so!d to foreign 
powers the rights to impose taxes atnd tariffs (tile Capitulations) in exchange 
for various considerations. Tihe Sultans had simultaneously accumulated huge 
debts, settlement of which was not made until 1923 with the Treaty of 

2. For a fuller account of government economic policy during the period, see James W. 
Land, "The Role of Govcrnmcnt in the Economic )evelopment of Turkey, 1923 to 
1963," Rice Universitv ProgramofDceloptnni Stodies, 'apwr No. ,', tall 197t0.

3. See Kenal 1i. Karpat, Turkey's Politics - the Transition to a Multi.'art S)'stemn,,
Princeton University Press (Princeton) 1959, Chapters 2 and 3. 

4.Z.Y. Ilershtlag, Turkey: 77e Challengeof Economic Growth, E.J. ttril (Leiden), 1968, 
p.58. 
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Lausanne. Under this treaty, Turkey was obliged to permit the Capitulations
to continue until 1929 and to repay a fraction of the Ottoman debt amount
ing to TL 129 million which can be compared with total export earnings in1923 of TL 85 million. Throughout the 1920's the new government founditself saddled with massive debt-servicing obligations but with little control over its ability to service them. The Ottoman debt was renegotiated sporadi
cally throughout the 1920's and early 1930's, but not without embarrassment
for the government on each round. As will be seen bel w, foreign indebted
ness has continued to be a problem for the government of Turkey throughout
its existence. Memories of the Capitulations and of the Ottoman debt settlement are undoubtedly an important influence on Turkish foreign trade 
policy.

The free enterprise orientation of 'he Turkish government ended with the
Great Depression. The very slow rate of increase in per capita income
throughout the 19 20's contributed to general skepticism about free enter
prise. The end of the Capitulations increased the government's range of policyalternatives, while the decline in export earnings attendant upon the GreatDepression virtually forced a shift in economic policy.


,The government shifted the
to economic philosophy usually called"Etatism", a concept never clearly articulated.' The main thrust of this move
ment was that government-owned enterp;ises should be started in an effort toraise living standards, and that these enterprises should be the major stimuli 
to economic growth. It during thewas 1930's that State Economic Enterpises (SEEs) were started in the i-lustrial field. Two Five Year Plans wereformulated.6 These plans endorsed iniht industry protection and placedemphasis on the development of domestic textile, chemical, sugar, building
materials, coal, iron and steel, paper and cellulose, and other industries, primarily through government enterprises. SEEs have played an important partin Turkey's economic growth since the 1930's. The First Five Yea. Plan wasimplemented, but the Second was not implemented owing to the outbieak of 
World War 11. 

Hershlag estimates that Turkey's income per capita increased by 19 per
cent in constant prices during the decade from 1929 to 1939, about 1.7 per 
5. For a discussion of lEtatisni and its origins, see Osman Okyar, "Thc Concept of 

Etatism," Economic Journal, March 1965.6. These five year plans generally focused upon industrial development, and were not
comprehensive of all sectors of economic activity. They should not be confused withthe Five Year Plans of 1963-1967 and 1968-1972, which are called the First FiveYear Plan (FFYP) and Second Five Year Plan (SFYP), respectively. The first live yearplan of the 1930's started in 1934. The second started in 1939, but was not reallyimplemented, as World War II broke out. See Bernard Lewis, The Emergence ofModern Turkey, 2nd Edition, Oxford University Press (London), 1961, pp. 268-70, 
and p. 296. 
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cent annually. 7 Some progress had thus been made toward the goal of eco
nomic growth and higher living standards on the eve of World War II. How
ever, growth had been slow and per capita income, by European standards, 
was very low. Contrasted with nations which achieved independence after 
World War 11, Turkey's head start consisted primarily of the political and 
social changes which had been accomplished rather than of solid progress on 
the economic front. 

The already high level of government intervention was increased with 
World War II. And despite substantial tax increases, the disappearance of 
foreign sources of supply and increased government expenditures simulta
neously led to rapid inflation. Although some industries' output increased 
markedly, supply bottlenecks prevented rapid expansion in most. James W. 
Land estimates that the entire period of 1933-1948 saw an average annual 
growth of income of three per cent annually, but only of two per cent per 
annum from 1938 to 1948. This slower rate of growth during the latter 
period is generally attributed to stagnation during the War years.8 

There was some relaxation in controls over international trade after the 
War, and to adjust for the rapid wartime inflation, the Turkish lira was 
devalued in August 1946, from TL 1.28 per U.S. dollar to TL 2.80 per dollar.9 

Work was begun on a five year plan in the summer of 1946. 1lowever, in the 
rapidly changing economic environment of the late 1940's the plan was not 
implemented. Simultaneously, political changes were occurring in Turkey. 
Etatism, which implied widespread government intervention in economic ac
tivity, continued to be the underlying economic ideology. In 1950, tile Re
publican Party - historically Atatiirk's - was defeated, and the Democratic 
Party under Menderes, elected.' 0 

III. Development planningand economic policy, 1950 to 1970 

Economic policy during the 1950's 

Most writers have cited economic factors, and in particular the rejection of 
detailed controls and/or Etatism, as a major factor in the Democratic Party's 
victory." However, all major political parties during the 1950 campaign 

7. Ilershlag, op. cit. (Note 4), p. 121. 
8. See Land, op. cit. (Note 2), pp. 8 ff. 
9. The cost of living index in Istanbul stood at 101.4 in 1939 (1938 = 100) and rose to 

354.4 by 1945. Overseas Economic Surveys - Turkey, His Majesty's Stationery 
Office (London), 1948. 

10. See Karpat, op. cit. (Note 3), Chap. 8 for a fuller discussion. 
11. See, for example, ibid., and Lewis, op. cit. (Note 6), pp. 312 ff. 
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attacked the network of detailed controls and high taxes that had arisen 
under the banner of Etatism and campaigned for a greater scope for private 
enterprise. Menderes had campaigned on a platform that actually included 
selling many of the SEEs to private firms. 

But such a sale (lid not transpire: there was political protest against selling 
the profitable ones, and no willing buyer for the unprofitable SEEs. Indeed, 
the SEEs expanded their share of industrial activity during the 1950's. In 
1950 when Menderes gained power and hence E-.tatism theoretically ended, 63 
per cent of value-added in Turkish industry originated from private firms and 
37 per cent from SEEs. By 1960 when Menderes' government fell. 52 per 
cent of industrial value-added originated in the private sector and 48 per cent 
in the public.' 2 

The main reason for this outcome appears to have had little or nothing to 
do with economic philosophy. Rather, initial attempts to sell the SEEs tuet 
with strong political objections. After the crop failure of 1954 the SEEs 
became a useful instrument for attaining government objectives when the 
approach of 1950-1953 appeared to have failed. The SE investments in
creased rapidly, financed by Central Bank credits; the SEL:s thus grew rela
tively faster than the private sector during the 1950's. 

Economic policy during the years of the Menderes government can be 
divided into three periods. The first, from the election until 19.54, was a 
period (tiring which emphasis was pkl;ced upon increasing agricultural produc
tion. The second, from the massive crop failure of 1954 until August 1958, 
was characterized by domestic and foreign economic difficulties and eco
nomic policy consisted largely of ad hoe measures to counter them. The third 
period, starting with stabilization program and deflimeto devaluation in August 
1958, caie to an end with the Revolution of May' 1960. 

It should be pointed out before examining each of these periods that the 
comnmon denominator of economic policy during the 1950's was lack of 
coordination. Prime Minister Menderes had a "seeming phobia about any 
aspect of economic 133lanning'which led to a lack of any clearly formulated 
overall economic policy, even for government expenditures. 14 Thus the pC

12. See Land, op. cit. (Note 2), p. 29, Fable 6 for the underlying data. 
13. 	Walter F. Weiker, 77te Turkish Rerwlohtih 1960- 1961, Brookin:s Institution (Wash

inglon) 1963, p. 12. 
14. 	In 1953, a report by Ilollis 11.Chenery, Georv,- F. Braidow and Edwin J. Cohn, 

71Trkish hIrestnent aid Economic I)e'reloptnettt, Foreign Operations Administration 
Special Mission to Turkey (Ankara), December 1953, was prepared under American 
auspices, calling attention to the inflationary danger and to the need for better 
coordination in virtually all aspects of government expenditure policy. "...The fact 
that it discussed at all the inflationary situation prevailing in Turkey was said to be 
representative of its negative approach. All Turks who had in any way helped in the 
preparation of the report were frowned upon dnd the few copies which had been 
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riods are characterized more by changes in economic conditions to which the 
government responded on a case-by-case basis rather than by consciously 
formulated and enunciated policy shifts. 

1950 to 1954. The first three years of the Menderes regime were marked 
by 	 a rapid expansion of agricultural output and a substantial increase in 
governmental infrastructure investments. The resulting boom also led to a 
buoyant economy generally, as demand grew rapidly in response to increases 
in 	agricultural income. Increases in agricultural production, especially of 
wheat and other grains, resulted primarily from extending the area under 
cultivation. Rapid output increases were accompanied by a decline in wheat 
yields, since much of the additional land was submarginal. 

The government seems to have adopted the view that emphasis upon agri
cultural expansion was the best policy for economic growth. Several factors 
evidently contributed to this emphasis. (I) The political support for the 
Menderes regime originated largely from the peasantry; thus Menderes and his 
government gave priority to road-building and other investment projects with
in the rural sector. (2) Menderes' commitments to free enterprise and the 
pricing system were morc consistent with agricultural price supports and 
other pricing incentives (liberal credit policies, etc.) than with direct interven
tion. 15 (3) In post-war Europe, where food shortage was perceived to be a 
major problem, Turkey was urged during Marshall Plan consultations to focus 
upon expansion of food output. 16 

The foreign exchange regime was very liberal during the years 1950 to 
1953. With rapid increases in agricultural production, exports expanded 
sharply - as did also imports (see Table 1-6 below) - since demand for both 
investment and consumption goods imports increased. By the end of 1953 
the government was forced to impose controls over imports and exchange 
control was introduced in response to mounting short-term indebtedness and 
a large current account deficit. Domestic economic policy, however, did not 
basically shift until 1954, when a massive crop failure occurred. 

1954 to 1958. Agricultural production dropped 20 per cent between 1953 
and 1954, largely as a result of bad weather. By that time opportunities for 
rapid increases in agricultural output through extensive investment had large. 
ly ceased; but the massive crop failure sharply focused attention on the 

circulated were confiscated by the Government...": Public International Develop. 
ment Financing ResearchProjectof the Cohmbia School of Law. Report No. 3 (New 
York), 1962, p. 18. 

15. Columbia School of Law, op. cit. (Note 14), p. 11. 
16. 	Reat Aktan, Analysis and Assesstnent of the Economic Effects Public Law 480 Title 

I Program Turkey, no publisher indicated (Ankara), 1964, p. 36. 
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inherent difficulties of reliance upon agriculture. Meanwhile, the inflationary 
pressures resulting from financing agricultural price-support operations were 
intensified with the decline in agricultural output.


Government 
 policy became increasingly interventionist, with continued 
resort to additional direct controls. Emphasis Upon agricultural development 
was reduced. The balance-of-payments pressures which had emerged in 1952 
and 1953 intensified. Thus on both the domestic and foreign fronts detailed 
government regulation and intervention in economic activity replaced the 
rather more liberal economic policies of earlier years. The years 1954 to 1958 
were ones of i.creasing inflation, continued balance-of-payments difficulties 
and other economic problems. 17 

1958 to 1960. In August 1958 the governnment embarked upon a Stabiliza
tion Program with a de facto devaluation of the Turkish lira and an at
tempted halt to inflation. Tight credit ceilings and other measures taken in 
consultation with creditor countries resulted in a sharp drop inl the rate of 
inflation. but by late 1959 the government began relaxing its credit and 
expenditure policies. In May 1960 the Menderes government was overthrown 
by a group of military leaders. ' 8 

Economicpolicy duringthe 19 60's 

A major motive for the takeover that ended the Menderes era appears to 
have been the fear that the government was reverting to the inflationary
policies that dominated the pre-1958 period. The military intervened and 
appointed a civilian government which ruled for eighteen months, until elec
tions were again held under a new Constitution. 

The Republican power inPeoples' Party gained a coalition government 
after the elections of 1961. The Justice Party won the election in 1965 and 
was in power until April 1971. The Republican Party has advocated economic 
planning, a large role for government economic activity, and has been somne
what more suspicious of private enlerprise, whereas the Juslice Party assigned 
a greater role to tie private sector. Nonetheless, economic policy had a com
siderable continuity througliout the that was1960's in marked conlrast to 
the 1950's. One of the miajor commitments of the revolutionary government 
was to greater coordination of economic policy. A State Planning Organiza
tion (SPO) was established, and its role was defined in] the new Turkish 
Constitution. " Work began almost immediately on a comprehensive Five 

17. The characteristics of this period are discussed more ftlly in (hapter It, below.
18. See Chapter IV. below, for a fuller discussion of tIhe period.
19. 	See Chapter V, below, for a fuller discussion of the State Planning Organization and 

the role of planning in the 1960's. 
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Year Plan which officially began in 1963.20 The Plan was implemented and 
its successor, tile 	 to 1972, marked a continua-Second Five Year Plan of 1968 

tion of planning although with greater emphasis upon incentives to tile
pri

2 1vate sector. 
Both Plans have adopted a target growth rate of 7 per cent annually. Each 

laid down sectoral targets which assumed importance in government invest
ment policies and in setting incentives for the private sector. The develop
ment of Turkish industry has been stressed in each Plan, with particular 
emphasis upon the development of new industries. As such, inport-substitu
tion goals became a conscious element of development policy. 

The important point for present purposes is that during the 1960's the 
foreign trade regime was viewed as one of the instruments to be used to attain 
development goals. Although balance-of-payments difficulties often forced 
adjustments in tilepayments regime, those difficulties themselves were largely 
the result of the development effort and its implied import demands. "For
eign exchange shortage" was perceived as a bottleneck to growth, and tile 
SPO has encouraged export promotion and emphasized import-substitution in 
response to th't perceptioi. Of course had foreign exchange earnings been 
greater it is likely that iumport-substitUtion would have been encouraged at a 
slower rate. Many of the side effects of the payments regime were undoubted
ly the unintended result of greater-than-anticipated foreign exchange stringen
cy, and detailed administration of the payments regime on occasion departed 
from the intent of the plans. Nonetheless, the Turkish foreign trade and 
payments policy of the 1960's can generally be regarded as consciously coor
dinated with development goals, in sharp contrast to the 1950's when policy 
was formulated on an ad hoc basis in response to individual events. 

IV. Economicgrowth since 1950 

Growth of GNP 

Table I-1provides basic data on the gross national product and its compo
sition over the 1950 to 1970 period, and the behavior of real GNP, invest
ment, and consumption is plotted in Fig. !.Real GNP tripled between 1950 
and 1970, for an average annual rate of growth of 5.7 per cent and an annual 
growth in per capita income of 3.0 per cent. Per capita income in 1970 was 

20. First Fire Year Development Plan 1963-. 1967. Government of Turkey, Prime Minis
try, State Planning Organization (Ankara), 1963. 

21. 	Second Fire Year Derelopme:,t I'lan 1968-- 1972, Government of Turkey, Prime 
Ministry, State Planning Organization (Ankara), 1968. At the time of writing, the 
Third Fire Year Plan 1973-1977 is in the final stage of formulation. 
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Phases in Turkish experience
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Fig. 1. Growth of real GNP, consumrption and capital formation, constant prices, 1950 to 
1971. 

TL 3,764 or at the official exchange rate, $25 1. The Turkish population was 
estimated to be 35.7 million in 1970, having grown at an average annual rate 
of 2.7 per cent over the 1950- 1970 period. 

As can be seen, the growth of the Turkish economy has not been uniform
ly sustained over the entire period. Growth was extremely rapid from 1950 to 
1953. Fluctuations in the growth rate have been associated wih bad crop 
years (especially 1954) and growth was slowed down by the balance-of
payments crisis and readjustment that followed in the years 1958 to 1961. 
Thus net national product grew at fin verage annual rate of 7.5 per cent 
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Table 1-1 
Turkish GNP and its composition, 1948, and 1950 to 1971 

Current GNP Per Cent Percentage Distribution 
GNP at 1961 Change 
(billions Prices from Pre- Private Fixed General Net 
of TL) (billions vious year Consump- Capital Govern- Ex

of TL) tion Formation ment Con- ports 
sumption 

(1) (2) (3) (4) (5) (6) (7) 

1948 10.1 27.5 - - - 
1950 10.4 28.5 - 75 10 16 -1 

1951 12.3 32.8 15.1 78 10 14 -2 
1952 14.3 35.6 8.5 75 13 17 -3 
1953 16.8 39.6 11.2 76 12 15 -2 
1954 17.1 36.1 -8.8 74 14 15 -3 
1955 21.1 38.7 7.2 74 14 15 -2 

1956 24.3 41.4 7.0 74 14 13 -1 
1957 30.5 44.0 6.3 76 13 12 
1958 36.1 46.3 5.2 77 13 12 
1959 44.7 48.1 3.9 77 14 13 -3 
1960 49.0 49.9 3.7 75 15 13 -2 

1961 49.1 49.1 -1.6 74 15 14 -3 
1962 55.2 52.1 6.1 75 14 15 -4 
1963 63.3 56.1 7.7 76 15 14 -4 
1964 68.0 58.9 5.0 73 14 14 -2 
1965 73.2 61.6 4.6 72 15 14 -1 

1966 85.7 67.9 10.2 73 16 13 -2 
1967 95.2 72.1 6.2 73 17 12 -1 
1968 105.0 76.9 6.7 72 18 12 -2 
1969 117.1 81.7 6.2 70 20 12 -2 
1970 135.6 86.4 5.8 69 21 12 -2 
1971 173.5 94.3 9.1 67 18 15 0 

Notes: a) SPO and SIS each have published GNP estimates since 1959. SIS's estimates 
are based on 1948 prices until 1961 and on 1961 prices thereafter. SPO esti
mates were used to provide opportunity for making comparisons with the real 
GNP series. The SPO estimates are based on SIS data, the difference being tile 
estimate of agricultural production in 1958, and hence the weights used for 
estimating the growth rate in later years. 
b) No estimate was made of inventory investment until the late 1960's. Con
sumption was estimated as a residual, and hence inventory accumulation was 
implicitly included in it. To maintain comparability, investment in stock, 
amounting to about one per cent of GNP, was included in the consumption 
data for later years. 
c) 1971 data are provisional estimates. 

Sources: Columns (1) and (2): SI'O data, as given in Economic and Social Indicators -
Turkey, U.S. Agency for International Development (Ankara), 1971. 
Column (3): derivwed for column (2). 
Columns (4) to (7): 1950 to 1968 from Yearbook of NationalAccountsSta. 
tistics; 1969 and 1970 from SPO 1971: Y&h Programt (Ankara), March 1971. 
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between 1948 and 1953 and only 2.7 per cent per annum between 1953 and
1961. Growth since 1961 has averagid 6.5 per cent.

Gross capital formation over the entire period has risen from 10 per centof GNP to 20-21 per cent, while private consumption has fallen, in percentage terms, from an average of 75 per cent 1950in the period to 1954 to69-72 per cent in the last half of the 1960's. 22 Government consumption, ofwhich a sizeable fraction is defense expenditures, 23 has also declined relatively over the period. As indicated in Table l-I , there has been an import surplusover virtually the entire period, reaching its peak in the first half of the1960's. It is evident that part of the increase in the rate of gross capitalformation originated from an inflow of foreign credits, especially in the yearsfrom 1959 to 1965. The bulk of these credits came from foreign aid, as will 
be seen below. 

Gross capital lormation 

Table 1-2 indicates the composition of gross capital formation, the mostrapidly growing component of GNP. Several notable features of the Turkish 

Table 1-2Composition of gross domestic capital formation (percentage distribution) 

1951 1955 
 1960 1965 
 1969
 

A. Private sector 
1) Dwellings 22.8 30.1 20.6 21.9 22.62) Other buildings 9.1 9.2 6.5 6.4 6.63) Other construction 1.1 0.7 0.6 0.8 0.54) Machinery and equipment 28.9 17.6 22.3 15.2 14.5Total Private 61.9 57.6 50.0 44.3 44.2 

B. lublic sector 
I) Dwellings 1.2 0.5 0.3 0.92 0.7) Other buildings 10.4 10.7 11.4 13.73) Other construction 14.0 

19.1 22.1 24.8 28.1 26.84) Machinery and equipment 7.3 9.1 13.o 12.9 14.3
Total Public Z-8.1 42.4 50.0 55.7 
 55.8 
Note: Due to rounding-off of uneven fractions, totals may not add up exactly to 

those given in the table.Source: National Income, 1938, 1948-1970. ltb. Vo. 625, State Institute of Statis
tics (Ankara), 1972. 

22.But see Note b to Table I-1.
23. According to Frederick Shorter, military expenditures averaged 7.3 per cent of GNP over the fifteen-year period 1948-1962. See Frederick C. Shorter, "Military Expenditures and the Allocation of Resources," in Frederick C. Shorter (ed.), Four Studieson the Economic De'elopnent of Turkey, Frank Cass & Co. Ltd. (London), 1967,

p.43.
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economy are evident from the data. First, the government's share of total 
investment is high, and has increased throughout the period, rising from 38 
per cent in 1951 (1950 data are not available) to about 56 per cent in the 
late 1960's. Government investment has taken place not only in infrastruc
ture but also through the SEEs in manufacturing, mining, and so on. A 
second notable feature of the Turkish economy is the very high fraction of 
total capital formation which originates in construction activities. 2 4 Only 
28.8 per cent of gross capital formation, both public and private, was allo
cated to machinery and equipment in 1969. This figure contrasts sharply with 
percentages in other countries in 1968: Argentina, 45; Chile, 45;Greece, 40; 
Israel, 41 ; Italy, 36: Spain, 49; and Taiv;t:, 53.2.25 

Compositionofoutput by sectors 

Table 1-3 presents estimates of the sectoral origin of national income. The 
estimates are in 1948 prices for the years 1951 to 1961 and in 1961 prices for 
later years. Because of data unavailability, no attempt was made to convert to 
a comparable price basis for the two decades. The trends nevertheless stand 
out clearly. Agriculture's share in national income has gradually declined 
from 51 to 30 per cent over the two decades. Manufacturing has meanwhile 
grown more rapidly than GNP, rising from 9 per cent of national income in 
tile early 19 50's to 17 per cent in 1967. The share of other nion-agricultural 
sectors has risen somewhat over the period. 

Hence Turkey's comparatively rapid growth has been accompanied by a 
structiral change as the relative importanice of agricultural production has 
decined, although this factor still remains large.26 The growth of manufac
turing production has been relatively rapid, stimulated primarily by. import
substitution. 

24. It is generally believed that the unusually large fraction of invzstment in construction 
is attributable to Turkish tax law, which encourages new building. New residential 
buildings are exempted from tax for five to ten years, and even commercial buildings 
are exempt for three years. The tax rate for buildings thereafter is 0.3 per cent of 
assessed value, with rental income above TL 5,000 not subject to tax. Capital gains 
on buildings sold four or more years after construction, moreover, are tax-exempt. 
See R.A. Newberry, Taxation in Turke, (Istanbul), September 1964, and Illisnil
Kaziyalhi, Tfirk Vergi Sisteminin Ekonomik Etkiteri, State Planning Office (Ankara), 
1965. 

25. Data from Yearbook of National hicome Accounts, United Nations, 1969, country
pages. 

26. Turkey appears to have a strong comparative advantage in a number of agricultural
commodities, including fresh fruits and vegetables and livestock. for which Western 
Europe is a natural market and the income elasticity of demand is high. Thus one 
would not expect the share of agriculture to decline with GNP growth as much as in 
some other countries. 

http:large.26
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Table 1-3
 
Industrial origin of national income, 1951 to 1970 (billions of TL)
 

A. 1948 Factor Prices 

1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 

Agriculture 5.5 5.8 6.4 5.1 5.6 6.1 6.2 7.3 7.3 7.4 7.2 
Mining 0.1 0.1 0.2 0.1 0.1 0.2 0.2 0.2 0.2 0.2 0.2 
Manufacturing 1.0 1.0 1.1 1.2 1.2 1.3 1.4 1.4 1.5 1.5 1.5 
Electricity, gas, water 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 
Construction 0.5 0.6 0.8 0.7 0.7 0.7 0.9 0.9 1.0 1.0 0.9 
Whiolesale &retail trade 1.1 1.2 1.3 1.1 1.2 1.3 1.4 1.5 1.7 1.7 1.7 
Transport &communication 0.5 0.7 0.7 0.8 0.9 1.0 1.0 1.0 1.2 1.3 1.3 
Financial institutions 0.2 0.2 0.2 0.3 0.3 0.3 0.3 0.4 0.4 0.4 0 4 
Private services 0.4 0.5 0.5 0.5 0.6 0.6 0.7 0.7 0.8 0.8 0.9 
Dwelling ownership 0.3 0.3 0.3 0.3 0.4 0.4 0.5 0.6 0.6 0.7 0.8 
Government services 0.9 1.0 1.2 1.2 1.2 1.2 1.4 1.5 1.6 1.6 1.8 
Income from rest of world -0.0 -0.0 -0.0 -0.0 -0.0 -0.0 -0.0 -0.0 -0.0 -0.0 -0.0 
National income 10.5' 11.4 12.7 11.5 12.3 13.2 14.0 15.7 16.3 16.7 16.7 

B. 1961 Factor Prices 

1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 

Agriculture 19.0 20.2 21.7 21.7 21.0 23.4 23.6 24.0 24.0 24.3 
Mining 0.8 0.8 0.8 0.9 .0 1.1 1.1 
Manufacturing 6.5 7.0 7.7 8.2 9.0 10.0 11.4 14 1 15.5 15.9 
Electricity, gas, water 0.3 0.3 (1.3 0.4 0.3 0.4 0.4 
Construction 2.9 3.0 3.2 3.5 3.7 4.1 4.5 5.0 5.4 5.7 
Wholesale & retail trade 3.6 3.9 4.2 4.5 4.8 5.2 5.7 6.1 6.6 7.0 
Fransport &coinmunication 3.4 3.7 4.0 4.2 4.5 4.9 5.2 5.6 6.1 6.5 
Financial institutions 1.3 1.4 1.5 1.6 1.7 1.9 2.1 2.3 2.5 2.7 
Private services 2.4 2.6 2.8 3.0 3.2 3.4 3.7 4.0 4.3 4.6 
Dwelling owncrship 2.3 2.4 2.5 2.7 3.0 3.2 3.5 3.8 4.2 4.6 
3overnment services 4.4 I.A 5.0 5.3 5.7 6.2 6.7 7.3 8.0 8.7 
Income from rest of world -0.3 -0.3 -0.2 -0.2 +0.2 +0.5 +0.2 +0.2 +0.4 +1.2 
National income 46.5 49.5 53.4 55.8 58.2 64.3 68.0 72.6 77.0 81.1 

',otes: a)Provisional estimates for 1967 and 1968. 
b) Preliminary estimates for 1969 and 1970. 

iource: Nationalincone,1938, 1948--1970, Pub. No. 625, State Institute of Statistics(Ankara), 1971. 
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Table 1-4
 
Exports, imports, and GNP, various dates
 

1950 1952 1955 1958 1961 1963 1965 1968 1970 

(billions of TL) 

Exrorts 0.7 1.0 0.9 0.7 3.1 3.3 4.2 4.5 6.4 
Imports 0.8 1.6 1.4 0.9 4.6 6.2 5.2 6.9 10.3 
GNP 10.4 16.8 21.1 .36.1 49.1 63.3 73.2 105.0 134.2 

(percent of GNP) 

Exports 6.7 6.0 4.3 1.9 6.3 5.2 5.7 4.3 4.8 
Imports 7.7 9.5 6.6 2.5 9.4 9.8 7.1 6.6 7.7 

Sources: 	 GNP from Table I-I. Exports and imports from Statistical Yearbook of Turkey 
1968, Pub. No. 580, State Institute of Statistics (Ankara), 1969; and Ayhk
Bilten, Central Bank, October-December 1971. 

The importance of exports and imports in GNP is indicated in Table 1-4. 
Imports have averaged about 8 per cent of GNP, while exports have declined 
somewhat in relative importance. The constancy of the import share reflects 
the fact that capital formation has a much higher import ;ontent than con
sumption and has grown much more rapidly than GNP. Thus despite the 
stability of the overall share there has been considerable import-substitution. 

The relatively low share of foreign trade in Turkish GNP understates the 
importance of the trade sector in the Turkish economy. Because of the in
port-substitution wich has taken place, Turkish industry is dependent upon 
intermediate goods imports, while there is a wide range of capital goods 
which are not produced in Turkey. 

Moreover, Turkey is committed to joining the Common Market. Under a 
1963 Protocol, the 1960's were a preliminary period during which Turkey 
received tariff-quota preferences on some of her major exports, but had no 
reciprocal obligations.2 7 In July 1970 Turkey and the European Economic 
Community (EEC) formally concluded the preliminary period, and the first 
twelve-year stage of a twenty-two year transition period was embarked upon. 
After the completion of the two stages, Turkey will become a full member of 
the EEC under the terms of the agreement. 2 8 Thus Turkey will eventually 
harmonize her trade policies with those of other EEC countries. She is com
mitted as such to a pattern of open economic development, at least in the 

27. Vural Sava;, "Foreign Trade of Turkey and the European Common Market," in 
Foreign Trade and Economic Development, Economic and Social Studies Conference 
Board (Istanbul), 1968. 

28. Turkish Economic Review, August 1970, p. 14. 
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long run. As will be seen below, there can be little doubt that that pattern 
will result in a higher share of foreign trade in GNP than has been the case 
over the past two decades. 

Fiscal and monetary developments 

As was seen in Table 1-2, the government has been extremely important in 
Turkey's growth, not only in setting the environment for tile private sector, 
but in its own investment activities. Moreover, there are key government 
enterprises affecting virtually every phase of economic activity: TMO (Toprak 
Mahsulleri Ofisi: Soil Products Office, a SEE) is a major purchaser of agricul
tural commodities and has established minimum prices for most major agri
cultural commodities throughout the period under review. Etibank, one of 
the first SEEs, controls and operates all mining output of copper, chrome, 
mercury, lead and sulphur. 

Government policy therefore affects economic growth in all the usual 
ways and in addition contributes directly to it through the SEEs. It will be 
seen below, in analyzing various aspects of the Turkish experience, that the 
role of the SEEs has been important, not only in their own performance and 
growth but also in their financing. Because their operations are integrally 
intertwined with the government accounts and cannot readily be disentan
gled, meaningful data on government accounts are difficult to obtain, and 
such data as are available are difficult to interpret. At this stage, therefore, 
aggregate data which may be of some use in providing an overview of the 
Turkish economy are presented, although the reader is warned to interpret 
them with extreme care. 

Table 1-5 presents the basic data. The first column gives the money supply 
as of the end of each year. The money supply more than doubled during the 
period 1954 to 1958, reflecting primarily the Cen,.tral Bank financing of SEE 
deficits. 2 9 The rate of increase in the money supply fell off markedly in the 
1960-to-1965 period and rose again thereafter. 

Central government expenditures aver the 1950-to-1968 period rose from 
13 per cent of GNP to about 20 per cent of GNP. Tax revenues have risen 
with expenditures, although a portion of government expenditures has been 
financed by aid flows, the sale of savings bonds and deficit financing. The 
increase in government expenditures has been partly responsible for tile rise 
in the rate of capital formation, while the increase in tax revenues has been a 
significant factor in raising the savings rate. 

The last colunis of Table 1-5 give the price indices for home goods and 
wholesale prices on a 1958 base. These indices are subject to several down

29. This phenomenon will be explored more fully in Chapter 11. Suffice it to say here 
that SEE accounts are separate from those of the central government budget. 



18 71e Turkish econony and its growth 

Table 1-5 
Money supply, government accounts, and price level, 1950 to 1970 

Central Government Price Indices 
Money 
Supply Expenditures Tax Revenues lome Goods Wholesale 

(billions of TL) (1958 =100) 

1950 1.59 1.300 1.312 42 48 
a a1951 2.02 n.a. n.a. 44 51
 

1952 2.42 n.a.a n.a.a 47 52
 
1953 2.95 2.148 1.971 48 53
 
1954 3.37 2.507 2.222 54 59
 

1955 4.21 3.172 2.627 60 63 
1956 5.36 3.455 2.999 74 73 
1957 6.87 3.965 3.821 90 87 
1958 7.42 4.887 4.430 100 100 
1959 8.70 6.568 5.928 119 120 

1960 9.26 7.204 6.096 117 126 
1961 10.03 8.447 7.187 119 130 
1962 10.96 8.940 7.625 125 137 
1963 12.17 10.924 9.291 132 143 
1964 14.00 12.483 10.060 128 145 

1965 16.43 13.462 11.206 135 156 
1966 19.78 16.008 13.389 146 164 
1967 22.68 18.179 16.787 158 176 
1968 25.97 20.893 17.567 163 185 
1969 30.13 n.a.b n.a.b n.aC 195 

c1970 35.27 n.a.b n.a.b n.a 207 

Notes: a) The Land-SIS data are not available for 1951 and 1952. On a different defi
nition, government expenditures and receipts were reported in Statistical Year. 
book of Turkey, SIS 1968, p. 330, as: 

Expenditures Receipts 
1950 1.467 1.419 
1951 1.590 1.645 
1952 2.248 2.235 
1953 2.294 2.272 
b) SIS economic accounts are not yet available after 1968. Budget appropria
tions and tax revenues were: 

Expenditures Tax Revenues
 
1968 21.612 16.240
 
1969 25.697 19.114
 
1970 28.860 24.060
 
From Biitfe Kanunlart, Ministry of Finance.
 
c)Not published after 1968.
 



19 hitroduction 

Table 1-5(continued) 

Sources: Money Supply: Aylhk BMilen, Central Bank, October-December 1971. End-of
year figures. 
Government Accounts: 1950 and 1953 to 1962, James W. Land, Economic 
Accounts of Government in Turkey, Pub. No. 566-17, SIS (Ankara), 1969. 
1963 to 1968: data kindly provided to the author by SIS. 
Price Indices: lome goods index - Istanbul Chamber of Commerce index as 
reported in lternationalFinancial Statistics.
 
Wholesale price index: Ministry of Commerce index reported in Internatiotal
 
FinancialStatistics.
 

ward biases: (I) the weights are those of 1938, and thus the rise in the price 
of manufactured commodities relative to agricultural commodities is under
weighted, 30 and (2) prices used in compiling the index are official prices in 
the many instances - especially in the 1955-to-1958 period - when com
modifies were subject to price controls. Hence there is every reason to believe 
that the index understates the actual degree of inflation, especially in the 
mid-1950's. But even by these figures the rapid inflation Turkey experienced 
in the mid-1950's is evident. The price level doubled between 1955 and 1959, 
according to the official index. The rate of inflation since 1960 has been 
considerably more moderate, averaging less than 3 per cent annually between 
1960 and 1965 and about 6 per cent annually since 1965. 

V. Pay nits regimes. delineation ofphases 

It is the purpose of the remainder of this study to focus upon Turkey's 
trade and payments regime and its effects upon and interaction with resource 
allocation and economic growth in the 1950-to-1971 period. Various aspects 
of the Turkish experience will be separately analyzed in later chapters. 

To place each of these aspects in perspective it will be useful to start with 
an overview of the evolution of the payments regime in accordance with the 
phases outlined in the Foreign Trade Regimes and Economic Development 
research project. Although any demarcation contains sonic arbitrary ele
ments, the best delineation appears to be: 3 1 

1950 to September 1953 Phase V 
September 1953 to December 1954 Phase I 
January 1955 to August 1958 Phase 11 

30. Sevil Korum, Tiirkiyede Toptan Efya Flyatlari Endeks, Sevinq Matbaasi (Ankara) 
1968. 

31. See Appendix D-2 for definitions of "Phases" as used in the project. 
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August 1958 to August 1960 Phase Ill 
August 1960 to December 1963 Phase IV 
January 1964 to August 1970 Phase II 
August 1970 to December 1970 Phase Ill 
January 1971 to Summer 1972 Phase IV 

1950 to September 1953: Phase V 

A payments deficit was emerging during this period, but the conjunction 
of massive aid inflows (which covered 80 per cent of the net current account 
deficit between 1950 and 195532), favorable world prices for Turkey's ex
ports and the emergence of wheat exports obscured the underlying situation. 
Moreover a massive increase in imports, permitted under a fairly liberal trade 
regime, offset inflationary pressure that would otherwise have resulted in 
price increases. Table 1-6 gives summary balance-of-payments data. As can be 
seen, imports virtually doubled between 1950 and 1952: the current account 
deficit in 1952 amounted to 3 per cent of GNP despite the fact that export 
earnings had risen by S 100 million, or 40 per cent in the two-year interval. 

The payme;its regime remained fairly liberal until September 1953. Ex
ports were generally free from licensing requirements, although exporters 
were supposed to surrender all proceeds to the Central Bank within three 
months of the (late of export, with the exception of proceeds from a few 
designated "minor exports" (about 3 per cent of' exports by value) which 
could be retained for purposes of importing a specified list of goods not other
wise legally importable. Imports were all subject to license. Most goods, how
ever, were on a "liberalized" lis: for which licenses were automatically 
granted. Some commodities were subject to global quotas, but these were tie 
exception rather than the rule. Guarantee deposits were required against 
import license applications, but only in an amount equal to 4 per cent of tile 
value of the license, and were subject to refund if the license was not granted 
within a month. 33 Foreign investment was encouraged, required little paper
work, and guarantees were given for repatriation of profits and capital. 3 4 

September 1953 to A ugust 1958: PhasesI and H 

September 1953 saw the first moves toward restricting international trans
actions. It was decreed that all imports would be subject to "strict licensing." 

32. Economic Situation in Turkey, 1959, OEEC (Paris), 1960, p. 30. 1lenceforth, this 
will be cited as OFEC, Turkey, 1959. 

33. Imports on government account were excluded from these regulations.
34. For a summary of the regime during 1952 see Fourth Annual Report, Exchange

Restrictions, International Monetary Fund (Washington), 1953. pp. 278-81. 
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Also, the provision that exporters could use their foreign exchange under 
certain conditions was abolished and in its place adefacto multiple exchange 
rate system was introduced. Subsidies of 25, 40. and 50 per cent were pay
able on certain exports, while taxes of 25, 50, and 75 per cent were levied on
*4nonessential" imports. This decree was quickly followed with another on 
November I, which removed all items from the Liberalized List (for which 
licenses were then fairly automatically granted) except maclhinery, industrial 
raw materials and spare parts. Other commodities could he imported only if 
they were "needed for economic development" anid import surcharges of 25 
to 75 per cent were imposed upon them. 

Thereafter the control system was subject to frequent modification. Both 
quantitative controls and multiple rates were generally used and subject to 
rapid changes. Buying rates by the end of 1957 ranged from TL 2.82 to TL 
5.75 per dollar. Most imports, when licenses could be obtained, came at TL 
3.995 per dollar (2.82 plus a 40 per cent exchange tax). 

Despite the increasing surcharges and tighter controls, the Turkish bal
ance-of-payments situation deteriorated almost continuously and Turkish 
short-term international indebtedness mounted. Export earnings fell steadily 
front a peak of S396 million in 1953 to S247 million in 1958. A sizeable 
black market developed and, as indicated in Table 1-6, net errors and omis
sions became large and negative. Even so, the situation was so bizarre that the 
International Monetary Fund was warning readers of an estimated S100 mil
lion or more of unrecorded imports and other significant inaccuracies in the 
Turkish balance-of-payments records. 3 Finally, in the summer of 1958 
import licensing was virtually suspended, and the Central Bank was unable to 
cover its immediate debt-servicing obligations. These circumstances left the 
government no choices other than declaring international bankruptcy or ac
cepting foreign credits and the conditions attached to them. At that point the 
government chose to borrow and accepted a Stabilization Program as a condi
tion for debt restructuring. 

August 1958 to August 1960: Phase III 

Turkey's international indebtedness was staggering when the Stabilization 
Program was agreed upon. It was estimated that as of December 1957 
Turkey's foreign debt was S1,011 million,3 6 contrasted with 1957 exports of 
$345 million. 

The Stabilization Program had several parts: (1) alterations in the ex

35. 	Balance of Pa*'ments Yearbook, Volume 13, International Monetary Fund (Washing
ton), Turkey. p. 2. 

36. OEEC, DTrkey, 1959, op. cit. (Note 32), p. 30. 
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Table 1-6
 
Turkey's balance of payments, 1950 to 1970 (millions of U.S. dollars)
 

1950 1951 1952 1953 1954 1955 1956 

Exports f.o.b. 262 314 303 396 335 313 305 
Imports f.o.b. 252 354 489 468 421 438 358 
Trade balance 11 -40 -126 -72 -86 -125 -53 

Net goods and services -42 -84 -182 -141 -159 -130 -25 
Net donations 56 40 52 49 45 51 89 
Net private capital 9 -30 43 141 76 12 -29 
Net official capital 8 28 90 -49 28 I i3 7 
Errors and omissions -32 46 -3 0 10 -45 -42 

1957 1958 1959 1960 1961 1962 1963 

Exports f.o.b. 331 247 363 336 365 399 395 
Imports f.o.b. 346 284 433 422 448 567 588 
Trade balance -15 -37 -70 -86 -83 -168 -193 

Netgoodsand services -34 -84 -127 -117 -123 -235 -256 
Net donations 67 91 91 91 99 105 78 
Net private capital -61 73 14 25 -34 50 -7 
Net official capital 126 -47 86 -30 25 111 187 
Errors and omissions -97 -33 -64 31 33 -31 -2 

1964 1965 1966 1967 1968 1969 1970
 

Exports f.o.b. 433 479 494 530 498 537 588 
Imports f.o.b. 475 505 639 608 688 726 850 
Trade balance -42 -26 -145 -78 -190 -189 -262 

Net goods and services -89 -30 -109 -87 -228 -179 -132
 
Net donations 23 21 27 29 70 46 62
 
Net private capital 	 58 -1 -8 -2 11 -10 78 
Net official capital 	 20 39 109 127 193 192 129 
Errors and omissions -12 -29 -19 -67 -46 -49 -137 

Source: 	 International Monetary Fund, Balance of Paynwns Yearbook (Washington), 
various issues. 

change-rate system, which (2) enabled an immediate inflow of imports; (3) 
removal of the source of inflationary pressure; and (4) restructuring and 
consolidation of Turkish foreign indebtedness. Substantial changes were also 
made in domestic monetary and fiscal policy. Multiple exchange rates were 
maintained, but primarily on the export side. A uniform TL 6.20 per dollar 
"exchange surtax" was imposed on all purchases of foreign exchange for 
imports, invisibles and capital transactions, thus giving an actual TL 9 per 
dollar exchange rate for payments abroad. Export rates were simplified, as all 
exports were divided into three classes with rates of TL 4.90, 5.60 and 9.00 
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per dollar. To allow some imports into the country, credits totalling $203 
million were granted by the IMF, the U.S., and the OEEC. Simultaneously,
the European Payments Union (EPU) advanced a credit of 25 million units of 
account. In addition there was considerable debt reschedul;ng, so that tile 
total credit was in effect much larger. This enabled import licensing to re
sume. To remove the sources of inflationary pressure, the Turks were asked 
to balance the central government budget and to raise SEE prices (to elimi
nate SEE deficits; below, Chapter il). SEIsee prices and civil servants' sala
ries were raised by about 20 per cent in May 1959, an action which was 
immediately reflected in the price level. But Turkish prices remained virtually 
constant through the end of 1961. Since that time Turkey has been a moder
ate-inflation country, never again experiencing inflationary pressures nearly as 
severe as those of the mid-1950's. 

There was a sizeable short-term response to the Stabilization Program, 
resulting in a net shift in Turkey's balance of payments over and above the 
credits received, of over S200 million by the end of 1959. In this atmosphere
the Menderes government introduced a clearly inflationary budget early in
1960. After the Revolution in May, however, the budget was substantially
altered; one of the first acts of the new government was to devalue the 
Turkish lira officially to a new rate of TL 9 to the dollar and virtually all 
vestiges of a multiple exchange rate system were eliminated. 

August 1960 to December 1963: Phase I1' 

This was tile period during which the State Planning Organization devel
oped and began implementing the Fi:st Five Year Plan. An indication of tile 
degree of success of devaluation is that over the life of the FFYP export
earnings exceeded their plan levels (and planned rate of increase) in each year.
From S249 million in 1958, exports rose to S336 million in 1960 and S395 
million in 1963 (just below the 1953 level).

With the rapid growth of export earnings and relatively slack import de
mand in the years 1960 and 1961 following the Revolution, the import
control system was further liberalized. Bilater,1l payments agreements were 
terminated as they came up for renewal. Goods were transferred from the 
import Quota List to the Liberalized List (for which licensing was automiatic),
and goods previously riot listed were added to the group of commodities 
which could be legally imported. While some deletions from the list of eligible
imports were made, the motive appears to have been protection oil newly. 
started domestic production rather than balance-of-paiyments strain. Al
though a was on50 per cenit tax imposed foreign exchange purchases for 
purposes of foreign travel, the motive again appears not to have been bal
ance-of-payments considerations, but rather that of taxing luxury consump
tion. 
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Thus the early 1960's passed in an atmosphere of relatively little strain in 
the balance of payments. However, while the FFYP underestimated export 
(and other foreign exchange) earnings, it also underestimated import require
ments and overestimated the likely magnitude of foreign aid. By the end of 
1963 a payments deficit was re-emerging, with imports mushrooming to S588 
million in that year from S284 million in 1958 and S422 miilion in 1960. 

January1964 to August 19 70: Phase H 

A period of foreign exchange shortage followed. In 1963 and 1964 the 
government reduced the number of items on the Liberalized List, tightened 
quotas, raised guarantee deposit requirements, and imposed an import sur
charge of 5 per cent on landed cost (equivalent to about 10 per cent of c.i.f. 
price) in an effort to control the flood of imports. Further sleps toward 
tightening the import regime were taken in subsequent years. 

Although imports fell sharply to $542 million in 1964, the structural shifts 
the planners were attempting to effect - a higher rate of capital formation, 
more import-substitution, etc. -- led to sharp increases in import demand, 
with the balance-of-payments situation remaining difficult throughout the 
rest of the decade. Premia (see definition in Explanation of Terms, Appendix 
D) on import licenses rose from virtually nothing in 1963 to 40-50 per cent 
of the value of the license by early 1965 and continued rising in later years. 

Thus Phase II in the niid-1 9 60's was entirely different from that in the 
mid-1950's. First, the lessons of the 19 50's led to an extreme reluctance to 
resort to deficit financing: inflationary pressures were much sinaller than in 
the 1950's. Whereas Phase 11in the 1950's resulted from the generalized 
pressures of excess demand, the consequent shift in relative prices, and decline 
in export earnings, Phase II in the 19 60's had its origins in a structural shift in 
the demand for imports resulting from an altered development strategy and 
the increased rate of capital formation. 

The Turkish economy lurched through a series of increasingly severe pay
ments difficulties and consequent mountingly restrictive regimes, with small 
breathing spaces in which things relaxed somewhat, from 1964 until devalua
tion in 1970. These difficulties very quickly led the Turks to develop export 
premia, a special tourist exchange rate and other measures to buffer tile 
foreign-exchange-earning sector from the disincentive effects of the import 
premia that were emerging. In fact, an export rebale scheme had become law 
in 1963 but did not begin to become a significant element in export incen
tives until 1966. 

Export earnings consequently rose in every year until 1968. Workers' re
mittances, encouraged by special premia, became a large and significant factor 
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in foreign exchange earnings. But the growth of demand for imports increased 
even more rapidly, and the inflow of foreign aid did not. The licensing mecha
nism, dividing imports into Liberalized List goods for which licenses were 
automatically granted and quota goods for which licenses were issued up to a 
predetermined ceiling, remained unaltered on paper. In practice, however, 
licenses were granted only as foreign exchange was available and a backlog of 
applications emerged. Other devices were also used to restrict imports: tile 
stamp duty was increased to 15 per cent in 1967 and 25 per cent in 1969 and 
guarantee deposit requirements rose to over 100 per cent of the value of 
licenses for many categories of imporls. This latter, given delays and other 
requirements, was probably th 2 equivalent of a 25 per cent duty on some 
classes of' imports. 

It was not until 196() 0,:it speculation against the lira developed on a 
significant scale. In anticipation , elections in 1969, the government intro
duced an inflationary budget which resulted in a 10 per cent iicrease in the 
price level during 1969. Export earnings which had fallen off in t968 barely 
reattained their 1967 level in 1969, and imports were simultaneously cut 
back in an effort to reduce the S228 million current account deficit which 
had been incurred il1968. 

August /970 to Dece'mher 1970: Phase II 

In August 1970 the lira was devalued de jure to the new rate of TL 15 = 

SI from its old rate of 9:1, and many of the devices introduced in the middle 
and late 19 60's w\'ere either relaxed or eliminated. Thus the special tourist and 
workers' remittance rates were abolished, the stanp tax was reduced from 25 

per cent to 10 per cenlt and guarantee deposit requirements were sharply 
decreased. Export rebates continued for non-traditional exports, an(d ex
change taxes of"TL I to 3 per dollar were imposed on traditional exports. 

Unlike the situation in 1958, however, the response to devaluation was 
rapid and pronounced. There was, morecver, little interruption of domestic 
economic activity, although domestic prices rose sharply. 

Januari' 1971 to Summer 1972: Phase IV 

With the rapid increase in foreign exchange earnings immediately after 
devaluation, Liberalized List import licenses were granted quickly and virtual
ly automatically. Although exchange control continued, it was much less 
pronounced in its effects than in the late 1960's, and premia on import 
licenses virtually disappeared. Turkey's exchange reserves by the spring of 
1972 exceeded S900 million, contrasted with $218 million in July 1970, 
while foreign exchange earnings were continuing to increase over their 1971 
level. 
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VI. Planof the book 

In the following chapters various aspects of the Turkish experience will be 
examined. In keeping with the focus of the project on Foreign Trade Regimes 
and Economic Development, primary attention is given to three phenomena: 
Phase III from August 1958 to August 1960; the nature and effects of Phase 
11 in the middle and late 1960's; and the resource-allicational and growth 
effects of the Turkish trade and payments regimes in the 1960's. 

Part Two, consisting of Chapters II to IV, is concerned with the Phase Ill 
episode of 1958 to 1960. Chapter 1Icontains an analysis of the factors lead
ing up to 1958. In Chapter III an evaluation of the Stabilization Program is 
given. Chapter IV is devoted to tracing the results of the devaluation package. 

Part Three, consisting of Chapters V to VII, evaluates Phase II of the mid
1960's. Chapter V concerns the role of planning in the 19 60's and its inter
action with the trade and payments regime. Chapter VI contains an analysis 
of the import regime and its administration. Chapter VII analyzes the deter
minants of foreign ex,:hange earnings, with primary attention to export be
havior. 

Part Four focuses upon the resource-allocational and growth effects of 
Turkey's trade and payments experience. Chapter Vill is concerned with the 
microeconomic effects of Turkish foreign trade policies and with such evi
dence as is available about the income-distributional effects of those policies. 
Chapter IX evaluates the interaction between Turkish foreign trade and eco
nomic growth at a more macroeconomic level, and Chapter X summarizes the 
main conclusions of the study. 

There are four appendices. Appendix A contains the details of the compu. 
tations of effective exchange rates for exports and imports used throughout 
the book and Appendix B provides data underlying results reported inChap
ter III. Appendix C reports briefly upon the devaluation of 1970 and its 
aftermath. Although insufficient time has elapsed for detailed analy-;s of the 
1970 episode, the preliminary data are sufficiently intere;ting and suggestive 
to warrant at least brief mention. Appendix D is divided into three sections: 
(1) defines the general concepts used in the entire series; (2) delineates the 
"Phases" used in tracing the exchange control regimes; (3) lists important 
Turkish names, abbreviations, and acronyms used in the study. 
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The Devaluation-Cum-Liberalization Episode 





CHAPTER 1I 

Phase II: 1953 to 1958 

The fccus of this part is upon the devaluation of 1958 and its effects.Understanding and analysis of that episode requires consideration of the factors leading to payments imbalance in the 19 5 0's. Knowledge of that periodis also valuable in understanding many aspects of the exchange control regimein the 19 60's.
Consideration is given in the present chapterance in to the nature of the imbalthe 1950's and to other aspects of the experience that are relevant forsubsequeiit analysis - subject, of course, to severe limitations of data availability. It is simply not possible to obtain meaningful data on a variety ofaspects of the Turkish experience prior to 1958. The lack of data is in partattributable to inadequate data collection in the 1950's. In fact, many of thedata used below were developed in the early 1960's by tile staff of the StatePlanning Organization, who found them necessary for planning purposes.Another factor contributing to the laci: of information is that the Menderesregime was discredited after the May 1960 Revolution, and as a result manyof those who could have provided insights into events of the 1950's have notdone so. In addition, the nature

suppressed Cf the payments regime and the partiallyinflation which resulted precludedeconomic reliable information.environment was Theone in which data a priori were subject to widemargins of error. As indicated in Chapter 1,evenstatistics Turkish balance-of-paymentsare believed to be subject to sizeable19 5 0's. Meaningful price data 
error for the latter half of theare impossible to obtain, since price controlswere legally in force. Although black markets were prevalent, there are norecords of those transactions. Ma.iy statistics simply were not collected at all,owing partly to the government's lack of interest in coordination of economic

policy.
Subject to data limitations, then, three questions about Phase If of themid-1950's must be considered: (1) tile natureregime; (2) of the trade and paymentsthe factors contributing to the payments imbalance; and (3)effects of those thefactors and of the balance of payments on the Turkisheconomy. Each of these questions is considered, in turn, in this chapter. 
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. The tradeand payments regime of PhaseII in the 1950 's 

Once exchange controls and multiple exchange rates were imposed in 
1953, they were constantly changed in response to continued balance-of
payments difficulties. Thus the exchange rates applicable to various transac
tion categories, licensing regulations, guarantee deposits and other aspects of 
the trade and payments regime were in a constant state of flux. The prolifera
tion of detailed, generally ad hoc, measures sometimes resulted in a system of 
internally inconsistent regulations. ' 

In addition to the factors creating continuing payments imbalance dis
cussed in Section II below, another source of difficulty confronted the 
Turkish government. That factor, already existing in late 1952, was an accu
mulated short-term indebtedness. Because of its effects on other aspects of 
the regime and even upon the interpretation of those statistics that are avail
able, we start by considering Turkey's foreign debt and its effects upon the 
trade and payments regime. 

Foreignindebtedness 

Nc*!iing better illustrates the lack of coordination in economic policy 
during the Menderes years mentioned in Chapter I than the management, or 
more accurately its absence, of Turkey's international indebtedness. From 
1Q52 until 1958 the debt hung over the entire exchange regime and affected 
everything: even export data and export prices are incomprehensible, except 
in that light. 

Difficulties were already immense by late 1952. Despite the rapid increase 
in export earnings in the early 1950's, imports rose much more sharply. With 
a fairly liberal regime many of these imports were financed by suppliers' 
credits: Turkish importers were able to buy goods on short-term credit. The 
volume of those obligations was far in excess of the Central Bank's foreign 
exchange resources. Turkey was the first country to overdraw her IMF quota, 
and the first to request an extension of time when payment came due. 2 

By 1952 a large volume of overdue debt had already accumulated. The 
Central Bank always had a negative free-foreign-exchange position, from late 
1952 until 1958, and Turkish importers were often unable to buy foreign 
exchange from the Central Bank to pay their commercial debts, despite their 
having been issued import licenses at earlier dates. 

1.Three Monthly Economie Reports, Turkey, Economist Intelligence Unit, No.21, 
March 1957, pp. 3-4. llereafter, various issues of this publication will be cited as EIU. 

2. Keith Ilorsefield, The InternationalMonetary Fund 1945-1965, International Mone
tary Fund (Wa.zhington), 1969, p. 347. 
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The precise amount of arrears and total debt during the 1952-1958period has never been known. When debt consolidation was agreed upon byTurkey and the European Payments Union (EPU) governments in 1958, theEPU governments were forced to advertise within their countries in an effort 
to learn the extent of Turkish indebtedness. 

Various estimates have been made about the volume of outstanding overdue and total debt at different dates. Table I1-1provides these estimates.
However, the only official figure in Table i1-1is the Central Bank's estimate
in early 1958 - at that time long- and short-term debt amounted to TL 3,550million not counting arrears, which were estimated at TL 644 million. ' As ofearly 1958 total indebtedness thus exceeded 10 per cent of GNP. Arrears 
alone were over 2 per cent of GNP and almost equal to 1958 exports.Despite its large and growing size during the 1950's there was considerable 
turnover of the debt. Starting in 1954, Turkey made a series of bilateralagreements with various Western 'uropean countries for exporting and debtrepayment: first Germany, then Switzerland. Italy, England and others. 4 Allof these agreements had a similar format, although they varied in detail. For
Turkish exports of specified commodities, a certain fraction of the exportearnings was retainable by Turkish creditors. For example, an export-import
firm in Germany could, if it imported DM 500,000 of hazelnuts, pay theTurkish exporter DM 250,000 and retain I)M 250,000 against overdueTurkish debt. The Turkish debtor then paid the Turkis'i exporter the TL
 
equivalent of DM 250,000.
 

These bilateral agreements 
 have certain important consequences for the

interpretation of Turkish tr,:-le and balance-of-payments statistics in the mid19 50's. First, not all of Turkey's foreign exchange earnings from exports 
-even those officially recorded - were available as free foreign exchange for

the Central 
 Bank. The picture of declining export earnings therefore under
states the decline in free foreign exchange. Second, the fact that EtLU 
 creditors could receive repayment of their loans only if they imported fromTurkey resulted in their willingness to buy Turkish comniodities at pricesabove those in the world market. Failure to do so cost, at a minimum, 

anforegone interest (or profits) for unknown period and, at a maximum,
implied an increased probability that the debt might not be repaid at all.5 
Hence the bilateral-agreement device enabled Turkey to export at a timewhen, as will be seen below, Turkey's export prices were non-competitive. 

3. EIU, op. cit. (Note 1), No. 25,February 1958, p. 2.
4. Unfortunately there are no official records of the value of exports to Western Europethat moved under these bilateral agreements. In export data for the 1950's, exports to
IPU countries include exports under bilateral debt payment agreements.

5.EIU, op. cit.(Note 1),No. 21, March 1957, p. 6. 
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Table 1I-I 
Turkey's foreign debt, various dates (millions of TL) 

Central Bank Assets and Liabilities 
Date 

Assets Arrears Balance Total 
Gold Foreign Debt 

Exchange
 

2/54 420 
12/54 402 172 584 
12/55 402 188 799 -209 
12/56 402 242 732 -88 2,800 
12/57 -160 4,200 
8/58 1120 

Source: EIU, op. cit. (Note 1), various issues. 

The eventual consolidation of arrears in 1958 amounted to $436 million. 

It is likely that this figure was below the actually overdue debt at that date. 
Moreover, by that time many creditors had accepted repayment of part or all 

of their loans at a discount under the bilateral-agreement arrangements. 

6 
Exchange rates

Turkey had in effect a multiple exchange rate system from 1953 to 1960. 
The official rate, however, remained at TL 2.80 per dollar throughout the 
period. Multiple rates were achieved by imposing taxes on imports and other 

foreign exchange purchases, and by paying premia of differing heights for 
various categories of foreign excL.ange sales. 

Import EL'ERs. ' When exchange control was instituted in September 1953, 

a system of surcharges on various categories of import transactions was in

augurated, along with import licensing. Once surcharges were established, 
commodities were frequently transferred from one category to another and 

the rates payable were changed frequently. The details of these surcharges 

and their EER equivalents are given in Appendix A. 

Although import licensing was the dominant means of import control in 

6. Data in this section, except as otherwise indicated, are drawn from: EIU, op. cit. 
(Note 1), various issues; and Annual Report Exchange Restrictions. IMF, 1952 to 
1958.
 

7. For the definition of Effective Exchange Rates (EERs) and Price-Level-Deflated EER: 
(PLD-EER) mentioned below, see the Definitions and Concepts used In the Project 
on Foreign Trade Regimes and Economic Development included in this volume (Ap
pendix D-1). 



The Dei'aluation.Cturn.LiberalizationiEpisode 33 

the 1950's, exchange surcharges of 25, 50, and 75 per cent were decreed for 
various categories of "luxury" imports in September 1953. Within two 
months, however, import licensing was restricted to permit only imports
"essential to development," while the surcharges were extended to cover 
many of those goods. 

The three-tier surcharge system remained in effect until 1958. Turkey
switched from specific to a'd valorem tariffs in 1954, with a general rise in the 
average rate of duty paid and thus an increase in EERs in that year. In 1957 a 
40 per cent "exchange tax" was imposed on all purchases of foreign ex
change, this tax lasting until December 1958. 

Table 11-2 summarizes tile resulting import EERs for the 1953-to-1958 
period. As can be seen, the FERs for all categories of transactions rose sub
stantialiy over the period. Ilowever, as w'll be seen below, the price level rose 
sufficiently rapidly so that the PLD-EERs (see list of Definitions and Concepts
used in the Research Project on Foreign Trade Regimes and -conomic Develop
ment, Appendix D-I ) for imports actually decreased (see Table 11-3 below). It 
is noteworthy that as the nominal EERs rose the disparity in rates between 
import categories fell. Thus despite the initial intention of the government to 
favor capital goods, the increased use of multiple exchange rates reduced the 
differential between capital goods and other import categories. 

LEport l:'Rs. At the same time that exchange control and import sur
charges were imposed in 1953, premia were started for a few export cate
gories. These were all marginal exports and had accounted for only about 3 
per cent of Turkey's export zitrnings in 1952. The premia were: 50 per cent 
for exports earning "free" dollars, 40 per cent for proceeds from EPU coun-

Table 11-2 

I'nport FERs, 1953 to 1957 (TL per U.S. dollar of c.i.f. value) 

1953 1954 1955 1956 1957 

Construction materials 3.58 3.76 4.25 4.55 6.16 
Machinery and equipment 3.22 3.48 4.02 4.72 5.97 
Intermediate goods and 

raw materials 3.78 4.14 4.38 4.54 5.35 
Consumer goods 5.60) 6.09 6.37 6.54 7.47 

Sources: 	 Construction Materials and Investment Goods LERs: Table A-I 0. Intermediate 
Goods and Raw Materials, and Consumer goods: 1954 and 1957 from Trables 
A-Il and A-14. 1955 and 1956: the percentage change from 1954 to 1957 was 
prorated 	over the intervening years in proportion to the change in construc
tion materials. 
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Table 11-3 
Nominal and PLD-EERs, 1953 to 1957 

1953 1954 1955 1956 1957
 

A.Nominal EERs (TL per dollar) 

Sales offoreign exchange 
Traditional exports 2.80 2.85 2.89 2.91 2.94 
Nontraditional exports 3.92 4.48 4.50 5.00 5.00 
Tourists and invisibles 2.80 2.80 2.80 5.75 5.75 
Capital account 2.80 2.80 2.80 2.80 2.80 

Prchasesofjlregnexchange 
Capital goods imports 3.22 3.48 4.02 4.72 5.97 
Consumer goods imports 5.60 6.09 6.37 6.54 7.47 
Tourists and invisibles 2.80 2.80 2.80 5.25 5.25 
Capital account 2.80 2.80 2.80 2.80 2.80 

B.PLD-EERs (1958 TL per dollar) 

Sales offoreign exchange 
Traditional exports 5.83 5.28 4.82 3.93 3.26 
Nontraditional exports 8.16 8.30 7.50 6.76 5.55 
Tourists and invisibles 5.83 5.18 4.66 7.77 6.39 
Capital account 5.83 5.18 4.66 3.78 3.11 

Purchases of foreikn exchange 
Capital goods imports 6.71 6.44 6.70 6.38 6.63 
Consumer goods imports 11.67 11.28 10.62 8.84 8.30 
Tourists and invisibles 5.83 5.18 4.66 7.09 5.83 
Capital account 5.83 5.18 4.66 3.78 3.11 

Notes: a) Capital goods import rate taken as the machinery and equipment rate. 
b) PLD-E-rs wert, 'o"'1d by dividing the nominal IER by the home goods 
wholesalt price index (1954 = I00) given in Table I-5. 
) Capital !t,_ount sales of foreign exchange does not include capital repatri

ated by Turks after 1956, which was subject to the TL 5.25 = S I exchange rate. 
Source: Appendix A. 

tries, and 25 per cent for earnings from bilateral-agreement (generally Eastern 
European) countries. 

Premium rates were int:oduced in subsequent years for additional cate
gories of exports, the nuraber of commodities eligible for the basic premia 
was increased, and t.- premium rates themselves were altered periodically. 
Some premia, such as those for raisins and figs, were specific and were altered 
frequently. On,; effect of the premia was to encourage exports to Eastern 
European countries at relatively high prices, thereby enabling Turkish ex
porters to earn the preifa. The importers in ti, n resold Turkish commodities 
in Western European markets at lower prkes, recovering their losses through 
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high prices on the goods exported to Turkey. These transactions, known as"switch deals," were reported to be widespread in the mid-1950's. The gov
ernment even stopped premia on cotton exports in 1957 (thereby virtually
halting the exportation of cotton) to investigate the extent of switch. 
dealing.8 

In addition to export premia, exporters of certain commodities were ac
corded foreign-exchange retention privileges. Chrome and manganese ex
porters, for example, were allowed to retain and use 100 per cent of export
earnings from 1956 to March 1957. Another system, with I to 15 per cent 
retention, was introduced in August 1957 and later rescinded. It was not 
possible to calculate the value of retention rights in computing export EERs.
However, their sporadic and limited use suggests that little bias in estimating
export FERs results from their omission. Export EERs are given in Appendix 
Table A-I and are summarized in Table 11-3. 

As can be seen, Turkey's major exports - tobacco, cotton, raisins, figs,
hazelnuts, chrome and copper - received virtually the official exchange rate 
until 1956. Even after that date the premia for most traditional exports were 
relatively low. Even the marginal export commodities were subject to EERs 
below those applicable to imports. 

Invisible and capital account transactions. Until October 1956 virtually
all invisible and capital account transactions were subject to the official rate of 
exchange. An 8?.5 per cent surcharge was imposed in October 1956 on 
payments for services and purchases of foreign exchange by Turks for foreign
travel. The effective rate, TL 5.25 per dollar, thus applied to purchases of 
foreign exchange on current account except for dividend and interest pay. 
ments. A premium of 105 per cent was simultaneously extended to foreign
ers' purchases of Turkish lira for tourist purposes, to repatriation of capital
held abroad by Turks, and to some minor exports. The intent of introducing
these new rates was apparently the hope of diverting foreign exchange trans
actions from black-market to official channels (see below, Section 111). These 
rates remained in effect until August 1958. 

Spread of ELRs. Table 11-3 presents the nominal and (price-level-deflated)
PLD-EERs on various classes of transactions during the 1953-to-1957 period.
As can be seen, the disparity between sales and purchase rates increased over 
the period. The amount in real terms received by traditional exporters per
dollar of sales decreased by 45 per cent, and even that for non-traditional 
exports fell 32 per cent. The real exchange rates for capital goods imports, by 
contrast, remained virtually constant over the period, and the consumer 

8. FIU, op. cit. (Note 1),No. 22, May 1957, p. 7. 
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goods import rate, initially 75 per cent above the capital goods import rate, 
fell to 25 per cent above it. Thus while the export rate depreciated markedly, 
that for imports fell by a considerably smaller magnitude and the spread 
between import rates decreased. As inspection of the detailed tables in Ap
pendix A indicates, the spread within categories of both export and import 
rates was even greater than that shown in Table 11-3. 

Quantitative restrictions 

Although there were frequent changes in EERs during tile 1950's, the 
basic instrument used to control the balance of payments was quantitative 
restriction. Both imports and exports were subject to licensing, and the rules 
governing each were frequently changed. Initially, the intent of import licens
ing was to limit expenditures upon imported goods, while export licensing 
was primarily aimed at insuring that foreign exchange earnings would enter 
official channels. But regulations were rapidly modified in attempts to pre
vent the evasions of the system which had developed. Moreover. the restric
tiveness of the system increased as foreign exchange earnings declined. We 
consider quantitative restrictions on imports and exports in turn. 

Import licensing and price checks. 1!was decreed in the initial decision to 
employ exchange control that all imports would be subject to licensing and 
that machinery, equipment and raw materials would be licensed fairly freely, 
while other items could be imported only "if needed for development .-9 The 
regulations governing import licensing increased in complexity and detail 
thereafter. In 1954 all importers were required to possess "importer's certifi
cates," and their annual imports were limited to their highest annual imports 
of the years 1948 to 1953." 0 Not more than one-sixth of this amount could 
be imported in any two-month period. The system was further tightened and 
modified in mid-1955, but by the end of that year it was decided that the 
Ministry of Finance and the Minister of Economy and Commerce should 
determine the import needs of the private and public sectors and decide on 
their foreign exchange allocations. ' The government gradually became the 
sole importer of a variety of raw materials and other goods. 

Guarantee deposits against applications for import licenses from the pri
vate sector were a part of the contro! system throughout the 1953-to-1958 
period. These requirements were increased at intervals, rising from 4 per cent 
in 1953 to 20 per cent in 1958. 

9. SixthAnnualReport on Currency Restriction, IMF, 1954, p.301. 
10. Seventh AnnualReport on Currency Restriction,IMF, 1955, p.294. 
1I. EighthiAnnualReport on Currency Restriction, IMF, 1956, p.290. 
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There were frequent "holidays" on the issuance of import licenses as thegovernment's foreign exchange holdings became smaller. It often happened
that applications for licenses, even for those commodities whose importationwas supposed to be liberal, were delayed two to eight months before actionwas taken on them. In the last few weeks prior to August !958, indeed, noimport licenses were issued. Licensing in earlier years had on occasion beensuspended for periods of several weeks, and delays were frequent.

As evidence of large prenia on imports developed in the nid-1950's, thegovernment placed a number of goods on a "restricted import" list. Thesegoods were to be eligible for importation only if the importer could arrangeforeign credit of more than a year's duration to finance the import. 12 Theintent of th, "restricted import" list was to increase the flow of imports ofhigh-premiuni goods without worsening Turkey's indebtedness situation inthe short run. One result of the regulation was a major increase in Unports inthis category, apparently financed by foreign credits, but often actually paid
for by black-market foreign exchange. 13
 

In an effort to stem 
 the growing black market, the government developeda system of import price controls. Price committees were established to verifythat import prices wcvre in iine with those in world markets. No licenses wereissued after 1956 and no goods cleared customs without an official price
certificate. 14 

There was also increasing resort to bilateral agreements with Eastern European countries throughout the 1953-to-1958 period in order to step up theflow of imports and to find export markets. As those agreements affectedboth imports and exports, they are dealt with separately below.
It should be recalled that the many changes in the licensing system and itsadministration interacted with changes in import EERs discussed above. The
brief description of the control mechanism given here fails to convey more
than the barest outline of the import controls applied during the 1950's. Itwill be seen below that the curtailment of imports flowing through officialchannels was pronounced and had considerable impact on the economy. 

l'kxpori licenving. Whereas the purposes of import controls were to restrict
the flow of imports and to plug loopholes in the system, export licensing wasapparently intended primarily as a means of preventing extra-legal flows ofexports. In addition to bilateral agreements, to be discussed below, the majorinstrument used in connection with exports was the system of price controls, 
or price registrations. 

12. EIU, op. cit. (Note 1),No. 10. July 1954, p. 5. 
13. Ibid., No. 15, September 1955, p. 3. 
14. Ibid., No. 19, August 1956, p. 4. 
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It should be noted first that the pricing policies of the SEEs and other 
government agencies were and are a major factor influencing exports.' 5 

During the 1950's the export prices set by government agencies, especially for 
traditional agricultural exports, were significantly above international prices. 
Thus even in the absence of export price controls there would have been 
severe problems associated with exporting those commodities. 

Price controls on exports were intended to prevent under-invoicing of ex

ports and the diversion of export proceeds to the black market, but tile 
manner of their administration led to additional difficulties. In general an 
export price was "registered" applicable to a particular commodity category. 
Once that price was established, no export licenses were issued for prices 
lower than the registered price. 

A priori, one would expect price registration of this form to have several 
drawbacks. Firms attempting to develop export markets or penetrate new 
ones would be hampered in so doing; quantity discounts would be difficult to 
make; and firms with below-average quality would encounter difficulty in 
obtaining export orders, since they could not cut price to reflect lower quality. 
Attempts to get approval of exports at less than the registered price would 
entail delays, and hence shifts in world market prices would be difficult to 
adjust to. An exporter with an unusually high-priced order would be reluctant 
to accept it for fear that the price would become the registered price and 
hence prejudice future sales (unless of course he resorted to under-invoicing). 
Bilateral agreement countries would also become increasingly attractive ex
port markets relative to convertible currency markets, since prices paid under 
those agreements were generally higher. 

There can be little doubt that throughout most of the 1950's there was an 
incentive to under-invoice exports. Despite the legal export premia indicated 
above, the black-market rate (see below) was considerably in excess of the 
legal premium rate, generally by a factor of two or more. While this consider
ation might have warranted some sort of minimum prices for exports, the 
actual administration of registered prices was done in a way that made their 
effects even more pronounced than a priori arguments would suggest. 

Price registration for hazelnuts will illustrate. The minimum export prices 
for tlc 1955 crop were S140, SI 10 and S104 per 100 kilos in 1955, 1956 
and 1957, respectively; the 1956 crop had a minimum export price of $130 
in 1956 and SI 10 in 1957, contrasted with world prices in those years of 

$55-$60. 16 Stocks consequently built up to 40,000 tons by the beginning of 
1957, and thereafter declined to 23,000 tons after the government granted 
special import rights to the exporters. As of November 1, 1957, however, no 

15. See Chapter VIi for a fuller discussion. 
16. EIlU, op. cit. (Note 1), No. 23, November 1957, p. 4 . 
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sales of that year's crop had yet been made, as the minimum export price had 
not yet been established. When the price was finally set at $100 per 100 kilo, 
it was well above the international price, but also below the internal price, 
and the Exporter's Union was expected to take the loss on export sales. ' 

Other export commodities suffered similar fates. Neither tobacco nor figs 
could be exported at the start of the 1957 export season owing to delays in 
establishing registered export prices.' " In general, registered prices for ex
ports appear to have been set well above international prices. Turkey often 
lost export markets as a consequence, ending up with large stocks of export
able goods. In many instances the government finally exported at a later date, 
incurring sizeable losses. In other cases excessive stocks were sold at above
world prices under bilateral debt-repayment agreements, in which cases free 
foreign exchange carned was much smaller than export proceeds. 

In 	examining the decline in export earnings, the price control policies of 
the government should be borne in mind. Given the decline in the real ex
change rate for exports, there would in any event have been a downward shift 
in export supply. That decline was accentuated by price registration. 

Bilateral agreements. As the Turkish foreign exchange position became 
increasingly stringent, Turkey resorted more and more to bilateral clearing 
agreements as a means of obtaining some imports, and of finding sotne export 
markets at the relatively high prices of her export goods. These agreements 
were different from the bilateral arrangementts referred to above, which fo
cused upon debt repayment. By 1957 there were fifteen such bilateral agree
ments in effect.' 9 Whereas only 7 per cent of Turkey's imports originated 
from bilateral trading partners in 1952, 29 per cent of all imports originated 
from those countries by 1955. Similarly, 14 per cent of Turkish exports were 
destined for clearing-agreement partners in 1952, and 32 per cent in 1955.20 

With a general shortage of imports Turkish importers were willing to pay 
higher prices than those prevailing in W~stern Europe for imports from bilat
eral agreement countries, thus offsetting the above-world prices charged for 
Turkey's exports. The switch-deal phenomenon was one outcome. In effect, 
some Eastern European countries were involved in an entrep6t trade, buying 

17. Ibid., p. 6. 
18. Ibid., p. 4. 
19. 	They were with Brazil, Bulgaria, Czechoslovakia, Egypt, Finland, Fast Germany,

Hungary, Iran, Israel, Japan, Poland, Romania, Spain, U.S.S.R., and Yugoslavia.
20. By 1955 Turkey's imports from tier bilateral trading partners were 33 per cent 

greater than her exports to them. The absolute value of imports from clearing agree
ments countries then fell from TL 404 million in that year to TL 259 million in 
1957, contrasted with exports to those countries of TL 285 million in 1955 and TL 
238 million in 1957. 
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Western European goods to sell to Turkey and buying Turkish exports for 
resale on 'he Western European market. 

There is no hard evidence as to the extent of switch-dealing, although most 
people interviewed on the question indicated they thought it to be wide. 
spread. The large increase in Turkey's traditional exports to Eastern Europe is 
sometimes cited as presumptive evidence of the argument that Turkey's East
ern European trading partners could not have absorbed so much tobacco, 
cotton, hazelnuts and dried fruit. A further indication is tile fact that the 
government adopted several measures to attempt to stop switch-dealing. As 
indicated above, cotton exports were halted at one time while switch-dealing 
was investigated. On other occasions, the government imposed quantitative 
regulations on the fraction of exports that could go to Eastern Europe. For 
example, the government decreed in 1955 that 75 per cent of every cotton 
exporter's shipments should go to EPU countries, 2 ' and in 1956 hazelnut 

2exports to non-EPU destinations were limited to 1,000 tons. 

11. Sources of inflationary pressure and imbalance 

Five interrelated factors must be examined in evaluating the causes of 
Turkey's inflation and payments difficulties of the mid-1950's. These are: (I) 
the government's budget policies, (2) agricultural price support policy, (3) the 
losses of the SEEs, (4) the expansion of the money supply, and (5) exogenous 
shifts in Turkish agricultural production. Each of these factors is considered 
in turn in this section, and the combined consequences of all five phenomena 
are evaluated thereafter. 

Government budgets 

In Turkey the general government budget is separate from that of public 
enterprises, except insofar as there are transfers from the general government 
to the public enterprises. Hence the government revenue and expenditure. 
figures presented here do not include the activities of the SEEs, which will be 
considered separately below. 

Table 11-4 provides the basic data on the public finance of the Government 
of Turkey during the 1950's. As can be seen, real government expenditures 
rose rapidly, especially in the early 1950's. With an average annual II per 
cent growth rate of real GNP, government expenditures rose from 15.6 per 
cent of national income in 1950 to 17.4 per cent of national income in 1955. 
Although tax revenues were less than expenditures, transfers, primarily from 

21. El'U, op. cit. (Note 1),No. 16, December 1955, p. 7 . 

22. Ibtd., No. 17, March 1956, p. 7. 
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Table 11-4
 
Central government expenditures and receipts, 1950 t6 1957
 

1950 1953 1954 1955 
 1956 1957
 

A. (millions of TL) 
Current outlays 
Capital formation 

1,236 
134 

i,809 
339 

2,140 
367 

2,635 
537 

2.693 
762 

3,025 
940 

Total expenditures 1,370 2,148 2,507 3,172 3,455 3,965 
Tax receipts 
Transfers 
Net domestic borrowing 

1,312 
120 
-62 

1,971 
241 
-64 

2,222 
230 
55 

2,627 
522 

23 

2,999 
295 
161 

3,821 
264 

-120 

B. (per cent of national income) 
Current outlays 
Capital formation 

13.9 
1.7 

12.3 
2.3 

14.5 
2.9 

14.5 
2.9 

12.7 
3.6 

11.4 
3.5 

Total expenditures 15.6 14.6 17.0 17.4 16.3 14.9 
Tax receipts 
Transfers 
Net borrowing 

14.9 
1.2 

-0.5 

13.4 
1.6 

-0.4 

15.0 
1.6 
0.4 

14.4 
2.9 
0.1 

14.1 
1.4 
0.8 

14.3 
1.0 

-0.4 
Notes: 	 a)Transfers consist predominantly of use of TL counterpart funds.

b) These accounts are on an economic basis, and do not coincide with the 
Turkish classification of current and capital accounts. 
c) Central government budget includ, the general and annexed budgets. See 
Land, op. cit., for details. 

Source: Land, op. cir. (Table 1-5). 
abroad, 	covered most of the disparity until 1954. Thus inflationary pressure
from the government budget originated more from the rapid increase in real
expenditure than front the financing of that expenditure in the early 1950's. 

The big surge in governrent expenditures caie just at the time when
agricultural produclioqI fell sharply in 1954. Hence whatever inflationary 
pressures would otherwise have been generated by the rapid increase in ex
penditures were intensified by exogenous vents. After 1955 government 
expenditures continued to increase, but not as rapidly a GNP. As a means of 
finance, domestic borrowing assumed somie in portancc in the years 1954 to 
i956, but was not large by any absolute stattdard. 

Thus if the government budget was inflationary, it was the very rapid
increase in real government expenditures that provided the stimulus. Even so,
there is no way in which government fiscal policy (aside fron tile effects of
SE financing) could have resulted itt the anoutnt of inflation actually expe
rienced. While government fiscal policy may have contributed moderately to 
Turkish inflatioti, it did not do more titan that. 
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Agricultural price supports 

During the early 1950's the government attempted to encourage rapid 
growth in agriculture through high price supports on major agricultural prod
ucts, especially cereals, and other measures. The result was rapid output 
expansion for a few years, which was the major factor in the very rapid GNP 
growth. The costs of that expansion however were strong inflationary pres
sures and an uneconomic land utilization pattern. 23 

Government policy toward agriculture had several par ts: (I) maintenance 
of high prices for agricultural commodities through price support programs 
and purchases by state agencies, (2) the subsidization of inputs and especially 
of tractors, and (3) the development of roads and infrastructure in agricul
ture. Of these policies, the first was most important and is of particular 
concern here. Support prices were announced for a number of' agricultural 
commodities early in the year. Various government agencies then stood ready 
to buy at those support prices. Thos- agencies were either SElls or Agricul
tural Cooperatives under governnent control (although membership by farm
ers is voluntary). Focus for present purposes is upon TMO (Toprak Malhsulleri 
Ofisi - Soil Products Office) which was organized as a state enterprise in 
1938. TMO is responsible for price intervention in wheat and other cereals, 24 

and in addition is the sole importer and exporter of cereals for Turkey. Grains 
account for about 70 per cent of the value of Tmkish agricultural 011tput. 

Table 11-5 gives estimates of acreage, production, yield, and net trade in 
wheat over the 1950-to-1957 period. As can be seen, the response to high 
support prices was a rapid increase in acreage devoted to wheat. The area 

23. Expansion of cereals output was accomplished primarily through the conversion of 
pastureland and forests to cropland. The evidence is that almost all the converted 
land had a higher marginal product in livestock or forests than in cereals production. 
Not only did yields decline in cereals production, but livestock yields must also have 
fallen. It is estimated that, by 1956, total livestock output was declining. The de
crease in livestock production is not taken into account in the national income 
statistics. See Eva Ilirsch and itbrahami llirsch, "Changes in Agricultural Output Per 
Capita of Rural Population in Turkey. 1927 60," l:cou. 'th"Drci'toeot and Cot
tural Change, July 1963. 

24. There are also tor livestock and ve lFtK andf';I.s fish (tt Blahk Kurnm -Meat 
Fish Company), sugar ( ckcr brikasi Kurunm - Sugar tactories ('ompany), and 
tobacco (State Monopo ly). Omter produc ts are handled by sales cooperatives. The 
EBK has set ceilings on livestock prices, v hich have been below the prices prevailing 
in Turkey's southeastern neighbors. This is a major factor accounting for a large 
smuggling trade in livestock over Turkey's southeastern border as well as very very 
low rates of capacity utilization in lIBK, averaging 7 per cent for sheep and 21 per 
cent for cattle in 1960. See Olan Forker, Agricultural Price Intervention by the 
Government of Turke', mimeograph (Ankara), August 1967. 
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Table 11-5Wheat acreage, yield, production, and net trade, 1950 to 1957 

Acreage Production Yield Exports Minus Imports(thousands (thousands (kg. per (thousands (millionsof hectares) of tons) hectare) of tons) of dollars)(1) (2) (3) (4) (5) 

1950 4,477 3,872 864 -189 -122.01951 4,789 5,660 1,169 -69 -7.11952 5,400 6,447 
 1,194 
 462 59.4
1953 6,410 8,010) 1,248 601 58.71954 6,405 4,900 765 950 67.3
 
1955 7,060 6,900 977 
 -63 -4.91956 7,335 6,400 872 -9 +1.01957 7,157 8,300 1,159 -444 -37.7 

Notes: 	 Palmer's data are reworked SIS estimates and do not accord with SIS figures.
They are not consistent with balance of payments data.Sources: 	 Columns (I) to (3). Fdgar Z. Palmer et at., Agriculture in Turkey, Robert 
College (Istanbul), 1966, Chapter 8.
Column5 (4) and (5). Yearbook ofInternationalTradeStatistics, U.N., various 
issues. 

sown increased from 4.5 million hectares in 1950 to 	7.0 million hectires in1955. Production also increased markedly; Turkish wheat production in 1950
 was 3.9 million tons, and 
 189,000 tons v.'crc imported. By 1953, a bumper
crop year, production of wheat had more than doubled, resulting in an export
surplus of 601,000 
tons (adding S58.7 million to Turkey's export earnings in

that year) and a sizeable increase in TNIO's stocks.
 

The price at which TMO exported wheat was well below the price at whichTMO purchased wheat. Although the government earlierhad declared its
intention of compensating TNIO for its resulting losses, no such compensation
was made. Rather, TMO financed its deficits by borrowing from the Central
Bank, 2 s and did not repay its loans. The outstanding amounts -f TMO's
credits from the Central Bank were: TL 196 million, 1950; TL 519 million,
1952; TL 708 million, 1954; and TL 1,371 million in 1958. By 1958, 31 percent of all Central Bank credit was extended to TMO. Of the increase of TL
5,516 million in high-powered money between 1950 and 1958, TL 1,175million, 	or 21 per cent, resulted from TMO losses alone. Moreover, for the years 1950 to 1954 the net increase of TL 512 million in TMO's Central Bank 

25. TMO had inadequate storage facilities. Some of its losses were caused by the result
ing depletion of grain stocks. 
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credits accounted for over 31 per cent of the increase in high-powered 
money. 

Other agricultural commodities also benefited from high price supports, with 
consequent losses on export sales (by other agencies not included in the 
central government budget), although TMO's losses were the largest. That 
TMO's operations were clearly an important inflationary factor was observed 
at the time. According to the Chenery report, written in 1953: 

Normally, it is not possible to identify any one factor as inflationary: it is the 
aggregate excess of investment over intended savi.Igs which is significant. In the 
present situation, however, there is one elemert of investment which clearly stands 
out as the marginal factor. This is the accumulation of cereals stocks by Toprak 
ITMO] and its borrowing from the Central Bank to cover not only the stock accumu
lation but the difference between the prices which it pays for cereals and their sale 
price....Toprak's invest;ient in stocks in the past two years has been equal to half of 
the inflationary gap between investment and total savings. 2 6 

There can be little doubt that the government's cereals policy was respon
sible for much of the initial inflationary pressure experienced within tile 
Turkish economy. The large import surpluses in the years 1951 to 1953 and 
the rapid increases in agricultural output offset much of the inflationary 
pressure and there were relatively small rates of price increase. With the first 
crop failure in 1954, however, the effects of TMO policies and their financing 
were immediately felt. 

State economic enterprises 

Once inflation was underway, the government attempted to stop it 
through a variety of direct interventions. One such measure was instructions 
to the non-agricultural SEEs to keep their sa-s prices constant. With rising 
costs, the SEEs were soon unable to cover their expenditures from current 
revenues and they too borrowed heavily from the Central Bank. 2 7 

In 1956 a law was passed regulating legal profit margins on private trans
actions, as well as imposing legal ceilings on SEE prices. 8 Although enforce
ment was fairly strict over the private sector for a short time, the inevitable 
black market soon developed. For SEEs, caught with rising input costs and 
fixed output prices, the magnitude of borrowing simply increased! 9 

As 	indicated above, SEE budgets are not included in the Turkish govern

26. Chenery e at., op. cit. (Note 14, Chap. 1), pp. 40-41. Acquisition of stocks was of 
course the result of export-pricing policies. 

27. Aktan, op. cit. (Note 16, Chap. I), p. 336. 
28. 	Law No. 6731 passed June 6, 1956 and published in the Official Gazette No. 9329. 

June 11, 1956. 
29. Okyar, op. cit. (Note 5, Chap. 1), pp. 104-5. 
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ment accounts. Credits from the Central Bank to the SEEs were of majorimportance in the latter half of the 1950's. They had much the same infla.tionary impact that a central government deficit financed by Central Bankborrowing would have had. Credits to SEEs from the Central Bank stood atTL 745 million in 1950. By 1956 they were TL 1,844 million. In 1958 theywere TL 3,247 million. Thus, TMOwhereas operations had their biggestimpact on Central Bank credits in the early 1950's, deficits of other SEEs 
were huge in the 1956-to-1958 period.

Little or nothing can be inferred from the SEE losses about their efficiency during the 19 50's, sincc it was government policy which forced them tosell below the cost of production. However, insofar as increases in the moneysupply led to excess demand, which in turn was met by the SEEs with heavierlosses and additional borrowing and consequent money creation, the antiinflation price controls of the government became in fact the chief sourcecontinuing inflationary pressures. 
of 

Elimination of the SEE deficits and alterations in SEE pricing policies in 1958-1959 were among the important compo
nents of Turkey's devaluation package. 

Money supply andmoney income 

It is clear that TMO and other SEE borrowings from the Central Bank largely ecplain the rapid increase in Central Bank credits from 1953 to 1958. Itremains only to link up the behavior of money income and the price level with
that of the money supply and Central Bank credits.

Table 11-6 presents data on the amount of high-powered money (currencyplus Central Bank credits) for the years 1950 to 1958. The top part of the
table gives the amount of high-powered money at the end of each year. Ascan be theseen, amount of high-powered money almost quadrupled in theeight-year period 1950 to 1958, with the biggest increase in the years 1956and 1957. The role of SEE credits from the Central Bank in the total increasein high-powered money stands out clearly. Part B of Table 11-6 gives theyear-to-year changes in high-powered money.

Fry has extensively investigated the relationship between high-poweredmoney, money stocks and money income in Turkey. 30 In evaluating the
relationship of high-powered money to 
the money supply, his results were 
that:
 

It is clear that long-run movements in all definitions of money have been primarily
determined by changes in high-powered money. 
 Over the period 1950-1968, thecontribution of high-powered money to the change in all definitions of the moneysupply exceeded 90 per cent. 3 1 

30. Maxwell J. Fry, Finance and Development Planning in Turkev, F.J. Brill (Leiden),
1972. 

31. Ibid., p.85. 
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Table 11-6
High-powered money expansion and its origins, 1950 to 1958 (millions of TL) 

Central Bank Credits Total Per cent SEE 
High- Credits ofCur-	 SEEs Govern- Other 	 Total Powered ligh-Powered 

rency ment 	 Money Money 

A. Absolute Amount 
1950 
1951 
1952 
1953 
1954 

900 
1048 
1146 
1333 
1397 

745 
933 

1145 
1444 
1562 

263 
298 
263 
242 
439 

63 
88 

131 
126 
227 

1071 
1319 
1539 
1812 
2228 

1971 
2367 
2685 
3145 
3625 

37.8 
39.4 
42.6 
45.9 
43.1 

1955 1805 1643 616 193 2452 4257 38.5 
1956 
1957 
1958 

2322 
2936 
3052 

1844 
2566 
3247 

892 
1021 
1000 

119 
153 
188 

2855 
3740 
4435 

5177 
6676 
7487 

35.6 
38.4 
43.3 

B.Change from Previous Year 
1951 148 188 35 25 248 396 -
1952 
1953 

98 
187 

212 
299 

-35 
-21 

43 
-5 

220 
273 

618 
160 

-
-

1954 64 118 197 101 416 480 -
1955 
1956 

408 
517 

81 
201 

177 
276 

-34 
-74 

224 
403 

632 
920 

-
-

1957 614 722 129 34 885 1499 -
1958 116 681 -21 35 695 811 -

Note: 	 Much of TMO's borrowing was reflected in expansion of currency in circula
tion, as TMO bought up crops. Thus, the column of "SEE credits" fails to
reflect the combined effect of TMO and other economic enterprises.

Source: Ayhk Butten, Central Bank, June-September 1971. 

Fry concluded that for the period 1950 to 1961, with the annual average
increase in money stocks of 14.5 per cent, 14.1 per cent was accounted for 
by changes in high-powered money. 3 2 

Thus the mechanism of credit creation to finance the government agricul
tural policies and SEE deficits contributed directly to increases in the money 
supply during the 1950's. 

Fry found a strong link between the money supply and money income in
Turkey. In view of the fact that government price policy and weather condi
tions are the chief determinants of agricultural money income, it is not sur
prising that Fry found the best fits for money supply and money income 

32. Ibid., p. 84. 



The Devaluation.Qim.Liberalization Episode 47 

excluding agricultural income. Fry attempted to estimate the lag between money stock and non-agricultural money income for all definitions of themoney supply. With only annual data at hand, lie found that the lag between 
money supply and non-agricultural money income was about two years. Theconstant term in his estimating equation was insignificant, and for the period
1950 to 1969 Fry's estimates are: 

Alog Y, = 0.91 AlogMt 2 + 0.03 Alogi, (1) 

where Y, is non-agricultural income in year t, and M,- 2 is the money supply(defined as currency in circulation, commercial sight deposits, sight deposits
at the Central Bank, savings time deposits, 3 3 and commercial time deposits)
lagged two years. The symbol it stands for the rate of inflation in year t - aproxy for tile cost of holding money - and was insignificant. Of the variance
in the rate of change of money income, 62 per cent is explained by eq. (1).34These results imply that a one per cent increase in high-powered money in 
year t-2 gives rise to a 0.91 per cent increase inj money income with a 
two-year lag.

Fry also attempted to test the link between money supply and real income. All tests were insignificant, lending strong support to the view that tileTurkish inflation of the 1950's was induced, proximately, by the behavior ofthe money supply. That behavior in turn was largely the result of CentralBank creation of high-powered money, much of which was forced upon the
Central Bank by the agricultural and SEE pricing policies of the government. 

Exogenous shifis in agriculture 

Given Fry's results, the increases in high-powered money in the early
19 50's would have led to inflationary pressures within Turkey even if supply

conditions had been stable. However, at 
 the same time that monetary policy
was resulting in strong inflationary pressures, after increases in the money
supply of 21, 12, and 19 per cent in the years 1951 
 to 1953, respectively (see

Table I-5 above), agricultural production dropped sharply.


The year 1954 was an extremely poor one 
 for Turkish agriculture and1955 was little better. Judged by the national income accounts, agriculturalproduction fell by 20 per cent between 1953 and 1954; wheat production fell38 per cent; output of other cereals declined by 25 per cent; and tobacco 
output fell 13 per cent. 35 Agricultural production in 1955 was still 12 per 

33. Ibid., p. 87. Savings time deposits can normally be withdrawn on demand in Turkey.
34. Ibid., p. 101. 
35. Data are from Palmer, op. cit. (Table 11-5), p. 52. 
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cent below the 1953 level. Cereals production did not reattain the 1953 level 
u.ltil 1957. 

Available data indicate that food prices did not rise more than the general 
price level in 1954 and 1955. Tl' Istanbul Chamber of Commerce and Indus
try price index gives the following estimates, by components, on a 1948 

3 6 
base: 

Food Prices Overall Prices Ratio 

1953 113 109 104 
1954 120 119 101 
1955 129 134 96 

The International Labor Organization, which derived its estimates independ
ently by direct sampling, indicates the same movements in the domestic terms 
of trade. 37 Hence stock sales of TMO and other agricultural organizations 
prevented an increase in the relative price of food. The fact that agricultural 
production declined so sharply must nonetheless have accentuated the infla
tionary pressure generated by money supply increases. 

The net inflationary impact 

We are now in a position to estimate the contribution of each of the 

above-mentioned factors to excess demand and inflationary pressures in 
Turkey during the 1950's. Any such estimates must necessarily be somewhat 
heroic, but they nonetheless serve to give an idea of the separate contribution 
of various factors to excess demand. 

The model chosen is exceedingly simple: changes in the money supply are 
assumed to have been determined, in accordance with Fry's results, by 
changes in high-powered money. Changes in the money supply are in turn 

assumed to determine later changes in money income, which is assumed equal 
to aggregate demand. Supply shifts are taken to be exogenously determined. 
Thus the increase in real agricultural output, in constant prices, is taken as a 

fraction of the previous year's real income. TFhe non-agricultural sector's ca
pacity is assumed to have grown at a constant rate, equal to 3 per cent of the 
previous year's national income over the period (this implies a 10 per cent 
annual increase in manufacturing capacity and a 5 per cent average increase in 
capacity in all other nonagricultural sectors). Given inflationary pressures, it 
is reasonable to assume that capacity was generally fully utilized. The change 
in imports was determined by the foreign trade regime, and is also linked to 
the previous year's national income. 

36. Monthly Bulletin, Central Bank, July-December 1960. 
37. InternationalLabour Review. Statistical Supplement, International Labour Organiza

tion. various issues. 
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Formally, 

Yt - Yt-I
Yt-I 

Mt- - M t-2Mt-2 (2) 
2 

Yt- Yt-II 
Yt-i 

Qt- Qt-1 Pt Pt-i(3-Q, 1 + 'ti 
at-1 Pt-I 

(3) 

Qt-Qt-i At-Atl Nt -Nt-i It-1-i( 

Qt-+ Qt-I Qt-I 

where Y is money income, M is the money supply, Q is the physical quantity 
of output evaluated at the previous year's prices, P is the price level, A is 
agricultural output in previous-year prices, N is non-agricultural output (equal 
to capacity) at previous-year prices, and I is imports. Changes in the money
supply and in the three right-hand variables of eq. (4) are taken as exogenous. 

Table 11-7 presents the results of the computation. As can be seen, fluctua
tions in agricultural output would have been very important in the early
1950's had their influence not been damped by TMO operations. In 1954 the 
reduction in agricultural outpUt was equal to over 10 per cent of 1953 nation
al income. Sales from TMO stocks in 1954 undoubtedly led to the smaller
than-predicted (26.9 per cent) increase in prices and the relatively small (8.9 
per cent) increase in the money supply, which served to damp inflationary 
pressures in 1955. It is interesting to note, however, that the combined 1954 
and 1955 predicted price increases were very close to the actuals: TMO 
operations evidently delayed inflation but did not suppress it for long. By and 
large, inflation wvs less than predicted in the period 1952-1954, and about 
equal to the predicted anount after 1955. (;iven the crude nature of the esti
mates, however, inferences must be drawn with care.' 

The role of SEIE1' credits in the period 1955 to 1958 stands out clearly via 
its influence on the money supply, and therefore on aggregate demand. Even 
if agricultural output had increased steadily at 5 per cent of national income 
-- a very high rate of increase -- there would have been considerable inflation
ary pressure: only in 1954 and 1957 would the situation have significantly 
improved on the assumptions underlying the model. 

It may be objected that one should use the change in the export surplus as 
an indicator of the foreign trade sector's contribution to excess demand. The 
reason for not doing so was that there is considerable evidence that the 
volume of exports was a result of demand pressures rather than a cause. That 

38. The same estimates were made with alternate lags in the money supply, but the 
results were essentially unaffected. 
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Table 11-7 
Predicted and actual inflation, 1952 to 1958 

(percentage of previous year's real national income) 

Demand InflationSupply Changes 
-Changes 

Agri- Non-Agri- Imports Total A't-I Esti- Actual 
Att- 2 matedculture culture 

(3) (5) (6) (7)(i) (2) 	 (4) 

3.0 	 9.2 12.0 6.81952 2.8 	 3.4 21.2 
-4.6 3.7 11.7 8.0 2.21953 5.3 3.0 

26.9 	 12.5
1954 	 -10.2 3.0 -0.9 -8.1 18.8 

7.6 	 1.31955 4.3 3.0 0.3 8.9 11.1 

3.0 	 6.7 21.3 23.31956 4.9 	 -1.2 28.0 
25.2 21.6-0.1 3.7 21.51957 0.8 3.0 

3.0 	 10.1 12.5 11.1
1958 7.8 	 -0.7 22.6 

Sources: 	 Agricultural output: from national income accounts, at constant prices, as 

given in Table 1-3. 
as a per cent of nationalNon-agricultural output: estimated capacity growth 


income.
 
Imports: Lira value of imports (as recorded at a con tant exchange rate) as a
 

per cent of previous year's national income.
 
in the money supply as given in Table I-5 betweenMoney income: the change 


t- I and t- 2 as a per cent of the money supply in t -2.
 

Estimated AP/P: column (5) minus column (4).
 
Actual price increase: percentage increase in Istanbul Chamber of Commerce
 

home goods price index, given in Table I-5.
 

is, exports appear to have been determined larg:o'y as a residual: given the 

part of that production relevel of domestic producti on, exports were the 

maining after domestic demand was satisfied. 39 

We ther,:fore conclude that fluctuations in agricultural production were 

fairly minor factor in leading to inflation. Ilowever, agriculturalthemselves a 

price supports and the ensuing credit creation were the major factors leading 

to increases in the money supply and initiating inflation. Inflation was there

after fed through SEE deficits, which led to further money supply increases. 
was theHence the proximate cause of the Turkish inflation in the 1950's 


behavior of the money supply.
 

39. See Chapter VII, below. 
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IM. Effects on trade and growth 

Interactionofforeign tradeand the domestic economy 

If the Turkish economy had been autarkic during the 1950's the Turkish 
inflation would still have resulted in some domestic economic dislocations. 
Conversely, if Turkey had not experienced inflationary pressures in the 
1950's she might nonetheless have had some balance-of-payments difficulties 
at the existing exchange rates even in the absence of foreign indebtedness. 

In fact, Turkey was dependent upon foreign trade for a wide variety of 
goods, and the misallocative effects of ;nflation were proximately felt 
through balance-of-payments difficulties and the consequent shrinkage of im
ports. While other factors might have led to some payments imbalance, their 
effects were completely swamped by the pressures of excess demand and 
inflation on the payments situation. 

Thus the domestic inflation had its most distortive effects via the asso
ciated decline in foreign trade. In this section, consideration is first given to 
the behavior of foreign exch',nge earnings and receipts, and the reasons for it. 
The effects on the domestic economy will be examined thereafter. 

Export earnings 

As seen in Table 1-6, Turkey's export earnings rose from S262 million in 
1950 to a peak of S396 million in 1953. Thereafter they declined until 1958,
with a minor interruption in 1957, when they were S249 million. Virtually 
every export category except tobacco shared in the decline, although there 
were sizeable year-to-year fluctuations in agricultural exports. As indicated 
above, the recorded decline in export earnings understates the decline in
official foreign exchange receipts, since many exports were made under bilat
eral debt repayment agreements, where part of the receipts were retained in 
the importing country for debt-repayment purposes.

The first task is to separate the decline in export earnings into that part
attributable to changes in international prices and attributablethe rFar: to
volume changes. With peak export earnings coming in 1Q53, many have natu
rally blamed the fall in export earnings on icinis-of-trade changes. 4 To

quantify tie relative importance of terms-of-trade and volume changes, de
tailed commodity trade statistics for the period 1€
9 53-to-I 958 were examined 
and three alternative computations were made. (I) If unit rices had re
mained at their 1953 levels, what would the value of exports have been given
actual export volumes? (2) Given unit prices prevailing in each year, what 

40. Hershlag, op. cit. (Note 4, Chap. 1), p. 180. 
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value would exports have had if Turkey's commodity-specific export volumes 
had remained at their 1953 levels'? (3) If Turkey had retained her share of 
each commodity-export market, what would the value of exports have been'? 
The first computation enables one to infer the degree to which changes in 
export earnings were attributable to volume changes. The second computa
tion permits all inference about the degree to which export prices declined. 4 

Thosr. two computations, contrasted with the actual level of exports, indicate 
the ielative importance of price and quantuom changes over the 1953-to-I 958 
period. The share calculations make it possible to estimate the way in which 
export earnings might have increased had Turkish trade and exchange rate 
policy allowed Turkey to maintain her share of each of her export miarkets.4 2 

Details of the computations are given in Appendix B. Table 11-8 summa
rizes the results. The decline in export earnings for recorded exports is more 
than accounted for by a reduction in export volumes. Some have claimed that 
the reduction in wheat exports accounts for this. lowever, inspection of the 
detailed conmodity figures in Table 1-3 indicates that reduced volumes of 
exports were the rule rather than the exception. Between I953 and 1958 
cotton exports fell 66 per cent in quantity ternis, chronie 24 i)er cent, copper 
29 per cent, wool 29 per cent, and so on. When it is recalled that the dollar 
prices of minor exports - not included in the compttations were more 
probably rising than falling, there was undoubtedly a significant decline in the 
volume of minor exports whose quanta were not individually reported.' - I lad 
Turkey maintained her share of export markets her export earnings would have 
increased 26 per cent, contrasted with an actual decline of 45 per cent. 

Thus there can be little doubt that the sharp reduction in export earnings 

Table 11-8
 
Decomposition of export earnings decline, 1953 to 1958 (millions of TL)
 

1953 1954 1955 1956 1957 1958
 

Actual exports 945 827 738 642 721 519 
Exports at 1953 prices 945 854 629 605 658 517 
Exports at 1953 volumes 945 1013 1112 979 972 945 
Exports at constant share 945 939 907 1070 1197 1192 

Source: Appendix B. 

41. 	 The fact that export prices were high due to bilateral debt-repayment agreements 
does not alter the validity of the tests, since focus is upon the reasons for the decline 
in recorded export earnings. 

42. Turkey's share of the world market is relatively low for most of her exported
commodities. See Chapter VII, below. 

43. See Chapter VII for estimates of the determinants of minor exports. 
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was attributable to reduced export volumes, and we must now consider the 
reasons for this. Several factors must be considered. First, the deteriorating
real EER for exports was undoubtedly an important factor, since the profita
bility of exporting was declining. -ven beyond that, however, domestic prices
were well above international prices, a phenomenon which had two effects:
(1) there was little incentive to export out of given volumes of production,
since the domestic market was attractive, and (2) foreign purchasers were
often unwilling to pay lurkish prices, especially when the registered export
prices were set above those prevailing in other countries, even when Turks
would have been willing to export at those prices. li addition, however, it islikely that there was a considerable volume of unrecorded or underrecorded 
exports, since foreign exchange canings could then profitably be sold on the 
black market at a higher E-R.

It has already been shown (Table 11-3) that the PLD-FE Rs declined sharply
for exports during the I 953 1958 period. hBy 1958, the moat favorable
import-exciange rate was virtually double that of traditional exports. Evi
dence on the responsiveness of exports to changes in the real excliange rate is 
given in ('hapter VII. 

The sharp declines in export PI_.--E Rs would by themselves have resulted 
in some diminution in export volumCs. lowever, the domestic prices ofexportable goods were generally well above the prices received for exports,
even taking export premia into accounit. Price quotations for selected corn
modities in 1957 are revealing. Prices received in the domestic who! -ale and 
export markets in Kuru3/kilogram were as follows:44 

Domestic Wholesale Export Ratio 
Wheat 44.0 23.8 1.85
Beans 205.2 47.2 4.34 
Hazelnuts 445.8 263.0 1.69
Figs 98.7 92.8 1.06
Raisins 172.9 105.5 1.64
Cotton 433.3 182.0 2.38 

Although the commodities may not be entirely homogeneous between domestic sales and exports, the price discrepancies are much larger than can be
accounted for by nonhomogeneity or quality variation. 

Thus there was little incentive for piivate traders to export at the pre
mium-inclusive exchange rates. Most exports that did occur were undertaken
by government agencies, usually with sizeable losses. In addition, the higher
prices received under both kinds of bilateral agreements may have made some 
exports privately profitable. In general, however, legal exportation was not 

44. Monthly Bulletin of Statistics, Ministry of Finance, January 1967. 
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profitable, and that factor undoubtedly explains the decline in recorded 
export earnings. 

Smuggling andfaked invoicing 

Virtually all commentators on Turkish economic conditions during the 
1950's cite the prevalence of a black market (in both internal and external 
transactions) as a characteristic of the period.4 s Many government actions 
were undertaken in an effort to control or reduce evasions of the regime. 
Those actions themselves attest to the incidence of extra-legal activities. Ef
forts to halt "switch" deals and to verify import prices have already been 
discussed. The declared purpose of the special tourist rate, introduced in 
1956, was to shift funds back into legal channels.4 

6 Some quotations of 
black-market rates are given by the Economist Intelligence Unit. These, and 
their r.-spective dates, were: 4 

September 1955 TL 12 =$ 1 
March 1956 TL 9.6 =$ I 
October 1956 TL 1I =$ I 
August 1957 TL 12.5 = $1 
May 1958 TL 17 = 51 

In interviews conducted in July 1971 businessmen were asked about condi
tions prior to the 1970 devaluation. Many cited 1969-1970 black-market 
exchange rates, but volunteered that they were far below the levels of the 
1950's, when the rate reached TL 25 to TL 30. The fact that memories of the 
1950's dwarfed those of a much more recent episode attests to the magnitude 
and extent of the black market in the mid-1950's. Whether a TL 25-30 rate 
was reached or not, a black-market rate of even TL 17 was six times the 
official rate and more than three times the highest ER. 

One metesuire of the extent of evasion, both for exports and for imports, is 
to compare Turkish trade statistics with those ot her major trading partners. 
Such a procedure does not pick tip those transactions unrecorded by both 
parties, such as the large livestock trade over Turkey's southeastern border. 
Moreover, it can at best provide only a partial insight into the possible order 

45. Aktan, op. cit. (Note 16, Chap. i), p. 36; Columbia School of Law, op. cit. 
(Note 14, Chap. I), p. 22;llershlag, op. cit. (Note 4, Chap. I), p. 147; FFYP, p. 19. 

46. EIU, op, cit. (Note 1,Chap. 11), No. 20, December 1956, p. 2. 
47.Ibid., No. 15, Sept. 1955, p. 2; ibid., No. 17, March 1956, p. I; ibid., No. 20, Dec. 

41956, p. 2;ibid., No. 23, August 1957, p. I;ibid., No. 26, May 1958, p. . 
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Table 11-9

Comparison of Turkey's trade .sth.' tics with those of her largest trading partners
 

ons of dollars) 

Exports Reporitd by: Imports Reported by: 

Turkey Trading Ratio Turkey Trading Ratio 
Partners Partners 

1954 244.2 312.0 0.783 338.2 355.4 0.952 
1955 214.7 247.0 0.869 337.1 400.8 0.841 
1956 220.7 246.3 0.896 268.8 347.5 0.773 
1957 265.7 270.2 0.983 304.2 369.5 0.823 

1958 182.0 201.3 0.904 238.7 330.1 0.723 
1959 252.2 29J.4 0.868 313.4 385.1 0.816 
1960 208.7 247.3 0.843 346.9 399.8 0.867 
1961 225.6 262.1 0.860 379.0 409.7 0.925 
1962 259.6 3084 0.841 444.7 431.5 1.032 

Note: Turkey's eight largest trading partners, in decreasing order of trade size,were: 
United States, United Kingdom, France. West Germany,Fast Germany, Italy, 
Czech oslovakia and Israel. 

Source: Data from Direclio, of International Trade, International Monetary Fund 
(Washington), various issu es. 

of the magnitude of evasiuns, so that the results must be interpreted with
4 8care. 

To estimate the extent of'false recording of merchandise trade, Turkey's 
recorded transactions with her eight largest trading partners (as reported by 
Turkey over the 1954-- 1962 period) were cross-tabilated against the trans
actions recorded by those trading partners. These eight accounted for over 75 
per cent of'Turkish recorded merchandise trade, and it is probable that most 
invoice faking took place in transactions with those countries. 4 '9 

Table 1-9 presents the computations. Turkish records of Turkey's exports 
f.o.b. are compared with her trading partners' records of imports c.i.f. from 
Turkey. Since there is normally a 10 per cent discreparcy between tie f.o.b. 
value of exports and the c.i.f. value of imports, it is to be expected that 

48. See Jagdish Iliagwati, "Fiscal Policies, the Faking of Foreign Trade Declarations, and 
the Balance of' Payments," reprinted in his Trade, Tariffs and Growth, Weidenfeld 
and Nicolson (London), 1969 for a full discussion of the merits and shortcomings of 
the procedure. lhagwati used Turkish data for 1960 and 1961 to estimate under
recording of trade. 

49. It is likely, however, that smuggling activities may have been sizeable with other 
countries. 
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Turkey's estimate of exports will be less than the partner countries' recorded 
imports. Tibe same procedure was followed with regard to Turkish import 
records. In that case Turkey's import statistics were compared with those of 
her trading partners' expoits. Tile a priori expectation is that Turkish imports 
would exceed recorded partner exports by about 10 per cent. 

Oil the export side, exports reported by Turkey f.o.b, were less in every 
year than the c.i.f. imports from Turkey reported by her eight largest trading 
partners. But the ratio is too high, especially in 1957 and 1958. This result may 
reflect the influence of "switch deals" or the incentive to over-invoice 
exports which were legally undertaken in order to obtain export premia.
However, in view of the fact that most exports were effected by government 
agencies, it is difficult to interpret the results."' 

The picture is strikingly different on the import side. Whereas Turkish 
records of imports should exceed the trading partners' exports by 10 per cent 
or more, imports recorded by Turkey were less than 85 per of thecent 
trading partners' reports in each year from 1955 to 1958. The fact that the 
ratio fa!ls off sharply in 1956- 1958, tie years of greatest foreign exchange 
shortage, increases the likelihood that the disparity in statistics reflects 
under-invoicing, since those were the years when black-market activities and 
premia were greatest, and licenses were issoed in value terms. 

An important question is how uder-invoicing of the niagnitude implied 
by the data in Table 11-9 was finalced. Somne Turks indicated in interviews 
that proceeds from smuggled exports were used. Another possibility, some
what less likely in view of Turkey's del, arrears, is that some under-invoiced 
imports were financed with suppliers' credits. Whatever financing was used, it 
seems clear that under-invoicing and/or illegal entry of imports assumed size
able importance in tie mid-19 50's. Although no har! '-vidence is available, it 
is probable that a high fraction of non-recorded imports w,me consumer goods
whose legal importation had virtually ceased and upon which premia were 
enormous. This factor should be borne in mind when evaluating the decline in 
recorded imports discussed below. 

Effects upon the domestic economy 

With declining export earnings and huge arrears in foreign indebtedness, 
the Turkish government sharply curtailed imports from 1953 onward. As 
seen in Table 1-6, Turkey's recorded imports increased from S252 million in 
1950 to $489 million in 1952 and then fell steadily to $284 million in 1958, 
representing a change from 9.5 to 2.5 per cent of current GNP' in six years.
Although import-substitution was taking place, partly as a matter of govern

50. Separate data for gove-nent and private exports are not available. 
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ment policy and partly as a result of the rising domestic prices of importedgoods, such a sharp drop in imports must, prima facie, have caused severe
domestic economic dislocations. 

In reviewing the events of the 19 50's, the SPO declared that: 
...because mone.v declined in value while the exchange rate was nevertheless maintained artificially at ahigh level,exports fell, imports increased, and tht resulting shortage of foreign exchange led to the imposition of physical controls an all foreigntrade. This situation gave rise to capital flight in addition to the instability and 
arbitrariness it introduced. 

'erha ps the worst Con(lsequence of inflation and controls was the disruption of theprice niechanism and tile dis:ppearance ofi (rlnalmarkets. As a result, the economywas strangled by a very unproductive regulatory system on the one hand, while, onthe otlier, there developed a misallocation of resources whose harmful effects are felteven today... 'roduction was interrupted as a result of bottlenecks and, what wasworse, investments were channelled to fields which were unproductive for the eco
norny as a whole. 5 I 

Virtually all coimnentators describe the economic situation in the 1955to-1958 period as one of "very severe economic and social disruptions, ',52pernanent crisis, ' and "grave internal and external difficu ies." Little
hard evidence is available with which to quantify the degree of dislocation inthe domestic economy. Moreover, it is difficult if not impossible to disentan
gle the direct effects of inflation from the indirect effects associated with the
 
declining flow of imports.
 

It is clear that GNP growth declined markedly front 
 the rate of the early
19 50's (see Table 1-1). Ilowever, the high early-fiftics growth rate was at least
partially . tribUtable to the once-and-for-all opportunity to increase agricul
tural output through extensive investment. Growth in agriculture based onconversion of additional land to crops could not have been sustained evenunder ideal economic policies and was Undesirable in any event. 5 

The years of slowest growth were from 1959 to 1961 . It is tempting toconclude that the slow growth of tlose years was part of the cost of inflation 
and balance-of-paynients difficulties e.:lier in the 1950's, atid there is undoubtedly an element of truth in that conclusion. But the recession of
1960-1962 was in large part attributable to other factors, as will be seen in 
Chapter IV. 

51. IbYP, op. cit. (Note 20, Chap. I), p. 22. 
52. Columbia School of Law,op. cit. (Note 14, Chap. I), p. 28. 
53.Ibid., p.IN. 
54. OEUC, irkel. / 959, op. cit. (Note 32, Chap. 1), p. 5.
55. Ilirsch and Ilirscl:, op. cit. (Note 23), believe that the conversion of pastureland toselected cropland was followed immediately by a sharp reduction in livestock output, a computation not included in the national income accounts. If that is so,official figures overstate the real rates of growth for the period 1950 to 1956. 
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Even if the poor performance of the Turkish economy in the 1958-to
1962 period could be blamed on earlier economic policies, there are many 
Turks who believe that the excess demand conditions of the mid-1950's, 
roupled with import shortages, provided an atmosphere in which domestic 
entrepreneurship could develop. They point to the establishment of many 
small firms in a variety of import-substitution lines, some of which survived 
the ersuing Stabilization Program. Evidence is not available to evaluate the 
overall costs and benefits of tile economic policies of the mid-1950's. Several 
side effects of the payments regime and consequent import shortage can be 
mentiont], however. 

Perhaps most impoitant is the fact that real investment declined and that 
investment in plant and equipment suffered relative to construction invest
ment. There is also some evidence that many firms were unable to operate 
near full capacity due to a shortage of imported intermediate goods. We 
consider each of these effects in turn. 

Import behavior anid real invw.-Imelnt. All categories of goods shared in 
the decline in imports from 1953 -to 1958, although consumption goods and 
construction materials imports declined proportionately more than the other 
two categories. 5 6 In the case of consumer goods, it is probable that a large 
part if not all of the decline was offset by increased smuggling and perhaps 
some under-invoicing of imports. Snuggling of consumer goods is generally 
easier than thk.t of other categories bcause (I) they can be brought in as 
personal property, (2) they are gener,))y relatively small, high-value items, 
and (3) resale of small quantities is com'paratively easy. 

The decline in raw material imports un' oubtediy affected capacity utiliza
tion, as will be secn bilow. But declining imp.nrts of investment goods had a 
pronounted impacL 0, Ohe level and composition of real investment. Ta
ble 1-1 0 provides t,timnes of -ross domestic capital formation and its com
position for the 11.53-1958 period. Tile first row gives the c.i.f. value af 
constructio nm-i teri_ls in each year and the second row gives the landed cost 
of those fivi'%rts. The increase in EERs for imports cai, be seen by inspection 
of the radio of c.i.f. costs to domestic value of imtports:"' Although imports 

56. 'he doll-r valut. om)report, - each end-usc category was (millions of dollars): 

1953 1958
 
(.' itruction materials 85 27
 
Machinery and equipment 192 109
 
Consumption goods 105 38
 
Raw materials 150 140
 

Sburce: Ayhk Blten, Cetntral Bank, w.±,tious issues.
 
57. 	Landed cost inclu es the rI. paid to the Central Barik to finance the import, duties 

and surcharges, and costb o.f unloading th( goods. Domestic valt ;s equal to landed 
cost plus wholes-alers' mark-up on the goods. 
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Tablh, 11-10Investment composition and import content of investment, 1953 to 1958 

1953 1954 1955 1956 1957 1958 

A. (millions of TL - current prices) 

Construction investment 
Construction materials imports, c.i.f. 210 180 223 134 112 94Domestic value of imports 336 310 456 268 324 261Domestic materials 355 369 456 633 800 1289Domestic value added 796 1019 1258 1412 1800 2074Total construction investment 1487 1698 2170 2312 2923 3624 

Machiner, and cquipment itn,estment
Imports, ci.f. 425 390 420 376 249 369Domestic value of imports 569 560 696 721 628 894Domestic goods 86 100 115 193 276 441Total machinery and equipment investment 655 660 811 914 903 1335 

Total investment: 2142 2358 2982 3226 382"/ 4960 

I1.
(percentages) 
Composition of total investment 

Construction 69 72 72/3 76 73Machinery and equipment 31 28 27 28 24 27 
Imports (domestic rahe) to investment in

Construction 23 18 21 12 11 7Machinery and equipment 87 85 86 79 70 67 

Source: Kenan Gilrtan, Yattron Ilesaplarmnin TeMit re Tashihine Aliteallik Prcjr
(,'ahmalarillakknda A.oor, State Planning Organization (mimeograph), 196-. 

of construction materials declined sharply, the value of domestic materialsused inconstruction tripled between 1953 and 1958. The data are in current
prices, but impor!s represented 22.6 per cent of the value of construction 
investment in 1953 and fell to 7.2 per cent in 1958. The construction materials industry was already well established in Turkey in 1953, and large in
creases in output of cement, bricks and other building materials enabled the
continued growth of constrtmction in the 1953- 1958 period.


Imports of machinery and 
 equipment, by contrast, represented 86.8 per
cent of the value of machinery and equipment invesiment i:i 1953. Turkeywas virtually entirely dependent upon imported machinery, as tl'e domestic 
goods could not have accounted for much more than transport a.Id installa
tion. Despite the sharp decline in imports, the imported component of ma
chinery and equipment fell only to 67 per cent in 1958.

No official data are available providing a breakdown of investment in 
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Table I!-11 
Estimates of real investment, 1953 to 1958 (millions of TL) 

1953 1954 1955 1956 1957 1958
 

Construction investment 655 660 811 914 903 1335 

Implicit deflator 0.698 0.595 0.538 0.433 0.360 0.297 
Construction investment 

at constant prices 457 393 436 396 325 397 

Machinery iivestnent 1487 1698 2170 2312 2923 3624 

Implicit deflator 0.853 0.768 0.648 0.564 0.516 0.454 

Machinery investment 
at constant prices 1268 1304 1406 1304 1508 1645 

Total investment (1948 
prices) 1725 1697 1842 1700 1833 2042 

Notes: a) For the construction investment deflator, the implicit deflator tor the con
struction sector of the national income accounts was used. 
b) For the machinery and investment deflator, the domestic component was 

deflated by the implicit deflator for manufacturing in the national income 
accounts. The imported conep tieliwas deflated by lhc implicit I-I.Rs given 
in Giirtan's data for machinery and e(JuipmeI1 , reported itAppelndi\ A. 

Sources: Current price investment data, Tabl 11-110. Implicid tlflh.im,, Anatonal hicome 

Total l'xpenditure and nircstment oj Turket', l3S, /9.1H 19)9, Pub. No. 
607, SIS (Ankara), 1970, Table I. 

constant prices. To estimate the effects of the decline in imports, tile machin
ery and construction investment data g~ven in Table 11-10 were deflated by 
components by the author, using methods indicated in the notes to Table ii
11. According to those estimates, real investment in construction increased 
by 30 per cent between 1953 and 1958, while real investment in machinery 

and equipment fell by 13 per cent, and total real investment increased as the 
share of construction in total investment rose. 

It may be argued that real inveslment fell from 1953 to 1958 and that 
declining imports were a result of that decline. The contrary conclusion is 
suggested by the following considerations: (1)real construction investment 
rose; (2) there was considerable excess demand and investment was extremely 
profitable; (3) the absolute level - not just the share- of real investment in 
machinery and equipment declined; (4) the domestic price of machinery and 
equipment rose 135 per cent while that of new construction rose 85 per cent; 

and (5) after the Stabilization Program the share of imports inmachinery and 
equipment rose again to 78 per cent in 1960, whereas the share of imports in 

construction never again rose above I1 per cent. These facts are al consistent 
with the interpretation that import-substituting production was much more 
difficult to achieve in machinery and equipment than in construction mate
rials, so that the lack of imports led to a decline in real investment in plant 
and equipment. 

http:tlflh.im
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Excess capacity. Excess capacity due to a shortage of imports was report.ed to be widespread as early as 1954.5 As the decline in imports continued,
various types of dislocation of economic activity undoubtedly resulted. As
described by the Economist Intelligence Unit, 

...There has been no rise in tie montily import bill and shortages are now veryserious. Stocks of many raw materials are non-existent and tnany conce'-ns workshort-time, with periodic complete shutdowns. Very few plants are working at fullcapacity - a fact wiici helps to set the factory expansion programme in its true 
perspective...

5 9 

It is impossible to estimate the degree to which productive capacity wasunderutilized. As indicated above, price-control laws were in effect, and the 
consequent blacl,-market evasions led to failure to report actual production
levels in the private sector. A few concrete examples of underutilization callbe cited, but there is no indication as to how representative these examples 
are. 

It seems fairly clear that the mining sector was particularly affected by a
lack of spare parts and transport. As reported by the EIU, 

Chrome ore production, particularly by the private mines, which in recent years wereresponile for about three-qa rters of" total output, is being checked by insufficient
minin, eq Jipment and inadequate transport facilities...
 

This is in line witi tie proposal put forward earlier this year by U.S 
 firms, whichoffereoI :' buy 810.000 tons of' chrome ore over a five-year period. It was reportedtlha t t ese firmhs were prcpared to pay tor part of the ore deliveries in advance and toproviuc lorries and lyres, which are in) very short supply to inove thein to the ports.This proposal was rejected by the Turkish aitlhtorit,, because they feared that it
might enconrage black-market transactions..... 

Earlier, deliveries tunder existing contracts had not been met "because short
ages of spares and lyres for transport trucks meant that supplies of ore could
 
not be moved to Lhr Ports.", 6 1
 

The number of trucks 
 in use rose only 5 per cent between 1955With a 28 per cent increase in the level of economic activity 
and1958.62 

over the
period, an increasing average age of the vehicles and some strains in thetransport sector undoubtedly resulted. The volume of imported tires reported
in the official trade statistics certainly declined drastically - from 10.14
thousand metric tons in 1954 to 7.79 thousand metric tons in 1957 and 5.37thousand metric tons in 1958.63 Since Turkey had no domestic production 
58. EIU, op. cit. (Note I, Chap. II), No. 12, January 1955, p. 10. 
59. Ibid., No. 24, November 1957, p. 7. 
60. Ibid., No. 19, August 1956, p. 8.
61.Ibid., No. 18, May 1958, pp. 1-12.
62. Econonic Dcv !lopments in the Middle East 1958-1959, United Nations, Department

of Econom ic and Social Affairs (New York), 1960, p. 87.
63. Yearboo'. of International Trade Statistics, United Nations, various issues. 
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capacity at that time, the shrinkage in imports in the face of increasing 
demand undoubtedly did cause difficulties. 

Beyond this scattered and impressionistic evidence, it is difficult to esti
mate the extent to which excess and underutilized capacity resulted from 
import shrinkage during the 1955-to-1958 period. Two things however seem 
certain: (I) by mid-1958 government authorities believed that import short
ages were seriously impairing both the level of economic activity and their 
ability to continue their investment programs; and (2) further cuts in imports 
would have been necessary (given the government's inability to borrow fur
tier) had action not been taken. Additional reductions in imports, or even 
continuing imports at the 1958 level, would undoubtedly have had a prc. 
nounced negative effect on the level of economic activity. Thus we tun to 
consideration of tile Stabilization Program introducer in August 1958. 



CHAPTER III 

The stabilization program 

I. Introduction 

On August 8, 1958 the Turkish government announced a series of sweeping 
changes in virtually every aspect of the foreign trade regime and in many 
aspects of domestic economic policy. Consideration is given in this chapter to 
the political and economic factors that led to the decision to change and the 
nature of the changes. In Chapter IV the effects of the program are analyzed. 

Some preliminary background is required on political developments prior 
to 1958. The economic developmriits of the mid-1950's, reviewed in the last 
chapter, had political ramifications long before 1958, and earlier political 
developments were important in the evolution of the Stabilization 'rogram. 

It seems fairly clear that the Menderes government enjoyed strong political 
support for its policies in the early 1950's. The Democratic Party was re
turned to power in tileelection of 1954 with 57.6 per cent of the popular 
vote, compared to the 52.9 per cent it had received in the 1950 elections. The 
first signs of unres, came in the fall of 1955. l)espite the fact that the 
Menderes government had earlier appeared fairly strongly entrenched, revolt 
broke out within Menderes' owii party, with ten prominent members of 
Parliament resigning from the party and joining the opposition. Consequent
ly, the entire cabinet resigned; but the Prime Minister formed a new govern
ment, the key change being the appointment of a new Finance Minister. Most 
contemporary observers cited the government's economic policies as the basic 
cause of the unrest.' 

There apparently was - '.siderable discussion within the administration 
in late 1955 and early 195t, as to the policy changes which should be made. 
Notwithstanding a speech by the Prime Minister in December 1955 when he 
declared that "...we shall never consider any change in the value of our 
money despite all sorts of propaganda to the contrary... ' ' 2 there was evident

1.Eleanor Bisbee, "About-Face in Turkey," Foreign Policy Bulletin, April 15,1956, 
pp. 113-4. 

2.Cited by llcrshlag, op. cit. (Note 4, Chap. 1), p. 145, taken from PrimeMinister's 
Speech on Government Programme, Anatollan Agency (Ankara), December 24, 1955, 
pp. 13-14. 
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ly a serious devaluation plan under consideration. Several government offi
cials interviewed in the 1960's recalled that a devaluation plan was prepared 
and ready for adoption, with a new exchange rate of TL 6 to the dollar, when 
opposition to the program emerged from within the Cabinet. 

A series of changes was finally made in 1956. These included: (1) the 
special TL 5.25 and 5.75 rates for tourist and other current account transac
tions; (2) the price control law; (3) increased export premia; (4) ceilings on 
commercial bank credits; and (5) an increase in the Central Bank discount 
rate to 6 per cent, contrasted with a rate of inflation well in excess of 10 per 
cent. 

These measures appear to have had some effect during 1956. The black
market rate for the lira declined slightly, the trade balance improved some
what in the second and third quarters of 1956, and the Central Bank's net 
foreign exchange deficit was somewhat reduced. The wholesale price index 
actually declined 6 per cent (part of which was a normal seasonal pattern) 
between the second and third quarters of' 1956, and there is some evidence 

that the level of economic activity was somewhat depressed du:ing that pe
riod. Electricity production declined from a monthly average of 131 million 

kilowatt hours in the first quarter of 1956 to 123 and 124 million in the 
second and third quarters, respectively. Even the production of cement, one 
of the most rapidly growing industries during the !950's, declined by 10 per 
cent between the second and third quarters, despite a normal seasonal trend 
to the contrary. 

The effects were short-lived, as evasion of the price-control law by the 
private sector, increases in the money supply resultinb from increased SEE 
deficits, and abandonment of commercial credit ceilings soon transpired. 

Political disaffection was evidently mounting by 1957 and elections were 
scheduled. Despite increasingly restrictive curbs on opposition political activi
ty 3 and large increases in expenditures designed to woo the elcctorate, 4 the 
Democratic Party's share of the popular vote fell to 47.9 per cent. The Party 
nevertheless won 424 out of 610 seats in Parliameit, as changes favoring the 
Democralic Party had been made in the electoral laws.' Once the elections 
were over the regime continued its ad hoc efforts to meet the foreign ex
change shortage and inflationary financing of the SEEs continued. 

3.Weikcr, op. cit. (Note 13. Chap. I), p. 11. 
4.Columbia School of Law, op. cit. (Noie 14, Chap. 1), p. 22. 
5. Nurl Eren, Turkey Today and Tomorrow, Praeger (New York), 1963, p.37. 
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II. The de alaation decision 

Given inflation, import shortages, retarded economic growth, a flourishingblack market, multiple exchange ratet and constant arrears in foreign indebtedness, there can be little doubt as to the economic rationale for theTurkish devaluation decision. IIowcvei, all those phenomena were presentfrom at least 1953 onward. Inflationai'y pressure grew after 1955, but it isdifficult to argue that the underlying economic diffictilties caused by inflation and overv:alation were niore massive in 1958 than in 1956 except in thesense that those difficulties htad continued longer. Then too, the import curtailment tf157 1958 may have iade those difficulties more visible than
they were earlier. 

It seems clear that Turkey delayed the devaluation decision long past the
point where mtost other goveritnents would have taken action. When devalua
tion did occur, Pie !:co/unist conmmented 

...
Few coun tries have pt ff inevitable devaluation longer or with greatei damage totheir econoilies than Turkey. For at least ten years the Turkish lira has bvzn artificially valtued it its parity ol TI.2.801 to the dollar. Since 1953 the effecth of thisovervaluaion on the balance of payments have been partly but quite inadequatelycushioned by a clilhersiille systerl of differential slircharges on imports oinld sLb
siCties ont Cxp rl,s...6 

Thus while it is strtightforward to analyze the underlying economic reasonsfor devaluationl, it is ntuch less easy to determine the causes of the timing ofdevaluation or tie factors that weighed in the decision. At least three separatefactors tndoubltdly ontributed to it: ( I ) the apparetl] disruption of domestic economic activity, (2) domestic peitical dissatisfaction, and (3) pressureby foreign creditors and donors. We consider each of these in turn. 

Disnipthom if"conomticactivitY 

Enough was said ill Chapter !1to indicate that the payments situation andinflation had damaging effects upon the Turkish economy as early as 1954.Import stringency hecame asso severe time went on that capital goods,

imported earlier, were left idle. [ren, for example, reported that:
 

Within ten 'ears, the Turks pltnged ftroi an unequalled at'fhence to anit nexpectedscarcity. I Cvuitoftee,ratioied btii available (htring the war, disappeared toitally... Flecelmnlut litier itid steel for ferroconcrete were everywhere.iThe horns of trucks andtractors broke iieinmeo rial silence of the Anatolian plateau. Itut the sugar plantin Erzurunt starved for beets, tite cement factory in Sivas was witltout coal, and the 

6. The Economist, August 9, 1958, p. 468. 
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thousands of tractor owners in Adana and in Izmir scrambled in the black market for 
spark plugs and batteries... ? 

Export earnings in the first two quarters of 1958 were 40 per cent below 
the corresponding level in 1957. By Jure 1958, with foreign exchange earn
ings declining, no available sources of credit and mounting arrears, import 
licensing ceased. It must have been evident that the situation could not con
tinue without some sort of change. 

An important question is the diagnosis of ills made by the Turkish leader
ship. There are two possibilities. These gentlemen may have concluded that 

import shortages were retarding growth and were source of the problem.tile 


Alternatively they may have become convinced that past economic policies, 
including expenditure, finance and foreigl trade issues, were ill-advised. 

If the first interpretation is correct, additional imports were deemed the 
sole requirement for eliminatinig difficulties and the government would have 

adopted the Stabilization Program in order to obtain additional badly needed 

foreign credits. On the ..cond view, tie 1958 Program was adopted in the 

belief that the entire set of policy changes was necessary fCr Turkey's future 

sound development. 
The question of which interpretation is correct is important in analyzing 

the course of events after August 1958. Unfortunately, no clear-cut evidence 

is available. Dr. Sturc, who was an active participant in the discussion prior to 

August 1958, clearly believes that the Turkish leaders were convinced of the 

desirability of both devaluation and slabilization. If they did believe stabili

zation to be an essential part of the prograin, the secondi interpretation is 

valid. Others,9 however, take the view that the Prime Minister and his cabinet 

reluctantly accepted the stablization coinonents of the program as a neces

sary cost of receiving foreign credits. 
It seems clear that t!ie regime at least recognized that failure to take action 

would entail further reductions in imports and regarded the probable eco

nomic and political costs of such reductions as prohibitive. As such, the 

economic dislocation and unavailability of additional foreign financing with

out government action were necessary conditions for the alOption of tile 

Stabilization Program. Whether the government initially believed that the 

stabilization aspects of the Program were desirable will be considered in 
Chapter IV. 

7. Eren, op. cit. (Note 5), p. 50. 
8. Ernest Sturc, "Stabilization Policies: Experience of Some European Countries in the
 

1950's," InternationalMonetary,Fund Staff Papers. July 1968, p. 207.
 
9. Edwin J.Colin, Turkish Economic, Social, and Political Change,Praeger (New York),
 

1970, p. 24.
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Politicaldisaffection 

There appears to be little doubt that large segments of the Turkish population were adversely affected by inflation and import shortages by 1957- 1958,
and were unhappy with the Menderes government. Although all commenta 
tors agree that political discontent had its origins in the administration's 
economic policies, n they are not unanimous in their diagnosis as to tile 
aspects of those policies upon which criticism focused. The diagnoses are not 
mutually inconsistent, however. According to Simpson, 

There is considerable political unrest in Turkey today, and most of it is directly
traceable to tie government's economic policies. Critics of the Democratic partyargue tha! the major evil is "planlesness." This point is in many respects well taken.It is a fact that the government has never pubilished a plan or even an outline givingthe impression that an orderly, balanced development of the country and its resources was under way. As a result, there are cases of waste, duplication and the
misuses of' funds, resources and nanpover. Moreover, a sizeable number of Turkishindustrial projects have been undertaken, not for their own intrinsic soundness, but
for the political advantages to he gained... 11 

Contemporary foreign observers agreed that economic conditions were at 
the heart of political difficulties, but placed the discontent as originating 
more front other aspects of the economic situation. 

The biggest practical stick with which the opposition can belabor the government isthe serious economic condition in that country...The cost of living is rising and 
supply shortages are acute...coffee is nonexistent... 12 

Sturc's analysis is somewhat more subtle, and perhaps more plausible. He 
argues that 

It was only late in 1957 that increasing resistmce to government policy became
noticeable. The Government had lost the support of some intellectuals as early as1954, and it lost more after it had abandoned an abortive stabilization attempt in1956. The Government believed, however, that the changed attitude of the intellec
tuals was caused mainly by their dislike of certain noneconomic aspects of its program...The Government overlooked the fact that the intelligentsia came to the conclusion tlhal the sacrifices demanded of it were not yielding the expected benefits tothe nation as a whole.... The Government later found that, when the external supply
of capital goods on credit also diminished, it could still proceed albeit temporarily,
with infrastructure development projects, such as village water wells, irrigation sys

10. Another factor leading to discontent was tl;e increasingly repressive political meas
ures taken by the government. See Nuri Eren, "Turkey: Problems, Policies, Parties,"
ForeignAffairs, October 1961, p. 97. 

II. Dwight Simpson, "Turkey: Problems and Prospects," Foreign Polie)' Bulletin, June i,
1958,p. 142. 

12. The Econonmist, April 19, 1958, p. 223. 
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tems, roads, power dams, with the existing machinery. (It used military trucks and 
bulldozers when civilian equipment wore out.) Construction thus progressed: there 
were new roads, new dams, and new harbors, but no new vehicles on the roads. 
Industrial consumer goods, based upon imported raw materials, also disappeared 
from the market, and prices began to rise sharply. It was only when this stage was 
;-ached that the Government came to accept the need for a stabilization policy... 13 

' lmany regards, Sturc's analysis seems more appropriate tian that of 
those who argue that political disaffection caused the administration's 
changes in policy. On his interpretation, dissatisfaction with existing econom
ic policies made devalnation appear a viable alternative since there would be 
little opposition to it. Civil servants' salaries were virtually unchanged between 
1954 and 1959. The deterioration in their real income surely led many wit bin 
the government to react against inflation. But tha t would not have been 
sufficient to bring about changes in the thinking of the political leadership. 
The Menderes government was, after all, reelected in i957; under the Consti
tution, it had until 1961 before it would face the electorate again. Moreover, 
despite the smaller plurality received by the Democratic Party ii 1957 than in 
earlier elections, the regime was firmly in power. 

Role of foreign lenders 

As evidenced by the amount of foreign assistance forthcoming in ,ugust 
1958, the major foreign lenders and interi tional organizations clearly sup
ported the Stabilization Program enthusiastically. Devaluation had been urged 
upon the Turks from at least 1953 onwards, but the 

Government did not heed the advice from successive 11F missions and from OEC 
and the International Bank for Reconstruction and )evehoplloent that, in order to 
attain its objectives, it must reform internal pcIic~es and adjust its trade and pay
ments system so that exports could move again and oreign suppliers wotld be forced 
by a more liberal import licensing policy to compete for the Turkishi mirkel. 14 

The fact that foreign governments urged devaluation as early as 1953 raises 
the question of why they should have been successful in 1958 and not in 
earlier years. 

Foreign governments and international organizations had two related in
fluences on Turkish econonlic policy in the mid-1950's: (I) some believe that 
had foreign credits not been forthcoming in the early and mid-1950's the 
devaluation decision would, of necessity, have been undertaken much earlier; 
(2) there is some support for the view that the regime finally decided to 

13. Sturc, op. cit. (Note 8), p. 207. 
14. Ibid. 
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adopt the Stabilization Program only when it was realized that no additional 
foreign credits would be received without such action. 

Role of donorsin perpetuatingovervahation. Perhaps the most forceful 
statement of the view that creditor countries were largely to blame for perpetuating the imbalance is that of the authors of the Columbia School of Law 
study: 

Although it is true that the international development financing has been a crucialfactor in making possible the investments of the thepast decade and increases in
income to which they have given rise, it is also true that the Turkish inflationary
crisis could not have been prolonged for a period of almost eight years without anycorrective measures being taken, had it not been for the lack of coordination of the 
lending policies of the Western countries. 1s 

While the availability of foreign credits certainly enabled the government to
continue its policies at lower cost than would otherwise have been possible, it
is difficult to see what action foreign crediors and donor countries could
have taken that might have led to an earlier decision. The World Bank Mission 
to Turkey, for example, tried to discuss the inflation with tile government in
1954 and refused to grant credits requested. The governencnt's response was 
to request the termination of the Mission in Turkey on t1w grounds that the
loan had not been granted and that the Mission had interfered in domestic
affairs (by mentioning the inflationary threat) 1 Even if all Western coun
tries and international organizations had withdrawn all support from Turkey
it is questionable wlcther action would have been taken mtuch sooner. First,
the Turks could have resorted to bilateral payments agreements and other 
arrangements with Lastern European countries even more than they did.
Second, the administration was certainly not reluctant to accumulate arrears
in indebtedness, so it would have required not only cessation of official
lending, but the Western governnLrnts' imposition of restrictions upon the
private transactions of their own firms to prevent the use of suppliers' credits.
Even then Turkey might have made fewer payments on arrears had new
suppliers' credits been cut off. Third and perhaps most convincing, the re
gime's demonstrated lack of concern about the consequences of its economic
policies is virtually proof that total cessation notof foreign credits would 
have resulted in a rapid change in outlook and behavior. 

Of course the subject of what would have happened had there been no
international development financing can only be conjectural. At most, how
ever, continuing foreign credits were one additional factor at the margin en

15. Columbia School of Law, op. cit. (Note 14, Chap. 1), p. 164. The authors of the 
study were Osman Okyar and Cihat iren. 

16. Ibid., p. 16. 
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abling Turkish economic policies to continue. The Turkish disregard for the 
views of creditor countries seems striking, and it is doubtful whether anything 
short of really extreme measures would have influenced Turkish policy. 

Expectations of additionalaidand donor pressures, It appears tlkt until 
some time in 1957 or early 1958 the governing body continued to believe 
that additional foreign credits would be received if the situation became 
sufficiently desperate. One factor leading to the adoption of the Stabilization 
Program in 1958 was probably a reversal of that belief. 

From 1955 onward the United States, the source of virtually all aid to 
Turkey before 1955, became increasingly reluctant to extend additional 
credits. The Turks sent several delegations to Washington and sought general
ly to secure a large American loan of S00 million. The American government 
did not act on repeated requests.' 7 

Actual American aid disbursements exclusive of PL 480 shipments were 
$68 million, $84 million and $39 million, respectively, in the years .956, 
1957 and 1958. Given the lag between authorization and disbursements (and 
the large American loan of August 1958), the~e figures suggest that American 
support was indeed withheld or diminished in 1956 and 1957. 

There were undoubtedly political and military factors influencing aid to 
Turkey. Early in 1958 the Turkish administration sent a delegation to 
Moscow with the reported purpose of obtaining Soviet aid. Whether or not 
this was an attempt to obtain aid from the Western powers cannot be judged. 
It was subsequently announced that the Moscow negotiations had broken 
down. The Economist concluded: 

...They (the Turks) may be beginning to realize that if they do not put their house in 
order, they may not get it (aid)... 18 

In July 1958 there was a revolution in Iraq. The pro-Western government was 
ousted and Iraq withdrew from the Central Treaty Organization. To what 
extent the resulting increased military and political importance attached to 
Turkey influenced the aid forthcoming in August 1958 is an open ques
tion.' 9 Negotiations with respect to the Stabilization Program were undoubt
edly proceeding prior to tile Iraqi revolution. The fact remains that tile Stabi
lization Program was announced within several weeks of the Baghdad coup. 

As explained by the authors of the Columbia School of Law Study, 

...the situation from the point of view of external financing became desperate after 
1954...Short term measures of a stop gap nature were resorted to such as the effort 
to persuade the United States Government finally to agree to the demand for a large 

17. Simpson, op. cit. (Note l1), p. 143. 
18. Columbia School of Law, op. cit. (Note 14, Chap. 1), pp. 23-4. 
19. The Econonist, April 19, 1958, p. 152. 
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loan; efforts to obtain more bilateral credits frovi European countries, especially
from Germany; effecting imports on credit arrangements; making severe cuts inimports of consumer goods and raw materials; and the piling op of new commercial 
,arrears by delaying payment on current imports. These were essentially stop gapmeasures intended t) make it possible to go along a little bitfrther with tihe policies
of expansion and intlation while hoping for something to turn up. Tht tovernment
probably did not lose hope for a large tUnitcd States loan without conditions until 
very late, only during 1957-58. Import cuts, severe inflation at home and the price
control system in trodtma.ed in June 1956 and later chantged several times were causingsevere disruption in the whole ecoionly. l)evalualion and ,Ilattempt at stabilization 
had finally to be carried oit in August 1958 wrhen the (;ovcrnment realized that itcould not continue to meet its moist essential comnitmnents and that large scale aid
would definitely not be fortlhcoming witholt coinditions 2 

The appropriate evaluation is probably that two precomditions had to be 
met before the regime would consider filadoptiott of the Slabihz.ation Pro
gram: (I) the government could tiot obtain further credits without condi
tions; and (2) the high amd rising ecolotmic costs of import shortages had to 
have become hghly visible atnd increasitgly politically tlnpoputllar. II is unlike
ly that the Stabilization Program would have been tdopted even then had it 
not been for the willingness of foreigners anid international agencies to extend
credit continge-t upon the acceptance of (lte Stabilization Program. Whether 
the government believed that entire program'ie was desirable or only half
heartedly accepted it remains in open question. 

III. Compolent.; of tileI iprogramn 

On August 3, 1958 a decree was issued declaring that: (1) the foreign trade 
regime would be changed; and (2) no international transactions would be
permitted until new regulations were promulgated. Ilence except for a few 
tourist transactions all international financial dealings between Turkey and
the rest of the world ceased. Import licenses were not again issued until the 
announcement of the First Import Prograt at the end of Septcler; and new 
export regulations were tiot issued until early October. The initial impact of
the change, therefore, was virtually acomplete suspetnsion of foreign Irade. 

The componenls of' the programi etnerged over Ile next several months. 
There were essentially seven parts: (I) ithe ,h'flt- excltge rates were 
altered and largely unified; (2) 'lurkisit externtal debt was coitsolidated and 
rescheduled and Turkey agreed tiot Itouse suppliers'-credit financing; (3)
Turkey received massive credits from internatiotal lenders; (4) a ceiling was 
imposed upon Central Bank and commercial bank credits atid upon govern

20. Columbia School of Law, op. cit. (Note 14, Chap. 1), p. 20. 

http:trodtma.ed
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ment budgets; (5) the import regime was substantially liberalized; (6) the 
export 'regime was altered; and (7) SEE prices were raised and price controls 
were removed. 

The first five parts of the package were announced in August 1958, al
though debt consolidation and rescheduling was not completed for some 
time. The export and import regimes were gradually liberalized over the 
succeeding two years; and SEE prices were finally raised in May 1959. We 
discuss each of these measures in turn. 

(1) The de facto exchange rate 

Turkey did not alter the official parity in August 1958. Records of inter
netional transactions were kept on the basis of the TL 2.80-per-dollar 
exchange rate until August 1960.21 As of August 1958, however, an exchange 
tax of TL 6.22 per dollar was imposed on all imports, invisible expenditures, 
and capital transactions. 2 2 Tariffs were applied on the basis of the TL 9.02 rate, 
thus making the devaluation complete, de facto, on the purchase of foreign 
exchange. For foreign exchange earnings, a premium of TL 6.20 per dullar 
was set for all invisible. capital transactions, and exports other than those 
indicated below. 

Chrome, copper, tobacco and opium exports, which were subject to the 
TL 2.80 exchange rate until the moment of devaluation, were granted an ex
change premium of TL 2.10 per dollar, thus making the EER for those exports 
- almost half the total value of exports in earlier years - TL 4.90. Dried 
fruits (figs, hazelnuts and raisins), which had received premia varying from TL 
0.70 to TL 2.38 per dollar, were accorded a uniform premium of TL 2.80 per 
dollar. Thus while the exchange rate was unified completely for foreign ex
change expenditures, the structure of premia on the foreign exchange earn
ings side was simplified considerably but was not immediately unified. 

Over the next eighteen months the premia on exports initially receiving 
less than TL 9 per dollar were gradually raised: chrome was accorded the TL 
9 rate in May 1959. The premia on exports of copper, raisins, figs and 
hazelnuts were subsequently increased, so that by November 1959 only tobac
co and opium were subject to a lower rate. The EER for these commodities 
was increased to TL 5.60. Thus by the fall of 1959 only two export rates 

21. 	Thus recorded imports, c.i.f., for 1959 were TL 1,315 million and $470 million, 
implying a TL 2.80 = $1 exchange rate even though no imports (except a few for 
SEEs, see below) entered at that rate. 

22. The one exception involved the earnings of foreign oil companies. Under tile Petro
leum Law foreign oil companies were assured that they could repatriate their profits 
at the rate of TL 2.80 per dollar, regardless of the exchange rate, up to a certain 
percentage of their invested capital. 
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were in effect and all commodities except opium and tobacco were subject to 
the TL 9 = $1 rate. The tobacco rate was increased to TL 9 in February 1960. 
Finally, in August 1960 the exchange rate was altered de lure. At that time 
the diagnosis was: 

...Altogether, the main effect of the formal devaluation will be to relieve the banks of 
a great deal of paper work which the premia system entailed... 2 3 

Paperwork had resulted, of course, from the payment and recording for the 
premia and for the foreign exchange transactions by different government 
agencies. 

Thus one can regard the 1958 FUER changes, covering as they did invisible 
and capital transactions, as a de facto devaluation accompanied, in effect, by 
the imposition of export taxes on several commodities. Although devaluation 
is generally thought to occur when the clejure parity is changed, the Turkish 
case represents an instance when the ie jure alteration was simply recognition 
of a ]Jit accoinpli. Thus we shall speak of the Turkish devaluation as having 
occurred in 1958; the 1960 parity devaluation will be referred to as the 1ie 
jure change. 

Three interesting questions arise witl, respect to the method by which 
devaluation was effected. (I) Was there any advantage in doing it de lcto 

rather than announcing a de jure devaluation and imposing export taxes? 2 4 

(2) What was the motive for imposition of export taxes, or, more accurately, 
failure to accord some exports the otherwise-uniform premium'? (3) On eco
nomic grounds, what can be said about the imposition of export taxes? 

De facto versus de jure deahiation. The answer to the first question ap
pears to be that on balance there were disadvantages to the d' fidato ap
proach, although as events actually transpired, it made little difference. Ignor
ing for the moment the taxation of exports, the effects on buyers and sellers 
of foreign exchange of imposing uniform premia and taxes were identical to 
the effects that would have been experienced under (dlure devaluation. The 
only conceivable defense of the method actually ued is that it reserved for 
the administration the option of increasing prem ia and surcharges at a later 
date. The difficul:y .vith that defense is that if the government was uncertain 
as to what the new exchange rate should be it should have allowed the rate to 
float. For the very act of imposing premnia and taxes without formal devalua
tion could have fueled (and probably to a small extent did fuel) speculation 

23. EIU, op. cit. (Note 1. Clap. i), No. 36, November 1960,)p. 6. 
24. 	In 1970 the de jure devaluation was accompanied by declaring different exchange 

rates for some export commodities; again, this was equivalent to the imposition of 
export taxes. See Appendix C, below. 
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that there would be further de facto exchange-rate changes and thus slowed 
reaction to the altered exchange rate. Since exchange premia and taxes had 
been increased repeatedly since 1953, anticipation of further rate adjustments 
was a reasonable expectation, and could only end with de ]ure devaluation. 
By fixing the premia and surcharges tile government gave one-sided certainty 
to private traders and thus increased the likelihood of speculation on further 
changes in the exchange rate 

The eovernmerit's actual motive was probably not associated with uncer
tainty as to the proper exchanie rate. Although no evidence is available on 
the point, the motive for the de facto approach probably lay simply in the 
government's unwillingness to use the word "devaluation," especially after 
past pronouncements on the subjcct. 25 It is doubtful whether in the actual 
course of events dc lure devaluation would have altered the short-term re
sponse to the Stabilization Program very much. In the longer run of course 
the rate was altered de jure. 

Export taxes. Quite aside from the manner of devaluation, there is the 
question of the motive for imposing export taxes and of their economic 
effects. Sturc, the only participant in the negotiations to write on the subject, 
says that the main motive was to provide the country with "substantial 
noninflationary revenue" since a sizeable trade deficit financed by foreign 
credits was planned. 2 6 It will be seen below that there was indeed a fiscal 
impact from the premium system. Although the imposition of export taxes 
for revenue puiposes per se is ideally no better than a second or third best 
policy, an economic and political rationale for some export taxes, imposed at 
the time of devaluation and gradually reduced and eliminated, can be pro
vided. 

We note that as seen abbve the domestic wholesale prices 6F most agricul
tural exports were generally well above their international levels before de
valuation. Thus some :NAzhange-rate adjustment for those commodities was 
called for to provide an incentive to private traders to export at all. The 
question is whether an exchange-rate adjustment of a magnitude sufficient to 
raise the export price only to the level of the domestic price was warranted, 
or whether all exports should have been accorded the new rate, thereby 
increasing the domestic pric;.-s of those commodities. Since the exchange-rate 
adjustments actually made were sufficient to raise the domestic receipts from 

25. In the absence of evidence, it is difficult to reach any judgment on the subject, but 
there is the consideration that the imposition of exchange taxes and prenia is a 
purely domestic matter. The government could have rescinded or increased the rates 
unilaterally, and thus it did retain its future options. Whether this consideration had 
any bearing on the manler of devaluation is unknown. 

26. Sturc, op. cit. (Note 8), p. 208. 
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export to their level in the domestic market, focus in this discussion is uponfailure to raise the rate fully to the new defacto exchange rate.By August 1958 crops were already planted and harvest was approaching.It was impossible that the 1958 production of agricultural commodities couldbe significantly affected by changes in domestic prices. Thus in the short runthere was likely to be little if any supply response to domestic price increases.There is also an institutional income-distributional argument. That is, for thetaxed agricultural export commodities, opium, tobacco, figs, raisins and hazelnuts, small growers sell their crops to wholesalers against cash advances wellbefore the harvest. An immediate move to the TL 9 =S I rate would not havebeen reflected in prices received by those producers during 1958. It wouidhave resulted in large windfall gains to wholesalers who had already purchasedthe crop at lower prices and to the larger, presumably wea!thier, producerswho had not yet entered into sales contracts. For the agricultural commodities which were effectively taxed, moreover, it can be plausibly argued thatTurkey had sonic degree of short-run monopoly power, given her share of tleworld market in those commodities (see Chapter VII. below). Thus the exporttaxes on agricultural commodities could be defended on optimal tariff 
grounds.

Despite these arguments there was one adverse side effect of the lowerpremia accorded to traditional exports of agriculturml commodities: giventhat all other exchange rates were adjusted, there was speculation that theprernia for the traditional exports would be increased. Indeed, as will be seenbelow, it was precisely such speculation that forced fairly rapid adjustment of
the premia. 

As to chrome and copper, it is difficult to find a satisfactory rationale formaintaining the lower EER. Turkey's share of both the copper and chromemarkets was relatively smaller than her share for the major crop commodities,and both minerals have close substitutes even in the short run. Exports ofboth commodities had eroded over the preceding decade as domestic costs
had risen with a declining real EER. There could be no doubt that the erosion
 was largely supply-induced, and that the short-run supply response to anincrease in the real EER for the minerals was likely to be considelably greaterthan that for agricultural commodities. In fact, the government recognized itsmistake fairly early, as the EER for chrome was the first to be adjusted after 
August 1958. 

Thus whereas the imposition of export taxes on agricultural commoditiescould at least in principle be defended as a sensible part of the devaluationpackage, those on minerals were almost certainly a mistake. The effects of thetaxes on the short-run behavior of exports is examined in Chapter IV, below. 
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(2) 	Consolidation and rescheduling of Turkish debt 

It was agreed as part of the devaluation package that Turkey would nego

tiate multilaterally for a consolidation of outstanding commercial debt. As of 

August 1958 Turkey had cleared debts with United Kingdom creditors only 

up to March 1953. Debts had been cleared up with other OEEC countries 
until 1956 and 1957.27 

By the spring of 1959 a debt repayment schedule had been agreed upon in 

principle with the OEEC countries. The agreement covered all amounts due 

to OEEC creditors prior to August 5, 1958, and payments due before Decem

ber 1963 against previous capital goods imports. The total consolidated debt 

was put at $422 million. Payments were Fcheduled to begin with $14 million 

in 1959, rising $5 million per year until 1963, with the balance paid in equal 

installments through 1970.28 Interest was set at 3 per cent per year. 
Table Ill-I gives the scheduled repayments of consolidated debts and inter

est. 2 9 Since the prevailing market rate of interest on international borrowing 

was considerably in excess of 3 per cent, debt consolidation contained a large 
element of foreign aid. If one assumes that Turkey could otherwise have 

borrowed at 6 per cent (unlikely in view of her past performance) the present 
value of the debt consolidation to Turkey was about S65 million, according 
to the repayment schedule given in Table Il1-1. 

Official debt at the end of 1961, including consolidated debt, was esti
mated by the Turks to be S690 million. This figure included indebtedness and 

arrears not covered by the consolidation, additional credits received during 
the 1959-to-1961 period and payments due the OEEC not covered by the 

consolidation agreement. Thus it would appear that about half of Turkey's 
1958 foreign debt and arrears was covered by the agreement. 30 

In a sense, however, the chief value to Turkey of the consolidation agree
ment lay in its permissive aspect: without consolidation it is unlikely that 
Turkey would have been able to meet her international obligations and the 

chaotic debt management of previous years would likely have been resumed. 

A large part of the reform in the Stabilization Program was predicated upon 
the Turks' ability to manage their foreign exchange expenditures and receipts 

3
27. EIU, op. cit. (Note 1, Chap. l), No. 27, August 1958, p. . 
28. The figures do not accord with those given in Table i-I because: t I ) only arrears to 

OEEC countries are covered; (2) indebtedness to the OEEC not ;n arrears but pay

able before 1963 was included; and (3) Fable I1-1 is in TL and fie OEEC agreement 
in U.S. dollars. 

29. Debt rescheduling took place in the mid-1960's, so the data inTable 111-1 do not 
reflect actual repayments. See Chapter V, below. 

30.With 	$14 million paid in 1959, $19 million in 1960, and $24 million in 1961, the 
balance of consolidated debt in 1961 would have been $365 million. 
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Table 1ll-I
Consolidated debt repayment schedule, December 1960 (millions of U.S. dollars) 

1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 

Principal 
Interest 

24.5 
8.5 

29.3 
8.3 

34.4 
7.6 

32.5 
6.6 

32.9 
5.7 

32.9 
4.7 

32.9 
3.7 

32.9 
2.8 

32.9 
1.8 

32.9 
0.3 

8.7 

Total 32.9 37.6 32.1 39.2 38.5 37.6 36.6 35.6 34.7 33.2 8.7 

Note: Principal and interest do not add to totals due to rounding.
Source: Mali Yih Bfitce TasaristGerekqesi, 1962, p. 61. 

in a way which the chaotic arrears of the 19 50's had made impossible. To the 
very considerable extent that the Turks succeeded, debt rescheduling was a 
necessary prerequisite and had a value in excess of the $65 million interest 
subsidy. 

(3) Foreign credits 

In addition to debt consolidation, Turkey received sizeable foreign credits 
at the time of devaluation. These totaled $359 million and included a $75
million credit from the OEEC countries and $25 million from the Interna
tional Monetary Fund. The remainder came almost entirely from the United 
States.
 

An important question is the economic rationale for these foreign credits 
or, stated alternatively, whether large loans were a desirable part of the Stabi
lization Program. For loons received at the time of devaluation are typically
used to finance increases in the current flow of imports, which was the case in 
Turkey. The question is whether increasing the current flow of imports over a 
one- or two-year period has a sufficiently high marginal product to justify the 
cost of the loan. 

Although no answer can be given in general, it is the author's judgment
that the foreign credits received by Turkey in 1958 did have a marginal
product in excess of their cost. There severalare considerations. (1) The 
increased flow of imports was an important factor in eliminating inflation. 31 
Part of the productivity of the imports, therefore, was in the improved re
source allocation rcaltine from generally stable prices. (2) Given the reports
of bottlenecks and idle capital due to shortages of spare parts, the marginal
product of some of the in:reased import flow must have been extremely high 
as idle and underutilized resources were available as complementary inputs.
This consideration is all the more important when it is recognized that even 

31. See Table IV-6, below. 
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after debt consolidation, Turkey had virtually no free foreign exchange and 
the import bill would have had to be reduced from its early-1958 level, at 
least until mid-1959 when additional export earnings were received. (3) After 
four or more years of import shortages there were inevitably once-and-for-all 
demands for imports for restocking and catching-up purposes. Unless this 
demand was satisfied liberalization of the import regime would have been 
virtually impossible, and in the absence of the foreign credits the initial spurt 
in demand could not have been met. (4) A large increase in imports was 
needed to eliminate the premia on import licenses, even at the new import 
EERs. Elitnipation of the premia probably had a large social product, as 
entrepreneurs shifted their energies from seeking premia to other economic 
activities. 

None of these arguments is quantitative, and thus conclusive evidence on 
the cost-benefit ratio for foreign credits cannot be given. What is clear is that 
imports would have had to be much smaller in the eighteen months after 
devaluation had foreign credits not been available. As such, the actual course 
of events after devaluation would have been very different, and the large 
increase it,imports actually recorded was an integral part of the Stabilization 
Program. 

(4) Limitationsonimonetary andfiscal policy 

A key component of the Stabilization Program was a series of limitations 
accepted by the Turks on monetary and fiscal policy and the financing of 
foreign transactions. One provision that requires little comment was that no 
external borrowing could be undertaken except by the administration and 
that all imports had to be financed by letters of credit. These provisions were 
designed essentially to preclude the resort to suppliers' credit financing and 
"thus gradually restore the country's shattered creditworthiness.''" 2 Suppliers' 
credits did not again become an issue in Turkey's management of her foreign 
exchange regime during the period under review in this study. 

On the domestic monetary and fiscal side the Stabilization Program was 
far more complex. Ceilings, to be periodically negotiated with the IMF, were 
imposed on the issuance of Central Bank credit, the magnitude of commercial 
bank credit, the amount of government expenditure, the anount the govern
ment could borrow from the Central Bank and the financing of SEEs' current 
and investment expenditures. 

For 1958 (1) commercial bank credit was not to exceed its Juh! 1958 
level; (2) the central government budget was 1 be balanced, with a ceiling 
(not publicly announced) on government expenditures; (3) agricultural sub

32. Sturc, op. cit. (Note 8), pp. 208-9. 
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sidies were to be included in the government budget; (4) SEE prices were to 
be raised so that they covered current expenses out of current receipts, and 
SEEs were to finance their investments only from their own resources or 
other "non-inflationary sources" 33; and (5) the interest rate payable to bank 
depositors was increased..+' 

These restrictions were wide-sweeping and were generally well observed 
during 1958, although the initial increase in SEI outprices turned in the 
event to be inadequate to mect tile provisions of the agreement, and SEE 
prices were increased again in 1959.-" The restrictions amounted to a com
plete reversal of government policy of earlier years. As will be seen in ('hap
ter IV, the effects, particularly of tight money, were quickly felt within the 
economy. As evidence of the effects of the monetary restrict ions mounted in
1959, the government weakened its adherence to various parts of the pro
gram. In analyzing the effects of the Stabilization Program in the year imme
diately following devalultion, however, the sweeping changes introduced in 
monetary and fiscal policy must be borne in mind. 

(5) Import liberalization 

The August 3 announcement that all import licensing was to cease pending
the preparation of new import regulations caused all foreign exchange pur
chases, with only minor exceptions, to remain suspended for several months. 
For although the First Import Program was announced at the end of August
and went into effect in September, no import licenses were issued under it 
until November. Since orders could not be placed until licenses wer? received, 
and given the lag between orders "nd delivery, it was not until late in the
winter of 1959 that the flow of imports to Turkey began increasing. For that 
reason alone no effect, except possibly anticipatory, could be felt from 
import liberalization until the spring of 1959.16 

33. 	 In 1961 the goverrnnt asstinied the debt of certain SITs, issuing 100-year Treasury
bonds as obligations against the General Budget. SEi debt figures are therefore not 
comparable between the 1950's and 1960's. 

34. AnnualStatenmnt, I'iirk Sinai alkimnia Itankasi, 1958, p. 28. 
35. Colunbia Scthool of la'.', op. tit. (Note 14. Chap. I1),pp. 25 ff.
36. 	 When deliveries did start in the winter of 1959. tie Istanbul port very quickly

became t nusually congested, 5' iChi further delayed the delivery of imports to final 
users. Two Iactors accorited tor :!th- delays: I) the port's ability to handle cargo was 
basically lmiited, with the port ordinarily somewhtat congested; 2) the severe finan
cial stringency resutted in some importers' inability, to raise funds tor custotis duties 
and 	other charges betor2 they could land the goods. Those itiporters therefore left
their goods in the ports uintil the time they could raise tunds to clear custom s. In 
sonic cases goods were left in warehouses until they were sold, whereupon the seller
used part of the proceeds to pay custotis clearing charges. This practice continued 
throughout the 196t0's. 
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The Import Programs were the major regulatory tool for controlling im
ports after 1958. Their characteristics are discussed in Chapter VI, below. We 
concentrate at this r..ncture only on those aspects of the first few Import 
Programs relevant for understanding the adjustment to devaluation and its 
timing. 

The total amount of tile first three month program was $150 million 
which was over 40 per cent of 1957 total imports, thus implying a 60 per 
cent increase in imports. The quotas were heavily weighted toward producers' 
intermediate goods and raw materials. Of the $150 million total allocation, 
more than two-thirds were for major items required by producers, including 
allocations in excess of SIO million each, for vehicle spare parts, tires and 
tubes, chemicals, iron and steel intermediates znd petroleum products. 37 It is 
clear that producers' demands for spare parts, iterniediate goods and raw 
materials were deemed by the authors of the Import Program to be the most 
pressing needs. 

The First Import Program decreed that all import-license applicants would 
be 	 required to put up a 100 per cent deposit with the Central Bank against 
the value of the license within a week of its issuance. Despite tight credit 
ceilings, applications in the amount of S588 million were placed for $108 
million of licenses to be allocated to the private sector. At that point it was 
announced that 20 per cent of the value of licenses applied for must be 
deposited at the time of application, subject to forfeit in the event the re
maining 80 per cent were not deposited within a week of the receipt of 
license. Applications against the S108 million allocation thereupon fell to 
$116 million. 38 While the former figure, S588 million, gives some idea of the 
degree of speculative activity following devaluation, the fact that SI 16. ,
lion of applications were made within a very short time period, despite credit 
stringency, is indicative of the degree to which Turkey was import-starved bh 
September 1958. " 

Subsequent Import Programs continued to emphasize producers' goods 
and the increased flow of imports. Imports in the first and second halves of 
1959 were $204 and $266 million, compared to $128 million in the last half 
of 1958. 

Other features of the import regime also changed. Import price controls 
under the first few Import Programs were relaxed for sonic commodities and 
abandoned for others. Import price checks were virtually a dead letter by the 
time of de jure devaluation in 1960 (although some remained on the books), 
and little use of them was made during the 1960's. 

37. EIU, op. cit. (Note I, Chap. 11), No. 28, November 1958, pp. 1-2. 
38. Ibid., 
39. 	The figure is all the more noteworthy in that the 40 per cent surcharge on imports 

remained in effect until December 1958. See Table 111-2, below. 
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In the 1956-to-1958 period state organizations had been given exclusive 
rights to import certain "essential" commodities, which they then resold to 
end-users. With the initiation of the Import Programs, private firms were 
allocated many import licenses directly, thus representing a shift toward 
"actual user" licensing. This shift undoubtedly offset the impact of increased 
import prices to many private firms, as the prices they had previously paid for 
imported commodities were probably at least equal to if not greater than the 
post-devaluation cost of dfrect importalion. 

(6) Export liberalization 

It has already been seen that the exchange rates for major export com
modities were gradually moved to the new exchange rate over the two-year 
period starting in August 195F. Exports during that same period were gradu
ally liberalized in several imtrortant regards. Most significant, many minimum 
export prices were further adjusted to somewhat more realistic levels or aban
doned during the 1958-to-1960 period. By mid-1959 the system of export 
price control was fundamentaUy altered, in that exporters registered the 
prices at which they were exporting, and the price checks for most commodi
ties became ex-post rather than ex-ante. This change entailed considerable 
relaxation of the export regime as it reduced delays and uncertainties prior to 
exporting, and frequently gave Turkish exporters latitude to enter into firm 
export contracts without awaiting approval of the contract before signing 
it. 40 

Even for those commodities where minimum export prices remained in 
effect, most observers believed that the prices set after 1958 were consider
ably closer to realistic international prices than the prices decreed prior to 
devaluation. 4 1 Thus even where the formal machinery was not abandoned, 
the manner in which it was employed was considerably relaxed subsequent to 
devaluation. 

(7) SEE prices and pricecontrols 

In Chapter II it was shown that one of the major contributing causes of 
the inflation of the mid-1950's was the failure to raise prices of SEE products 
in the face of rapid inflation with financing of the resulting deficits by Cen
tral Bank credits. Civil servants (including SEE white collar and managerial 

40. 	The practice of prior price checks on exports was reinstituted i the spring of 1971. 
Delays at port became so great that the regime announced as one of its goals for 
1972 a target of 3 weeks rather than 3 months as the average delay in the approval of 
an export price. 

41. 	 EIU, op. cit. (Note 1, Chap. 1l),No. 30, May 1959, pp. 5-6. 
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personnel) had received negligible increases in salaries since 1954, despite the 

rapidity of the inflation. 
Among the measures taken as part of the Stabilization Program was an 

increase in the prices of SEE products, effected in the hope that the SEEs 

would be able to finance their investments from their own resources rather 

than with Central Bank credits. It was simultaneously judged desirable to 

increase civil servants' salaries substantially. Thus increases in SEE prices had 

to be sufficient to cove; not only the existing costs of SEE products but also 

the increase in the wage-and-salary bill. 
Sonic price increases were effected shortly after devaluation, in August 

1958, but these were insufficient to accomplish the goal. The major adjust

ments in SEE prices and civil servants' salaries were effected in May 1959. 

SEE prices were raised an average of 20 per cent at that time, while civil 

servants' salary levels were raised an average of 41 per cent. 4 2 

Price controls over the private sector relaxed as SEE prices were increased. 

Although the basic legislation enabling government controls over prices and 

profits in the private sector was not repealed until 1960, price controls were 

in fact lifted in 1958 and 1959 for all commodities except wheat, coal and 

electric power. 
It will be important to bear in mind these institutional changes and their 

timing when evaluating the degree of inflationary pressure set off by the 

devaluation and the short-term response to the Stabilization Program. Two 

things in particular will be noted. The SEEs were sufficiently domnant in 
enough commodity markets for the increase in their prices alone to be suffi

cient to give a major fillip to all price indices in the second quarter of 1959. 

Furthermore, the removal of price controls, even though they could not have 

been completely effective, undoubtedly resulted ;n increases in at least a few 

commodity prices. The official price indices, moreover, drew their observa

tions heavily from controlled prices and ignored the existence of black mar

kets in many commodities. Thus increases in controlled prices had a larger 

impact on price indices than they did on the actual increase in the price level. 
Secondly, the increase in the government budget in 1959 can be interpreted 

only in light of the huge salary increases negotiated as a part of the devalua

tion package. Ignoring the salary increases, the real expenditures of the 

Turkish government in 1959 probably did decline from their 1958 level, so 

that part of the increase in government expenditures can be interpreted pri

marily as a "catch-up" in wages and salaries from prior inflationary pressure, 

and was offset in large part by increased SEE prices and government tax 
revenues. 

42. Civil servants' salaries were increased by 20 per cent again in 1961. See OEEC, 
Turkey, 1961, op. cit., p. 13. 
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IV. Changes in effective exchange rates 

The nominal devaluation of the Turkish lira, from TL 2.80 to TL 9 per
dollar, was undoubtedly one of the largest nominal devaluations effected by 
any country since World War II. As already seen, however, many circum
stances contrived to make the relevant magnitude of the change in the effec
tive rate far less than the inspection of official rates would indicate. First, the 
change was accomplished over a two-year period. Second, the multiple ex
change rates which had developed prior to 1958 meant that the de ure price
of foreign exchange was considerably below the actual price, even on the 
export side. 

Table 111-2 
EER changes, 1957 to 1959 (TL per dollar) 

Exports
 
Minerals 

Traditional crops 

Cotton 

Marginal exports 


Weighted export rate 

Imports 
Consumer goods 
Intermediates and raw materials 
Capital goods 
Imports with domestic 
substitutes 

Weighted import rate 

Tourism 
Other invisibles 
Capital transactions 

December 
1957 


2.80 
2.94 
3.78 
5.00 

3.17 

7.47 
5.35 
5.38 
8.29 

5.94 

5.25-5.75 
2.80 
2.80 

August 
1958 


4.90 
5.14 
9.00 
9.00 

5.87 

22.26 
16.35 
16.15 
24.82 

17.90 

9.00 
9.00 
9.00 

December December 
1958 1959
 

4.90 9.00 
5.14 6.77 
9.00 9.00 
9.00 9.00 

5.87 7.76 

18.66 18.66 
12.75 12.75 
12.55 12.55 
21.22 21.22 

14.31 14.31 

9.00 9.00 
9.00 9.00 
9.00 9.00 

Notes: a) The weighted import rate was derived by using the percentages of total
imports in each category. For imports competing with domestic production, 
however, judgment was used in deriving the weight. Weights used were: con
su,mer goods, 0.106; raw materials, 0.291; capital goods, 0.482; and imports
competing with domestic production, 0.121. 
b) Data for capital goods imports are based on Table A-13 and do not agree
with Girtan's estimates used in Table 11-10. Giirtan's data give an average
figure for 1958 as a whole, and therefore could not be used to estimate the 
post-devaluation changes. 

Source: Appendix A. 

http:5.25-5.75
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Table 111-2 summarizes the estimates of the change in nominal EERs. One 
should recall that the nominal devaluation rate was 220 per cent. The weight
ed export EER rose from TL 3.17 at the end of 1957 to TL 5.87 in August 
1958 and to TL 7 76 in 1959. Thus the export EER depreciated by only 85 
per cent in Augus. 1958. And the weighted import rate was TL 5.94 in 1957, 
jumping to TL 17.90 in August 1958, and falling to TL 14.31 by the end of 
1958 when the 40 per cent tax oil imports was lifted. lius there was effec
tive depreciation ol the impoi t side of only 140 per cent between the end of 
1957 and the end of 1958. Neither of' these percentage rates come close to 
the nominal devaluation rate of 220 per cent, although both are sizeable. 

An important feature of the changes in EERs is that the weighted import 
EER was 1.87 times the export rate in 1957, three times the export EER in 
August 1958, and 1.84 times the export EER in December 1959. Thus de
valuation did not rtsult, at least prior to 1960, in any narrowing of the 

Table 111-3
 
Price-level-deflated EERs, 1957 to 1960 (Dec. 1958 TL per dollar)
 

December August December )ecember 
1957 1958 1958 1959
 

Exports 
Minerals 3.74 5.62 4.90 8.70 
Traditional crops 3.93 5.89 5.14 6.54 
Cotton 5.05 10.32 9.00 8.69 
Marginal exports 6.67 10.32 9.00 8.69 

Weighted export rate 4.23 6.73 5.87 7.50 

Imports 
Consumer goods 9.97 25.53 18.66 18.03 
Intermediates 7.14 18.75 12.75 12.32 
Capital goods 7.18 18.52 12.55 12.13 
Imports with domestic 11.07 28.46 21.22 20.50 

substitutes 

Weighted import rate 7.93 20.53 14.31 13.83 

Tourism 7.34 10.32 9.UI 8.70 
Other invisibles 3.74 10.32 9.00 8.70 
Capital transactions 3.74 10.32 9.00 8.70 

Note: 	 The home goods price index for the first qu-rter of 1958 was set equal to 
100, and the fourth quarter 1957. third quarter 1958 and fourth quarter 1959 
indices were computed from that base. 

Sources: 	 EERs from Table 111-2. Deflators front home goods price index, quarterly data 
given in hiter'nationalFinancialStatistics. 
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differential between export and import EERs. It should be borne in mind 
that the import EERs are the prices paid if the import licenses could be 
obtained, and therefore do not take into account the premia. Even so, the 
fact that the Stabilization Program did not alter the differential against ex
ports is remarkable. If data on the size of the premia were available, the 
premium-inclusive EER differential would undoubtedly have been reduced 
somewhat, although as will be seen below, it remained large in the 1960's. 

Table II!-1 presents estimates of the PLD-EERs over the devaluation pe
riod. December 1958 was used as a base period from which to make the 
estimates. As can be seen, when price-level changes are taken into account, 
the magnitude of the devaluation on both the import and the export side was 
far smaller than even computation of the nominal EER suggests. Thus the real 
export rate depreciated from 4.23 December 1957 to inTL in TL 7.50 
December 1959, an overall depreciation of 77 per cent in a two-year period. 
On the import side there was a 74 per cent depreciation in the PLD-EER 
between the end of 1957 and the end of 1959. 

We therefore conclude that the "true" order of magnitude of the real 
devaluation was probably about 80 per cent. While the basis of the estimates 
is necessarily somewhat rough, the 80 per :ent figure much more closely 
approximates the magnitude of the devaluation than does the nominal ex
change rate change. 

Of course an 80 per cent devaluation in real terms is large by any standard 
and is indicative of the severe dislocation of the Turkish economy in 1958. 
Moreover the devaluation, large as it was, was only one component of the 
Stabilization Program. Other components aiso represented major shifts in the 
Turkish economy in 1958, and one would expect sizeable responses to them 
on a priorigrounds. In the next chapter, analysis of the short-term response 
to the program is undertaken. 



CHAPTER IV 

Response to stabilization: Phases III and IV 

As indicated in the last chapter, the Stabilization Program had many com
ponents, not all of which were effected in August 1958. The response of the 
Turkish economy to the Stabilization Piogram is traced in this chapter. An 
effort is made to analyze the separate effects of the various compoients of the 
program and to evaluate its optimality on the basis of that response. 

Three factors cloud the analysis. First, there were so many changes under
taken simultaneously that it is difficult to sort out the effects of the separate 
parts of the Stabilization Program. Second, detailed data, especially on quarter
ly and monthly changes, are woefully lackilo, even for key variables. Third, the 
political events of 1959 to 1962 had strong economic repercussions and must 
be taken into account in the analysis. It will be useful at the outset to provide 
the reader with a brief chronology of the period. Thereafter the shifts in 
monetary policy, fiscal policy, the trade regime and other variables are exam
ined, along with their effects. Next, consideration is given to the relationship 
of the Stabilization Program to the recession experienced by Turkey. Finally, 
an effort is made to assess the degree to which the Program was optimal from 
the viewpoint of Turkish economic growth. 

L Macroeconoinicindicators 

Figure 2 charts the course of the major macroeconomic variables over the 

1959-1961 period, with indicators for the preceding and subsequent years 
given to enable comparisons. As can be seen, the years 1959 to 1961 were a 
time of extremely slow growth. The average annual growth of real GNP over 
the three years was 2 per cent, less than tha rate of population growth. 
Thereafter the growth rate rose sharply. The proximate cause of the slow 
growth rate was recession, although the fact that agricultural output grew at 
even less than its trend rate also contributed. The evidence suggests that there 
were really two recessions. One started in 1958 and was largely the result of 
tight money and thus of the Stabilization Program. It appears to have reached 
a trough in the spring of 1959, after which economic activity began expand
ing. By the spring of 1960 economic activity appears to have been fairly 
buoyant with few signs of recession left. The second recession started in the 
summer of 1960 after the May Revolution and reached a trough sometime 
during late 1961. 
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Phases in Turkish experience 
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Fig. 2. Selected macroeconomic indicators, 1950 to 197 1. 

Perhaps the most remarkable fact about the period 1959-1961 is that 
;fier the spring of 1959 the Turkish price level remained stable through 1961. 

Price increases, in fact, were relatively modest throughout the 1960's. Thus 
the Stabilization Program was a complete success in breaking the inflationary 
spiral that had existed in Turkey prior to the inauguration of the Program. 
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This can be seen by the dramatic change in the course of the price level in 
Fig. 2. Analysis of the factors that led to the change will be undertaken in 
detail in Section I. 

The government appears to have adhered fairly closely to most aspects of 
the Stabilization Program until the summer of 1959. Thereafter the money 
supply started to expand more rapidly than had been agreed to. By the winter 
of 1960 it appeared that the government intended to resume its expansionist 
policies, as a very expansionary budget was presented to Parliament.' 

In May 1960 a bloodless revolution occurred when a group of miitary 
leaders calling themselves the National Unity Committee (NUC) took over the 
government. The causes of the revolution lay in discontent over both 
political repression and economic policy. 2 The NUC quickly reversed some 
of the expansionist policies of the Menderes government and announced com
plete adherence to the Stabilization Program. Thus in contrast to Cooper's 
conclusion that devaluations increase the probability that politicians will lose 
their jobs,3 in Turkey it was the failure of the government to adhere to the 
Stabilization Program that contributed to its fall. 

The flow of imports increased markedly after 1958. Premia on import 
licenses and the active black market of the mid-1950's virtually disappeared. 
Although exports and other foreign exchange receipts increased, the change 
was not enough to compensate for the large rise in foreign exchange expendi
tures. Among other charges made by the NUC against the Menderes govern
ment was the fact that almost the entire foreign credit received in 1958 had 
already been exhausted. 4 Imports nonetheless continued increasing rapidly in 
the first three years after the revoh,tion and the foreign trade regime became 
increasingly liberal. Thus the period 1960-to-1963 can be i..garded as 
Phase IV. 

II. Components of the Stabilization Program and their effects 

Monetary and fiscal changes 

As indicated above, the use of official prices (which were controlled by 
law) in the construction of the price indices of the mid-1950's led to an 
understatement of the true rate of inflation during that period. The average 

1. Columbia School of Law, op. cit. (Note 14, Chap. I), p. 20. 
2.Wei]er, op. cit. (Note 13, Chap. I),Chapters I and 2. 
3. Richard N. Cooper, "Currency Devaluation in Developing Countries," Essays It Inter. 

national Finance No. 86, International Finance Section, Princeton University, June 
1971, p. 30. 

4. Weiker, op. cit. (Note 13, Chap. 1), p. 13. 
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annual rate of increase in average wholesale prices from 1955 to 1958 was 19 
per cent, even by official statistics, contrasting with an average annual rate of 
1.5 per cent between final quarters from 1959 to 1962. 

Four factors were primarily responsible for the change: (1) monetary poli
cy, (2) the increased flow of imports, (3) the exchange-rate changes, and (4)
abandonment of the price control law and changes in SEE pricing policy.
Fiscal policy changes were of secondary importance. Brief consideration is 
given in this section to fiscal policy and especially the fiscal impact of the 
revenue generated by net receipts from the system of exchange taxes and 
premia. Monetary policy changes are discussed thereafter. 

FiscalpolicY. Table IV-I presents data on central government expendi
tures and receipts as a per cent of national income over the period 1957 to
1963. As pointed out in Chapter 11, the government accounts do not include
the operations of the SEEs. Thus an incomplete picture of the impact of the
government sector on economic activity is provided. However, since the ef
fect of SEE finances was primarily feit through money creation, the impact
of SEEs on governmental activity can be more appropriately considered when 
evaluating monetary policy. 

Inspection of the data in Table IV-l suggests that there was little change in
central government fiscal impact after 1958. The central government budget 
was if anything somewhat expansionary. Expenditures rose from 14.5 percent of national income in 1958 to 18.1 per cent in 1961. Tax revenues also 
rose, but their increase did not keep pace with that of expenditures, and net 
government borrowing increased substantially in 1960. Thus both the in-

Table IV-]
Central government expenditures and receipts, 1957 to 1963 

(per cent of national income) 

1957 1958 1959 1960 1961 196 2 1963 

Current outlays 
Capital formation 

11.4 
3.5 

11.0 
3.5 

12.1 
3.6 

12.4 
3.9 

14.3 
3.8 

13.5 
3.7 

14.1 
4.2 

Total expenditures 14.9 14.5 15.7 16.3 18.1 17.2 18.3 
Tax receipts 
Transfers 
Net borrowing 

14.3 
1.0 

-0.4 

13.1 
1.6 

-0.2 

14.2 
1.7 

-0.2 

13.7 
1.6 
1.0 

15.4 
2.2 
0.5 

14.6 
2.1 
0.5 

15.6 
1.6 
1.2 

Note: Tlie government's assumption of the consolidated SEE debt is not included in 
1961 central government borrowing.

Source: Same as Table 11-4. 
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Table IV-2
 
Government net revenues from foreign trade taxes, 1956 to 1962
 

1956 1957 1958 1959 1960 1961 1962 

Tax revenue (millions of TL) 
Net foreigntradetaxes 399 744 873 1565 1507 1553 1918 
Total tax receipts 	 2999 3821 4430 5928 6096 7187 7625 

Net foreign trade taxes as percentage of. 
Tax revenue 	 13.3 19.5 19.7 26.4 24.7 21.6 25.2 
Imports c.i.f. 	 35.0 66.9 99.0 118.9 68.1 33.9 34.3 

Sources: 	 Tax data from Land. op. cit. (Table 1-5). 
Import data from Statistical Yearbook, 1968, Pub. No. 580 (Ankara), 1969, 
p. 309, State Institute of Statistics. 

crease in government expenditures and its financing probably led to mild 
expansionary pressures upon the Turkish economy. 5 

One interesting aspect of the Stabilization Program was the use of ex
change taxes and premia. Their net effect was equivalent to that of imposing 
export taxes. Since all purchases of foreign exchange were taxed TL 6.20 per 
dollar while many sales of foreign exchange were accorded smaller premia, 
the net receipts from the tax were sizeable, especially given the import sur
plus. Table IV-2 gives the net revenue from foreign trade taxes and premia in 
relation to total tax revenue and to imports for the period 1956 to 1962. As 
can be seen, net revenue from foreign trade taxes increased almost five-fold 
between 1956 and 1959. The large increase between 1956 and 1957 origi
nated in the 40 per cent "Treasury Tax" imposed then on most imports. 

Until 1958, export premia accounted for a relatively small drain on import 
tax receipts, so that net tax receipts were just slightly less than gross receipts. 
Export premia were sizeable from 1958 until 1960 and the difference be

tween import taxes collected and export premia paid out became significant. 

After August 1958 gross tax receipts on imports were more than two and one 

half times imports (recorded at TL 2.80 per dollar), as the tax per TL 2.80 of 

5. As indicated above, part of the increase in government expenditures in 1959 was 
attributable to the adjustment in salaries of government servants. For the government 
as a whole (including social security institutions and local governments), wages and 
salaries in relation to current expenditures on goods and services were as follows 
(millions of TL): 

1958 	 1959 1960 1961 1962
 

Current expenditures 3226 4578 4762 5852 6231 
Wages and salaries 1592 2424 2560 3276 3483 
Per cent wage &salary 49.3 52.3 53.8 56.0 55.9 

See Land,op. cit. (Table 1-5). 
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imports c.i.f. was TL 6.20 and import duties were charged over and above
that. With an average premium on exports of about TL 2.70 and exports
much less than imports, net receipts from foreign trade taxes were greater
than the recorded TL value of imports in 1959. The export premia were
increased and the exchange rate was finally unified, so that by 1961 import
taxes were about the same fraction of imports as in 1956. But since theexchange rate had increased so sharply foreign trade taxes generated about 25 per cent of total tax revenue in 1962, contrasting with only 13 per cent in 
1956. 

The net revenue from the tax-premium system in 1959 and 1960 was
therefore a significant element in keeping the government budget from beingeven more expansionary than it was. Between 1958 and 1959.46 per cent of
the increase in total tax revenues originated from the changes in net foreign
trade tax receipts, and to some extent the 1958 figures already reflect theincidence of the tax-premium system. While there would have been sonicincrease in foreign-trade tax receipts resulting from the increased flow of
imports in 1959, the incremental revenues resulting from the tax-premium
system, amounting to 1.6 per cent of 1959 national income, were undoubted
ly an anti-inflationary factor of significance. 

Monetary,polit3,. Whereas fiscal policy was mildly expansionary in the 
years 1958 to 1960, monetary policy was extremely tight from August 1958to mid-1959. It will be recalled onethat component of the Stabilization
Program was the ceilings imposed on Central Bank and commercial bank 
credit. 

Table IV-3 gives data on the money supply at the end of each quarter as
reported by the FIU. The money supply had increased by more than 10 per
cent between March and September 1958, with virtually the entire increasecoming in the period before August. The money supply then actually con
tracted about 5 per cent from September to l)ecembe, a further I perwith 
cent decline in the first quarter of 1959.' The shift fron rapid monetary
expansion to monetary contraction was therefore abrupt. After the second
quarter of 1959 rapid expansion of the money 
 supply resumed, with an
increase of over 16 per cent in the last six months of 1959. After the NUC 
assumed power in May 1960 tle money supply remained virtuall., stable untilthe middle of 1961. Thus two distinct tight -money periods can be distill
guished: the first lasted from August 1958 until mid-I 959; the second started 
in the second quarter of 1960 and continued well into 1961. 

6. The data given in Table IV-3 are based on FIU reports. The OI-EC reported a 2 percent drop in the money supply between June arid October 1958 but did not presentdata for later periods. OEEC, Turkey, 1959, op. cit. (Note 32, Chap. 1), p. 23. 
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Table IV-3
 
Money supply, quarterly, 1957 to 1962
 

(billions of TL -- at the end of each period indicated)
 

Quarter
 
Year
 

I H Ill IV 

1957 4.6 4.9 5.1 5.5 
1958 5.6 6.0 6.2 5.9/9.0 
1959 8.9 9.0 9.4 10.5 
1960 10.8 10.6 10.8 10.9 
1961 10.8 10.7 10.9 11.7 
1962 11.7 11.6 12.3 13.0 

Notes: 	 a) The EIU changed series at tie end of 1958, so that figures are not com
parable between periods. Until 1958, only currency and demand deposits were 
included. Thereafter, currency and all commercial bank deposits are included. 
The figure before the slash for the fourth quarter of 1958 is comparable with 
earlier data. The TL 9.0 figure is comparable with figures for later quarters. 
b) The data are not comparable with those given by the Central Bank or with 
those given in International Financial Statistics. Ilowever, issues of the Central 
Bank's Alohthl'vBulletin for the period 1958 to 1962 were not available to the 
author, and International linancialStatistics does not report quarterly data on 
the Turkish money supply until the second quarter of 1959. 

Source: EIU, op. cit. tNote 1, Chap. I1), Nos. 28, 32, 35, 39, 40, 43, and 47. 

There is ample evidence that the sharp shift in mid-1958 from rapid mone
tary expansion to a stable money supply had immediate effects on the 
Turkish economy. As reported by the EIU, 

The authorities certainly appear to be determined ... to maintain the credit squeeze, 
but the latter, bot! by stifling demand and making it more difficult to finance 
essential imports, is undoubtedly hitting industry hard; many factories, particularly 
in the textile field, have closed down or are working part-time ... At present, the 
import market is finding credit stringency a less serious handicap than are manufac
turers and exporters ... It is already clear that certain of the smaller manufacturing 
concerns set up speculatively during the import famine of recent years will have to 
close down permanently. In the end, ... some credit relaxation would appear inevita
ble; failing this, the continuing slump in demand would nullify the effects of any 
increase in output arising from a more liberal import policy. 7 

Detailed examination of the effects of tight monetary policy will be under
taken in Section III, below. The important points for present purposes are 
that: (I) the shift in monetary policy was large and abrupt; (2) the tight 
money policy was abandoned in the second half of 1959; and (3) tight money 
was resumed in the summer of 1960. One question of importance for under

7. EIU, op. cit. (Note 1, Chap. 11). No. 31, August 1959, p. 10. 
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standing the timing of the response to the Stabilization Program is what led 
to the abrupt resumption of monetary expansion and the inflationary budget 
of 1960. 

Two interpretations are possible. One is that the Menderes government 
never seriously intended to carry through the Stabilization Program. The 
other is that the credit stringency and other effects of tight money and the 
Stabilization Program were sufficiently pronounced to lead the government 
to abandon the program as politically unpalatable and/or economically un
desirable. Okyar and Iren 8 take the former view, while Aktan takes the 
latter. 9 Which interpretation is correct is closely related to the question raised 
in Chapter III: whether the government accepted the Stabilization Program
because that was a necessary price for obtaining foreign credits or, alternative
ly, whether it believed that its past policies were in general need of reform. A 
definitive judgment is impossible in the absence of direct evidence. On either 
interpretation, however, it is likely that the visible effects of extremely tight 
money must have made the abandonment of the Program more appealing and 
perhaps speeded the time at which rapid monetary expansion resumed. We 
shall return to this question below when evaluating the optimality of the 
Stabilization Program. 

SEE finances and their effects. In August 1958 the prices of many SEE 
products were raised. Ilowever, the initial increase proved to be inadequate to 
enable the SEEs to cover their expenses, and a second large round of price
increases took place in May 1959." 

In view of the important role of the SEE deficits in contributing to the 
money supply increases prior to August 1958, raising SEE prices was essential 
if rapid expansion of the money supply was to be halted. After 1959 SEE 
deficits never again became a major drain on Central Bank credits, although
financing their investment programs remained something of an issue. As such,
the Stabilization Program succeeded in eliminating one source of inflationary 
pressure.' 1 

8. Columbia School of Law, op. cit. (Note 14, Chap. 1), p. 20. 
9. Aktan, op. cit. (Note 16, Chap. 1), p. 36. 

10. Columbia School of Law, op. cit. (Note 14, Chap. I), p. 25.
11. There is one interesting sidelight on the period which may be indicative of govern

ment intentions. After the Stabilization Program was in effect, the SEEs were still in
financial difficulties. The government responded initially by failing to charge the TL
6.20 tax on their imports, and the SEEs did not pay the government tax liabilities
they incurred. These practices stopped only after the IMF protested. See Columbia 
School of Law, op. cit. (Note 14, Chap. 1), pp. 25 ff. 
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The inflow of imports 

Table IV-4 gives quarterly export and import figures for the years 1957 to 
1960. The export response to the Stabilization Program will be evaluated in 
more detail below. It is sufficient for present purposes tc note that the 
increase in exports in the first half of 1959 was attributable to delays in 
exporting the 1958 crop and to some reductions in inventory following the 
Stabilization Program. It will be recalled that new export regulations were not 
promulgated immediately in August 1958 and that there was therefore a 
delay before exporting at the new exchange rates could begin. Until the final 
quarter of 1959 the increase in exports was thus achieved primarily through 
reductions in inventory rather than through increases in production. 

In the absence of estimates of inventory investment, the increased flow 
of imports which really began in the first quarter of 1959 should therefore be 
regarded as a net deflationary factor. ' Thus for the first three quarters of 
1959 the increase in imports was S73.7 million. In the final quarter of 1959 
the increase in the net inflow (imports minus exports) was S38.4 million. The 
deflationary effect of the import flow can be placed at S112 million for 1959 
as a whole. Converted at the TL 9 per dollar exchange rate, that represented 
2.4 per cent of 1959 national income and 3 per cent of 1958 national in
come. Thus the increased net inflow of imports, allowing for the part of 

12. Of course part of the recorded increase in imports may reflect an increase in the 
fraction of imports entering legally or a reduction in under-invoicing. The data in 
Table 11-9 suggest that that was not a significant factor until 1961. however. 

Table IV-4 
Imports and exports, quarterly, 1957 to 1960 (nillions of U.S. dollars) 

Quarter 
Year 

1 I 1 111 IV 
Total 

Exportsf.o.b. 
1957 
1958 
1959 
1960 

90.4 
81.5 

103.4 
98.6 

94.6 
50.5 
81.3 
59.0 

62.4 
38.6 
49.6 
54.4 

97.7 
76.6 

119.5 
108.7 

345.2 
247.2 
353.8 
320.7 

Inportsc.i.f. 
1957 
1958 
1959 
1960 

90.5 
86.0 
98.4 

115.9 

98.2 
100.8 
105.9 
115.6 

101.4 
58.9 

115.1 
129.6 

107.0 
69.3 

150.6 
107.3 

397.1 
315.1 
469.9 
468.1 

Source: InternationalFinancialStatistics, 1967/6k Supplement. 
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exports originating from inventory disinvestment, constituted a sizeable defla
tionary factor. 

Net effect on prices 

Table IV-5 presents quarterly wholesale and home-goods price indices for 
the period 1958 to 1962. Data for home-goods prices in 1958 are unfortu
nately not available on a quarterly basis. It seems clear, however, that both 
wholesale prices and home-goods prices rose at least until the first quarter of 
1959. Some of that rise, of course, resulted from the first increase in SEE 
prices, and part of it may have been the result of recording procedures. ' ' The 
home-goods price index shows prices falling somewhat after the first quarter 
of 1959, while the wholesale price index shows increases, albeit at a far 
slower rate than in earlier periods. On either index, however, it is evident that 
inflation had ceased by early 1959. The annual figures therefore obscure a 
great deal about the timing of price changes. 

13. 	 As indicated above, the government recorded official prices in the price indices 
during the inflation years. Thus when prices were decontrolled the prices actually
recorded rose more than market prices. See OIEC, Turkey, 1961, op. cit. (Note 42, 
Chap. III), pp. I 1-12. 

Table IV-5
 
Quarterly price indices, 1958 to 1962 (1958 average = 100)
 

Quarter
 
Year 
 Annual 

1 I 1 111 IV 

Wholcsale prices 
1958 90 	 104
95 111 100
 
1959 116 119 124
120 	 120
 
1960 129 	 123
128 	 125 126
 
1961 129 129 129 132 130
 
1962 140 133 137
139 	 137 


Home.goods prices 
1958 n.a. n.a. n.a. n.a. 100 
1959 129 118 117 119 119 
1960 122 114 117121 	 116 

1961 119 117 
 118 121 119
 
1962 125 124 127
122 	 125
 

Note: 	 There is a discrepancy between the annual figures and the average of the 
quarterly figures for the 1959 home-goods price index. The reason for the 
difference is not known. 

Source: 	 Same as Table 1-5. 



96 Response to Stabilization:Phases III and I V 

Both indices indicate a return to moderate price increases in the final 
quarter of 1959 and the first quarter of 1960, after which prices declined for 
the remainder of the year and remained highly stable until the final quarter of 
196). Thus, contrasted with an annual average rate of inflation of over 15 per 
cent between 1956 and the first half of 1958, prices were either stable or rose 
only a few per cent annually between 1959 and 1961, even without allowing 
for bias in the statistics. 

To estimate the factors contributing to the change, the same methodology 
is used as was employed in Chapter II with regard to the inflation of the 
mid-1950's. The results are reported in Table IV-6. 

It is of interest that the predicted rate of price increase for 1959 to 1961 
almost equals the actual price increase. But whereas the simple model devel
oped in Chapter 11predicts a very low rate of inflation in 1959 followed by 
rates of 10.6 and 8.4 per cent in 1960 and 1961, the actual rate of price 
increase was 19 per cent in 1959, negative in 1960, and only 1.7 per cent in 
1961. 

The difference between predicted and actual timing may have resulted 
from several factors. As already seen, part of the increase in prices in 1959 
was attributable to the "catch-up" in SEE prices, which was a necessary 
condition for the cessation of additional inflation and which can to a large 

Table IV-6 
Predicted and actual inflation, 1959 to 1962 

(percentage of previous year's real national income) 

Supply Changes Demand Inflation 
Changes

Agri- Non- Imports Total Estimated Actual 
culture Agriculture Aft -2 

(1) (2) (3) (4) (5) (6) (7)
 

1959 0.0 3.0 3.0 6.0 6.9 0.9 19.0 
1960 0.6 3.0 -0.2 3.4 14.0 10.6 -1.7 
1961 -1.1 3.0 0.6 2.5 10.9 8.4 1.7 
1962 2.6 3.0 2.6 8.2 7.6 -0.6 5.0 

Sources: Given in Table 11-7, except for imports, which had to be adjusted because of 
the exchange-rate change. The 1961 TL value of imports was linked to national 
income in 1961 prices. TL values for 1960 and 1962 were then computed by 
multiplying the 1961 figure by the ratio of the other year's dollar value of im
ports to the 1961 dollar value of imports. Tile same linkage procedure was 
followed for earlier years, except that the 1961 TL value of imports was multi
plied by the ratio of 1961 national income at 1948 prices to 1961 national 
income at 1961 prices to obtain a base figure. 
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extent be attributed to the pent-up inflation of earlier years rather than to 
the degree of inflationary pressure in 1959. 

Computed 1959 excess demand was virtually zero. Compared with com
puted excess demands of 21.3, 21.5, and 12.5 per cent in the preceding three 
years, the magnitude of the shift was truly remarkable and attests to tile 
severity of the Stabilization Program. If time is required before altered under
lying conditions are reflected in changed expectations, the virtual price sta
bility of 1960-1961 may have resulted from a downward shift in expecta
tions, which offset excess demand from other sources. 

Another feature to be noted is that agricultural production, according to 
SIS national income estimates, contributed virtually nothing to whatever ad
justments occurred following devaluation. Although the 1958, crop was per
haps good, 14 the disagreement over the size of the crop renters analysis
difficult. After 1958 al! ';ources appear to he in agreement that increases in 
agricultural production were relatively small. Thus it canuct be concluded 
that fortuitous weather conditions were a factor in bringing inflation to a 
halt. From 1959 t j 1961, on the contrary, agricultural production contrib
uted little to growth in aggregate supply. 

It should also be noted that the estimates in Table IV-6 contain the im
plicit assumption that the growth of non-agrictltural capacity was invariant 
with respect to tile devaluation anld stabilization. Not only is that a question
able assumption, bt it will be seen below that there is evidence that it is 
wrong. On balance, however, it is doubtful if tile short-term shifts in supply 
were sufficient to render the orders of magnitude given in Table IV-6 inappro
priate. 

The evidence then is mixed. (ertainly in 1959 the influx of imports con
stituted a major anti-inflationary factor. The increased revenue from foreign
trade taxes also undoubtedly absorbed a significant amount of ptrchasing 
power previously accruing to importers. These factors, as well as any improve
ment in resource allocation and increase in capacity utilization, led to 
stronger anti-inflationary pressures than would have taken place from mone
tary shifts alone. Without the shift in monetary policy, however, inflation 
would have been temporarily retarded but certainly could not have been 
stopped. Thus primary responsibility for stopping inflation must go to the 
shift in monetary policy; other components of the Stabilization Program 
enhanced the impact of the monetary shift. 

14. There is dispute over the 1958 crop. This disptetlies at the basis ofthe divergence
between SIS and SPO national Income data. SIS estimates of national income at 
1948 prices imply a 17.7 per cent increase in agricultural production between 1957 
and 1958 with no increase between 1958 and 1959. SPO estimates imply no increas 
between 1957 and 1958 and a 6 per cent increase in agricultural output betWeLtJ 
1958 and 1959. I. ecent years a consensus has begun emerging to ttle effect that the 
truth lies somewhere between the two estimates. 
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The role ofexchange-rate changes 

It has already been seen that the most remarkable result of the Stabiliza
tion Program was Turkey's transformation from a rapid-inflation country to 
one with virtual price stability. A natural question is the role of tile EER 
changes in the Stabilization Program. While the increased flow of imports
helped in the transformation, it was Turkey's receipt cf foreign credits rather 
than exchange-rate policy which was the primary factor enabling additional 
imports. To the extent that imports entered at a higher EER not fully offset 
by increased government payments of export premia, some purchasing power 
was absorbed which contribued to the shift to price stability. 

The questions therefore arise as to whether: the FER changes had any
effects separate from those of thw other components of the Stabilization 
Program and whether the EER changes can be viewed as separate from the 
Stabilization Program aside from their revenue-generating effects which, in 
any event, came at least as much from the import surplus as from the differ
ential EERs between imports and exports. 

The first question has three separate parts: (I) the behavior of exports 
after August 1958; (2) the behavior of other components of the balance of 
payments; and (3) the resource-allocational effects of EFR changes. The re
source-allocational effects of E-R changes are considered in Section III, since 
they were closely interrelated with the ove;all determinants of the level of 
economic activity. It should be noted at this juncture that the primary re
source-allocational effects of the EER changes were not immediately felt, and 

" can be better considered as part of a longer-run response to devaluation., 

Export behavior. Although exports increased between 1958 and 1959, 
their expansion was by no means dramatic. A number of factors obscure 
analysis of reasons for the increase that did occur. First, it has already been 
seen that export statistics prior to August 1958 were difficult to interpret, 
reflecting "switch" deals, bilateral debt repayment arrangements and asso
ciated artificially high prices for exports, and perhaps some faking of invoices 
as well as unrecorded export transactions. Second, many of the exr )rt trans
actions undertaken in 1957 and 1958 werc carried out by government and 
quasi-government agencies, often at a loss. Since those transactions were 
somewhat less closely tied to profitability than were exports undertaken by 
private traders, one would not necessarily expect the same sort of response as 
if the profit motive had dominated all exports. Third, as was seen in Chap
ter Ill, the export EERs were not fully unified in August 1958, and export
premia increased for different commodities at various dates from August 
1958 to 1960. 

15. See Chapter Vt1, below. 
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With these factors in mind, we can examine data on the quarterly behavior 
of exports given in Table IV-7. The first column gives quarterly exports sea
sonally adjusted at annual rates for the period 1957 to 1960. The second 
column gives the quarterly figures for exports of traditional commodities. 
With the exception of cotton, those commodities did not receive the TL 9 
rate until various dates in 1959 and 1960. Many commodities were exported
primarily by government agencies. The third column gives the behavior of 
other "minor" exports, all of which were accorded a TL 6.20 premium in 
August 1958 and were predominantly the domain of private traders. 

Inspection of the second and third columns of Table IV-7 indicates that 

Table IV-7 
Short-term export response, 1957 to 1960 (millions of U.S. dollars) 

Year 
and 
Quarter 

Total Exports 
(seasonally adjusted 
annual rate) 

Major Exports 
(actual quarterly 
figures) 

Minor Exports 
(actual quarterly 
figures) 

1957 
1 
II 

295.7 
487.6 

67.3 
77.0 

23.1 
17.6 

111 380.5 42.9 19.5 
IV 272.9 78.1 19.6 

1958 
1 287.0 74.9 6.6 
11 
1i1 
IV 

260.3 
235.3 
214.0 

42.6 
15.7 
50.1 

7.9 
22.9 
26.5 

1959 
1 
If 

364.0 
419.1 

75.7 
57.3 

27.7 
24.0 

II 302.4 22.6 27.0 
IV 333.8 79.1 40.4 

1960 
1 
II 
i11 
IV 

347.2 
346.5 
331.7 
303.6 

66.7 
31.9 
19.4 
70.0 

31.9 
27.1 
35.0 
38.7 

Notes: a) Seasonal adjustment factors were computed for the period 1948 to 1970. 
The year was taken from the second quarter of one calendar year to the first 
quarter of the next, since the crop export season overlaps the calendar year.
b) Major exports are: chrome, cotton, hazelnuts, raisins, tobacco and wheat. 
Minor exports are the difference between total and major exports.
c) Actual quarterly export totals arc the sum of major and minor exports and 
are given in Table IV-4. 
Source: Data from hiternationalFinancial Stat.stics, various issues. 
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there were significant differences in the behavior of major and minor exports 
following August 1958. The exportation of major commodities appears to 
have been delayed somewhat until new export regulations were issued, so that 
the third quarter 1958 exports were less than they would otherwise have been 
and the subsequent three quarters' totals were perhaps slightly higher. Ex
ports of major connmodities were still 11 per cent below their 1957 level in 
1959. Although they rose 28 per cent over 1958, that was primarily attributa
ble to the spillover in exports from calendar year 1958 to calendar 1959, as 
exporters awaited higher premia on traditional exports. "' In all, the response 
of traditional exports to the changed tiERs was very moderate and generally
disappointing. It will be seen in Chapter VII that a major reason for this is 
that price signals from the international market are gcnerally not reflected to 
producers in Turkey, so that the quantity of exports depends much more 
upon government policy than upon EERs themselves. 

In 	 contrast to major exports, minor exports had declined much more 
sharply durin the mid-1950's and were S77.8 million in 1957 compared to 
$116 million in 1953. The striking feature is the shrinkage in minor exports 
in 	 the first half of 1958. Although the decline was steady .roni 1953 on,
nuch of the drop in the first half of 1958 may have represented speculative 
inventory accumulation in anticipation of devaluation.' 7 This is the more 
plausible because it seems unlikely that any production response to the al
tered EERs could have been felt by the end of the third quarter of 1958 and 
little could have occurred by the end of the year.

Even if the change in minor exports between the first and second halves of 
1958 was entirely attributable to offsetting inventory changes, it is note
worthy that the flow of minor exports increased in each subsequent year. 
Minor exports in 1959 were S109 million, compared to $80 million in 1957. 
They had thus virtually reattained their 1953 level. By 1960, minor exports 
were $133 million. Thus minor exports seem to have responded to the altered 
EERs. Although the relative response appears impressive, the minor exports 
were too small a component of total exports to have a sizeable effect on total 
export earnings. 

It will be seen in Chapter VII that there is ample evidence of the respon
siveness of most minor and some traditional exports to changed real EERs. 
But in the short-run period from August 1958 to 1961 the export response 
was not pronounced. 

16. 	Mustafa Renksizbulut, "Analysis of Turkey's Foreign Trade and Sonc Estimatcs 
about Future Developments," Turkish EconomicReview, May 1962, p.21. 

17. There is little, if anything, in contemporary comments to suggest that devaluation 
appeared any more likely in 1958 than in earlier years until at least the second 
quarter. Thus although the data are strongly suggestive of speculative activity, there 
is no corroborating evidence. 
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Capitalflows. When there are expectations of exchange-rate changes,peo.pie attempt to hold the currencies they expect may appreciate. One effect ofchanges in EERs is that funds previously held in other currencies may berepatriated. Although such repatriation represents aonce-and-for-all increase inforeign exchange receipts, it can potentially be used to finance some liberaliza.
tion of imports. It is of interest to attempt to estimate tile magnitude of the
speculative flow in Turkey.


As indicated in Chapter 11, 
 the reliability of the balance-of-payments statistics in the 19 50's left much to be desired. Official data can therefore provideonly a rough approximation as to the size of the speculative flow and must be
interpreted with care. 

Recorded net private capital outflows were S29 million in 1956 and $61million in 1957. By contrast, inflows of S73 million were recorded in 1958and an additional S39 million is reported for the next two years (.ee Table 1-6, above). It is probable that most of the 19 5 8-to-1960 private capitalinflow reflected the return of speculative funds. Since there were probablynet capital outflows in the first eight months of 1958, the capital inflow overthe last four months was very likely larger than S73 million, but there are noquarterly data available. Even accepting the S73 million estimate would indicate a reversal of $131 million between 1957 and 1958 in private capitalflows, all of' which represented a net improvement in the balance of pay. 
ments. 

Errors and omissions in the official balance-of-payments statistics continued to be negative until the end of 1959, although the largest negativefigure (minus S97 million) was recorded in 1957. Although negative errorsand omissions in 1958 might have been the outcome of a negative balance onunrecorded capital flows for the first eight months and a positive balance for
the last four months, the fact that errors 
and omissions were still negative in
1959 suggests that something more systematic was wrong. Given the unreliability of the data, 
 it is difficult to reach any firm conclusions, but it seemsinadvisable to count the change in errors and omissions as part of the specula
tive reversal following devaluation. 

Expectations. With the frequent changes in exchange taxes and exportpremia in the mid-1950's, it would be surprising had the August 1958 changesremoved all expectations of future increases in EERs. There is some evidencethat supports the hypothesis that many persons indeed anticipated furtherexchange-rate adjustments. Uncertainty about future premia probably lasteduntil de jure devaluation in 1960. Thus the ElU reported in early 1959 that: 

In recent weeks, there have been many rumours inTurkish business circles that withthe second global import quota, the premium rate for imports, now TL 9.02 = $1, 
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average I 

ries of goods..." 18
would be adjusted to an TL 12 $1,with separate rates for specific catego-

This uncertainty may account in part for the fact noted in Chapter III that 
initial applications for import licenses under the First Import Program to

taled almost four times the amount allocated for that period. On the export 

side, it was reported that exporters continued holding stocks of some com

modities in anticipation of further changes in the export premia. 1 9 
One indicator of expectations about future exchange rates is the price of 

gold. The price of gold coin, fairly symptomatic of the gold market's be

havior, reached a peak of TL 128 per gram in 1958, a level not reattained 

until the late 1960's. Although expectations of future changes may have 

persisted, the disparity between prevailing and expected future exchange rates 

fell after 1958. 

Interaction between exchangc-rate changes and stabilization. Given the 

relatively limited short-term response of foreign-exchange receipts to changes 

in export EERs, it is apparent that the primary impact of the Stabilization 

Program, at least initially, was the cessation of inflation. An interesting ques
equally effectivelytion, therefore, is whether inflation could have been 

stopped had the Stabilization Program not contained provisions for IER 

changes. 
Two separate factors must be considered. First, the large inflow of imports 

was a sizeable deflationary factor and would have been considerably less so 

had the 1957 import -ERs remained in effect. Second, there is the considera
tion that exports we,:,almost certainly have stagnated, if not declined fur

ther, had export FERs not been altered. 
It seems incontrovertible that a sizeable increase in imports was a neces

sary precondition for substantially halting Turkey's inflation. Those imports 

were financed primarily by foreign credits and therefore could have taken 
place at the old EERs (had the creditor countries not insisted upon EER 

changes as a precondition for receipt of the foreign credits). Ilad imports 
increased at 1957 nominal import FE'IRs, a much smaller fraction of the 

premium on import licenses would have been absorbed by the government. It 

has already been seen that the net revenues (which were less than tileincrease 
in payments for imports by reason of the increased premium payments to 
exports) from foreign trade taxes in 1959 were 2.4 per cent of national 
income, and that the additional domestic purchasing power absorbed by the 

altered import EERs was at least twice that amount. 
The effects of tight money would have been substantially reduced had 

18. EIU, op. cit. (Note 1,Chap. i), No. 29, February 1959, p.5. 
19. Ibid., No. 28, November 1958, p. 3. 
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import EERs not been increased. While a contraction of the money supply of
sufficient magnitude to reduce demand for imports via deflation might have
similarly reduced the premium, the adverse consequences of a contraction ofthat magnitude would almo,;t certainly have been unacceptable. In tile con. 
text of inflationary expectations which existed in mid-1958, it seems reason
able to conclude that given :he shift in monetary policy which actually oc
curred, failure to increase import FERs would have impaired if not eliminatedTurkey's chances of transition from a high-inflation to a mnoderate-inflation 
country. Thus increases in im'oort EERs were in this author's judgment anintegral and necessary part of ihe program to achieve price stability, in that
the economic costs of increasing import LERs were far less than would have
been the costs of reducing the money supply by enough to absorb the pre
mium on imports at the old lEERs. 

On the export side, it is not as obvious that altered EIRs contributed
significantly to reduction in the r.,te of inflation in the first several years after
August 1958. First, there is the fact that the short-term export response wasdisappointing. Second, there is the obvious consideration that if Turkey (or
any other country) could obtain irmports without exports, it would be defla
tionary. Thus it Turkey fron 1953 on could have had her aclual level of
imports with her 1958 level of exports, the net effect would have been
deflationary as contrasted with the :,ctual course of events. Ilowever, Turkey
would have been unable to borrow more without increasing export EIRs, as
other countries were not willing to finance an import surplus of the implied
size. Export-EER alterations were thou,-t necessary to restore prospects ofeventual export growth. Even if Turkcy had received an initial foreign credit 
enabling the increase inl imports, it would have been a once-and-for-all in
crease. The import flow would have had to be reduced once the initial credit
 
was exhausted, with attendant inflatiorary pressures at that time.


Thus it seems reasonable to conclude that: (I) the increased 
 Iow of imports was an important factor in enab ing the achievenent of price stability
(2) altering import EFRs, by absorbing domestic purchasing power, was atleast as important a deflationary factor as the increased flow of imports; (3)
since the imports were financed by foreign credits, altered export EERs were
not essential to the attainment of price stability in the short run; but (4)
alteration of export EERs was essential if t,: flow of imports was to bema-inta:ined extended time, whichover an period of was necessary for con
tinuation of price stability over the longer run. 

III. The Stabilization Program andthe level of economic activity 

The years 1959 to 1962 were slow-growth years for the Turkish economy, 
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and there Is little doubt that recession was experienced over much of the 
period. In this section, the magnitude, timing and determinants of the level of 
economic activity over the period are examined. 

The magnitude and timing of the recession 

Data are woefully lacking for an adequate evaluation of the degree and 
timing of changes in the level of economic activity over the 1959-to-1962 
period. Such data as are available suggest thot the rate of growth leveled off in 
the first six to nine months after the August 1958 devaluation, and then 
increased rapidly. That was followed, however, by a sharp decline in the level 
of economic activity in the last half of 1960 and most of 1961. 

The SIS estimates of national income at constant prices suggest overall 
growth rates of 3.8, 2.4, zero, and 6.4 per cent, respectively, for the years 
1959 to 1962,20 with income originating in manufacturing remaining con
stant over the three years 1959 to 1961. As indicated above, one factor 
accounting for the relatively slow growth rate over the period was undoubted
ly the lackluster performance of the agricultural sector, from which income 
originating at constant prices actually declined. 

There are few if any valid indicators of changes in the level of economic 
activity between quarters. Data on quarterly electric power and cement pro
duction reported by the EIU are given in Table IV-8 and indicate a slackening 
in the growth rate of power production and sharp fluctuations in cement 
production. The right-hand side of the Table gives the percentage change 
from the same quarter in the previous year. The power production data 
suggest that the two middle quarters of 1959 and the four quarters starting
with the third quarter of 1960 were the periods of most pronounced slacken
ing in growth, and also that the slackening was both longer and more pro
nounced in 1960-1961 than in 1959. 

The figures of cement production show rather more marked changes. For 
cement, an import-substitute during the 1950's, production fell somewhat 
after the third quarter of 1958, rose rapidly from mid-1959 to mid-1960, and 
thereafter declined once again. The 1960-1961 decline is both steeper and of 
longer duration. Insofar as cement and power production can be taken as 
indicators of short-term changes in the level of economic activity, these data 
would suggest that tile 1960-1961 recession was far more pronounced than 
that of 1959. 

Annual production data tend to confirm this impression. As seen in Chap
ter 1, real national income is estimated to have declined in 1961. Residential 
construction declined in 1959 and did not reattain its 1958 level until 1962. 

20. See Table 1-3, above. 



Table IV-8

Quarterly power and cement production, 1956 to 1962
 

Level of Production 
I1 Percentage Change from Previous Year111 IV Year I !1 111 IV Year 

Power (million kwh) 

1956 5241957 494617 496602 536 2050623 702 2544 14 8 5 -21958 686 18 22 26 6663 716 31 242888
1959 780 
823 11 10 15
722 784 17 14
946 
 3232 
 14
1960 9
890 9 15
833 12
847 
 1011 
 3581 
 14 
 15
1961 8 7
947 863 11
1962 940
1095 1051 1142 3892
1108 6 4 11
1297 13
4551 9
16 
 22 
 18 
 13 
 17
 

Cement (thousands of metric tons) 
1956 
 188 
 356 
 320 
 396 
 1260 
 -18
1957 340 19 16 41
420 19
452
1958 452 1664
396 556 81 18 41 14
584 32
480 
 2016
1959 32 29
272 604 708 

16 6 21

2312
1960 -31
452 768 748 

728 9 21 52 15
752 
 2720
1961 66 27
352 6
760 848 3 18
748 2703 -221962 504 -1 13848 888 -1 -1848 
 3088 43 12 
 5 13 14
 
Sources: FIU. op. cit. (Note 1. Chap. II): No. 18, May 1956. p. 14A'o. 23. AugustAugust 195 7 , p.1959, p. 11; Ao. 35, August 1960. p. 13;No. 27, August 19S8,p. 11;No. 31,I1; No. 39, August 1961, p. 10; No. 43, August 1962, p. I ;No. 47,September 19 63 , p. 14. 
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Other construction declined continuously from 1958 to 1961 and was well 
below its 1958 level in 1962. The textile industry apparently was also stag
nant over the four-year period. Other industries generally show an increase in 
output in 1959, with stagnation or decline between 1960 and 1961 2I Tie 
OECD interpretation was 

Manufacturing production was practically stagnant in 1958 but. under the impetus of 
renewed imports of raw materials spare made possible by theand parts, credits 
received in the framework of the 1958 Stabilization Programme, output rose by
nearly 5 per cent in 1959. In 1960, the events leading up to, and immediately
following, the revolution in May 1960 led to some hesitation on the part of pro
ducers and consumers which had a depressing effect on economic activity. 22 

It seems a acasonable conclusion that there were two separate recessions in 
Turkey. The first started with the devaluation and reached its nadir in the 
second quarter of 1959. Thereafter economic expansion resItumed, especially
in the last half of 1959 and the first few tnontlts o& 1960. The second 
recession began in the sttnitner of 1960, and reached its trouph late in 1961. 
Since there was probably sonie slack in the economy in early 1960, the 
.second recession was undoubtedly the more sevre of the two, reflecting both 
a bigger downswing and a lower level of economic activity at tile start of the 
decline. The greater magnitude of the downswing is evidenced both by the 
sharper and more widespread declines in production in different sectors of
the economy and by the national income estimates for the period. The ab. 
sence of quarterly data of course renders more precise measurement impos
sible. 

Factorscontributingto recession 

Causes of the 1958-1959 slowdown. In the absence of data upon which 
more scientific tests could be based, any interpretation of the determinants of
the level of economic activity within Turkey over the 19 5 8 -to-1962 period 
must of necessity be based on personal judgement. The 1958- 1959 recession 
will be first considered. 

It has already been seen (Table IV-3, above) that the shift in monelary
policy was sharp and abrupt. Given its magnitude, the surprising thing is not 
that there was a recession but ratl.er how mild the recession appears to have 
been. In this author's judgment the shift in monetary policy was responsible
for the recession that did occur, and had it not been for sonic mitigating 
circumstances the monetary shift would have led to a deeper recession than 
was in fact realized. The increase in economic activity late in 1959 was 

21. OECD, Turke, 1963, p. 58; and OECD,Turkey, 1961, op. cit. (Note 42, Chap. Ill), 
p. 9. 

22. Ibid. 
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attributable primarily to the abandonment of monetary stringency and theresulting change in expectations.
This view is consistent with Fry's estimates of the money supply-moneyincome relationship and also with the apparent slowdown in construction

activity. The really significant question is why the recession was so mild.Again, no quantitative answer can be given although several factors tindoubtedly contributed. First, fiscal waspolicy expansionary: part of thereduction in investment (as reflected in the construction data) was probablyoffset by changes in government expenditures. Second, the shortage of imports prior to the second quarter of 1959 had retarded economic activity tosome extent. In particular, a large influx of capital goods imports in 1959 and1960 suggests that replacement demand for capital goods may have beenrelatively high. This demand probably offset part of the downward shift inprivate investment which would otherwise have occurred. Insofar as importsof capital goods required complementary domestic resources to complete tieinvestment, dhe influx of imports was probably less depression-inducing than 
would othenvise have been the case. 

Sonic observers have suggested in interviews that an additional factor contributing to the mildness of the first recession was the degree of wage andprice flexibility in Turkey in the late 19 50's and early 1960's. That is adifficult argument to assess. It is true that Turkish labor law at that timeforbade strikes. Ilowever, there are no reliable data on either employment orwages with which to evaluate this argument. Of the 14 components of theprice index which are available on a quarterly basis for the 1961-to-1962period, eleven declined at least once, and many more frequently during thetwo-year interval ,2 which would suggest considerable flexibility. 

Causes of the 1960-1962 recession. It is far more difficult to evaluate tie
factors contributing 
 to the 1960- 1962 recession than those for 1958- 1959.As shown above, the available evidence indicates that the 1960-- 1962 redession was substantially more severe and protracted than its earlier counterpart.
Yet as 
seen in Table IV-6 the simple model used to estimate aggregate excess
demand shows that there was more expansionary stimulus to the Turkish economy in 1960 and 19 1 than there had been in 1959.
 

Contemporary 
accounts attributed the recession to uncertainties followingthe May 1960 Revolution. loarding on the part of the peasants was particu
larly blamed for much of the difficulty: 

The economy at the moment is in the doldrums, and it looks as if the recovery willbe both slow and painful. The root of the present trouble seems to thatbe thepeasants are simply refraining from spending, with the result that business in the 

23. Data from OECD, Turkey, 1963, op. cit. (Note 21), p. 59. 
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consumer goods sector has slackened off to such a degree that many of the big firms 
are living off their capital and cannot meet their wage bills, while the smaller firms 
are being forced to close down... 2 4 

The OECD view was similar: 

The signs of a renewal of inflationary pressures and speculation, particularly after the 

vote in February 1960 on the 1960-61 budget at a greatly increased level of expendi

ture, were counteracted from the spring onwards by government policy to restrict the 

growth of public expenditure and by the spread of sales resistance and currency 
hoarding among the population, particularly the peasants. Consequently, demand for 

such as textiles, declined during part of the year...lloarding ofconsumer goods, 
a 1960 and was thebanknotes and, to a lesser extent, gold coins was feature of 25
 

courterpart of the reluctance of consumers, particularly peasants, to buy...


The available evidence on this hypothesis is mixed, however. The ratio of 

current GNP to the nioney supply, a crude indicator of the velocity of circu

lation, declined from an average of 8.84 in 1950 1954 to 7.59 in 1955-1957, 
rose to 8.85 in 1958 and 9.62 in 1959. Thercafter it fell to 9.27 in 1960 and 

9.07 in 1961, rising to a peak of 10.16 in 1963. Then it gradually declined to 

8.65 in 1969. One would expect a gradual decline in the incone-money ratio 

as the Turkish economy becomes increasingly monetized. However, the data 
for the 1960-to-I 962 period suggest a higher-than-average velocity of circula

tion, the opposite of that implied by the hoarding hypothesis. 
If one inspects real consumption behavior over the period, there is a sug

gestion that consumption expenditures were somewhat below normal. If the 

percentage of consumption in GNP as given by SPO (Table I-I) is multiplied 

by real GNP, the resulting estimates of real consumption for the years 1958 
to 1962 are: 

Year 	 Consumption as a Real Estimated Real 

Per cent of GNP GNP Consumption 
(billions of TL at 1961 prices) 

1958 77 46.3 35.7 
1959 77 48.1 37.0 
1960 75 4Q.9 37.4 
1961 74 49.1 36.3 
1962 	 75 52.1 39.1 

While these estimates are necessarily crude, they suggest that real consump

tion declined more than real income, which is consistent with the view that 
the recession resulted from the response to the political changes. 

As seen in Table IV-3, the increase in the money supply was very small 

during 1960 and 1961. The behlvior of the money suinly ,,d:,obtedly con

tributed to the length and severity of the second recession. Indeed, the pie

24. EIU,op. cit. (Note I.Chap. 11), No. 37, February 1961, p. 2. 

25. OECD, 7hrkey, 1961, op. cit. (Note 42, Chap. I1l), p. 14. 



109 
The Devaluation C'ur-Liberalization Episode 

nomenon from which it is tempting to draw conclusions is that the timing ofthe first and second recessions coincided almost exactly with changes in therate of monetary expansion. The conclusion is highly plausible, and tile be.havior of the money supply was unquestionably important. What is not
known, however, is whether during the 1960-1962 period the money supplyremained stable as a matter of deliberate government policy or whether itremained stable in the absence of increasing demand for credit. 2 6 

There is no doubt that the Revolutionary government was committed tomake the Stabilization Program work. Indeed, one of tile reasons given for
the takeover was that the NUC government could better carry out the Stabilization Program than had the Menderes government. The NUC substantially
pared the budget submitted by the Menderes government. Rapid expansion ofthe money supply would not have been countenanced. Expectations based upon the commitment of the new government may weli have contributed to
recession. However, whether the actual behavior of the money supply was theresult of passive adaptation to demand or of deliberate government policy is 
unknown.
 

The important question for present purposes is the degree to which thetwo recessions were related to the Stabilization Program. The picture inregard to the first recession is fairly clear: the abrupt shift in monetary policyand other deflationary pressures emanating from the Stabilization Programwere the major factors in leading to it. That recession was very mild in
relation to the sharp reversal in monetary policy. The rapid expansion ineconomic activity in the last part of 1959 and early 1960 is largely explained
by the government's abandonment of the major monetary and fiscal elements 
of the program. 

It is more difficult to say to what degree the second recession was linkedto the Stabilization Program. Once expansionist policies had been resumed in1959-1960, the shift back to the Stabilization Program undoubtedly led to arenewal of the recession. It is doubtful, however, whether the severity and
intensity of the recession can be laid solely at the door of the resumption ofthe Stabilization Program. While the behavior of the money supply played akey role in prolonging and intensifying the second recession, that behaviormay have been largely a passive response to money demand. Moreover, since
the government could have expanded the money supply somewhat withoutimperiling price stability, part of the blame for tile second recession must be
attributed to the failure of the money supply to expand.

We conclude therefore that insofar as Turkey had to pay a cost in the form 

26. 1he OECD declared that the commercial banks were in general highly liquid and thatthe demand for loans was "sluggish." OECD, Turkey, 1961, op. cit. (Note 42, Chap.
It), p. 21. 
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of foregone output for the Stabilization Program, that cost lay primarily in 
the lower-than-average rate of growth in 1959 and 1960. The decline in real 
national income between 1960 and 1961 was neither necessary for the 
achievement of price stability nor a result of the Stabilization Program. 

Short-nim resource-allocational effects of the Stabilization Program. It 
has already been seen that the behavior of export earnings immediately after 
1958 was disappointing. The longer-run results were much more satisfactory 
and are analyzed in Cliapter VII. Here, focus is upon the short-run resource
allocational effects of the Stabilization Program. In the absence of detailed 
data, there are only three effects which deserve attention: (I) the conposi
tion of investment; (2) the behavior of construction; and (3) the productivity 
of factors of production. 

The sharpest shift observable from annual data was that in the composi. 
tion of investment. Table IV-9 gives the data. 2 7 By 1957 construction invest
ment had increased to 76 per cent of total investment, with machinery and 
equipment down to 24 per cent. By 1960 construction investment (which fell 
in real terms) was 65 per cent of the total, while machinery and equipment 
had increased to 35 per cent. Real machinery and equipment investment 
increased fairly sharply. Imports of machinery and equipment virtually dou
bled between 1958 and 1959. 

Simultaneously, the import content of machinery and equipment invest
ment rose sharply after the Stabilization Program, while that of construction 
investment merely reattained its 1957 level. It was seen above that the ma
chinery-and-equipment component of investment was hit much harder by 
import shortages in the mid-1950's than was construction. One effect of the 
Stabilization Progra'u ws to reverse the trend toward the increasing impor
tance of construction investment. 

The dccline in relative importance of construction was, as just noted, 
accompanied by an absolute drop in construction activity in real terms. 
During the mid-1950's the increased share of construction had been accom. 
panied by a drop in real machinery and equipment investment. A natural 
interpretation of this reversal is that the earlier import stringency had led to a 
non-optimal expansion in construction, which was counteracted with a re
verse resource-allocational shift after the Stabilization Program. If there were 
bottlenecks limiting production in other sectors in the mid-1950's, the con
struction sector, relatively independent of imports, could have been the 
market into which resources flowed. If so, the easing of bottlenecks would 
have reversed the shift, thus leading to the downturn which actually occurred. 
27. The data are not carried beyond 1960 because: ( I ) G;irtan's estimates terminate with 

that date, and (2) the TL value of imports changed after 1960, so that the import 
figures (in TL) are nonc:mnparable. See, howcvcr,Table VIII-5, below. 
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Table IV-9
Investment composition and impor t composition of investment, 
1957 to 1960 

1957 1958 1959 1960 

A.(millions of TL,current prices)
Construct ion inve'stmfentf 
Construction materials imports,c.i.f. 
 112 
 94 282 262
Domestic value olfimports 324 261 528 505Domestic materials 800 1289 1927 2043Domestic valuc added 1800 2074 2159 2372Total construction investment 2923 3624 4614 4921 

Machiner ,and equipment investnent
Imports. ci. 249 369 1061 1339Domestic value of imports 628 894Donestic goods 1727 2115 

276 441 567 584Total machinery and equipment 903 1335 2294 2699 
Total hiestment 

3827 4960 6908 7620 

B.(percentages)
CoMpositionof total inmestment 

Construction 
76 73 67Machinery and equipment 65 
24 27 33 35 

imports(doinestic mahie) to investment in.Construction 
II 7 11 10Machinery and equipment 70 67 75 78 

Source: Same as TabIeIl-it. 

There is no way of testing this hypothesis with available data. The implicitdeflators, calculated in the manner described in Table I-1 I, indicate a 14 per
cent increase in 
 the p.ice of machinery and equipment from 1958 to 1960compared with a 35 per cent increase in construction prices, titus reversingthe increase in the relative domestic price of machinery and equipment ofearlier years. To the extent that import liberalization accounted for the decrease in the relative domestic price of machinery and equipment, this wouldsuggest that liberalization accounted for the change in investment composi
tion.
 

The final resource-allocational 
 effect is tht on the productivity of resources. Ott this subject little evidence is available. Whatever changes didoccur are obscured in the available annual data by the effects of recession.Contemporary observers however believed increased productivity to havebeen an important outcome of the Stabilization Program. IndustrialTheDevelopment Bank of Turkey observed in its 1959 Annual Report: 
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Before application of the stabilization policy the limits of the industrial production 
of Turkey were determined by the existing industrial production capacity and espe
cially by the possibility of supplying the need for raw materials, auxiliary materials 
and spare parts. During the year under review, however, the deciding factors in 
determining the volume of industrial production were especially the volume of 
demand and the ability of the industrial and commercial community to finance 
inventory formation...The fact that the sellers' market, which was evident before the 
inflation turned into a buyers' market and especially the competition of imported 
goods brought the qucstioii of quality improvement and lower cost of production to 
the foreground. 2 8 

The OECD placed more emphasis upon the facts that "the serious underutili
zation of productive capacity that had developed during the previous eighteen 
months was thereby corrected," and that imports of spare parts and raw 
materials enabled increases in output from existing capacity. 29 

All these resource-allocational effects undoubtedly emanated from the Sta
bilization Program and the increased flow of imports. But it is impossible to 
quantify even approximately the degree to which the productivity of re
sources was thereby increased. 

IV. The optimality of the Stabilization Program 

A ,hough the costs in the form of recession of the Stabilization Program 
have been discussed above, the benefits in the form of an altered long-run 
growth path have not been. It is nonetheless still possible at this stage to ask 
the question: if Turkey was going to undergo such a program, could the 
package have been improved upon'? 

Evaluation is difficult because there were three separate goals of the pro
gram: (1) achieving internal price stability; (2) eliminating some undesirable 
effects of government policies upon the domestic economy; and (3) altering 
the nature of the foreign trade regime. Imposition of bank credit and govern
ment budgetary ceilings and the raising of SEE prices were primarily aimed at 
achievement of the first goal. Removal of the government's price control 
regulations was designed to undo some of the damage inflicted by govern
ment policy upon the domestic economy. 30 Altered [FiRs, debt rescheduling 
and the import liberalization financed primarily by foreign credits were in

28.AnnualStatement, Industrial Development Bank of Turkey, 1959, pp. 27-8. 
29. OECD, Turkey, 1961, op. cit. (Note 42, Chap. III), p. 6. 
30. 	Removal of the price control laws and price ceilings could have been undertaken at 

any date independent of the Stabilization Program. While their removal was highly 
desirable, it was not an integral part of the Stabilization Program, although failure to 
remove them at that date would have rrsulted in continued domestic black markets 
and other difficulties. They are therefore not considered further within this section. 
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tended to affect the nature of the foreign trade regime. An additional compli
cation to analysis of the optimality of the program is the fact that the
monetary-fiscal components of the Stabilization Program were abandoned in 
1959 and resumed in 1960 along with other policy changes undertaken by
the NUC government. 

An important question is whether the dual objectives of price stability and 
an altered trade regime should have been sought in the same package. Ob
siously, unless the rate of inflation had been substantially reduced, no long
run alteration in the trade regime could have been anticipated on the basis of 
a fixed exchange rate. Thus if price stability had not been souglht, some form
of flexible exchaile rate the onlywould have been means whereby lasting
changes in the trade regime could have been effected. Speculation about the 
pros and cons of continued inflation, with a constant real EER, seems futile
because the political consensus in Turkey seems to have been that the evils of 
inflation far outweighed its benefits. The price-stability goal of the program
seems to have been more important politically than trade-regime alterations. 

However, even though price stability was achieved, by setting a fixed
exchange rate Turkey left herself vulnerable to renewed foreign-exchange
shortages and overvaluation, as indeed occurred in the 1960's. Although
inflation was mild contrasted with that in the 1950's, the adoption of a fixed
exchange rate precluded use of the exchange rate as a means of attaining
continuous external balance. It can be argued that the costs of such preclu
sion might have been acceptably low had Turkey devalued again in the mid
19 60's. But the very fact of a fixed exchange rate created political pressures
making that difficult to do. Thus the effects of exchange-rate overvaluation in 
the late 1960's can in a sense be h-'2med partly on the non-optimality of the 
1958 Stabilization Program as it failed to include a mechanism for continued
 
exchange-rate adjustment.
 

Although such a mechanism Would have been preferable, the Stabilization
Program did include a fixed exchange rate. To evaluate the program, there
fore, the goals of price stability and an altered trade regime at a fixed
exchange rate are accepted as ie basis for evaluation for the remainder of 
this section. We, insider the optiniality of each component of the package in 
turn. 

Little comment is required on the adjustment of SEE prices. Of course 
SEE prices could have been increased without the remaining components of 
the Stabilization Program, and one inflationary pressure in the situation 
would have been reduced. However, given that SEE prices had not previously
been increased, a source of finance for the SEEs other than Central Bank
credits had to be found if inflation was to be reduced or eliminated at the
time the Stabilization Program was adopted. Given the situation of the SEEs
in August 1958, raising SEE prices was essential for the attainment of price 
stability. 
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The other anti-inflation components of the Stabilization Program, budget
ary and credit ceilings, require slightly more evaluation. There can be no 
doubt that the ceilings were stringent enough to bring inflation to a halt and 
to that extent, were eminently successful. If the ceilings were nonoptimal, it 
was in the other direction: the reversal of inflationary forces may have been 
too strong. Not only did monetary expansion cease, but other factors were 
deflationary: the doubling of import EERs lea to a sizeable absorption of 
purchasing power and the requirement that funds be deposited at the time of 
import-license applications enhanced the effect. Thus with a constant money
supply the demand for money to finance imports shifted upward and the 
volume of imports increased sharply without an off-setting increase in ex
ports. 

The best argument for the necessity of the zero-increase ceilings - which 
implied constancy of the money supply - is that any permitted rate of 
expansion might have led the administration to evade the ceilings, or at least 
to carry out whatever expansion was permitted at the earliest possible date. 
Then too there is tie consideration that sonic readjustment, acompanied by
recession, may have been essential after the near-runaway inflation of the 
preceding years. 

On the opposite side, some permitted expansion in the money supply
might have made the effects of the Stabilization Program less unpalatable to 
the government. If that had the renewedhappened inflationary impetus of
late 1959 might either have been smaller or nonexistent, thus rendering the 
recession of 1960-1962 le.is prolonged and severe or even reversing it. 3 

Whether a smaller rate of increase in ceilings in 1958-1959 would have been 
sufficient to induce the government to maintain the Stabilization Program is 
integrally related to the question raised above as to the intentions of the 
government when it accepted the Stabilization Program, and no definitive 
answer is possible. 

The Menderes government probably did not fully accept the goals of the 
Stabilization Program. If that is so, zero-increase ceilings were probably neces
sary if the Stabilization Program was to be imposed by foreign creditors and 
to achieve price stability. However, had there been a government in Turkey
which fully accepted the goals of the program, it would probably have been 
preferable to expid the money supply by I or 2 per cent per quarter
during the year after the adoption of the Stabilization Program. In view of 

31. 	 In view of the developments in 1960-1962, it is evident ex-post that monetary and 
fiscal policy ought to have been more expansionist. But insofar as the reasons for 
that recession lay in the downward shift in the consumption function and other
phenomena associated with the change in government, the problem was one of
general monetary-fiscal policy and did not have its origins in the Stabilization Pro
gram. 
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the deflationary effects of imports and their financing and the potential 
growth rate of the Turkish economy (as well as its increasing monetization), 
such an increase would -till have represented a major shift from past mone
tary behavior and enabled the cessation of inflation with a smaller impact on 
the level of economic activity. That conclusion is highly debatable, however, 
and other interpretations are equally valid. 

Turning now to the components of the Stabilization Program aimed at 
altering the trade regime, there can be little doubt about debt rescheduling. It 
really was necessary years before it occurred. It is virtually impossible to 
perform the mental experiment of rationalizing the trade regime ill any way 
in 1958 without debt rescheduling. 

The desirability of the foreign credits received by Turkey is another matter 
about which it would appear that conclusions can be reached. As seen above, 
it is doubtful if the reversal of speculative capital flows exceeded SI 00 mil
lion. Even though that response by itself would have enabled a temporary 
increase in the volume of imports, the increase would have been relatively
minor in view of the level to which imports had fallen. Moreover, if import 
liberalization was to be achieved, credits were! probably necessary to provide 
confidence that the liberalization could be continued for more than a very 
short period. 

In the economnic conditions of 1958 the marginal product of additional 
imports far exceeded the interest rate on foreign credits. Some of the credits, 
especially in late 1959 and early 1960, were probably unwisely used when the 
government renewed its expansionist policies, and under ideal management 
the credits would not I'ave Ieen fully expended by mid-1960. Ilowever, the 
large increase in imports which the credits permitted was important in several 
ways: (I) it virtually wiped out the premia associated with import licenses; 
(2) it was a significant factor in contributing to the deflationary pressure; and 
(3) insofar as it enabled increased capacity utilization and other ways of 
better utilizing existing resources, the direct productivity of the imports was 
very high. 

The final component of the program, alteration of EERs, raises two ques
tions. (I) To what extent were the new h'ERs optimal? (2) Could the way 
they were altered have been improved upon? The first question is tile more 
difficult. As seen above, the nominal devaluation was 220 per cent. But even 
the effective devaluation (the change in the average PLD--ER) was 75 per 
cent, which is large by any standard. Certainly a smaller effective devaluation 
would have been less desirable: (I ) as seen above, for many export commodi
ties the new EER simply raised the lira equivalent of the international price 
to the domestic price; (2) available evidence suggests that a change of smaller 
magnitude would have left premia on import licenses for many commodities; 
and (3) given that the exchange rate was to be fixed, some allowance had to 
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be made for the increase in the domestic price level that would follow the 
raising of SEE prices and other adjustments. 

A larger effective devaluation might have been more desirable. A maxi
mum would have been about TL 12 = S1.2' We have seen that the actual 
alteration in EERs did not substantially affect the degree of discrimination 
against exports, as the ratio of the import EER to the export EER in late 

1959 was almost the same as in the pre-1958 years. Partly, however, that was 
attributable to the implicit taxes on traditional exports and any larger effec
tive devaluation would probably have necessitated higher export taxes on 
some of those commodities. Given the responsiveness of non-traditional ex
ports and minerals to increases in real export EERs (see Chapter VII below), a 
somewhat greater devaluation could have increased the export response, per
haps sizeably. On balance, .)v actual EER changes were probably on the 
lower bound of the right order of magnitude, being sufficient to wipe out 
premia but not enough to offset discrimination against exports. 

The manner in which the exchange rates were )tered is another question. 
Exchange premia were altered so that the devaluation was de facto rather 
than de jure, and if Turkey was committed to a fixed exchange rate, the 
technique used to alter the rates led to a greater likelihood of one-sided 
speculation about future EERs than de jure devaluaiion would have. More
over, while taxes on traditional agricultural exports are defensible on a variety 
of grounds, their use was certaiily unwarranted for minerals, and even for 
other commodities their use led to speculative inventory withholding. Part of 
the disappointing performance of exports in the first years after 1958 was the 
result of the manner in which export EERs were changed. 

The Stabilization Program must be judged on balance to have been a 
successful one. Its objectives and achievements were in a sense negative, in 
that the black markets, inflation, dislocations and import premia of the mid
1950's were largely wiped out. Whether from the situation of 1958 it would 
have been desirable to attempt more, i.e., to alter incentives drastically in 

favor of exports, is a matter of judgment. But evaluated in terms of its own 
goals, the Stabilization Program accomplished a great deal and the costs, in 
terms of domestic recession, appear to have been held within reasonable 
bounds.
 

32. This Is the rate suggested by Okyar and Iren in Columbia School of Law, op. cit. 
(Note 14, Chap. i), p. 406. 
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CHAPTER V 

Planning and the trade regime in the 1960's 

Whereas the Turkish foreign trade regime of the 1950's was largely inde
pendent of domestic objectives, that of the 1960's was closely interrelated 
with domestic economic policy. As indicated above, there was no conscious 
planning or coordination of economic policies in the 1950's, and economic 
goals did not closely interrelate with the nature of the trade regime except 
insofar as the expenditures undertaken were contributory to balance-of
payments stringency. Indeed, the lack of planning and coordination of eco
nomic policy was one of the criticisms leveled at the Menderes government in 
its last years and after its downfall. 

When a new constitution was formulated tinder the Revolutionary govern
ment in 1960 -1961, one of the key changes was that planning for social and 
economic development was defined as the duty of the State: 

Economic and social life shall be regulated in a manner consistent with justice, and 
the principle of full employment, with the objective of assuring for everyone a 
standard of living befitting human dignity.

It is the duty of the State to encourage economic, social and cultural development
by democratic processes anI for this purpose to enhance national savings, to give
priority to those investments which promote public welfare, and to draw up develop
ment projects. I 

Further, the State Planning Organization was established as the planning or
gan within the constitution. Under the heading, "Development projects and 
the State Planning Organization," Article 129 reads: 

Econotnic, social and cultural development is based on a plan. Development is 
carried out according to this plan. 

The organization and functions of the Siate Planning Organization, the principles 
to be observed in the preparation and execution, and application and revision of the 
plan, and the measures designed to prevent changes tending to impair tne unity of the 
plan, shall be regulated by special legislation. 2 

Thus development plans became central to government economic policy in 
the 1960's. Through the plans and their implementation, tile foreign trade 
regime was much more closely related to other economic policies than it had 
been in the 1950's. 
I.Constitution of thc Turkish Republic, translated for the Committee of National Unity

(Ankara), 1961, Article 41. 
2.Ibid., official translation, Article 129. 
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The purpose of this chapter is to examine the nature and evolution ofeconomic policy in the 1960's and to evaluate the relationship between trade
policy and domestic economic goals. The first section contains a brief descrip
tion of the planning mechanism and its relationship to the execution of
policy. The second section outlines the major characteristics of the Plans and 
examines the degree to which Plan targets were achieved. The third section isconcerned with the role of the foreign trade sector within the Plans. Finally,
the role of foreign aid, foreign indebtedness, and private foreign capital in the 
1960's is considered. 

I. The planning mechanism and execution of economic policy 

The State Planning Organization (SPO), as stated in the constitution, isthe government body assigned the responsibility for Plan preparation in
Turkey. It is also given the duty of following up on the implementation of
the Plan and advising on current economic policy. With one exception, the
SPO does not have operational responsibilities and is advisorv in nature. 3 But 
when the SPO's recommendations are adopted by the cabiniet, as they mustbe before they become official policy, their impact is greater than that of 
most advisory organizations. 

Since the inception of planning in the early 19 60's, the SPO has drawn uptwo Plans: the First Five Year Plan (FFYP) covering 1963 to 1967, and the
Second Five Year Plan (SFYP) covering 1968 to 1972. 4 The SPO prepares an
Annual Program each year in which detailed annual plans are presented and 
the progress of the economy is monitore-. 

Although the SPO is not responsible for the implementation of policy
except for matters coming under the purview of the Investment and [xport 
Promotion Department, s it is empowered to monitor the actions of othergovernment agencies with a view to determining the degree to which plangoals are carried out. In the late 1960's, for example, applications for licenses 

3. The SPO itself has two closely interrelated bodics: the IIigh Planning Council and theCentral Planning Organization. The Central Planning Organization had three departments until 1967: Economic Planning, Social Planning, and Coordination. In 1967, afourth department was added: Investment and Export Promotion. That department is
operational, concerned with implementing export rebates and export and investmentincentives. The Central Planning Organization is headed by an Undersecretary, who 
reports directly to the Prime Minister. The High Planning Council consists of thePrime Minister, the Undersecretary heading up the SPO, the lbeaus of the original threeDepartments comprising the CPO, and three other members of the Prime Minister's 
cabinet. 

4. At the time of writing, the Third Five Year Plan for 1973 to 1977 is being prepared.5. Even these implementation functions were removed in 197 1. 
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for capital goods imports had to be checked by the SPO to ensure that theproposed investments were consistent with the Plan before the license wasapproved. This power in itself gives the SPO considerable influence in eco
nomic policy. 

II. The five year plans: goals and achievements 

Overallgoals 

Prior to tile FFYP a document, "Plan Objectives and Strategy," was prepared which laid forth the development goals to be achieved over the subsequent fifteen years. Although that document is relatively sparse in quantitative details, it set the two objectives which have remained fundamental in theFFYP and SFYP: (I) a target rate of growth of 7 per cent per annum and (2)continued development at the seven-per-cent rate without further foreign
assistance, by 1977 at the latest: 

... Turkey may reach a stage beforc the end of fifteen years and probably at the endof the second five years when she can continue her development efforts withoutbeing in need of exceptional external finance such as foreign aid. 6 

Foreign aid was counted upon to cover the gaps between investment and
savings projected for the early years of the fifteen-year period.The basic reasoning underlying thl "Objectives and Strategy" was astraightforward Harrod-Dlomar capital-output-investnient relationship. Although a few specific numbers were given for 1977, they were more in thenature of forecasts than of policy prescriptions. For example, the share ofagriculture in GNP was expected to decline from 43.8 per cent in 1962 to29.4 per cent in 1977, with increases in the shares of services and nanufacturing from 12.8 and 9.8 to 26.3 and 
 15.6 per cent, respectively. An indication of the policies by which these forecasts or targets would he achieved was

left to the Plans and the Annual Programs.


Although both Plans accepted the dual targets of the "Objectives andStrategy," there were differences between them in the choice of instrumentsto meet particular targets and also in the emphasis given to the public sector.As indicated in Chapter 1, the 1965 elections brought the Justice Party underPrime Minister Demired to power, whereas the Republican Peoples' Party(RPP) had ruled in a coalition government prior to that time. The FFYP,
formulated under the RFP coalition government, placed slightly greater emphasis upon dirLct intervention in the economy and on the public sector's 

6. FFYP, op. cit. (Note 20, Chap. 1), p. 37. 
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role in development than did the SFYP. The SFYP by contrast leaned more 
toward the use of price incentives and reliance upon the private sector. Thus 

the FFYP declared: 

Tile private sector alone cannot realize all the conditions necessary for economic 
development. Economic development will be attained by accelerating investment and 
making basic changes in the structure and methods of production. These changes 
cannot be accomplished solely by entrepreneurs who adjust their activities according 
to market conditions... It is neither necessary nor possible to draw a definite line 
between the activities of the public and private sectors. The State should be author
ized to regulate economic activities with a view to create the conditions required for 
the attainment of the objectives of the plan. The State should be in the vanguard of 
progress in the industrial sectors... I 

Contrast this with the statements in the SFYP: 

The static and dynamic efficiency of tie economy will be achieved mainly through 
the market mechanism ...The State will insure price stability and minimise the defi
ciencies of the price mechanism through indirect means such as tax, credit, money 
and foreign trade policies...The policies to be adopted in the Second Plan period will 
enable the private sector to take over the development of manufacturing industry in

8 
the long run... 

Thus although both Plans accepted the fact of SEEs, the emphasis upon price 

incentives was greater in the SFYP period, while that upon direct government 

investments was greater in the FFYP. 

The FFYP.9 Investment in the FFYP was to rise from 14.8 per cent of 

GNP to 18.3 per cent of GNP. This increase was to be accomplished by a rise 

in the average savings rate from 12.8 to 14.8 per cent and an increase in 

external financing from 2 to 3.5 per cent of GNP, with an estimated incre

mental capital-output ratio of 2.6. Government revenues were to increase 

from 24.7 to 27.5 per cent of GNP, while expenditures were to increase by 

the same amount, thereby implying that the increase in government invest
ments would be financed by additional savings (including the surpluses of 

SEEs), and that private investment increases would be offset by increases in 
private savings. 

Planned sectoral investments and income originating in those sectors in 

1961 are given in Table V-I. Although the sector classifications are not entire

ly comparable, it is evident that heavy emphasis was placed upon infrastruc

ture investments. As indicated in the FFYP, 

7. FFYP, op. cit. (Note 20, Chap. I), p. 54. 
8. Ibid. (Note 21, Chap. 1), pp. 111-2. 
9. Data given in this paragraph are drawn from Ibid. (Note 20, Chap. 1), pp. 104-117. 
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Table V-I

Share of sectors in national income and planned investments (percent)
 

Sector 	 Share of 1961 Share of PlannedNational Income Investments 

Agriculture 41.4 17.7 
Mining 1.7 	 5.4
Manufacturing 14.8 16.9
Energy 0.6 	 8.6
Transport and communication 7.2 	 13.7
Services 21.4 6.6 
Housing 20.3
Education 5.4 	 7.1
Other 8.0 3.7 

Note: 	 In the national income estimate, housing services are included in "Dwelling 
ownership."

Source: 	 FFYP, op. cit. (Note 20, Chap. 1), pp. 121,14 and and National Income,
1938, 1948-1970, Pub. No. 625, SIS (Ankara), 1971. See Table 1-3. 

Sustained development implies that the production of basic goods and services should
be geared to meet long-term demand. Due importance has therefore been attached tobasic infrastructure investments (e.g., transport, energy, education, etc.).' 

Other principles upon which sectoral development plans were based included: 
the prevention of bottlb,":cks, maintenance of output of raw materials and 
intermediate goods production in line with final demands, and the promotion 

...
of sectors producing export goods and these producing import-replacir~g goods. Inview of the foreign exchange difficulties likely to occur during the plan period
importance was attached both to expanding exports and promoting import-substitu
tion. II 

As will 	 be seen below, considerably greater quantitative importance was 
placed upon import-substitution than upon export promotion.

Although the goals of the FFYP were not entirely realized, Turkish eco
nomic growth over the 1963-to-1967 period was satisfactory from any stand
point and considerably better than it had been in earlier years. Real GNP,
which had been expected to be 40 per cent above the 1962 level, was 38 per 
cent above it in 1967. Agricultural production fell somewhat short of the 
target, increasing 17 per cent contrasted with a projected 24 per cent in
crease. Manufacturing production rose 63 per cent compared to the 73 per 
cent targeted increase. Output of the senice sector grew somewhat more 
rapidly than planned.' 2 

10. Ibid., p. 117. 
11. Ibid. 
12. Targets: Ibid.;actual rates calculated from national Income statistics. 
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Real investment increased considerably less rapidly than expected, espe
cially in the early years of the FFYP. Private sector investments grew more 
rapidly than had been anticipated, whereas public sector investments fell 
short of plan targets. A higher fraction of private sector investment was 
directed toward residential construction and a lower fraction toward industry 
than had been anticipated. 

Perhaps the biggest discrepancy between domestic targets and achieve
ments at the macro-level was the failure of public revenues to keep pace with 
their expected increase. The rate of price increase remained relatively low 
despite that, averaging abouit 5 per cen t annually. 

The balance of payments proved even more of a bottleneck than had been 
forecast, despite an export performance better than that projected in the 
Plan. Export projections had been based upon estimated export earnings of 
S325 million in 1962, wnereas actual exports were S381 million. Targeted 
exports for 1967 were S457 million contrasted with actual 1967 exports of 
S523 million. Moreover, an unanticipated source of foreign exchange earnings 
emerged during the FFYP period: the remittances of Turkish workers in 
Western Europe. Whereas Turkish workers in Western Europe had been rela
tively few in number in the early 1960's, their numbers rapidly increased in 
the mid-I 960's. Thus workers' remittances were less than SI million in 1963, 
S9 million in 1964, S70 million in 1965, SI 15 million in 1966 and S93 
million in 1967. 

Actual imports were very close to the planned level of S3,200 million for 
the five-year period as a whole, but their timing differed somewhat. Imports 
in 1963 were $688 million compared to the FFYt figure of S567 million:,3 

while in later years imports w.vre smaller than the projected figures except for 
1966. Moreover, imports were kept near their projected level by greater 
stringency in the import regime than had been planned or desired. 

The big discrepancy between balance-of-payments projections and realiza
tions was in foreign aid. The planners had estimated a PL 480 14 inflow of 
$290 million over the five years, whereas it was actually S166 million. Con
sortium credits had been put at $1,573 million, whereas they actually were 

13. 	Workers' remittances are recorded as an invisible current account transaction in 
Turkish balance-of-payments statistics, and are therefore reflected as one of the 
components in the difference beteen the trade balance and the ,urrent account 
balance. Workers' remittances vere S273 million in 1970. See Appendix C The 1963 
import figure reflected, inter alia, huge imports in connection with the co, struction 
of the Ereli Steel NIill. 

14. Under the Agricultural Trade Development and Assistance Act of 1954 (Public Law 
480) and its subsequent imendments, the United States exports agricultural com
modities and provides financing on terms more favorable than comtnercially-available 
rates, including loans in soft-currency. 
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$827 million. Thus the current account deficit proved to be smaller than 
anticipated by $485 million, but that was offset by a shortfall on capital 
account of $746 million in consortium aid and $124 million in PL 480. The 
shortfall in aid resulted from a variety of factors, to be discussed below, but 
the initial expectations on the part of the Turkish planners were probably 
overoptimistic under the best of circumstances. 1 5 

The SFYP. The SFYP covered the period 1968 to 1972. The basic goal
of a 7 per cent growth rate in GNP was retained, as was the aim of reduced 
dependence upon foreign aid which was to fall from 2 per cent of GNP to 1.7 
per cent of GNP over the five-year period. Emphasis upon industrial develop
ment intensified somewhat, as industrial output was projected to increase at 
an average rate of 12 per cent per annum. Private investment was expected to 
increase at an annual rate of 12.5 per cent, and public investment at 10 per 
cent, with private consumption increasing 5.1 per cent annually. 16 As indi
cated above, tie shift in the share of investment and other changes in empha
sis reflected the philosophies of the different ruling parties between the early
and late 1960's. Other features of the SFYP were similar to the FFYP: a 
continued shift away from agriculture and toward industry, with a view to 
changing the structure of the Turkish economy; increased savings in the pub
lic and private sectors to raise the rate of capital formation; and emphasis 
upon import-substitution and export promotion for non-traditional goods. 

At the time of'writing, data are not available to compare the SFYP goals
with achievements. )uring the first three years of the Plan, GNP increased by
6.7, 6.3 and 5.7 per cent (provisitmal SPO estimates) evaluated at 1965 
prices, while agricultural production grew by only 1.9, 0.0 and 1 .1 per cent,
respectively. Failure to attain the overall ratetarget growth thus primarily 
reflects a relatively slow increase in agricultural output. In view of the iela
tively poor performance of agriculture over the first three years, the growth 
rates of other sectors were probably getierally higher than the Plan targets. 

In broad outline, the two Turkish Five Year Plans have been quite similar 
and have corresponded closely with actual government development policy.
We turn now to an examination of the role assigned to the trade and pay
ments regime within tile two Plans. 

15. For a more detailed evaluiation of the FFYP,see: Wayne Snyder, "Turkish Economic 
Developments: the First Five Year Plan," Journal of Devcelopment Studies, Oct. 
1969; Baran Tuncer, "Development of the Turkish Economy: An Experience In 
Ftanning," Yale L'Fcomoic Growth Center, 'aper No. 112, May and the1971; 
SFYP, op. cit. (Note 21, Chap. 1). 

16. SFYP, op. cit. (Note 21, Chap. 1), pp. 74 ff. 
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III. The role offoreign trade in the Plans 

In the macroeconomic projections underlying each Plan, the chief role 
assigned to the foreign trade sector was that of meeting a projected savings. 
investment gap, especially in the early years of the fifteen-year horizon pe. 
riod. Beyond that. both Plans assigned three functions to the foreign trade 
sector: (I) to enable the importation of capital goods and inputs needed for 
the growth of the industrial sector through growth of foreign-exchange earn
inigs; (2) to provide a mechanism (in coordination With other policy instrt,
ments) to fosler the growth of new industries; and (3) to diversify the struc
ture of Turkey's exports and to aim at rapid growth of industrial exports as 
one means of alltering tle structure of the Turkish economy. 

Significantly, neither tle Plans nor flie "Objectives and Strategy" focussed 
upon Turkey's projected Com11on Market mtembership. despite tle fact that 
the initial protocols for Associate Nierbership were already in preparation 
and signed in 1903. The only statement in the FFYP was that: 

The economic imoplications for Turkey of't the (ommon Market, which were taken 
into account while preparing thc plan, wilt also be carefully estiatd in preparing 
annual prorir. 17 

The SFYP was even less specific on the implications of the Common Market, 
referring to the need to "strengthen the Turkish economy to the desired 
level" during the preparatory period then in progress. 

Investnentantd raw materials rcquirem'nts 

In addition to the need for foreign assistance to meet the projected invest
ment-savings gap, 1ot1 Plans viewed growth in foreign-exchange earnings as 
necessary in order to provide a means of importing capital and intermediate 
goods required to attain the Plain objectives-

A considerable increase in imports is t be cxpecled as a result of' (Icvehpto ent 
efforts. New investments and the maintenaice of existing cstablishr eits willcreate a 
demand for capital goods... I') 

It was stressed in the FFYP that one criterion upon which new industries 
should be evaluated was their expected utilization of domestic, as contrasted 
with imported, raw materials in an effort to reduce tiledemand for imports. 
Moreover, criteria for import licensing were to be: 

Import program will give priority to imports which contribute to the realization of 

17. [EFYt, op. cii. (Note 2(0, Chap. I), p. 460. 
18. SFYP, op. cit. (Note 21, ('tlap. I), pp. 136-7. 
19. FFYP,op. cit.(Note 21), Chap. I). p. 459. 
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plan targets. The import requirement of the industries concerned will be examinedand fulfilled in the light of their implication for the plan. 20 

Again,
 
The scarce 
 foreign exchange resources will be directedwhich to the econowic activitiesare directly related to economic development. The import of luxury goods will
be avoided. 2 I 

This emplh,sis was borne out in the composition of imports projectedunder the two Plans. Table V-2 gives the actual composition of imports forthe period 1961 to 1970 and the planned projections for the period 1963to 1970. The planned figures are those given in the FFYP and SFYP. Thesefigures were subsequently revised in the nnual Programs as evidence onactual imports emerged. In the FFYP the raw material requirements generated by the Plan were substantially underestimated. Imports of investmentgoods fell short of their planned levels due largely to the shortfall in investment. As Table V-2 indicates, SPO projections for the First Plan period werethat raw materials imlXrts would be less than investment goods imports inthe early years of the Plan, reaching about equal magnitude in later Years. Inevery year of both Plans to date, in fact, raw material imports have exceededinvestment goods imports by sizeable margins. The planners took this into 

20. Ibid., p.4 71. 
21. SFYP, op. cit. (Note 21, Chap. I), p. 132. 

Table V-2 
Actual and planned import composition, 1961 to 1970 (millions of U.S. dollars) 

Investment Goods Raw Materials Consumer Goods 

Planned Actual Planned Actual Planned Actual 
1961  185 
 - 208  116
1962  228  292 
 - 1021963 241 
 254 235 332 
 71
1964 274 102
197 261 
 296 76 
 44
1965 296 
 197 300 
 313 
 85 
 62
 
1966 333 
 289 
 325 365 
 87 
 64
1967 363 
 260 363 
 380 94 
 45
1968 332 
 325 418 
 394 
 85 
 45
1969 350 251 
 460 431 90 
 I19
1970 
 370 215 
 510 583 
 95 
 137
 

Note: PL 480 imports are not included.Source: FFYP, op. cit. (Note 20, Chap. I) and SFYP, op. cit. (Note 21, Chap. I), forplanned figures; and SPO, lnlalPrograms for actual figures. 
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account in formulating the SFYP, as can be seen by inspection of the altered 
relatiuship between investment goods and raw materials imports planned for 
the years 1968 to 1970. Even that was not enough, as imports of raw mate
rials and intermediate goods generally exceeded Plan levels, while imports of 
investment goods fell far short of them. 

Part of the strategy of the FFYP was to reduce drastically the level of 
consumer goods imports. In 1964, after the surge of imports in 1963, Lnn
sumer goods imports were cut even below planned levels. The figures given 
for consumer goods imports are, as pointed out by SPO, misleading because 
of smuggling: 

During the last years of the Ifirst] plan period, however, consumer goods of luxury 
nmurc which had been smuggled into the country began to appear in the markets of 
large cities. Therefore, the actual volume of consumer goods imports was higher than 
that indicated in the balance of payments. 22 

Fosteringihe growth ofnew i'rdustries 

The second way in which the trade and payments regime was regarded as 
an instrument of development policy pertained to the industrialization objec
tive. t'he strategy for industrialization was oriented toward import-substitu
tion. To conserve scarce foreign exchange, it was declared in the FFYP that 
the list of items eligible for importation should be determined on 

...the principle that goods of which internal production isquantitatively and qualita
lively sufficient to meet internal requirements at fair prices should not be in2 3 
cluded... 

Similarly, goods for which there was some domestic production would be 
subject to import quotas and luxury goods would not be importable. 24 The 
SFYP reiterated the policy. 2 s 

Both Plans stressed tile need for insuring that the choice of import-substi
tution industries should be based upon their long-term competitiveness, and 
that import restrictions and protection accorded to those industries should 
be of a temporary nature. 

Keeping in mind the necessity for the protection of newly established or developing
branches of industry, imports will be restricted over a period of time specified in 
advance, when deemed necessary, and the possibility of importing goods outside the 
system will be avoided. This protection, however, will not be extended to the 

22. Ibid., p. 29. 
23. FFYP, op. cit. (Note 20, Chap. I), p. 471. 
24. SFYP, op. cit. (Note 21, Chap. 1), p. 578. 
25. Ibid., p. 134. 
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branches of industry which likely toare not gain a competitive position in the2 b
future.
 

In practice, there have been virtually no instances of reentering an item on 
the import lists once domestic production has been established. Even with
regard to new industries, the long-term competitiveness criterion does not 
appear to have become operational. In the shipbuilding industry, for example,
it was determined that "significant exports are out of the question in this 
sector,"2 owing to "too much competition from foreign markets.""2 lHow
ever, the principle enunciated for that industry was that "the demand for 
shipbuilding will be met domestically.", 29 Similarly, many assembly indus
tries were started during the FFYP. For a typical item - farm machinery 
the SFYP stated that: 

...
the percentage of locally manufactured components of agricultural equipment and
machinery will be increased on a large scile and, to [hat end, the development of
those branches of industry which will manufacture do1estic inputs will be encour
aged. 30 

Objectives for other assembly industries were similar.
 
There can 
 be little doubt that the two Five Year Plans were heavily biased 

toward import-substitution. In the FFYP balance-of-payments, considerations 
(aside from the estimated required foreign aid) were evaluated in the final 
chapter of the document, almost as an afterthought. Little stress was placed
upon the need for growth of foreign exchange earnings. Pequirements for
foreign aid were estimated by the macroeconomic investment-savings gap 
projections. 

By the time the SFYP was formulated, balance-of-payments difficulties 
were highly visible and the import-substituti'n strategy was intensified. The 
SFYP repeatedly noted the relatively high prices of Turkish manufac.ured 
products: 

The price of industrial goods produced in Turkey is usually higher than world prices.
This question constitutes a problem which requires study and which inust be solved 
quickly. 31 

lnterestingly, one of the causes of these high prices was said to be "protective 
customs policies." 2 Yet other causes were the "excessively high import
duties on investment goods, the high cost of basic industrial raw materials and 

26. Ibid., p. 134, see also p. 404. 
27. Ibid., p. 578. 
28. Ibid., p. 575. 
29. Ibid., p. 574. 
30. Ibid., p. 540. 
31. Ibid., p. 403. 
32. Ibid. 
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services to the manufactures ... ,,13 Quantitative restrictions were not men
tioned. Concern with high costs was a factor motivating the altered treatment 
of duties upon imported capital equipment in 1968. 

Thus in the FFYP, import-substitution was adopted primarily as a means of 
attaining the industrialization goal. By the time of the SFYP the motivation 
for stress upon import-substitution had shifted and stemmed much more 
from balance-of-payments difficulties. 

Export goals and achievements 

Both Plans revealed considerable pessimism about the prospects for in
creased foreign exchange earnings from traditional exports: 

Demand elasticity for Turkey's export goods is low. The studies made on this subject 
show that the elasticity of the main export products, mohair excepted, is near zero. 
It follows from this that no significant development can be expected in export of 
these go' ds and that a change in the composition of Turkey's exports is essential.34 

33. Ibid., p. 403. 
34. 	FFYP, op. cit. (Note 20, Chap. t), p.465. Inconsistently, the next paragraph went 

on to state that, "Since 1958, ... the wholesale price indices of foodstuffs and raw 
materials have shown a steady increase ... On the other hand, raw material prices 
have been falling on international markets. This, together with the rise in internal 
prices has impaired Turkey's competitive position on export markets as a primary 
product exporter." No action was recommended, however. 

Table V-3 
Export projections. 1963 to 1972, and actual exports, 1963 to 1970 (millions of dollars) 

Agricultural Mineral Industrial Total 
Exports Exports Exports 

Planned Actual Planned Actual Planned Actual Planned Actual 

1963 27(0 284 22 11 56 73 348 368 
1964 291 312 22 15 61 84 374 411 
1965 298 352 24 21 71 90 394 464 
1966 329 379 24 23 73 88 427 491 
1967 348 426 26 21 82 76 510 522 

1968 4019 405 31 26 100 66 540 496 
1969 427 402 34 35 114 99 575 537 
1971) 445 n.a. 37 n.a. 133 n.a. 615 588 
1971 465 - 40 - 160 - 665 -
1972 481 - 42 - 197 - 720 -

Sources: FFYP, op. cit. (Note 20, Clap. 1).p. 469; SFYP, op. cit. (Note 21, Chap. 1), 
pp. 32 and 100; Y'h Program 1971, pp. 35-36. 

http:essential.34
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The SFYP similarly stressed the need for structural change in the composi
tion of export earnings, pointing out that, 

The export of agricultural products...which is more or less limited by foreign demandis estimated to register an increase of only 22.9 per cent [over the SFYP period]
despite efforts to be made in this field. 35 

Insofar as either Plan stressed exports at all, the emphasis was on the develop.
ment of new export products. In general, export performance was better than 
planned in the FFYP and below Plan levels from 1968 until 1970. This can be 
seen in 'Fable V-3, where export projections and actual exports are con
trasted. Throughout the FFYP agricultural exports did far better than had 
been anticipated in the Plan, whereas mineral exports did somewhat worse, 
particularly in the early years of the Plan period. The SPO classification of
industrial exports is somewhat broader than that generally used, including 
most copper exports in particular. Until 1966 industrial exports grew more 
rapidly than had been anticipated in the Plan, but thereafter earnings from 
those commodities did noticeably less well than expectations. 

Examination of the determinants of exports is left to Chapter VII, below.
Here it need only be noted that the Plans placed relatively little reliance upon
the development of traditional exports, and viewed export strategy as con
forming to the overall strategy of industrialization of the Turkish economy.
Even for industrialization, however, far less emphasis was placed upon export
possibilities than upon import-substitution. 

IV. The capitalaccount and the foreign trade regime 

As noted above, an important goal was tie attainment of "self-sufficien
cy," the ability to zontinue 7 per cent growth without net receipts of foreign
aid, by 1977. This goal was to be achieved through receipt of high levels of 
aid in the early years of the fifteen-year period which, it was expected, would 
induce a rising marginal and average domestic savings ratio. Aid in the early 
years was deemed essential, not only to make up the savings-investment gap,
but also because of Turkey's relatively heavy debt-servicing obligations. With
out aid in the early Plan years, debt servicing would have drained off sizeable 
resources from the development effort. 

Debt service 

Turkish debt-servicing obligations were thus integrally related to aid flows 

35. SFYP, op. ct. (Note 21, Chap. I),p. 100. 
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Table V-4
 
Actual and planned capital flows, 1963 and 1964 (millions of U.S. dollars)
 

1963 1964 

Gross inflow 
planned 434 407 
actual 216 187 

Debt servicing 
planned -148 -99 
actual -146 -141 

Net inflow 
planned 286 308 
actual 70 46 

Sources: 	 FFYP, op. cit. (Note 20, Chap. I), p. 467 and John White, Pledged to Devel
opment, Overseas Development Institute (London), 1967, p. 148. 

and must be considered jointly with them. It was the conjunction of rapidly 
increasing import demands associated with the implementation of the FFYP 
and the failure of the net capital inflow to reach Plan levels that marked the 
transition to Phase HIin 1964. 

Table V-4 gives the basic data for 1963 and 1964. As can be seen, the gross 
capital inflow was less than half the planned level in each year. Given debt
servicing obligations, however, the result was a net inflow of one-quarter and 
one-sixth the planned amounts in the two years. Turkey's scheduled debt
servicing obligations for 1965 through 1967 were even greater than the 1963 
and 1964 amounts. It became apparent that balance-of-payments difficulties 
would become massive and that the FFYP would be infeasible in the absence 
of some additional assistance. Finally, further debt rescheduling was agreed 
upon in the earl , months ai ;f)5.36 

The schedule of d'ebt service in effect prior to rescheduling and the revised 
schedule are given in Table V-5. As can be seen, relief from debt obligations 
amounted to over $100 million in 1965, and an additional S115 million over 
the next two years. Additional loans, extended after April 1965, and loans 
that did not come under the purview of the revision led to heavier actual debt 
repayments and interest charges than were indicated in the revised amortiza
tion schedule. However, debt-servicing obligations in the 1966-1968 period 
were considerably less than had been anticipated, with a rising debt b'1den 
toward the end of the period. Even so, actual debt repayments pius interest 
amounted to $935 million over the period 1965 to 1970, compared to total 
export earnings of $3,098 million. 7 Thus by any standard, debt repayment 

36. White, op. cit. (Table.V-4), p. 149. 
37. See Table V-6. 
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Table V-5 
Debt service schedules, December 1964 and April 1965 (millions of dollars) 

Schedule as of 12/64 Schedule as of 4/65 

Principal Interest Total Principal Interest Total 

1965 185 216
31 87 27 114
 
1966 143 
 28 172 94 76 101
 
1967 120 24 144 73 25 98
 
1968 82 26 108 91 31 122
 
1969 70 20 90 91 24 
 115
 
1970 55 15 
 70 88 21 109
 
1971-2014 597 163 709 874
760 166 


Total 1253 307 1559 1232 300 1532
 

Source: White, op. cit. (Table V4). 

and interest charges constituted a sizeable burden upon the Turkish economy. 
The debt repayment schedule makes the interpretation of Turkish foreign 

aid figures difficult, since the lenders considered that debt postponement 
constituted part of their net aid contribution. Thus it makes a considerable 
difference whether net or gross aid figures are used. 

38
Aid floVs 

Turkey's history of chaotic indebtedness led to considerable reluctance, 
particularly on the part of the Western European countries, to extend devel
opment aid at the outset of the FFYP. There appear to ha-c been doubts 
about Turkey's ability to carry out a rational debt management program,
much less embark upon a systematic development effort. Only the United 
States among the potential donors exhibited any enthusiasm for tile FFYP,
whereas the Turks had assumed that sizeable foreign assistance would be 
forthcoming in the early stages. 

For a variety of reasons, among which the history of past indebtedness was 
prominent, a Consortium under the aegis of the OECD was formed to coordi
nate the contributions of all donors to the Turkish development effort. The 
Consortium started operations in 1963 coincident with the start of the FFYP. 
Throughout the period during which the plans have been in operation, tile 
preponderance of foreign aid has come through the Consortium. 

Turkey's relationship with the Consortium was by no means an easy one, 

38. The material in this section on the development of the Consortium is drawn from 
White, op. cit. (Table V4). 
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Table V-6 
Gross and net aid flows, 1963 to 1970 (millions of U.S. dollars) 

1963 1964 1965 1966 1967 1968 1969 1970
 

Aid flows 
Consortium credits 169 145 169 175 161 145 106 217 
Project credits 97 36 57 56 60 127 174 179 
Commodity imports 94 32 29 17 41 83 

Total flow 360 213 255 260 221 272 321 479 

Debt service 
Interest 31 31 30 29 34 34 44 47 
Principal 114 110 161 119 99 72 108 158 

Total 145 141 191 148 133 106 152 205 

NetAid 2!5 72 64 112 88 166 169 274 

Note: 	 All data are from Turkish balance-of-payments figures. 
Sources: 	 1963-1965, SFYP, op. cit. (Note 21, Chap. I), p. 28. 

1966-1967, Yi& Progran 1968, p.59. 
1968-1970, Monthly Economic indicators,Ministry of Finance, January 1972, 
p.51. 

especially in the early years. A major difficulty before 1965 was that Consor

tium aid to Turkey was made on an annual basis. From the planners' view

point, the fact that Consortium decisions as to aid in any given year were 

made in that year was worse yet. Thus the Turkish planners generally drew 

up their Annual Programs in a state of uncertainty about the amount of aid 

likely to be pledged. 3 9 

Data on the amount of gross and net aid received by Turkey are given in 
Table V-6. The high figure for 1963 reflects aid associated with the construc

tion of the Eregli Steel Mill and other once-and-for-all items. Similarly, the 

high 1070 figure reflects Consortium credits extended at the time of devalua

tion in August 1970. Only in those two years did net aid exceed 2 per cent of 

GNP. Project credits increased from $36 million to $179 million over the 

1964-to-1970 period. Consortium credits by contrast reached a peak of $175 
million in 1966 and declined to $106 million in 1969, rising again however to 

$217 million in 1970, under the special conditions just noted. PL 480 aid was 

not received in 1967 and 1968, and was important only in 1963 and 1970. 
The steady increase in project aid indicates one of the reasons for both the 

slow pace of aid-giving in the early years of the FFYP and tie lower-than

planned real investment levels: there simply were insufficient investment pro

39. The problem was especially severe in 1964 when no pledges for 1964 were made until 
the very end of the year. 
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jects drawn up and ready to be implemented. While this factor was not theonly reason for the shortfall of aid and investment levels in the early years of
the FFYP, the SPO itself attributed the lagging investment performance inpart to a lack of detailed projects.4" Part of tileincreased volume of project
credits in later years undoubtedly resulted from the government efforts early
in the FFYP to improve project preparation. 

Privateforeign capital 

Throughout the 1950's and 1960's the Turkish government attempted to 
attract private foreign capital. One of the aims of the 1958 StabilizationProgram was to improve conditions so that private capital inflows might
increase markedly. Also, while a goal of the fifteen-year perspective plan was 
to eliminate dependence on official capital, it was stated that private capital
inflows would be welcome and relied upon even after 1977. 

Despite official policy to encourage it, private foreign capital has not been 
a major factor in Turkey's foreign exchange receipts and balance-of-paynents
experience. 4 ' The total net private vapital inflow from 1963 to 1969 was
$51million and there was a net out fhc-w in all but two of those years. 4 2 Thusprivate foreign investment has played a very small role in Turkey's balance of 
payments or growth over the years, unlike official capital flows. 

V. Relationship o] tradeand dereloltint policy 

The intent of the planners at the outset of the FFYP was to use the
foreign trade regime as an instrument of policy to help achieve Turkey'sdevelopment goals. In that sense it was intended that the foreign trade regime
be permissive in enabling the implementation of development policy. TheFFYP emphasized iniport-substitution as a component of development poli
cy, although :he emphasis was qualified by recognition of the need for eco
nomic efficiency. Relatively little attention 
 was devoted to ways and means

of promoting exports, in part because the import demands projected by the
Plan were expected to be covered by anticipated export earnings and aid
 
flows.
 

A variety of factors soon altered the situation. Although foreign exchange
 

40. SFYP, op. cit. (Note 21, Chap. I), p. 15.
41. The one exception was private foreign investment in petroleum, which was sizeablein the late 1950's. The petroleum investments were encouraged by special legislationand not by the general law covering private foreign investment. 
42. See Table 1-6. 
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earnings exceeded expectations, import demands under the import regime as 
it was at the outset would have greatly exceeded available foreign exchange 
resources. Imports over the FFYP as a whole were held very close to projec
tions, but the attainment of target levels %.as accomplished because of in
creased stringency of the import regime rather than because the initial projec
tions were accurate. 

Even if net aid had been forthcoming at somewhere near planned levels, 
some change in the import regime would have been required to restrict im
ports to levels consistent with foreign exchange availability. lowever, if net 
aid had reached planned levels, the import regime in 1964 and after would 
have been considerably less restrictive than it was. The heightened exchange 
controls of the 1960's were in response to balance-of-payments difficulties 
rather than development goals, and emphasis upon import-substitution in
creased, not to attain the industrialization targets, but to offset unanticipated 
foreign exchange shortfalls. Ilence a trade regime which started as permissive 
of development policy was quickly transformed into one which dictated the 
shape of development policy. While import-substitution would have been 
emphasized in any event, it is probable [hat more attention would have been 
given to "competitiveness" and to the criteria for selecting industries dis
cussed in the Plans had it not been for the treign exchange shortage which 
emerged as an impediment to the implementation of the development Plans. 
Development policy therefore quickly became shaped by the apparent dic
tates of the balance-of-payments rather than the converse. 



CHAPTER VI 

The import regime of the 1960's 

As was seen in Chapter III, the import procedures and regulations existing
prior to August 1958 were rescinded with the announcement of the Stabiliza
tion Program. Import Programs became the major regulatory instrument gov
erning imports thereafter, and have remained so since then. 

The purpose of this chapter is to examine the detailed workings of tile
Turkish import regime: the criteria used and intent of government officials in 
deciding upon the Import Programs, the procedures and regulations governing
imports of various kinds, and the way in whi,-li the import regime functioned. 
Each of these three aspects forms the subject of a section below. But before 
turning to these subjects in detail, it will be useful to have an overview of the 
import regime, the subject of the firs! section. 

1. The Import Programsandlists 

Each Import Program has contained a statement of the procedures to be
followed in applying for import licenses and a list of regulations governing
importation. In addition each Program has itemized the commodities eligible
for importation under each of two lists: the Liberalized List and the Quota
List. Commodities not enumerated on eithcr list are riot legally importable.,
Although there is no such thing, it is convenient to refer to commodities not
included on an import list as being on the "Prohibited List." 

The first Import Program was promulgated in September 1958. the second
in February 1959, and the third in Aug-ist 1959. Thereafter, Import Programs 
were issued semi-annually: from 1961 on they were issued early in January
and July of each year. In 1969 import regulations and the Liberalized List 
were made valid for the full year so that only the Quota List was issued underthe midyear Import Progiam. 2 The Import Progrms have been consecutively 
numbered. Thus "Import Program No. 26" was issued in January 1971. 3 

I. Some items are designated by use, as, for example, "Articles required in connection 
with the production ntdlassem bly oft tractrs" 

2. In 1971, the (uoa List was also made valid for the full year. Ilowever, quotas were to 
be used(seni-anally. 

3. Each Import Program was published in the Official Gazette and reprinted by the
Turkish Chambers of Commerce and Industry and the Union of Chambers. The titles 
have differed somewhat from time to time. 
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Quota List imports were generally about two-thirds the value of Liberal
ized List imports, though the ratio varied from time to time (see Table VI-3 
below). The determination as to whether an item was eligible for importation 
at all, and if so on which list, was basic to the import regime. The Import 
Programs for Quota List items indicated the dollar value of licenses to "Je 
issued, and the procedures for allocation of those amounts then began. They
involved determination of the amount of the quota going to tile public and 
private sectors, and allocation of import licenses to individual private sector 
producers. 

The value of imports of Liberalized List items was lot indicated, as the 
intent was that licenses should be issued freely to all applican ts. It will be 
seen below that this did not always happen, for a variety of reasons. 

Between two-thirds and three-quarters of all imports entered directly 
under the Liberalized List and the Quota List. 'Other categories of imports 
were "Bilateral Agreement Imports" and "Self-Financed Imports." A Bilater
al Quota List, published separately from the Impo i Program ,enumerated the 
items eligible for importation from countries with which Turkey had bilateral 
trade agreements. )espite the fact that the list was published separately. the 
Liberalized List-Quota List distinction of the Import Progra in was still domi
nant, in that no hem was eligible for importation under a bilateral agreement 
that was not included on one of the lists in tile Import Programn. 

"Self-Financed Imports" were chiefly capital goods imported ill connection 
with investments made under project aid. They were almost etirely for 
investments within the public sector and thus were governmlent iunports. 
Other "Self-Financed Imports" included IPL 480 shipments and various miscel
laneous items. 

The key decisions made in formulating the Import Proigrams were: (I) tile 
determination of which items were eligible for importation; (2) the designa
tion of which eligible items should be on each list; and (3) tie value of 
licenses to be allocated in each quota category. In addition, several other 
aspects of the Import Programns were important. Time height of guarantee 
deposit requirements against license applications for items on each list was 
announced, and the period for which licenses were to be valid, time procedures 
to be followed in the event of delay and other administrative aspects of the 
system were spelled out. 

In the latter part of the 1960's an additional feature assumed increasing
importance: many categories of eligible imports on both lists became subject 
to "Ministerial approval." Enumeration on a list was no longer sufficient to 
insure importation of those items: approval from the designated Ministry had 
to be obtained first. It will be seen below that the requirenment of Ministerial 
approval gave th. government greatly increased control over time detailed 
allocation of importlicenses. 
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II. The Ibrnttla lion of h1nlp/ort Programs 

As indicated above, tileImport Programs became the basic instrument indetermining the import regime in 1958. Tile Import Programs retained theirfunction when tileSPO was organized, although the procefs by whichwere theyformulated was altered as SPO assumed a larger role in their determination. Reference in what follows is to the period since 1962 when the ImportPrograms have been formulaled in conjunction with the Plans and the Annual 
Programs.

There are many stages in the forniulation of fileImport Programs, andvirtually all of them involve formal and informal consuiltations anong manygovernment ministries. There are almost no public records from these consultations, and tile substance of tlie procedtiires probably varies wilt lie fortunesand political influence of varims cabmiet ministers ard other parties in thenegotiating process. Thus any description of the formulation of the programswill fail to capture the degree to which political and subjective factors influence the process and in addition will make the procedures appear to be more cut-and-dried than they in fact are.
With that important caveat in mind, fotr stages of the process of formulating the Import P'rogram can be distinguished: (I) the S() projecls importrequirements"; (2) those requircents are allocaled globally among lists andfinancing sources; (3) a determination is Miade 0it which imported commodities are to be oineach list; and (4) negotiations are carried outI to determinethe value of each Quota item.List Bearing i,inind that these stages are notsequential and ilvit the process really contains a fair amount of iteration, we
consider each of the stages in turn." 

SPO projections oJ ifl/rlitreqt int'its 

The SPO starts by eslimatiig import requirements by end-use:
sumption goods, investment goods 
for con

and raw materials. These estimatesbased upon the anlticipated are 
volume of investment (for investmen t-goods imports) and industrial production (for raw mairials ard intermediate goods).Consumption imp(irts are projected primarily on the basis of past levels. Oncethese projections are establishCd. the estimated ainoinl tof incremental inport-substitition production in cach category is suhtracled from tihe tolals,thus yielding estimates of net inupont requirements by end-ise c'lcgory. Tilevalue of "Self-Fimaice( Imports" is then estimated. IT 48() imports arc sub

4. Except as ottierwise iricaled, the inltrmalimi contained in ttiis scctiimnumerous initerviews with is hased uponpersons associated with ttie process ,,ffor ulating theImport Programs, 
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tracted from consumption-goods import requirements, and imports financed 
by project credits are subtracted from investment-goods import requirements. 
The resulting figures are taken as the control totals which the Import Program 
must satisfy. 

Some iteration is involved even at this stage, since the value of imports 
projected under the Import Program must be reconciled with expected for
eign-exchange availability. The totals in both this and the next stage are 
adjusted and recomputed to conform with foreign-exchange considerations. 
The Central Bank provides estimates of the amount of foreign exchange it 
expects to be available to pay for imports. Ilowever, since the SPlO estimates 
the expected availability of foreign exchange from program aid and has some 
latitude in estimating the likely magnitude of imports financed by project 
credits, the Central Bank's estimates are not the sole determinant of the 
global total for the Import Program. 

Allocation of'entd-tsc rcqtirtnients among the import lists 

The important operational decision is the value of imports to be permitted 
under the Quota List. It would appea, in practice that this figure is initially 
determined as a residual, and later subject to iteration: (1) Liberalized List 
imports are projected on the basis of past trends, since (in principle) they are 
determined by market forces and hence presumably cannot be controlled 
(but see below, Section il); (2) the value of imports under Bilateral Agree
ments is generally stipulated in the agreements themselves and is taken as a 
datum; (3) tile sum of imports tinder the Liberalized List and Biiateral List is 
then subtracted from total estimated end-use requirements (as reconciled 
with foreign-exchange availability) to yield the total value of imports to be 
allotted to quota categories. IHowever, when estimates of Quota List import 
values become available after negotiations over the value of Quota List items, 
the estimate for the value of Liberalized List items is generally modified,as is 
the Quota List figure. 

It will be seen below that the import projections by end-use have often 
differed from actual imports. 5 By contrast, imports by list as indicated in the 
Import Programs have generally been very close to the actuals. Since the lists 
are what is actually controli,.,, it is not surprising that projections of the lists 
agree much more closely with the actual results that do end-use projections. 
What should be noted is that the lis totals have little significance for develop
ment goals. Thus the SPO's ,'ecisioo as to tile value of Quota List imports 
does not give it effective con Jilover eid.use categories. 

5. See below, Tables VI-2 and VI-3. 
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Determination ofcommodity composition of lists 

Of major significance is the decision as to the commodities eligible forimportation and their assignment to an import list. SPO generally sets the
criteria for determining the lists, and decisions to alter the lists are made bythe relevant ministries in consultation with the SPO. Usually an item appearing on a given list remains on that list until there is a reason for change; thusdecisions are made at the margin, and commoditieL seldom jump back and 
forth between lists. 

At the outset of the FFYP, the SPO set the criterion for inclusion on the 
Liberalized List: 

Goods of which internal production partly covers internal needs will not be includedin liberalization lists and if already included, will be taken out... Import programs will
give priority to imports which contribute to the realization of plan targets. Theimport requirements of the industries concerned will be examined and fulfilled in thelight of their implications for the plan. 6 

Thus the Liberalized List was designed to encompass those commodities
whose importation was deemed necessary for achievement of the development plan targets when domestic productive capacity was unavailable. TheQaota List was designed to be more protective and restrictive, covering com
modities of which there was sonic domestic prou iction whichor weredeemed less essential to development, as in the case of most consumcr goods.
Thus vitamins and antibiotics were included on the Liberalized List, whereascoffee, cocoa and most other consumer goods were included on the Quota 
List. 

The criterion for removing or transferring a comnodity from a list gradually became centered upon domestic production considerations. Thus when
domestic production of an item on the Liberalized List started, the producer
appealed for the transfer of the commodity. The good was then transferred tothe Quota List if it was dete-rmined that the new producer's capacity would
be inadequate to meet domestic demand, 
or entirely removed from the list of

eligible imports if the additional productive capacity was 
 thought J:ficient.Once domestic producuion had started, of course, producer pressure to delete 
an item from eligibility for importation was persistent.

In the Annual Programs prepared by the SPO, projected domestic production and demand figures are given for various sectors of the economy, as areexport figures. Import proiections are derived as a residual in the case of
domestically produced goods, and from input-output coefficients for nonproduced inputs. Those import projections cannot often be translated direct.
ly into the lists: for commodities on the Liberalized List, no values are 

6. FFYP, op. cit. (Note 20, Chap. 1), p. 471. 
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assigned to individual items; for commodities on the Quota List, the SPO 
figures are directly influential only if the import is used by just one sector. 7 

SPO's projections are nonetheless clearly a dominant element in deter
mining the Import Program, even though the Annual Progi'am figures are not 
precise guides. SPO's influence is generally acknowledged to be considerable; 
and it is undoubtedly in the Cabinet-level deliberations as well as the inter
ministerial negotiations at lower levels that SPO officials are ab!c to transform 
their Annual Program esuimates into Import Program decisions. 

Questions were asked in interviews with SPO officials as to how import 
values for individual commodities were estimated by SPO. The responses 
indicated that the basic mechanism was incremental projections: past import
output and import-investment relationships were applied to the projected 
increases in output and/or investment to yield import estimates. 

In response to the suggestion that if all imports so estimated were exactly 
realized and all production iargets met such projections would be self-fulfill
ing in perpetuity and the coefficients consiant, officials answered that "short
ages" did arise and that they quickly became aware of them. It was stated that in 
such instances the next Annual Program would take these shortages into 
account. When asked whether checks were ever made on differential dispari
ties between landed cost and domestic selling prices of imports, SPO officials 
stated that such checks had not been made, although the magnitude of the 
disparities was generally known. It appeared on the basis of these responses 
that the basic projection technique was really a "materials balances" ap
proach, and that price signals yielded by the economy were generally ignored. 

The Import Program for the Liberalized List items is complete when the 
contents of the list are determined. The list itself contains several qualifica
tions. It is specified for some Liberalized List items that permission of a 
particular Ministry is required before an import license application can be 
made. Some items are also subject to source-restrictions as, for example, 
goods eligible for importation only with All) funds. 

The determination of Bilateral List imports is made essentially on the basis 
of which goods eligible for importation appear to be available from bilateral
agreement countries. The critical decisions for the Quota List are the value of 
quotas for each individual quota category. 

Negotiationsover the Quota List 

Although the Annual Progi'ams prepared by SPO Indicate the value of 
imports expected by end-use category, by.list and by sector, preparation of 

7.Ht. Lubell, D. Mathieson, R. Smith and B.Viragh, The Turkish Import Regime, AID 
(Ankara), April 1968. 
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the Import Programs in conformity with the Annual Programs is the responsi
bility of the Ministry of Commerce. The process of determining the value of 
each quota item is complex and is conducted under the aegis of the Com
merce Ministry, with SPO, the Central Bank, the Ministry of Finance, other 
government agencies and the Union of Chambers of Commerce and lnr'ustry 
taking part. 

The Union of Chambers is a semi-official body to which all private sector 
firms having ten or more employces must belong. Tile Union represents the 
interests of its members in negotiations over quota values, while the Ministry
of Finance represents the public sector enterprises. The Union and the Fi
nance Ministry consult ith their respective constituents prior to negotiations 
over specific quota values. Thus when quota-list negotiations take place the 
Union has consulted with its members and Ias received responses from them 
as to their expected import requirements. 

There are two types of quotas, commodity-specific and user-specific. Com
modity-specific quotas, such as electric motors of less than 60 horsepower, 
are further allocated between industrialists and importers. Industrialists are 
those using the quota-good in their own production process. Imports under 
licenses granted to industrialists cannot legally be resold. By contrast, im
porters are those who import for the purpose of resale withoLt processing. 
Each quota value is subdivided into the amount to be allocated to industrial. 
ists and the amount for importers. 

User-specific quotas are of two general types: (I) those covering the im. 
port needs of particular types of assemblers and manufacturers: and (2) in
vestmlent-goods quotas. In the first category a quota is set aside for tile 
importation of goods required in the production process. Firms operating
tinder these quotas are subject to domestic content requirements. Two invest
ment-goods quotas are set: (I) for private sector investments, and (2) for 
public sector investments. Goods imported under these quotas naturally re
quire SPO approval to insure that the proposed investments are in conformity 
with plan objectives. For investment goods imported under those quotas, 
therefore, SPO has considerable influence over the direction of investment. 8 

The Import Program 

As indicated at the outset, the stages discussed above take place simulta

8. Many forms of machinery and equipment have individual quotas, so that the invest
ment-goods quotas do not cover all investment goods. Hlowever, by the late 1960's 
SPO had power to grant duty-exemptions and other incentives to capital-goods im
ports when the purpose of the investment conformed with the Plan. Thus SPO could 
effectively influence virtually all investments. See Appendix A for an estimate of the 
value of the duty exemptions. 



144 The Import Regime of the 1960's 

neously and considerable iteration is involved. The Import Program, when it 
emerges, consists of: (1) regulations and procedures for applying for import 
licenses; (2) regulations surrounding the use of import licenses and the clear. 
ing of goods through customs; (3) tile Liberalized List (broken into two lists 
in recent years, with different guarantee deposit rates being the only distinc
tion between the two), including an enumeration of goods on tile List, an 
item-by-item specification of Ministerial permission requirements, if any, and 
indication for each item whether there are restrictions on the source of for
eign exchange to be used for financing imports; and (4) the Quota List, 
indicating the value of licenses to be issued in each quota category, and its 
breakdown into industrialists' and importers' shares. 

Once the Import Program is issued, persons wishing to import Liberalized 
List goods can, after obtaining Ministerial approval where necessary, apply 
to the Central Bank for an import license. Persons wishing to import a Quota 
List item begin the process of obtaining an allocation, to be descilbed below. 
We turn now to the procedures and regulations governing the two types of 
imports. The functioning of the system, and the degree to which the Import 
Programs were realized, is then considered in Section IV. 

III. Import procedures 

Procedures for obtaining imports vary depending upon the list in which a 
good is included, the restrictions upon importation indicated in the list, and 
whether the would-be importer is in the public or private sector. This section 
focuses upon the procedures for private sector firms. Generally speaking,
public sector quota allocations are administered by the Ministry of Finance. 
Public sector imports are not subject to guarantee deposit requirements ex
cept for AID-financed imports, and private sector spokesmen claim that gen
erally the SEEs have a far simpler time obtaining their imports than do 
private sector firms.9 No hard evidence is available upon this point, however. 
An effort was made to determine the fraction of all imports going to the 
public sector, but available data were not sufficient to enable an estimate. 

Procedures for Liberalized List items are generally far simpler than for 
Quota List items, and are therefore considered first. Even at their simplest, 
however, import procedures arc complex. The accompanying chart sumima
rizes the procedures, and may be a useful reference throughout this section. 

9. In the Import Programs, special quotas are set aside for "Emergency Requirements of 
SEEs" and "Emergency Requirements of Private Sector Enterprises." The SEE quotas
have generally been twice those of private sector firms, despite the fact that the share 
of each in total production isabout equal. 
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Importer's Certificate Required 

Quota List 
Importer Industrialist 

Liberalized List 
Permission Certificate Required? 

Obtain Requirement Yes] 
Certificate 

Obtain letter of 
credit 

Place guarantee 
Receive 

Allocation 
depositj 

Apply at Obtain letter of 
authorized credit 
bank with , 
guarantee Apply to Central 
deposit Bank 

Receive license 

AID-financed? 

LYesI No 

Order 
$5,000 
or more 

Advertise 
in SBC 

Place order 

Goods arrive 

Clear customs 

Fig. 3. Summary of import procedures. 

The reader can refer to Tables A-I I to A-14 to gain an idea of which goods
were in various categories. 

Proceduresfor obtainingimports under the Liberalized List 

As indicated above, some Items on the Liberalized List require Ministerial 
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approval prior to receipt of an import license. Others are eligible for importa
tion only with AID funds. Special procedures are required for these goods. 
We first discuss the license allocations for those Liberalized List items which 
are not restricted in either way. Thereafter, the additional steps associated 
with AID financing or Ministerial approval are reviewed. 

Unrestrictcd Liberalized List goods. Generally speaking, anyone having 
a "legitimate reason" to import a Liberalized List good can do so by follow. 
ing the procedures outlined here. First, no one is eligible to receive an import 
license unless he has an "Importer's Certificate." Such a Certificate is ob
tained from the local Chamber relevant for the importer's purpose: manufac
turing firms are licensed by the Chamber of Industries whereas wholesalers 

° are licensed by the Chamber of Cc;mnerce. Tie Chambers' purpose in 
licensing is to establish that the applicant is a bona fide producer or whole
saler. The Importer's Cerlificate does not entitle the holder to select any item 
on the import list. Rather, it is restricted to the range of items relevant to the 
holder's business. The holder with such a Certificate is eligible to apply for 
any relevant item from ny list. 

Interviews with officials from the Chambers and with individual importers 
yielded the impression that obtaining an Importer's Certificate is straightfor
ward and entails neither high costs nor long delays. Once an individual or firm 
holds such a Certificate, it is good for an indefinite period unless the holder is 
found guilty of violation of any import regulatio,.s. Thus it is a once-and-for
all procedure. lowever, the fact that Importer's Certificates are restricted to 
a given class of commodities implies that an individual importer cannot shift 
his imports around in response to demand shifts without an amendment to 
his Certificate. Thus if the domestic price of a given commodity rises sharply 
relative to landed cost, some wholesalers are ineligible to import it and may 
continue imtporting lower-profit items to which they are entitled while having 
their Certificates altered. 

Once a new Import Program is announced, all individuals and firms hold
ing Importer's Certificates valid for commodities on the Liberalized List can 
make application at any tim?"for an import license (permit) from the Central 
Bank.' ' The applicant must give the description of the goods he wishes to 
import, the quantity of each item and the unit price. The applicant files his 
application, along with a guarantee deposit made at the local bank and then 

10. Manufacturers and others importing only for their own use can use alternate proce
dures if they wish. In 1971 the Ministry of Commerce assumed responsibility for the 
issuance of Importer's Certificates. 

It. 	Recall that Ministerial approval requirements and AID-financed imports are not yet
being considered. 
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transferred to the Central Bank. The guarantee deposit rates for various categories of goods and at various points in time are given in Table A-8. TheCentral Bank then issues import permits in the appliedamount for to theapplicants, on a first-come first-served basis as foreign exchange is available.Generally speaking the fall and winter of each year are the peak exportmonths, with delays in issuing licenses con]scquently tending to be shorterthan during tile late sunner months. In addition to seasonal factors in exportearnings, the general stringency of the foreign-exchange market can influencethe delay encountered in receiving import permits. Thus in tli, early 19 60'sdelays tended to be fairly short, but their average duration increased as theforeign-cxchange situation became tighter.

It should be noted 
 that despite the Annual program ligure for LiberalizedList imports, licenses are actually issued for Liberalized List imports as foreign exchange becomes available. Thus any errors in torecasting foreign-ex

change availability are compensated for by lengthening or shortening thedelay in issuing an import license. lence in the late I9 60's when the excessdemand for licenses was increasing rapidly, firms wishing to import Liberalized List goods made their applications early, and Liberalized List status didnot assure would-be importers that they could import these goods. Also, theCentral Bank generally refused to accept new applications in tile last part ofan Import Program period to prevent speculation against the new import lists.Once received, an import permit is valid For six months unless al additional delay is required fbr manufacture to specifications, in whicl case it can beextended. in principle, if the import permit is not used within six months it isvoid, and 10 per cent of the imitial guarantee deposit is Iorfeited, Hlowever,
government officials and businessmen alike claimed in interviews that renewalof unused import permits was fairly aulomatic. Thus, at the cost of havingresources tied tIp in guarantee deposits, individuals could "speculate" agaitst
the disappearance of a 
 commodity from later Liberalized Lists. Some government officials interviewed claimed that the practice of speculating in importlicenses, even if that speculation took place over a period of several years, wascommonplace. 12 Indeed, a license once issued constitutes valida claimagainst foreign exchange. Government officials complained that tile practiceof speculative holding of import licenses made new regulations difficultenforce, particularly when a commodity was removed from the list of eligible

to 

imports. 

12. With the very high guarantee deposits in the latter part of th 1960's, it isdifficult toimagine that speculation was terribly great. However, it is conceivable that individuals held import permits from earlier periods, when guarantee deposits were considerably lower. Of course individual speculators would still have incurred the risk
that the license would be invalidated, as per the law. 
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All Liberalized List imports must be financed under letters of credit. Esti
mates of the cost of letters of credit have ranged frcm 1.5 to 10 per cent of 
the c.i.f. value of the goods. (It should be noted that these costs have not 
been included in the EER calculations given below.) Once the import permit 
and letter of credit are in hand, the importer can place his order. The last step 
is clearing customs. In general, the customs' role is two-fold: (I) to ascertain 
that the imported items conform in every respect to the description on the 
import permit: and (2) to collect the duties and surcharges associated with 
importation. 

The process of checking that the goods conform with those described on 
the import permit has been the subject of complaint at various periods. The 
consignment was supposed to conform not only in physical description but 
also in total volume and price to tile amount on the import permit. Business
men have cited in interviews instances where they had been able to obtain 
orders more cheaply than anticipated. Such a discrepancy was as difficult to 
clear as one in which the price had been underestimated. Of course one 
obvious purpose of the customs check is to insur'2 that goods on the prohib
ited list are not imported clandcstinely, either as unnecessary components of 
larger units, or in othr disguised forms. Interviewees occasionally volunteered 
that they had imported ain itei !o obtain only one conip nent which itself 
was not legally importable. It is doubtful, however, whether such a practice 
was v Jespread. 

The colle'lion of duties and surchrarges is straightforward, as far as avail
able information indicates. One point should be noted, however. Importing 
was such a profitable activity that importers were frequently eligible for 
favored interest rates from the banks and for special classes of credit. 13 The 
availability of this credit ended at the point where goods cleared customs. 
Thus it was not infrequent for an importer to keep 1':: goods in customs for 
considerable pcriods, since financing was povided through importers' credits. 
Although the cost to tile importer was sizeable, it was less so than holding the 
goods, once thr iigh custois, since duties and surcharges raised the carrying 
cost of tile goods by a high percentage. 

Thus licensing procedures are virtually automatic for Liberalized List im
ports not subject to restriction. The chief difficulties have been with the high 
guarantee deposit requirements, and with uncertainty about delays in issu
ance of licenses. When adequate foreign exchange was available, goods on the 
Liberalized List were generally importable without great difficulty or high 
costs. 

13. Fry, op. cit. (Note 30, Chap. It), p. 139. 
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Liberalized List imports subject to permission. When the approval of a 
government agency is required prior to issuance of an import license, an 
additional step is added to the licensinp procedure. A "Permission Certifi
cate" has to be obtained from the specified agency. Once such aCertificate isobtained, the other formalities follow the same lines as an unrestricted Liber
alized List commodity. 

Generally speaking, the intent of the Permission Certificate requirement isto
restrict imports. Delays in obtaining Permission Certificates can occasional
ly be considerable, sometimes spilling over into an Import Program where the 
item is no longer eligible for importation. In most cases the effect of tile
additional certificate requirement is simply to lengthen the delay prior to
obtaining a license. Sometimes would-be importers are told that the item they

seek is available domestically. Ilthose instances it is incumbent 
 upon the 
applicant either to obtain letters from domestic producers stating they can 
not provide tie item to the right specificatioi-, or to purchase front a domes
tic source. Apparently the sort of difficudties associated with these stipula
tions varies considerably from one manufacturing sector to the next.
 

AID-financcd Liheralized List goods. Somc Liberalized List goods were

designated as "AID)-only" and others as "partly-AID.''" 4 Liberalized List
 
items designated "AII)-only" could be imported only with All) funds subject

to tie restrictions ol those funds. "Partly-AIl)" designations meant that the
 
item could be purchased from tle United States with 
AID funds or from

other countries with free foreign exchange. Use of non-AID foreign exchange

to purchase goods from the 
 United States under "partly-All)" designations
 
was not permitted. '' Tliu olnce a particular tranchie of program aid was

exhausted, importers' applications for permits for AID-financed imports were

delayed tuntil new All) finds became available. On rare occsions importers

could file a new ,,pplication designating an) alternative source of supply, and

receive their import license sooner than by awaiting approval of their AID
financed import application. 1,
 

AID-financed imports were 
subject to special formalities. First, U.S. Gov
ernment regulations were that the minimum size shipment under AID financ

14. The procedure changed late in the 1960's as program ;id became relatively less
important and a.,dollars received undcr All) were utilized early in the Import Pro
grain periods. For most of the 1960's AID-designations were an important part of
tile system. The episode provides an amusing instance of aid-tying resulting in 
smaller exports from the aid donor than would otherwise have occurred. 

15. In principle, the Ministry of Finance could make special exemption in the case of 
emergency requirements. That seldom happened, however. It was tle United States 
that requested that the AII)-designations be removed. 

16. Lubell et al., op. cit. (Note 7), p. 84. 
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ing was $5,000.1I Thus a firm requiring spare parts or other items in smaller 
value was forced to stockpile the additional amount, to pool the order with 
another firm's, or to order from an alternative source of supply where there 
was no such requirement. Second, because the U.S. imposed certain require
ments on AID-financed imports, customs checks were undertaken in greater 
detail than for non-AID financed goods. Third - the formality about which 
there was most complaint -- the U.S. required that prospective importers 
advertise in the Small lusiness Circular (SBC) of the All) Office of Small 
Business. Advertising had to commence at least 45 days prior to the placing 
of an order. Importers were required under Turkish regulations to submit 
their specifications in English for transmittal to tile S13C within twenty-five 
days after receipt of their import permit but not before. Thus the SBC
advertising requirement added at least a month and a half to the delay in 
obtaining imports.1 8 

Proceduresfor QttaList items 

The procedure for individual quota allocations is much more complex than 
the Liberalized List procedure. As with Liberalized List imports, an Import
er's Certificate or other proof of a valid business interest is required, and once 
a permit is obtained the customs procedures are the same as for Liberalized 
List items. In between, the procedure differs considerably. 

Potential importers must obtain a quota allocation before applying for ain 
import license. As indicated above, potential importers indicate their prospec
tive needs to their local Chamber of Commnerce or Industry. The local Cham
ber representatives then meet under the auspices of the Union of Chambers. 
The conflict between importers and industrialists is resolved at that stage. 
Then regional claims a're disentangled at the Union of Chambers level. The 
Union of Chambers represents the private sector in the negotiations for the 
determination of quotas. Once the quota list is published, firms apply 
through their Chamber for allocations. After receiving allocations, import 
license applications are submitted an,-' the Central Bank issues licenses fairly 
automatically. 

17. 	 $5,000 became the minimum in 1965. Prior to that date it had been $1,000. 

18. 	The requirement was most onerous on the private sector, since SEAs were not 
subject to guarantee deposit requirements. .ven for the private sector, there were 
some ways 3f avoiding SBC advertising: having sole supplier status, exclusive repre
sentative status, buying from U.S. stockpiles, etc. A U.S. Government study drew a 
sample of firms actually winning bids from S1C advertising. Firms in tile sample 
included IBM, General Electric, International Ilarvester, Dow Chemical, B.F. Good
rich, and General Motors. See Lubell et al., op. cit. (Note 7), p. 89. 

http:5,000.1I
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Importers 'rsus industrialists. As already mentioned, the Union ofChambers is an association of all the regional Chambers of Commerce andIndustry. The regional Chambers are in turn subdivided into Chambers ofCommerce and Chambers of Industry. Both are further subdivided into functional groups - tire manufacturers, for example, are called together under the
auspices of the Chamber of Industry to provide estimates of their imiportneeds. Similarly, an importers' group meets to estimate its demands for im
ported fires of types not domestically produced. The obvious potential forconflict between importers and industrialists has been fully realized: so much 
so, in fact, that what used to be a Chamber of' Cominerce and Industry hasbecome two Chambers. The importers are of course interested in increasingthe flow of resaleable goods into tie country, in receiving toreign-exchange
allocations themselves and in keeping finished goods on tIhe list of eligibleimports. Industrialists are by contrast interested in their own quotas of intermediate goods anti raw materials and in reducing the inporter:" quotas to 
limit competItion wilth their products.

The importers as a group lost out to the industrialists in tie 1960's. This 
can be seen iii Table VI-I , which gives the va ie of' industrialists' and importers' quotas for various Import Programs. The user-specific quotas are not
included: their inclusion would make the figures show even more vividly theincreasing preponderance of the industrialists in the import license allocations. Thus in 1962 importers were allocated 48 per cent of tihe quota items;
by 1970 they received only 23 per cent, and their total allocation had de
clined by 43 per cent. 

I a)lc VI-IImporters' and industrialists' allocations, various Import Piograms (thousands of dollars) 

Number and year of Import Program 

No. 8 
1962 

No. 12 
1964 

No. 16 
1966 

No. 20 
1968 

No. 24 
1970 

Industrialists 
Importers 

15,420 
14,125 

16,017 
10,181 

21,339 
11.316 

23,614 
10,27 

27,046 
8,135 

Total 29,545 26,198 32,655 33,641 35,181 
Percent to importers 48 39 35 30 23 

Notes: a) Merino wool was included in the 16th and 20th Quota Lists, witi quotas toindustrialists of$12 million and $13.5 nillion. To lainlain comparability overthe period, merino wool was excluded from tile sum of thL industrialists' quotas.b) Legally, Pl. 481 imports are ar importers' allocatiun, but they are nottreated in the sarie manner. flence they are not included in the totals.Sources: Import 1'rograins Nos. 8, 12,16, 20 and 24 (see Note 3). 



152 The Import Regime of the 1960's 

Allocation of quotas after publication of lists: Industrialists. As indi
cated above, the public and private sector shares of individual quotas are 
worked out by the Ministries of Commerce, Industry and Finance and the 
Union of Chambers. When quotas are announced, some items are designated 
as being subject to the control of individual ministries. Industrialists apply for 
those items to tile relevant ministry for a "Requirenents Certificate." When 
no Ministry is specified, they apply to tle local Chamber of Industry, which 
forwards the applications to the Union of Chambers. 

The Chambers and practically all inlistries base the allocation among 
industrialists according to the plant capacities of the applicants.' ' Require
ments Certificates are issued in proportion to those capacities unless the 
value of all applications totals less than the quota, ill which case applicants 
receive the amount requested. The amount al located to each industrialist is 
shown on the Requirements Certificate which, when for varded to the Central 
Bank (with guarintee deposit), is the basis upon which the import license is 
issued. 

In contrast to Liberalized List goods, the Central Bank issues licenses 
against quota items fairly rapidly, as fcreign exchange is budgeted for the 
purpose. Applications for licenses for Quota List imports can be made only 
once in each import period, contrasted with Liberalized List imports, for 
which application can in principle be made at any lime and repeatedly if 
desired. 

Allocation of' quotas: Importers. Once the import lists are published 
importers are given a month within which to file their requests for licenses 
(and a guarantee deposit) with an authorized bank. No application may ex
ceed 20 per cent of the amount of a quota unless 20 per cent does not cover 
even one unit of the item subject to allocation. 

The authorized banks forward the iragnorters' applications to the Central 
Bank, which suns the value of requests by quota category. Should the sln of 
the value of imports riquested from a given quota category iall short of the 
amount of tile quota, each applicant is given an import permit tor the amount 
he requested. In theory, when the sum of tile value of the applications in a 
given category exceeds the ovita amount, the Central Bank grants all applica
tions by scaling them down proportionately so that the quo~ta is exactly 
filled. Provisions are available for circumstances in which pro-rata rationing 
results in applicants receiving a iiceaise for loss thain t!,c Cost of a single unit of 
the commodity. If such licenses cover more than 50 per cent of the price, 
each recipient receives an incremental allotment sufficient to cover the pur
chase of one unit. 

19. See below, Section IV,for the way in which the capacity criterion worked. 
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Bilateral agreement quotas. The items eligible for importation under 
Bilateral Agreements must be i, 'ed on either the Liberalized List or the 
Quota List. Determination as t,,) .ch items should be on the Bilateral List is 
made entirely on the basis ( ' the goods available in the bilateral agreement 
countries. Generally speaking, it was and is considerably easier and quicker to 
obtain a Bilateral Agreement quota license than any other import permit. 
Importers who were interviewed claimed that the chief advantage of the 
Bilateral Agreement quotas was the ease with which licenses could be ob
tained, and hence that when a commodity was required quickly the Bilateral 
Agreement list was employed if possible. 

Price checks 

The applicant is required to indicate in each import-license application tile 
nature of the commodity lie wishes to import, its f.o.b. price and its c.i.f. 
price per unit. Each Import Program has contained a provision to the effect 
that "Imports will be made at tie most suitable prices obtainable in the world 
markets." 2 In principle, imports were subject to ex-post price checks to 
insure that overinvoicing of imports did not occur. The price checks during 
the 1950's had, as seen in Chapter II, been vigorously curried out. By the 
1960's, however, it was rare that individuals were investigated post-i mnporta
tion. When the government clanged in 1971 itwas widely believed that there 
had been Uverinvoicing during the 1960's and price checks were enforced 
with greater vigor than before. (See Section IV, below, for estimates of the 
evasion of the regime.) 

IV. The imctioning of the import regime 

Given the intent with which Import Programs were formulated, it is of 
interest to consider how the system actually worked. Several questions are 
significant: (I) Ilow close were actual imports to Import Program figures'? (2) 
flow (lid the composition of the lists change over time? (3) 1low (lid applica
tions for import licenses tinder quotas compare with the quota values'? (4) To 
what extent was the system evaded through over and underinvoicing and 
other phenomena? Finally, (5) what sorts of import EiRs and prenlia on 
licenses resulted from the system? Each of these questions will be considered 
in turn. 

20. Import IProgramNo. 15, Article 24 (See Note 3). 
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Actual and program imports 

Table VI-2 shows the planned composition of imports from 1964 to 1970. 
As can be seen, imports categorized as "investment goods" were approximate. 
ly 	 evenly split between the Liberalized List and the Quota List. The heavy 
dependence upon anticipated foreign aid can be seen in the large volume of 
investment-goods imports planned under tie "self-financed" category, in 
which project aid was expected to constitute the largest component. 2 1 About 
two-tihirds of raw materials imports were planned to originate from hlie Liber
alized List and one-third from tie Quota List. Hlowever, imports of crude 
petroleum, the largest single import category, were included in the Liberal
ized List, thus making tie comparison for other pioducts deceptive. As can 
be seen, the Programs allowed for virtually no increase in consutinption-goods 
imports in the early years, and an absolute decrease after I86. The consunlp
lion-goods totals conceal the fact anthat increasing ttnumber of "non-essen
tial" consumer goods were dropped trfou the import lists, while the size of 
the Liberalizcd List allocation for consumer goods reflects the growth of 
those constinier-goods imports deemed vital to health and education. Of 
course reduced utili/ation of I1 480 funds also cut the anticipated total of 
consuner-goods im ports. 

Unfortunately, no data classified by end-use ate available on the actual 
composition of imports within each impor list.22 Table VI-3 tives the com
parison of actual and progranuned totals by list and by end-use. 

The biggest single disparity between Import Programs and reali/ed imports 
was in the "self-financed" category prior to 190) (as reflected in tie "olher'" 
coluniii of Table VI-3). The disparity between planned and actual figures 
reflects the shortfall tf project credits. Actutal qnLot a iilt.prts were very close 
to Plan levels in every year, as were Lilcrali/ed List imports. 

The composition of impoits by end-use was generally different lomm that 
planned, as was noted in Chapter V. In every year except 196)7 imports 
classified as investnent goods fell below planned levels, generally by substan
tial 	amounts. In large part, Ihis on',-- more reflected the lower-than-planned 

21. 	Thec' "self-tinan, !" imports constitute the major part of' the column headed 
"O ter" in Table VI-3.

22. The SP() estimated the percentage of lihleralized List i'nports in each end-use cate
gory for 1961, 19t4 and 1966. There were no projections of end-uise fr 1961. For 
1964 and 1966, tho actual percentage ot imports in each category twith projections
in parentheses) were cited in Lubell t a., op. 'it. (Note 7), p. 13: 

Investment Goods Raw Mtaterials Consumption Goods Total 
1964 23(23) 70t70) 7 (7) 100 
1966 3030) 63t(60) 7(10) 100 
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Table VI-2
Annual program imports, 1964 to 1970 (millions of dollars) 

Liberalized Quota Bilateral Other Total 
List List 

1964 
Investment goods 
Raw materials 
Consumption goods 
Total 

55 
168 

17 
240 

55 
64 
16 

135 

25 
28 
12 
65 

145 
20 
35 

200 

280 
280 
80 

640 
1965

Investment goods 
Raw materials 
Consumption goods 
Total 

65 
158 

17 
40 

72 
79 
18 

169 

30 
25 
15 
70 

127 
29 
30 

186 

294 
291 
80 

665 
1966

Investment goods 
Raw materials 
Consumption goods 
Total 

78 
157 

25 
260 

105 
108 

12 
225 

27 
40 
13 
80 

110 
20 
30 

160 

320 
325 
80 

725 
1967 

Investment goods 
Raw materials 
Consumption goods 
Total 

100 
215 

25 
340 

105 
100 

35 
240 

15 
60 
15 
90 

120 
0 

10 
130 

340 
375 
85 

800 
1968 

Investment goods 
Raw materials 
Consumption goods 
Total 

100 
235 

25 
360 

95 
120 
25 

240 

17 
63 
20 

100 

120 
0 

15 
135 

332 
418 

85 
835 

1969 
Investment goods 
Raw materials 
Consumption goods 
Total 

80 
260 

15 
355 

100 
120 

15 
235 

35 
60 
10 

105 

150 
0 

15 
165 

365 
440 

55 
860 

1970 
Investment goods 
Raw materials 
Consumption goods 
Total 

110 
270 
20 

400 

91 
10 
4 

205 

20 
70 
15 

105 

154 
0 

16 
170 

375 
450 
55 

880 
Note: Planned figures given here do not agree with those in Table V-2. The planfigures in Table V-2 were taken from the Plans, whereas data in this table are 

from the Annual Programs.
Source: Annual Programs,State Planning Organization, various years. 
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Table VI-3 
Comparison of program and actual imports, by list and by end-use (millions of dollars) 

A. By list 
Liberalized 
List 

Quota 
List 

Bilateral Other Total 

1964 Plan 240 135 65 200 640 
Actual 239 128 50 120 537 

1965 Plan 240 169 70 186 665 
Actual 247 159 69 97 572 

1966 Plan 260 225 80 160 725 
Actual 293 218 94 113 718 

1967 Plaji 340 240 90 130 800 
Aclia 326 196 105 58 685 

1968 Plan 350 250 100 135 835 
Aciual 361 202 108 93 764 

1969 Plan 355 235 105 165 860 
Actual 344 181 104 172 801 

1970 Plan O0 205 105 170 880 
Actuai 405 205 105 220 935 

b. 2.d-use 

,s.inent Raw Consumption Total 
od.; Materials Goods 

l'64 Plar, '0 280 80 640 
AtuAl )7 296 44 537 

1965 Ian 294 291 80 665 
. . 1:A 197 313 62 572 

1966 Plan 320 325 80 725 
Actual 289 365 64 718 

J967 Plan 340 375 85 800 
Actual 260 380 45 685 

1968 Plan 332 418 85 835 
Actual 325 394 45 764 

i968-to- Plan 1052 1388 270 2710 
1970 A.tl).i 791 1408 301 2500 

Note: The 1968-to-1970 figure is given in the 1971 Annual Program. 1969 data, in 
the 1970 Program, covered January-June only. Therefore, only the three-year 
total is available. 

Source: AnnualPrograms: same year for planned imports; subsequent year for actu 
imports. 
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Table VI.4 
Transition matrices, I00-commodity samples 

I. Third to sixteenth import list 
Sample 1 Sample 2 Sample 3 

From: L Q P T L Q P T L Q P T 

To: L 

Q 

P 

T 

16 

4 

2 

22 

12 

46 

20 

78 

0 

0 

0 

0 

28 

50 

22 

100 

14 

4 

! 

19 

13 

32 

5 

50 

7 

15 

9 

31 

34 

51 

15 

100 

15 

3 

0 

18 

7 

24 

6 

37 

12 

9 

24 

45 

34 

36 

30 

100 

2. Sixteenth to twenty-fourth import list 
Sample I Sample 2 Sample 3 

From: L Q P T L Q p T L Q P T 

To: L 

Q 

P 

T 

22 

4 

2 

28 

7 

39 

4 

50 

i 

3 

18 

22 

30 

46 

24 

100 

28 

3 

3 

34 

5 

36 

10 

51 

I 

4 

10 

15 

3.. 30 

43 4 

23 0 

100 34 

0 

34 

2 

36 

8 

12 

10 

30 

38 

50 

12 

100 

Notes: 

Source: 

L = Liberalized List 
Q = Quota List 
P = "Prohibited List" 
T = Total 
Semi-Annual Import Programs. 

level of project credits which were expected to fimance investment.goods 
imports. 

Throughout the 19 60's raw materials imports (including intermediategoods) were consistently underestimated. It was projected in the FFYP thatraw materials imports would be S1,485 million over the five years, constituting 44 per cent of total imports. As experience demonstrated that these
figures were underestimates of the raw materials compoi,:nt (,f the lists, theAnnual Programs revised the raw materials import projections ipward and theinvestment-goods import projections downward. Thus the suni of the AnnualProgram raw materials estimates was $1,506 million. Despite that upwardadjustment, actual raw materials imports were S1,681 million or 13 per centgreater than envisaged in the FFYP, and constituted 51 per cent of total

imports during the Plan period. 
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Thus programmed imports by list were generally quite close to actual 
imports, save for imports financed by project credits. By end-use categories, 
however, raw material imports were considerably larger and investment goods 
imports smaller than had been planned. 

Another feature of the outcome should be noted. The fact that Liberalized 
List imports came as close to program levels as they (lid does not reflect tile 
accuracy of the planners' demand projections, since import licenses for Liber
alized List imports were granted only as foreign :xchange became available. 
Given that licenses under tile Quota List were granted fairly rapidly, the value 
of Liberalized List licenses issued was in fact the residual in ters of Central 
Bank behavior. Insofar as estimates of available foreign exchange were accu
rate, the value of Liberalized List imports projected in the Import Programs 
was realized, as acceleration or delay in the issuance of licenses kept total 
Liberalized List imports at planned levels. 

As foreign-exchange stringency developed in the mid-I 9 60's several factors 
reduced the degree of freedom associated with Liberahzed List imports. It 
became standard practice to cease processing import license applications for 
Liberalized Lis! goods prior to the end of the program period. The motive for 
the cessatior; was generally "to avoid specuiation about the next Import 
Program." Second, when foreign exchange was in short supply, license appli
cations for Liberalized List imports were held until such time as foreign 
exchange became available, when they were treated on a first-come, first
served basis. Thus prior to devaluat, 9n in 1970 import licenses for Liberalized 
List goods were issued cight niontlhs after application. As these delays devel
oped it was evident that the freedom which the Liberalized List was designed 
to provide had severe restrictions surrounding it. 

In addition to delays in and cessation of licensing, other restrictions began 
to pervade Liberalized List imports. The ministerial permission requirements 
have already been mentioned. Guarantee deposit requirements against appli
cations for Liberalized List imports were generally higher than those for 
Quota List imports. Moreover, many itcms on the Liberalized List could be 
imported only with AID funds, and hence only from the United States. 
Particularly given the high minimum import order under All) funds (not to 
mention advertising in the Small Business Circular and other administrative 
delays), the restriction against use of free foreign exchange for some Liberal
ized List imports caused difficulties in many instances. 

In interviews with producers using imported intermediate goods, one ques
tion that was asked was whether the producers preferred that their imports be 
on the Liberalized List or the Quota List. In 1965 most responders indicated 
relative indifference, claiming there were advantages and disadvantages to 
each. By 1969 however most expressed the view that Quota List classification 
was preferable since one could then be more or less assured that foreign 
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exchange would be available and licenses would be forthcoming quickly oncequota allocations were determined. 

Compositionofthe lists 

Given the growth of the Turkish economy and the altered structure of itsimports, due both to structural changes and to the import control system, nogeneral description in terms of the value of imports oil each list or by end-usecan accurately convey the evolution of the import regime tinder the importlists. Indeed, the commodity-specific nature of tile lists make such a macro
view deceptive. 

In an effort to characterize the microeconomic aspects of the importcontrol system it was decided to trace the fate of samples of individualcommodities. In this section, a repoi, is given on the results from the 1960 to
the 1971 import lists.

It was initially decided to choose three samples of commodities, one froman early import list, one from a middle import list, and one from a recent list,and time. The choice of three time periods 
to examine their treatment over 


seemed necessary because 
 use of an ear! list would fail to rctlect commodities entering the lists at later dates; use of a later list would ignore comniodities which hld been dropped frem earlier lists. Perhaps the best description ofthe degree of complexity of the lists and their evolution is the difficultyencountered it, attempting to formulate and characterize the sample.23efforts made in that direction and such results 
The 

as can be gleaned from themare reportel. in the first part of this section. In the second part a smallersample of commodities, taken from tariff schedules, is discussed. 

Three one-hundred commnodity samples. The three Import Programsfrom which samples were drawn were Thirdthe (August 1959), Twelfth
(January 1964), and Twenth-sixth 
 (January 1971). Determination of theitems to be included was done by random number drawings: the first deter.mined the page, the second the location of the commodity on that page.Once the sample items were determined, it was planned to go over the listsfor Import Programs I through 5, 12, 16, 22, 24 and 26. It was expected thaton the basis of the samples one could characterize the evolution of thesystem: the number of items which moved from the Liberalized List to theQuota List, the number from either list to the "Prohibited List," and thevalues of permissible inports of quota items at various dates.
The task was considerably more complex than had been anticipated. Mean

23. I am heavily indebted to Ashok Kapoor, who spent many thankless hours trying tomake sense out of a difficult assignment. 

http:sample.23
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ingfully tracing the fate of any import-good category proved difficult, and 
characterizing the results for each 100-commodity sample grossly oversimpli
fies what actually happened. 

Some examples will illustrate. The third item drawn in the first sample, 
Quota Number 197, "Miners' Lamps," combined BTN codes 83.07 and 
85.10. In tie Third Import Program, $5,000 was allocated to importers' 
quotas from free foreign exchange, and S5,000 from bilateral agreement 
countries' quotas. Over the next several Programs this same item was on the 
Liberalized List. In the Twelfth Import Program however 83.07 disappeared 
from the import list while 85.10, "Miners' Lamps and Parts Thereof," was on 
the Liberalized List. In the Sixteenth Import Program, 85.11 was Quota 
No. 307, allotting $20,000 to industrialists and S10,000 to importers for the 
category "Electric Lamps for use in Industrial Establishments and Laborato
ries," while 85.10, "Miners' Lamps", was on the Liberalized List. Item 85.11 
was omitted from all lists thereafter, implying that imports were now prohib
ited, while item 85.10 was on the Liberalized List. Many of the commodities 
drawn in the sample presented difficulties of a comparable nature in terms of 
classification. 

An even more serious problem arose with items such as the fourteenth 
category drawn in the first sample. That item, BTN code 48.08, was "Paper 
:,r Filter Appliances." A total quota allocation of .450,000 was split be
tween importers and industrialists, while another S5G,000 was at the disposal 
of a ministry. In the Fourth and Fifth Programs, 48.08 was lumped with 
several other commodities to form one quota number. By the Twelfth Import 
Program, 48.08 had its own quota (112) again. By the Twentieth Import 
Program, however, Quota Number 163 contained 48.08.10 and 48.08.90, 
"Paper Pulp Filter - Mass Plates Containing Asbestos Fibers" and "Other," 
with an allocation to importers of $5,000. No other part of 48.08 appeared 
on Piny list. In this and many other cases part of the quota item initially 
indicated became ineligible for importation, whereas part of the item re
mained eligible. In some instances the situation was further confounded as an 
initial four-digit code became subclassified into several six-digit codes, each of 
which was grouped with commodities from other four-digit codes to form a 
new quota number. An additional difficulty resulted from the following prac
tice: in drawing commodities from the second and third sample it often 
happened that no comparable commodity had appeared on earlier lists. This 
resulted from: (I) the introducti:,n of new intermediate goods to the lists as the 
items for which domestic productive capacity developed increased, and (2) the 
use of detailed itemized subcategories, crossing over four-digit classifications in 
later Programs with no comparable practice in the earlier ones. 

Thus in the following characterization of the three samples it must be 
borne in mind that a considerable element of judgment had to enter into each 

http:48.08.90
http:48.08.10
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categorization. Any characterization of the samples, moreover, vastly oversim
plifies what really happened.

Table VI4 presents transition matrices for each of the three samples. Part
I gives the change in status for each commodity in each sample between the
third (pre-planping) and sixteenth (early planning) import list. Of the 78 items
from the Quota List chosen in the first sample (third import list), atleast some parts of 46 of the commodity classifications were still on a Quota
L.ist in the Sixteenth Import Program. Obviously, since the sample was drawn
from the third list, no items on tile"Prohibited List" were chosen, whichexplains the zeros in the last column of tie sample I figures. Twenty-two ofthe 100 items appearing on the third import list (lid not appear on ally list by
the Sixteenth Import Program. Twelve items which were quota items in thethird list were on the Liberalized List in the Sixteenth Program. Tile results
differ somewhat for the second sample, drawn from the Twelfth (1964)
Import Program. Thirty-one of the items from the Twelfti Program had notappeared in the Third Program, and nine did not appear in the Sixteenth. The
fact that an item appeared on the Twelfth Program and neither on tie Third 
nor the Sixteenth indicates that there were some items on each import list
which did not recur or recurred only infreq:mently.

Only 15 items from sample 2 were on tihe "Prohibited List" inthe SixteenthProgram, contrasted with 22 from the first, reflecting the fact that the second 
sample was chosen fir a date which was closermuch to the SixteenthProgram. That is, many items from the Tblmrd Program which were dropped
from an import list were uiopped before tile Twelfth Program; thus, choosing
a sample from the Twelfth Program failed to pick tip those items. Tle third
sample was chosen from the 1971 import list which, post-devaluation, was
somewhat more liberal than earlier lists had been. That factor, plus thecontinuing addition of intermediate goods to the import lists as domestic
production required new goods, combined with the fact that 1971 categories
were of much more detailed nature, explains why there were 45 items on the
 
twenty-sixth import list which did not appear on 
the third.
 

Part 2 of Table VI4 gives sim'-
 data for time fate of commodities in the

three samples between the sixteenth and twenty-fourth import lists. The
increased importance 
 of the diagonal elements reflects die greater fluctua
tions in time treatment of commodities in the early days of planning. By thelate 1960's changes between import to belists tended somewhat smaller. 
Thus between tie third and sixteenith import lists, 12, 13, and 7 items,
respectively, subject to quota i the three samples were transferred to the
Liberalized List, whereas between the Sixteenth and Twenty-fourth Programs, 7, 5, and 0 items, respectiveiy, were so transferred. Similarly, most ofthe items froni the first sample which were destined for the "Prohibited List"
reached it by the Sixteenth Program; only 6 new items were added to the 
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"Prohibited List" from the first sample between the Sixteenth and Twenty
fourth Programs. 

The transition matrices fail fully to reflect the extent of the increasing use 
of the "Prohibited List": (1) since all three samples were drawn from import 
lists, any item continuously prohibited could not be drawn (but see below, 
where a sample is taken from the Tariff Code); and (2) for many of the items 
which continued on the lists, only a subcategory of the original classification 
was eligible for importation in later Programs. 

Some evidence of this can be gleaned from classification of the commodi
ties in each sample. Five categories reflect, at least roughly, increasing speci
ficity of an eligible import class. They are, in order of increased restrictive
ness: a four-digit category; a six-digit category; a four-digit category contain
ing an "only" or a "for use only by"; a six-digit category containing one of 
the same restrictions; and a "for use only...subjeci to ministerial permission" 
category. The "use-only" categories are by items such as "Rollers for Textile 
Machines Only." Examples of the "only" part of a classification were cited 
above. 

The breakdown of the number of items in each group in the three samples 
is as follows: 

4-digit 6-digit 4-digit 6-digit use/ 
restricted restricted permission 

Sample 1 34 51 3 11 1 
Sample 2 23 38 11 21 7 
Sample 3 8 48 16 9 19 

As can be seen, only one item chosen from the Third !mport Program was in 
the most restricted category, and 85 per cent of all items were in the first 
two, least restrictive, categories. By the Twelfth Program seven items were in 
the most restricted category, and 61 per cent were in the least restricted 
groups. By 1971, the Twenty-sixth Program, 19 items were in the use/permis
sion category, and only 56 per cent were in the least restrictive categories. 
The "use" categories of course reflect the increasing shift of the Import 
Programs to heavier and heavier emphasis upon intermediate and other pro
ducers' goods. 

When thc samples were initially drawn it )vas hoped to trace the value of 
eligible imports over subsequent Programs to gain some idea of the increasing 
restrictiveness of the regime. Thus it was hoped that one could estimate the 
value of the 100 items included in the first sample in 1959 and over subse
quent Programs. This proved to be impossible because of dhe detailed nature 
of the commodities included in the lists and an inability of find a comparable 
classification in actual import statistics. All that could be done was to esti
mate by sample the value of import quotas for those goods that remained in 
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Table VI-5Value of items subject to quota at both ends of interval, sample groups 
(thousands of dollars) 

First Comparison Second Comparison 

Value of 
Quotas 
3rd Program 

Value of 
Quotas 
16th Program 

Value of 
Quotas 
16th Program 

Value of 
Quotas 
24th Program 

Sample I 
Sample 2 
Sample 3 

29.810 
18,550 
7,555 

5,905 
2,781 
3,165 

5,665 
16,316 
5,756 

2,942 
9,381 
7,167 

Source: Setni.Aniiual iporti rogrants. 

quota categories over various periods. As can be seen from the transitionmatrices this computation covered 46 per cent of tile first samp!e for theperiod 1959 to 1966 and 39 per cent of the sample for 1966 to F)69. Thecoverage was even smaller in the second (32 and 36 per cent) and third (24and 34 per cent) samples. Nonetheless, in the absence of any better indh-atorthe value of quotas for those items which reinained on Quota Lists isof someinterest. Table VI-5 gives tile results of the computations. As can le seen, lhe
value of permissible imports for quota items fell sharply between the Thirdand Sixteenth Programs, and declined a further 50 per cent between theSixteenth and '[wenly-fourth Programs if judged by tle first sample. Ofcourse items subject to quota at ai initial but not as a terminal (late areexcluded from tile sosample, that the value of tilequotas illthe SixteenthImport Program contrasted to the Third is not the same as that of tileSixteenth contrasted w 't tlheTwenty-fourth. Of Items worth $5,905,000 inthe Sixteenth Import Program Quota Lists, products worth $240,000 wereineligible for importation or were on the Liberalized List in 1969. Tile factthat a few items did shift from the Quota List to the Liberalized List makes itimpossible to infer tiletotal change in values of quotas, although it isprobably reasonable to guess that the "Prohibited List" dominated.
The narrowing of eligible import categories isclearly reflected in the sharpreduction in values of permissible imports, especially between the Third andSixteenth Programs. As already pointed out, new items were added to thelater import lists. It is evident therefore that given the slow growth of totalimports over tileperiod, sizeable shrinkage in other import categories had tooccur to finance the addition of new import categories. 

A sample fiont lariff categories. To supplement the information fromthe import list samples (as well as to estimate EERs), a sample of commodi. 
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ties was chosen from the Tariff Schedules. Details on the means of sample
selection are given in Appendix A, while Tables A-Il to A-14 detail sonic of 
the results. 

It was possible, with some first approximations, to designate tariff items 
as consumer goods, intermediates and raw materials, investment goods, and
 
imports competing with domestic production, although the procedure was
 
necessarily rough. The same difficulties arose as with the import list samples:

only part of a given category would be eligible for importation (designated by
 

Table VI-6
 

Distribution of import goods by use and list
 

1962 

L Q P T 

Consumer goods 5 9 22 36 
Intermediate goods 17 18 12 47 
Capital goods 7 1 6 14 
Imports competing with domestic goods 3 4 6 13 

Total 32 32 46 110 

1965 

L Q P T 

Consumer goods 5 7 24 36 
Intermediate goods 19 16 12 47 
Capital goods 5 5 4 14
Imports competing with domestic goods 2 65 13 

Total 31 33 46 110 

1968 

L Q P T 

Consumer goods 
Intermediate goods 
Capital goods 
Imports competing with domestic goods 

Total 

4 
14 
4 
2 

24 

7 
17 

7 
5 

36 

25 
16 
3 
6 

50 

36 
47 
14 
13 

110 

Notes: 

Source: 

L = Liberalized List 
Q =Quota List 
P = "Prohibited List" 
T = Total 
Appendix A. 
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a P-prefix in the Appendix tables), the ambiguity of some categories, the fact
that some items were split between two lists, etc. The reader can see the mass 
of different categories by inspection of the Appendix Tables. 

Table VI-6 summarizes ie data for 1962, 1965 and 1968. The gradual shift 
toward Quota Lists (as domestic production began) and the "Prohibited
List" (as domestic production was deemed adequate to meet domestic de
mand) is evident. The intermediate goods which were eliminated from the 
eligible import lists were generally already fabricated in Turkey. Part of the 
shift toward the "Prohibited List" is obscured by ,he behavior of the capital
goods category, where more commodities were made eligible for importation
in later years (with appropriate ministerial approvals of investment plans). Six 
of the capital goods were not on an import list in 1962 whereas only three 
were missing by 1968. Of a total of 97 commodities in other categories, 40 
were prohibited in 1962, 42 prohibited in 1965, and 47 prohibited in 1968. 

Thus as expected, the "Prohibited List" appears more important in a 
sample drawn from tariff classifications than in a sample drawn from import
lists. Moreover, the shift in eligible imports away from finished consumer 
goods toward raw materials, intermediate goods and capital goods is apparent.
The results of the mechanism and its effects on the economy are examined in 
Chapters VIII and IX below. 

Detailedallocationsunder Quota Lists 

As seen above, the amount allocated to each quota item was specifically
determined in the Import Programs. A natural question is the degree to which 
these amounts were adjusted to reflect the relative strength of excess demand 
for different imports. But little information on the procedures followed in 
allocating values to individual quotas is available. Some things can be inferred 
however by inspection of the value of applications for each quota number 
relative to the value of the quota. 

Several Union of Chambers publications provide some data, although they 
are far from complete. Reports are available only for tie Eighth Import
Program (1962),24 the Eighteenth Import Program (1967),2 the Twenty
first Import Program (1968),26 and the Twenty-third Program (1969).2 7 The 

24. Ttrkiye Ticaret 0d!arn, Sanayl Odalari ve Ticaret Borsalan Birlipi, 8. Kota Sanayici
Tahsisterinin Tevziati (Ankara) Mart 1962. 

25. Tiirkiye Ticaret Odalari, Sanayi Odalarn ve Ticaret IBorsalari Birlipi, XVIII. Kola 
Sanayici KotalariTer'ziatiDurumn (mimeograph) Mayis 1967. 

26. Tiirkiye Ticaret Odalari, Sanayi OdaLari ve Ticaret Borsalan KotaBirligi, XXI. 
Sanayici Kotalari Teziati Dunotnu (mimeograph) Ekim 1968. 

27. Tfirkye Ticaret Odalart, Sanayi Odalan ve Ticaret Borsalar, Birlii, XXIII. Kota
SanayiciKotalariTevziatiDunlnu (mimeograph) Ocak 1970. 
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reports are on private sector allocations and cover only those quotas allocated 
by the Union of Chambers at the time tile report was published. 

Several interesting sidelights can be gleaned from the 1962 report, which is 
the only one containing a text explaining some aspects of the allocations. It 

was stated, for example, that there were six quota groups for which alloca

tions could not be made, since additional information was required about the 
"needs and capacities" of industrialist applicants. All but one of these was an 

assembler's quota, the other being a quota for animal fats and oils for use in 

edible oils factories. Of the 155 quotas listed, allocations had been made for 

139. A variety of reasons had prevented determination of allocations for the 

remainder. In one case (quota 114) the allocation was under the control of 

the Ministry of Industry. In another case (quota 141) it was stated that 

allocations had not yet been made pending reexamination of applications. In 

yet other cases the size of the applications exceeded tile available quota by 

exorbitant amounts and it was stated that the sitmation had to be examined 

and studied before an allocation could he made. Thus against a private sector 
quota of $25,000 for pumps, applicatiot.s had amounted to $163,671; for 

machine tools (quota 184) applications were for $380,000, contrasted with a 

$75,000 allocation to the private sector. It can be seen in Table VI-7 that 

Table VI-7
 
Ratio of value of license applications to licenses issued by quota categories 1962, 1967,
 

1968, 1970 (number of quota categories)
 

Ratio of Value of Applications to Value of Licenses Issued to Private Sector 

Less 1 2 4 10 Over 
0 than to to to to 20 Total 

Allocations 1 1.99 3.99 9.99 19.99 

1962 
$25,000 or less 
Over $25,000 

9 
1 

20 
10 

8 
25 

16 
20 

15 
14 

1 
0 

0 
0 

69 
70 

1967 
$25,000 or less 
Over $25,000 

2 
2 

9 
4 

22 
13 

21 
25 

21 
29 

14 
14 

4 
5 

93 
92 

1968 
$25,000 or less 
over $25,000 

0 
0 

5 
3 

19 
11 

31 
15 

25 
20 

18 
20 

11 
13 

109 
82 

1970 
$25,000 or less 
over $25,000 

8 
0 

3 
0 

15 
12 

28 
13 

29 
23 

17 
10 

15 
23 

115 
81 

Source: Union of Chambers, documents cited in footnotes 24-27. 
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such discrepancies became conmonplace later in the 1960's, but they were
apparently rare in 1962. 

Although providing only a partial picture of excess demands, the reportsgive some indication of tihe characteristics of the system. Table VI-7 gives thedata. For each of tie Import Programs covered and for each of the quotaitems, the value of applications by Ihe private sector as a multiple of the valueof licenses allocated to it was coinputed. Such a staiistic does niot giveindication of actual 
an 

excess demanid sinec firius undoubtedly applied for moreimports than they actually desired. Ilowever, applicants were required toplace guarantee deposits against their applications. As such, applying for 
quotas did involve costs to the applicants.


Table VI-7 call he read as follows. In I'902 sixteen quotas of 
 .25,000 orless were Allocated where applications were between two and four times thevalue of the quotas. Only one siiiall qtUota (under $25,000) was oversubscribed by a factor of tell or more, while none of tile larger quotas wereoversubscribed by that aiount; there were tell quota numbers again t whichno applicatons were filed. There were 30 others for which applications wereless than tile value of the quota, thts indicating that applicants received the 
full amount of their applications.

Several aspects of the evolution of the import regime can be inferred fromTable VI-7. First, despite the increasing reliance upon ministerial perrmissions,tie number of quotas, and especially of small quotas, increased over tire. 28Second, tire fraction of small and large quotas that were heavily oversubscribed increased over time, reflecting the increasing stringency of the importregime. Thus in 1962 only one of 139 quota itenis was oversubscribed by afactor of ten or more. By 1970 (prcdcevaluation) 65 quotas ou t of 196 wereoversubscribed by at least that nuiltiple. At the other end of the scale, 52 percent of all quotas were either undersubscribed or oversubscribed by a factorof less than two iii 1962: by 1970 only 19 per cent were in that category. 

28. The increasing number of quotas reflected the greater fragmentation of importableitems as domestic production capacity was developed. The number of quota cate
gories, by Import Programs, was as follows: 

Import Program rnumber Date Number of Quota Categories
5 1960 215
 
8 
 1962 261 

12 1964 322
 
14 
 1965 392
 
16 
 1966 418
 
18 
 1967 454 
20 
 1968 474
 

These totals, compared with the total number of quotas indicated InTable VI-7, alsogive an idea of the fraction allocated by the Union of Chambers. 
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Third, even with heavy excess demand for many quotas in the later part of
the 1960's, there were some undersubscribed quotas. It thus seems irrefutable
that premia on different quota items must have varied widely (see Section V,below). Thus in 1970 applicants for three quota items received the full 
amount they applied for, while applicants for 38 items received less than 
one-twentieth of their applications. 

In interviews with SPO officials, inquiry was made as to whether informa
tion about the value of excess demand in any given category or the disparity
between landed cost and domestic price of an import was emp)loyed in deter
mining detailed quota allocations. The response was negative: it was felt that
"speculative and other short-term influences" were too great to provide relia
ble bases for changing the relative size of different quotas. As indicated
above, the general view was that physical shortages became known when 
present and were taken into account in the allocation of quotas for subse
quent periods. 

Evasionof the regime 

No analysis of the way the import regime functioned would be complete
without consideration of the extent to which extra-legal and illegal means of 
subventing the Import Programs were practiced. Three factors must be con
sidered: (I) the degree to which resale of imports actually occurred; (2) the 
extent of faked invoicing; and (3) the prevalence of smuggling. 

Resale of imports. As indicated above, industrialists could not legally
resell their imports. lowever, there several means by which resalewere oc
curred. Indeed, since new firms in an industry were to be given a quotainitially on criteria rather different from established producers, there were

reported to be many instances of entrepreneurs "going into business" for the
 
purpose of obtaining imports and reselling to larger firms. Even 
 some small
established firms found it more profitable to sell their imports at an appro
priate price to larger firms rather than to produce themselves. 

One perfectly legal uleans of resale was for a small producer to ask a large
producer to place his order together with the larger establishment's. The 
purpose of permitting this practice was to enable the small producer to get abetter price on his import order than was thought possible with a very small
allocation. A producer with a small quota would approach a larger firm,
asking that his small quota be pooled with the larger quota for purposes of
importing the item in question. The larger firm would readily agree. When the
consignment arrived, the small firm could claim that tile larger house had
violated their understanding; the consignment was not what the small firm
required or could use regarding quality, technical specifications, or other 
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matters. The small firm would claim damages and sta!e that the matter culd
be settled in court. The larger firm, seemingly anxious to rerair whatever 
damages it had incurred, would then settl, tilematter by paying the importer
the value of his foregone income from the imports and retain the imported 
goods for his own use. 

Other means of resale were also devised. (There are even reported instances
where the local Chambers organized resale markets.29) Thus although there 
was a legal restriction upon the resale of indii-.trialists' quotas. resale was if] 
fact fairly frequent. 

Faked invoicing. All applications for inport licenses had iocontain de
scriptions of the goods to be imported, tihe qluan itfies of each and their unit
prices. It has already been seen that althougli price checks were legally
force they were not seriously enforced 

in 
during I IeI190's. There ik consider. 

able evidence that substantial inder-invoicing of imports in fact occurred, as
import licenses were issued in value terms so that more could he imported
and both dutks and surch;arges avoided. 

A detailed study of fIle plirenoneni' durin' the period to has1963 (!909
been made by Cahid Kayra. " K"ivIJ undortook a dt-lailed reconciliation of' 
Turkish and partner-country trade statistics, incliding jd~istrtncws for rans
port costs, differences illthe timing of imports iaud (oilrftclo. Onl the basis
of his detai.d computatils he then provided estilirales of' t.e actual value of 
imports flowing through official channels. Sonc 01'ii l detailed filndings are of 
interest and illustrate the possible magnitude of faked involcug. 

Synthelic fibers are a case in point ard Table VI-H' presents 11av ra's results. 
For each five-digit fiber class, Kayra summed the exports to" Turkey, as 
reported by members of the Common Market, ard conitrsted Ilen with tile
Turkish records. As can be seen, the discrepancy is subSandtial: sug"esting
that less than 10 per cent of the value of Turkish imlpotis of these itens was 
officially recorded in customsthe category. Kayr:a e:lculated tile savings ill 
customs duties made by such under-invoicirg. Illsresults ;1e given ill the last

column of Tabie VI-8. Thus, iii 
 imporling S3,500,000 of SITC No. 266.21

(discontinuous or unspun fiber) ii 
 1968, Turkish importers saved I .544.000
 
in customs duties by declaring only S412,000 imports. Kayr.i thern proas 

ceeded 
 to examine unit value figures for these countries. lirle unit value 
derived fron Turkish trade statistics was S681 in 1968 compared with S1,025
for Germany, S1,403 for Greece, and S1 278 for Spain. In 1969) the disparity 

29. Lubell etal., op. cit. (Note 7), p. 9 5.
30. Cahid Kayra, Tirki'c 'ninDis Odeleer Dengesi Tahnminheri Uz'rinde Dillinccler,

Bogazici Universitesi (mimeograph), January 1972. 

http:markets.29
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Table VI-8 
Turkish synthetic fiber imports, Turkish and Common Market records 

(thousands of dollars) 

Turkish Partner Customs 
SITC No. Year Import Country Difference Taxes 

Figures Export Figures Saved 

266.21 1968 412 3500 3088 1544 
1969 111 27228333 1360 

266.22 1968 - 291 291 145 
266.23 1968 4992234 4758 2855 

1969 74 3675 
 3601 2160
 

Source: Kayra, op. cit. (Note 30), Table 30. 

between Turkish unit-value figures and those of other countries was slightly 
greater. A similar pattern was found for other groups. 

Considering the probable magnitude of under-invoicing (at most 50 ptr
cent) and the disparity in recorded inports, it can be presumed that synthetic
fibers (which were on the Quota Lists at , generally commanded high premia 
see Table VI-1 I below) were both under-invoiced and imported under licenses 
other than those issued directly for those goods. Thus part of the restrictive
ness of commodity-specific licensing (and ti "Prohibited List") was un
doubtedly offset by under-invoicing and erroneous classification of imports 
into eligible import commodities. 

Kayra estimated the value of Turkish imports for the period 1963 to 1969 
on the basis of his detailed study of partner country trade statistics. His 
results, given in Table VI-9, indicate that actual imports by Turkey were an 
average of about S60 million over recorded imports in the years 1963 to
1965, implying underinvoicing of ;:bout 10 per cent. And the magnitude of 
the phenomenon increased sharply thereafter, reaching over $190 million in 
1969. 

Table VI-9 
Official stat.tics and Kayra's estimates of imports, 1963 to 1969 (millions of dollars) 

1963 1964 1965 1966 1967 1968 1969 

Turkish trade
statistics 688 537 572 718 685 764 801 

Kayra's estimates 748 577 645 815 836 882 993 

Source: Kayra, op. cit. (Note 30). 
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Many goods were imported by the public sector or financed with project
credits and therefore were presumably not significantly under-invoiced. Forprivate sector imports, therefore, the magnitude of underrecording of imports 
was substantial by any standard. 

There can be little doubt that under-invoicing and falsely classifying im.ports made the import regime less restrictive than it would have been in theabsence of those practices. However, it will be seen in Section V that despitethe leakages in tile system the premia accruing to import licenses were sub. 
stantial. 

Smuggling. By its nature, smuggling is a more difficult activity to try toquantify than is faked invoicing, and thatall can be done is to provideimpressionistic evidence. For a variety of reasons, it would appear that smuggling was concentrated on goods.consumer First, most consumer goodswere not legally importable, and are, by their nature, difficult to misclassifyinto an eligible import category. Second, thre have generally been very highdisparities between foreign and domestic prices of consumer goods, so thatsmuggling of those items was probably more profitable than smuggling other
categories of goods.

From personal experience, the author can report finding an incrediblevariety of imported goods not eligible for importation on the shelves of local
groceries and in the windows of various shops: canned American salted peanuts, gum, foreign zigarettes, German phonographs, Nabisco crackers,German and American baby food, and so on. As mentioned in Chapter V,smuggling was so widespread that its existence was officially acknowledged atthe end of the FFYP. There is every reason to believe that in the early yearsof the SFYP, smuggling activity grew as the stringency of the import regimeincreased. Beyond the fact that sale of smuggled goods was fairly open and
that prices of black-market merchandise 
 were generally well known, it is
impossible to estimate the magnitude of the phenomenon.
 

V. Import EERs and preinia:the 1960's 

As seen in Chapter IV, the 1958-1960 devaluation did not result in anysignificant change in the ratio of import EERs to export EERs. In this sectionthe course of import EERs throughout the 1960's is traced, and the premia
accruing to license recipients are estimated for 1968. 

Import EERs 

Details of the method of computation of EERs are given in Appendix A. 
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In addition to basic tariff rates which were altered in 1964, several surcharges 

and the discriminatory component of the production tax led to sizeable 

differentials between the c.i.f. price and the landed cost of an import, and tile 

c.i.f. price-cum-duty and landed costs of imports. 
Table VI-10 gives the import EERs for tile 1960's based on Tables A-1 I to 

A-14 and also presents PLD-EERs. EERs were deflated by use of the home 

goods price computed on a 1958 base. A higher PLD-EER implies a more 

depreciated exchange rate for the category of goods in question. 

All 	categories of imports became cheaper in real terms during the 1960's. 
were almost 30 per centRelative to home goods, imported capital goods 

taking into account duties andcheaper in 1969 	than they were in 1960, even 
was of course partly the result of the removal and postponesurcharges. That 

Table VI-10
 

Import EERs and PLD-EERs, by end-use category of imports, 1960 to 1969
 
(TL per dollar c.i.f. price)
 

Capital Intermediate Imports Corn- Consumer
 
Goods Goods 	 peting with Coods 

Domestic 
Production 

EERs 
1960 1..11 13.25 21.22 18.66 

1961 !2.55 13.25 21.22 18.66 

1962 12.54 13.12 18.96 15.78 

1963 12.99 13.57 19.41 16.23 
1964 12.99 13.57 19.41 16.23 

1965 15.50 14.79 23.01 17.75 
1966 15.50 14.79 23.01 17.75 

1967 15.29 15.24 23.46 18.20 

1968 12.26 16.15 21.98 18.79 
1969 13.16 17 Q- 21.98 19.69 

PLD-EERs 

1960 10.35 11.32 18.13 15.95 

1961 
1962 

10.54 
10.03 

11.13 
10.49 

17.83 
15.17 

15.68 
14.70 

1963 
1964 

9.84 
10.14 

10.28 
10.60 

14.70 
15.16 

12.30 
12.68 

1965 11.48 10.96 17.04 13.14 

1966 10.61 10.13 15.76 12.16 

1967 
1968 

10.09 
7.52 

9.65 
9.91 

14.85 
13.48 

11.52 
11.64 

1969 7.44 9.63 12.96 11.12 

Notes: a) For definitions of categories of imports, see Appendix A. 

b) PLD-EERs are 1958 TL per dollar c.i.f. price. 

Source: Appendix A. 
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ment of duties upon capital goods in the late 1960's. However, imports
competing with domestic goods became relatively cheaper by the same pro.
portion, while imported consumer goods were 31 per cent cheaper in terms of
home goods in 1969 than they were in 1960. The price of imported inter.
mediate goods in terms of home goods fell only 15 per cent from 1960 to 
1969. Thus, whereas capital goods and raw materials and intermediate goods
imports had similar EERs in the early 1960's, intermediate goods imports
became relatively more expensive in the late 1960's. 

This shift in the structure of EERs reflects the SPO's desire to increase the
fraction of foreign ex.;hange allocated to capital goods imports. As noted 
above, raw materials and intermediate goods imports were consistently above
planned levels in the mid-1960's, while capital goods imports were below 
desired levels. The remission of duties and surcharges on capital goods im
ports was therefore designed to alter the relationship between tile two import 
classes. 

It is more difficult to determine the reason why the EERs for imports
competing with domestic production retained their parity with capital goods
during the 1960's. The absolute differential between the capital goods and
the other two classes was of course high at the start of the period. Thus even
without allowing for price deflation there was little movement in the EER of
imports competing with domestic output over the 1960's. It fell somewhat in 
the early years, and rose thereafter. factorAnother should be considered,
however, atid tl,at is that the EERs were calculated from the sample of
commodities eligible for importation. It is quite possible that the increasing
use of the "Prohibited List" as more and more goods were domestically
produced resulted in a bias in the estimate of import EERs for consumer 
goods and import substitutes. Inspection of the list of goods included in each
sample suggests that there was some bias toward retaining the commodities 
with relatively lower EERs on the eligible list. Thus file EER estimates can in 
no way be interpreted as the degree of protection afforded to the two catego
ries of goods. 

Import preniia 

As indicated above, there was considerable activity in the resale of imports
and import licenses, both legally and otherwise. Even for Liberalized List
items, the fact that delays in receipts of licenses could be protracted meant 
that the domestic price of such imports could exceed landed cost by more
than the normal distributors' markup. For items on the Quota List, the 
detailed, firm-specific allocations resulted in an even greater potential for
resale, as well as a divergence between landed cost and the domestic price.

Detailed estimates of the premia accruing to license recipients are available 
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only for 1968. The only available evidence for earlier years is based upon the 
author's interviews with businessmen and observers. Interviews with business
men were conducted by the author in 1965, 1967, 1969, 1970 ana 1971. 
Businessmen not only were asked what the then-prevailing prices on import 
licenses were, but also were queried as to their recollection of premia for 
earlier periods. The responses were necessarily impressionistic, bu! were sur
prisingly consistent between interviews and over time. The consensus appear
ed to be the following. 

Pi-emia for licenses in the 1955-to-1958 period ranged up to TL 20-25 per 
dollar, or eight times the parity rate. The resale market all but disappeared 
after devaluation in 1958, and premia on licenses were negligible up to 1962. 
Premia reemerged for some items by 1963, but it was rare that they were 
more than TL I to 2 per dollar. By 1964 however (as foreign aid failed to 
reach anything near Plan levels and imports rose in response to Plan expendi
tures) premia jumped to a range of TL 4-6 per dollar, representing 40-66 
per cent of the c.i.f. cost of imports, but a far smaller percentage of landed 
cost (because of duties and surcharges on imports). Premia remained within 
the TL 4-6 range in 1965 and 1966, but rose to TL 7--9 per dollar, almost 
100 per cent, by 1967. They were considerably higher by 1968. :nd ie 
variation in price among import categories increases sharply. The ave.-flge 
price of import licenses in 1968 and 1969 ranged from TIL 9 to TL 15 per 
dollar, or 100 to 166 per cent above the c.i.f. price. Premia were substantially 
reduced after devaluation in 1970, and there was little reported resale of 
licenses at the end of 1970. 

While the emerging picture is necessarily impressionistic, it is useful ill 
putting the 1968 situation in perspective. An excellent set of data for 1968 
exists with which to eva!uate the relationship between c.i.f. prices, landed 
cost and import premia. In the summer of that year Professor Ahmet Aker of 
Robert College (now Bogazici Universitesi) conducted interviews with nu
merous firms in the Istanbul area. fie sought to obtain comparable data on 
the c.i.f. prices, landed costs and wholesale prices of identical commodities, 
and succeeded in obtaining comparable price quotations at all three levels for 
74 commodities, representing 8.6 per cent of Turkey's total import bill. In his 
judgment these figures were reliable. 

Table VI-! I reproduces his price data. As can be seen in the next-to-last 
column, there was a sizeable variation in the relationship between wholesale 
prices and landed costs. 3' Some commodities, such as lanolin and synthetic 
thread, sold in the wholesale market at little above their landed cost. Of 

31. The estimate of landed costs includes the duties, surcharges and production taxes 
levied upon imports, but does not include the costs of guarantee deposits and letters 
of credit. 
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Table VI-I 1

Import prices, landed costs and wholesale prices, 1968
 

TL per Unit Ratio
 

Commodity 
 Import Landed Whole- Landed Whole- Whole-
Price Cost sale Cost to sale Price sale Price
c.i.f. Price Import to Landed to Import 

Price Cost Price 
Pigs' bristles 58.35 80.60 475.0 1.38 5.89 8.14Dates 0.06 0.13 6.5 2.17 49.10 108.33Unroasted coffee 7.34 13.31 36.0) 1.81 2.911 4.90Black peppers 7.19 15.14 29.0 2.10) 1.91 4.03Cloves 7.62 13.20 23.5 1.73 1.78 3.08 
ltenna 2.94 5.83 11.0 1.98 1.89 3.74Shellac 6.97 13.65 16.0 1.95 1.17 2.29Gum arabic 2.77 6.29 13.5 2.27 2.15 4.87Lard 2.33 3.92 12.( 1.68 3.06 5.15Lanolin 6.46 10.88 12.0 1.68 1.10 1.86 
Ilint oil 3.23 4.85 9.5 1.50 1.96 2.94Cocoa oil 3.17 5.33 60.0 1.68 11.26 18.93Sunflower oil 2.53 4.25 5.9 1.68 1.39 2.33Oleic acid 2.64 4.40 5.5 1.67 1.25 2.08Cocoa beens 3.87 8.29 40.0 2.14 4.83 10.34
 
Copra oil 
 8.14 18.72 32.0 2.3(0 1.71 3.93Whiskey 9.70 29.92 85.0 3.(18 2.84 8.76Portland cement 0.09 0.15 t0.2 1.66 1.33 2.22Gas oil 0.30 0.70 0.8 2.33 1.14 2.67Motor oil 0.19 0.56 0.8 2.95 1.42 4.21
 
Vaseline 
 1.94 3.18 5.0 1.64 1.57 2.58Sulphuric acid 0.25 0.44 1.0 1.76 2.27 4.00Zinc oxide 2.42 3.88 5.5 1.60 1.42 2.27Titanium oxides 3.99 6.10 8.5 1.53 1.39 2.13Sodium hydrosulfide 3.50 5.08 7.5 1.45 1.48 2.14
 
Sodium bicarbonate I.50 0.79 
 1.4 1.58 1.77 2.80Sodium carbonate 0.44 0.62 1.2 1.41 1.93 2.73Potassium carbonate 1.71 2.73 3.7 1.60 1.36 2.47Trichlorethylene 1.50 2.23 3.5 1.49 1.57 2.33Pure methyl alcohol 2.41 3.86 4.5 1.60 1.17 1.87 
Acetone 1.68 2.93 3.5 1.74 1.19 2.08Printing inks 8.22 12.18 60.0 1.48 4.92 7.30Tall oil 1.74 2.44 5.5 1.40 2.25 3.16Synthetic rubber 3.86 6.45 42.0. 1-if)7 6.51 10.88Tires 10.62 21.94 25.0 72.07 1.14 2.35 



176 

Commodity 

Inner tubes 
Natural cork 
Cords of synthetic 
continuous fiber 

Continuous silk fiber 
Synthetic thread 
Silk thread 

Synthetic textiles 
Merino wool 
Synthetic fibers 
Artificial fibers 
Jute fiber 
Jute yarn 

Quilting material 
Iron + steel bars or con

cretes which have 
I profile 

Iron + steel bars or con
cretes which have 
HIprofile 

Magnetic sheets 
Thick and thin pipes made 

of cast iron 

Unplated pipes, diameters 
to 3 fingers 

Plated pipes, diameters 
to 3 fingers 

Zinc 
Air pumps 
Refrigeration units 

Lathes 
Cutting machinery 
Typewriters 
I-2 HP electric motors 
3- 10 lIP electric motors 

The Import Regimeof the 1960's 

Table VI-1 I (continued) 

TL per unit 	 Ratio 

Import Landed Whole- Landed Whole- Whole-
Price Cost sale Cost to sale Price sale Price 
c.i.f. 	 Price Import to Landed to Import 

Price Cost Price 

10.50 21.69 80.0 	 2.07 3.69 7.62 
1.67 2.11 5.0 1.26 2.37 2.99 

9.37 22.47 35.0 2.40 1.56 3.74 
8.01 19.21 29.0 2.40 1.51 3.62 

14.25 34.19 35.0 	 2.40 1.02 2.46 
8.32 19.96 40.0 2.40 2.00 4.81 

23.31 35.70 175.0 	 1.53 4.90 7.51 
11.20 14.11 30.0 	 1.26 2.13 2.68 
8.92 13.47 47.5 1.51 3.53 5.33 
3.87 6.98 52.5 1.80 7.52 13.56 
2.89 3.64 5.5 1.26 1.51 1.90 
3.75 8.12 11.0 2.17 1.35 2.93 

0.50 0.78 2.5 1.56 3.21 5.00 

1.03 1.71 2.5 1.66 1.46 2.43 

1.00 1.67 3.0 1.67 1.80 3.00 
1.20 2.27 2.9 1.89 1.28 2.42 

4.30 7.47 35.0 1.74 4.69 8.14 

2.41 4.46 4.5 	 1.85 1.01 1.87 

2.17 3.01 9.0 	 1.39 2.99 4.15 
3.07 5.37 22.0 1.75 4.10 7.17
 
254 417 2000 1.64 4.80 7.07
 
990 2080 3000 2.10 1.44 3.03
 

1179 1930 8500 1.64 4.40 7.21 
2898 4746 6500 1.64 1.37 2.24 
432 697 1375 1.61 1.97 3.18 

87 137 300 1.57 2.19 3.45 
300 475 750 1.58 1.58 2.50 
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Table VI-I I (continued) 

TL per unit Ratio 

Commodity Import Landed Whole- Landed Whole- Whole-
Price 
c.i.f. 

Cost sale 
Price 

Cost to 
Import 

sale Price 
to Landed 

sale Price 
to Import 

Price Cost Price 

Vacuum cleaners 
Distributors 
Automatic telephone 
Wire telephone parts 
Loudspeakers 

371 
38 
32 
36 
25 

822 
50 
61 
68 
37 

1500 
275 
250 
190I 
60 

2.22 
1.31 
1.91 
1.89 
1.48 

1.82 
5.50 
4.10 
2.79 
1.62 

4.04 
7.24 
7.81 
5.28 
2.40 

Small tractors 
Medium tractors 
Large tractors 
Passenger cars 
Motorcycles 

Kilowatt hour meters 

7654 
13,912 
32,808 
16,152 

1428 

29 

12,227 
22,297 
52,582 
41,902 

2841 

63 

50,000 
62,500 
67,500 
57,500 

5000 

190 

1.60 
1.60 
1.60 
2.59 

1.99 

2.17 

4.09 
2.80 
1.28 
1.37 

1.76 

3.02 

6.53 
4.49 
2.06 
3.56 

3.50 

6.55 

Source: Data kindly provided by Professor Ahmet Aker. 

course landed cost itself was considerably above the c.i.f price, but none.theless there were no premia associated with the importation of these com.modifies. For many commodities, however, premia were substantial. For
thirty-one commodities in the sample almost half - the premium exceeded-
the landed cost of the import. There were only four commodities in the
sample where the wholesaie domestic price of the item was less than doublethe c.i.f. price. The landed cost estimates relative to the c.i.f price estimates
accord closely with the EER estimates given in Appendix A whenever items are found in both samples. But confirming the impressions given by excessdemand for licenses, there was little relationship between the height of the
EER and the domestic wholesale price of the commodity. Distributors, sub
ject to only 31 vcr cent duties and surcharges, sold domestically for more
than seven times the c.i.f. price, for example. Passenger cars, subject to 159 per cent duties and surchanges, sold for about 31 times their c.i.f. price. Thus
the premia on import licenses varied considerably from commodity to commodity, as expected under a quota system. And the tariffs and surcharges
absorbed different fractions of the domestic/foreign price differential in the
various commodity categories. 

To obtain an estimate of the importance of the premia relative to duties
and surcharges, the 1967 value of imports of each commodity in the samplewas obtained. The value of the pretnia as given by Aker was then computedunder several assumptions as to what mark-up would yield a normal rate of 
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return. Three mark-up rates were used: 20, 50 and 100 per cent. The results 

of the computations were; 

(millions ui TL) 
Value of imports in the sample, c.i.f. 547 
Landed cost of imports 1,443 
Wholesale value of imports 3,568 
Premia: 

20 per cent markup 1,836 
50 per cent markup 1,404 

100 per cent markup 682 

The average EER for the sample was thus TL 23.76 = $Icontrasted with the 

= S1. This EER is slightly above the rate calculated inofficial rate of TL 9 
Appendix &. The premium, however, equalled TL 30.21, TL 23.1, or TL 

11.22, depending upon the assumption made about the normal mark-up. That 

would vary from one product to another, but in this author's judgment a 50 

per cent mark-up is probably the best estimate. On that basis, a dollar's worth 

of imports cost the importer TL 23.76, and his return from it was TL 58.75, 

giving him an average windfall gain, or premium, of TL 23.11 per TL 9 of 

licenses received. 
Thus by 1968 the premium on import licenses was considerably in excess 

of the duties and surcharges imposed upon imports. Industrialists receiving 

import licenses for intermediate goods imports were, in effect, subsidized by 

the amount of the premium they received, and protected by the amount of 

the EER plus the premium on imports competing with their own production. 
high as those onThe premia associated with final outputs were at least as 

were much higher. For domestic prointermediate goods, and frequently 
ducers of those goods, therefore, the protection afforded through quantita

tive restrictions considerably exceeded that through tariffs and surchrges. 

Quantitative restrictions were thus of much greater importance than price 

interventions in providing incentives for import-substituting production. 

The resource allocational and growth effects of these powerful incentives 

for import-substitution will be examined in Chapters VIll and IX. First how

ever, attention must be devoted to the differential incentives for exports and 

their effects, the subject of Chapter VII. 



CHAPTER VII 

The Determinants of Turkish Exports 

It has already been seen that there were strong differential incentives in 
favor of import-substituting production in both the 1950's and the 1960's. In 
the 1950's the disincentives to export well consequences of currency
c,,ervaluation and the resulting premia z )m import stringency. In the 
1960's these differential incentives were parli ie result of deliberate govern
ment policy, although that policy itself was based to a considerable extent 
upon pessimism about the potential for export growth. Even in the 1960's, 
however, part of the differential incen.ive against exports was unintended, in 
the sense that import stringency was greater than had been planned; and the 
premia on imports were therefore higher than had been anticipated or in
tended by the planners. The resource-allocational effects of the differential 
incentive to export are examined in this chapter. First, an overview of the 
behavior of exports over the period 1950 to 1971 is presented, and the 
structure of export earnings is examined. Next, government domestic policies,
which are very important for understanding the determinants of both the 
production and the volume of exports of certain commodities, are discussed. 
Thereafter the behavior of individual export commodities is analyzed. Final
ly, estimates of the effects of exchange-rate policy on export earnings are 
presented.
 

I. Behavior and structure of exports, 1950 to 19 71 

Export earnings 

Table VII-1 presents annual data on the dollar value of Turkish exports, 
Turkey's share of world exports, and the share of Turkish exports in Turkish 
GNP over the 1950-to-1971 period. Turkey's exports rose to $396 million in 
1953, representing 0.54 per cent of world exports. Turkey's exports had 
declined to S247 million by 1958, and Turkey's share of the world market 
had fallen by more than half, to 0.26 per cent. Turkey did not reattain her 
1953 export earnings until 1964, when exports reached $411 million, al
though her share of world exports in that year was barely above the 1958 
level. Turkey's exports then grew at almost the same rate as world exports 
from 1964 to 1967; thereafter, Turkey's share fell to 0.21 per cent in 1970, 
although exports had risen in absolute value to $588 million. 
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Table VII-I
 
Turkey's exports and share of world exports, 1950 to 1971
 

Turkish World Turkish Exports as a Share of: 
Exports Exports 

World GNP 
(millions (millions Exports 
of U.S. of U.S. Official EER-adjusted 

dollars) dollars) (%) (%) (%) 

1950 263 55,200 0.47 7.1 7.1 
1951 314 74.800 0.42 7.2 7.2 
1952 363 72,400 0.50 7.1 7.1 
1953 396 73,400 0.54 6.6 6.7 
1954 335 76,400 0.44 5.5 5.7 

1955 313 83,220 0.38 4.2 4.4 
1956 305 92,600 0.33 3.5 4.0 
1957 345 99,300 0.35 3.2 3.6 

1958 247 94,800 0.26 1.8 2.8 
1959 354 100,600 0.35 2.1 5.6 

1960 321 112,600 0.29 3.4 5.7 
1961 347 117,800 0.29 5.8 5.8 
1962 381 124,100 0.31 5.7 5.7 
1963 368 136,100 0.27 4.8 4.8 

1964 41 i 152,700 0.27 5.0 5.0 

1965 464 165,400 0.28 5.2 5.2 
1966 490 181,300 0.27 4.7 4.7 

1967 523 190,600 0.27 4.5 4.6 
1968 496 212,900 0.23 3.9 3.9 

1969 537 243,500 0.22 3.8 4.2 

1970 588 280,300 0.21 3.3 4.5 

1971 677 312,600 0.22 3.7 4.7 

Notes: 	 a) FER-adjusted exports as a share of GNP were calculated by multiplying 

dollar export values by the weighted average EIR for exports. The adjustment 
is made to reflect the actual earnings of exporters as a proportion of GNP. 
b) Export data do not entirely agree with the data in Table 1-6. The source of 

the discrepancies is not known. 
Sources: 	 Turkish and world exports from International Financial Statistics, various 

issues. Turkish exports in TL from Statistical Yearbook, SIS 1968; and Y&h 
Programi, State Planning Organization, 1971. 

Accom, :nying the Turkish loss of share in world markets, the TL value of 
exports as a percentage of GNP declined from 7.1 per cent in 1952 to 3.7 per 
cent in 1969, according to official Turkish figures on the TL value of exports. 
But these official figures are misleading, especially for the period 1956 
through 1960, as dollar receipts were converted into TL at the official de/ure 
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exchange rate. To adjust for this, dollar export earnings were multiplied by
the weighted export EERs to obtain a more meaningful estimate of income
accruing to exporters in Turkey. The next-to-last column gives tile official
figures, and the last column of Table VII-1 gives the export share of current
GNP when the TL value of exports is based upon EERs rather than the
official exchange rate. As can be seen, even with that adjustment exports fell
from 7 per cent of GNP in the early 1950's to 3.8 per cent of GNP in 1958, 
rose to 5.8 per cent of GNP in 1961, and declined thereafter to 3.9 per cent 
of GNP in 1968. 

In keeping with the delineation of Phases in Chapter I, several subperiods
can be distinguished. (I) From 1953 to 1958, exports declined precipitously
in dollar value, in volume, and as a percentage of GNP. The true magnitude oftile decline during the 19 50's was piobably even greater than the data in
Table VII-I suggest, as the bilateral debt-paynlent trading agreements (see
Chapter 11) undoubtedly led to an overstatement of the valUe of export earnings.1 (2) Exports rose and the Turkish share of wor!d trade rose after tile 
devaluation ill 1958, as did exports as a percentage of GNP. The relative levels ofthe early 1950's were by no means reattained, however. (3) The rate ofexpansion of export earnings decreased after 1965, and the share of Turkish
exports in world trade and in Turkish GNP once again resumned its decline.
which continued until 1968-1969. Thus, even using the export FERs to value
export earnings in TL, 1968 exports were 3.9 per cent of GNP, contrasted
with 5.6 per cent and more in the early 19 60's. Turkey's share of world trade
had declined yet more sharply, from 0.35 per cent in 1959 to 0.2 1 per cent in 
1970. 

Composition of exports 

Table VII-2 gives data on the structure of Turkish exports. Tobacco and 
cotton have been the largest foreign-vxcliange earning commodities. Theyjointly accounted for about 40 per cent of total foreign-exchange earnings
from exports. Cotton exports increased markedly both in relative and in
absolute importance, whereas tobacco exports declined relatively as a source
of foreign exchange. l'our additional commodity groups are important in
Turkish exports: hazeluts (filberts); dried fruit (raisins and figs); and twominerals, chrome and copper. The relative importance of the minerals has
declined over time, whereas that of the fresh and dried fruit and nuts hasincreased. Turkish exports of fresh fruit began increasing rapidly in the late 
1960's. 

1.It will be recalled that the bilateral debt repayment agreements enabled Turkey to ex
port at above-world prices.
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Table VII-2 
Structure of Turkish exports, 1952 to 1970, selected years (milfions of U.S. dollars) 

1952 1956 1960 1964 1967 1970
 

Comnodity group 
Cereals 93.4 28.2 6.6 6.0 1.6 1.5 
Fresh fruit 1.4 2.3 2.2 3.6 8.3 10.3 
Dried fruit 15.7 19.9 29.8 30.5 31.6 30.8 
Hazelnuts 18.4 29.8 39.2 50.2 84.3 87.0 
Livestock products 5.7 5.7 13.5 20.5 17.6 27.7 

Lumber 2.9 1.2 1.2 1.3 1.9 3.8 
Animal feed o.5 12.3 10.6 17.4 n.a. n.a. 
Mohair 5.7 9.5 9.5 5.9 8.9 3.8 
Cotton 69.1 26.4 46.1 92.3 131.5 171.3 
Tobacco 62.1 93.6 65.5 90.1 118.0 78.5 

Olive oil 0.0 0.0 0.0 3.8 6.8 0.0 
Sugar 0.2 0.8 16.5 19.9 n.a. n.a. 
Minerals 46.5 48.0 31.4 26.8 37.9 54.4 
Other 35.3 27.3 48.6 42.5 74.3 119.4 

Total 362.9 305.0 320.7 410.8 )22.7 588.5 

Note: Sugar and animal feed are included in Other exports for 1967 and 1970. 
Sources: 1952 to 1964, Economic and Social Indicators - Turkey, USAID, April 1965. 

1967 and 1970, Economic and Sorial Indicators T-turkeY, USAID. August 
1972.
 

Although Turkey has a wide variety of export products, most of them are 
agricultural commodities. Thus 87 per cent of Turkish exports originated in 
agriculture, 8.1 per cent in minerals, and 4.9 per cent in manufactures in 
1968. Although some agricultural commodities, e.g., citrus fruits, represent 
"non-traditional" exports, the bulk are traditional. 

Table VII-3 gives data on Turkey's share of the world export markets for 
her major exports. Turkey was at one time the world's leading exporter of 
chrome, but her share has declined sharply over the years. Turkish exports of 
copper constitute a very small fraction of world exports, and the Turkish 
share has decreased over time. Of all Turkey's exports, there are only three 
for which Turkey's share exceeds 15 per cent: raisins, figs and hazelnuts. 
Thus it is doubtful whether Turkey has any significant monopoly power for 
more than 85 per cent of her export earnings. The structure of Turkish 
exports in this regard is decidedly more favorable than that of many develop
ing countries. Although the share of Turkey's three top export commodities 
in Turkish exports (about 55 per cent) is about ave.nge for the developing 
countries, Turkey's share of her markets is generally low, 2 and most Turkish 

2. Michaely computed a coefficient of export concentration of 0.397 for Turkey in 
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Table VII-3 
Turkey's share of world markets, various years (percentage of world exports) 

1953 1957 1960 1963 1966 1969 

Chrome 18.0 20.0 11.0 9.9 10.5 12.3 
Copper 1.0 0.7 0.5 0.50.6 0.6 
Cotton n.a. 2.0 2.1 3.6 6.0 5.5 
Figs n.a. n.a. n.a. 69.7n.a. 65.9 

lazelnuts 
 n.a. n.a. n.a. 47.1n.a. 66.7 

Mohair 0.0 - 0.4 0.3 0.1 0.1 
Olive oil 1.1 n.a. 0.1 8.9 2.2 9.1 
Citrus fruit n.a. 0.1 0.4 1.00.3 0.6 
Raisins n.a. 16.7 23.6 16.4 16.5 18.2 
Tobacco n.a. 12.0 5.1 7.17.5 9.2 

Note: Data for c!;rome, copper and figs represent Turkey's share of world produc
tion, not of world exports. 

Sources: Minerals: Statistical Summary of theMineralIndustry, Great Britain, Director
ate of Colonial Geological Surveys, various issues. Agricultural Commodities: 
Trade Yearbook, FAO, various isytles. Shares for figs and hlozelnuts from World 
Agriculture Production and Trade, USDA, Foreign Agricultural Service, Febru
ary and September 1971. 

exports are commodities for which there is reason to believe that the income 
and price elasticities of demand are reasonzb!y high. 

Geographic distribution of exports 

Table VI-4 gives data on the share of exports going to various trade blocs: 
the EEC countries, the EFTA countries, the United States, the CMEA coun
tries, and others. About one-third of Turkey's exports are destined for the 
EEC, which Turkey plans to join. As indicated in Chapter I, Turkey signed
the initial protocol in 1963 but received little more than tariff-quota prefer
ences until 1970. Thus the preferences extended by the EEC countries 
through 1970 did not affect the volume of Turkey's exports to the EEC, 
since tariff quotas simply allowed for reduced duties on a given quantity of 
exports. 

The EEC and other Western European countries are Turkey's natural 
major trading partners, as Table VII4 indicates. They jointly account fot over 
half of Turkey's exports. The United States has been a sizeable market for 

1954, compared to coefficients of 3.11 for developed countries and 0.558 tor under
developed countries. Michael Michaely, Concentration in International Trade, North-
Holland (Amstcrdam), 1962, pp. 1 -12 and 16. 
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Table VII-4Geographic distribution of Turkish exports, 1950 to 1971 (percentage of total exports) 

EEC EFTA U.S. CMEA Other
Countries Countries Countries 

1950 34.7 24.5 16.9 6.8 17.01951 40.3 14.S 21.3 7.9 16.01952 47.4 13.3 16.0 5.6 17.8
1953 35.8 12.3 20.5 7.3 24.1
1954 28.9 14.1 17.4 16.5 23.2 
1955 34.1 14.4 15.5 21.9 14.1195( 34.0 15.1 19.6 19.6 11.61957 31.3 15.4 26.0 18.4 8.91958 34.7 13.8 19.5 22.6 9.41959 39.5 14.9 18.0 11.6 16.0 
1960 33.5 17.4 18.3 12.2 18.61961 37.1 17.7 18.8 8.6 17.81962 40.5 9.9 19.6 7.0 23.01963 38.0 24.5 13.5 9.6 14.41964 33.5 23.6 17.8 9.2 15.9
 
1965 33.9 
 18.0 17.7 14.7 15.7
1966 35.0 18.8 16.4 15.2 14.61967 33.7 16.9 17.8 16.7 14.91968 33.1 17.1 14.6 18.1 17.11969 40.1 15.0 11.0 17.0 16.8
 
1970 39.5 
 17.7 9.6 13.8 19.41971 39.3 19.5 10.1 12.0 19.0 

Note: Totals do not always add to 100.0 due to rounding.
Sources: Yearbook of hiternational Trade Statistics, United Nations, various issues; and
Economic and Social Indicators - Turkey, USAID, 1965 and 1972.
 

Turkish exports, although in recent years the U.S. share has declined substan
tially. 

Perhaps the most striking feature of Table VII-4 is the marked fluctuations 
in the share of the CMEA countries in Turkey's exports. The changes in
shares accord closely with the delineation of Phases indicated above. InPhases 11 and I11 bilateral agreements have increased in absolute and relative 
importance for Turkey's exports. The share of CMEA couintries has been 
considerably smaller during Phases I and IV. 

Turkey has used bilateral trade agreements to sell her exports when they
have not sold well on the free international market. Thus the dollar and 
physical volume figures for exports of given commodities do not accurately
reflect the true "competitiveness" of the Turkish export position in any given 
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Table VII-5
 
Average prices received for exports under bilateral agreements, 1964 to 1968
 

Commodity 
Unit Price (dollars per ton) Percentage of Exports under 

Bilateral Agreements 
Bilateral Other 

Quantity Value 

Chrome 
Cotton 
lazelnuts 
Hides and skins 
Mohair 
Oilcakes 
Raisins 
Tobacco 

23.56 
614.36 

1149.61 
1293.23 
1970.39 

78.72 
319.44 

1470.11 

20.86 
567.43 

1098.37 
886.22 

1959.76 
76.62 

317.37 
1314.87 

32.29 
11.03 
17.46 
35.37 
56.54 
12.70 
25.24 
14.80 

35.01 
11.83 
18.13 
44.40 
56.67 
13.00 
25.37 
16.27 

Sourre: Can, op. cit. (Note 3), p. 18. 

commodity, since a frequently used mechanism was to sell the "surplus" 
under bilateral trading agreements. 

In addition to bilateral agreements made with CMEA countries, Turkey
has had bilateral agreements wtli Egypt, Israel and Yugoslavia. Exports under 
those agreements (included in "other" in Table VII.4) accounted for 8.1 per 
cent of exports in 1955, 3.9 per cent in 1960, and declined in relative anpor
tance during the 1960's. 

Thus bilateral agreements were more important quantitatively in the 
1950's, and there are no data available on prices and quantities under the 
agreements for that period. Some idea of the quantitative effects of bilateral 
agreements upon the export statistics for individual commodities in the 
1960's can be gleaned from the data in Table VII-5. The first two columns 
give the average unit price of exports over the period 1964 to 1968, under 
bilateral agreements and for free foreign exchange. As can be seen, average
prices received under bilat .ral agreements ranged from 45 per cent above 
world market prices for hioes and skins to virtual parity with international 
prices for mohair. These five-year averages obscure a great deal of year-to-year
variation. For example, prices for chrome sold under bilateral agreements 
averaged 13 per cent above prices for sales in convertible currencies. From 
1964 to 1968, however, the annual percentage differences were -2, 2, 17 and 
6 and 18 per cent, respectively.' Similarly, th perceilage by value of chrome 
3.Tevfik Can, Anla~iali AMcleketler ie Olan Di Ticaret Ilifkilerc1iz, Ek. I-A, DPT 

936-IPD 298, August 1970. 
4. Obtaining meaningful unit value comparisons on the import side is far more difficult

than it is for the export commodities. Can did, however, obtain some data. The
prices (dollars per ton) of Turkish imports under bilateral agreements and from 
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exported tinder bilateral agreements was 26, 29, 24, 42, and 54 per cent, 
respectively, of total chrome exports in each of the five years. Other com
modities show similar fluctuations. 

There is every reason to believe that the bilateral agreements of the 1950's 
resulted in even larger discrepancies in unit values than in the 1960's. The 
prevalence of "switch deals," the general uncompetitiveness of Turkish ex
ports, and the larger percentage of total exports taking place under bilateral 
agreements in the 1950's (not to mention the debt-repayinent arrangements 
discussed in Chapter II) all indicate that the data on individual commodities 
were significantly affected by the extent of trade under bilaterals. This should 
be borne in mind when interpreting the data on individual commodities 
presented in Section 11I. 

1I. Government policies affecting exports 

Government policies affecting a wide range of exports are examined in this 
section. First, attention is given to exchange-rate policy and its interaction 
with domestic price policies. Second, the practice of "pr'ce registration" and 
"price inspection" is discussed. Third, export licensing procedures are exam
ined. Finally, government policies affecting non-traditional exports are anal
yzed. 

In addition to policies affecting a wide range of exports, there were many 
domestic policies affecting specific export commodities. Those policies are 
examined below, when the behavior of individual export commodities is dis
cussed. 

Exchange rate policy 

Table VII-6 summarizes the exchange rates applicable to different catego
ries of export transactions in the 1953-to-1971 period. As can be seen, the 

convertible currency countries were: 

Bilateral Convertible 
Iron bars (Thomas) 73 67 
Iron bars (SM) 79.5 73 
Steel sections 99-108 91 
Sodium bicarbonate 51-53 49 
Polyethylene 385-405 363-374 
Zinc chromate 570 530-550 

Data are from ibid., p.9. Thus the evidence suggests that import and export prices 
have probably been inflated by about the same proportions. 
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Table VII-6 
Export EERs, PLD-EERs, and export-import EER differentials, 1953 to 1971 

Export EERs PLD-EERs (1958 prices) Ratio 

Traditional 	 Non- Traditional Non- Export-to-inport 
Traditional Traditional -- R 

1953 2.80 3.92 5.83 8.17 
1954 2.85 4.48 5.28 8.33 0.57
 
1955 2.89 4.50 4.82 7.50 0.56 

1956 2.91 5.00 	 6.763.93 0.58
 
1957 2.94 5.00 3.27 5.56 0.47
 
1958 5.14 9.00 5.14 9.00 0.33
 
1959 6.77 9.00 5.69 7.56 0.47
 
1960 9.00 9.00 7.69 7.69 0.55
 
1961 9.00 9.00 7.56 7.56 0.55 
1962 9.00 9.00 7.20 7.20 0.60
 
1963 
 9.00 9.00 6.82 6.82 0.58 
1964 9.00 9.62 7.03 7.51 0.58
 
1965 9.00 9.69 6.67 7.18 0.51
 
1966 9.00 10.09 6.16 6.19 0.51
 
1967 9.02 9.72 6.15
5.71 0.50
 
1968 9.02 10.28 5.53 6.31 0.53
 
1969 9.37 10.31 5.45 6.00 0.55
 
1970 12.15 15.12 6.66 8.29 0.57
 
1971 13.20 16.50 6.19 7.10 0.58
 

were 
until 1968. Thereafter the percentage increase in the wholesale price index 
was linked to the honme-gtods price index. 

Soolrces: Appendix A for 1953 to 1969. Appendix Cfor 1970 and 1971. 

Note: PLD-EERs computed by dividing nominal FERs by home-goods prices 

weighted PLD-EER for traditional exports declined by 44 per cent between 
1953 and 1957, and then rose 32 per cent above the 1953 level by 1960. It 
gradually declined during the 19 60's, reaching 93 per cent of its 1953 level in 
1969. For traditional exports, the 1970 devalttation brought the real ex
change rate back only to its 1965 level. Non-traditional exports have fared 
somewhat better: except during the early 1960's, the EFR has been above 
that for traditional exports- the PLD-EER 	 less fordeclined somewhat non
traditional exports before 1958 and again during the 1960's; and the 1970 
devaluation resulted in a greater increase in the PLD-EER for non-traditional 
exportss than for traditional exports. 

The last column of Table VII-6 gives the ratio of the weighted export EER 

5. See Appendix C, below, for details. 
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to the import EER over the period. Except for the 1957 to 1959 period, the 

relationship between the TL receipts for exports and the TL cost of imports 

has been remarkably constant, ranging between 0.5 and 0.6. Although the 

import EER does not measure the full differential incentive toward import

because quantitative restrictions meant that thesubstituting production 
new import-substidomestic price could be above landed cost and because 

tuting production was protected by removing the commodity from the list of 

eligible imports - the fact is that the structure of taxes and duties on imports 

resulted in a substantial disparity between incentives for export and those for 

import-competing production, even without regard to the effects of quotas 

and import prohibitions. Despite the 1958 devaluation, there was little 

change in the ratio of export and import EERs between the 1950's and the 

1960's. There was if anything a greater differential in the 1960's than in the 

1950's. 
Under optimal resource allocation, the incentive for import-substituting 

and export production would be equal at the margin.6 Even if one interprets 
exthe non-traditional export EER as the marginal rate, it is evident that 

change-rate policy has led to a wide and persistent differential in incentives 

over the entire twenty-year period. Despite the fact that economic policy was 

much more closely coordinated with development goals in the 1960's than in 

the 1950's, discrimination against exports has been about the same through

out the two decades. 
In subsequent efforts to trace the resource-allocational effects of the trade 

policies, the fact of the relative constancy of incentives should be borne in 

mind. There has been no time during the period under review when there 

have not been substantially greater rewards for home market production than 

for exports. As such, the export response examined below is one that oc

curred when disincentives were reduced or increased: there are no observa

tions of what would have happened under equal incentives, or for that mat

ter, under greater incentive for export than for import-substitution. 

Price inspection and price registration 

The practice of price registration during the 1950's was discussed in Chap

tcr II. In essence, registered prices for various exports during the 1950's 

became minimum prices at which exports were permitted. It has already been 

seen that these prices, although designed to "protect exporters" and to 

prevent capital flight, undoubtedly led to the preclusion of sonic exports and 

the diversion of others to "switch deals" with Eastern Europe. 

6. This statement holds even with monopoly power in trade, since optimal export 

"taxes" would appropriately equalize marginal incentives. 
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Price registration continued in the 1960's although it appears that the 

actual administration of the system was less onerous than the "minimum export 

prices" of the 1950's. For some commodities, e.g., chrome, price regis

tration and related price policies continued to be unrealistic, with a continued 

loss of markets for Turkey. 
The intent of price registration in the 1960's was: 

...for the purpose of obtaining information in advance with a view to the conditions 

of exportation, facilitating the pursuance of commodity and price policy, avoiding 

artificial fluctuations, warning the exporters in regard to differences noticed in the 

prices of the same export commodities at the same time, as well as furnishing the 

persons concerned with information when and if required. 

During the process of registration, the authorities provide standardization of 

prices registered, making allowance for qualitative differences, of any commodity to 

be exported to any monetary area... 7 

The list of commodities for which registration was required prior to exporta

tion was: a 

Tobacco
 
Dried figs (processed and natural-scrap-paste)
 
Live animals
 
Pistachio nuts
 
Bran
 
Any and all kinds of oil-seed cakes
 
Fresh fruits, preserves and products
 
Wine
 
Shrimp and cthei marine products
 
Fresh fish, preserves and other products
 

Black and green olives (brine included)
 
Carpets
 
Souvenir items
 
Handicrafts
 
Woolen and cotton textiles
 

Clothing and wearing apparel, ready made
 

Colognes
 
Turkish delights and sugar candies
 

Meat and meat products 

For most of the commodities on the list registered prices appear to have 
to the 1950's. While the practice ofbeen set at reasonable levels, in contrast 

price registration was by no means a dead letter, the deleterious effects upon 

exports were undoubtedly much less than before, which was due both to the 

reduced scope of the requirement and to its more benevolent administration. 

7. "Regulation Concerning Foreign Trade Affairs," Part 1, Article 5, Official Gazette. 

No. 12040, July 5, 1965. 
8. Ibid., lists I and I1. 
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Those commodities not subject to price registration requirements were still 

subject to a price declaration by the exporter at the time of shipment. The 

declarations submitted by exporters were subject, illprinciple, to ex-post 

inspection, and the authorities were empowered to require the exporter to 

surrender additional foreign exchange if the selling price was deemed unreal

istically low. In practice, exporters were rarely confronted ex-shipment about 

their export prices in tlie 1960's, and interviews with exporters did not yield 

complaints about price inspections. However, such a set of administrative 

procedures undoubtedly created some uncertainty at the margin and could 

not have encouraged Turkish producers to be overly zealous in attempting to 

invade new export markets. 

Export licensing 

Export licenses were required for a variety of commodities throughout the 

1953-to-1970 period. Ministerial permission was needed to obtain an export 

license in those cases, and licenses were not necessarily granted automatically. 

The relevant ministries were charged with: "...regulaling offers and demands 

within domestic and foreign mnLrkets, avoiding speculation, and giving con

sideration to the conditions of local and foreign markets and to tile require

ments of this country." Thus virtually all cereals required export licenses 

prior to exportation. Nuts, raisins, several metal ores, all articles containing 

precious metals and stones, and margarine were subject to export licensing, as 

were various other commodities from time to time. 10 

Export promotion policies 

As seen above, import EERs were considerably above export EERs 

throughout the 1950-to-1970 period. This occurred despite the fact that 

premia were accorded to exports during the 1950's and export rebates were 

employed after 1963. The operation of tilepremium system was examined in 

Chapter II and therefore need not be dealt with here. In a sense, the preliia as 

well as the rebates constituted a measure reducing the differential against 

exports rather than an export promotion measure. Rebate rates are given in 

Appendix A, and their net effect on EERs is included in Table VII-6. 
The export prernia of the 1950's and the rebates of the 1960's were the 

most significant export incentives, or partial offsets to disincentives, in the 

Turkish foreign trade regime. Ilere we focus upon those miscellaneous govern

ment policies that affected exports. 
9. Ibid., Article 6. 

10. 	Meat exports rose sharply after the 1970 devaluation, and the domestic price of meat 
increased drastically. Meat exports were then banned. 
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On the books, there were a few export incentives in addition to the rebatesystem operative during most of the 19 60's. By and large, those incentivesbegan in the mid-1960's and like rebates assumed somewhat greater importance toward the end of the decade. Even then they were generally quantita.tively unimportant, both in their effect upon EERs and in the total receiptsof exporters, and hence deserve only brief mention here. These measuresincluded: (I) export credits at subsidized rates of interest; (2) attempts atexport promotion: (3) an increased probability of receiving favorable treat
when dealing with government officials if one ment 

were exporting; and (4)
an import replenishment scheme. 

Export credits. Turkish interest rates have been regulated by legal ceilings imposed upon the banks. Since these ceilings have been below marketclearing interest rates, credit rationing has resulted. The statutory interestceilings remained rate
constant from to1961 1968. Loans for financing agriculture and exports were set at a 9.0 per cent nominal rate of interest, whichwith taxes and other charges was actually a 13.5 per cent nominal interestrate. Loans for other purposes wre made at the nominal rate of 10.5 percent, which was 15 per cent including taxes. Thus exporters were providedwith a subsidy of about 1.5 per cent on the interest cost of their loans.Several feaiuies of the ban!.:ing system, however, prevented the lower interest

rate from having much effect. Most important was that the banks had littleincentive.to lend at these rates, given the excess demand for loans. Consequently, there were generally hidden charges which absorbed the difference ininterest rates and perhaps even raised the actual rate of interest above thelegal maximum when loans were made at subsidized rates.' , Given the fact ofcredit rationing, moreover, additional exports did not aut omatically entitleexporters to additional credit at the subsidized rate. Thus it is doubtfulwhether the 1.5 per cent interest rate differential, even when it existed, didmore than channel some fluds to firms which were, at any event, exporting.The government abolished the transaction tax and stamp duties on exportfinancing operations in the fall of 1968. and reduced the nominal interest 
 rate
on export credits from 9 to 6 per cent. This constituted a reduction in theeffective nominal rate of interest from 13.5 per cent to about 9 per cent. Theexport credit schene was not quantitatively important even in its amended
form. Central Bank credits extended for expor' financing purposes rose from
TL 30 million in 1961 to TL 120 million in 1965 and TL 388 million in
1969, representing 1.4, 1.2, and 2.0 per cent, respectively, of all Central Bank
credits, 12 and 0.8, 2.9 and 8 per cent of exports in those years. Given the 

11. See Fry, op. cit. (Note 3t0, Chap. II), pp. 142 ff. for a fuller discussion.12. Monthly Bulletin, Central Bank, October-December 1971, pp. 18-21. 

http:incentive.to
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small amount of Central Bank credit extended for export financing, it is 
unlikely that export credit subsidization constituted more than a very small 
incentive to exports at the margin. 

Export promotion. The second export measure was directed toward 
promoting Turkish exports abroad, but this promotion was done on a very 
small scale. Individual businessmen found it difficult to obtain foreign exchange 
(except by paying the 50 per cent foreign travel tax) for purposes of foreign 
promotion of their products, and little was done at the government level. 
Although an Export Promotion Agency was established in the mid-1960's, its 
budget was very small and its primary function until 1967 was to administer 
export rebates. Despite expert recommendations and pleas from private ex
porters, efforts at export promotion were very limited. For example, the 
annual budget for promotion of hazelnut exports was S40,000, all of which 
was spent in the United States.' 3 Thus government provisions for export 
promotion efforts in the 1960's would have to be judged relatively insignifi
cant compared with the incentives for import-substitution. 

One indication of the failure to adopt serious export promotion measures 
was inaction with regard to export standards. It was widely recognized that 
Turkish exports could be aided considerably if grading and quality standards 
were adopted and enforced by the government. But despite repeated teclni
cal advice to establish such standards, the government took little action. 
Many exporters claimed that their markets were spoiled by competitors with 
inferior or low quality products. Complaints about low quality were heard 
frequently in interviews both with Turkish exporters and with foreign import
ers of Turkish goods. The failure of the government to take positive action 
was symptomatic of its general policy toward exports. 

Favored treatment to exporters. The next export incentive, a height
ened probability of favorable government treatment in connection with ad
ministration of government regulations, is difficult to evaluate. Except that 
exports were deemed a "priority" sector and investments in industries that 
planned to export were accorded the same treatment as "priority" import
substituting investments, there was no legal provision for favored treatment 
of exporting firms. In interviews, however, some exporters claimed that if 
they could cover marginal costs in exporting it was worth their while to do so 
because they would receive slightly preferential treatment on other matters. 
This was undoubtedly more important for non-traditional exporters than it 
was for the exporters of traditional commodities, but even then preferential 
treatment was generally a relatively small incentive. 

13. Turkish Exports: Problems and Opportunities, USAID (Ankara), 1967, p. 12. 
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Iniport replenishment. There was no scheme under which exporters
could replace imports used in the production of goods for export before 
1968. When import shortages limited production, the absence of an import
replenishment scheme constituted a sizeable deterrent to exports. 

In 1968 an import replenishment scheme was adopted tnder which a 
special quota of S2 million was set aside for import replenishnent. The 
amount allocated remained at S2 million even in 1970. and was tinder the 
control of the State Planning Organization. 5 Immediately after tle introduc
tion of the scheme, exporters of non-traditional goods declared the schelme to 
be inadequate on the grounds that paperwork, delays, and tle relatively small 
amount of the quota ncant the scheme would notthat serve its purpose.
They requested, through the Union of Chambers. an ant.oljatic 30 per cent re
tention of their export earnings instead. 16 The request was not acted npon.
and the S2 million quota remained tihe only source of replenishment. 

Either because it was too new or beca use of paperwork and other factors,
exporting firms generally regarded the import replenishment scheme as being
of little value. As with other export incentives the schenme was probably of 
use only to a few firms and did not constitute an across-'lie-board incentive 
for exports. 

The picture that emerges in general is that little was doile by tie govern
ment to encourage exports during the 1960's. Although measure., such as the 
reduced export interest rate were taken. they were generally far less strong
than comparable measures to encourage inport-substituition industries. By
and large, government policies designed to encourage import-substitution pro
vided far more powerful incentives than those aimed at increased export
earnings. This general impression is reinforced when consideration isgiven to 
measures surrounding individual export commodities, to which we now turn. 

HI. Behavior of individualexport cofmodit'ies 

In addition to the generally greater incentives for import-substitution than 
for exporting, a number of government policies specific to individual com
modities further affected the relative attractiveness of exporting. In this sec
tion the features of the foreign trade regime as they influenced export com
modities and the domestic policies with which those features interacted are 
examined, along with other institutional factors relevant to the analysis. The 
major export commodities - tobacco, cotton, hazelnuts, chrome, and copper 

14. Decree No. 6/10649, September 13, 1968. 
15. Decree No. 6/12856, Jamary 5, 1970. 
16. IU, op. cit. (Note I, Chap. I1), No. 4, November 1968, p. 7. 
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- are considered first. Thereafter, some minor export commodities are dis
cussed. 

Tobacco 

Table VII-7 gives basic data on Turkish production, exports and position 
in the world tobacco market. Taking the averages of 1950 to 1952 and 
comparing them with the 1967-to-1969 period, Turkish production increased 
by 72 per cent over the 17-year interval, while exports increased by 47 per 
cent in volume. Foreign exchange earnings from tobacco thus grew at an 
average annual rate of 1.39 per cent. 17 Since world trade in unmanufactured 
tobacco grew by 70 per cent over the same time period, Turkey's share of the 
world tobacco market declined somewhat, falling from 9.6 per cent in the 
1950-to-1952 period to 8.3 per cent in 1967 to 1969. 

Although Turkish tobacco is not a perfect substitute for other tobaccos, 
Bulgarian and Greek tobaccos are major competitors, averaging almost twice 
the volume of Turkish exports. The last two columns of Table VII-7 give the 
ratios of Turkish export prices to the Greek and American export prices, 
respectively, as given by the IMF. 

The very high ratios of the Turkish prices to the Greek and American 
prices in the 1953-to41959 period reflect several factors: (1) the mechanism 
for debt repayment under bilateral trading arrangements with the Western 
European countries (discussed in Chapter I) under which foreign importers 
had to accept high Turkish prices if they wished to receive even partial 
repayment for their loans; (2) the large share of trade with Eastern European 
countries whose average prices paid were higher than prices in Western coun. 
tries during those years; and (3) the relatively high prices charged by Turkey 
in the 1953-to-1959 period. 

Domestic agricultural price policies are an important determinant of 
Turkish tobacco exports. "' For domestic production of manufactured tobac
co products, there is a State Monopoly. The State Monopoly inspects the 
tobacco crop each year and makes each farmer an offer of a price for his 
crop, taking into account the quality and condition of the harvest. The offer 
is open and there is no time limit upon its acceptance. 

Meanwhile private merchants who buy tobacco only for the export trade 

17. 	The irregular growth of tobacco export earnings can be seen by the poor fit of the 
regression equation: 

ETt = 66.2(1.0139)1 

where ET are millions of dollars of tobacco exports, and t = 1 in 1950. R2 =0.167 
and the standard error of the time trend is0.004. 

18. This section draws on Forker, op. cit. (Note 24, Chap. 11). 
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Table VII-7
Tobacco production and exports, and Turkish share of world market 

Produc- Exports Exports/ World Exports Turkish Ratio: Turkish 
tion Produc- Share of Price to Price in(thousands of tion (thousands of World
metric tons) (0) metric tons) Exports (%) Greece U.S. 

1950 93 51 55 570 8.9 0.81 1.041951 89 58 65 620 9.4 0.92 0.851952 92 57 62 550 10.4 0.87 0.811953 118 72 61 610 11.8 1.14 0.831954 102 64 63 634 10.1 1.16 0.89 
1955 120 60 50 679 8.8 1.08 1.031956 117 61 52 689 8.9 1.19 1.091957 123 88 72 733 12.0 1.18 1.011958 115 56 49 707 7.9 1.16 0.971959 129 67 52 723 9.8 1.14 0.87 
1960 139 58 42 775 7.5 0.97 0.701961 101 88 87 846 10.4 0.87 0.601962 90 91 101 821 11.1 0.72 0.691963 132 45 34 895 5.0 0.81 0.901964 194 57 29 1008 5.7 0.96 0.96 
1965 132 68 52 969 7.0 0.89 0.801966 164 85 52 921 9.2 0.86 0.721967 182 92 50 992 9.3 0.83 0.711968 163 81 50 968 8.4 0.82 0.641969 147 71 48 1000 7.1 0.86 0.651970 138 74 54 n.a. n.a. 0.68 0.53 

Source: Production and exports from SIS. World exports from Trade Yearbook, FAO,various issues; price data from InternationalFinancialStatistics. Data for 1970 
and 1971 front Economicand Social Indicators- Turkey, USAID, 1972. 

can also bid for the crop, and do so after the State Monopoly offers have

been made. Thus the State Monopoly's offer in effect sets a floor under the
export price. When the State Monopoly ends up purchasing more of tile crop

than it uses 
it can either add to inventories or sell at a loss. When tile latter
has occurred, J"the merchants complained bitterly."'" Forker concludes that,
"Essentially the State Monopoly acts as a benevolent price leader that does 
not retaliate, but ... has adequate resources to cover its mistakes." 20
 

The Monopoly has exported 
ever the years, although the magnitude of itsexports is not known. Forker obtained data for the period 1961 to 1965: 

19. Forker, op. cit. (Note 24, Chap. 11), p. 25. 
20. Ibid. 
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over that five-year interval exports were 20,000 metric tons greater than 
merchants' purchases had been over the period. Most striking in this regard 
was 1962, when die monopoly price of TL 11.75 per kilogram exceeded the 
export price of TL 9.72 per kilogram. Tile price paid by merchants was TL 
11.52. However, merchants purchased 39.1 ,000 metric tons, whereas exports 
were 91 ,000 metric tons. Thus the very low relative price of Turkish tobacco 
in 1962 (Table V11-7) may reflect the State Monopoly's distress sales of the 
commodity rather than other factors. 

Data are not available to indicate the fraction of the crop sold under 
bilateral trading arrangements, nor the inventory holdings of either merchants 
or the State Monopoly over the entire period. Given the State Monopoly's 
price policies, there must have been sizeable fluctuations from year to year in 
both inventories and distress sales to Eastern Europe. For the period 1964 to 
1968, for which Can's data are available, exports to bilateral-agreement coun
tries ranged froim 12 to 18 per cent of the value of Turkish exports.2 I 

Forker points out that tobacco production has increased more rapidly 
than domestic consumption plus exports. fie further notes that "the monopo
ly practice of pricing the high-quality high-cost tobacco at a higher level than 
the world market will bear, and the low quality at a lower price than the 
market will bear is encouraging the exportation of lower quality Turkish 
(oriental) tobacco." 2 

2 Ilis calculations indicate that the Tobacco Monopoly's 
intervention in the domestic market represented an annual subsidy of almost 

-8 per cent of the value of the crop for the 1962-to-1966 period.2 
I 

These considerations taken together suggest that domestic price support 
for tobacco and the behavior of the State Monopoly have been the key
determinants of the quantity and value of Turkish tobacco exports. Given the 
ability of the State Monopoly to sustain losses, it is hardly surprising that 
tobacco exports appear to have been little affected (except perhaps by short
term speculative behavior) by fluctuations in the real exchange rate or by the 
1958 devaluation. As will be seen below, there is no statistical evidence that 
tobacco exports have been influenced by changes in the real exchange rate, 
nor by changes in the domestic-export price relationship. 

Cotton 

Table VII-8 presents data on Turkish production and exports of cotton, as 
well as the domestic and export prices of cotton. As can be seen, cotton 
production has increased rapidly over the period since 1950. Turkey has 

21. Can, op. cit. (Note 3), Ek. I-A. 
22. Forker, op. cit. (Note 24, Chap.lI), p.48. 
23. Ibid., p.52. 
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Table VII-8
 
Cotton production, exports, and prices, 1950 to 1971
 

Production 
(thousands of 
metric tons) 

1950 118 

1951 150 

1952 165 

1953 139 

1954 142 

1955 157 
1956 165 
1957 135 
1958 180 
1959 195 

1960 175 
1961 212 
1962 245 
1963 257 
1964 326 

1965 326 
1966 382 
1967 396 
1968 435 
1969 387 

1970 400 
1971 n.a. 

Exports 
(thousands of 
metric tons) 

76 
56 
70 


101 

60 


52 

35 

61 

35 

97 


80 
89 

105 
146 
168 

190 
259 
248 
252 
235 

202 
313 

Export Domestic 
Price Price 
(TL/kg) (TL/kg) 

2.56 2.85 
3.86 3.74 
2.77 2.41 
2.19 2.00 
2.44 2.41 

2.45 3.00 
2.13 3.02 
1.92 4.30 
1.82 4.32 
1.52 4.60 

5.41 5.04 
5.61 5.08 
5.02 4.87 
5.23 4.88 
5.23 4.76 

5.08 4.73 
4.83 4.58 
5.18 5.05 
5.47 4.95 
4.92 4.59 

6.71 8.60 
9.52 9.28 

Note: 	 Export data from the UN and those from SPO do not agree. For 1963, the 
UN gives cotton exports as 134,000 metric tons. SPO data were used for the 
1960's to obtain data for recent years.

Sources: 	 Production data 1960-to-1969, Indices of Agricultural Production 1960. 
to-1969, USDA, ERS-Foreign 265, April 1970. 1950-to-1959 data provided to 
the author by USDA. 1970, Economic and Social Indicators-Thrkey, USAID,
1972. Exports 1950-to-1962, Yearbook of InternationalTrade Statistics,UN,
variou3 issues. 1963-to-1970, Ydlik Ihracat 1961-to-1566 and 1967-to-1970. 
Export Prices, Monthly Bulletin, Central Bank, various issues. Domestic Prices, 
Statistical Yearbook, SIS, various issues. 

almost tripled the volume of cotton exports and dollar earnings of cotton 
over the 	period, increasing her share of world cotton exports from 2 per cent 
in 1957 to 6 per cent in 1967-1969. Thus earnings from cotton exports grew 
at an average annual rate of 4.5 per cent. 24 

24. The regression equation is ECt = 6.0 (1.04 5 )t, with R 2 = 0.27 and the standard error 
of the trend, 0.017. 
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Whereas tobacco was Turkey's largest single export in the 1950's, cotton 
was the biggest foreign-exchange-earning commodity in the 1960's. Unlike 
tobacco, the volume of cotton exports declined markedly in the middle 
195C's, and cotton exports appear to be quite sensitive to changes in the real 
exchange rate.2 s Domestic consumption of cotton products has increased 
markedly, and there is no evidence of any accumulation of stocks. Thus in 
contrast to tobacco, increases in cotton exports require increases in domestic 
production or diversion of production from domestic to foreign consump
tion. 

There appears to have been considerably less price intervention in the 
domestic cotton market than has been true for other major Turkish exports. 
A Union of Sales Cooperatives, essentially a government organization with 
voluntary producer membership, is the vehicle by which price intervention 
could occur, but Forker estimates that prices set by the Union have either 
been below market clearing prices or there has been no intervention oice set 
during most ut the years in the period under review. 26 Thus conditions in the 
cotton market have been primarily determined by market forces rathe- than 
government intervention. 

Hazelhuts 

Table VIl-9 provides data on the performance of hazelnut exports in the 
period since 1950. Hazelnut exports have doubled in volume, and export 
earnings have tripled as the international price of the nuts has risen. The 
average annual growth of export value was thus 8.0 per cent.27 As can be 
seen, there are sharp year-to-year fluctuations in production which have been 
smoothed on the export side by government intervention. 

The hazelnut sales cooperative, I iskobirli!% is similar to the cotton sales 
cooperative in its organization. About half the glowers belong to it, although 
purchases are also made from non-members. Tile government determines the 
support price for tile crop and lends the cooperative sufficient funds to 
purchase all hazelnuts offered at that price. A minimum export price is also 
set at the same time. Losses on export sales are not financed by the govern
ment. Forker estimates that price !1-tervention for the first halt of the 1960's 
amounted to a 7 per cent subsidy to hazelnut growers. 28 

Although Turkey's share in the hazelnut markei is large, there is consider
able evidence that the demand for hazelnuts is price-elastic. They are a close 

25. 	See below, Section IV. 
26. Forker, op. cit. (Note 24, Chap. I1), p. 34. 
27. 	The regression equation is EI1 = 5.16(1.0798)t, with R2 

= 0.89 and the standard 
error of the trend, 0.0065. 

28. Forker, op. cit. (Note 24, Chap. 11),p. 52. 
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Table VII-9 
iazelnut production, exports, and prices, 1950 to 1971 

Production Exports Exports Prices 
(thousands (thousands (millions 
of metric of metric of dollars) Domestic Export Ratio 
tons) tons) (TL/kg) (TL/kg) 

1950 23 27 18.6 n.a. n.a. n.a. 
1951 91 22 18.0 2.26 2.42 0.93 
1952 73 26 18.4 2.19 2.00 1.09 
1953 40 29 22.3 2.32 2.16 1.07 
1954 115 31 25.0 2.75 2.48 1.11 
1955 26 44 43.9 3.83 2.82 1.36 
1956 65 24 29.5 3.91 3.54 1.10 
1957 73 40 44.4 2.82 3.07 ).92
1958 100 32 27.6 4.33 2.63 1.65 
1959 90 52 43.1 6.62 2.34 2.83 
1960 59 42 39.2 8.76 9.06 0.97 
1961 70 36 43.4 10.87 10.53 1.03 
1962 90 44 56.0 12.30 11.56 1.06 
1963 91 42 42.4 11.58 11.71 ).99
1964 16 49 50.2 9.54 9.25 1.03 
1965 
 68 60 61.7 9.57 9.52 1.01
 
1966 190 56 53.2 9.58 9.46 1.01
 
1967 70 74 84.2 10.24 10.43 0.98
 
1968 132 65 75.9 10.95 10.82 1.01
 
1969 170 83 107.7 12.17 11.80 1.03
 
1970 225 46 87.0 12.84 15.97 0.80
 
1971 n.a. 65 81.3 14.53 17.17 0.85
 

Note: Export data are for shelled nuts; production data are for unshelled. Forker 
estimates that about 90 per cent of the crop isexported. 

Sources: Production and export data: ,;ne as Table VII-8. Price data from Forker, op. 
cit. (Note 24, Chap. 11); and lonthl.r Bulletin, Central Bank, various issues. 

substitute for other nuts and are purchased primarily for baked goods, where 
substitution possibilities as well as changes in ingredient proportions are sensi. 
tive to relative changes in input prices. Forker points out that hazelnut export 
earnings have been positively correlated with the volume exported, as is evi
dent from Table VII-9. Demand for hazelnuts, moreover, has apparently be
come more price elastic in the 1960's than it was in the 1950's.2 " 

Given this, the government's policy of withholding 3upplies from the ex
port market in good crop years is open to question. There have been years in 

29. Ibid., p. 32. 
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which the minimum export price has been set well above international levels. 
Thus in the fall of 1966, with a record crop, a high minimum export price 

3° 
apparently adversely affected sales. Despite Turkey's share of the market 
there is evidently no reason why other countries cannot develop hazelnut 
production should Turkey over-use her short-term monopoly position. With 
price-elastic demand, it is difficult to understand the need for active govern
ment intervention to smooth year-to-year fluctuations in exports to the de
gree that has been undertaken. 

As with tobacco exports, government intervention policies have been the 
major determinant of exp oat volume and value, and market forces have not 
been permitted to operate freely in the hazelnut market. As such, it has not 
been exchange rate policy per se but rather domestic price policy and mini
mum export prices that have determined the behavior of hazelnut exports. 

Raisins andfigs 

Raisins and figs constitute the bulk of Turkey's dried fruit exports. As 
indicated in Table VII-3 the Turkish share of the raisin market is sizeable, and 
Turkey has more than half the world's exports of figs. 

Table VII-l0 gives the basic data on production and exports of raisins and 
figs. Export earnings from raisins have increased at an average annual rate of 4 
per cent. 3 ' As can be seen, raisins are approximately three times as important 
a source of foreign exchange earnings as are figs. Data on export value and 
volume for figs are unavail.1". prior to 1954; the average annual rate of 

growth of export earnings over the 16-year period was 4.9 per cent. 
Since 1964, export prices for raisins - effected through the relevant sales 

cooperative - have been set on the basis of a trade agreement between 

Turkey, Greece and Australia, with cooperation from Californian growers. 
Price intervention by the cooperative in the domestic market has amounted 
to an annual average subsidy of 8 per cent to growers, according to Forker's 
estimates. Forker estimates that production is responsive to price increases 
and that the intervention program has resulted in "more production and more 
burdensome and cestly stocks...9 3 2 Thus domestic production has not lim
ited exports, which have been determined primarily by government policies 
with respect to export prices. 

Fig exports are a relatively small fraction of total production, which has 
tripled since the early 1950's. Although there has been subsidization of fig 

30. Turkis$1 Exports: Prospects and Problems, USAID (Ankara), 1967, pp. 12 and 25. 
31. The regression equation estimated for the time trend of the value of raisin exports is: 

ERt =4.6(1.0398)1, with t = 0 in 1950, R2 
= 0.46 and the standard error of the time 

trend, 0.010. 
32. Forker, op. cit. (Note 24, Chap. 11), p. 52. 
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Table VII-l0
 
Production and exports of dried fruit, 1950 to 1971
 

Raisins Figs 

Produc-
tion 
(thousands 
of metric 
tons) 

Exports 

(thousands 
of metric 
tons) 

(millions 
of dollars) 

Produc-
tion 
(thousands 
of metric 
tons) 

Exports 

(thousands 
of metric 
tonts) 

(millions 
of dollars) 

1950 
1951 
1952 
1953 
1954 

69 
52 
68 
64 
65 

80 
35 
44 
33 
53 

21 
11 
11 
7 

11 

86 
107 
118 
105 
107 

n.a. 
n.a. 
n.a. 
n.a. 
12 

n.a. 
n.a. 
n.a. 
n.a. 
3.3 

1955 
1956 

40 
100 

33 
48 

8 
15 

100 
121 

16 
16 

3.6 
3.6 

1957 
1958 
1959 

53 
65 

100 

59 
49 
61 

19 
18 
18 

137 
155 
156 

17 
17 
15 

4.2 
3.6 
2.0 

1960 
1961 
1962 
1963 
1964 

67 
85 
90 
60 
73 

82 
64 
69 
66 
52 

23 
16 
16 
17 
17 

145 
204 
210 
208 
206 

35 
24 
30 
27 
25 

6.9 
4.9 
5.7 
5.9 
6.1 

1965 
1966 
1967 
1968 
1969 
1970 
1971 

120 
75 
93 

103 
80 

n.a. 
n.a. 

66 
68 
72 
75 
77 
70 
89 

21 
22 
23 
23 
23 
21 
22 

210 
215 
232 
215 
215 
214 
n.a. 

29 
28 
32 
32 
28 
29 
32 

7.0 
6.7 
7.2 
7.0 
6.8 
7.2 
8.6 

Sources: 	 Physical exports and production from Trade Yearbook, FAO. various issues.export values from InternationalFinancialStatistics, International MonetaryFund (Washington); Annual Foreign Trade Statistics, SIS; and Yearbook of 
hIternationalTrade Statistics, United Nations. 

production, Forker estimates that the intervention ev, is have generally been 
below market levels since 1961, and hence that intervention has not signifi-Icantly affected the fig market. 3 -vidently little atpt has been made to 
develop fig exports into a year-round activity: fig exports have as yet been
realized only during the processing season. This has led to a loss of a fraction
of the crop due to labor shortages and to a poorer export performance than 
could have been realized had attempts been made to smooth out export sales 

33. Ibid., pp. 48 ff. 
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during the year. Also, given Turkey's high share of world exports, it is signifi
cant that little by way of promotional work has been done. Expert opinion 
seems to be that had greater attention been paid to quality standardization, 
marketin- and smoothing out the seasonal pattern of exports, Turkish ex
ports of figs could have been much greater than their actual levels. 3 4 

Chrome 

Of all Turkey's major exports, chrome has had the worst performance. 
Earnings from chrome exports decreased at an average annual rate of 4.4 per 
cent over the period 1950 to 1969.3 s As indicated in Table VII-3, the 
Turkish share of the world chrome market was 18 to 20 per cent during the 
1950's, declined to a low of 9.9 per cent in 1963, and rose thereafter to 12.3 
per cent in 1969. 

Table VII-l I gives data on the production and exports of chrome. Many 
factors, both domestic and international, have contributed to its poor per
formance. During the late 1950's the minimum export price for chrome was 
substantially above world market levels. Moreover, as seen in Chapter I, lack 
of transport equipment and failure to obtain imports even for replacement of 
machinery and equipment led to high costs at the mines, so that production 
and exports declined. On the international front, new low-cost sources of 
chrome were developed in other countries, and aluminum and stainless steel 
were substituted for chrome in many of its uses. 

In the early 1960's the Turkish export prices were again set above interna
tional levels, with further losses in Turkey's share of the world market. 
Chrome was one commodity for which price registration practices did ad
versely affect exports in the 1960's. Internal rail charges for exportable 
chronic became a major problem, as the price of shipping a ton to port was 
$13 per ton compared with production costs of SIO a ton at high-cost mines 
and a unit export price of $20 (see Table VII-l 1).16 

By the late 1960's there were some increases in investment in the mining 
sector. The first signs of revival in chrome output came in 1969. Output even 
then was still only 651 thousand long tons, contrasted with an average annual 
production of 785 thousand long tons in the 1957-to-1958 period. There is 
no evidence that the decline in production was associated with a decrease in 
economic reserves. On the contrary, Turkish reserves continue to be among 
the richest and largest in the world. 

34. Turkish Exports, USAID, op. cit. (Note 30), pp. 13-14. 
35. The estimated regression equation for the time trend was: 

I ECi t = 21.2 (0.955) t, with t = 0 in 1950. R 2 = 0.26; standard error = 0.018. 

36. Turkish Exports, USAID, op. cit. (Note 30), p. 23. 
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Table VII-I I
 
Chrome production and exports
 

Production Exports Exports Unit Price 
(thousands (thousands (millions (dollars per ton) 
of tons) of tons) of dollars) 

1950 415 348 10.7 30.7 
1951 588 497 16.5 33.3 
1952 763 617 22.9 37.1 
1953 637 668 28.2 42.2 
1954 531 351 15.4 43.9 

1955 634 551 19.8 35.9
 
1956 820 632 23.3 36.8 
1957 900 562 21.4 38.1 
1958 512 508 15.5 30.5 
1959 382 301 8.9 29.6 

1960 471 380 11.5 30.3 
1961 396 383 9.9 25.8 
1962 461 344 8.5 24.7 
1963 397 209 3.7 17.7 
1964 406 346 7.0 20.2 

1965 588 450 8.7 19.3 
1966 503 501 j.3 20.6 
1967 365 309 7.1 23.0 
1968 400 381 9.6 25.2 
1969 651 389 12.8 32.9 

Note: Tons are long tons.
 
Sources: Statistical Sutnmary of the Mineral Industry, op. cit. (Table VII-3); and Inter.
 

national FinancialStatistics, various issues. 

Although it is difficult to document, it appears that the entire range of 
governmental policies has contributed to the failure of chrome exports to 
expand. It is perhaps suggestive of this that neither the FFYP nor the SFYP 

contained any discussion of the decline in chrome exports. In the FFYP, it 
was projected that chrome exports would increase from the estimated level of 
400,000 metric tons in 1962 to 500,000 metric tons in 1967. In the SFYP 
chrome exports were projected to remain constant at 500,000 metric tons per 
annum throughout the Second Plan period. Domesti,: production was ex
pected to increase at an average anual rate of 3.1 per cent but (without 
explanation) the entire increment was expected to be absorbed by domestic 
demand. Given the perceived foreign exchange stringency at the time the 

SFYP was formulated, it is remarkable that little consideration was given to 
increasing chrome exports. 
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Copper
 

Although copper export earnings have grown at an average annual rate of 

4.3 per 	cent, ovei'all export performance has been relatively poor, especially 

in view of world market conditions. 3 7 As seen in Table VII-3 the Turkish 

share of the world copper market has fallen from I per cent to 0.5 per cent 

since the mid-1950's. Table VII-12 gives the basic data. 

Most of the growth in export earnings can be seen to have originated from 

Table VIi-12
 
Copper production, exports, and prices, 1950 to 1970
 

Production Exports International 
(thousands Price 
of tons) (thousands (millions (dollars per 

of tons) of dollars) 100 pounds) 

2.5 22.381950 11.5 6.2 
7.4 	 27.581951 17.3 	 8.1 

14.9 32.681952 23.0 16.4 
22.2 	 31.551953 26.9 	 11.9 
15.5 7.2 31.341954 24.8 

15.5 	 44.531955 23.4 	 8.8 
17.0 40.521956 24.3 18.9 

14.4 	 27.021957 24.0 	 8.6 
6.5 24.721958 22.2 12.5 

26.8 	 29.681959 23.5 	 6.9 

30.701960 25.8 18.5 12.7 
8.1 	 28.691961 19.7 	 4.8 

8.9 29.231962 25.4 14.2 
9.9 	 29.261963 24.4 	 5.9 

10.2 43.841964 27.7 21.1 

28.3 28.0 17.2 58.721965 
69.221966 28.5 19.6 24.8 

15.5 	 51.101967 28.7 	 16.6 
13.7 56.091968 31.5 14.9 

7.0 	 66.511969 29.5 5.9 

1970 29.0 5.0 
 4.9 64.17 

Note: 	 Tons are long tons. 
Sources: 	 Production and export data from Statistical Summary of Mineral Industries, 

op. cit. (Table VII-3). International price is the U.K. wholesale price, Inter
national Financial Statistics. 

37. The fitted time trend is ECOt = 6 .4(. 0 4 3)t, with t =0 in 1950, R2 
= 0.20, and the 

standard error of the trend, 0.021. 
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a more favorable international price rather than significant increases in export
volume. As with chrone, high freight charges have been a problem for copper
exports. Similarly, production stagnated in the late 1950's and early 19 60's 
due to high domestic costs relative to international prices.


Part of the decline in copper exports in the late was
19 60's offset by
increased domestic refining of copper and exports of manufactured copper.
As of 1970, however, the increase in manufactured copper exports was notsufficient to offset the decline in copper exports. Considerable emphasis was
placed on the development of a domestic refining industry in the SFYP, and 
some observers believe this will result in si'eable expansion of manufactured 
copper exports in the 19 70's. Despite that, the diagnosis as of 1971 must bethat the performance of copper exports was as poor, relative to international 
market conditions, as that of chrome. 

Minor exports 

In addition to the commodities discussed above, Turkey has a variety ofminor exports, many of which have considerable export potential. Among
these products are lumber, wool, olive oil, minerals other than those discussed, fresh fruits and vegetables, processed foods, and a variety of manufac
tured and handicraft products. 

The picture that emerges from any review of export policy is that government policy in general has not incorporated measures that would encourage
the development of these products as a rapidly growing source of foreign
exchange. This is true both of exchange-rate policy and of other sorts of
actions that might enable rapid growth of export earnings. For example,
Turkey's mineral wealth is inuch greater than current production and export
figures reflect. Government policy has generally favored public ownership and
development of mineral resources, yet nany government-owned economic

mineral reserves have not been exploited. Turkey's proved reserves of borate
 
ores, for example, 
are the second largest in the world, and world consumption

of borates is increasing 
at an average annual rate of 10 per cent. Yet Turkey'sexports remain at about S5 million per year. Technical surveys have suggested
that a four-fold increase in borate production could be accomplished in a
relatively short space of time if the managerial, organizational and capital
resources were available for the purpose. Yet despite applications by private
firms to enter into joint ventures with Foreign companies for the purpose ofinvesting and developing mineral production, government action was not 
forthcoming. 

World demand for lumber is also increasing rapidly, and the Anatolian
plain is clearly an area with a comparative advantage in lumber products.Turkey's annual timber growth potential is about the same as Finland's, yet 
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Turkish exports have averaged around $2 million per year, contrasted with 
Finland's $550 million (excluding paper). 3 8 Investments in sawmills, ply
wood and other fabricating facilities have been estimated to yield high rates 
of return, yet efforts to develop these resources have been relatively small to 
date. 

Turkey's proximity to Europe and the Mediterranean climate of southern 
Turkey suggest a strong comparative advantage in fresh and processed fruit 
and vegetable exports. 3 9 Citrus fruit exports averaged around "2 million in 
the early I1 )0's, rising to S10 million by 1969. Similarly, processed food 
exports rose from SI 0 million in the early I960's to S20 million in 1969. As 
will be seen below, there is considerable evidence that these exports are 
sensitive to changes in the effective exchange rate. 

With or without appropriate exchange-rate policy, other sorts of govern
mient actions could have facilitated the growth of minor export industries, 
but they were not forthcoming. The lack of standardiation of grades has 
been a frequent headache for Turkish exporters, and even those whose quali
ty control has been adequate have found themselves suspect, given the failore 
of their conpatriots to conform to similar standards. Considerably more 
could have been done to assist the nany small producers ot given comniodi
ties to organize export development and promotion. This is particularly true 
in the case of export crops and the agricultural processing industries. As with 
exchange-rate policy, government actions with respect to import-substituting 
industries were much more strenuous than those for promotion of new 
exports. 

IV. The determinantsof exports 

As seen in Section 111, direct government actions have frequently been the 
dominant determinants of export performance, especially for the major agri
ultural commodities, the export prices of which have not been reflected 

either to domestic consumers or to domestic producers because of interven
tion. It is nonetheless worthwhile to examine the degree to which Turkish 
exports have been responsive to exchange-rate policy . To examine this ques
tion, a simple model was tested statistically for a variety of exports. 

In theory, as Turkish resources increased the transformation curve shifted 
outward. Given the outward shift, fhe relative growth in export supply would 

38. 	Turkcy's standing forests are ahout half those of Finland, but with appropriate 
conservation practices weather conditions would yield higher growth. 

39. Wool and olive oil are two other commodities whose export pcrfornance could have 
been considerably betler. Turkey's share of the world market is very small in cach, 
and there is ample opportunity for increase in production and exports. 
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be a function of tle price received for a given commodity relative to the priceof home goods. While such a specification is obviously too simple to captureall aspects of export deterniination, it nonetheless has the advantage of focussing directly upon the role of the commodity-specific PLD-EER as a determinant of export earnings.4 Of course such modela is invalid for thosecommodities where Turkish exports were large enough to affect the worldprice significantly. But as seen above this was probably true only of figs,tobacco and hazehtu[its. And for hazelnuts the possibility of substitu tion withother nuts raises a question as to the degree of monopoly power held by
Turkey. 

As a proxy for the outward shift in the transformation curve, two variableswere used: (I) for agricultural commodities an index of total agricultural
production was used as the "capacity" variable: (2) for other exports timewas used as a proxy. An index of agricultural production was developed inthe following manner: the U.S. Department of Agriculture provides price
weights (at international prices) fo: each major agricultural commodity, a 
and employs those prices to devise an index of agricultural production duringthe 1960's. Estimates of physical output by specific agricultural commodities were obtained for the 19 50's, and the outputs were then multiplied by theprice weights to devise a continuous index for the 19 50-to-1969 period. Thatindex was used throuihout the regressiol analysis.

Since weather conditions lead to large fluctuations in agricultural production, the use of an agricultural production index as an indicator of the shift inthe transfomtiation ctr'c has an addilional advantage. Since weather factorsaffect commodity production generally, an agricultural production index reflects weather variation and provides a good measure of total domestic capaci
ty for agricultural coinimodities. 

The relative price variable was constructed as follows. When a dollar export price series was available, it was multiplied by the effective exchange rate
appropriate to the commodity, and the resulting product was then divided bythe index of tile price of home goods (from Table 1-5). Thus if an increase inthe relative price of an export commniodity generated an increase in tile quanti
ty exported, the sign of the relative price coefficient would be positive.

In general, physical quantities of exports were employed as the dependent 

40. It was initially anticipated that a variable to reflect the state of doenistic excessdemand should also be employed, since Ihlt variable wo ldreflect the net shift inexcess supply. The percentage rate of'inflatiou did prove to be significant but notquantitatively important. It was finally dr pped froin the regressions, since betterfits resulted t'rom logarithmic estimation, and negative observations could not be
 
used. 

41. I;idices of rIgricultural Production, 1960-1969. USDA Economic Research Service,Foreign Regional Analysis t)ivision. ERS-Foreign 265. April 1970. 
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variable except in cases where no appropriate physical unit was available, as 

with minor exports. In those cases the dependent variable was in units of 
millions of U.S. dollars. Since the logarithmic form of the regression generally 
differed little from the arithmetic and had the decided advantage that the 
coefficients are easier to interpret, logarithmic estimates were used in all 
cases. 

International prices are assumed given and the dependent variable is in 
physical units, so that the coefficients on the price terms indicate the percent
age increase in exports resulting from a I per cent increase in the real domes
tic price of the export commodity. Thus a zero coefficient implies that the 
quantity exported is not affected by the real price of the export (lPLD-EER 
multiplied by the international price), and a positive coefficient is the per
centage increase in export earnings resulting from a I per cent increase in the 
PLD-EER, the foreign price assumed given. 

One other factor should be noted. The Turkish export season for agricul
tural commodities covers the last quarter of one calendar year and the first 
quarter of the next. Therefore, in addition to estimating the supply response 
based upon annual observations, an effort was made to determine exports 
from the fourth quarter of one calendar year to the third quarter of the next. 
Such a construction was not possible for all exports, although quartcly, for
eign exchange earnings were available for a number of major agricultural 
export commodities. For those commodities the constructed fourth-to-third 
quarter annual export earnings figure was used as the dependent variable. To 
take the 1959 crop as an example, exports from October 1959 to September 
1960 were the dependent observation; 1959 agricultural production and the 
prevailing real price of the commodity as of December 1959 were the inde
pendent observations. When it was impossible to construct such a dependent 
variable according with the export season, agricultural production lagged one 
year was used as an alternative independent variable. 

Table VII-13 gives the results of the computations. The first column indi
cates the commodity and the units of the dependent variable. Tile "seasonal" 
dependent variable is export earnings from that commodity in millions of 
dollars, fourth quarter of one year to third quarter of the next. The second 
column indicates the number of years for which data were available. All 
variables except for time were estimated in logs. Pf.EER/PlI is the foreign 
price of the commodity times the EER for that commodity divided by the 
price of home goods. Standard errors of the coefficients are given in paren
theses. 

As expected, the results for chrome, copper, hazelnuts and tobacco re
flected no influence of the PLD-EER. In the case of the minerals, minimum 
export prices, domestic transport charges and other government policies de
termined export performance. As can be seen, the coefficient on time is 
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Table VII-13Estimated export response to rea! exchange rate changes 

Independent No. Independent Variable.
 
Variable 
 of 

Years Agricultural Lagged Time Pf.EER R2 

Production Agricultural PHProduction 

Chrome exports
tons 

-1.5dollars 
19 (0.12) -0.12 (0.12) 0.2919 -0.36 (0.18) -0.23 (0.19) 0.41

Copper exports
tons 19 0.65 (0.17) -0.01 (0.22) 0.10dollars 18 -0.07 (0.15) 0.57 (0.21) 0.35Cotton exports
tons 19 3.33 (0.41) 1.14 (0.34) 0.80seasonal Is 3.47 (0.66) 0.99 (0.60) 0.73Hazelnut exports
tons 17 1.83 (0.50)
tons 0.04 (0.09) 0.6717 1.78 (0.37) -0.05 (0.08) 0.75Minor exports
dollars 19 1.19 (0.30) 0.81 (0.40) 0.51seasonal 15 1.80 (0.24) 1.34 (0.26) 0.86Mohair exports
tons 19 -3.09 (3.82) 3.05 (1.24) 0.36tons 19 -2.35 (3.30) 2.92 (1.21) 0.35Olive oil exports
tons 10 9.14 (6.75) 5.39 (6.04) 0.23tons 10 1.13 (6.91) 8.21 (6.37) 0.30

Raisin exports

tons 17 0.61 (0.50) 
 0.17(0.11) 0.59tons 17 0.91 (0.37) 0.10 (0.09) 0.68

Tobacco exports
tons 19 0.42 (0.30)
tons -0.01 (0.17) 0.1219 0.45 (0.26) -0.04 (0.16) 0.17 

negative for chrome and insignificant for copper. In neither estimate where thephysical quantity of exports is the dependent variable is the relative pricecoefficient significantly different from zero. The coefficient on relative price
for dollar copper export earnings probably reflects the influence of the autonomously determined foreign price on total export earnings.The coefficient of the relative export price for tobacco exports is alsoinsignificantly different from zero, and even agricultural production (in eitherform) is insignificant. Given government price intervention policies andTurkish monopoly power in the export market, the results are hardly surprising. Tile picture for hazelnuts is similar: (lie PLD-EER does not appear to 

http:0.17(0.11
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have affected the quantity exported. In view of the government's direct inter
vention in the hazelnut export market, it seems clear that direct intervention, 
and not price policy, determined exports. 

For cotton, where government intervention has been minimal, agricultural 
production and the relative export price ate both highly significant. The 
results suggest that a I per cent increase in the real exchange rate led to a I 
per cent increase in export earnings from cotton exports. The sharp decline in 
cotton exports in the mid-1950's and the rapid growth in cotton exports in 
the 19 60's can thus be attributed largely to exchange-rate policy. 

"Minor exports" were defined to be all exports except those for chrome, 
cotton, hazelnuts, raisins, tobacco and wheat (since wheat was a major export 
in tile early 1950's and not exported in the 1960's). The dollar value of 
exports had to be used as the dependent variable, and observations were 
constructed by subtracting the value of the major exports from total export 
earnings in each year. Minor exports averaged about S 100 million in the 

19 5 0's and ranged from S137 million to S192 million in the 1960's. Given 
that commodities such as figs and copper are included in minor exports, the 
response of the commodity group as a whole to real exchange-rate changes is 
high. The "seasonal" dependent variable performed better; but upon either 
estimate, a I pcr cent increase in the real exchange rate resulted in more than a 
0.8 per cent increase in minor export earnings. On a 1969 base, this would 
imply an increase in minor export earnings of S1 .9 million in response to an 
increase of' TL 0.1 per dollar in the exchange rate. These results must of 
course be interpreted with care, but they reinforce other available evidence. 
There probably is considerable scope for export diversification and growth 
along non-trAditional lines with appropriate exchange-rate and government 
policies. 

Two minor exports for which data were available were olive oil and 
raisins. Exports of olive oil were negligible before 1960. The production 
pattern remains bi-annual: a good crop year is followed by a very poor one. 
Since olive oil does not, therefore, conform to the fluctuations in agricultural 
production, it is hardly surprisii:g that the agricultural production variable 
proved insignificant. Given the few degrees of freedom, the estimated coeffi
cient of the relative export price is not significant. For what it is worth, 
however, it is large. 

Raisin exports had a positive coefficient on the relative export price varia
ble, although it was insignificant. Given government intervention, the surplus 
stocks of raisins in Turkey, arl other factors, the result is not surprising. 

Thus it would appear that except for cotton, Turkey's major exports have 
probably been determined primarily by government domestic policies and 
interventions in the export market rather than by the nature of the trade 
regime itself. For cotton (where intervention is less pronounced) and for 
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minor exports, the picture is very different. Exports of cotton and those of a
variety of smaller commodities appear to have been considerably influenced 
by exchange-rate policy. 

The general picture that emerges is one of strong bias toward import.
substitution in both exchange-rate and domestic policies. An important ques
tion is what would have happened had Turkish policy been export orientated, 
or at least geared to equal emphasis on export promotion and on import
substitution. The fact is that cotton exports and minor exports grew much 
more rapidly than did earnings from commodities subject to government
intervention. That happened despite the sizeable disparity in EERs between 
minor exports and imports and the consequently greater price incentives for
expansion of domestic import-competing production. Failure to develop min
erals exports, pledominantly produced by SEEs, is perhaps most telling in
this regard, since there can be little argunlent about market potential for 
those commodities. 

What would have happened under an alternative government policy orien
tation is conjectural by its nature. Available evidence, however, suggests that
Turkish export potential has not been given a chance. Insofar as pessimism
about export prospects has influenced the government's decision to focus 
upon import-substitution there is little empirical support for such pessimism
and a considerable amount of evidence that export prospects might, under 
appropriate policies and incentives, be fairly bright. 



Part Four 

Resource Allocational and Growth Effects 

of the Regime in the 1960's 



CHAPTER VIII 

Microeconomic effects of the trade regime 

One can make a number of qualitative predictions from economic theory 
about the effects of a trade regime such as that of Turkey. (I) There are 
bound to be differences among industries in the social return to factors of 
production employed in them. (2) The criteria for obtaining import licenses 
and permission to import capital goods will lead to differences in efficiency 
among firms. (3) The method of allocating import licenscs is likely to lead to 
underutilization of capacity and general excess costs of production. (4) Sub
sidizing capital goo Js imports will induce substitution of capital for labor, at 
least for firms receiving permission to import capital goods. This will have 
implications for employment and income distribution. 

In this chapter an attempt is made to ascertain the quantitative impor
tance of each of these effects in Turkey during the latter half of the 1960's. 
That period represents a time when the trade regime was fairly stable (al
though the premium on import licenses was increasing over time) and when 
Turkey was in Phase II. It is also a period for which data are available to a 
more satisfactory extent than is true for the earlier experience with Phase iI 
in the 1950's. 

In Section i, estimates of Domestic Resource Costs (DRCs) for various 
activities are presented to provide evidence as to the variation in economic 
costs arising between industries arid firms. In Section 11 the excess costs of 
production associated with the system are evaluated In SeCLion III the effects 
of the trade regime upon employment, factor proportions and income distri
bution are examined. 

This chapter is concerned with the effects of the trade regime and its 
interaction with domestic policies upon individual firms and industries. In 
Chapter IX estimates will be provided of the macroeconomic effects of the 
trade regime upon economic growth. 

. Domestic resourcecosts 

From 1953 until the time of writing, there have consistently been differen
tial incentives to producers within Turkey. The result has been biased incen
tives, not only away from export activities but also among import-competing 
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activities. During the 1950's most of the differentials in incentives were the 

outcome of the mez. 3ures taken by the government in response to the excess 

demand for imports that resulted from maintenance of a fixed exchange rate 

in the presence of inflationary pressures. After 1962 the import regime was 

much more consciously geared to fostering import-substitution. Although the 

average differential between export and import EERs remained approximate

ly constant over the entire period, variations in nominal and effective rates of 

protection among different activities increased considerably in the 1960's. 

Increased use of such instruments as the "Prohibited List" meant that the 

protection afforded by duties and surcharges, as in the 1950's, became rela

tively less important than other protective devices. By the late 1960's the 

premia on import licenses varied enormously between commodity categories. 

Differences in costs between industriesandfirms 

One would expect significant disparities in the econonic costs of various 

activities to result from such highly protective measures. Two sorts of dispari

ties can be distinguished: (I) production would have higher upportunity costs 
the same industryin some industries than in others; and (2) firms within 

might produce at varying levels of efficiency. 

Differences in opportunity costs between industries can result, with pro

tection, because of the differential degree of total protection afforded to 

different industries. With differential protective levels, all the factors that 

determine a country's comparative cost structure, the capital and skill-inten

sity of the industry, the industry's location relative to the source of its inputs 

and their transport costs, technology, scale, and so on, affect the economic 
costs of the industry. 

Differences in efficiency between fimls in the same industry will not result 

from protection if the means used to grant protection enable competition 

among firms and expansion of highly profitable firms. In Turkey, however, 

the nature of quantitative restrictions and other controls both prevented 

competition and restricted the ability of firms to expand when they wished: 

(1) the availability of imported inputs limited output for those firms requir

ing imported inputs on the quota lists - which included assemblers' quotas 

and manufacturers' quotas (see below); (2) most new investments (as seen in 

Chapter VI) required imported capital goods which were subject to quota 

allocation and required tile SPO's permission. 

1. Not only was SPO approval generally required, by the late 1960's, but tho value of 
the investment incentives - postponement or reduction of duties upon Amported 

capital goods - was so high that few firms would carry out their investment plans 
without receiving the SPO's dispensation from the duties. 
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Assemblers' and manufacturers' quotas were used to allocate imports ofintermediate goods in most of the new import-substituting industries. These 
quotas, allocated on a firm-specific basis, were not item-specific but userspecific. By 1970 there were thirteen assemblers' quotas (covering tractors,
vehicles, radios, typewriters and other import-substituting assembly produc
tion) amounting to $11.9 million, and forty-one manufacturers' quotas (covering production of such items as tires, transformers, washing machines, in
dustrial furnaces, paints, light bulbs, electric motors, and so on) whose value 
was $10.4 million. All import licenses under these quotas required Ministry of 
Industry certificates for firm-specific allocations.2 

Thus for firms requiring imported inputs subject to quota allocations there 
was little opportunity for competition, since output was virtually determined
by the size of the quota allocation. Similarly, expansion of low-cost firms
could not be undertaken automatically and was generally disapproved if ex
cess capacity existed in the industry or if it was anticipated that demand
would not expand by enough to warrant additional capacity. Even when
expansion of an industry was deemed warranted, attempts were made to be
"fair" and to allocate investment-goods import licenses pro-rata with applications for expansion. Since intermediate goods import licenses were allocated
in proportion to firms' capacities, 3 there were incentives for all firms in theindustry to apply for investment goods import licenses, for the penalty for 
not doing so was likely to be a reduced share of the quota allocation. 

Measuring economic costs 

Under optimal resou~ce allocation, all industries and firms in a country
will produce to the point where the domestic marginal rate of transformation
(DMRT) between any two commodities equals the international marginal rate
of transformation (IMRT). In the absence of monopoly power in internation
al trade, and ignoring interrmnediate goods for the moment, the IMRT equalsthe ratio of international priccs between pairs of commodities. In the absence
of' distortions in the domestic market, the ratio of domestic prices would 
equal the DMRT. 

The domestic price ratio cannot be used in the presence of distortions, and 
an alternative measure, domestic resource cost (DRC), provides a better indi
cator. It is designed to provide an empirical estimate of the DMRT by adjust
ing domestic prices to reflect the opportunity costs of producing various
commodities. Thus elements of monopoly rent must be removed from domes
tic prices when there are domestic monopolies. When there are distortions in 

2. Official Gazette, No. 13391, January 5, 1970. 
3. See Section I1,below. 
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factor markets, adjustments must be made so that the social opportunity 
costs (shadow prices) of factors of production employed in each activity are 
reflected. 

To allow for the presence of intermediate goods, the DRC measure (as 
with domestic and international price ratios under perfect markets) becomes 
a value-added measure. Thus the DRC of a given activity reflects the DMRT 
of producing value-added. 

In empirical measurement, DRCs are computed per dollar of international 
value-added, and the IMRT between pairs of activities is thus one. Inequalities 
in DRCs therefore reflect the facts that DMRTs and 1MRTs are uijc;'ial and 
that there is a consequent non-optimal resource allocation. The wider te 
difference between DRCs, the greater the disparity between IMRTs and 
DMRTs. Thus if one activity has a DRC twice as high as another, the implica
tion is that had tile first activity not been undertaken and had the resources 
been employed in the second activity, these resources would have produced 
twice as much foreign exchange earning or saving as under the existing alloca

4 
tion. 

A crucial assumption is that industries or activities could expand or con
tract at relatively constant costs. While such an assumption is sometimes 
unwarranted, it is valid for data from plants in developing countries where the 
investments could be duplicated and where the unit of observation is an 
integral investment project. 

Of course there are numerous empirical difficulties that lead to imperfec
tion in the measurement of DRCs. Even in a country with perfectly competi
tive markets and no impediments to international trade, one would not 
expect exact equality of all DRCs at a point in time, for dynamic adjustments 
could be taking place and errors in measurement could be made. But in such a 
country one would not be able to observe persistent wide differences in 
DRCs, since competition would provide a mechanism where low-cost firms 
could expand and high-cost firms would contract. 

Sources ofDRC datafor Turkey 

Estimates of Turkish DRCs in the late 1960's are available from several 
sources. The data are presented in Table VIII-l, but before analyzing them, 
differences between the methods of computations used in the different 

4. 	For a fuller exposition of the DRC measure and its properties, see Anne 0. Krueger, 
"Evaluating Restrictionist Trade Regimes: Theory and Measurement," Journalof 
Political Economy, January/February 1972; and Michael Bruno, "Domestic Re
source Costs and Effective Protection: Clarification and Synthesis," JournalofPoliti
cal Economy, January/February 1972. 
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Table VilI-I
 
Summary of estimates of DRCs and sectoral DRCs (TL per dollar)
 

Sector Sector 
Sector Item Date DRC DRC DRC 

Mean Variance 

Food and beverages 14.11 46.06 
Food sector average 1968 14.76 
Food sector excluding 

tea and sugar 1968 10.17 
Alcoholic beverages 1968 24.66 
Dried figs 1968 8.01 
Raisins 1968 7.92 
Hazelnuts 1968 8.55 

Canned food 1968 17.55 
Olive oil 1968 11.34 
Tea 1968 16.11 
Sugar 1968 31.50 
Meat 1968 10.17 
Tomato paste 1965 13.40 
Tomato canning 1969 9.30 

Textiles 13.48 43.77 
Sector average 1968 12.78 
No. 20 yarn 1968 9.20 
Striped cotton fabric 
Export cloth 

1968 
1968 

9.93 
12.17 

Silk printing fabric 1969 3.30 
Cotton textiles 1968 12.15 
Woolen textiles 1968 14.94 

Cotton fiber 1968 8.55 
MA 88 cloth 1968 21.17 
Serge cloth 1968 22.07 
Canvas top for vehicles 1966 1.79 
Nylon textiles 1966 negative 
Air filter for vehicle 1966 20.27 
Particle board 1969 12.50 

Forest products 10.44 n.a. 
Sector average 1968 10.44 

Leather products 10.24 n.a. 
Driver seat for vehicle 1966 10.24 

Paper products 23.69 67.40 
Sector average 1968 15.48 
Kraft paper 1965 31.90 



220 Microeconomic Effects of the Trade Regime 

Table VIII-. (continued) 

Sector Item Date DRC 
Sector 
DRC 

Sector 
DRC 

Mean Variance 
Rubber products 45.59 890.49 

Sector average 1968 15.93 
Hoses for vehicles 
Weatherstripping 

1966 78.49 

for vehicles 1966 23.68 
Tires 1 1966 13.45 
Tires 2 1966 26.98 
Truck tires 1965 81.40 
Passenger tires 1965 79.20 

Plastic 37.05 843.90 
Plastic 1965 66.10 
Plastic bags 1969 8.00 

Chemicals 
Sector average 1968 14.40 

14.56 16.92 

Rayon 1968 16.11 
Synthetic fiber 1968 10.35 
Nylon 1965 11.00 
Sodium phosphate 

fertilizer '965 itive 
Ammonium nitrate 

fertilizcr 
Citric i:cid 

1965 
1969 

negative 
11.00 

Paipis 1966 22.96 
Venicle battery 1966 16.13 

Cement 14.80 6.26 
Sector average 1968 13.68 
Factory I 
Factory 2 

1966 
1966 

15.71 
16.75 

Factory 3 1966 16.36 
Cement plant 1969 11.50 

Stone and clay products 10.62 n.a. 
Tiles 1968 10.62 

Glass and ceramics 10.80 28.34 
Sector average 1968 11.52 
Glass windshield 1966 8.30 
Car outside mirror 1966 21.76 
Rear view mirror 1966 4.91 
Glassware 1965 7.90 
Windowglass 1965 10.40 



Resource Allocatlonaland Growth Effectsofthe Regime in the 1960's 

Table VIII-I 

Sector Item 

Iron and steel 

Sector average 
Billets 
Rods 
Tin plate 
Grey iron castings 
Steel billets 

Iron and steel products 

Other metal products 

Machinery and parts 

Vehicle body 
Springs 
Car exhaust system 
Car frame 
Iron products factory 

Soft drink caps 

Vehicle fenders 

Tail gate 

Tail gate chain 

Hinges 

Bolts and nuts 


Vehicle gas tank 
Vehicle tools 
Brake drum 
Hand brake assembly 
Windshield frame 

Copper products 

Radiator 

Radiator 

Brake and clutch lining 
Water and gas meters 

Sector average 
Vehicle wiring harness 
Vehicle lamps 
Ilorn assembly 
Cooling unit 
Electric motor 
Electric cables 
Refrigerator 
Refrigerator 
Washing machine 

(continued) 

Sector 

Date DRC DRC 

Mean 

13.68 
1968 16.47 
1968 15.93
 
1968 20.43
 
1968 13.95
 
1969 2.80
 
1968 12.50
 

93.87 
1966 15.79 
1966 23.67
 
1966 17.43
 
1966 15.92
 
1966 negative
 

1969 49.90
 
1966 13.90
 
1966 55.97
 
1966 11.10
 
1966 15.17
 
1969 719.80
 

14.17 
1966 15.00 
1966 12.12 
1966 15.63 
1966 15.00 

16.94 

1966 23.28
 
1965 14.00
 
1966 17.03
 
1969 6.60
 
1969 6.10 

21.81 

1968 13.60
 
1966 7.40 
1966 7.86 
1966 15.00 
1965 21.40 
1965 31.90 
1965 46.00 
1968 15.00 
1969 27.70 
1969 32.30 
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Sector
 
DRC
 
Variance
 

29.70 

43,737.12 

22.89 

139.37 

http:43,737.12
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Table ViI1-1 (continued) 

Sector Sector 
Sector Item Date DRC DRC DRC 

Mean Variance 

Transport equipment 27.78 278.88 
Assembler I 1966 26.42 
Assembler 2 1966 55.48 
Assembler 3 1966 14.74 
Motorcycle engine 1969 14.50 

Note: A negative DRC means that the foreign-exchange cost of tileinputs (direct 
and indirect) exceeds the foreign-exchange value of [ie output. 

Sources: Data for 1965 arc from Anne 0. KrueL'ger, "Sonc Lcono itic ('ost, of ,xclange 
Control: The Turkish ('ase." Journal of Political l,onun.r. October 1966. 
Data indicated as 1966 are from data compiled by the USAID Mission, Ankara, 
in the sumner of' 1966. Data for 1968 are from: Necati tizftrat. "('o pelitive 
Ability in the Mlantffacturing Industries and tlie Structure of Cost," P11h. No. 
SPO 754. Economic Planning 26 7 SPO). Data for 1969 are fron Anne 0. 
Krueger, lurkish Domestic-Foreign Price Relationships. 1969. mimeograph 
(Ankara). 1969. 

sources should be mentioned. The 1965 and 1969 data are similar in that all 
estimates are based on the assumption that firms operate at fitll capacity, and 
that all capital - equity plus debt - eartied a shadow return of 20 per cent. 
The 1969 data, however, differ from the 1965 data in two regards: ( I ) They 
were all drawn from loan applications which had been approved and where 
one criterion for extending a loan was that the I)RC not be too high. Thus 
there is something of a downward bias in the 1969 estimates. By contrast, the 
1965 data consisted both of loan applications at a time when no such crite
rion was used and of existing firm experience (projected to full capacity 
utilization) and loan project information. (2) The 1969 data did lnot contain a 
breakdown of the firms' domestically purchased itputs into tradeable and 
hotne goods whereas the 1965 data did. For 1969, therefore, l)RCs were 
computed on three alternative assttmlptions: a) all purchased inputs were 
tradeable at TL 9=S 1; b) all domestically purchased intpts were home goods; 
and c) all purchased inputs were tradeable at TL I 5=S I. Assumption (c) is per
haps the most r alistic, and the one used in the data for Table VII I-I . LIt it 
should be noted that the rank correlations between I)RCs computed on the 
three alternative bases all exceeded 0.95. The only significant ditference was 
that some 1969 observations indicated foreign exchange losses (negative for
eign exchange saving) when computed on the basis of assUtmption (a). 

Data for 1966 were obtained by USAID personnel in the sumtner of 1966 
and are based upon interviews and questionnaires with over 150 Turkish 
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firms. These data were derived entirely from existing firms' actual operations.No adjustments were made for differing rates of return upon capital, varyingdegrees of capacity utilization, and the like. Thus the data really represent tileTL value added at market prices divided by the foreign exchange saved orearned when direct andI indirect utilization of foreign exchange in inputs is
taken into account. 

The 1968 data are also based upon actual operating experience. Their chiefdrawbacks are that no adjustment was made for varying profit rates and thatindirect imports utilized in production were not subtracted from international value-added estimates. The net effect is probably to bias the 1968 estimatesdownward. [or example, tile refrigerator estimate for 1968 (under Machineryand Parts) is TL 15 per dollar and that for is TL196) 27.7 per dollar.Although inflation Muay have affected lie estimates slightly, the 1968 estimate allowed a zero return on capit:, , ,ind the 1969 estimate allowed :, 20 percent rate of return. Moreover, indirect imports used in producLtion werenetted out of international value added in the 1969 estimates and not in the1968 ones. Whilc there is no way of knowing whether the same refrigeratorproducer was evaluated in the 196S and 1969 data. adjusting the 1969 datato a zero profit base and adding indirect imports into foreign exchange savedaccounts for over 95 per cent of the difference between the two estimates ofDRCs. It was not possible to contrast the sources of differences to the sameextent in all other cases, but the relationships between the various sources ofdata generally appear consistent over the range of commodities observed. 

Variationsin DRCs 

In Table Vlii-I the date after each activity denotes the source of theestimate, as indicated in the notes to the table. There is wide variation inDRCs among industries and activities. Despite the fact that the four sourcesdid not provide estimates on an entirely comparable basis, all four sets ofestimates show this wide variation.

The last two colunns of Table VIII-! 
provide an unweighted mean of allthe estimates for each sector and the variance of DRCs around tie sectoralmeans. The sectoral means and variances should be interpreted with extremecare, since negative DRCs (where the international value of the inputs exceeded tlre international value of tire output) could not be included in tieestimates. Tire chemicals sector, for example, has a relatively low mean DRC.Yet out of nine estimates for that sector, two activities showed negativeinternational value-added. Because these two observations were not includedin the computation of the mean and variance for chemicals, both numb,.rsappear low. Similarly, the presence of an extreme observation, given tile smallnumber of activities for which estimates are available in each sector, seriously 

http:numb,.rs
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influences the mean and variance. Thus iron and steel products contain nuts
and bolts, which were computed to have a DRC of 791.80. The mean for the 
sector therefore is above all but that observation, although an iron products
factory had a negative DRC in 1966 and was therefore excluded from the 
sectoral mean.
 

We now consider the evidence. DRCs for the 
 food and beverage sector 
have been relatively low (with a few notable exceptions). If one assumes that
TL 15 = Sl was close to an equilibrium exchange rate during the latter half of
the 1960's, all subsectors except sugar, alcoholic beverages (which were a
State Monopoly and whose DRC is therefore difficult to interpret since the
1968 estimates are not adjusted for different levels of profitability), tea and
canned food were clearly export industries. The DRC for meat products
should be especially noted. It is a sector in which Turkey probably has a vast
unrealized export pctential. There has becn a sizeable, mostly illegal, export
of meat products over Turkey's eastern border, and the Turkish internal price
of meat is below the international price. Government policies aimed at keep
ing the domestic price of meat down have been a major factor in discouraging 
the development of meat exports.

In food products, as in other sectors, the variation in DRCs appears to be
of about the same order of magnitude as the differences in incentives between 
export and import-competing producers. Thus figs, raisins, hazelnuts and
tomato canning all had DRCs below ten while sugar (an import-substitution
industry) had a DRC in excess of 30. The only DRC estimate in the food and
beverage sector that appears inconsistent with tie export-imnport-substitution
generalization is that for canned food 1968. That estimate is wll above those 
for tomato paste and tomato canning, which are the two predominant forms
of food canning. Most observers believe that food canning is an industry in

which Turkey has relatively low economic costs, and where exports could be

developed profitably under an alternative trade regime. The cause of the high

figure in this sample is not known, but it is possible that the 1968 estimate 
did not adjust for disparities between the domestic and international price of
tinplate. For canning, the fact that domestically-produced tinplate was priced 
at about three times the world level effectively precluded the development of
canned-food exports. It is also possible, of course, that a high-cost firm was 
the basis for the estimate of the canned food DRC. 

Like the food sector, the textile sector appears generally to have relatively
low DRCs, but there are several exceptions. Tlie 1966 study indicated a
negative foreign-exchange saving for nylon textiles, and both serge and MA 88 
cloth had DRCs above TL 20 per dollar in 1968. The coexistence of low-cost
and high-cost firms in the same sector is consistent with a priori expectations
about the effects of the trade regime.

Other sectors, where there are very few observations but for which DRCs 
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appear to be reasonably low, are forest products, leather products, and stone 
and clay products. As seen in Chapter VII there issome independent evidence
suggesting that these sectors may 'lave considerable export potential, which 
tends to corroborate the low DRC estimates. 

The picture is rather different on the import-substitution side. The iron
and steel sector was generally high cost. In the 1968 study iron and steel was 
found to be the highest-cost sector. While some of the high costs may have 
been attributable to start-up activities of tire industry, some of the Firms in
the sample had been operating for extended periods. Iron and steel products
show the widest variation in )RCs. Many of the items included in that sector 
are parts and components for vehicles, but other items exhibit equally high
variation. The bolts and nuts DRC is reflected in the sectoral average and 
variance. Even omitting bolts and nuts, however, the ave-age DRC for iron 
and steel products isTL 24.3. 

Machinery and parts, transport equipment, paper, plastic, ruibber and 
chemicals are other sectors where many of the activities are import-substitu
tion oriented. As can be seen, some DRCs have been negative, implying that 
there have been negative foreign exchange savings in iniport-substitution.
That isespecially true for fertilizer, where the transport cost of importing raw 
materials exceeds the transport cost of importing the finished product.

The wide variation in DRCs on the i port-stubstitution side is indicative of
the degree to which encom agement of inport-substitut ion has been indis
criminate. Some activities clearly were economically sound investments,
whereas others were extremely high cost. That happened not only between 
different production lines, but also in the sane production line. Tires, within 
the rubber products sector, are a case in point. The two 1966 l)R(' estimates,
made on a comparable basis, indicate a I)RC of 13.5 for one firni and 27 for 
another. There can be little doubt that the prodtction of tires at a 1)RC of
13.5 would have been econoriically justified and lrofitable under optimal
resource allocation whereas production at a I)R( of 27 would not have been.
Yet under the trade regime and investment r, 7Julalions both firms were able 
to survive. 

Another factor should also be noted. Among he ii port-substitutio acntivities, sonie would have been viable exports rnder appropriate incentives.
Yet the high cost of inputs from other doniestic industries (where iraporting
the input was infeasible because of the "Prohibited List") effectively pre
cluded the possibility of developing export markets. The cases of tinplate and
canned food have already been cited, and there were many sinilar instances. 
Thus in some cases import-substitution was rnot only high-cost in itself, but it 
also had indirect costs, given the use of the "Prohibited List.- in preventing the 
development of exports in other industries. 

It is evident that under an alternative and economically more desirable set 
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of incentives Turkey could have achieved a considerable increase in net for
eign exchange availability for the same level of investments and resources 
Uevoted to the manufacturing sector. The unweighted average of sectoral 
DRCs from the data in Table VIII-l was TL 23.5 per dollar. A more selective 
import-substitution policy and increased incentives for efficiency resulting 
from competition could ccrtainly have reduced the average substantially. Esti
mates of the increased output which could have been achieved will be pres
ented in Chapter IX. They are based upon data from sectoral averages. When 
interpreting those results it will be important to bear in mind that the sectoral 
data themselves conceal a great deal of variation among subsectors and among 
firms. 

. E cess real costs of the systetn 

In addition to expecting a restrictionist trade regime to result in wide 
variations in costs of different activities, one would also anticipate that a 
system such as the Turkish would impose excess real costs on virtually all 
firms operating under the regime. Several types of ex,.ess costs are identifi
able: ( I ) entrepreneurial time and energy; (2) additional clerical staff required 
to handle paperwork; (3) expenses, such as airplane trips to the capital, 
associated with obtaining import licenses; (4) costs associated with the effects 
of the regime on inventorv levels: and (5) excess capacity resulting either 
from inability to obtain imports or from incentives to overbuild resulting 
from the trade regime. 

The first three costs are extremely difficult to quantify, and their impor
tance is hard to estimate. Entrepreneurship is generally regarded as a scarce 
resource in developing countries. If entrepreneurial energies and efforts are 
devoted to obtaining import licenses, the drain oil the scarce resource clearly 
constitutes a cost of the import regime. Likewise, insofar as firms must hire 
additional bookkeepers, clerks and office staff to handle the paperwork asso
ciated with obtaining licenses, the firm's costs are increased by the import 
regime. 

There is no evidence available with which to evaluate the magnitude of the 
costs incurred in obtaining import licenses. Even interviews failed to yield any 
firm estimates. Some businessmen stated that they would be willing to pay 
about 10 per cent above landed cost if items could be domestically produced, 
since they cou'd save that much by avoiding the licensing process. IHowever, 
there is clearly an important difference in the magnitude of cost-saving, when 
the source of supply of one item shifts from the foreign to the domestic 
market and when all items shift or when licensing procedures are simplified 
for all items. 
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The last two components of excess costs, inventory and underutilized 
capacity, can be evaluated to some extent. In this section, these two compo. 
nents are considered. It should be borne in mind, however, that the costs 
incurred in obtaining licenses are unknown, but certainly are of some impor
tance. 

Excess inventory costs 

Incentives to hold large stocks of imported goods originated from several 
factors: (1) for Libe:alized List goods there was uncertainty as to a) the 
length of delay in issuing licenses in the future, b) whether goods would 
continue on the Liberalized List or be eligible for importation at all, and c) 
the date at which licensing would be suspended for the current import period; 
(2) for Quota List items a) there was the consideration that only one order 
could be placed during each six-month period - so that inventories had to be 
sufficient to cover until the next importing period, and b) there was the 
possibility that imports might be prohibited at a future date as higher-cost, 
lower-quality domestic capacity came onstream; (3) for both Liberalized List 
and Quota List imports, the domestic premium was rising rapidly in the latter 
half of the 1960's, so that investment in inventory for resale or own use was 
likely to be profitable; and (4) throughout much of the 1960's there was 
discussion of possible devaluation. Stamp taxes and other charges for imports 
were increasing, so that expectations of profitability of investment in inven
tories of imported foods were further enhanced. Excess demand for imported
goods therefore made inventory accumulation profitable despite the high 
guarantee deposit requirements. 

The import regime, oi course, prevented firms from attaining their desired 
stocks of imported goods. There were cases whcre low inventory holdings led 
to excess production costs due to plant shutdcvos or production delays, and 
other cases where firms incurred the costs of holding higher inventories than 
they would have tinder a liberalized import regime. 

Thus it was not simply the aggregate lcvel of inventories of imported 
goods, but the composition of the inventories that led to excess costs. Some
times very high costs were incurred as a penalty for inadequate inventories. In 
several cases reported in interviews, bulky materials such as carbon black and 
copper tubing were air-freighted into Turkey after special permission had 
been obtained to do so a month or more after the plant had ceased produc
tion. Resort to the black market was probably fairly frequent and entailed 
not only the costs of production delays but also those of inferior-quality 
items and non-standardized inputs. 

There is no means of quantifying the costs incurred by firms whose inven
tories of imported inputs were suboptimal. However, there is some evidence 



228 Microeconomlc Effects of the Trade Regime 

to suggest that despite the import regime firms were generally successful in 
avoiding those t,,-ts by holding considerably larger inventories than they 
would have considered optimal had imports been liberalized. Interviews, a 
sample of firms' balance sheets, and data on the ratio of investment in inven
tory to total investments in Turkey compared to other countries all suggest 
tile same result. Interviews with industrialists provided some imprcssionistic 
evidence. Businessmen in firms with foreign parent companies were especially 
vocal on the subject of inventory costs. It was generally claimed that a West 
European producer would hold inventories adequate for about two months' 
production, at all average interest cost of 8 per cent. The Turkish counter
part, by contrast, would hold inventories adequate for an average six months' 
production, at an interest cost of 14 per cent. For domestic producers, the 
Turkish rate of inflation probably equated the real interest rate with that in 
Europe. Even so, the real costs associated with an average inventory level 
three times as high as that incurred under a liberal trade regime certainly 
constituted, at least in part, an excess real cost of the system. Firms wihich 
might otherwise have exported were, of course, at an even greater disadvan
tage as long as the exchange rate, and foreign prices, remained stable, as the 
14 per cent interest charge then constituted a true cost disadvantage. 

A sample of 'hrty-two Turkish firms' balance sheets, as of the close of 
each firm's 1969 fiscal year, provides some additional information.- From 
each firm's balance sheet, the value of raw materials and other goods used in 
production -- but not its holding of semi-finished and finished products 
was calculated. In addition, each firm's net fixed assets were taken. The 
weighted average ratio of inventories of inputs to net fixed assets was 0.4655, 
and the unweighted average was 0.5175, thus implying that for the sample 
firms' inventory investment was approximately half as large as investment in 
fixed assets. 

Data on the composition of gross domnestic capital formation in various 
countries tend to confirm impressions from the sample and from interviews. 
Table VIII-2 provides estimates of the ratio of investment in inventory to 
fixed capital investment for a sample of countries. The average ratio for the 
three years 1966 to 1968 was used, since inventory investment can show 
sizeable year-to-year fluctuations. As can be seen, Turkish investment in 
stocks in the three years averaged 15 per cent of investment in fixed capital. 
That ratio is more than twice that of all countries in the sample except that 
of Japan and Spain. 

Although the high Turkish ratio of inventory to fixed investment cannot 
be attributed entirely to the trade regime (domestically produced goods were 

5.The data were kindly provided by the Industrial Development Bank of Turkey. All 
firms in the sample had applied for loans from the bank, and most had received 
them. 
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Table VIII-2 
Ratio of investment in stocks to fixed investment, various countries, 1966 to 1968 

Country Ratio Country Ratio 

Australia 0.080 Israel 0.030 
Belgium 0.036 Italy 0.038 
Brazil 0.074 Japan 0.135 
Chile 0.081 Korea 0.060 
Denmark 0.049 Netherlands 0.054 
France 0.069 Spain 0.107 
Germany 0.025 Turkey 0.152 
Greece 0.021 United Kingdom 0.030 

United States 0.065 

Note: a)Data for Brazil are for the 1965- 1967 period. 
b)These data cover all inveniory investments in all sectors and are therefore 
not comparable with data from firms' balance sheets. 

Source: SPO data for Turkey; Yearbook of National Accounts Statistics, United Na
tions, 1969, country tables for other countries. 

part of inventory accumulation, too) there can be little doubt that the import 
regime was a contributing factor in Turkey's high figure. Unfortunately, 
Turkish estimates of inventory investment do not go back before 1963. It is 

therefore not possible to contrast the figures during Phase 11with the figures 
from earlier years.6 Nonetheless, the very high Turkish figure combined with 

interview impressions and sample data suggests that itiventories were probably 
substantially higher as a result of the trade regime than they would otherwise 
have been. 

Underutilized capacity 

Import-substitution policies are usually paradoxical: undertaken to reduce 
dependence upon imports for final consumption, they can increase depend
ence upon imports of raw materials and intermediate goods. When import
substitution industries are established they require importb to sustain the flow 
of production. In the event of "foreign-exchange shortage" not only does 
final consumption decline, as it would have done in tile absence of import
substitution policies, but employment and domestic production can decrease 

due to the absence of intermediate goods and raw materials required more or 
less in fixed proportions to the production process. Planners can find them
selves on the horns of a dilemma. If intermediate goods necessary for current 

6. The average ratio of inventory to fixed capital investment was 0.136 for the period 
1963 to 1965. 
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production are permitted, then capital goods imports to expand capacity are 
reduced, and the growth process is inhibited. One possible outcome is the 
underutilization of existing capacity, due to unavailability of imported inter
mediate goods. 

There is no doubt that the Turkish planners were caught in this particular 
dilemma: as seen in Chapter VI, raw materials imports were systematically 
underforecast and had to be successively increased. To the extent the flow of 
raw materials was permitted, the cost was the failure of capital goods imports 
to rise as rapidly as they would have otherwise. Insofar as raw material 
imports were restricted to permit additional capital goods imports, excess 
capacity in existing firms could develop. 7 

In addition to the possibility of excess capacity arising because of smaller
than-desired flows of imports, another factor was important in Turkey and 
makes estimation of the degree of excess capacity very difficult. It was seen 
in Chapter VI that import licenses werc allocated among industrialists upon 
the basis of their capacity. Thus incentives were created by the import-licens
ing system to build additional capacity even if existing capacity was under
utilized. 8 Failure to expand when other firms were obtaining capital goods 
import licenses and expanding could result in a reduced share of the market 
even if existing capacity was underutilized. 

Thus, not only could underutilization of capacity arise because of inade
quate raw material imports, it could also result from firms' deliberate over
expansion. Either way, the costs of the excess capacity are clearly attributa
ble to the trade regime. 

Difficulty arises because the license-allocation procedure led not only to 
idle capacity but also to overstating actual capacity. "lableVIII-3 gives data 
reported to the Union of Chambers on capacity utilization for 1966, 1967 
and 1969, the only years for which data are available. For each quota number 
against which license applications were made, the Union reported actual levels 
of output and capacity. The first column gi/es the number of quota alloca
tions under which reported capacity utilization was less than 10 per cent. In 
1968 18 quotas, or 12 per cent of the quota numbers for which estimates are 
available, were destined for industries reported working at less than 10 per 
cent of capacity, and 65 per cent were destined to firms reported operating at 
less than 50 per cent of capacity. The figures are comparable for 1965 and 

7. It should be noted that excess capacity, in the sense used above, implies that pro
ducers would expand output at existing input-output prices if they were free to 
purchase their desired amounts of all inputs at those prices. Other forms of physical 
excess capacity that would occur as the result of unprofitability of additional pro
duction at prevailing prices are not included in the analysis. 

8. Jagdish Bhaigwati and Padma Desai, India Planning for Industrialization,Oxford 
University Press (London), 1970, pp. 326-7, analyze the same phenomenon for India. 
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Table VIii-3Data reported to Union of Chambers on capacity utilization, 1966, 1967, 1969 

Per cent of Capacity Reported Utilization by Applicants 
L ss
thanL0 10-25 25-50 M r

50-75 75-90 Mote Total 

Number of quotas allocated 
1966 18 28 49 27 
1967 

7 17 14623 35 
 43 21 6 13 1411969 23 40 38 23 9 15 148 
Notes: 
 a) No definition of capacity isgiven by the Union of Chambers. They give two
entries: (1) total capacity, and (2) capacity utilized in the year indicated. The
ratio of the two was computcd for the entries in this table.
b) The number of quotas is less than in Trable VI-7 because some quotas had
multiple uses and 
no physical nicasure of capacity was given.
Source: Same as Table VI-7. 
1967, with a slightly higher fraction working at less than half of capacity.'If these data were accepted at face value, they would indicate seriousunderutilization of capacity. While some industries might have been operatingbelow capacity due to strikes or inadequate demand, that explanation cannotcover half the recipients of quota allocations. However, as indicated above,incentives were present to overstate capacity.' 0 Once an entrepreneur's capacity was certified, he sell hiscould equipment and remain eligible forimport licenses. Thus in some cases the sanie physical capacity could becounted two or three times. Moreover, incentives were present to overstate


the physical capacity of acttually operating equipment.

It is thus difficult to place much credence in the evidence based upon
import-license data. 
 Other available evidence suggests that there was excesscapacity in some sectors, bul 
that it was not nearly as widespread as the 

Union of Chambers' data indicates. 
In the summer of 1966, at a time when import shortages were believed tobe resulting in excess capacity, an AID tean undertook an extensive study of

the problem. Their conclusions were as follows: 

9. Capacity measures givenare by the Union of Chambers in physical units, so nomeaningful weighting of sectors was possible.10.A story, told by a friend, may illustrate. A man imported some machinery in theearly 1960's. Ilis machinery was inspected and his capacity certified, lIe then soldthe machinery for more than he paid for it. lie continues to get import licenses: hisprofits on resale in each period prior to August 1970 exceeded the initial cost of the
machinery. 
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The Inte-views indicated that despite the problems of the import system - and they 
were ana are many - most producers were able to obtain the essential imported 
supplies needed to operate their factories. Not all firms were operated at or near 
capacity, but those that were not generally limited to industries which used very large 
amounts of imported materials relative to their output. This was particularly the case 
with the assembly industries...Other branches of industry which were adversely af
fected were wool textiles (which use imported merino wool), canning, and plastics, 
all of which depend heavily on imported materials... 

On the basis of more recent discussions, there is little reason to believe that the 
situation has changed radically...Althougb the total level of imports has decreased 
since 1966, the level of raw materials necessary to maintain total production has not, 
except for steel products which are now being supplied from Eregli Steel Mill... ' I 

In interviews with businessmen conducted during 1965, 1967, and 1969 
this author found only two cases of plant shutdowns and several instances 
where finished goods - less one or two parts - had to be stockpiled pending 
receipt of imports. Relatively few interviewees commented upon underutiliza
tion of capacity as being a problem, although many complained of having to 
purchase from small firms at high prices. Similarly, time series production 
data do not provide any evidcnce of widespread, persistent, excess capacity. 

It seems reasonable to conclude that the import regimie led to some over
building of capacity and idle capacity in some heavily import-dependent sec
tors. By and large, however, businessmen avoided the costs of plant shutdown 
and underutilization by incurring heavy inventory costs. 

III. Employment, factor proportions, and income distribution 

As seen in Chapter VI, the EER for capital goods fell in the latter half of 
the 1960's. The decline in the rae wa. tl,result of increasing use of "invest
ment incentives," which ess!nt~aily consisted of the partial or total exemp
tion from or postponement of duties and surcharges otherwise payable on 
imports. Thus by 1969, with an official exchange rate of TL 9 = SI ,a capital 
good import subject to 50 per cent duty would have cost the importer in 
excess of TL 18, combining stamp tax, surcharges and production tax, but 
would have cost him as little as TL 10 if granted total exemption from duties. 
Thus for those receiving SPO approval of their investment projects, the im
plicit subsidy on capital goods intports was sizeable. 

In theory, subsidization of capital goods imports can have several effects: 
(1)capital-intensive industries will become relatively more attractive invest
ment alternatives than labor-intensive industries; (2) entrepreneurs who can 

11. Lubell et al., op. cit. (Note 7, Chap. VI), pp. 96-97. 
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obtain the subsidy will substitute capital for labor; and (3) there will be a 
substitution of imported capital goods for domestic capital goods. As a consc
quence, in a competitive market one would expect the equilibrium wage to be 
lower'and less growth in domestic capital goods industries than would other
wise have occurre,. When wages are determined by non-market forces, one 
would expect that employment opportunities would grow less rapidly than 
they wot'U in the absence of subsidization of capital goods imports. 

Tire labor market was not free in Turkey. Minimum wages were in effect 
throughout the 1960's, and the real wage increased at an average annual rate 
of 2.9 per cent between 1963 and 1969.1 2 Thus increases in the real wage
would ha e led to some incentives to substitute capital for labor even if the 
real price of capital goods had remained constant. As it was, the real price of 
capital g:ds imports fell on average about 4.5 per cent per annui. Thus 
employment and factor proportions were the combined result of the trade 
regime and of domestic policies with respect to labor. Insofar as the effects 
predicted by theory are concerned, a rough approximation would be that 
about two-thirds of any shift probably resulted from the trade regime, and 
about one-third from domestic labor policies. 

In this section the microeconomic aspects of employment and factor pro
portions and their effects upon income distribution are examined. In Chap
ter IX estimates of life overall employment effects are presented. 

Employment and factor proportions 

Several pieces of background information will be useful to the reader. 
Throughout the 1960's Turkey had an excess supply of unskilled labor. It is 
estimated that 9.5 per cent of the urban labor force and 9.9 per cent of the 
rural labor force were unemployed in 1967. 13The impact of unemployment 
is cushioned, to some degree, in twvo ways: (I) a large number of Turkish 

4
workers are employed in Western Europe, and particularly in Germany; 

12. 	Data are from Duncan R. Milltr, "ILabor Force and lniployment: An Overview," in 
Duncan R. Millet (cd.), Labor Force and l:tplo.i'ment in TurkeY, USAID, minco
graph (Ankara), 1970, p. 33. 

13. SFYIP, op. cit. (Note 21, ('hap. 1),pp. 148- 9. 
14. As of 1970, over a half million Turkish workers were employed in West Germany.

In 1965, 9.7 million persons were employed in agriculture out of an economically
active population of 13.5 million, leaving a non-agricultural labor force of 3.8 mil
lion. Even allowing for labor force growth after 1965, the half million Turks working
abroad represent well over 10 per cent of the Turkish non-agricultural labor force. 
Although Turkey could be placed in an exceedingly difficult situation in the event of 
a severe recession in Western I-urope, the governments have been cooperating to 
smooth the flow of workers and to avoid the disruptions that coutl result with sharp
changes in European employment opportunities. IFor an excellent analysis of some 
aspects of the Turkish workers in Germany, and differential productivity and learn
ing behavior of Turkish workers in the two countries. we 'Ferry 1). Monson, Aligra
tion, Experience-Generated Learning and htnant Industries: A Case StudY of Turke, ,
Ph.D. thesis, University of Minnesota, March 1972. 
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and (2) family ties are usually sufficiently strong so that the unemployed are 
supported by their families and thus are not as adversely affected as would 
otherwise be the case. ' s 

In addition to an excess supply of unskilled labor, the number of college 
graduates in Turkey expanded very rapidly during the 1960's. With relatively 
few exceptions there was an abundant supply of highly trained manpower. By 
contrast, however, persons with middle-level technical skills were gener'tlly in 
short supply. 16 In such specialities as glass-blowing, die-casting, repair and 
maintenance jobs and middle-level technical personnel of virtually every varie
ty, the absence of persons with appropriate skills constituted a major prob
lem.I , 

Changes in relative Jactor prices. Table VIII-4 presents data on the 
prices of domestic and imported capital goods and on industrial wage.tile 

Ideally, of course, one would like data on the cost of capital services rather 
than on the cost of capital goods. lowever, insofar as any data are available 
they do not suggest any significant changes in the nominal interest rate nor in 
the return to capital in the period under review: moreover, any changes which 
did occur were undoubtedly small contrasted with changes in the real price of 
capital goods. 

The first colt.mn of Table VIII4 gives the average daily wage in manufac
turing, which more than doubled between 1960 and 1969. The second col
umn gives the TL cost for a dollar's worth of imported capital goods as 
calculated in Appendix A. Of course, to the extent that the international 
price of capital goods rose, the EER provides an underestimate of the increase 
in the domestic price of imported capital goods. However, changes in inter
national prices since 1960 have probably been small relative to changes in the 
PLD-EER. Column 3 gives the implicit GNIP deflator for the manufacturing 
sector, taken as a proxy for the p,ice of domestically produced capital goods. 
Column 4 gives the average price of capital goods and colunin 5 the wage 
relative to the weighted price of capital goods. The wage rose relative to the 
price of both types of capital equipment, especially in the latter half of the 

15. 	 In the sum mer of 1971 the author was on the campus of the Middle Fast Technical 
University and witnessed 4,000 men applying lbr eight janitorial and ground mainte
nance positions. All were healthy, well-fed, and reasonably dressed. Workers applying 
at the Labor Exchange [or permission to go to Western Europe are of similar appear
ance. The large numbers of applicants attest to the severity of the unemployment 
problem, while the fact of the family system indicates how that problem can exist 
without greater unrest. 

16. 	 For an analysis of this phenomenon and the reasons for it,see Anne 0. Krueger.
"Rates of Return to Turkish Iligher Education," Journal of Iuman Resources, Fall 
1972. 

17. 	See the discussion in the SIYP, op. cit. (Note 21, Chap. 1), pp. 161 ff. 
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Table V111-4 
Wage rates and capital goods prices 

Wage Capital Goods Prices Weighted Wage 
Rate - -- Capital Relative 
(TL Imported Domestic Goods Price to Capital 
per day) ('L per S) 1961=100) (1965=100) Goods Price 

1955 6.87 4.10 38 32 2.15
 
1960 14.11 12.11 92 82 1.72
 
1961 14.88 12.55 100 85 1.75
 
1962 15.73 12.54 103 86 1.83
 
1963 17.21 12.99 108 91 1.89
 
1964 19.07 12.99 110 96 1.98
 

1965 20.66 15.50 114 100 2.07 
1966 22.66 15.50 121 106 2.14 
1967 24.75 15.29 124 114 2.17 
1968 27.47 12.26 124 118 2.33 
1969 33.98 13.16 132 124 2.74 
1970 37.40 139 133 2.81 

Sources: ) Wage rate: average daily wage rate of workers in manufacturing covered by 
social insurance, Social Insurance Institute. Statistics Antnuttal, 1955 - 1969. 
2) Imported capital goods 1'1'Rs from Appendix A. 
3) Domestic capital goods: Implicit deflator for the manufacturing sector was 
taken and linked in 1961 and 1965. 
4) Capital goods price: for 1962 1970. implicit deflators from Yth Progran, 
1971 were used. Iefore that. imported and domestic prices were weighted by 
their share in machinery and Cquipn cnt investment. 

1960's, and the price of imported capital goods fell sharply relative to the 
price of domestic capital goods after 1965. We consider first the evidence on 
use of imported and domestic capital equipment, and thereafter examine the 
evidence on substitution of capital for labor. 

!mported versus domestic capital equipment. There are two ways in which 
one would expect the ratio of imported to domestic capital goods to be 
affected by the trade regime: (I ) the price of imported capital goods relative 
to the price of domestic capital goods would induce greater use of the cheap
er kind, and (2) the availability of foreign exchange for capital goods imports, 
in the presence of excess demand under quantitative restrictions, would deter
mine tilevolume of imported capital goods. ' The first effect is relatively 
straightforward and would occur in all sectors of the economy, although 
investment in some sectors would become relatively more attractive than in 

18. It should be recognized in what follows that underinvoicing and other phenomena 
associated with the trade regime might lead to serious problems with the data. 
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others depending upon the ratio of imported to domestic capital equipment 
employed in each sector. The second effect is more complex. Within each 
sector, films may purchase more domestic capital equipment when they are 
unable to obtain import licenses. In addition, investment may shift to sectors 
relatively less dependent upon imported capital equipment as domestic 
savings are available for the purpose. 

McCabe and Michalopoulos investigated the combined effects of foreign 
exchange availability and relative prices of imported and domestic capital 
investment for tile years 1950 to 1963.'9 As a proxy for the availability of 
foreign exchange, they used the amount of foreign credit received by Turkey 
in each year. The use of that proxy seems reasonable since foreign credit, 
especially in the 1950-to-1963 period, consisted largely of suppliers' credits 
and project aid, both of which are generally used to purchase imported capital 
goods. 

Their regression equation, and results, were: 

log(Im//d) = 2.40 - 0.03 log(Pm/Pd) + 0.26 log(R,/Rd) - 1.60D 
(0.04) (2.57) (-6.51) 

R 2 = 0.89 F= 28 

where Im/'d is the ratio of investment in imported to domestic capital equip
ment (given the unavailability of capital stock figures), Pm/Pd is the ratio of 
the price of the two kinds of equipment, Re/Rd is the ratio of external credit 
to internal credit (the volume of bank loans) and D was a dummy for the 
post-devaluation years (1959 to 1963). 

The McCabe-Michalopoulos results suggest that a I per cent increase in 
foreign credits resulted in a 0.26 per cent increase in the ratio of imported to 
domestic capital equipment invested. The results are what one would have 
expected, especially for the period covered by their study, with foreign ex
change availability being an important determinant of capital goods imports. 

The fact that the relative-price variable is not significant may be the result 
of the inclusion of the dummy variable for the years after 1958. Since the 
1958 devaluation constituted the major change in the telative price of im
ported capital goods, that variable probably picks up most effects of the 
relative price changes. 

In addition to the McCabe-Michalopoulos results, additional evidence on 
the effects of the import regime on investment composition can be gained by 
inspection of the behavior of construction investment relative to total invest
ment over the period. As seen in Chapter II, plant and equipment investment 

19. James McCabe and Constantine Michalopoulos, "Investment Composition and Em
ployment in Turkey," DiscussionPaperNo. 22, AID, October 197 1. 
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Table VIII-5 
Composition of investment, 1959 to 1969 

Construc- Machinery and Total Construction Machinery and 
tion Equipment Equipment 
(millions (millions (millions (% of total (%of total 
of TL) of TL) of TL) investment) investment) 

1959 4,397 2,294 6,691 65.7 34.3 
1960 4,817 2,699 7,516 64.1 35.9 
1961 4,917 2,926 7,843 62.6 37.3 
1962 5,292 3,420 8,712 60.7 39.3 
1963 6,569 3,508 10,077 65.2 34.8 
1964 7,381 3,186 10,567 69.8 30.2 

1965 8,466 3,301 11,767 71.9 28.1 
1966 10,399 4,754 15,153 68.6 31.4 
1967 11,931 5,331 17,262 69.1 30.9 
1968 14,015 6,416 20,431 68.5 31.4 
1969 16,656 6,718 23,374 71.2 28.7 

Note: SIS data are not consistent with Gi'rtan's data given in Trable 11-10 and IV-9 
for years for which the series overlap. The source of the discrepancy is un
known. 

Source: National Income 1970, op. cit. (Table 1-2), Table 6. 

in Turkey ismuch more heavily dependent upon imports than is construction 
investment. Data for tile period 1953-to-1958 were given in Table 11-10. 
Table VIII-5 gives data for subsequent years. 

It will be recalled that investment in plant and machinery fell from 30.6 
per cent of total investment in 1953 to a low of"23.6 per cent in 1957, rising 
to 26.9 per cent in 1958. As call be seen, the absolute and relative increase in 
the importance of machinery and equipment investment rose until 1962, 
reaching 39.3 per cent of total investment in that year. Thereafter investment 
composition once again shifted toward heavier emphasis upon construction 
investment. The import stringency of 1964-1965 is clearly reflected itn tile 
data, as the share of construction increased to its levels of the mid-1950's. 
With renewed project credits in 1966-1968, investment in machinery and 
equipment again increased, but by no means reattained its relative importance 
of the early 1960's. 

The timing of the changes in importance of construction in total invest
ment coincides remarkably closely with the delineation of Phases of tile trade 
regime in Turkey. During Phase 11, in both tile 1950's and 1960's, invest
ment became increasingly oriented toward those sectors requiring relatively 
few inported capital goods, )uring Phase IV of the early 1960's investment 
shifted toward plant and machinery, despite its price, relatively higher than 
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in the Phase II episodes. It would appear that the availability of import 
licenses has been relatively more important than the relative price of im

ported capital equipment, although both factors have influenced the composi

tion of investment. 

Capital-labor substitution. The fact that quantitative restrictions on cap

ital goods imports have offset or desiredmay part all of tile substitution 

between types of capital equipment does not rule out tile possibility of 

substitution of capital for labor on the part of those firms fortunate enough 

to receive capital goods import licenses and duty exemptions. As seen above, 
two factors were operative here: the price of imported capital goods fell in 

real terms, and the real wage rose. 
It is difficult to estimate how much substitution of capital for labor in fact 

took place because the large change in relative factor prices occurred in the 

late 1960's and the latest available Census of Aiacnifitures is for 1963. 

Demirgil undertook a variety of tests on data for the public sector for the 

periods 1939-1963 and 1949-1963 and found some statistical evidence of 

capital-labor substitution, 2) although productivity growth dominated the 

data. 
McCabe and Michalop,-;ulos extended their analysis to investigate the rela

tionship between the labor share of value-added and the ratio of imported 

capital goods investment to total investment. They used the wage share, in 

the absence of better data, as a proxy for the labor intensity of each sector. 

Their data were cross-section data from the 1963 Census of Mantufhcttres. 

Their results were: 2I 

IV/V =0.43 - 0.20(Iraft) 

R2 = 0. 10 F = o.1I 

where IV/V is the labor share in value added, and In1/ is the share of int

ported equipment in total equipment investment. In their model, tie coeffi

cient on the term 1n/1 reflects the difference between the labor shares in 

processes using domestic and imported capital equipment. 2 Substituting the 

20. 	Demir Demirgil, "Factors Affecting the Choice of Technology in TIurkeV and inpli
cations for the Level of lniployment," in Miller ted.). op. (it. (Note 12). 

21. McCabe and NIichalopoulos, op. cit. (Note 19), pp. 6 8. 

22. The total capital share is a weighted average of the capit:l coefficients corresponding 

to thc two types of capital stock: (I - 11I) = K IK(I -- I) + (I - K 11K) (I 
bd), where bd and bo are the labor shares in the two processes. By manipulation, the

1 

pCrcentage difference in the capital-labor ratio of two sectors (AL/K)/(L ../Kn) is: 

Sd/(l bd) 
-I Xt00 . 
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results of the regression estimate, they estimated that the labor share in 
value-added was 43 per cent in processes using domestic capital goods and 23 
per cent in processes using imported capital equipment. Thus if wages are
equal across sectors, employment would be twice as great per unit of invest
ment in domestic capital equipment as it would be in foreign.'.

Both the McCahe-Michalopoulhs data and th l)emirgil datl: are for the 
period ending in 1)03. With the amount of structural change in Turkey
between the earlier years and the 1900's, their results dti nt necessarily
reflect the degree of capital-labor substilution during the 190(O's. Ii the abh
sence of recent Census data. ()lgut investigated the extent of' capital-labor 
subsiitutjoi ontfhe basis of iiformation frorm investment priojects financed by 
the Industrial I)evelopimem tlnk of lttrkey. 2 lII Icfitid that businlessilien 
generally regarded the choice o* tcclmolhigv aJs rlven. , lhough 

... it is also quite likety that hectite iv ct r,; t,, not hapt an incentive in adopting 
lah r-intensive tectniqtiei , itie tIo iwl C\sp rOtThe a ailabiliiy (it less expensive, tess 
ntodern and imiore iator ak,,rhile :Ijuipnicni. -2 

There was considerable evidence, Iowever, iltl substitution was possible in a 
variety of ancillary operations.t lhere was a "marked tendency to replace
labor with atomatic lachiteiery" or those operatiaons. 

Ongil fotid that im cases where a variety of techniques were available to 
choose from, the capital-irntewkve techniqte was invariably chosen. Ill one 
case, a firm with an cxisting plant a d() cmploves wished to double their 
capacity. Investmient was 50 pei cent tliau tit the laborgreater earlier, 

intensive actory, am1d eiiploynment was 100 workers, cOIItrastcl with 
 tile 
r00 ill tile ohler factoryV. "lie preseili value iuf thiwtO alternative eXpIatlSiOn 
patterns was cuipiited ioie , alteruative assuim pion,. Including all invest
meInt incentives amid evaluating hoth iltinmult atl exislil, prices, the pries
ent vallie of the capiIl-iut ive factoy was II. 7.1 milliotu. anti that of1 the 
labor-intensive factory FL. 6 .14 rilliOtl. Ixcluitlinlg imvSItuCll inceltives and 
adjusting capital goods imports t) :a shadow Iate of fetigt exCliatiLee of.L 

=15 SI. hoth piiuects htad neg!atie preelt valtes although the labor
intensive project wv:ls the more at tractike the twvo. With \ Coof es colustant 
(contrasted with a projected 1I0 pelt cli a:rtlU, late of Itc'ie.ase u1pol which 
the firm h:d based its e.xplaisito platis), ft ilivestircrl incentives, midt tile 
shadow ,.xcltatge rate, the ptcMtll ,altih tofthe labt -etsse' project was TI. 

23. Mc('Ca lla ttinM it 1 .lt ltt'W' th1a1otluputl t u 1\ %% ,01 , t11 11 r Ii to er with ise of 
dtullestit: kti.1t equipiicill, hut t ott viuhe-tiadted per unt ot investment would 
be higher. 

24. ibrahim iudl l, "I conomic 'olicies, t westmn Decisions, and L nployment In
Turkish Industry," in Milter ld.), op. cit. Mile 12), 

25. Ibid., p. 93. 
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5.6 million while that of the capital intensive project was negative at wvinus 
TL 0.5 million. )ngiit noted that the choice of the labor-intensive project 
would have created more than 500 additional jobs, since tile foreign exchange 
saved on tie project by choice of the labor-intensive technique would have 
been used to import other capital goods, with adhlit ional employment oppor

tunities thereby created. 2 (, 

In Chapter IX estimates of the employment effects of inport-substition 

for the manufacturing sector as a whvole will be given, based upon existing 

capital-labor ratios in each sector. It should be borne in inid that the substi

tution of capital for labor which might occur wit hin each sector isnot included 

in the estimates and that therefore the iacroestimates probably underesti

mate the total employment effects of the trade regime and import-substitu

tion policies. 

Income distribution 

There can be little doubt that the Turkish trade regime resulted in non

optimal resource allocation with consequent losses in the attainable bundle of 
goods and services available for society's utilization. One defense sometimes 

given for nonoptimiality in the economic efficiency sense is that income distri
bution may be altered in socially desired ways which cannot be attained by 

first-best measures. 
In Turkey, as in many developing COUltlies, one of the deveo)pment goals 

has been a "fair distribution of incone.' 27 In this section consideration is 

given to the income-districtutional effects of the Turkish trade reginie. It will 

be seen that by and large the trade regime altered income distribution only 

within groups, and that the alteration which did occur Was generally question

able on social grounds. Thus Turkish trade policies were non-optimal on both 
efficiency and equity grounds. 

Evidence on Turkey's income (listrilutiui is so fragile that any inferences 

drawn with respect to changes over time would he perilous. Nonetheless, 

there are strong a priorigrounds for ielieving that the effects of Turkey's 
trade regime on overall income distribution have probably been slight. More

over, such effects as did result were probably in the nature more of redistribu
lion within the Middle and tipper income groups than of a transfer between 

groups. 

Export vcrvms inport-compting intere . In an exchange-control re
gime with currency overvaluation, theory predicts that potential exporters 

26. Ongiil, op. cit. (Note 24), Table I. 
27. FFYP, op. cit. (Note 20, 'haup. I), p. 43. 
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will be adversely affected relative to those whose interests lie in import
competing production. In Turkey, however, the major exporting interests are
in agriculture and mining. Tile effect for agriculture of any redistribution 
away from exporting interests that might have resulted from currency over
valuation was largely offset by the government's price policies toward agricul
ture. As seen in Chapter Vil, price intervention by the various state agencies
and cooperatives resulted in severing the relations between tie real exchange
rate and the price received by farmers for wheat, tobacco, figs, raisins and
hazelnuts. For those commodities, which constitute the bulk of agricultural
exports, the chief de.terminant of prices was tie nature of the price support 
program and not the real exchange rate. 

For agriculture as a whole the evidence suggests that its term of trade
improved gradually from 1950 to 1953, and remained fairly constant until
about 198, the latjest year for which data are available." Thus neither on apriori grotds nor on the basis of agriculture's terms of trade is there any
evidence to suggest that agriculture suffered relative to industry. Within agri
culture, it is probably the case that the farmers of hliecoastal plains, produc
ing the citrus fruit, cotton, olive oil, vegetables, etc., suffered relative to what 
their position would have been under a unified exchange rate. However, there 
was some offiset in that ( I ) those commodities were subject to more favorable
exchange rmtes in tie 19 50's than were the traditional commodities, and (2)
in the late I160's the export rehates pai tially coi, pensated fom the overvalued
exchange rate. Even taking these factoi. into account, however, agriculturr,
income and c(utput in the coastal region was less than it would have been
under different exchange rate policies: agricultural exports from the coastal 
areas were highly responsive to price ,:hanges (as seen in Chapter VII), and tile 
i)RC of output expansion in tlat region would have been relatively low.
Since the fertile coastal region has a per capita agricultural income well above
the Turkish average, agricultural incomes may have been slightly more evenly
distributed as a result of discrimination against exports, but tile effect was 
very small and more than offset by government subsidies on grains.

The second sectorexport in which adverse income distributional conse
quences might have been expected was the mining sector. There can be littledoubt that mini ng activity was stagnant and even declining in response to the
erosion of the real exchange rate. lowever, in terms of the personal income
distribution it is not clear tfhat there would have been any effect: most mining
enterprises are stajt-owned. l)uring the 19 50's Central Bank credits covered 
most of the SE deficits, with tie result that the incidence of the losses was
spread over the entirtr community. Although a more rapid expansion of 

28. Nur Keyder, 'Tiirkiye'de Tarinsal Reel Gelir ve Kyhinin Refah Seviyesi," METU
Studies in Development, Fall 1970, p. 38. 
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mining activities might have led to greater employment in that sector, the 
effect thereof could not have been significantly different from that of growth 
of other seutors. 

Thus the groups that theory suggests would lose through currency over
valuation were fairly well protected through the government's absorption of 
the losses that would otherwise have resulted. In the absence of these domes
tic policies, the efficiency losses resulting from currency overvaluation and 
suboptimal levels of production for export would have been accompanied by 
redistribution from agriculture and mining. Since the same income distribu
tion could have been achieved by higher export EERs, a unified exchange rate 
would have achieved superior resource allocation without adverse effects on 
income distribution. 

The groups that theory predicts would gain from currency overvaluation 
and exchange control are the import-competing producers and the recipients 
of import licenses. Many of the apparent gains were unreal here, as business
men entered into import-competing production activities who would have 
entered into production of manufactured goods for export under alternative 
exchange-rate policies. Moreover, under a unified exchange rate, there would 
have been considerably greater imports of finished goods than in fact oc
curred. Importers who received windfall gains on their import licenses would 
otherwise have had a greater volume of business. 

Aj seen in Chapter VI, there was a significant and important conflict be
tween importers and industrialists. The conflict was natural and real, although 
it centered over which group was to receive the gains. New import-substitu
tion firms received import licenses as soon as they emerged, and therefore 
obtained the premia associated with those import licenses. Such a develop
ment came at the expense of the importers who had previously dealt with the 
commodity. Thus importers of television sets, for instance, were forced to 
find another line of business or to close down when domestic production of 
television sets started. Because importing was such a profitable undertaking, 
the losses experienced by the importers were large. Some responded by start
ing their own import-substituting enterprises. Others contracted their opera
tions, and changed the type of goods imported as new domestic production 
capabilities arose. 

The importers were sometimes TAle to slow down the rate at which goods 
disappeared from eligible import lists, but they were unable to stop it. The 
economic and political power of the impo, lers declined gradually throughout 
the twenty-year period and conversely, that of the industrialists gradually 
rose. By 1970 it was evident that the power of the importers was largely 
spent and that the industrialists as a group had gained the ascendancy. 

Functionalshares, It is likely that the incidence of the trade regime on 
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functional income distribution was small and was felt primarily through 
changes in distribution within groups rather than between them. Tile im
porter-industrialist conflict was one such case and has already been discussed. 

During the 1950's the share of those on fixed salaries declined. Indeed, the 
FFYP declared that one of the major detrimental effects of the 1950's was 
that of altering the income distribution in an "unjust" direction. 2 ' That 
effect, however, was the result of inflation rather than of the trade regime. 30 

Probably the largest effect of the trade regime was on the distribution of 
labor income. As will be seen in Chapter IX, the import-substitution indus
tries generally paid higher wages, required skilled workers, and offered fewer 
employment opportunities than did the traditional and export-oriented indus
tries. Minimum wage legislation also contributed, since the inlport-substitu
tion firms, being large and visible, could evade it less easily than the smaller, 
relatively labor-intensive traditional firms. 

The consequent increase in demand for skilled workers undoubtedly raised 
the wages of those men relative to those of the unskilled. The fact that 
demand for unskilled labor rose more slowly than under an alternative trade 
regime probably meant fewer employment opportunities, rather than lower 
wages, in the presence of miniuu wage legislation. 

The incidence of fewer employment opportunities for unskilled workers 
was on the urban unemployed and those in rural areas who would have 
migrated if employment had been available. Insofar as there would have been 
more migration, per capita incoiwes in the agricultural sector might have been 
higher had tIrban employmen: increased more rapidly." Regardless of 
whether it was the urban unemployed or potential migrants who were ad
versely affected, the income-distributional effect was to increase the labor 
income accruing to one group and reduce the labor income going to another. 
Without quantitative evidence to estimate the magnitude of the increase in 
skilled workers' incomes and the elasticity of demand for unskilled workers, 
it is not possible to estimate whether labor income increased or decreased. 
With tiletwo changes in offsetting directions, however, it is likely that any 
change in aggregate labor income was relatively small. 

29. FFYI', op. cit. (Note 20,Chap. I), p. 22. 
30. Even in 197 1,many Turks cited the fact that some people made large fortunes from 

the trade regime in the 1950's as one of the greatest evils of that period. It is likely 
that the gains accrued to those already in the upper income group at the expense of 
others in that group who were adversely affected by economic policy. Redistribution 
was primarily among ;ources of profit, rather than between functional groups. 

31. 	 The disparity between urban and rural living standards appears to have narrowed. 
The ratios of urban to nral per capita income were: 1950, 6.0; 1955, 5.7; 1960, 4.8; 
and 1965, 5.1. Merih Celasun, "Prospective Growth of Non-agricultural Fmploy. 
merit in Turkey," in Miller (ed.), op. cit. (Note 12), p. 159. 
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Public sector versus private sector. Both the administration of the trade 
regime and import-substitution policies somewhat favored the public sector at 
the expense of the private sector. Most important was the degree to which 
public and private firms had differential access to scarce foreign exchange. 
Public sector firms were probably at an advantage in obtaining import licenses 
because of their relatively greater representation on committees responsible 
for allocating foreign exchange. In the 1950's, SEEs wt -eoften exempt from 
paying surcharges and duties on their imports; even when they were not, the 
duties and surcharges frequently were left unpaid, as the SEEs were unable to 
meet their financial obligations. As was seen in Part Two, the SEEs were not 
required to pay the new defacto exchange rate for almost a year after August 
1958 and continued to obtain their imports at TL 2.80 per dollar while the 
private sector was paying TL 9 per dollar. 

In the 1960's SIEs were not subject to guarantee deposit requirements, 
whereas private sector firms were. Also, the fact that much of the heavy 
import-substitution investment was undertaken by the public sector led to a 
direct increase in the relative importance of SEEs. 

But none of these effects need necessarily have resulted from the trade 
regime or from import-substitution policies. SEEs could have been subjected 
to the same treatment as private firms with no alteration in the nature of the 
regime. It seems more reasonable to interpret the treatment of the SEEs as 
the result of dIeliberate government policy: since the import regime was there 
anyway, it was one of the instruments used to attain the government's goals 
with regard to the relative importance of the two sectors. 

In summary, the subsidization of capital goods imports combined with 
rising real waeeq due to domestic policies created a bias toward use of im
ported machinery and capital-intensive processes. Except for the relative 
wages and employment opportunities of skilled and unskilled workers, there 
is little evidence that the income distribution was significantly affected by the 
trade regime, as government policies with respect to agriculture offset the 
effects that might otherwise have occurred. 



CHAPTER IX 

Macroeconomic Effects of the Trade Regime 

During the 1950-1970 period, Turkey's growth rate was well above the 
average for all LDCs. Despite year-to-year fluctuations and changes in the 
growth rate between various subperiods, the average annual rate of growth 
was a healthy 5.7 per cent. Even so, Turkey's per capita income in 1970 was 
the lowest in Europe. All Turkish governments since 1950 have made a rapid 
increase in per capita income a major goal. 

Not only was Turkey's per capita income low relative to that of her 
European neighbors, but as experience with planning progressed in the 
1960's, bottlenecks to growth appeared: foreign exchange shortage and in
adequate savings and capital formation were the most prominent., In addi
tion, discussion about the conflict between employment creation and growth 
began toward the end of' the I960's.2 

Despite Turkey's relatively favorable growth rate, a natural question is 
how much more rapid growth might have been. In terms of this study, the 
question can be formulated in terms of a consideration of Turkish growth 
under the quantitative-restriction, imiport-substitution regime compared with 
the growth that could have been achieved under alternative policies.


Estimates are made in this chapter 
 of the losses in the manufacturing 
sector incurred in the 1960's by overemphasis upon import-substitution. It is 
shown that alternative strategies could have resulted in significant increases in 
the rate of growth of manufacturing output and value-added at both Turkish 
and international prices, reduced import requiremen ts for both new invest
ment and for intermediate goods, a reduced incremental capital-output ratio,
and greatly increased employment opportunities l'or the sane level of invest
ment. Section 1describes the method of analysis and Section II provides the 
results. 

Mention should first be made of the experience of the 19 50's. The fact 
that the focus is upon the 1960's does not imply that the trade regime (lid 
not incur sizeable costs in the 1950's. On the contrary. they were probably 
greater. 

Data for the 1950's are inadequate to attempt to estimate the growth-rate 
costs of the regime in a manner comparable to that undertaken here for the 

1. SFYP, op. cit. (Note 21, Chap. I), pp. 46-7. 
2. See the papers in Millet (ed.), op. cit. (Note 12, Chap. VIii). 
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Table IX-I 
Five-year averages, real GNP and investment, and ICORs, 1951 to 1971 

Average in Annual Average Annual Average Annual 
Growth in GNP Investments as ICOR 
(percentage) Percent of GNP 

1951-1955 6.1 13.0 2.13 
1952-1956 4.7 13.5 2.87 
1953-1957 4.2 13.5 3.21 
1954-1958 3.1 13.8 4.45 
1955-1959 5.7 14.1 2.47 
1956- 1960 5.1 14.4 2.82 

1957-1961 3.4 14.8 4.35 
1958-1962 3.4 14.8 4.35 
1959-1963 3.8 15.2 4.00 
1960-1964 4.1 15.2 3.71 
1961-1965 4.2 15.4 3.67 

1962-- 1966 6.5 16.0 2.46 
1963-- 1967 6.5 16.8 2.58 
1964--1968 6.3 17.0 2.72 
1965-1969 6.5 17.8 2.82 
1966- 1970 6.7 18.6 2.90 
1967-1971 6.5 18.8 2.94 

Source: 	 For 1951-1968: Fry,op. cit. (Note 30,Chap. I!), p. 30. For 1968-1971: Fry, 
"Reply." Economic Journal, June 1972. 

1960's. Fortunately Fry has already derived some important empirical rela

tionships at an aggregate level, and his results are significant in the present 
context. 

Using five-year moving averages of investtnent and GNP Fry calculated 

investment as a fraction of GNP, the fractions of public and private invest

ment in total investment, and the incremental capital-output ratio (ICOR). 

He then tested two hypotheses: ( 1 ) changes in the rate of growth of GNP (at 

1961 prices) are explicable in terms of changes in the investiment-GNP ratio 

and its composition hetween public and private investment: and (2) there was 

a significant difference in the growth rate between the 1950's and the 1960's. 

Fry's data are reproduced in Table IX-I. The ICOR rose steadily until 

1954-1958, fell sharply in 1955 -1959 and 1956-1960, reattained its peak 

in 1957-1961 and 1958-1962, and thereafter declined until 1962-1966, 

rising gradually again in the late 1960's. By contrast, investment as a fraction 

of GNP rose fairly steadily throughout the two-decade period. 

Fry concluded that: 
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No significant changes occured in the trends in total, public and private investment as 
proportions of GNP...There was a highly significant change in the trend in GNP itself 
measured at 1961 prices... 3 

Thus changes in the ratio of investment to GNP do not explain the changes in 
tile growth rate over the period. Using the Chow test, Fry found that there 
was a highly significant difference between the 1950's and the 1960's. He 
dates the point of tie changes as 1957-1961 and concludes that the change 

... would seell have a result in theto been of a change incremental capital-output 
ratio (and not in the trend in the proportion o" investment to (;NIP. 4 

Fry attributes the significant change in the growth rate to a reduction in 
the ICOR. Since 1961 was the year of the altered structural relationships, Fry
concluded that the change can be attributed to the onset of planning. Two 
questions arise with respect to that diagnosis: (1 ) planning did not take effect 
until 1963 and there were undoubtedly lags before it could affect the growth
rate; and (2) the ICORs are moving averages, reflecting events of earlier as 
well as terminal years. Since the change in tie real exchange rate and the
reduction of inflation preceded the start of planning, it seems reasonable to 
attribute some part of the change to those events. It is difficult to isolate the
effects of the trade regime in thte 1950's from those of inflation. Even so it 
can be argued that the resource misallocational and growth effects of infla
tion were fell primarily through their effects on Turkish trade and payments.
Certainly a very high fraction of the effects of policies in the 1950's was
attributable to the trade regime and its consequences, as Turkey was heavily
dependent upott trade and Ihe effects of the deterioration in her payments
position were severe. 

Although Fry's finding of significant structural change at the point 1957-
1961 is highly suggestive, it is by no means conclusive. Alternative efforts to 
measure the effects of trade policies on growth in the 1950's are thwarted by
lack of data. We then turn to the 1960's. 

I. vstilnating tleriiatiegrowth patterns 

It is always difficult to provide quantitative estimates of the changes that
would have occurred under different alternatives, and more so when discuss
ing alternative growth patterns. One means of doing so would be to provide a 

3. Fry, op. cit. (Note 30, Chap. 11),pp. 29-30. 
4.1bid.. p. 31. 
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fully specified model of the structural relations in the Turkish economy. 5 
However, not only are the data lacking to accomplish such a task, but the 
sorts of policy alternatives we wish to consider - a more liberal trade regime, 
equalized incentives for export promotion and import-substitution, and an 
export-oriented growth strategy - are so far outside the range of observations 
on the Turkish economy that one would have little confidence in the result
ing estimates even if data were available. 

A significant change in incentives would obviously have a large number of 
effects. As seen in Chapter Viil, many high-DRC firns would either increase 
their efficiency or would contract, so that some excess costs of production 
would be eliminated for all firms. As a consequence the capital and labor 
coefficients for individual sectors would alter. Greater competition might lead 
to yet further changes. And the mix of products within industries would 
undoubtedly alter, with the relative importance of various sectors also shift
ing. 

Not all of these effects can be estimated, and yet they may be very 
important. I ere we content ourselves with a simpler approach which can 
provide insights into possible orders of magnitude on inter-industry shifts, 
although there is no basis for estimating changes in coefficients for individual 
industries that might occur. To limit the analysis still further, ve focus only 
on manufacturing and shifts within it that might have arisen undcr alternative 
policies. 

Before providing details of the method of estimation, it will help the 
reader to .,ve Inoverview. The procedure essentially anounts to comparing 
planned manufacturing investment and growth with what would have happen
ed under alternative allocations of the same total investment in manufactur
ing. The alternative allocations are hypothetical and designed to approximate 
what might have happened had growth been oriented sonewhat less toward 
import-substitution and if approximately equal incentives had beef] given for 
the development of manufactured exports and iinport-suhsi.ulion. 

The analysis is restricted to inapo factIring industries for several reasons. 
Under any conceivable growth strategy, manufacturing would be tife leading 
growth sector. Given this fact, a strategy entailing less empbasis upon import
substitution would necessarily imply development of manufactured exports. 
Rapid growth of manufacturing appears to have been a goal of economic 
policy, so that it would make little sense to examine a strategy that placed 

5.There are several dynamic ptanning models for Turkey but they are not suitable for 
analysis of the kinds of questions posed here. See Charles ltitzer, Ilikiocit 'einand 
Alan Manne, "A Dynamic Five Sector NModel for Turkey, 1967 82," Atrican Eco
nomic Review, May 1970; and Charles Ilitzer, A Perspectire Planning Model for 
Turkey. 1969-1984, Stanford University Research Center in Economic Growth, 
mimeograph, August 1971. 
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less emphasis upon manufacturing growth. An alternative growth strategy 
would undoubtedly have resulted in considerable expansion of non-mnanufac
tured minor and traditional exports, such as lumber and livestock. Analysis of 
the potential of these factors would require detailed study of each sector in 
Turkey, as well as of export markets. Mackets have been shown to exist tbr 
Turkish manufacturing and data are available, and Turkey's manufactured 
exports generally constitute negligible fractions of their world markets. Final
ly, inspection of the manufacturing sector alone provides very conservative 
estimates of what could have been achieved under alternative growth pat
terns. especially since parameters for individual industries are assumed un
changed. 

The assumption that manufacturing investment would have been the same 
with no change in investments in other sectors implies that the use of infra
structure- electricity, transport, and soon - would have been the same under 
each pattern of manufacturing growth. To the extent that import-substituting 
industries actually had higher (or lower) infrastructural requirements than 
other manufacturing industries, the estimates of the adverse growth-rate ef
fects of the import-substituting pattern will be understated (or overstated). 

klentificathim of'investment patteri" ttderalternatire growth strategies 

The important question in the absence of a structural model is the identifi
cation of investment allocations that would have corresponded to different 
growth strategies. We seek to estimate what would have happened had growth 
been less inport-substitution oriented and had incentives to manufacture for 
export been equal. 

The main question is. what would have been "reasonable- allocation pat
terns in contrast to that which actually prevailed? Attempting to identify 
potential export sectors and quantifying the amount by which they might 
have grown would he the best way of reaching an answer to this question, if 
there were a sound scientific means of' identification and quanitification.' 
Most such means, however, contain a large arbitrary and subjective element. 
Two significant facts provide a way oi, t of the impasse. First, irnport-substitu
tion sectors were generally allocated a much higher share of new investment 
than their share of existing capital. value-added. and output. Although every 
nanufacturing sec'tor clearly has both Potential export- and import-competing 
sectors. a strateg, oriented less toward import-substitition would surely have 

6. Consideration was given to estinlating sectoral I)RCs and niaxiiniti, g internatiunal 
value-added f'rom new manufacturing otutput subject to the Volume of investment 
actually undertaken and fthe availability of foreign exchange for capital goods and for 
intermediate-goods imports. Neither foreign exchange constraint was binding and thus 
allinvestment was allocated to one sector, a clearly unsatisfactory sotution. 
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allocated more new investment to the established sectors and less to the 
newer industries. Second, the import-substitution sectors generally had higher 
ICORs than the established industries. 

These two considerations enable identification of plausible alternative 
investment patterns: (I) a strategy oriented less toward import-substitution 
would have been one where each sector was allocated new investment in 
proportion to its share of the initial manufacturing capital stock; and (2) each 
sector would be allocated new investment in proportion to its initial share of 
domestic manufacturing value-added. By using a base year (1963) when con
siderable import-substitution had already occurred, the allocation of new 
investment according to share in capital stock corresponds to a growth strat
egy less heavily oriented toward import-substitution than the actual, although 
considerable further import-substitution would still have occurred. That pat
tern will be described as "moderate import-substitu tion" (NITS). Allocation 
of new investment in accordance with value-added shares would have resulted 
in some import-substitution growth but less than NIIS. It thus approximates 
what might have happened had incentives been equalized for export pronto
tion and import substitution. This will be called -halanced export proniotion 
and import substitution" (BIINI). 

The two growth alternatives represent identifiable allocation patterns. 
They both give heavier weight than the Plans did to those industries where 
Turkey apparently has the greater comparative advantage. Both patterns im
ply at least as rapid a growth of the overall manufacturing sector as was 
envisaged by the policy makers. Thus if the hypothetical alternatives had 
enabled more rapid growth of manufacturing, income, and employment, 
those alternatives would presumably have been preferred to the actual patern, 
oriented toward import-substitution. Several questions are relevant: Taking 
the amount of investment in manufacturing as given, how did the rate of 
growth of manufacturing Value-added compare with that which would have 
occurred under NIS or BEPIN with the same total investment, when value
added is evaluated at Turkish prices'? Further, how does the actud growth 
rate compare with that which would have been experienced under the two 
alternatives evaluated at world prices'? Then, what would have been the im
port content of investment and how does that compare with the actual im
port content? What would intermediate goods imports have been, compared 
to what the~y actually were? What would tile ICOR in manufacturing have been, 
compared to what it actually was? And what would employment in nanufac
turing have been? 

Method of estimation 

The basic observed variables, considered as equal under the planned 
growth pattern and the two alternatives, are as f.Ilows: 
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el employment per million TL of value added in the /th sector 
the ICOR of the ]th sector in value-added terms
 

mi imports of intermediate goods per unit of output of]
 
nj imports of capital goods per unit of investment in j
 
q1 ratio of Turkish value-added price to world value-added price ofj
 
oi ratio of value-added to output at Turkish prices in j


The variables for which estimates were 
 derived, under each of the thre.
growth alternatives, are: 

Ef employment in j under the ith allocation strategy 
If investment in / under the ith allocation strategy 
IVA. value added in the ith sector at world prices 

K' ICOR in value-added terms for all manufacturing 
M! intermediate goods imports in the ith sector under the ith strategy 
N capital goods imports for investment inj under the ith strategy 
P!output in the /th sector at Turkish prices
 
V!value-added in / at Turkish prices under the ith strategy
 

where i superscript refers to alternative allocations. These are denoted by
 
a the allocation in the plan
 
b BEPIM
 
m MIS 

Under any allocation pattern, by definition: 

E =c.V. (I) 
V1=1/1k1 (2) 
P = V/i. (3) 

IVA= qiV. (4) 
M. /tip (5) 
N= nP. (6) 

and totals for all manufacturing sectors can be obtained by summing the 
both sides of each equation overj.

Letting the period for which output patterns are observed be denoted by a 
superscript 0, 

I i=aF/I VO/ VO] (7) 
, ko k k ,, 

IM=1 a[k V,9Ij VokkJ1 (8)i kk k kk 
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Once solutions are found for (7) and (8), eq. (1) through (6) can be solved for 

the outcome under planned investment and the two hypothetical alternatives. 

But first, the sources of data and their reliability must be examined. 

The data 

It was decided to estimate the effects of alternative investment allocations 

for two separate time periods: the 1963-to-1967 period. corresponding to the 

FFYP: and the 1967-to-1972 period. corresponding to the SFYP. The basic 

data for each period were taken, insofar as possible, from the rspective Plans, 

and the partitioning of malnufacturing into subsectors followed that in each 

of tile Plans. 
A key problem was that of obtaining internally consistent estfimates of the 

various parameters. At tirst it was thought that the ICORs implied in the 

Plans could be combined with actual investment and output data. But prices 

had changed. and the data were noncomparable in several other regards. It 
and SFYP,was therefore decided to utilize all data implicit in the FFYI 

treating the pr,, ected outputs in the Plans the actual outputs. Thus allas 

three patterns could he estimated. using the same parameters as actually used 

derived by taking Plan estimates ofby the planners. The implied ICORs were 
the hase and terminal year. Byinvestment and value-added chan!ges hetween 

using a five-yea period as the hasis of observation it was hoped that the 

effects of differences in timing of investments upon thme observed changes ilt 

used for estimationvalue-added would he tminlimnized. These same I(ORs were 

of the attained rate of growth (really the planled rate of growth) and for the 
Turkishtwo alternative allocations. The ratios "Jtvalue-added to output at 

prices Were also implicit in the Plan documtents and these were used in all sets 

of estimates. To the extent that the planners underestimated the costs of 

import-substittIio. tIhnt hias is also cotlained itt the results below. 

Four needed parameters were not available front the Plans. These were 

employment per unit of output. import coefficients per unit of investment, 

tuit of Outpul. and the ratio of domestic value-addedimport coefficients per 
to international value-added. 

Two sources were used to obtain iMporl coefficients: (I) data ofn sectoral 

intermediate goods imports per u1nit of output were taken from the 1967 

input-output table: and (2) data on import requirements per unit of invest

each seLor were deK'ed from the 19(4 Census of Ahntficturittgment in 
and werehtdttslris.7 These lata were the only ones available in both cases, 

7. The Census of Manu]aeMtrig lndusftrics provided data on gro)ss additions to fixed 
imported goods in machinery and equiipmenltassets during 1903. and thc value t 

acq'iisitions. The ratio of imported macl nery to total investment in buildings and 

plant and equipmLent was used. 
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assumed constant between tle FFYP and SFYP. Employment coefficients 
were also obtained from the Census of Manufactures. 

The most- difficult eslimales to obtain were coefficients linking Turkish 
value-added per Ulnit Of' output to inter,:' mal value-added per unit of out
put. The procedure finally adopted wa. se data f'rotWLufirat's study8 for 
those sectors for which they were aaile, and to estimate an unweighted 
average of available estiii,,tes for those sectors for which (i/firat did not 
provide data. As seeii ill('hapter VIII, OZfirat's data prohaly ujitlerCstimated 
the differences ii Ihe ratio of irnteriational to dOmCstic value-addLed between 
the eXport aitd iilOprt-slibstitiitig sectors. As such, there is prohably a down
ward bias in the estimate of' the differelcCe inl inlternationa,l vatle-adled that 
would have restiled ttder alteriative strategies.

In general. estilates of the diffcrences iii growth rates hetween the alter
native allocatitis are likely to le biased (Ldownward.Not only are they sector
at aggregates. thereby ohscuring tile dilfferetices within sectors helween ex
port-oriented arid iiiiport-StSilbsitntlig activities, htl the coefficients of each 
sector arc assiunied constant ver the period ol'estitmalion. Any elects of' the 
trade regime ill alterinug capital inteusities or illi*ucreasitig, caipital idlabor 
Coefficients are obSctired by the method olCStilnitioil. 

Table IX-2 gives tile coclfficieil, i used illtile aitalysis. The first two col
umins give tlie ratio Of" imports to invesm ent and to production illeach 
secthr. These coel'ficients were used Iol :a:dysis offboth Hall periods, al
though the data, oi imports 0f capilal goofs fo'r investlrenit relate to 1963 
and the intlerlnedliate-goOid, illprl col'iicients I'm1907. lic absence tiltare 

any alternative basis for estimatiug the coefficieits for the periods separately
 
dictated this Lecision.
 

The third colurimn ol Lble IX-2 gives ilie ratio oif itlei national value-added
 
to Ttirkish valCe-added illeach sector. Again. these ralios used for
were 
analysis of both periods. It should he remenibered that theset coef'licients, like 
the impolt coelficients, obscute a greal deal of iitrasectoral variation. As 
such. the restilling ctimalcs of'tlhe growth ate effects ol' import-substittltion 
are tuIdoubtedly uderestimratel, as the ilutrasectorl allocations tended 
toward the high-cost, lighi-impoil-cotteut slhseclors. 

The next two columns give the implied ICORs (increase ill value-added at 
Turkish prices per Tl-of inliivestment each sector) in the FFYII ad SFYP. 
As calt be seen, there was considerable ftctuation betweei the two periods
and some coclicienis ure open to considetrable question. Perhaps tie most 
suspect sectors are wioOd produc is and rubber products, where tihe change
between the two Plans is very great, and petroleum in tile SFYIP, where the 
low capital-intensity of tire sector appears completely implausible. The tranis

8.Ozfirat, op. cit. (Table VIiI- I). 
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Table IX-2
 
Coefficients of the model
 

Sector Import Coeff. Ratio ICOR Employ
- IVA/ - men 

0 or I)VA FFYi, SFYI e 

Food products 0.112 0.009 0.884 1.582 51.68 
Beverages 0.168 0.019 0.364 1.149 2.132 16.85 
Tobacco 0.143 0.004 0.750 (1.9(15 16.78 
Textiles 0.452 0.07(0) 0.704 .083 1.200 46.78 
Footwear, wearini appatirel 0.05 1 0.170 0.74 1 1 

Wfod and cork produ.ts 0.133 0.021 0.862 3.704 1.572 76.98 
Furniture and fItbure, 0.055 0.021 ).862 7 
Paper and products (0.58! 0.269 0.581 1 10.319 39.96 
Printing and pulflihini, ((.4(13 0.269 0.581 11.364 1.333 41.41 
Fur and kaliher products 0.353 0(.123 (.881 n.a. 5.(00 47.53 

Rubber products 0(.531 1.441 0.564 0.891 2.415 56.33 
Chenlicals 0.611 ((.3107 0.625 5.495 2.659 21-,74 
Petroleum ((.847 0.151 0.721 11.:1. 0.975 3.27 
Non-metallic produt% 0,.173 0(.172 0.813 1.381 1.1 Ii 45.08 
Basic metals 0.2111 (.(64 0.555 3.831 .032 20.70 

Metal products ((.(810 ((.158 0.637 I.0(87 1.420 36.57 
Machinery 0.309 0.319 0.1(2 1.279 1.297 19.44 
I'lectrical machinery 0.277 0.22.1 0.615 1.225 1.125 23.02 
Transport equipment ((.176 (0.252 0.324 0.629 0.508 51.71 
Miscellaneous manutacturing 1.421 ul.:. n.a. ((.289 n.. na. 

Sources: Ii froom 1964 ('Ciis I umnja( io.rn-t, i(-olipnted a theIirnig /id ratio of 
imported good to lotal ineeon "i et.br.l each 

(967 input-outpiil kinl. 0teytOfs 1rni tible. su;'pheiCd 1V SP arc CXCIuI-
Sive of'taxes paid on ilnports. IVA/D\VA: all are (rum O/lrat. op. cit. (Table 
VIII-I ),except fir mid leather pr,,ducts, petroleum, metal products, miachiie
ry, and tramport eu(ipIlulicrit. I 1w latter. c\,cpt pCtTO lc IIli, ;ire based on dati 
from the , ill I lie estimate \itrt, liSted "laie Vnl1-1. :erlumI askindly 
provided by industry souLts' Ili interviews 
ICOR's: C'aleliCeul t) takirl: the rati of increiuHItt in ahjc-2iddehd to l;v.
year invcsstint illc hPhil. I IYl', op. (i!. IN,te 21, ('hu I 1, tables 84 86, 
pp. 185 6. (it. 21, IL , 199. pp. ,(05,SIYlt, (p. (N,ote (hip. tl 197 407. 
e/s: ratios oif eniplocrn eil to value-added for ims wuithlellor miore eno
ployces, from (''ll7 of I'uiu]ai fliure% 

Notes: The footwear anl %euariin, apparel, (IIrnittire and (ixtrc',.and printlit and 
publishing sectork wkere included in the t(\tile. 'AM'd (roILtcs and paper
sectors respectively in the 19(7 input-outltpll table Miid b (1/lrl.. Import 
coefficients for itrnidiate dimiln tile ratio of IVA Ii I)VA ire therefore 
the same for each pair oil wctors. 

In the SI N 1'. sWcral . O I ( NIte r'cretlCli ,i d the iuccmor Csti
imates were used illthe coiicI, ]lie scto,, r.llkC,tor. IIuous ild (R(%swere: 

No-ilctallic produtcts (erall:ics (0.88) 
(;I ts I(1(6 
(emmucoit OA Iif) 

Metal pridut's Non-ft'rr,,-met~IC 1.6(15 
Machinerv Agricultural mtaclinery 0.769) 
lectrical itachinem, Ilectronics 1(.937 

The last three suhsectors were alci'lalite scparitel, for the SI YP,with IVA/ 
DVA ratios of 0.623, 01.43,, and 0.015.5. reupectively. 

http:produ.ts
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port equipment ICOR also appears implausibly low, but the sector is doni. 
natcd by repair activities, which may explain it. 

Despite the probable margins of error in tile ICORs it was decided to useall figures as given in the Plans, on the grounds that they were the dataactually used in deciding upon an import-substitution strategy and are at leastinternally consistent. Selection of any alternative tCchliue for estimation 
involved the difificulty that constnt-price estimates of actual invest ment andoutput, by sectors, are simply unavailable. The bias that would be introduced
by use of current-,price data or choice of sectoral deflators was judged to begreater than any errors in the SPO data. It should he noted that the FFYP
data were in 1961 prices whereas tile SFYP data were inI 1965 prices. Insofar as domestic prices ofsome sectoral outluts rose llore rapidly than average, or 
as the price of mani'nlfactnred goods changed relative to the price of theinvestment goods, the areICORs loncoimparable. Another faclor. which inthe author's judgment is probably not important. is that tile implicit ICORs
could have been influenced by the planned timing of investments within each 
period. 

Thus the data are at best ilnt icative of orders of magnitude. While they areundoubltedly subject to error there is little basis for believing that those errors are systematic, except that intrasectoral differences are obscured. We turn to 
consideration of alternative allocational patterns. 

11. G1ow/h uel' tt/r alerntiteUIh(catio/s 

Table IX-3 gi\ i the actual investment allocation set forth in each Plan,and the two hypothetical allocations. As is evident from the table, the degreeof disaggregation in the FFYP was considerably less than in the SFYP. Since

in each 
 period tile hypothetical allocational procedures allotted investments
in proportion to tile sector's share of total manufacturing value-added or
capital stock, the SFYP allocation was influenced by tlie outcomc of theFFYIP. The first ald fourth columns of Table IX-3 give the actual planne,
investments in each sector. The second and fifthIcoILumns give the amount of
the investment in each sector that would have resulted inder the MIS 
allocation. 

The third aid sixth cohliunl1, give the investment allocation that would
have resllted Itnd each sector been allocated a share of total intestment (inmanufacturiiig) in proportion with its initial-year share of' manufacturing
value-added i.e.. the export-oriented strategy implied by the BEPIM alloca
tion. Tie sectors with Ielow-average capital intensity receive a smaller alloca
tion under the MIS allocation than under BEPIM. Thus food products andtextiles, both of' which have capital intensities well below the average, would 
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Table IX-3 
Alternative investment allocations, FFYP and SFYP (millions of TL at 1961 and 1965 

prices) 

FFYP SFYP 

Actual MIS BEPIM Actual MIS BEPIM 

Food 
Beverages 
Tobacco 
Textiles and clothi-I, 
Wood products 

1034 

910 
100 

2288 

2017 
44 

3452 

3168 
20 

1850 
320 
190 

2400 
440 

3710 
679 
1009 
3527 
683 

4047 
550 
1923 
5071 
750 

Paper 
PrintingL 
[lides and leather 
Rubher 
Plastic 

5 
55 

254 
1 

741 
-

69 

11 
-
131 

1850 
200 
150 
700 
235 

1343 
232 
435 
944 
151 

225 
300 
150 
675 
200 

Chemicals 2735 1759 545 4250 2002 1299 
Petroleum 
Ceramics 
Glass 

- - 1150 
40 
240 

1143 
52 
258 

2023 
109 
400 

Cement 
Cement and baked 

clay products 

304 294 363 950 

60 

586 

104 

500 

450 

Iron and steel 
Nonferrous metals 
Metal products 
Machinery 
Agricultural machinery 

2133 
238 

1068 

2090 
465 

174 

928 
"26 

231 

4100 
1500 
1150 

1550 
ISO 

3502 
V3c;l 
11it) 

799 
100 

1499 
550 

1349 
i49 
225 

Electric machinery 
Electronics 
Road vehicles 
Railway vehicles 
Shipbuilding, 
Other 

244 

422 
IJO 

94 

65 

52 

31"" 

9 1 

14? 

181 

150' 
351) 
1' 

.. 

81 
271 
239 
88 

. 

175 
150 
825 
225 

75 

Total 10089 10089 10089 24985 24985 24985 

Source: 	 Coefficients from Table IX-2. Actual investment allocations from FrYP and 
SFYP, op. cit./iNotes 20, 21, Chap. I. Alternative allocations computed ac
cording to eqs. (7) and (8). 

have received a considerably largei investment allocation under BEPIM than 
under MIS. Sectors such as chemicals, whic!h are heavily capital-intensive, 
would have received a considerably larger alkation under MIS than under 
BEPIM. 

Under either hypothetical allocation, investment in the "traditional" see
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Table IX-4 
First Five Year Plan: Increase in value-added at Turkish and international pric.s under 
alternative allocations of investment (increase from 1962 in millions of 1961 TL) 

Value-added at Turkish Value-added at International 

Sector Prices Prices 

FFYP MIS BEPIM FFYP MIS BEPIM 

Food, beverages, and
 
tobacco 917 
 2027 3060 811 1792 2705
 

Textiles and clothing 840 
 1861 2924 591 1310 2058
 
Wood and cork 27 12 5 23 10 4
 
Paper 49 65 10 28 38 6
 
Rubber 285 77 147 161 43 83 

Chemicals 499 320 99 312 200 62
 
Nonmetallic products 220 213 263 179 173 214
 
Basic metals 557 545 242 309 302 
 134 
Metal products 219 427 668 139 272 425 
Machinery 832 136 181 343 56 75 

Electrical machinery 199 53 74 122 33 46 
Transport equipment 671 83 224 217 -.1 73 
Other 325 107 626 162 3 313 

Total 5641 5926 8523 3397 4309 6198 

Source: Tables IX-2 and IX-3. 

tors would have been considerably greater than under the actual investment 
pattern. The MIS allocation reprecents something ofa halfway house: import
substitution could have proceeded fairly rapidly. although some additional 
exports would have been available from the traditional sectors. 

Several features of individual sectors shtold be note(]. Perhaps most im
portant, the implied ICOR for the petroleum sector in thc second Plan was 
improbably low. Given that the oil sector's share in mannufacturing value
added was already 8 per cent in 1967. investment in petroleum under BEPIIM 
would have exceeded planned investment, if lie figures for the latter (column 
4 of Table IX-3) are taken as valid. At the opposite side of the spectrum, 
tobacco products are a large inanuflicturing sector in Turkey. and the hypo
theical allocations would imply unrealistically high growlh rates f'i that 
sector, given the probable difficulties of developing an export market on such 
a scale. 

We first consider the planned growth of manufacturing value-adde I, and 
contrast it with the growth that would have occurred under the alternative 
strategies, at Turkish and international prices. Table IX-4 gives the data for 
the FFYP and Table IX-5 gives the data for the SFYP. The first three col
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Table IX-5
 
Second Five Year Plan: Increase in value-added, by sectors, at Turkish and international
 
prices, under alternative allocations of investment (increase from 1967 in millions of 

1965 TL) 

Value-added at Turkish Value-added at International 

Sector Prices Prices 

SFYP MIS IIPIM SFYP MIS BEPIM 

Food 1170 2345 2558 1034 2073 2661 
Beverages 150 318 558 55 116 94 
Tobacco 210 1115 2121 158 836 1590 
Textiles and clothing 2000 2938 4225 1408 2068 2947 
Wood products 280 434 477 241 374 411 

Paper 180 130 22 105 76 13 
Printing and publishing 150 174 225 87 101 131 
Ilides and leather 30 87 30 26 77 26 
Rubber 290 391 279 164 221 157
 
Plastic 180 116 153 102 65 86 

Chemicals 1600 753 489 1000 471 306 
Petroleum 1180 1173 2076 850 846 1496 
Ceramics 45 59 112 37 48 91 
Glass 215 231 358 178 188 291 
Cement 470 289 249 305 188 162 

Cement and clay products 150 260 1124 126 218 944 
Iron and steel 1040 86F 372 577 482 206 
Nonferrous metals 280 318 103 174 198 64 
Metal products 810 781 950 516 497 605 
Machinery 1195 608 809 492 250 333 

Agricultural machinery 195 130 292 84 56 126 
Flectrical machinery 400 217 333 246 133 205 
Electronics 160 86 160 98 53 98 
Road vehicles 616 477 1451 200 155 470 
Railway vehicles 60 130 123 26 56 53 
Shipbuilding 170 43 36 55 14 12 

Total 13226 14471 19685 8340 9860 13578 

Source: Tables IX-2 and IX-3. 

umns in each table give the increase over the Plan period in domestic value. 
added at domestic prices in manufacturing under the actual and two hypo. 
thetical investment patterns. The last three columns give the increase in value
added in manufacturing at international prices under each pattern. 

Turning to Table IX-4 first, it is evident that under the MIS pattern the 
increase over the five years in domestic value-added at domestic prices would 
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have been 5.1 per cent greater than was planned with the FFYP allocation for
the same total investment. At international prices the differential increase invalue-added would have been considerably larger: 26.8 per cent. The differ
ences in the implied average annual rates of growth of manufacturing were
relatively small at domestic 1961 prices, but much greater at international 
prices. Thus the FFYP planned for an average annual manu facturing growth
rate of 13 per cent. valued at domestic prices, while the MIS investment 
strategy would have resulted in an average annual rate of 13.8 per cent at 
those prices. Meas',tied at international prices, ihowever, the planned growth
rate would conie to 10.5 per cent per ainum , whereas the MIS allocation 
would have yielded 12.5 per cent per annum. 

The differences between lie planned g,,lwthi and the hypothetical results
from the BIEl'IM strategy are much greater, bolh at domestic and at interna
tional prices. Figured at domestic 1961 prices the increase in manufacturing
Value-added over tle live years would have been 56 per cent more under the
BEPIM pattern 'ban thiat indicated by the FFYP allocation for the same levelof total investmnl1 in manufactturing. This Would have implied an average
annual growth rate of 16.9 per cent under tile BEPIM pattern, contrasted 
with the planned ra e of 13 per cent. The difference would have been greater
yet at internation. I 'rices: value-added according to tle BI'PIM allocation 
would have grown at.inl average annual rate of' 17 per cent, contrasted with
the planned 10.5 ,P,cent rate, as the increment over Ole five years would 
have risen to 82 pe cent more under the BEPlM allocation. 

Before evaluatirg the behavior of individual sectors, it is worthwhile to
examine the results of similar computations for the SFYP,given in Table IX
5. The isutills are much tie same: an IMIS pattern of investment over the
period would have resulted in a 9 per cent greater increase in output at
domestic prices and an 18 per cent greater increase in output at international
prices. Far bigger gaias would have accrued to the BEPIM investment strate
gy, as value-added could have grown by 46.5 per cent more at domestic prices
and by 63.1 per cent more at international prices than under the planned 
allocation. 

The implied average annual rates of growth of manufacturing value-added 
in the SFYP under the three alternatives are: 

SFYP MIS BEPIM 
At domestic prices 11.1 11.8 15.2 
At international prices 10.3 12.0 16.5 

As in the FFYP, the BEPIM investment pattern would have resulted in considerably faster growth of manufacturing value-added than the MIS strategy,
which in turn would h2.ve resulted in a higher rate of growth than the planned 
rate. 
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The alternative strategies would therefore have resulted in considerably 
lower ICORs for the manufacturing sector.9 The implied ICORs in the two 
Plans under each strategy are: 

Plan MIS BEPIM 

FFYP 1.85 1.70 1.18 
SFYP 1.89 1.73 1.28 

The potential gains from alternative strategies appear slightly greater in the 
FFYP than in the SFYP period. The reason for this is that the base-year 
weights in the SFYP already reflected the past import-substitution efforts. 
Even the BEPIM strategy in the SFYP period would have resulted in a heavier 
weight to import-substitution sectors than in the FFYP. Neither hypothetical 
alternative of course is an optimizing one, and bigger (1ains vould be reflected 
in an optimizing model than in either alternative evaluated here. Nonetheless, 
the differences in manufacturing growth rates are considerable, and imply 
that the costs of import-substitution may have been a loss on the order of 5 
or 6 per cent per anntim iii the rate of growth of manufacturing value-added. 
Given the downward bias in the estimates, the results are sufficient to indi
cate that Turkish manufacturing could have grown considerably faster under 
an alternative allocation strategy than in fact occurred. 

Inspection of the behavior of individual sectors ;n Tables IX-3 to IX-5 
suggests that a few sectors account for the major part of the differences. 
Investment in chemicals as an import-substitution sector was heavily empha
sized in both Plans. Chemicals are highly capital-intensive, and their ratio of 
value-added at international prices to value-added at domestic prices is low. A 
shift from chemicals to less capital-intensive sectors would have increased 
manufacturing value-added even at Turkish prices, and still more at interna
tional prices. Other sectors heavily emphasized in the Plans were paper and 
steci. Their characteristics are similar to chemicals, with high capital intensi
ties and low ratios of value-added at international prices to value-added at 
domestic prices. Most of the gains in output reflected in the computations 
could have been obtained by shifts out of those sectors. 

Textiles, food products and metal products all appear to have reasonably 
low ICORs and relatively high ratios of value-added at international prices to 
value-added at domestic prices. Increased investment allocations to those sec
tors would have implied a faster growth rate. 

Despite tie very large size of the potential gains. the results may be ques
tioned on the grounds that Turkey could not have absoibed or marketed 
9. Note that the ICORs are well below ttL,-e given in Table IX-I. The main reason is that 

the estimates here are for manufacturing only and do not include infrastructure invest
ments. 
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abroad such large increases in output of food, textiles, and tobacco. For
tobacco, the contention is undoubtedly valid. For food and textiles, there 
probably would have been ample export markets with reasonable pricing
policies and a realistic exchange rate. For the implied growth of output in 
food and textiles is less than 20 per cent per annum even under BEPIIM, ard 
with Turkey's negligible share of world markets, rapid increases in exports
should have been feasible. For the five years of the SFYP, the increment in 
value-added at international prices in food and textiles between the Plan 
investments and the 131'I'IM patterns was TI1. 1,627 and TI. 1,566 million. 
respectively, or S181 million and S174 million. Although the growth rate of 
these exports would have been very high, their absolute vahe wold not 
have been. Achievement of even these modest targets would have required 
access to markets. But Turkey's ties with the European Common Market and 
her proximity to the Middle Eastern countries put her in an excellent position 
in this regard. 

It is of interest to test the sensitivity of the results to the role of textiles,
food, and tobacco. To do this, the author posited a const aint on tobacco 
investment to its actual level in the SFYP, and constrained investment in 
textiles and food to only 10 per cent above Plan levels. The author then 
visually picked off an investment strategy, based upon ICORs, which wotld 
entail the same level of investment.' o The rcsult was an increase of TL 
17,486 million in value-added at domestic prices atd of TL 12,157 million in
value-added at international prices, which is much closer to the BEPIM results 
than to MIS.the The inte ested reader call verify that elimination of TL 
2,500 million investment in ;ron and steel and its reallocation would substan
tially increase the gains. 

Import requirements under alternative allocations 

It is evident that an investment strategy aimed at BEPIM could have result
ed in a considerably higher rate of growth of manufacturing output. Given 
appropriate marketing efforts and incentives, the increment in international 
value-added could have resulted in a sieable increase in manufactured ex
ports. which in itself would have alle,., ed Turkey's foreign exchange diffi
culties by expanding Turkey's manufactured-export earnings. Such a strategy
would have implied that the export sector would have become a leading
growth sector. 

The import-substitution strategy also raised requirements of imports, both 

10. The investment levels used, in the samne order of sectors as given in Fable IX-5 were 
(TL million): 2035, 320, 190, 2640. 1400,3)0, 200, 750, 850, 200, 500, 1150, 600.
1430, 700, 700, 2500, 100. 4500, 1800, 400. 500. 200, 55, 53, and 12. 
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on capital goods account and for intermediate goods, above the levels that 
would have been required by either alternative strategy. Turkish planners 
regarded the economy's capacity to invest as limited by foreign exchange. As 
stated in the SFYP. 

...one of the main structural impediments to economic growth in the past was the 
fact that the foreign trade sector...could not keep up with the general economic 
development...When development and industrialization accelerate, tile ability to in
crease the import capacity will be a very important factor in determining the growth 
rate... I I 

Chapter VI demonstrated how import demand for raw materials and inter
mediate goods generally exceeded the Plan estimates, with the result that 
capital goods imports were generally held to levels below those anticipated in 
the Plans. To the extent that foreign exchange did constitute a binding con
straint upon the rate of investment it i:; of interest to calculate the imports 
that would have been required under an alternative investment strategy. 

To do this, the import coefficients given in Table IX-2 were utilied to 

and for intermediate goods, would have been under planned and hypothetical 
strategies. The results are given in Table IX-6. 

For intermediate goods imports, MIS would have required 36 per cent less 
imports of intermediate goods, at 1963 coefficients, in the FFYIP and 22 per 
cent less imports in the SFYP than the actual allocation. A BEPIM strategy 
would have required 26 per cent less intermediate goods imports in the FFYP 
and 6 per cent fewer imports in the SFYP than the planned strategy, although 
more imports would have been required than under MIS. When it is recalled 

11. SFYP, op. cit. (Note 21. Chap. I), pp. 47-8. 

Table IX-6
 
Import requirements under alternative growth strategies (millions of TL)
 

Capital Goods Intermediate Goods 

FFYP (1961 prices) 
Plan 3656 1911 
MIS 3332 1214 
BEPIM 2788 1423 

SFYP (1965 prices) 
Plan 8966 4321 
MIS 7909 3383 
BEPIM 7888 4070 

Source: Text and Tables IX-2 to IX-5. 
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that manufacturing output and value-added grow much faster under BEPINI 
than under MIS, it is clear why import requirements are gicater under the 
first than under the second. What is surprising is that increments of 82 per 
cent and 63 per cent, respectively, in value-added over the planned levels in tile 
two Plans could have been sustained with a redtuctionI ill total intermediate 
goods imports. 

For capital goods the picture is similar. A BEL1 I1 paltern would have 
utilized 24 per cent fewer imports than tie actual investment pattern during the 
FFYIP, and 12 per cent fewer during the SFYP. lis result is the more 
striking because of the relatively high import content of ilivesinent in textiles 
(see Table IX.2. 

If foreign exchange availability was the binling cont lraint oi the level of 
investment, these results would imply that investmcent coulLl hav been ill
creased by about 50 per cent during tle FFY. wittIno chalge in the level of 
imports when b'hl intermediale goods and capital goods inipot requirements 
are tal-en into accott. II the SFYI'. investmCnt could hatvc iaacrcased by 
about 30 per cent with no change inI imports. 

Thus tile import-substitulion strategy aCtually l)tlstted was ill[tIprt-inten. 
sive, at least over the period of tile Ht'Yl' and St YI'. InI every selle theretore 
BEPIM strategy would hWve domilated: with the same level of investmcnt. 
manulacturing growth could have proceeded average ate alotllat ill ainnal 
6 per cent above that planned, valued at interlnatiolal prices. If ii addilion 
investment in manufacturing had beeII increased hy 25 per celt with an 
export-oriented strategy, the rate of growth of mamacturing value-added 
could have been doubled, with no change in total import rCquirements above 
the levels foreseen in tile Plas. With additional output from export-oriented 
sectors, moreover, foreign exchange earnings could have increased substan
tially, permitting larger imports. 

l'nploy,ment effects oJ aliernatirestrategies 

Table IX-7 gives estimates of new jobs created under each investment allo. 
cation for the two Plans. MIS would have resulteC in about 37,000 more jobs 
in the FFYP and 93,000 more jobs in the SFYIP than the act '.,linvestment 
pattern. BEPIIM would have created 70 per cent more new jobs, or 138 
thousand more than tle actual strategy in tle FF'PI and 50 per cent more (or 
over 200,000) than that of' the SFYP. 

Viewed against a non-agricultural labor force of about 3.7 million and 
implied urban unemployment of 462,000 ill 1965,' 2 the additional employ
ment potential of the BEPIM strategy is impressive. 

12. Ibid., p. 149; and Census oofPopulatio, 1965. 
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Table IX-7
 
New jobs created by alternative investment patterns (thousands of jobs)
 

FFYP SFYP 
Sector
 

Plan MIS BEPIM Plan NIS IBEPIM 

Food ( 60.4 121.2 132.2 
Beverages 38.5 85.1 128.5 2.5 5.3 4.3 
Tobacco 3.5 18.7 35.6 
Textiles and clothing 39.3 87.1 136.8 93.6 137.4 197.6 
Wood products 2.1 0.9 0.4 21.6 33.4 36.7 
Paper 1 5.27.2 0.9 
Printing and publishinu 1.9 2.6 0.47.2 9.3 
Ilides and leather 1.4 4.1 1.4 
Rubber 16.1 4.3 8.3 16.3 22.0 15.7 
Chemicals 14.3 9.2 2.8 46.0 21.6 14.1 

Petroleum 3.8 3.8 6.8 
(eramics ( 2.0 2.6 4.9 
Glass' 9.7 10.4 16.1 
Cement 9.9 9.6 11.9 24.8 15.3 13.2 
Cement and clay prod's 6.8 11.8 51.1 
Iron and steel 11.5 11.3 5.0 21.5 18.0 7.7 
Nonferrous metals 8.0 15.6 24.4 9.6 10.9 3.5 
Metal products 8 29.6 28.6 34.7 
Machinery 23.2 11.8 15.7 
Agricultural machinery 16.2 2.6 3.5 5.3 3.6 8.0 
Electrical machinery 4 5.09.2 7.7 
Electronics 4.6 1.2 1.7 3.6 2.0 3.6 
Road vehicles 5.2 11.3 10.7 
Railway vehicles 34.7 4.3 11.6 3.1 6.7 6.4 
Shipbuilding 11.9 3.0 2.5 
Total 197.1 233.8 335.3 428.0 -20.9 640.4 

Source: Data from Tables IX-2 to IX-4. 

Since investment is assumed to be the same under each strategy, the labor
capital ratio would have increased in the same proportion as the increase in 
the number of new jobs. 

All computations thus indicate that Turkey's trade regime and the asso
ciated import-substittition strategy had consider ,ble growth-rate costs over 
the period of the two Five Year Plans. To the extent that foreign exchange 
was a binding constraint, the import-substitution strategy made it more so, 
and if investment was limited by foreign-exchange availability, investment 
could have been substantially increased by a different strategy. Even within 
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the planned investment level the rate of growth of manufacturing value-added 
could have been increased by about one-third and employment opportunities 
could have grown even more. 

The data are of course indicative only of orders of magnitude, and tlie 
alternatives considered are not optimizing ones. There were undouhtedly sub
sectors within each sector which Would have beeti included in an optimal 
strategy. Given the downward biases inherent in the data, :hcre can be little 
doubt that the growth-rate cost of the strategy was high. The alternative 
export-oriented strategy would have required a consideiable change in 
Turkey's ceononic orientation, but that change would have been in line with 
Turkey's stated intent to enter the Connon Nlaikct as well as wilh its objec
iive of a mori dynamic and progressive indusLrial sector. An cxpIoli-to icizted 
strategy would not have been conhneillcd to textiles, metal tproducts and food 
products but could have permeated each industrial sector. There is thus every 
reason to believe that the static losses associated with iniport-substitution 
discussed in Chapter VIII were fully reflected in Turkey's growth rate during 
the 1960's. 



CHAPTER X 

Conclusions 

Since 1953, Turkey's trade and payments regime has never been fully 
liheralized. The degree of restrictiveness has been modified with changes in 
the instruments used for control and with alterations in the manner that 
existing controls were exercised. And the purposes that the payments regime 
was intended to serve have been altered from time to time. 

When controls were first imposed in the early 1950's they were intended 
to suppress the emerging balance-of-payments deficit. The "planlessness" that 
characterized the Menderes Governmient pervaded the payments-control 
mechanism, and the increasing restrictiveness of the regime before 1958 was 
largely tihe unintended outcome of measures iAken as mld hc responses to 
declining foreign exchange earnings and increasingly limited horrowing oppor
tunities. 

The Turkish experience of' 1953 1958 probably has little relevancy for 
other countries. The inflation, SEE deficit, inflation cycle into which Turkey 
plunged was the outcome of particularly imfortmiatc economic policies. The 
causes of the cycle were obvious at the time, and it was tie deliberate refusal 
of the Prime Minister and those about him to accept economic realities that 
led to the difficulties. The only pertinent lesson from all this may be that 
political leaders are free to disregar" whatever they wish, at least in the short 
run. 

The Stabilization Program of 1958 was as drastic as tle intlationary cycle 
that preceded it -- and, unlike the 1953-- 1958 experience, it is instructive for 
other situations. For the episode provides an instance of a country's transt or
mation from rapid inflation to price stability. That transformation was ac
complislied primarily through a sharp shift from rapid expansion of lie 
money supply to gradual contraction. A huge increase in the flow of imports 
and the deflationary effects of net revenues from foreign trade taxes aug
mented the primary effect of the shift in the rate of expansion of the money 
supply. 

The trausitioli to price stability was not painless, although the evidence 
seems to indicate that had tile Stabilization Program not been reversed in 
1959 the reallocation of resources thai was necessary after tile dislocations of 
the mid-1950's might have been accompanied by a very short-lived and mild 
recession. The abandonment of the Stabilization Program in 1959 meant that 
when it was resumied after tile Revolution in May of 1960 a second recession 
ensued, which was intensified if not prolonged by political uncertainties. 
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The second major lesson emerging from Turkey's experience with the 
Stabilization Program is that there appears to be a substantial lag in tire 
response of exports to an altered incentive structtire. Exports did not increase 
markedly after the adoption ot tire Slabilization Program, even if allowance is 
made for the fact that notexport IliRs were irmuediately increased by tile 
full amotnt of file n1onilal devalilatiol. ut.t cxp)rts grew rapidly f'ol Il959 
to 1964, reversing the do\tward tlld of' carlier years. InI view of facttire 

that there were no cllargc in e\port incentives after tle St:,riliation Pro
grain until 1963 (ard tlc the on1ly chagle \'is the introduction of export 
rebates, which did iot asstuie inporlialce iriitil the ititer half'of fihe 196(s),
 
the resumed growth of' Cxrtr ealings rrrust he attlribited largcly to tire 
altered export E'I;Rs which were a part of the St:ahilization Ilorralr 

As een in Chapter VII, there are tt1anyir Corrioditics pridticed ilt Turkey
which ore either exports or potential exports for \iiicii doilestic policies
pursued tv the governmnti crtesseit iallI deterIire prI)Iod UctionI trid diStribiI
tion. (I) Nlniy agricltural coiioditics arc siuhject to tiomestic plice stip
ports which are unrelated to internatiornal priccs ll tire prevailinig exchange
rate. In addi, ioll, Conisumer prices alrc often set. 'IIhtltrrisl excess supply of 
those Corll ml( dities is t ls itiClioln of the price paid 1t prIotucers alnd that 

rrrns lllll~rKv {'Itl mrid IW I t l ..... -.. _......iairl by paid iners llll 'd "the , -..l 1-1 .. ...... _N1i.......
irni o ttji ro!C'm UF.1 I, -,.,.-. . h 

produced b'y SEEs which have riot been forced to behavce raxi-ISprof-0it
mizers. The mirnerals sec or has generally not rc:;porded to expitll inicentives. 
When evalated ill tire cotxt' of' hosc doirestic policies, the export 

response to tirealtered hPLI)-Il+Rs ii lhe carlyl 60 's was really quite size
able. TIre regressionir estimates Jiven ill ('hapter VII (Table VII-13) suggest
that cotton, inoiair, olive oil :irid riniior exports, the ciommodities ill which 
government irtervent ionii policies have riot heen doillilarill have exhibited 
considerable resporsivenress tr altered rcal FllRs. A I per celit increase iii
 
the PLD-IR of'each coriiroliiy has led 
 tr at least a I per centincrease 
in tile quantity exp red. Since Turkey has little or no r onrpuly powrer for 
any of those products, that iniplics atlealst atI per Ccili ircr:ase ill fleign 
exchange earings floill thleriin lrespolse to at I per Cetll tlcreCse ill tile 
PLD-IL-R. 

There are a mnrhel of' reasons for believing that those estimaltes o export
responsiveness understate Turkish expirt poterntial. But tIre experience ofi tire 
1960's should he discussed f'irst. It is iniportani t) ionte that tire Inlport
Programs, introduced as tire conr(l nrechiarlisili for irrpiirts in tie Stahiliza
tion Program, were emhloyed throurghout tire I 9 60's as tire regulatory instrir
ment for iniporis, although the pulroses the regrlatioins were designed to 
achieve alteied. At first the Innport Programs were seen as a n-mans whereby 
the payments-arrears situationi of the 19 50's could be prevented from re
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curring. The initial intent was of course that imports would gradually be 
transferred to the Liberalized List so that the regime would become less and 
less restrictive over time. 

Tile purpases which the Import Progianis were designed to serve altered 
markedly when planning started. They became a major instrument for en

couraging domestic production, particularly of import-sUbstitutes. The "Pro

hibited List" emerged as an indiscriminate devie for granting protection to 

any new industry. But there was no mechanism for making protection ttempo

rary. 
As industrialization progressed, the lists of eligible imports became increas

ingly complex. New categories of intermediate goods were added to the lists 

and imports with domestic substitutcs were deleted. To gain better control 
over the usc to which imlports were destined, ministerial permission require

ments were added to import licensing proceduores. 
The outcorne was that the Import Programs, !iitially intended as a menans 

of liberalizing the import regime, were gradually transformed into one for 

restricting it. To complete the iransformation, the Liberalized List was, by 

1969, regarded by many as at least as restrictive as the Quota List. Thus 

inspection of the mechanismn by which a trade regime is administered tells 

little about the restrictiveness of that regime. The Turkish mechanism has 

remained the same for a period of more than a decade, while the restrictive 

content of that mechanism has altered substantially. 
The side effects of the import regime upon excess capacity, inventory 

holdings and the capital-labor ratio were discussed ill soiiie detail in ('hap

ter VIII. The evidence imdicates that the excess costs of production resulting 
from the system were probably sizeable, especially in view of the linfited 
degree to which qua.zntificatiol if those effects is possible. Blt those excess 

costs appear to have been small as compared with tie costs of indiscriminate 
encouragement of new firms aid industries. 

The direct and indirect effects of the iiicentives provided by the import 
regime resulted in the cnergeicc of' a wide ranige of I)RCs within and be
tween inldustries. As the data in Table VIII-t show, I)RCs ranged from very 

low to extremely high. Of the number of factors undoubtedly contributing to 

this wide variation, several were probably especially iniportant. ( I) As em

phasized repeatedly, the protection afforded by the "Prohibited List" was 
indiscriminate in the extreme, and precluded comii petitionl fromin abroad at any 

price. (2) The meclianismi for allocating the Quota List imports essentially 
determined firms' market shares at each point in tine. (3) Since few capacity 

additions could be undertaken withon t imports, government control over new 

investments was achieved through the import regime and, in tie late 1960's, 

through administration of sizeable investment incentives. That control re

sulted in an inability of relatively low-cost firms to expand as much as they 
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otherwise would have and thereby provided sheltered positions to less effi
cient firms. 

In addition to the observable losses associated with the trade regime, there is 
the important question as to the sort of growth Turkey could have achieved had 
the growth strategy been less inport-substitution oriented. Ali attempt was 
made in Chapter IX to answer that question. "What-would -have-happened-if" 
estimates are always open to debate, but the assumptions nade in Chapter IX 
are fairly conservative. By accepting each sector's coefficients a given, an 
important part of the gains that might have accrued with a de'velopment 
strategy more oriented toward growth of exports was omitted troni the analy
sis. For example, Turkish industry developeu in a sellers' market atmosphere, 
devoid of pressures to become internationally competitive. Under an alterna
five strategy, competitive pressures would have been glreater. The relative 
inattention to quality control among Turkish producers may be another ex
ample. In a more open economy, there might have been greater efforts in that 
direction. Similarly, Turkey has had relatively little indigenous research and 
development. This too i~ight have been stimulated had Turkish producers 
been forced into greater competition with their lLreplea coutlerparts. 

Even without taking potential gains of this type into account, one sees 
that the estimates of Chapter IX indicate that a BEPIM, o even NJ IS,growthi 
pathi could have resulted in a sizeale increase in the rate ot growth of 
mantufacturing output and employment, a teduction in tlie ICOR, reduced 
import dei: ands for any level of ounptit, and iticreased export earnings. Tile 
estimated magnitude of the gains is impressive, and the results clearly suggest 
that such an alternative strategy could bette have achieved the goals of 
Turkish policy-makers than did the development path actlually chosen. 

In response to the results of the analysis in Chapter IX, most Turkish 
economists and planners would probably regard the export-oriente-1 alterna
tive as having been infeasible. The widely held view in Turkey is thut; Turkish 
manufacturing exports simply cannot compete in international i',a kets. The 
conclusion reached in Chapter VII and the magnitude of the potential gain 
estimated in Chapter IX make that argument doubtful. But no decisive proof 
can be given unless a genuine and sustain1ed effort is made to compete in 
international markets. It may well be. though, that Turkishi producers' inabili
ty to compete is more the result of lie t,-ade regime tha tie cause. Tile 
extreme disincentiie to export, in fa or of the halidsotne rewards for import
substitution during tile past decade, Isenough to make one wonder whether a 
rational, profit-tuiaxiinizing entrepreneur would bave Iound it in his self
interest to attempt to develop a sizeable export business. 

Turkey's decision to enter the Commonr Market makes the question of her 
potential growth under an alternative, export-oriented development strategy 
an extremely important one. Given her past import-substitution orientation, 
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there are two factors to be considered. The first is tile manner in which a 
transition to an export-oriented strategy iseffected. The second is the nature 
of the gains that might be achieved once the transition isaccomplished. 

The results of Chapter IX shed some light on the second factor. For all the 
evidence of Chapters VI to IX indicates that, satisfactory as Turkey's growth 
performance has been, it could be substantially improved if some of the 
excess costs of indiscriminate import-substitution were avoided in the future 
and her export 1j)tential were realized. 

The problem of transition will be much more difficult. Over the past two 
decades new industries have been built up regardless of their long-run poten
tial in response to the incentives provided to them. Many of the firms in 
these new industries would be confronted with difficult problems of transi
tion. 

Those problems have not been considered here because analysis has been 
centered upon past developments. The lesson of those developments is that 
the benefits from an altered growth strategy will more than compensate for 
the costs of thal transition. 



APPENDIX A 

CALCULATION OF EERs 

The method of calculating EERs is necessarily determined by the availabil
ity of data. In this appendix the sources and methods used to make the 
necessary computations are described, and the detailed data underlying the 
aggregate figures are presented. The order of presentation is: exports, imports, 
invisibles and capital transactions. 

Exports 

The task of calculating EERs for export commodities was broken into two 
periods: 1953 to 1960, and 1961 to 1969.' The reasons for this division are 
inherent in the nature of the trade regime. Prior to 1960, a multiple ex
change-rate system was the basic means by which incentives were accorded to
various export categories. After 1960, there was no longer a multiple ex
change-rate system, and differentials among export categories emerged pri
marily because of the export rebate system.

Table A-I gives the estimates of the EERs for exports between 1953 and 
1960. For most major export commodities, such as tobacco and cotton,
estimates of the EERs were obtained in a straightforward manner: they were 
the rates prevailing in the year in question, and were not frequently altered. 
For "marginal exports," however, the situation was rather different. While 
the rates were as indicated, the number of commodities to which these rates 
applied varied from time to time. Thus the class of exports eligible for the 
high rates both increased and decreased over time, as did the rates applicable 
to them. It was not possible to obtain detailed lists of the commodities 
eligible for the "marginal export rates" for the 1953-to-1958 period. When 
data were available for a specific "minor" export (such as meerschaum pipes,
olive oil, etc.) these rates are presented separately. Thus while it would be this 
author's judgment that textiles, for example, were subject to the marginal
export rates given in Table A-I, there is no documentation for that view. 

The bottom part of Table A-1 gives weighted EERs for exports for broad 
commodity classes and for exports as a whole. Weights for individual com
modities within a class were derived by taking the total 1956 value of exports 

1. Estimates of EERs for 1970 and 1971 were made on a much cruder basis, due to the 
absence of detailed data. They are presented in Appendix C. 
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Table A-i
 
Export EERs, 1953 to 1960 (TL per dollar equivalent of foreign currency)
 

1953 1954 1955 1956 1957 1958 1959 1960 

Individual commodities 
Raisins 2.80 3.30 3.53 3.69 4.00 5.60 9.00 9.00 
Fresh fruit 2.80 2.80 4.90 5.60 5.60 9.00 9.00 9.00 
Dried figs 2.80 2.80 3.08 3.22 3.36 5.60 9.00 9.00 
Chrome 2.80 2.80 2.80 2.80 2.80 4.90 9.00 9.00 
Cotton 2.80 2.80 2.80 3.78 3.78 9.00 9.00 9.00 
Olive oil 	 2.80 2.80 2.80 2.80 5.60 9.00 9.00 9.00 
Meerschaum pipes 3.92 4.48 4.90 5.60 5.60 9.00 9.00 9.00 
Tobacco 2.80 2.80 2.80 2.80 2.80 4.90 5.60 9.00 
Mohair 2.80 2.80 3.50 3.50 4.48 9.00 9.00 9.00 
Hazelnuts 2.80 2.80 2.80 2.80 2.80 5.60 9.00 9.00 
Copper 2.80 2.80 2.80 2.80 2.80 4.90 9.00 9.00 

Weighted EERs 
Minerals 2.80 2.80 2.80 2.80 2.80 4.90 9.00 9.00 
Traditional crop exports 2.80 2.85 2.89 2.91 2.95 5.14 6.77 9.90 
Cotton 2.80 2.80 2.80 3.78 3.78 9.00 9.00 9.00 
Mohair 2.80 2.80 3.50 3.50 4.48 9.00 9.00 9.00 
Fresh fruit 2.80 2.80 4.90 5.60 5.63 9.00 9.00 9.00 
Margina! exports($) 4.30 5.!8 4.90 5.60 5.60 9.00 9.00 9.00 
Marginal exports (EPU) 3.92 4.48 3.92 4.48 4.48 9.00 9.00 9.00 
Marginal exports 3.50 3.72 4.20 4.20 5 20 9.00 9.00 9.00 

(other currencies) 3.50 3.50 3.50 
Weighted ex.r'rt rate 2.84 2.89 2.96 3.15 3.17 5.87 7.61 9.00 

Notes: 	 a) From 1953 to 1957, specific premia were extended in varying amounts to 
raisins and figs. These were converted to ad v'alorcn rates by taking the esti
mated domestic wholesale price as given in T-tatistatistikleri1949-1965, Pih. 
No.562, SIS (Ankara), 1968. The estimates are therefore quite rough. 
b) For chrome, export retention rights of 100 per cent of f.o.b. value were 
extended in 1956 and abolished in 1957. Their value was not included in the 
calculation. 
c) A 35 per cent premium on cotton exports was extended in the summer of 
1956, removed in the fall of 1956 (when it was suspected that switch deals 
were taking place) and reimposed during the 1957 export season. It is included 
ini ate ZERs for both years. 
d) Retention rights of I to 15 per cent of f.o.b. exports, for own-use only, 
were extended during 1957 to hazelnut and tobacco exports. The value of 
these rights is not included in the calculations. 
e) Weights are derived by taking the percentage of the respective export coin
modities of the value of the total gioup in 1956 exports. The value of exports 
included in the group was $228.6 million, contrasted with tota! exports in that 
year of $305 million. Omissions include livestock and feedstuffs, and a variety 
of miscellaneous generally agricultural and mineral For marginal exports, the 
EPU rate no were available on fraction of exportswa3 used, since data tile 
eligible for the marginal rate going to each currency area.The mineralscategory 
includes copper (7.5 per cent) and chrome (10.2 per cent). Traditional crop 
exports include raisins (6.7 per cent), dried figs (1.6 per cent), tobacco (40.9 
per cent) and hazelnuts (13.0 per cent). 

Sources: 	 Data are compiled from various sources. The most important was the Annual 
Report on Exchange Restrictions, International Monetary Fund (Washington),
various years. Selected price quotations were also found in the Quarterly 
Reports, EIU, and other sources. 
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of commodities for which rates were available, and then taking the fraction of
that value represented by the commodity in question. Thus in 1956 copper
exports were $17.1 million and chrome exports were $23.3 million. To ob
tain the weighted rate for mineral exports, the effective exchange rate for 
copper was multiplied by 0.423 and that for chrome by U.577. A similar 
method was used to obtain the overall export EER. 

Multiple exchange rates were not in use for exports during the period 1961 
to 1970, and the main forms of differential incentives for exports took the
form of export rebates. 2 The law enabling export rebates was passed in 
1963. 3 Several decrees subsequently modified the operation of export re
bates, extending and altering their coverage. The basic rate-setting mechanism 
throughout the period was to grant temporary rates which would be applica
ble 	 until a rate was established. Once a rate was established, it could be 
altered upon petition of exporting firms, and firms which had received small
er temporary rates were entitled to collect the difference, while firms which 
had received more than their permanent rate were obliged to refund the 
difference. 

The stated intent of allowing rebates was to offset taxes and duties paid by
exporters on their production and inputs. A question thus arises as to wheth
er the export rebates con tituted an export incentive or simply an offset to a 
previously existing export disincentive. The issue is inherently muddy: (I)
insofar as rebates were a genuine repayment of taxes and duties, they con. 
stituted a genuine incentive to exports only if home goods and import.
substituting producers wo:re subject to the same taxes; (2) insofar as rebates 
exceeded the amount of taxes 	 apaid they constituted genuine differential 
incentive to export regardless of whether import-substitutes and home goods 
were subject to similar taxes. 

The second issue is troublesome only because it is not possible to obtain
estimates of the subsidy component of rebates. The law enabling rates, and 
the subsequent decrees determiining them, were so worded that only actual 
taxes and duties paid were to be rebated. Hlowever, (I) rebate rates were set 
by inspection of the tax and duty components o" costs of one or several large
firms in an industry and if other firms had a differential tax incidence, the
rebate rates could contain an element of subsidy to some firms; (2) rebate 
rates were set as a percentage of the f.o.b. price, so an increase or decrease in 
that price could result in a subsidy or failure to offset the taxes paid, even if
the initial rebate rate had been an exact tax offset; and (3) many Turkish 
producers claimed in interviews that despite the wording of the Rebate Law
rebate rates were in fact set in a manner designed to enable a firm to cover its 
2. 	 There were, in addition, other incentives described in Chapter VII. The value of 

these incentives is not included in the estimate of export EERs. 
3. 	 Law No. 261, June 27, 1963. 
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costs and earn 5 per cent on gross export sales, independent of the actual 
taxes paid. 4 Whether this last was so is vigorously contested by Turkish 
officials; however, inspection of the rebate rates below will suggest that there 
must have been sonic element of the profitability calculus in the rate-setting 
decision, at least for sonic exports. 

The first issue, whether home-goods and import-substitutes' costs were 
equally taxed, is the mure important, and tile more difficuilt question to 
answer. Most of the rebated taxes (production tax, import and associated 
duties, stamp and financial taxes) applied to all transactions, not simply to 
exports. However, the incidence of these taxes could differ between firms and 
between industries. On net, agricultural output was subject to less taxation 
than was industrial output. Thus it could be argued that there was already a 
differential incentive, in favor of agricultural exports at least. In terms of 
industrial output, there is no a priori basis for bclieving that Turkish taxation 
discriminated in any systematic way between import-substitutes, exportables 
and home-goods. Hence we conclude that on balance export rebates probably 
did constitute a differential incentive, both in their tax rebate component and 
in any subsidy that was in fact granted. It must be remembered though that 
there were undoubtedly differentials between industries. The conclusion is at 
best a rough-and-ready first approximation. 

Table A-2 gives the rebate rates in effect at various points for which the 
data are available. No rebate rates had been set for 1964 (except th'3 provi
sional rates) for commodities other than textiles. By 1967 rates had been 
raised on a number of items, and some new items had been accorded definite 
rates. A far larger list of commodities had been accorded specific rates by 
1969, of which the items listed are just a small sample. A variety of unproc
essed agricultural products were also accorded rebates by that date. The rates 
varied widely, from 9 per cent for olive oil to 49 per cent for boric acid; some 

individual textile and clothing rates, not included in Table A-2, were even 
higher. 

Table A-3 gives the value of exports in each category eligible for rebates, 
the amount of rebates actually paid, and tile rebates paid as a per cent of 
exports. The categories for 1964 to 1966 are net entirely comparable with 
those for 1968 and 1970, and except for textiles, food products, and a few 
other well-defined classes, comparisons for individual categories between pe
riods should be made with care. The totals are comparable for both periods, 

4. 	 The law and decrees stated that rebate rates were to be determined in such a way 
that taxes and duties paid were to be refunded in an amount permitting firms to 
earn 5 per cent on their gross export sales. The wording of the law was that rebates 
might cover less than full taxes paid although it is not so certain that this was what 
happened in practice. But government officials obviously could not have worded 
the law otherwise without violating GATT rules. 
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Table A-2Rebate rates on representative commodities, by year, 1964 to 1969 (per cent of f.o.b. 
price) 

1964 1967 
 1968 1969
 

Temporary rates 
Agricultural commodities 0.0 5.0 -
Manufactured commodities 10.0 15.0 -

Negotiated rates 
Textiles
 

Thick combed yarn 
 4.6 4.6 15.08 15.08Thick carded yarn 3.2 3.2 13.48 13.48Unbleached cotton fabrics 21-23 36-40 46.00 46.00Towels 18.9 24.4 34.40 34.40Woolen yarn 10.5 20.0 33.30 33.30
Mens' nylon socks 23.5 23.0 33.00 33.00 

Non-textiles
 
Chrome concentrate 
 - 13.0 13.00 24.81Copper cables - 37.3 47.30 47.30Window glass - 12.9 25.67 32.11 
Olive oil 
Tomato paste - 9.10 - - - 23.t6 
Lea tler products 
Boric acid 18.50 

- 49.29 
Iron and steel 

- 28.84Electric lamps 
35.43 

Cement 
- - 45.58Plastic 
- - 38.87 

Sources: Restni Gazete, Nos. 11712, May 26, 1964, 12713, June 30,1967, and 12887,April 30, 1968; Yattrtnlarin ve Jhracatn Tepiki re Uygulama Esaslari, SPO. 
1969, Pb. No. DPT 773- TUD:4/. 

in the sense that they include all exports subject to rebate. Sonic commodi
ties ineligible for rebates in the early years became eligible at later dates,though. Thus the coverage of the rebate system increased vastly. This is mostapparent between 1968 and 1970. In 1969, a variety of unprocessed agricul
tural products, including cotton (10 per cent), tobacco, 5 raisins (37 per cent),and fresh fruits and vegetables (11.3 per cent) became eligible for rebates.Whereas eligible exports accounted for 2.5 per cent of all exports in 1964,they constituted 5.3 per cent of exports in 1967 and 29.5 per cent in 1969.

Although it would be preferable to employ the specific rebate rates actual

5. Rebates of TL 2.8 million were reported against exports of TL 4.2 million oftobacco. That figure is far below the value of tobacco exports, and the basis for the 
number is not known. 



Table A-3
 
Rebates and exports of commodities eligible for rebates. 1964 to 1970 (values in thousands of TL)
 

1964 1966 1968 1970 

R X ",r R X R X 1 R X % 

Food 1,877 33,985 5.5 3,334 43,599 7.6 3,736 28,596 13.1 25.953 266,727 9.7 

Beverages 
Textiles-clothing 
Wood products 

-
5,539 

448 

-
22,629 
4:479 

-
24.5 
10.0 

230 
4,641 
2,796 

2,303 
9,978 

27.266 

10.0 
46.5 
10.3 

364 
22,399 

1,043 

2.149 
51,539 
10,181 

16.9 
43.5 
10.2 

1.116 
56,661 

7,630 

8,718 
210,115 
33,518 

12.8 
27.0 
22.8 

Paper - - - - - - 2,574 4,832 53.3 2,502 3.278 76.3 

Hides and leather 1,131 11,323 10.0 59 772 7.6 565 1,325 42.6 9,962 39,124 25.5 

Chemicals - - - 166 1,885 8.8 10,594 45,233 23.4 46,211 149,799 30.8 

Glass - - - 324 2,261 14.3 592 ,950 15.0 1,478 4,728 31.2 

Ceramics - - - - 69 481 14.3 115 513 22.4 

Cement - - - - - - 48 105 45.7 9,542 36,819 25.9 

Iron and steel 20 203 9.9 5,323 28,700 18.2 43 287 15.0 152 523 29.1 

Other metals - - - 127 1,108 11.5 14.400 95,441 15.1 29,055 165,785 17.5 

Metal products 
Machinery 

-
-

-
-

-
- -

707 2,341 
-

30.2 
-

83 
298 

412 
672 

20.1 
44.3 

4,337 
4,532 

8,846 
8,982 

49.0 
50.4 

Electric machinery - - - - - - 154 648 23.8 464 1,434 32.4 

Electronics - - - - - - 155 94 164.9 - - -

Transport equipment - - - - - - - - 260 850 30.6 
Railroad equipment - - - - - - - - -

Rubber products 
Gift items 

-
111 

-
1,111 

-
10.0 

-
544 

-
5,459 

-
10.0 

-
756 

-
6,720 

-
11.3 

2,889 
-

13,340 
-

21.7 
-

Miscellaneous 2,724 27,308 10.0 5,354 73,516 7.3 - - - 658 3,294 20.0 

Agricultural products - - - - - - - - - 70,438 651,928 10.8 

Total 12,117 103,602 11.7 27,547 219,548 12.5 57,873 247,832 23.3 288,588 1,732,899 16.6 

Notes: a) Categories for 1964 and 1966 do not exactly correspond to those lor later years. The miscellaneous category in 1964 and 1966 in

cludes many of the items left blank, including a large category, "mining products." 
b) Figures do not always add to totals. The source of the discrepancy is unknown. 

c) R = value of rebates; X = value of exports; " is the implied rebate percentage. 
) The average rebate rates for 1965, 1967, and 1969 were 9.7. 9.9, and 14.6 per cent, respectively. 

Sources: 1964, 1966 and 1970, data kindly supplied by SPO; 1968, 1970 Yth Prograinz p. 52 7 . 
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ly in force in making EER estimates, some weighting system is required. Thusin the absence of data on the value of exports in each detailed rebate category, the percentage numbers given in Table A-3 are used in making EER estimates for the 1961-to-1969 period. Since there were undoubtedlyminor differences 	 somein the timing of exports from the timing of rebate pay.ments, use of the rebate rates derived from the data in Table A-3 undoubtedly results in some error. However, inspection of the year-to-year fluctuationsin 	 rebates as a per cent of exports in each category suggests that with theiossible exception of the very small export categories the changes in percentages from year to year conform rather closely to the general trends in rebate 
rates indicated in Table A-2. 

Table A-4 gives the EERs for various categories of exports for 1961 to1969, as implied by the rebate rates, and also gives the weighted EERs fortraditional, non-traditional, and total exports, based on the rebate rates ima-

Table A-4

EERs for exports, 1961 
 to 1969 (TL per dollar f.o.b.) 

1961 1962 1963 1964 1965 1966 1967 1968 1969
 

Traditionalexports
To'ar-o 9.00 9.00 9.00 
Cot,.ln 

9.00 9.00 9.00 9.00 9.00 9.909.00 9.00 9.00 9.00 9.00 9.00 9.00 9.00 9.90Figs and raisins 9.00 9.00 9.00 9.00 9.00 9.00 9.00 9.00 10.17Chronic concentrate 9.00 9.00 9.00 9.00 9.00 9.00 10.17 10.17 11.25Other traditional 9.00 9.00 9.00 9.00 9.00 9.00 9.00 9.00 9.00 
Weighted 	traditional
 

export EER 
 9.00 9.00 9.00 9.00 9.00 9.00 9.02 9.02 9.37 
Non-traditional exports 

Fresh fruit and
vegetables 9.00 9.00 9.00 9.00 9.00 9.00 9.00Processedfoods 	 9.00 9.999.00 9.00 9.00 9.49 9.37 9.68 9.42 10.17 9.60Textiles 9.00 9.00 9.00 11.21 12.05 13.18 11.65 12.91 12.04Paper products 9.00 9.00 9.00 9.90

Glass 
9.90 9.90 13.31 13.79 12.049.00 9.00 9.00 9.90 9.78 10.29 10.31 10.35 11.61Metal products 9.00 9.00 9.00 9.90 9.90 11.72 10.24 10.81 11.90 

Weighted non-traditional
 
export EER 
 9.00 9.00 9.00 9.62 9.69 10.09 9.72 10.28 10.31 

Weighted export EER 9.00 9.00 9.00 9.01t 9.04 9.06 9.06 9.09 9.96 

Note: Weights used were the value of exports of the comniodity group in 1967 as aper cent of all exports included in the calculation. Of $522.7 million of exportsin 1967, S454.4 million were included in these groups. Traditional exports(94.2 per cent) are slightly overweighted by this procedure.
Sources: Table A-3 and text of Appendix A. 
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plied by Table A-3. The weights used were the value of exports in 1967 for 
each export category as a per cent of the total value of exports included in 
the computa ons. The year 1967 was employed as a base for weighting 
because the commodity distribution of exports in that year was judged to be 
reasonably representative of the average structure of Turkey's exports during 
the 1960's. The nominal EERs given in Table A-4 are those employed 
throughout the text when measuring differentials in incentives between vari
ous commodity groups. 

Import EERs 

The computation of EERs for imports is inherently more difficult than 
that for exports. Not only were there multiple exchange rates over part of the 
period, but at various times tariffs, production taxes, guarantee deposits, 
stamp duties and port taxes were also imposed on the several categories of 
imports. In the middle and late 1960's some categories of imported capital 
goods were eligible for deferred payments or reduced schedules of duties and 
other surcharges at a subsidized rate of interest. 

For some components of these charges, fairly complete information is 
available. For other components the data are far less adequate, and considera
ble judgment had to be used in deriving the estimates. Before discussing the 
method for estimating the EERs for import ciaegories then, it will be useful 
to discuss the nature of the problems involved and the procedures used to 
analyze the various components of the TL cost of a dollar of imports. 

Tariffs. Early in 1954 Turkey switched from specific to ." valoren 
tariffs on virtually all imports. No effort was made to estimate the ad valorem 
equivalent of tariffs prior to 1954, and hence the estimates of import EERs 
start with that year. Few tariff rates were altered between 1954 and 1964, 
but a major revision of the Turkish tariff structure was undertaken and ef
fected in that year, and the set of duties imposed then remained in force with 
few rate modificatiom 

Both the 1954 and 1964 tariff schedules were obtained for the computa
tion of the tariff component of EERs. 6 It proved impossible to trace the 
changes, generally stated to be few and highly infrequent, in tariff rates 
between 1954 and 1964, or after 1964. Thus while there is reason to believe 
that there were very few changes, whatever changes occurred are not taken 

6. 	1954 tariff rates were obtained from T.C. Ba~vekalet, "istatistik Umum Midurliiuu," 
Ginnruk Girij Tarife Ceti'eli,Neriyat No. 365 (Ankara), 1956. 1964 tariff rates were 
obtained from Law No. 474, "Import Customs Tariff, 1964," from the Official Gazette, 
No. 11711, May 25, 1964, as translated by TUrk Argus Ajansi. 
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account of in the estimation of tariff rates. It is not believed that this omis
sion is of significance. 

More important perhaps is that the tariff categories do not correspond
with the import classifications for which data are available. Thus the import
categories on which tariffs are based are much more detailed than the catego
ries for which value of imports is reported. Thus a weighting system for tariffs 
proved to be impossible. 

As an alternative, it wa' r"cided to go through the 99 chapters of the 
tariff code, selecting i ,ineach chapter containing commodities which
Turkey imports. The nasi, selection was primarily the author's judgment as 
to the relative importance and representativeness of the individual items. 
Some chapters cover a much higher value of imports than others, and more 
items were included from those chapterr than from others. 

The tariff rates for the selected items were then collected from the 1954 
and 1964 tariff schedule. Each specific commodity category was then, some
what arbitrarily, assigned to one of four groups: consumer goods; producers' 
raw materials and intermediate goods; capital goods; and imports with domes
tic substitutes. The last category cuts across the other three, but was deemed
useful to indicate the height of protection accorded to domestically produced 
import-competing goods.

An unweighted average of the individual rates for each group was taken as 
representative of the functional grouping. Table A-5 lists the specific com
modity categories selected in the sample, gives the tariff rates applicable to 
them from the 1954 to 1964 tariffs, and indicates the commodity class to
which the item was assigned. Names of the commodity groups have generally
been considerably shortened, with the name adopted being designed to 	pro
vide an idea of the contents of the group. As can be seen, the allocation of 
items to the four categories is of necessity rather arbitrary: some items desig
nated consumer goods are clearly also imports with domestic substitutes, and 
there are many cases where an item has more than one category of end-use 
(e.g. 	locks).
 

Altogether, I ll commodities were 
selected for the sample: there are 37

items designated 
 consumer goods, 47 producers' intermediates and raw mate
rials, 13 import-substitutes, and 14 capital goods.

Every effort was made to make the sample as representative as possible,
and inspection of other categories does not suggest any obvious bias in the
sample. It must be recalled that the absence of any meaningful quantity
weights somewhat biases the resulting tariff averages, although the direction 
and magnitude of the bias is unknown. The tariff rates given in Table A-5 are 
those used for estimating EERs and are employed, by category, to get esti
mates of the unweighted tariff rates used below. 
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Table A-5
 
Sample of import commodities chosen, 1954 and 1964 tariff rates, and commodity class
 

to which assigned 

Tariff Rate 
BTN Code and Name Class 

1954 1964 

5.10 Ivory 	 CG 10 20 
7.06 Root and tuber vegetables 	 CG 50 25 
8.01 	 Tropical fruit CG 100 75 
9.01 	 Coffee unroasted CG 75 75
 

Coffee roasted CG 100 100
 
9.02 	 Tea CG 75 100 

9.04 Pepper 	 CG 100 100 
10.01 Whea! 	 CG 50 15 
13.01 Dyeing raw materials 	 RM 100 100 
15.12 Hydrogenated fats and oils 	 RM 60 60 
17.01 Beet and sugarcane 	 CG 100 150 

18.01 Cocoa beans 	 RM 10 50 
19.03 Macaroni and pastas 	 CG 50 50 
20.05 Jams 	 CG 150 75 
21.05 Soups 	 CG 100 75 
22.03 Beer 	 CG 150 100 

23.04 Oil cakes 	 RM 15 15 
25.03 Sulphur 	 RM 20 75 
25.19 Magnesium carbonate 	 RM 25 25 
25.24 Asbestos 	 RM 25 15 
26.01 Metallic ores 	 RM 5 5 

27.01 Coal 	 RM 10 60 
28.04 Hydrogen 	 RM 50 50 
28.06 Hydrochloric acid 	 RM 15 40 
28.09 Nitric acid 	 RM 5 40 
28.19 Zinc oxide 	 RM 10 20 

28.26 Tin oxides 	 RM 15 15 
28.39 Nitrates and nitrites 	 RM 5 20-25 
29.06 Phenols 	 RM 25 25 
29.14 Monoacids 	 RM 100 50 
29.38 Vitamins 	 CG 5 5 

31.02 Nitrogenous fertilizers 	 CG 35 35 
32.03 Synthetic tanning materials 	 RM 25 40 
24.01 Soap 	 CG 100 50-60 
35.02 Albumin 	 RM 30 30 
36.03 Blasting fuses 	 RM 50 100 

37.02 Photographic film 	 CG 35 35 
38.05 Tall oil 	 RM 15 35 
39.02 Polymerization products 	 RM 50 50 
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Table A-S 

BTN Code and Name 

40.01 Natural rubber 
40.11 Rubber tires 

41.02 Tanned leather 
42.02 Leather travel goods 
43.03 Articles of furskin 
44.15 Plywood 
45.03 Natural cork articles 

46.02 Woven plaiting materials 
47.01 Paper pulp 
48.05 Corrugated paper, paperboard 
48.16 Packing containers 

51)0.4 Silk yarn 


51.04 Woven fabrics, man-made fiber 
53.1 I Woven fabrics of wool 

54.(1 Raw flax 

55.04 Carded and combed cotton 
55.06 Cotton yarn 

56.04 Man-made discontinuous fibers 
56.06 Yarns of man-made fibers 
57.03 Unspun jute 
58.05 Narrow woven fabrics 
60.01 Knitted fabric 

61.02 Womens' outer wear 
62.02 Linen (bed. table, etc.) 
64.05 Footwear 
65.05 flats and headgear 
66.01 Umbrellas 

67.04 Wigs 
68.13 Asbestos articles 
69.02 Refractory bricks 
69.05 Roofing tiles 
69.10 Sinks, wash basins 

70.05 Common plate glass 
71.12 Jewelry 
73.07 Forged iron and steel products 
73.14 Iron and steel wire 
73.26 Barbed wire 

(continued) 

Class 

RM 
MS 

RM 
CG 
CG 
RM 
RM 

RM 
RM 
MS 
RM 
RM 

MS 
MS 
RM 
RM 
MS 

MS 
MS 
RM 
MS 
MS 

CG 

CG 
CG 
CG 
CG 

CG 
RM 
RM 
MS 
CG 

MS 
CG 
RM 
RM 
RM 

Tariff Rate 

1954 1964
 

50 40
 
30 40
 

45 90
 
100 ISO
 
100 200
 
40 50
 
35 50
 

40 50
 
5 15
 

60 60
 
100 75
 
40 40
 

100 150
 
80 100
 
20 20
 
20 20
 
60 60
 

50-75 30
 
100 100
 

5 5
 
100 100
 
100 100
 

150 100
 
100 100
 
100 100
 
70 70
 

100 100
 

100 100
 
25 75
 
40 40
 
75 50
 

100 100
 

50 50
 
20 20
 
Is 15
 
15 30
 
25 40
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Table A-5 (continued) 

Tariff Rate 

BTN Codn and Name 

73.32 Bolts and nuts 
74.07 Copper tubes and pipes 
74.17 Copper cooking and heating items 

75.03 Nickel plate 
76.08 Aluminum structures 

77.02 Magnesium rods, bars, etc. 
78.04 Lead foil and strip 
79.05 Zinc roofing material 
80.03 Tin plate, sheet, strip 
82.02 Saws 

83.01 Locks 
84.06 Internal combustion engine 
84.15 Regrigeration equipment 
84.22 Lifting, loading machinery 
84.31 Paper-making machinery 

84.37 Textile machinery 
84.45 Metal working machine tools 
84.63 Vehicle parts 
85.20 Electric filament lamps 
85.25 Insulators 

86.06 Railway rolling stock 
87.01 Tractors 
87.02 Buses and autos 
88.02 Airplai;es 
89.01 Ships 

90.07 Photo cameras 
90.17 Medical instruments 
90.27 Meters 
91.01 Watches 
92.01 Pianos 

94.03 Furniture and parts 
96.05 Cosmetic articles 
97.02 Dolls 
98.03 Fountain pens 
98.08 Typewriter ribbons 

Class 

MS 
RM 
CG 
RM 
KG 

RM 
RM 
RM 
RM 
RM 

CG 

KG 
KG 
KG 
KG 

KG 
KG 
KG 
CG 
RM 

KG 
KG 
KG 
KG 
KG 

CG 
RM 
KG 
CG 
CG 

CG 
CG 
CG 
CG 
CG 

1954 1964
 

35 50
 
10 40
 
40 50
 
20 25
 
15 50
 

5 5
 
40 40
 
30 50
 

5 10
 
25 50
 

50 75
 
5 35
 

10 60
 
5-10 50
 

5 30
 

5 35-40
 
5 50
 
5 30
 

50 50
 
35 50
 

10 30
 
25 30
 
40 60-76
 

5 0-5
 
50 50
 

30 60
 
15 35
 
25 50
 
25 75
 
15 50
 

80 100
 
100 100
 
100 100
 
60 75
 
40 75
 

Note: 	 Abbreviations for class are: CG, consumer goods; KG, capital goods; RM, 

materials and intermediate producers' goods; M6, imports with domestic sub

stitutes. 
Sources: T.C. Balvelaket, "Istatistik Umum MiidirliiAUi," Giunriik Girij Tarfe Cetvtei, 

Neriyat No. 365 (Ankara) 1956; and Law No. 474, Import Customs Tariff, 
as translated by TUrk Argos1964 Official Gazette No. 11711, May 25, 1964, 


Ajansi.
 

raw 
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Municipality tax. Municipality taxes have been levied against imports
throughout the period under consideration. The municipality tax 	has been 
constant, at 15 per cent of the customs duty charged against imports. Thus an
import subject to a 50 per cent tariff was also subject to a municipality tax 
equal to 7 per cent of the c.i.f. price. 

Wharf tax. A wharf tax is, and has been, levied upon the sum of c.i.f.
price, tariff, municipality tax, and other costs of landing goods (opening aletter of credit, stamps, storage charges, etc.). The rate of tax was 2 V per cent
of the sum of all previously noted costs until 1966 and has been 5 per cent
since that time. Thus for a commodity with miscellaneous costs equal to 10 per cent of c.i.f. price, a commonly accepted estimate, the wharf tax would 
be: 

WT = w[pf (1. 10+ 1.15 t)] 

where WT is the wharf tax levied, w is the rate of wharf tax, pf is the c.i.f.
price of the good, and t the tariff rate. vespite the low nominal rate of the
wharf duty, it generally -ceeded the municipality tax, because of its much
larger base. With a tariff rate of 20 per cent, for example, the municipality
tax was equal to 3 per cent of the c.i.f. price, and the wharf tax equal (with
the estimate of 10 per cent of c.i.f. price for miscellaneous charges) to 3.3 per
cent at a 2! per cent rate and 6.6 per cent at the 5 per cent rate of c.i.f. price.
In computing effective exchange rates for imports, no attempt was made to
estimate the magnitude of other landing costs. Its magnitude cannot be more
than 0.25 per cent prior to 1966 and 0.5 per cent of the basic exchange rate
thereafter. This omission does not affect the relative EERs between different 
import categories, but does result in a slight understatement of the differen
tial between import and export EERs. 

Production tax. A major source of revenue in Turkey is the istilsal
Vergisi, generally referred to as 	 the production tax (sometimes called ex
penditure tax). It is levied both on imported goods (on the basis of ianded 
cost, including all previously indicated charges) and on domestic output. The 
production tax is levied against four basic lists:

(1) Primary Products. Imports and domestically produced materialsraw 
(many of which are really intermediate goods) are subject to the same 
rate of tax, on landed cost and producers' sale price, respectively.

(11) 	 Some Finished Products. For commodities on List I1, the rate of tax,
on the same basis as for List 1, is the same for imports and domestically 
produced products.

(I1l) Coffee, Cocoa, Beverages and Glucose. Imported and domestically
produced commodities are taxed at the same rate. 
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Table A-6 
Production tax lists and schedules in effect, 1964 

List I - Primary Products 

Cement, bricks, and other heat resisting materials 12.5% 
Iron products (rails, bars, wires, etc.) 12.5% 
Iron and steel (pig iron and steel ingots) 20.0% 
Copper (ingots, bars, sheets, strips, profiles, etc.) 30.0% 
Other metals or minerals including sulfui 30.0% 
Petroleum products 

Flash point below 30'C 
Flash point 30'-55 ° C 

TL 450 per ton 
TL 240 per ton 

Flash point over 55C 
for 80% refined before cracking TL 230 per ton 
for 20% refined before cracking TL 230 per ton 
light oils TL 50 per ton 
L.P.G. TL 50 per ton 

Synthetic rubber 20% 
Plastic 40% 
Furs 75% 
Bones and horns 75% 
Precious stones 75% 
Paper and pulp 

With over 70% wood 15% 
Other 20% 

Glass 20% 
Textiles 

Animal yams 
wool yarn 20% 
other yarn 36% 

Vegetable origin 
jute, sisal, manila 15% 
cotton yarn 18% 
others 36% 

Electricity (domestic and hotels excluded) 
Gas 

TL 0.01 per kwh 
TL 0.015 per M3 

Miscellaneous tariff nos. 
05.14, 13.02, 27.12, 27.13 18% 

Toilet products and parfums 30% 
Soap (except ordinary) 15% 

List 11- Finished Products 

Ammunition, explosives and arms 25% 
Matches TL 0.60 per 1,000 
Vehicles 

Bicycles (except childrens') 20% 
Motorcycles 20% 
Trucks (small) 25% 
Passenger cars 25% 
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Table A-6 (continued) 

Vehicles (continued)
Chassis with engines
Chassis without engines 15% 

10% 
Watches and clocks 10% 

Gold plated 
Silver plated 40%

30%Others 30% 
Radios, record players, etc. 20% 

Record players, combinations and tape recorders
Battery powered radios 	 30% 

18%Radio receivers 

Gramophones 
 20% 

Photographic equipment and film 25% 
Ceramic products 18% 

20%
China products 0% 

40% 
List Ill - Coffee, Cocoa, Beverages and Glucose 

Coffee 

TL 5 per kg


Cocoa and cocoa products 30%Beverages not produced by the Monopoly AdministrationBeer 
TL 0.4 per literChampagne 

Other wine TL 15 per liter 
Whiskey TL 0.2 per liter 

GlucoseTL3 TL 30 per literpeli rTL 0.5 per kg. 
List IV - Imported Products 

Products from cement or other heat resisting materials 	 10% 
Metal productsMachines (to be established) 

10%Other machines 

Bicycles (childrens' only) 18%
 

15%Other metal products 
25%Rubber products 


Plastic products 25%
 
Paper products 35%
 

15%Glass products 
18%Textiles
 

Jute, sisal and manila products 

12.5%Others in List 1 
18%Fur products

Products made from horms and bones 60% 
Products from precious stones 	 60%
 

60%
 
Coffee products
Cocoa products 25% 
Miscellaneous (tariffs 28.02, 28.42, 28.54, and 28.58) 

25% 
15% 

Source: Data supplied by Professor Wayne Snyder. 
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(IV) 	 Imported Products. Only imported products on this list are subject to 
tax, on the basis of the landed cost (c.i.f. price, tariff, municipality tax, 
miscellaneous costs, plus wharf duty). 

The production tax for Lists I to Ill is levied at the same rate on imports and 
domestically produced goods in the same category. But elements of extra 

protection against imports nonetheless exist. Since the tax is levied upon 
landed cost, the tariff and other import taxes are in fact cascaded. And some 

Table A-7
 
Domestic production tax, import production tax, and custom collections, 1952 to 1969
 

(millions of TL)
 

Domestic 
Production 

Import 
Production 

Custom 
Duties 

Value of 
Domestic 

Value 
of 

(1) as 
% 

(2) as 
% 

Tax Revenues Tax Revenues Production Imports of (4) of (5) 

(1) (2) (3) (4) (5) (6) (7) 

1952 162 225 191 1,490 1,556 10.8 14.3 
1953 187 220 203 1,839 1,491 10.0 14.8 
1954 220 200 214 2,248 1,339 9.8 14.9 
1955 282 212 247 2,578 1,393 10.9 15.2 
1956 343 170 193 3,290 1,140 10.4 14.9 

1957 453 191 187 4,157 1,112 10.8 17.2 
1958 453 295 249 5,418 882 8.3 33.4 
1959 506 711 551 6,586 1,315 7.6 54.1 
1960 506 681 575 6,886 2,214 7.3 30.8 
1961 506 660 612 7,577 4,585 6.6 14.4 

1962 618 837 737 8,323 5,599 7.4 14.9 
1963 685 883 796 9,462 6,216 7.2 14.2 
1964 705 744 948 10,475 4,878 6.8 15.2 
1965 908 895 1,155 11,742 5,193 7.7 17.2 
1966 1,144 1,061 1,413 13,727 6,522 8.3 16.3 

1967 1,302 1,167 1,366 16,016 6,219 8.1 18.8 
1968 1,558 1,199 1,332 17,760 6,937 8.8 17.3 
1969 1,688 1,058 1,131 20,497 7,273 8.2 14.5 
1970 1,150 1,275 

Notes: a) Value of domestic production isgiven by the Ministry of Finance. 
b) Not all imports are dutiable. NATO infrastructure, PIL 480, and avariety of 
other miscellaneous categories are exempt from duty. Ilowever, figures on the 
amount of dutiable imports are not available for the entire period, so total im
ports were used for these computations. 

Sources: 1952-1964 Ministry of Finance, General Directorate of Revenues, Budget 
Revenuoqs Bulletin No. 14, Fiscal Year 1964, p. 124 (cols 1,4, and 6), p.13 0 

(cols 2, 3, 5, and 7), 1965 to 1970. Tax receipts from Social and Economic 
Indicators,AID, 1971. 
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items on Lists I to III are almost exclusively imports and are thus taxed at 
rates above those applying to most domestic products. 

There is no discrimination against imports, even for items on List IV, 
except insofar as the above considerations hold, or as the rates applicable to 
imports are above the average rate charged against domestic production, or if 
the commodity is domestically produced. Thus if an item on List IV were 
taxed at the average rate of all domestic products and there were no domestic 
production, the only discriminatory effect of the production tax wouid be 
the cascading of the tariff. 

In addition to the conceptual difficulties just mentioned, production tax 
rates were revised substantially in 1956, 1963, and 1964, and only the lists 
and rates applicable for 1962 and 1964 are available (although the lists have 
not since been significantly altered). 7 

Table A-6 gives the lists applicable since 1964.8 Table A-7 gives data on 
collections front the import production tax, domestic production tax, 
customs duties, and comparable value-added figures for the period 1952 to 
1969. As can be seen, the import production tax has yielded revenue over the 
years about equal to that from customs duties. Until 1964, moreover, import 
production tax revenues were generally slightly in excess of the domestic 
production tax revenues as far as absolute figures go, and have throughout 
constituted a considerably higher percentage of the taxable base. Thus pcrt of 
the import production tax constituted additional protection against impor.s. 
It should be particularly noted that the amount of production tax levied 
against a dollar of imports increased automatically whenever the tariff, stamp 
duty or other charge against that import increased, since the production tax 
was levied against landed cost of the import in question. 

The problem lies in separating the protective component of the production 
tax from that part offsetting taxation on domestic production. There is no 
perfect solution to the problem, and the one adopted here is at best only a 
first approximation. The production tax was levied only on imports of items 
on List IV, and thus constituted additional protection against imports. The 
entire amount of the production tax was treated as an additional duty. 

74or commodities on Lists I, II, and Ill, only the cascading component of 
the import production tax was regarded as adding to the EFR. Thus for a 
commodity subject to a 20 per cent production tax levied on landed cost 
(including stamp duties, wharf charges, etc.) of twice the c.i.f. price, the 
protective component of the production tax is taken as equal to 20 per cent 
of the c.i.f. price, although the production tax as a per cent of c.i.f. price was 

7. The lists and rates in effect in 1962 were found in I. Kizikh ct aL, Giimriik Girif 
Tarifesi, pp. 63 ff. There was little difference between these and the 1964 rates given 
in Table A-6. Some production tax rates were altered in 1970. 

8. i am indebted to Professor Wayne Styder for supplying these data. 
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40 per cent. While this procedure is somewhat arbitrary, no feasible method 

was found for a closer approximation to the protective component of the tax. 

It probably understates the protective content of the production tax for 
are undermany imported items, and hence the resulting estimates of EERs 

estimates. 

Stamp duty. Turkey levied a 5 per cent stamp duty on the c.i.f. value of 

imports in 1963. This duty was increased to 15 per cent in 1967, and to 25 

per cent in 1969. It was reduced in August 1970 to 10 per cent. Unlike the 

wharf, municipality and production ta,:es, no cascading was involved as this 

duty was levied on the c.i.f, price of the imports. 

Guarantee deposits. Since 1953, when a 4 per cent guarantee deposit 

was required with import license applications, there have been guarantee 

deposit requirements of varying heights and complexity. Guarantee deposit 

requirements never exceeded 10 per cent of the c.i.f. value of the goods for 

which import license application was made until 1962. 9 Thereafter, the 

9. An exception was the eight-month period following devaluation in 1958. See Chap

ter Ill, above. 

Table A-8
 
Guarantee deposits required, by list, 1958 to 1970 (deposit as per cent of value of appli

cation)
 

Quota List Liberalized List 

Importers Industrialists List I List II 

-
-
20 
10 1958 

10-15 
- 10 1959 

101960 
-1961 	 10 - 10 

10 10 
10-30 1962 

10-20 10 

1964 30 10 30 30
 
1963 

1001965 	 30 10 70 


30 10 70 100
1966 
70 100-1251967 	 30 10 

10 	 100-1251968 	 30 70 
so 20 90 120-1501969 

90 1501970 	 50 20 

Notes: a) Guarantee deposit 	 requirements against AID-financed goods were lower 
than the ratios indicated here. 
b) From 1966 on, there were a few goods subject to lower rates than those 
indicated. 

Source: Data supplied by SPO. 
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height of the guarantee deposit rates and the complexity of tile guarantee
deposit schedules increased rapidly.

Table A-8 gives the rates required, under various categories, for the periodsince 1958. As can be seen, guarantee deposit requirements varied betweenthe Quota List and the Liberalized List, as also between industrialists andimporters. By 1964 the Liberalized List had been split into two, with separateguarantee deposit rates for each list, and additional rates applied to imports
financed by AID licenses as well. 

There are two problems with estimating the tariff equivalent of the guaran.tee deposits. First, there is the cuestion of the interest foregone while guarantee deposits were tied up. That problem is not very difficu!t. The secondproblem, however, is considerably greater: the implicit cost of the guaranteedeposit varied not only with the foregone interest, but with the length oftime for which the guarantee deposit was held.'0 Thus in 1966 the time forwhich the guarantee deposit was held was generally about 5 months, whereasby 1969 the guarantee deposit frequently was for 8 months or longer, as
delays increased in the issuance of import licenses. 
10. It also varied with the ratio of the value of license applications to receipts. No waycould be found, however, to estimate variations in cost due to this factor. 

Table A-9TL cost of S1 c.i.f. of imports for various guarantee deposit requirements, 1953 to 1970 
Period Guarantee Deposit Length of Deposit TL Cost per Per cent Tariff 

Rate (per cent) (months) Dollar Equivalent
 
1953 and 1954 
 4 3 0.003 0.11955 to 1958 10 5 0.014 0.51959 to 1962 10 3 0.027 0.31963 to 1964 10 4 0.036 0.4 

20 4 0.072 0.8
30 4 0.108 1.2
40 4 0.144 1.6
 

1965 to 1968 10 
 5 0.045 0.5 
30 5 0.135 1.5
70 5 0.315 3.5

100 5 0.450 5.0
125 5 0.563 6.3

1969 to August 20 8 0.144 1.61970 50 8 0.360 4.0 
90 8 0.405 4.5120 8 0.864 9.6150 8 1.080 12.0 

Sources: Table A-8 and text. 
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It is difficult to obtain anything other than an impressionistic basis for 

estimating the average length of time from the data guarantee deposits were 

made until the date of importation. The time period included the period 

during which the import license application was pending as well as the time 

between the placing of an order after receipt of import license and the time 

the commodity arrived in customs. Table A-9 gives the estimated TL costs per 

dollar of c.i.f. value of imports for various guarantee deposit rates and elapsed 

time between license application and receipt of imports. The estimate of the 

average length of time for which guarantee deposits were held at the Central 

Bank is given in the third column. Throughout the period since 1958 the 
15 per cent. The 12 perborrowing rate in Turkey tlctuated between 12 and 

cent rate is used here to estimate the foregone interest (or borrowing costs) of 

the guarantee deposit requirements. The rates obtained in tilefinal columns 

are those used below to compute EERs tor various import categories. 

Capitalgoods imports. Starting in 1964, a special provision was enacted 

(as part of Law 474 which revised customs duty rates) tinder which persons 

wishing to import capital goods could in some circumstances apply for and 

receive permission to pay customs duty, municipality tax, wharf tax and 

production tax (but not stamp duty) in five annual installments, subject to a 5 

per cent rate of interest on their outstanding obligations. Since that interest 

rate was well below the borrowing rate, the provision when effective meant 

that the actual cost of duties and charges on capital goods imports was lower 

than their nominal value. ' 
To be eligible for the deferred payment of import charges the would-be 

importer had to have his investment approved as being in accord with the 
imported underrelevant Five Year Plan. In practice most capital goods were 

this provision, as the likelihood of obtaining a license for importation of 

goods judgeo not to be in accord with the development Plans was small. No 

data are available to indicate what fraction of all capital goods were imported 

under this provision, but the fraction was undoubtedly very high. In the 

absence of more detailed information, it is assumed that all capital goods 

were imported under the deferred payment scheme. 

The value of the deferred payment can be computed as the difference 

between the duties presently payable (without deferment) and the present 

value of the repayment schedule discounted at 15 per cent. Thus per TL 100 

of duties owed on capital goods import, TL 20 would be paid at the time of 

importation, TL24 one year thereafter (TL 20 principal plus 5 per cent on TL 

Kadloglu,11. The provisions are cited in Muhittin Tanci, Pulat Yalqimner, and Yavuz 

jitihatli ve En Son Deijiklikleri Afitdteri Giinnhk Kanunu re istatistik Pozisyvon
larina B6iinni; Ginnik Girif Tarife Cetneli (Ankara), 1968, pp. 109-23. 
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Table A-JO
 
Grtan's estimates of TL cost of SI of capital goods imports, 1953 to 1960
 

1953 1954 1955 1956 1957 1958 
1959 1960
 
Construction goods 3.58 3.76 4.25 4.55 6.16 7.56 13.81 13.94Machinery and equipment 3.22 3.48 4.02 4.72 5.97 6.30 11.59 11.79Average 3.34 3.57 4.10 4.68 6.03 6.55 12.06 12.14 

Source: Kenan Giirtan, untitled, mimeographed by SPO. 

80), TL 23 the year later, etc. If these future payments are discounted at 15per cent, the present value of the deferred payments is TL 84.77. Ihus thedeferred payment scheme represented a 15.2 per cent reduction in duties andcharges (excep stamp tax) on imported capital goods.At the same time as the law enabling postponement of duties payable oncapital goods was effected, a provision was also enacted which enabled theauthorities to waive duties on capital goods imports under specified conditions. No data are available on the value of capital goods imports for whichduties were entirely waived. One obtains a distinct impression from interviewsthat until 1967 the provision was rarely used. Thereafter, however, the practice of waiving duties completely was believed to have become fairly general.In estimating the subsidy against duties and taxes upon capital goods importsin 1968, therefore, it was assumed that 75 per cent of all capital goods wereadmitted duty-free (although still subject to stamp tax), while the remaining25 per cent were entitled to the postponement of payment of duties.
The reduction in 
 tariffs and surcharges on capital goods stvirted in 1964.For the period 1953 to 1960 a set of estimates of the total TL cost of foreignexchange for capital goods has already been prepared by Giirtan for the SPO.Since his estimates were based upon actual receipts by appropriate subcategories of capital goods (construction goods, and machinery and equipment separately), it was decided to use Giirtan's estimates of the TL cost of capitalgoods imports for the period prior to 1958.12 

Iuport "exchange taxes" in the 1950's. As indicated in Chapter II, a se

12. For other commodities, and for capital goods imports inindicated in Table A-5 was 
the 1960's. the sampleused. Gtrtan's estimates can be compared with thesample estimates for the 1950's: 

1954 1957 
 1959
Gtlrtan 3.57 6.03 12.06
Sample 4.13 5.38 12.55These give some confidence in the method of estimating other EERs. See Note 2 toTables A-I1 to A-14. 
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ties of surcharges and "treasury taxes" were successively imposed upon vari
ous imported goods during the 1950's. In late 1953, non-cascaded taxes on a 
variety of "luxury" goods were imposed, ranging from 25 to 150 per cent of 
the c.i.f. price of the commodity. These surcharges remained in effect until 
August 19 5 8 .13 A "Treasury Tax" of 40 per cent on foreign exchange pur
chases went into effect on March 1, 1957, and was removed in December 
1958.14 

On the import side, EERs were thus fairly constant between 1954 and 
1957, save for negligible changes in the tariff equivalents of guarantee depos
its and occasional additions to the list of commodities subject to surcharges 
or changes in the rates of surcharge. The rates of additional duty on selected 
imports can be inferred from the "surcharge" column of estimates of import 
EERs for 1954, given in Tables A-I I to A-14. 

Estimation of import lERs. Tables A-Il through A-14 provide *stimates 
of EERs for the four categories of import goods for 1954, 1957, August 
1958, 1962, 1965 and 1968. The first eight columns provide data for each 
period not contained in earlier Appendix Tables, and the last six columns give 
the EERs prevailing at each point in time expressed as a percentage of the 
c.i.f. price at the official exchange rate. To obtain EERs in TL, the numbers 
in the last six columns of Tables A-Il to A-14 can be divided by 100 and 
multiplied by 2.8 prior to August 1958 and by 9 thereafter. 

Thus, BTN No. 5.10 (ivory, Table A-11) carried a 10 per cent duty (from 
Table A-5) in 1954 and was subject to the municipality tax. Its EER was 114, 
or 1.14 times the official exchange rate of TL 2.80 per dollar, thus TL 3.10. 
In 1957, ivory was subject to the 40 per cent Treasury Tax, the same tariff 
rate, and a guarantee deposit requirement. Its EER was thus 1.56 times the 
official rate, or TL 4.37. In August 1958, ivory had virtually the same propor
tionate EER (the guarantee deposit requirement was reduced) but at the TL 9 
= $1 exchange rate, that equalled TL 13.86. In 1962, ivory was eligible for 
importation by industrialists under a quota, and the 40 per cent Treasury Tax 
had been removed, giving it an EER of 1.14 times the exchange rate, or TL 
10.26. After 1962, ivory was not on an eligible import list. 

For commodities not on an eligible import list in the 1960's EERs were 

13. Data on the commodities included, and the rate of surcharge, were obtained from 
Ragib Rifks OzgUrel. The:Turkish Foreign Trade Regime and Decrees, List of Import
and ExportArticles and Regulations,Ministry of Economy and Commerce, undated, 
p. 230. 

14. Annual Report on Exchinge Restrictions, International Monetary Fund (Washing
ton), 1958, p. 293; 1959, p. 301. The 42 per cent figure appearing in the tables 
reflects the 40 per cent tax plus an estimated cost of guarantee deposits equal to 2 
per cent of the c.i.f. price. 



Table A-IEERs for consumer goods imports, 1954 to 1968 (all expressed as per cent of c.Lf. TL price) 

BTN 
1954 1957 1962 1965 1968 EERs 

No. 

5.10 
7.06 

Produc-

tion Tax 

-

-

Sur-

charge 

-

-

Sur-

charge 

42 
42 

List 

QI 

List Stamp 

Duty 
List Stamp 

Duty 

E-s 
1954 1957 1958 

(Aug.) 

114 156 154 

1962 

114 

1965 1968 

8.01 
9.0la 

b 

-
48 

56 

-

-
-

67 
42 

42 

PQI 
QW 

PQWP 
QWP 

6 
6 

PQI+W 
QWP 

17 
17 

161 
220 
238 

203 
287 
281 

201 
260 
179 

220 
239 

197 
250 

212 
266 

9.02 
9.04 

10.01 

-
-
-

-

-

-

42 
67 
42 

L 
QW 

LIP 
QW 

9 
6 QWI 17 

276 

190 
220 

319 

233 
287 

316 

231 
260 

191 
220 

229 
227 242 

17.01 - - 42 
161 204 201 

19.03 
20.05 

-
-

-

-

42 
42 

220 
161 

287 
204 

260 
201 

21.05 - - 42 279 321 319 

22.0329.38 

34.01 

90-

18 

--

-

4242 

67 

L LIAID 16 LAID 19 

220 

268 
108 

263 
411 
150 

260 
409 
140 108 124 130 

37.02 

42.02 
8 

-
-
-

92 

67 
PQI PLIPQ 7 PQIP 16 

238 

152 

3M5 

244 

278 

192 152 159 171 
43.03 222 75 117 22) 287 260 
60.02 50 - 42 517 559 482 
62.02 40 - 67 329 271 369 

261 328 301 
26130 328 



Table A-I I (continued) 

1954 1957 1962 1965 1968 EERs 
BTN 

No. Produc- Sur- Sur- List List Stamp List Stamp 1954 1957 1958 1962 1965 1968 

dionTax charge charge Duty Duty (Aug.) 

64.05 - - 42 220 263 260 

65.05 - - 42 185 227 230 

66.01 - - 67 220 287 260 

67.04 - - 42 220 263 260 

69.10 25 75 117 PQW 320 362 285 245 

71.12 - 75 117 201 243 166 

74.17 - - 42 150 192 190 

83.01 - - 42 PL2 10 PL2 20 161 204 201 201 215 

85.02 - - 42 LAID PL2 10 PL2AID 30 161 204 201 161 171 195 

90.07 7 25 67 PL PL2 10 PL2PQW 20 170 212 185 145 214 229 

91.01 10 50-75 92-117 QW QWAID 11 QW 17 203 327 176 136 229 241 

92.01 - - 42 QW QW 7 QW 17 120 162 160 120 168 182 

94.03 - 50 92 247 289 237 

96.05 36 - 42 256 299 296 
97.02 - 75 117 220 337 260 

98.03 - - 42 L PQW+I 17 173 215 213 173 212 

98.08 - - 42 QW PQI+W 7 150 192 190 150 197 

Average consumer good EER: 218 267 247 175 197 209 

Notes: See statement following Table A-14. 

Source: See statement following Table A-14. 



Table A-12EERs for raw material and intermediate goods imports, 1954 to 1968 (all expressed as per cent of c.i.f. TL price) 

BTN 
No. 

1954 

Produc-

tionTax 
Sur 
charge 

1957 

Sur-
charge 

1962 
_ 

List 

1965 
_ 

List Stamp 
Duty 

1968 

List Stamp 
Duty 

EERs 

1954 1957 1958 
(Aug.) 

1962 1965 1968 
:z 

13.01 
15.12 
18.03 
23.04 
25.03 

25.19-
25.24 
26.01 

27.01 
28.04 

28.06 
28.09 
28.19 
28.26 
28.39 

29.06 

29.14 
32.03 
35.02 
36.03 

38.05 

39.02 
40.01 
41.02 

44.15 

33 

8 

17 
3 
4 

81 

12 
50 

25 

42 
42 
67 
42 
42 

42 
42 
42 

42 
42 

42 
42 
42 
42 
42 

42 

42 
42 
42 
42 

42 

92 
22 
67 

42 

PQW 
PQWI 
QW 

QI 
QI 
PQW 

L 

L 
PQ! 
L 
L 
L 

L 

L 
QWI 
L 
Q! 

L 

PQI 
LAID 

PQW 
PLI 
QWI 

QWI 

Q 
QI 
PQ! 

PL2 

LI 
PQW 

L2 
L2 
LI 

L2 

L2 
PQWI 
PLI 
QIP 

L2 

PLIAID 
PL2 

7 
8 
6 

6 

6 
6 
6 

10 

8 
6 

10 
10 
8 

10 

10 
6 
8 
5 

10 

16 
10 

PQW 
PQW! 
Q1 

PQW 

QI 
PQI 

PL2 

PLI 
Qi 
LI 
PL2 
LI 

L2 

PL2PQI 

PL1 

L2 

PLAID 
PLIAID 

17 
!7 
17 

17 

17 
17 

20 

19 
17 
19 
20 
19 

20 

20 

19 

20 

20 
25 

220 
173 
147 

120 
134 

132 
149 
111 
118 
161 

120 
109 
114 
120 
109 

132 

223 
132 
138 
161 

120 

293 
174 
180 

150 

263 
215 
214 
162 
176 

174 
191 
152 

161 
204 

197 
150 
156 
162 
150 

174 

263 
174 
180 
204 

162 

235 
196 
223 

192 

260 
213 
287 

160 
174 

172 
189 
151 

158 
201 

160 
148 
154 
160 
148 

172 

260 
214 
196 
190 

184 

190 
166 
160 

235 

220 
173 
147 

132 
149 
111 

161 

120 
108 
114 
120 

108 

132 

220 
132 
138 
161 

120 

243 
184 

227 
182 
202 

224 

137 
141 
116 

171 

158 
156 
136 
130 
137 

142 

171 
156 
146 
226 

154 

187 
170 

242 
194 
240 

232 

155 
130 

185 

172 
170 
148 
143 
151 

155 

152 

160 

167 

270 
189 



Table A-12 (continued) 

1954 1957 1962 1965 1968 EERs 
BTF - -

No. Produc- Sur- Sur- List List Stamp List Stamp 1954 1957 1958 1962 1965 1968 
tion Tax charge charge Duty Duty (Aug.) 

45.03 42 QWl QW 7 PQW 17 144 186 184 144 168 182 
46.02 42 150 192 189 
47.01 18 42 QI PLIP 8 PLPQI 18 126 168 166 126 151 164 
48.16 42 PQWP 220 263 260 220 

50.04 45 42 195 236 235 

54.01 25 42 151 193 191 
55.04 27 42 154 195 194 
57.03 15 42 QI QI 5 QI 17 123 165 163 123 129 143 
68.13 17 42 QIW QIW 5 PQIW 17 149 191 189 149 227 243 
69.02 21 42 LP L2P 10 171 213 211 171 191 

73.07 3 42 PQIP QIAID 11 PQI 17 123 165 163 122 133 143 
73.14 3 42 LP PLIP 9 QI 17 123 165 163 122 151 163 

73.26 4 42 136 178 212 
74.07 4 42 PQI PQIW 6 PQW 17 119 161 159 119 162 188 
75.03 6 42 L L2 10 L2 20 132 174 174 134 151 166 

77.02 3 42 L L2AID 16 PL2 20 111 111 163 111 127 131 

78.04 15 42 165 209 205 
79.09 11 42 149 191 189 
80.03 3 42 L LIAID 16 PLIAID 25 111 152 163 111 134 147 
82.02 33 67 L PQW 6 PQIW 17 165 232 205 165 208 223 
85.25 20 42 QW PQW 6 PQIWV 17 164 206 204 164 191 207 
90.17 42 L L2AID 16 PLIAID 25 120 162 IoO 120 160 172 
Average EER: 148 191 187 146 164 183 

Note: See statement following Table A-14. 
Source: See statement following Table A-14. 



Table A-i 3EERs, capital goods imports (all expressed as percentage of TL c.i.f. values) 

BTNNo. 

1954 

Produc-

tion Tax 

Sur-

charge 

1957 

Sur-

charge 

1962 

List 

1965 

List Stamp 

Duty 

1968 

List Stamp 

Duty 

EERs 

1954 1957 1958 1962 1965 1968 

76.08 30 
84.06 11 
84.15 21 75 
84.22 21 
84.31 19 

84.37 19 
84.45 19 
84.63 27 
86.06 21 
87.01 33 

87.02 12 25-50 
88.02 
89.01 
90.27 33 

Average capital good EER: 

42 
42 
115 
42 
42 

42 
42 
83 
42 
42 

67-92 
42 
42 
42 

LAID 
PLAID 
PL 
PL 

PLAID 

PL 
PQI 

L 

PL2PQI I 
PLIP -10 
PL2PQW -4 
PL2AID 7 

QWP -8 
PL2AID -5 

QW -5 

PQW -8 
PQW -2 

L2 -S 

Q -67 
PL2PQW -28 
LIPPQI -66 
PL2PQW -53 
PL2 -30 

PQI -45 
PQW -58 
L2AID -30 
Q -16 
PQWP -26 

PQWP -69 
PQWP 10 
Q -40 
L2 -64 

150 
121 
210 
131 
128 

128 
128 
135 
135 
165 

200 
109 
161 
165 

148 

192 
161 
250 
174 
170 

170 
170 
219 
177 
207 

243 
150 
203 
207 

192 

190 
159 
175 
171 
168 

168 
168 
175 
175 
205 

202 
148 
201 
205 

179 

129 
145 
131 
128 

145 

162 
108 

165 

139 

159 
194 
187 
169 

183 
167 

167 

195 
104 

196 

172 

139 
133 
143 
142 
136 

133 
137 
146 
125 
141 

140 
118 
130 
143 

136 
Notes: 
Sources: 

See statement following Table A-14. 
See statement following Table A-14. 
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Table A-14
 

EERs for imports competing with domestic production. 1954 to 1968 (all expressed as percentage of TL c.i.f. values)
 

1954 1957 1962 1965 1968 EERs 

BTN 
1957 1958 1962 1965 1968No. 	 Produc- Sur- Sur- List List Stamp List Stamp 1954 

tion Tax charge charge Duty Duty 

31.02 42 LP PQIPL 16 LIPQI 29 	 161 204 201 161 141 158 
27 	 173 214 212 182 193 221
40.11 	 34 42 PLAID PQIW u PQWP 

PQ 	 PQ1 6 PQIW 17 210 252 250 210 216 232
48.05 	 37 42 

66 	 303 370 343 410 317 

267 359 29i 
51.04 	 83 67 PL2AID 16 PLIPQI 


53.11 	 70 50 92 

221 288 261
55.06 	 48 67 

235 302 275 235
56.04 	 59 67 PQI 

56.06 	 83 67 PQI 5 303 370 343 309
 

58.05 	 83 67 L PL2PLI 9 PLI 19 303 370 343 303 312 330 
303 395 34360.01 	 83 92 

218 260 25869.05 	 27 42 
203 245 247 203 22570.05 	 41 42 PQW PQI 17 

73.32 	 36 42 PQW PQW 6 PL2PQ 20 180 222 220 180 208 227 
237 296 276 211 257 244Average import substitution EER: 

Notes: See next page. 
Sources: See next page. 
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Notes: a) 	 Symbols ror the lists are:
 
Q= quota list
 
L = liberalized list
 
Pprefix =part of the category eligible for importation

P suffix = commodity eligible for importation only with Ministerial permis
sion 
AID =AID-financing only 
LI,L2 = Liberalized Lists I and 2 respectively
I,W suffixes = Industrialist, Importers cligibl: to iiport the commodity. 

b) 	EERs computed as: (I + t i + w + pi + s + gi),

where t i is the tariff rate, w 
is the conbincd wharf and niunicipality lax 
rate in effect, pi is tile component of' the production tax discriminating
agai.ist exports, Nis the slamlp dity, in is the inunicipalily lax, and gi is the 
tariff equivalent of guarantee deposit requiremenls.
The wharf and municipality taxes were computed as ItT + 11"= a + bii
where 11'7' is the wharf tax and 1it t li municipality tax. a = 0.025 until
1965 and 0.05 Ihereafter, h = 0.17875 until 1965 and 0.2075 thereafter. = ct i and 11T1 = hMTi + t i + 1), where c 

and g are the proporiioiite tax rates. 
The production tax was computtd as Pi( I + ti + It' 

The relationship Irolos since .JTi 

for goods on List IV 
and Pi(ti + It') for Lists I to III.

e) A blank for thlie1960's indicates that the commodity was not on tile 
eligible import list.

d) 	 The stanp duty column for the i960's contains Ihe stalip duly and also 
the guarantee deposit requirement's ad ralorein equivalent. For capital
goods imports, the iiplicit value of the suhisidy is sutracted,. tius Some 
capital goods imports are reported to have a il nt"ative staip duty.

e) EERs for 1958 are expresNed as a percentage of thre ci.f. price at tle TIL 9 
= $1 exchange rate. 

f) Stamp duty rates were: 5 per cent fron 1963 to 1965, 15 per cent from 
1965 to 1968, and 25 per cent in 1969. 

g) December 1958 FEERs can be CoMputed from August 1958 EEIRs by sub
tracting 0.4, since the Treasury Tax was removed at that time. 

Sources: 	 Production tax rates from Table A-6. 
Tariff rates from Table A-5. 
1954 surcharge rates from Ozguirel, op. cit. (Note 13).
1957 surcharge rates from iiid., with additions to reflect the 40 per
general "Treasury 

cent 
tax" plus a 2 per cent guarantee-deposit-requirement equiva

lent. 
List classificatiois for 1962, 1965 and 1968 are from Import Programs, Nos. 8 
(1962), 14 (1965), and 20 (1968). (Note 3, Chap. VI.) 
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not calculated, since they would have been meaningless. The sole exception 
was capital goods imports for which special "investment goods quotas" had 
been set aside, so that failure to include a capital goods item on an import list 
did not necessarily imply that the product could not legally be imported. 

The fact that some commodities in the sample were not legally importable 
in tile 1960's and therefore excluded from the calculation of the mean ELi:R 
for each commodity category imparts a bias to the samp!e icans over time. 
For example, sonic import-substitute commodities subject to very high tariff 
rates were omitted from the 1968 import list, so that the calculated EIZR for 
that group actually declived from its 1965 value. I lowever (I ) in the event of 
a commodity not being included on a list, it was impossible to calculate any 
guaran tee-deposit-requirement equivalent; (2) it becomes a moot question as 
to whether the import production tax rate applied; and (3) if the good had 
been eligible for importation, additional taxes might have been levi d. It was 
decided in view of these considerations that the bias impartcd by estimating 
the mean rate for goods actually eligible for importation was smaller than the 
bias that would have resulted from creating fictitious guarantee deposit re
quirements and otherwise mnaking estimates of tax rates applicable to goods 
that actually could not be imported. 

The average EERs for each import category, given in the last rows of 
Tables A-I I to A-1 4, are the tnweighted means of the EIRs for the coi
modities in the sample. As indicated above, no satisfactory set of weights 
could be found. 

For the ye,,rs between the dates for which data are presented, either (I) 
known ch,,ges in the trade regime were of an across-the-board nature, or (2) 
changes were very small or not known. Thus there is no evidence that any 
component of EERs for imports changed from 1954 until 1957, except for 
the production tax (for which data are not available, and foi an insignificant 
change in guarantee deposit requirements. Between August 1958 and 1960 
the only known change was the abandonment of the 40 per cent Treasury 
Tax, which reduced by 40 the EER for each commodity as meastred in the 
tables, so that separate calculations did not have to be made. Between 1962 
and 1963 the 5 per cent stamp duty was introduced. The 1054 tariff rates 
were assumed to continue in effect in 1964. From 1964 to 1965 changes 
reflect the altered tariff rates and the effect of their being cascaded by other 
charges. Between 1966 and 1967 the stamp duty was increased from 5 to 15 
per cent. Between 1968 and 1969 the stanip dtity rose from 15 to 25 pet 
cent. These were across-the-board changes, and are reflected in the import 
EERs given in Table VI-10. There were undoubtedly small modifications in 
the system which are not reflected in those estimates. For example, the delay 
in obtaining licenses increased in 1969, and therefore the implicit interest 
cost of the guarantee deposit requirements increased. However, most such 
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phenomena were variable even within given years, and it is doubtful that they
would alter the EER estimates significantly even if a means were available for 
estimating their effects. 

Invisibles andcapitaltransactions 

Fortunately, tile structure of rates on invisibles and capital transactions 
has been far simpler than that on imports. Three categories of invisibles 
require separate treatment: tourism, workers' remittances, and interest and 
dividends on foreign capital. Capital flows have essentially been kept at a 
uniform rate at each point in time. 

Tourism. All tourist transactions took place at the TL 2.80 = $I rate 
until October 1956, when a TL 5.25 tourist rate was introduced applicable to 
foreign tourists' purchases of lira in Turkey. The selling rate for Turks' for. 
eign travel was atchanged that time to TL 5.75 per dollar.' 1 The rate was 
unified at TL 9 = SI in August 1958. That rate remained in effect for foreign
tourists in Turkey until 1968. In 1961, however, Turks purchasing foreign
exchange for travelling abroad were taxed at the rate of 50 per cent, making
the EFR TL 13.50. That rate remained in effect until August 1970. For 
foreign tourists, a special buying rate of TL 12 = SI was introduced in March 
1968. i 

It'orkers'remittances. Until the 1960's so few Turks worked abroad that 
there were no special arrangements tbr their remittances. But by the mid-I 960's 
Turkish workers abroad constituted an important source of foreign exchange
earnings, and special provisions were made for their remittances. In 1965 it 
was decreed that Turkish workers who remitted their foreign exchange to the 
Central Bank could immediately receive 3 years' interest (not compounded) 
on their deposit, which could be withdrawn at any time. Thus the rate at 
which workers remitted was effectively TL 11.43, since the interest rate was 
9 per cent. In 1968 the workers' remittance rate was increased to TL 12, as 
tile interest rate was raised to II .11 per cent. Thus the EER became 12 in 
1968 and rose only to TL 15 with the August 1970 devaluation. This was 
done by continuing to prepay interest, and setting the workers' remittance 
rate at TL 10 per dollar. 

One other feature of workers' remittances deserves mention: returning
workers were entitled, under most conditions, to import a car when they 

15. Annual Report on CurrencY Restrictions, International Monetary Fund (Washing
ton), 1957, p. 279.

16. Annual Report on Currency Restrictions, International Monetary Fund (Washing
ton), 1969, p. 470. 
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Table A- I5 
EERs on invisible and capital transactions, 1953 to 1969 (TL per dollar) 

Tourism Workers' Dividends Other Capital 

Buying Seling.Remittances and Interest Invisibles Transactions 

1953 2.80 2.80 2.80 2.80 2.80 2.80 
1954 2.80 2.80 2.80 2.80 2.80 2.80 
1955 2.80 2.80 2.80 2.80 2.80 2.80 

1956 5.25 5.75 2.80 2.80 2.80--5.75 2.80 
1957 5.25 5.75 2.80 2.80 2.80-5.75 2.80 
1958 9.00 9.02 9.00 9.00 9.00 9.00 
1959 9.02 9.04 9.00 9.00 9.00 9.00 
1960 9.02 13.50 9.00 9.00 9.00 9.00 

1961 9.02 13.50 9.00 9.00 9.00 9.00 
1962 9.02 13.50 9.00 9.00 9.00 9.00 
1963 9.02 13.50 9.00 9.00 9.00 9.00 
1964 9.02 13.50 9.00 9.00 9.00 9.00 
1965 9.02 13.50 11.43 9.00 9.00 9.00 

1966 9.02 13.50 11.43 9.00 9.00 9.00 
1967 9.02 13.50 11.43 9.00 9.00 9.00 
1968 12.00 13.50 12.00 9.00 9.00 9.00 
1969 12.00 13.50 12.00 9.00 9.00 9.00 

Source: 	 Annual Report on OirrencyRestrictions, International Monetary Fund (Wash
ington), various issues. 

returned to Turkey. 17 Since the car was legally resellable, either dejture or de 
facto, a sizeable profit could be made. To be eligible for the privilege, tile 
workers (or other Turks working abroad) lad to demonstrate foreign savings 
in the minimum amount of $800. Thus they had to show a Central Bank 
deposit of at least that amount. Since the profitability of importing a car was 
generally sizeable, the EER for the first S800 of remittances considerably 
exceeded the TL 11.43 or TL 12 rate. Ilowever, once minimum savings were 
deposited, the incentive to deposit additional remittances hinged only upon 
the prepayment of interest, and the marginal EER was considerably below 
the average. For present purposes, however, it is the marginal rate, above the 
minimum savings rate, which is used in estimation of the LER's. 

Profit and interest remittances, and foreign capital transactions. Inter

17. Annual Report on Currency Restrictions, International Monetary Fund (Washing
ton), 1967, p. 622. In 1968, the importation privilege was slightly restricted in that 
the Importer had to show he had owned the vehicle for six months. 
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est, dividends and profit remittances, as well as capital repatriation were 
blocked after World War II. A Law for the Encouragement of Foreign Invest
ment was passed in 1951 which guaranteed that foreign investors coming 
under the scope of the law would be entitled to repatriate 10 per cent of the 
investment annually in the form of profits, interest, dividends or capital 
repatriation. The 10 per cent ceiling was removed in 1964. Virtually all 
private capital flows since 1951 have come under those provisions and hence 
remittances have generally been legal."8 Both foreign loans and foreign in
vestment required govemnent approval, and once it was received, cane 
under the scope of' the Law. 

The TL 2.80 exchange rate was in effect for these transactions until 
August 1958. In 1956 patents, royalties, licensing fees and capital transfers of 
foreign companies not coming under the provisions of the Law for Eincour
agement of Foreign Investment were made subject to the TL 5.75 exchange 
rate. Except for that category, however, capital transfers and remittances 
have been made at the official exchange rate throughout the period under 
study. 19 Table A-I 5 summarizes the EERs for invisible and capital transac
tions. 

18. 	 Companies earning more than 10 per cent, of course, experienced partial blockage or 
their earnings. In the 1960's special categories of investment, such as tourism, werc 
established. Foreign companies could invest in those categories and repatriate addi
tional suis tinder those circumstances. 

19. 	 One exception is the foreign oil companies which were guaranteed that they could 
repatriate part of their earnings at the TL 2.80 exchange rate, which continues in 
effect. 
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CALCULATION OF FACTORS RESPONSIBLE FOR TURKEY's 
DECLINING EXPORT EARNINGS, 1954 TO 1958 

There are two alternative bases on which one can decompose the changes 

In a country's export earnings. First, one can form the identity: 

iJPt at - iio 21(PitD - P1 0 )X1 0 + rP1 0 (X 1 - Xi0 ) 

+ F (Pit- Pio)(Xit - Xio) (BI) 

where Pi is the price of the ith export commodity, Xi is the quantity of the 

ith good exported, and o,t subscripts refer to the initial and terminal periods. 

The first term on the right can be identified as the part of the change in 

export earnings attributable to price changes, the second term as the part 
the result of interactionattributable to quantity changes, and the last term as 

between price and quantity changes. A positive sign for the first two terms 

suggests that prices and quantities increased. 
Second, one can use "shift and share" analysis. Then, 

- =. si. t+(sitSio)Z3 Vi Vi.) lVi - i (B2)
i t I 

where Vi is the value of exports of the ith commodity, siis the Turkish share 

of world exports of the ith commodity, 1/i is the value of world exports of 

the ith commodity, and o,t subscripts refer to the initial and terminal periods. 

In this formula. the left-hand side refers to the change in the total value of 

exports. The first term on the right indicates what exports would have been if 

the initial share of each commodity market had been maintained, while the 

second term reflects the change in share of exports. 

Neither decomposition of the change in export earnings has a sound under

lying theory. Both formulations reflect identities, and in that sense, neither 

can be given a "causal" interpretation.' Thus in eq. (BI),it might be that the 

quantity change was positive and the price change negative simply because a 

country was selling more at a lower price, and conversely. lowever, both 

are useful in exp!oring the proximate factors accounting forformulations 
changes in export earnings. 

1.See J.David Richardson, "Constant-Market-Shares Analysis of Export Growth," 
Journal ofInterinationalEconomics, May 1971. 
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Tables B-1 to 13.4 give the data and commodities which were used tocompute the terms in equations (131) and (B2). As can be seen, the commodi.ties included in the computations cover over 80 per cent of Turkey's exportearnings in 1953. Although the figures are given in TL, the exchange rate usedto record exports was constant throughout the period. Dollar figures can
obtained by dividing by 2.8. 

be 

Table B-IActual commodity-specific export earnings, 1953- 1958 (millions of TL) 

1953 
 1954 
 1955 
 1956 
 1957 
 1958
 
Wheat 164.3 188.3 35.0 49.7 0Barley 34.9 7.7

15.4 25.1Cereal n.e.s. 
6.7 

0 15.824.0 10.2 4.1Dried fruit 95.2 
3.2 6.5 n.a.120.7 166.2 55.8 64.5Oilseed cal.es 63.823.4 25.0 29.8 30.9 20.4 15.9

Tobacco 238.7 240.5 249.2
Wool 261.9 388.8 235.931.4 24.4 30.8 27.0 40.8 n..Cotton 220.3 146.8 128.2 116.0Chrome 79.1 

73.5 62.743.4 65.1 59.9Copper 33.3 
55.6 51.620.7 24.6 47.6 24.2 18.1Value 944.6 826.7 738.0 640.7 721.1 518.8 

All exports 1109.0 937.8 877.3 854.0 966.7 626.3 

Source: See Table B-4. 

Table B-2 
Exports with actual prices, 1953 volume, 1953-1958 (millions of TL) 

1953 
 1954 
 1955 
 1956 
 1957 
 1958
 

Wheat 164.3 120.1 132.1 168.2 138.1Barley 34.9 138.120.7 25.5 
Cereal n.c.s. 24.0 20.0 

24.0 20.8 16.0 
Dried fruit 95.2 

49.5 55.8 55.820.0 
85.9 133.1 67.7 65.4Oilseed cakes 74.123.4 109.7 95.3 27.7 25.3 16.9 

Tobacco 238.7 267.4 297.6 309.0Wool 314.8 301.131.4 32.3 29.8 37.1 66.7 66.9Cotton 220.3 243.9 244.9 213.7 192.5Chrome 183.479.1 81.4 67.9 67.9 67.9Copper 33.3 67.731.3 35.9 43.9 29.4 25.1 
Value 944.6 1012.7 1111.6 979.1 976.7 945.1 
Ratio to 

actual 1.00 1.22 1.50 1.53 1.35 1.82 
Source: See Table B-4. 
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Table B-3 
Exports with actual volume, 1953 prices, 1953-1958 (millions of TL) 

1953 1954 1955 1956 1957 1958 

Wheat 164.3 256.5 43.2 47.7 0 9.0 
Barley 34.9 11.0 20.5 35.8 0 34.5 
Cereal n.e.s. 24.0 12.5 1.6 5.0 2.8 -
Dried fruit 95.2 133.4 119.2 78.8 )3.4 81.9 
Oilseed cakes 23.4 5.2 7.2 25.3 18.7 21.6 

Tobacco 238.7 214.4 199.8 202.1 294.7 186.8 
Wool 31.4 23.7 32.5 23.7 19.3 -
Cotton 220.3 132.7 115.4 75.8 132.7 75.6 
Chrome 79.1 42.8 67.1 74.9 68.5 61.1 
Copper 33.3 22.0 22.7 36.1 27.4 23.9 

Total 944.6 854.2 629.2 605.2 657.5 516.6 

Ratio to 
actual 1.00 103.3 0.852 0.943 0.912 0.996 

Source: See Table B-4. 

Table B-4 

Exports with constant shares, 19531958 (millions of TL) 

1953 1954 1955 1956 1957 1958 

Wheat 164.3 124.3 125.2 183.7 168.8 152.9 
Barley 34.9 24.1 29.4 40.9 37.5 39.2 
Cereals n.e.s. 24.0 16.8 27.7 33.3 19.3 28.8 
Dried fruit 95.2 112.0 108.6 103.3 105.3 116.8 
Oilseed cakes 23.4 38.4 44.8 49.0 42.6 43.1 

Tobacco 238.7 240.5 247.8 267.7 336.0 357.3 
Wool 31.4 28.8 29.7 31.4 38.6 26.6 
Cotton 220.3 248.6 178.6 213.9 271.9 219.5 
Chrome 79.1 74.8 74.8 97.4 135.2 157.9 
Copper 33.3 30.8 40.0 49.0 42.0 50.4 

Total 944.6 939.1 906.6 1069.6 1197.2 1192.5 

Ratio to 
actual 1.00 1.13 1.23 1.67 1.66 2.29 

Notes: 	 Exports of cereals n.e.s. and wool were not separately reported for 1958. 1957 
figures for those commodities were used to compute totals for 1958. 

Source: 	 Values and quantities from Yearbook of International Trade Statistics, United 
Nations, various issues. Unit values derived by dividing value by quantity. 
Computed values as indicated in text. 
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Table B-2 gives the value exports would have had had tile volume of eachexport remained constant at its 1953 level, while unit prices assumed theiractual recorded values. In a sense, tile sum over the commodities examined ofexport values gives an indication of the weighted change in export prices over
the 19 54-to-1958 period. It'volume had retained its 1953 level for eachexport commodity, Turkey's export earnings would have increased through
1955. and would have remained above their 1953 level in each year under
examination. Thus there is no way to attribute the decline ill recorded exportearnings to a deterioration in prices received by Turkey for her major exports.

The last row of Table B-2 gives the ratio of export earnings with volume 
constant to actual exports. With constant export volumes, export earnings
would have been 50 per cent greater than they actually were in 1955 and1956, and 35 per cent greater in 1957. even with no growth in the volume of 
exports and actual prices.

Table B-3 gives the values exports would have had with constant (1953)
prices and the actual volume of exports. With constant prices, Turkey's
ports would have declined even more 

ex
than they in fact did. Actual export

earnings in every year after 1954 were greater than they would have been hadthere been no changes iii export prices. In all index-number sense, the weight
ed average price received by Turkey for her exports increased from 1953 to 
1958. 

Table B4 indicates tile value Turkey's exports would have assumed if theTurkish share of world exports of each commodity had remained constant.Wiile it may be argued that Turkey might not have been able to expand hershare of world exports without a reduction in price received, it is difficult toaccept that argument for constancy of share, especially since the shares were
computed on a value basis. Moreover. Turkey's share ill international tradefor tile commodities listed ranged from 3.0 per cent for dried fruit to 1.8 per
cent for copper. In none of these export groups was Turkey's share of tile
market very large. It seenis reasonable in a growing market to assume that acountry could maintain her share of the market without suffering ternls-of
trade losses. Had Turkey maintained her share in each of her commodity
markets, Turkish export earnings would have grown 23 per cent over the
period 1953-to-1958. contrasted with an actual decline of 43 per cent.

The decline in export earnings can now be decomposed in accordance with
(131) and (132). For tile commodities in the sample, 

-425.8 = +0.5 --428.0 -1.7 (BI) 
total change price change quantity change interaction 

-425.8 = 247.9 -673.7 (B2) 
total change share constant change in share. 
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Thus in a definitional sense the decline in export earnings resulted entirely 
from a reduction in export volumes, which was slightly offset by an increase 
in average price. Similarly, the Turkish loss in share of world markets exceed
ed the decline in export earnings. 
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THE 1970 DEVALUATION 

In August 1970 the Turkish lira was devalued de lure and de facto. Although the writing of the main chapters of this book continued into 1972,the work was based on research completed early in 1971. At the time thisAppendix was drafted (September 1972) enough facts were available to permit at least a broad description of the events leading up to and following the1970 devaluation. No analysis undertaken only two years after the event canbe definitive, especially in view of the fact that data are far from complete,even for 1971. The conclusions stated here then should be regarded as tenta
tive. 

An interesting aspect of the devaluation is its remarkable superficial resemblance to the 1958 experience. The outcome, however, has been nurprisingly
different, though it nevertheless appears to substantiate much of the analysis
of earlier chapters.

The nominal devaluation was a two-thirds increase in the price of foreignexchange, from TL 9 to TL 15 to the dollar.' As in 1958. though, the stampduties and certain other surcharges upon its imports were reduced while theexchange rate for most traditional exports was set at TL 12 per dollar. Thusthe effective devaluation was considerably less than the nominal one. Simultaneously with the exchange rate-alteration some domestic taxes were significantly increased, the prices of a number of products sold by public enterprises were raised sharply, and foreign credits were extended to Turkey.
The effects of the devaluation upon Turkey's balance of payments anddomestic economic activity were much more immediate than those of 1958,and contrast sharply w i theni. On tie international payments side. exportearnings rose rapidly, workers' remittances increased beyond the most optimistic expectations, and despite a massive liberalization of imports Turkey'sforeign exchange reserves rose sharply, reaching S772 million at the end of1971 contrasted with S477 million in July 1970. 
Domestically the release of funds previously frozen ill guarantee depositsplus the increase in the money supply resulting from increased foreign exchange receipts (especially workers' remittances) led to a rapid increase in the 

1. When the dollar was devalued in December 1971 the Turkish lira retained its paritywith continental European currencies and the dollar exchange rate became TL 14 per
dollar. 
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price level, and despite some political uncertainties, to be discussed below, 
real GNP increased 9.2 per cent in 1971, according to provisional estimates 
by the SPO. That was the second highest real growth rate attained during the 
planning years. While the 1958 devaluation was followed by price stability 
and recession, with little immediate export response, tie 1970 devaluation 
was followed by inflation, a rapid expansion of output, and a large increase in 
foreign exchange earnings from exports and other sources. 

Before turning to more detailed consideration of the devaluation, the po
litical events of 1969--1971 should he mentioned. Therc is again a strong 
superficial resemblance to 1958 and its aftermath. Elections had been held in 
October 1969, and the Justice Party under the leadership of Prine Minister 
Demirel was returned to power, receiving 46 per cent of the popular vote, 
compared to 52 per cent in the 1965 elections. Throughout 1969, 1970 and 
early 1971 therc was increasing political violence in Turkey, with clashes 
between left and right wing extremists. Frequent encounters between stu
dents and police took place on several university campuses, and despite ef
forts of the government to handle the situation, violence continued. These 
events were so much at the center of political discussion that the devaluation 
went almost unnoticed.2 By March 1971 the Turkish military intervened and 
informed the Prime Minister that he could either resign or face a military 
coup.3 Demirel resigned. and a new government under Nilhat Erim as Prime 
Minister was formed with the approval of the Turkish military ieadership. 
Two Erim governments followed. The first lasted until Decemnber 1971 and 
the second until May 1972, when the Prime Minister resigned. The next 
government, under Ferit Melen as Prime Minister, again had military backing, 
although Parliament and political parties continued to function. 

The Erim and Melen governments both imposed martial law and made 
strenuous, generally successful, efforts to stop the violence, with arrests and 
convictions of many suspected of encouraging the students or participating in 
the violence. Several changes in the administration of economic policy oc
curred under the first Erim government, the most important effect of these 
changes being that there was considerable uncertainty in the private sector as 
to the new government's intentions. Specifically relating to the trade regime, 
export price checks were resumed and rigorously enforced for a period of 

2. The FIlU has indicated that the devaluation strengthened Prime Minister Demirel 
politically, although many observers of' Turkish politics disagree, believing that deval
uation was a relatively inimportant issue at that time: LIU, Op. Cit. (Note t, 
Chap. i), No. 3, September 1970, p. 2. The Prime Minister's proposed budget had 
been deleated in Parliament early in 1970, as several members of the Justice Party 
defected, but a new cabinet was formed at that time. The basis upon which the EIU 
formed its judgement is unclear. 

3. Middle EasternJournal,Summer 1971, p. 385. 
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several months, from May through the summer of 1971. In May and Junethere were widespread reports that goods were piled up at the docks awaitingprice checks prior to export, since the government did not have the capacity
to inspect all shipments promptly. But with the second Erim government
most business uncertainty appeared to have ended. Although Ministers ofboth Erim governments made strong statements about intentions of major
economic reforms, little of a substantive nature beenhad accomplished in
that direction by the summer of 1972. 

Thus the years 1969--1972 were a period of political change and unrest,and political questions occupied everyone's attention. But the causes of thispreoccupation ly in factois essentially unassociated with the trade and pa ,ments regime or changes in it. Even the rapid price increases of 1971 and1972, whicl were naturally very unpopular, did not become a major politic -lissue, because the more important basic questions regarding the relationship
of civilian politicians to the military occupied the center of the stage. 

L The situationpre-devaluationand the devaluationdecision 

As seen in earlier chapters, the premium on import licenses was risingalmost continuously from to1964 1970. Liberalized List imports were 
hardest hit, for approval of license applications 

the 
was delayed. Moreover, evenwhen licenses had been granted, currency transfers were delayed until foreign

exchange became available. By late 1969, at the peak export season, it wasestimated that the delay in transfer even under quota allocations was 30weeks for industrialist, and 43 weeks for importers, ,eflecting about S300
million of import licenses which had been issued but for which no foreignexchange was available. That represented half of expected 1970 export earnings. 4 By June 1970 delays were even longer, and there were widespread
reports of shortages of imported intermediate goods, especially steel products.5 It was generally believed 
 that these shortages would prevent the at
tainment of the goals set forth in the 
 1970 Annual Program.


Earlier recommendations 
 for devaluation had been made by the IMF,
OECDand other agencies, and there had been repeated discussions of devaluation within Turkey for several years. Some outside observers had expected
the Prime Minister to announce a devaluation immediately after the 1969elections, but when he did not do so expectations of a devaluation subsided
somewhat. 6 In a sense, the fact that foreign exchange shortage had continued 

4. EIU, op. cit. (Note 1, ('hap. 1), No. 1, March 1970, p. 3. 
65.lbid., No. 2, June 1970, p. .

6. When several deputies of the Justice Party left the party after the 1969 elections, theystated publicly that they had opposed an earlier devaluation proposal put forth by
Prime Minister Demirel. 
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for so long meant that it could continue longer. The EIU reported in June 
1970 that "there is now far less support for an early devaluation," and later 
termed the timing of the devaluation a "surprise." 7 

When the decision to devalue was made in August 1970, the situation was 
by no means as severe as that prior to August 1958, and external pressures 
were certainly less. The role of foreign donors in influencing the decision to 
devalue is unclear. The Consortium did not meet to make its 1970 pledges 
until July, and sizeable credits were extended to Turkey after the devalua
tion.8 One of the arguments the Prime Minister made in defending the deci
sion was that foreign loans were available as a result. It seems likely that the 
Consortium and its members had merely helped persuade the Prime Minister 
and others of the desirability of devaluation instead of making it a precondi
tion of aid renewal, and that the timing was essentially a domestic political 
decision. Prime Minister Demirel appears to have been convinced for some 
time that the lira should be devalued but had been unrable to do so due to 
opposition from within his own party. The industrialists ia,particular opposed 
the move, and they were among the key supporters of the Justice Party. The 
devaluation was announced shortly after Parliament had adjourned, which 
suggests that the timing may have been influenced by that fact. The factors 
influencing the Prime Minister in his decision are unclcr. With heightened 
emphasis on growth during the 1960's the foreign exchange constraint was 
certainly viewed as a bottleneck to growth, and reported disruptions of pro
duction resulting from transfer delays and import shortages may have influ
enced the Prime Minister's attitude. After 1968, the SPO had emphasized the 
promotion of non-traditional exports, and export incentives had clearly met 
with some success. Devaluation was certainly consonant with the emphasis on 
new exports, and was probably an important factor influencing the Prime 
Minister's thinking 9 

A. The devaluationpackage 

When the exchange rate was altered in the summer of 1970, additional 
incentives for non-traditional exports were simultaneously established 
through changes in the rebate system, export credits and replenishment 
schemes. At the same time various changes in domestic policy took place. We 

7. EIU, op. cit. (Note 1, Chap. 11), No. 2, June 1970, p. 7; and No. 3 September 1970, 
p. 6. 

8. bid., No. 3, September 1970, p. 13. 
9. Betty 	S. Yaier, "Economic Aspects of the Devaluation of the Turkish Lira of August 

10, 1972," Discussion Paper No. 5, AID (Ankara), April 1972, p. 2. 
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Table C-I

Effective exchange rates, pre- and post-devaluation, 1970
 

July 1970 September Percent 
1970 Increase 

(TL per dollar) 

Exports
Traditional exports 9.38 12.00 27.9Non-traditional exports 10.52 16.50 56.8 

Imports
Capital goods 13.16 19.68 49.6Consumer goods 19.69 30.00 52.3Intermediate goods 17.05 23.92 40.3Imports witl domestic substitutes 22.88 35.50 55.2 

Tourism
 
Buying °I". 
 12.00 15.00 25.0Selling T!L 13.50 15.00 11.0 

Other in 'isihlsanl capital 9.00 15.00 66.7 

Notes: a) Import EERs were estimated by taking the pre-devaluation ratio of theEER to the old exchange rate, subtracting 0.15 and the guarantee deposit ad
,'alorcm equivalent, and multiplying by the new exchange rate.b) I-or intermediate Loods imports, it was estimated that tie reduction in
duties on steel products reduced tile weighted IER by It percent.Source: Appendix A for pre-devaluation data. I:stii1ates for post-devaluation imports 
are the aot hor's. Oth,r po)st-devaluation data fromn text. 

consider tirst the nontinal and effective devaluation, and then the changes indomestic policy. Although foreign credits were received as part of the pack
age and imports were substantially increased, those components of the overall
policy change will be reviewed later, when considering the effect of devalua
tion. 

Nominal and effective devaluation 

Table C-I summarizes the changes in nominal and effective exchange ratesthat took place in August 1970. There were several exchange rates implicitly
in effect prior to 1970: the commodity exchange rate (TL 9 per dollar), the
workers' remittance and tourist buyiig rates (TL 12 per dollar), and the
tourist selling rate (TL 13.5 per dollar), applicable to Turkish residents wish
ing to purchase foreign exchange for foreign travel abroad. The latter rates
had been created by laws which provided subsidies and taxes outside of the
foreign trade regime. The three rates were equalized defacto at the TL 14.85 
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- $1 buying rate and TL 15 = SI selling rate.' 0 

On the import side, the stamp duty was reduced from 25 to 10 per cent, 

and guarantee deposit requirements were reduced by 50 per cent. The latter 

measure significantly reduced the cost of imports both directly and also 

because the delay in importing was reduced sharply. An import costing S1, 

subject to 100 per cent duty, had a landed cost of TL 22.8 pre-devaluation, 

and TL 35.6 post-deva!uati n. for a 56 per cent increase in the EER. An item 

subject to a 25 per cent duty had cost TL 14.87 pre-devaluation and cost TL 

21.93 post.devaluation, for a 47 per cent increase in the EER. Thus the range 

of increase in individual import EERs was between 47 and 56 per cent, 

except for some intermediate steel products for which duty exemptions were 
1granted with devaluation.' Tlhe net result, as indicated in Table C-I , was an 

increasing spread in import EERs, as capital goods and intermediate goods 

became slightly cheaper relative to consumer goods and to imports of goods 

also domestically produced. 
The TL 15 SI exchange rate applied to all export commodities except 

cotton, figs, fig cAkes. hazelnuts, molasses, oilcakes, olive oil, raisins and 

tobacco. Those commodities, of course, constitute the majority of Turkish 

exports. The ratio of the export EEFK to the inport EER for non-traditional 

goods thus increased somewhat, and the degree of discrimination against 
= 

export was slightly reduced. An exchange rate of TL 12 $ I was set for the 

traditional commodities, but the government promised to gradually raise that 

rate to parity. The stated reasons for the lower exchange rate were that those 

exports were, in any event, competitive, even at the old exchange rates; and 

an increase in the exchange rates to TL 15 all at once would have resulted in 

unwarranted price increases. The rate for traditional exports was increased to 

TL 13 =S Iin July 1971.12 

The Central Bank set up a "Foreign Exchange Equalization Fund" with 

the profits on the difference between its foreign exchange purchases and 

sales. The Fund was to be used to finance exports, although by 1972 the 

proceeds went directly to general government revenue. Yaper estimates that 

10. De lure, the workers' rem;ttance rate became rL 11.25 = I, with a 33- per cent 
subsidy still in force, and the Turkish travel rate became TL 10 =SI, with a 50 per 
cent tax upon it. "he limit to the amount of foreign cxchange that Turks could buy 
was $200, increasing to $400 in 1971. 

11. The products were: cast iron products, ferro-alloys, scrap iron blooms, billets, steel 
bars, sheet iron in rolls, hon and steel rods and beams, high-carbon steel products 
and iron ore. Ministry of Industry permission was required. See Yaler, op. cit. (Note 
9), p. 22. 

12. 	The tobacco rate had been increased in January 1971. The hazelnut rate was raised 
to TL 14 per dollar in March 1972. Since the TL was revalucd to TL 14 per dollar in 
December 1971, the remaining disparity for other commoditi-s was TL I per dollar. 



315 The 1970 Devahlation 

for the five months when the fund was operative in 1970, revenues were TL 
585 million.' 3 

Rebate rates and the import replenishment scheme were altered for manu.
factured exports. A two-tier system was established for export rebates, with 
those firms exporting over S I million entitled to rebate rates higher (ranging
from 25 to 40 per cent) than those with smaller export values (up to 30 per
cent). The intent of the two-tier syslern was of course to encourage larger
export volumes and to foster consolidation of small exporting firms.' 4 The 
new rebate rates were somewhat lower than the old, although the highest 
export EER (TIL 21 = S I) was increased. Fire stated intention was "to lighten
the burden on the budget.''' sThe new import replenishment scheme allowed 
exporters 25 per cent ot'expected export earnings for importing goods need
ed in production. 

The provisions for export credit and for interest rates payable by exporters 
were also altered. Not only was the Foreign Exchange Equalization Fund 
established, but 50 per cent of guarantee deposits and the interest earned on 
them were set aside for export credits. Interest rates for exporters were 
reduced, but there are a number of reasons for questioning the likely effec
tiveness of the scheme.' 6 

Domestic policy chaages 

Several changes in domestic policies accompanied the changes in EERs. 
Some were passed by Parliament prior to devaluation and others were under
taken with devaluation. They included: changes in tax rates and imposition of 
new taxes, sonic changes in domestic price policies, and alteration in the 
general structure of int,!rest rates. Some of the changes were very detailed and 
had little hort-run impact. In other cases, subsequent economic policies
eroded or offset the effects of the initial measures. Thus a brief description of 
the initial changes will suffice. 

Taxes. In addition to changes in the stamp tax, higher production taxes 
were imposed on petroleum products and stocks, and taxes upon new con
struction were levied. A variety o"miscellaneous new taxes were imposed: on 
the purchase of vehicles, on capital gains from real estate, and on sales of 
certain service and luxury goods (furs. TV, hotels. restaurants, etc.). Produc

13. Yaier, op. cit.iNote 9), p. 24. 
14. No data are available to thisauthor on the actual rebates given or rates applicable to 

individual export commodities since devaluation. 
15. Quoted in Yaver. op. cit. (Note 9). p. 22. 
16. The system of export credits and subsidized interest rates isextremely complex, and 

need not be dealt with in detail. See ibid. for analysis of it. 
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tion tax rates were altered and, importantly, assembly industry production 
became subject to the production tax. A variety of other taxes (legal fees, 
documents, etc.) were likewise increased. 

Data are not available to evaluate accurately the aggregate importance of 
the tax changes. Consolidated budget revenues from the 1971 budget are 
estimated to have increased from TL 14.4 to TL 18.5 billion. Of that in
crease, TL 2 billion, or half, came from import revenues and an additional TL 
800 million came from the petroleum production tax.' ' In view of the 
Turkish inflation of 1971, it would appear that c!her tax changes were rela
tively small in their aggregate impact, although many 'I t.rks believe that the 
tax on new construction depressed building starts. 

Price policy'. Government pronouncements following devaluation made 
it clear that the danger of inflation was recognized and that the government 
would adopt strong measures to combat it. The Prime Minister made strong 
statements that the prices of SEE products would not be increased, and that 
private sector firms unduly raising prices would be subject to various sanc
tions, including loss of incentives (exemption from duties on capital goods 
imports, investment priority status, and the like), "restrictions in their ac
tivities within the framework of the Foreign Trade Regime," and even impris
onment.' 8 

Despite these statements of intent, actual government policy was less than 
determined both in August 1970 and afterwards. Several price increases were 
announced in August 1970. They included sugar, fertilizers, and agricultural 
support prices for wheat (6.3 per cent), hazelnuts (13.3 per cent), raisins (4.3 
per cent), figs (17.5 per cent), cotton (18.5 per cent), and olive oil (23.8 per 
cent). In May 1971 the prices of a wide variety of SEE products were in
creased sharply. As will be seen below, all these increases combined with 
government fiscal policy and a favorable harvest in 1971 to produce sizeable 
inflationary pressure in the eighteen months following devaluation. 

Interest rate and credit policy. One of the steps taken with devaluation 
was a series of measures to increase the availability of credit to exporters and 
to reduce the interest rate paid by exporters. Those measures were part of a 
general overhaul of interest rates put into effect at that time. It resulted in a 
complex structure of twenty-eight different types of subsidies payable to 
banks for extending various categories of credit. At the time of writing, there 
are no data available- with which the effectiveness of the scheme can be 

17. Data from budget figures. 
18. Speech of Prime Minister Demirel, quoted by Ya§er, op. cit. (Note 9), p. 19. 
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assessed, although there are grounds on which one can question whether the
revisions will accomplish their decired goals." 9 

III, The effects of the devaluation 

It is far too early to assess the overall impact of the devaluation package.Early results suggest that tile devaluation was "successful" in improving tilebalance of payments, generating increased export earnings and liberalizing tileimport regime. It was less successful in terms of domestic price stability,although a large part of the resulting inflation originated from factors notnecessarily associated with devaluation. We consider first tile balance-ofpayments performance, and thereafter evaluate the effects on tile domestic 
economy. 

Balance-ol'payments performance 

Table C-2 gives Turkey's balance of payments for the years 1969 to 1971.Exports by commodities are given in the top part of the Table. Exports rosefrom $537 million in 1969 to S677 million in 1971, for a 26 per cent increasein 	 two years. That was well above expectations: the 1971 Annual Programprojected 1971 exports at 	$640 million. Tie bulk of the increase was from1970 to 1971, with cotton exports accounting for S5 I million out of the S59million increase between 1969 and 1970. The post-devaluation increases werein exports of industrial products (S36 million), cotton (S20 million), other crop exports (S18 million, of which S12 million was in fresh fuits and vegetables) and livestock products (SII million). Hlazelnuts, tobacco and mineralexports appear to have been relatively unaffected. As mentioned above,first Erim government reinstituted export price checks for several months 
the
inthe summer of 1971. The 1971 export performance is all the more remark

able in light of the uncertainties engendered by that episode.2 
Consistent with 

0 
the findings of Chapter VIi, increases in the export EER appear to have had their greatest initial impact on non-traditional exports.
The year 1971 saw an exceptionally good harvest, so that part of the increase
 

must be attributed to good weather. But the response of industrial exports
cannot be attributed to weather, and tends to substantiate earlier conclusions
about the potential for new exports and their responsiveness to the exchange
 
rate.2
 

19. For a full analysis of the changes, see ibid., pp. 5 ff.
20. One of the motives wasfor price checks evidently the 	 fear that there would beoverinvoicing of exports eligible for high rebate rates.21. 	In July 1972, SPO officials indicated that 1972 exports were running about S120

million ahead of 1971 exports. 
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Table C-2
 
Turkey's balance of payments, 1969 to 1971 (millions of U.S. dollars).
 

1969 1970 


Exports f.o.b. 
Cotton 	 114 173 193 
Tobacco 	 81 78 86
 
Hazelnuts 108 87 84 
Other crops exports 59 62 80 
Livestock 24 29 38 
Industrial products 135 139 175 
Minerals 17 20 21 

Total exports 	 537 588 677 

hiports c.i.f 
Investment goods -362 -439 -533 
Intermediate goods -403 -467 -590 
Consumption goods -36 -42 -48 

Total imports 	 -801 -948 -1171 

In'isibles 
Debt interest payments -44 -47 -47
 
Tourism and travel -5 4 21
 
Workers.' remittances 141 273 471
 
Other (including offshore) -48 -41 -60
 

Net current account -220 -171 -109
 

Capitalaccount 
Debt payment -108 -158 -91
 
Private foreign capital 24 58 45
 
Projects credits 174 179 210
 
Consortium credits 106 217 89
 
Other (including SI)Rs) 61 135 95
 
Reserve movements 6 -236 -346
 
Frrots and omissions -37 -24 107
 

Notes: 	 For imports by use categories, SIS gave monthly figures for 1971 and individ
ual averages for pre-devaluation and post-devaluation periods for 1970. Simple 
averages of the figures were used to obtain the annual percentages. 

Sources: 	 Balance of payments components: Yaler, op. cit. (Note 9), p. 69. Exports by 
commodities: Ibid., p.71. Imports by use: the percentage distribution given in 
Monthly Bulletin of Statistics 1/, 1972, SIS were multiplied by total imports. 

Invisible earnings. Although export earnings increased markedly, the big 

shift in Turkey's foreign exchange earnings originated in invisibles, especially 

workers' remittances. As Table C-2 shows, workers' remittances rose from 

$141 million in 1969 to $471 million in 1971. Part of the phenomenon was 
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the result of workers switching their foreign exchange transactions from unofficial channels to official ones, as the black market all but disappeared afterdevaluation. The government implemented additional measures designedinduce workers to deposit to
their savings with Turkish banks (in long-termconvertible accounts paying 9 per cent) rather thani abroad, and also announced that Turks would not be questioned about the source of foreignexchange when wasit deposited at local banks. Some of the increase inworkers' remittances therefore reflected the counterspeculative flows, andthus undoubtedly represents a once-and-for-all plhcnonlenon as workersmoved past savings back to Turkey and others transferred funds to Turkey.Part, however, represents an increased flow, as funds move through officialchannels which formerly would have been deposited abroad. 

Other invisible transactions showed much smaller changes. Tourism andtravel changed from a small debit to a small credit item, which may againhave reflected a move away from the black market. Debt-servicing items were 
not significantly affected. 

Import liberalization. Imports rose from S801 million in 1969 to$1,171 million in 1971. for a 46 per cent increase over two years. Comparingthe import data in Table C-2 with the program figures for 1970 (Table VI-2),imports of both intermediate goods and investment goods, particularly thelatter, exceeded the Plan. In 1971 imports of intermediate goods rose to S590million, and imports of investment goods also continued to increase rapidly.Thus imports represented 10.2 per cent of estimated GNP in 1971, contrasted with 6.2 per cent in 1949,22 and the absorption of purchasing powerthrough tie combined effects of higher import EERs and the increased realflow of imports was sizeable. As will be seen below, there is evidence of aslowdown in the level of economic activity in 1971, but in view of the rapid

increase in imports, it was remarkably slight.


There is as yet insufficient evidence with which 
 to evaluate the effects ofimport liberalization. There were frequent stories in 1971 of businessmenwho had applied for import licenses well in excess of what they would in fact
use, and of their discomfiture 
 when granted the full amount applied for. Thepenalty of course was that either licenses had to be used or part of guaranteedeposits forfeited. Most observers agreed that the influx of imports had virtually halted black market transactions and had increased competitive pressuresfor many Turkish producers. The long-run effects remain to be seen. 

22. Exports represented 5.2 per cent of GNP in 1971 contrasted with 4.1 per cent in1969. Tihe TL values of imports were TL 17.7 billion in 1971 and TL 7.75 billion In1969. Aonthly Bulletin, Central Bank, March 1972. 
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Capital flows. The combined effects of increased workers' remittances 
and export earnings reduced Turkey's current account deficit from $220 
million in 1969 to $109 million in 1971, despite the increased flow of im
ports. On capital account, private foreign capital inflows increased somewhat 
and foreign aid (project and consortium credits) rose substantially, from $280 
million in 1969 to S396 million in 1970, returning to S299 million in 1971. 
There was also a large positive errors-and-omissions item of S107 million in 
1971, probably reflecting a reverse speculative flow. 

The net result was a huge increase in Turkey's reserves, S236 million in 
1970 and $346 million in 1971. Thus the swing in the balance of payments 
following devaluation was large by any standard, and Turkey's reserves were 
more than comfortable early in 1972. 

In contrast to the 1958 devaluation, therefore, the 1970 devaluation re
sulted in a sharp and immediate improvement in the balance of payments. 
Part of the difference originated from the response of workers' remittances, 
and part can be attributed to the good harvest of 1971. But the export 
response was considerably greater than post-1958 and cannot be attributed 
entirely to these factors. 

There are too many unknowns to evaluate whether foreign exchange earn
ings will continue to increase rapidly. One uncertainty is the rate of domestic 
inflation, to be discussed below. Another is the orientation of the Third Five 
Year Plan, which is being formulated at the time of this writing. Rapid 
increases in investment and orientation toward development of still more 
import-substitution industries (especially heavy industry) could offset much 
of the new incentive for exports created by the devaluation. On the other 
hand, if further moves in the direction of equalizing incentives are taken as 
imports are allowed to increase, the prospects for future growth in foreign 

exchange earnings would be much brighter. 

The domiestic economy 

The aftermath of the 1958 devaluation was one of generally disappointing 
balance-of-payments performance but attainment of the domestic goal of 
price stability. The short-term results of the 1970 devaluation were a greatly 
improved balance of payments but frustration of the domestic goal of price 
stability. 

Inflation. Two exogenous factors contributed to the inflation. First, a 

new Personnel Law, passed in 1970, granted large salary increases to civil 
servants. The result was a 78 per cent increase in current government expen

ditures between the first half of 1970 and the first half of 1971, 85 per cent 
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Table C-3
Central bank assets, money supply, and price level 1968 to 1971 

1968 1969 1970 1971 
Central Bank assets (millions of TL)

Foreign exchange 
Credits 
Other assets 

TOTAL 

Money npply (millions of TL)
Currency 
Bank deposits 

TOTAL 

278 
15,961 
2,228 

18,467 

8,237 
17,731 
25,968 

1,153 
18,835 
3,681 

23,669 

9.081 
21,046 
30,127 

4,301 
20,483 
7,789 

32,573 

11,850 
23,418 
35,268 

8,772 
22,191 
7.862 

38,825 

13.917 
29,670 
43,587 

Price level
Wholesale (1963 = 100) 129 137 146 169 

Note: Gold isincluded with other Central Bank assets.Sources: Central Bank assets from Monthly Bulletin, Central Bank, Jan. -March. 1972;Monthly Bulletin ofStatistics,SIS, If -1972; and Ya~er, op. cit. (Note 9). p.43.Money supply from Monthy Bulletin. Central Bank, Jan.- March. 1972. Price
level: Ministry of Coimmerce. 

of which are for salaries. To meet its increased salary obligations the government resorted to borrowing fron the Central Bank. Second. the excellentharvest of 1971, combined with increased support prices for major agricultural commodities, resulted in a large increase in Central Bank credit to2 3
TMO. 

Partial offsets were the deflationary effects of increased imports and additional revenues resulting from higher customs duty receipts and profits fromthe purchase of foreign exchange at the rate of TL 12 = SI and sales at TL 15= SI, at least for thtI first year after the devaluation. Ilowever, Central Bankforeign exchange reserves increased sharply, seen above. and much of tileas 
increase was directly monetized. This was especially true of workers' retnit
lances. Table C-3 gives the relevant data.

As catl be seen, Central Bank credits expanded rapidly between 1968 atdthe election year of 1969, but their increase after that dale was about 8 percent annually. Ilowever, foreign exchange reserves rose sharply, especiallybetween 1970 and 1971. when TL 4,471 million of the increase in CentralBank assets of TL 6,252 million was tile change in reserves. This was reflectedin an increase in the money supply of 23.5 per cent during 1971.The natural result was a rapid rise in the inflation rate. Tile increase for1971 as a whole was 15.7 per cent according to the Ministry of' Comnerce 

23. The manner in which large crops can lead to inflation was spelled out inChapter It. 
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wholesale price index. Monthly figures show even sharper movements. The 

wholesale price index stood at 139 in July 1970, 150 in December 1970, 164 

in June 1971, and 185 in December 1971. Thus from December to December 
prices rose 23 per cent. 

There was sonic indication in the summer of 1972 that the rate of infla

tion was beginning to decelerate, but it had by no means subsided to pre
indevaluation levels. Several factors should be noted. The sharp increase 

reflected inCentral Bank credits between 1968 an 1969 wo-'Id have been 

quickened inflation in 1970-1971 in any event (see Fry's results reported in 

Chapter 11). Also, the cumulative increase in the price level from July 1970 to 
half the effective devaluation.December 1971 was 33 per cent, just over 

Since Turkey would have experienced some inflation even without devalua

tion, it would appear that the increase in prices associated with devaluation in 
less than one third the effective devaluathe subsequent eighteen months was 

tion. Even then, stronger actions to offset the inflow of reserves might have 

reduced the initial impact oil the price level. 

Tile real danger to the success of the devaluation coines not from tile 

inflation experienced in the first eighteen months but from the danger that 

continued inflation (at a more rapid rate than would otherwise have been the 

case) will erode the increase in the PLD-EERs that devaluation accom

plished. The timing of the Personnel Law and of the raising of price supports 

were therefore uifortunate in that regard. Whether the government can slow 

down inflation is a critical question; and at the time of writing tile outcome is 

still in doubt. 

Effects on the level of econotfic activity. Despite the high rate of 

there is some evidence suggesting that a mild, shortgrowth of GNP in 1971 
anlived recession followed the devaluation. As with the price level, however, 

important exogenous factor contributed. That was the uncertainty associated 

with the political violence and formation of the Erim government. 

One indicator is the ratio of currency to bank deposits, which rose sharply 

from 43 per cent in 1969 to 51 per cent in 1970 and reached a peak of 77 per 

cent in March 1971 (see Table C-3), and thereafter declined to more normal 

levels. Part of tile increase may have reflected the release of previously frozen 

guarantee deposits, although delays in depositing the unfrozen funds would 

still be explicable only by political uncertainties. 
As with the aftermath of the 1958 devaluation, the construction sector 

appears to have been most adversely affected. According to the national 

income accounts, real construction grew at 8 per cent in 1969, 5.5 per cent in 
,

1970, and 1.1 per cent in 1971.24 Tile fact that taxes wcr imposed upon 

24. SPO estimates a, 1965 prices. 
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new construction at the time of devaluation undoubtedly contributed to tile 
decline in the rate of expansion. The result was a shift in the composition of 
investment, away from construction and toward plant and equipment, as real 
investment rose an estimated 4.5 per cent in 1971. 

Two other indicators also suggest recession in the private sector. Real 
private fixed capital investment is estimated to have declined 0.9 per cent in 
1971, although investment in inventory rose 30 per cent over 1970 levels. 
The second was a rcduced demand for bank credit from the private sector. Of 
an increase in deposits of commercial banks with the Central Bank of TL 3.3 
billion in 1971, TIL 0.5 billion were above legal reserve requirements, and 
there was a sharp shift away front private sector credits. 2 I 

Despile these factors, industrial output rose 8.7 per cent in 1971, although 
expansion had heen only 2.5 per cent 2in 1970 . 1 The fact of an excellent 
harvest in 1971 undoubtedly contribouted purchasing power to the agricul
tural sector, which may have offset whatever decreases in demtand originated 
from the construction sector. Thus to the extent that there was recession, it 
was extremely mild and took the form of a lower-than-average industrial 
growth rate rather than reductions in the level of economic activity. 

An interesting quLestion is what would have happened to file level of eco
nomic activity in the absence of the government's expansionist expenditure
policies in 1970 and 1971. The existence of strong inflationary pressure 
suggests Ihat government policies may have been too expansionist. On tile 
other hand. the evidence indicates sonie slowing down in deniand from the 
private sector. If that was so, government expenditurt policies were necessary 
to prevent even greater recessionary forces from operating. Final judgment 
may well rest on whether the rapid price increases of 1970--1971 c'n he 
brought under control fairly quickly. If they can, the expansionist policies of 
tile government may have buffered the econony fron recession while enab
ling resource reallocation. If they cannot, the cost in terms of a more rapid 
rate of inflation in the long 7un way prove to be higher than Turkish policy
makers are willing to accept. 

IV. Conchsions 

It is too soon to pass judgment on the 1970 devaluation. The contrasts 
with the 1958 devaluation however are of interest. And there are also some 

25. Yaler, op. cit. (Note 9), pp. 38 ff. 
26. The slow rate of expansion in 1970 may have resulted fron import shortages, al

though further data are needed beforc a definitive analysis can be made. Certainly
the slow rate of growth for the year cannot be attributed to the effects of an August 
devatuation. 
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pertinent similarities. Similarities include the Personnel Law with its impact 

on current government expenditures; the change of governments and political 

uncertainty following each devaluation; resort to a lower EER for traditional 

exports; and a backlog of import licenses awaiting foreign exchange at the 

time of each devaluation. 
The contrasts are more pronounced. First, the stru:ture of lte Turkish 

economy was markedly altered between 1958 and 1)70. and governmcnt 

policies pre-devalution were norcomparable. Second, the 1958 devaluation 

was aimed as muLCh at altering domestic policy and climilaling inflation as it 

was at improving the balance of p:tymcnt s, if only because Ihe Iorinei was a 

necessary condition for the latter. In 1970 the devaluation did not signal 

major changes in domestic policics and was aimed at improving the balance of 

payments. Third, tile 1958 Stabilization Program virtually eliminated intla

tion, whereas the 1970 devalation intensified it. Iiflationary pressure result

ed primarily from success il increasing toreign exchange reserves which in

creased the money supply. Finally. the 1970 devaluation resulted in :in imine

diate improvement in the balance of payments, whereas the I958 improve

ment was far smaller. Judged by its effect on the balance of payments in the 

first eighteen months, the 1970 devaluation was the more successful of the 

two. 
devalua-Construction activity appears to have been retarded after both 

tions, and investment composition shifted toward plant and equipncit. Pri

vate sector investinit appears to have declined aft'r each devaluation al
tothough manufacturing output has increased. These similar responses lend 

confirm the analysis of earlier chapters that import shortages and currency 

toward construction acovervaluation may lead to distortions of investment 

tivity when insutfficient imports are available. In addition., hlsinless activity 

toward short-tern gains achIievable throughbecomes increasingly oriented 


obtaining import licenses. WhIen levalualtion occurs tHICS tendencies are 
 re

has a higher traction of doiiestic valueversed. Since construction investment 

added than plant attd machinery investment, the initial lesponse is a slow

down in the rate o eclononic activity. 

The Turkish economy remains heavily oriented towa ds iport-substitu

the devaluation of 1970. Incentives for norl-traditional exportstion, despite 
were increased, hut are still markedly less thanl incentives for impotut-substi

tuting production. The prohibited list remains a highly protective instilment 

for encouraging new import-suhstittting industries, and to date there is no 

mechanism for gradual reduction of protection as industries hecome estab

lished. 
Turkey's very ample foreign exchange reserves, combined with the oppor

in thetunities for liberalization associated with her prospective memnbershtip 

Common Market. offcr an opportunity to move gradually toward a more 

open economy. Whelher that path will be clhosen, however, remains to be 

seen. 
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DEFINITION OF CONCEPTS USED IN THE PROJECT 

Exchange rates 
1. NominalExchangeRate: The official parity for a transaction. For coun

tries maintaining a single exchange rate with theregistered International 
Monetary Fund, the nominal exchange rate is the registered rate. 

2. Effective Exchange Rate (EER): The number of units of local currency
actually paid or received for a one-dollar international transaction. Sur
charges, tariffs, the implicit interest foregone on guarantee deposits, and anyother charges against purchases of goods and services abroad are included, as 
are rebates, the value of import replenishment rights, and other incentives to 
earn foreign exchange for sales of goods and services abroad. 

3. Price-Level-Deflated (PLD) Nominal Exchange Rates: The nominal ex
change rate deflated in relation to some base period by the price level index 
of tile country. 

4. Price-Level-Deflated EER (PLD--I'LER): Tile EER deflated by the price
level index of the country in questi n. 

5. Purchasing-Power-Parity Adjusted Exchange Rates: The relevant (nomi.
nal or effectivej exchange rate multiplied by the ratio of the foreign price
level to the domestic price level. 

Devaluation 
1. Gross Devaltation: The change in the parity registered with the IMF

(or, synonymously in most cases, de ure devaluation). 
2. Net Devaluation: The weighted average of changes in EERs by classes of

transactions (or, synonymously in most cases, de facto devaluation).
3. Real Gross Devahation: The gross devaluation adjusted for the increase 

in the domestic price level over the relevant period. 
4. RealNet Devaltation: The net devaluation similarly adjusted. 

Protectionconcepts 
I. Explicit Tariff: The amount of tariff charged against the import of a

good as a per cent of the import price (in local currency at the nominal 
exchange rate) of the good.

2. Implicit Tariff (or, synonymously, tariff equivalent): The ratio of the 
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domestic price (net of normal distribution costs) minus the c.i.f. import price 

to the c.i.f. import price in local currency. 
1. Premium: The windfall profit accruing to the recipient of an import 

license per dollar of imports. It is the difference between the domestic selling 

price (net of normal distribution costs) and the landed cost of the item 
is thus the difference(including tariffs and other charges). The premium 

between the implicit and the explicit tariff (including other charges) multi

plied by the nominal exchange rate. 
4. Nominal Tariff: The tariff - either explicit or implicit as specified - on a 

commodity. 
5. Effective Tariff or Effective Rate of Protection (ERP): The explicit or 

implicit tariff on value-added as distinct from the nominal tariff on a com

modity. 
6. Domestic Resource Costs (DCR): The value of domestic resources (eval

uated) at "shadow" or opportunity cost prices) employed in earning or saving 

a dollar of foreign exchange (in the value-added sense) when producing domes

tic goods. 
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DELINEATION OF PHASES USED IN TRACING
 
THE EVOLUTION OF EXCHANGE CONTROL REGIMES
 

To achieve comparability of analysis among different countries, eachauthor of a country-study was asked to identify the chronological develop.ment of his country's payments regime through the following Phases. There was no presumption that a country would necessarily pass through all thePhases in chronological sequence. Detailed description of the Phases will be
found in Bhagwati and Krueger, Foreign Trade Regimes and :conomic Deel
opment. E.xpcrience antd Anal 'sis.

Phase I: During this period, quantitative restrictions on international transactions are imposed and then intensified. They gf-nerally are initiated in re
sponse to an unsustainable payments deficit and then, for a period, are intensified. During the period when reliance upon quantitative restrictions as ameans of controlling the balance of payments is increasing, the country is said 
to be in Phase I.
 

PhaseI: During this Phase, quantitative restrictions 
are still intense, butvarious price measures are taken to offset some of the undesired results of the 
system. Heightened tariffs, surcharges on imports, rebates for exports, specialtourist exchange rates, and other price interventions are used in this Phase,
but primary reliance is placed on quantitative restrictions. 

PhaseIII: This Phase is characterized by an attempt to systematize thechanges which take place during Phase II. It generally starts with a formalexchange-rate change and may be accompanied by removal of some of thesurcharges, etc., imposed during Phase I and by reduced reliance upon quantitative restrictions. Phase III
may be little more than a tidying-up operation

(in which case the likelihood is that the country 
 wil re-enter Phase II), or it
 may signal the beginning of the removal of reliance upon quantitative restric
tions.
 

PhaseIV: If the changes in Phase IlI
result in adjustments within the Loun
try so that liberalization can continue, the country is said to enter Phase IV.The necessary adjustments generally include increased foreign exchange earnings and gradual relaxation of quantitative restrictions. The latter relaxationmay take the form of changes in the nature of quantitative restrictions or ofincreased foreign exchange allocations, and thus reduced premia, under the 
same administrative system. 
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Phase V: This is a period during which an exchange regime is fully liberal
ized. There is full convertibility on current account, and quantitative restric
tions are not employed as a means of regulating the ex-ante balance of pay
ments. 
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LIST OF IMPORTANT TURKISH NAMES AND
 
ABBREVIATIONS
 

Atatirk The leader of Turkey's independence movement and of 
the country until his death in 1938.Demirel Prime Minister of Turkey from 1965 to 1971.DemocraticParty The party led by Prime Minister Menderes, in power in 
the 1950's. It was dissolved after the May 1960 Revolu
tion.Erekli Steel A steel mill built in the 1960's at Eregli with the help of 
U.S. aid. 
Et veEBK Balik Kurumu. The state enterprise for meat and 
fish.

tatism The name given to the economic philosophy adopted
durig the 1930's, under which State Economic Enter
prises and private sector firms would both participate in 
Turkey's economic development.FFYP The First Five Year Plan, 1963-1967. 

JusticeParty A party formed in the 19 60's which attained power in 
the elections of 1965. It is somewhat more free-enter
prise oriented than the RPP, its largest competitor 
during the 19 6 0's.

Kuruf One one-hundredth of a Turkish Lira.Menderes Prime Minister of Turkey from 1950 to the May 1960 
Revolution and leader of the Democratic Party.
National Unity Committee.NUC The group which governed
the country after the May 1960 Revolution until the 
elections in the fall of 1961.RPP Republican Peoples' Party. The major opposition party
in Turkey from 1950 to 1961 and from 1965 to the 
present. Its most famous leader, and Prime Minister 
during the early 19 6 0's, was ismet nninhti. It is the party
founded by Atatork. 
StateSEE Economic Enterprise, a government-owned firm 
engaged in economic activity.

SFYP Second Five Year Plan, 1968-1972. 
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State Institute of Statistics (Devlet istatistik Enstittlstl).SIS 
SPO State Planning Organization (Devlet Planlama Te~kilati). 

TMO Toprak Mahsulleri Ofisi (Soil Products Office). 

Union of Chambers Union of Chambers of Commerce and Industry, a semi

official body to which all private sector firms with ten or 

more employees belong. The Union bore a major respon

sibility for allocating imports among private sector firms, 

a. I has represented the interests of the private sector in 

government deliberations on many subjects. 
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