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Turkey is in the midst of one of its worst crises in history. The
 

economy is beset by accelerating inflation, currently running at
 

more than 50 percent on an annual basis. A critical shortage of foreign
 

exchange has compressed imports of raw materials for Turkey's manu

facturing industries, with the result that factories are operating at
 

lesz than half of their capacity. Unemployment is rising and has now
 
have been seriously
surpassed the 20 percent mark. Foreign exchange reserves 


eroded. Turkey has a huge external debt, a substantial part of which is
 

in short-term maturities. Recent agreements on a reorganization of official
 

and commercial debts averted widespread default by Turkey.
 

At the Guadeloupe summit meeting earlier this year, the U.S., West Germany.
 

France and Britain acknowledged the seriousness of Turkey's plight and the
 

need for additional financial support to enable the Turkish Government to
 

undertake the politically difficult economic austerity measures needed to
 

address the imbalances in the economy. With the Federal Republic of Germany
 

taking the lead, an emergency aid effort was organized under the chairman

ship of the Director General of the OECD which culminated in a meeting in
 

Paris at the end of May where 15 industrial countries, including the U.S.,
 

pledged approximately $900 million in concessional loans and export credits
 

for imnediate balance of payments assistance. The U.S. pledged approximately
 

$250 million made up of $198 million in concessional aid and $50 million in
 

export credits. Donor countries stipulated that release of these contributions
 

should be conditioned upon Turkey reaching agreement with the IMF on a new
 

standby arrangement. In July 1979, following the Turkish Government's adoption
 

of a stregthened economic recovery program, the IMF approved a new one-year
 

standby for Turkey. Accordingly, it is now proposed that the first tranche
 
$100
of the U.S. contribution to the multilateral assistance effort amounting to 


million be released to Turkey at the earliest possible date.
 

Consistent with the overall aim of the OECD group to provide quick-disbursement
 

assistance to Turkey following successful conclusion of IMF negotiations, no
 

further preconditions to disbursement will be imposed on the $i00 million re

commended herein (other than the standard requirement for a legal opinion and
 

designation of authorized representatives).
 

The funds will be disbursed as a cash transfer, the disbursement expectcd to
 

three weeks after the signing of the agreement. The
take place within two to 


loan terms will provide for a 20-year maturity, including a grace period of 5
 

years and an interest rate of 5 percent per annum during both the grace period
 

and repayment period. Overall, the proposed assistance is consistent with the
 

1979 Economic Support Fund legislation.
objectives of the FY 


The second tranche of the U.S. contribution-S98 million is planned for author

ization and obliacion in early FY 1980. It is anticipated that release of
 

those funds will be conditional uoon the Government of Turkey remaining in good
 

standing with the IMF, as determined by the next IMF review of Turkey's
 

take olace in November 1979.
economic oerformance, now scheduled to 




-3-


Recommendation:
 

It is recommended that you authorize a cash transfer loan to Turkey of
 
sixty million U.S. dollars ($60,000,000) and a cash transfer grant of forty

million U.S. dollars ($40,000,000) from supplemental funds of one hundred
 
million U.S. dollars ($100,000,000) appropriated for Turkey under the
 
Economic Support Fund account of the Foreign Assistance Act of 1961, as amended,
 
for balance of payments assistance on the following terms:
 

i. Borrower shall repay the loan to A.I.D. in U.S. dollars within twenty (20)
 
years from the date of the disbursement of the loan, including a grace period
 
of five (5) years. Borrower shall pay interest 
at the rate of five (5) percent
 
per annum following the date of disbursement of the loan on the outstanding
 
balance of principal and on any due and unpaid interest.
 

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

Program Assistance Committee
 

Gertrude Evans, NE/PD/NENA, Chairperson
 
Roger D. Carlson, NE/PD/NENA
 
Leonard Rosenberg, NE/PD
 
Edwin Anderson, NE/PD
 
John Mullen, GC/NE
 
Marx C. Sterne, NE/NENA
 
Keys McManu, NE/TECH
 
Steven Lintner, NE/PD
 
Edward Marcott, EUR/SE
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Suoporting Analysis 

I. Political and Economic Considerations
 

The outcome of Turkey's efforts to overcome the serious problems
 
plaguing the economy is of considerable interest to the U.S.
 
Turkey is a NATO ally, situated in a part of the world in which
 

the U.S. has long-standing natiaial objectives. Operating in a
 

democratic society, the Turkish Government faces a very difficult
 

period ahead in attempting to maintain austerity in a nation ac

customed over the past decade to rapid growth. The program which
 
the Turkish authorities have agreed upon with the IMF to bring
 
equilibriun to the economy calls for policy initiatives requiring
 
a large measure of political courage and perseverance. Even with
 

strict adherence to the IMF program, the improvements will not be
 

immediately felt. Unemployment is expected to remain high; the
 

rate of inflation could go higher; and a zero growth rate is
 
quite likely. Without financial assistance during this period,
 

austhe Goverrment would be forced to take even more stringent 
terity measures which could aggravate serious domestic political 
and social problems and could ultimately affect Turkey's stability 
and its Western orientation. 

The assistance to be provided as a result of the multilateral ef

fort along with the rescheduling of official and commercial debts
 
and the drawings under the IMF standby will enable Turkey to cover
 
its financing gap in 1979.
 

II. Economic Overview 

Turkey is presently beset with many difficult problems, the cul

mination of years of develcpnent strategies which stressed rapid 
at import substitution. Industrializationindustrial growth aimed 

in many cases led to the establishment of capital-intensive state

owned industries heavily dependent upon imported raw materials anrd 

capital goods and upon budget subsidies because of unrealistic 

pricing policies and inefficiency. Outputs of the state-wned
 
enterprises are almost totally geared to the dcmestic market
 

where demand has been buoyant. Foreign exchange earnings stem
 
mainly from agriculture and workers' remittances.
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E.xpenditures for industrialization resulted in large budget 
deficits financed by Central Bank expansion of money supply. 
Wqhile econcmic growth was achieved-anrual GNP growth averaged 
about 7.3 percent from 1970-76-it was accompanied by accelerat
ing inflation, high urnemployment and an overvalued exchange rate 
which stifled exports and discouraged private investment. The 
balance of payments deteriorated as imports surged, while ex
port earnings and worker remittances lagged. The Goverrment 
resorted to short-term borrowings from capital markets but by 
the end of 1977, with foreign exchange reserves drastically 
draw- down, the payments problem caused many foreign suppliers 
to restrict or terminate deliveries, as debts owed to them 
rose.
 

The Turkish Government reacted to these problems with a stabiliza
tion program announced in March 1978, involving a substantial 
depreciation of the currency and measures to improve public sector 
finances, which formed the basis for a two-year standby ar
rangement with the IMF. The hoped-for objectives of halting the 
deterioration in the economic situation was not achieved. A basic 
reason for the disappointing outcome was that the policies adopted 
at that time were not followed through. In particular, the ex
change rate arrangements did not preserve competitiveness of 
Turkish goods and services and the financial position of the public 
sector did not show the intended improvement, partly as a result 
of much larger increases in wages and other costs than had been 
foreseen.
 

The difficulties were compotnded, in the view of the DIW, by the 
fact that foreig-n assistance was made available on a smaller 
scale than had been expected. A large bark loan and the re
scheduling of short-term barking furds could not be arranged in 
the cou rse of 1978 as originally had been expected. However, 
the main reason for the failure to obtain a sharp reduction in 
the rate of inflation by the end of 178 is to be found in the 
wealaiesses of domestic policies. The rate of inflation accelerated 
and, with the exchange rate remaining unchanged, the competitiveness 
of the economy again deteriorated sharply. The lateness in ef
fecting measures to raise public sector revenues increased the 
borrowing requirement of the public sector. 

Owirg to Turkey's failure to meet the economic performarne taraets 
under the 1973 stabilization program, the third drawingiunder the 
EAF standby was withheld. Follcwing lonqg and hard negotiations, 
an agreement was reached in July 1979 between the Goverment and 
the Furd on a new recovery program and a new one-year scandby 
arrangemenr_. The inter-7enir delay discouraged both public and 
crivate capital inflcws, with increasing-ly adverse effects on 
the Turkish economy. 
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The recent adoption of a new econcmic program by the Turkish 
Government represents a substantial effort to deal with these
 
problems. The principal elements of the program are the 
strengthening of public finances, to be brought abcut mainly 
by more realistic prices for goods and services produced by 
the public sector, and the maintenance of a ccmpetitive ex
change rate. The changes in the exchange arrangements in
volve a large depreciation of the currency, necessitating
 
further difficult political decisions in the coming months.
 
They may not be easily reached, especially because the measures
 
already taken are not likely to be rewarded quickly by a re
sumption of growth or a rapid deceleration in the rate of in
flation. But further action will be essential. In the best of 
circumstances the external constraint will be such that the 
growth of domestic demand must be kept severely in check throughout 
1979 and for same years to come, and that economic grcwth must de
rive its impetus from a rise in exports of goods ard services. 
The deceleration of inflation, which is a prime aim of the program, 
is likely to be a difficult objective if only because the requisite 
price and exchange rate adjustments will impart new inflationar-y 
impulses.
 

The program's aim is to substantially lower the rate of monetary 
expansicn in the course of the stand-by period. It essentially
 
relies on more flexible pricing policies of the state economic
 
enterprises to avoid further deterioration in their profitability
 
and on greater control over public sector expenditures and bor
rowing. If adhered to, it should help to bring about an urgently
 
needed lowering of the public sector borrowing requirement, in 
terms of GDP, fram the levels prevailing in the first half of 
1979. Interest rates, though still considerably below prevailing
 

more realistic
inflation rates in Turkey, have been raised to a 

level. The program also relies on more flexible exchange ar
rangements in order to maintain the competitiveness of the Turkish
 

economy (already substantially enharced as a result of the changes 
in the exchange arrangements introduced on june 11, 1979). The 
importance of the urgent need for restructuring the econcmy 
in favor of export growth is recognized. 

In sum, the overall objectives of the recovery program are to 
bring about a substantial reduction in the inflatic. race, a 
strengthening in the external finarcial position, and a resumTticn 
of sustainable economic growth to create employment for a rapidly 
rising population. To an important extent, these aims cCMplemenc 
each other, but the process of reducing the infla-ion rate ar
 
reactivating the eccncmy is likely to be slow. Apart from the 

difficult policy initiatives the Turkish Gcvernment must pursue 
if the program is co succeed both the C-vernmen and the ! -T
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consider that the suczess of the program depends critically
 
upon the support of foreign governments and financial in
stitutions abroad in providing debt relief and balance of
 
,payments assistance on a substantial scale in 1979 and
 
subsequent years.
 

III. Multilateral Emer2enc_Assistance Effort
 

As an outgrowth of the discussions which took place at the
 
Gua'deloupe summit meeting and the follow-up actions of the
 
Federal Republic of Germany, a meeting of member countries
 
of the OECD was convened at the end of May 1979 under the
 
chairmanship of the OECD Director General, to organize the
 
financial assistance effort for Turkey on an emergency
 
basis. Virtually all 15 donor countries a-tending the
 
meeting acknowledged the link between the Turkish Govern
ment's ability to begin to address the underlying structural
 
problems of the economy and the need for quick external
 
financial assistance. The participating countries shared
 
the view that Turkey's relationship with the IMF is central
 
to reestablishing credit worthiness in international
 
capital markets, and emphasized the importance of concluding
 
negotiations with the IMF on a new standby arrangement.
 

The OECD meeting produced pledges of approximately $900
 
million in emergency balance of payments assistance, com
posed of $661 million in concessional loans, including $123
 
million from the U.S., $245 million medium-term export
 
credits, of which about $50 million is expected to come from
 
the U.S. and $75 million as a cash grant from the U.S.
 
Member countries generally agreed that disbursement of these
 
funds would follow conclusion of a new standby arrangement
 
between Turkey and the IMF.
 

In July 1979, the IMF approved a new one-year standby
 
arrangement for Turkey, and donor countries have begun ful
filling their pledges.
 

IV. Balance of Payments
 

A. General
 

Turkey's international paymenzs position in the near future
 
in burdened by an extremely heavy foreign debt service 
which, leaving aside debt relief, is estimated to rise from 
about $1.3 billion in 1978 to over $1.8 billion in 1979 
(the equivalent of more than 40 percent of estimated current
 
international receipts). Of this amount, about Sl.0 billion
 
4s in resoect of interest payments alone.
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The overall financing deficit of the Turkish balance of pay
ments in 1979 is projected at $1.37 billion. This figure is 

$300 million higher than the deficit experienced in 1978 but 

approximately $700 million lower than 1977. The increase in
 
the deficit in 1979 is due mainly to a predicted rise of imports 
in current values by $400 million, because of higher prices for 
imported goods, including oil. The forecast assumes a slight 
quantitative reduction in oil imports resulting fromilTkey's 
new energy saving program. 

B. Current Accotmt
 

In 1978 the trade deficit narrowed sharply to $2.3 billion.
 
The volume of exports rose by about 30 percent while there 
was a decline in the volume of imports also by about 30 percent 
for lack of credit resources, The substantial increase in ex
ports was attributable to the shipment of large stocks of wheat 
and cotton. In 1979, export receipts, though not benefiting
 
to the same extent as in 1978 by the large availability of agri

cultural stocks, could nonetheless reach $2.75 billion (20 percent
 

more than in 1978) as a result of a substantial rise in industrial 
exports. In t he first four months of 1979, exports of industrial 
products rose by as much as 70 percent over the very depressed 
level in the corresponding four months of 1978. The favorable 
performance of industrial exports, in turn, was attributable to 
special measures taken in the second half of 1978, notably the 
widening of the scope of retention quotas and the introduction 

of special foreign exchange allocation schemes for exporters of 
manufactured goods. 

Imports fell sharply in 1978 as a result of the disappointing 
developments of current receipts and severe borrowing con
straints abroad. The value of imports was $4.6 billion for 1978,
 

representing a decline of about 20 percent in value terms and a
 

cut of at least 30 percent in volune terms. Imports are pro

jected at $5.0 billion for 1979. The prospect for workers'
 

remittances and other invisibles in 1979 is also forecast for a
 
fairly substantial increase for 1979 as a whole.
 

The current account deficit of the balance of payments in 1979 

is expected to be of about the same order of magnitude as in 1978

S1.7 billion. The estimate assumes that the new policy measures 
arnounced by Turkey will lead to no significant improvement of 
the current balance in the first year. 
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C. Capital Account
 

Principal repayments cn foreign debt totaled 199 million
 

in 1978, a 7 percent drop from 1977. Goverrment-to

gcvernment debt accounted for $113 million of the total 

principal repayment, down from $188 million in 1977. T1he 

reduction was mainly due to the OECD rescheduling. The 

balance on long-term capital improved slightly (from $458
 

million to $528 million) primarily as a result of $100 
credits fran the IBRD and West Germany.million in program 

About $1 billion in various forms of short-tern capital 
inflcws (including about $375 million in new ccmmercial 
arrears) financed the basic balance deficit of $1.0 billion. 

The $1.4 billion basic balance of payments deficit projected
 

for 1979 should be manageable in view of the recently agreed
upon rescheduling of official OECD creditors, the emergency 

assistance package pledged by OECD countries, and the con

clusion of arrangements for dealing with private short-term 
obligations. 

V. Debt Rescheduling 

The extensive short-term borrowing of the past three years 

greatly increased Turkey's external debt, adversely affected 
its previously rather attractive foreign debt maturity structure,
 

ar caused a sharp rise in debt service payments-mainly interest

fron $230 million in 1974 to an amount of $945 million in 1978 

after taking into account approximately $300 million for debt 

relief resulting from the reschedulirg agreement of May 1978
 

with the OECD consortiun countries. 

Turkey's acute balance of payments problems in 1979 again pre

cluded servicing of existing external obligations. In July 

1979, a working party of the OECD Consortium for Turkey reached 

general agreement on terms for rescheduling payments due between 
June 30, 1980 on Turkey's official ard officially-July 1, 1979 and 

guaranteed medium term debt. The total debt rescheduled, on the 

order of $850 million, also includes substantial short-term ar-
The terms represent a slightrearages dating back to May 21, 1978. 


improvement over those in last year's rescheduling, but result in
 

a smaller total amount of debt relief than the S1.1 billion ex

tered last vear. The resulting amount is, hcvever, consistent
 

with L projections of Turkish financial needs. Eighty-five 

percent of both shcrt-term arrearages and mediun ar long term
 

debt service were rescheduled as follows: 
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Short-term: Repayment over seven years, including a three
year grace period. 

Medium and long-term: Repayment over nine years, including 
a four-year grace period. 

Payment of the remaining 15 percent will be made by Turkey 
in three equal payments at six-month intervals ccmmencing 
on April 1, 1980. 

Of the $850 million rescheduled, $166 million represents USG 

debts falling due between the contract period (July 1, 1979 
and of that amount, approximatelythrough Jte 30, 1980), 

$35.7 million consist of A.I.D. debts.
 

The following presents a summary of Turkey's balance of pay
ments position: 



- -
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Turkey: Balance of Payments
 

----- mmm----------------------------

Exports, f.o.b. 

Imports, ceisf. 


Trade 


Workers' remittances 

Interest payments (before debt relief) 

Tourism 

Other services (net) 


Services (net) 


Current Account 


Project and supplier credits 


Program credits 

Private foreign capital 1/ 

Petroleum loans 

Loans from banks 


Acceptance credits (net) 

Euro- loans 


Special assistance under the
 
auspices of the OECD 


Debt repayments (before debt relief) 

IMF purchases and SDR allocation 

Debt relief 


Capital (net) 


(In Millions of U.S. Dollars)
 

(Proje cts )
 

1,755 2,288 2,750
 
5,797 49599 5,000
 

-7+-$M -2311
 

982 983 1,200
 
-570 -750 -1,000
 
-63 145 200
 
59 153 150
 

-3,634 -1,780 -1,700
 

499 450 450
 
3 80 250
 

168 147 200
 
365 163 50
 
710 450 250
 

(710) 	 (350) (-50) 
(--) (100) (300) 

-- -- 750
 
-214 -560 -870
 
-- 253 200
 
-- 250 350
 

1,531 1,233 1,630
 

17 Diect foreign investment and imports financed with own foreign
 

).
 exchange ("imports with waiver -


Source: IMF Document No. EBS/79/390 dated July 6, 1979
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VI. Economic and Reoavment Prospects 

Turkey's economic situation will be difficult over the next few years.
 

Restraint on government expenditures will affect the growth rate.
 

burdened by its heavy debt service obligationst as
The economy will be 

well as by the costs of the inevitable process of adjustment to a
 

more balanced economy. A deceleration of the rate of inflation is
 

likely to be achieved only gradually. However, with per capita income
 

around $1,0009 good geographic location, exploitable natural resources
 

(chough deficient in fossil fuels) and a large labor force, many with
 

experience abroad, Turkey has good long-term prospects.
 

Despite the many near-term economic problems discussed above, Turkey's 

announced conmitment to the new economic stabilization program under 

the recently concluded TMF standby arrangement, new credits donors, 

and the potential for future economic development and growth in Turkey, 

make for reasonable prospects for repayment of the A.I.D. $60 million 

loan. 

VII. Administration
 

The schedule for implementation actions leading to the full
 

as follows:
disbursement of the $100 million is 


Date
 

October 1979
Authorization 


Agreement October 1979
 

Conditions Precedent
 
Satisfied October/November 1979
 

Full Disbursement October/November 1979
 

The $100 million will be deposited in a US. bank designated by the
 

Government of Turkey.
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VIII. Recommendations
 

A. It is recommended that A.I.D. authorize a loan to Turkey in the
 
amount of $60,000,000 for balance of payments assistance on the
 
following terms and conditions.
 

1. Repayment in United States dollars within twenty years frcm the
 

date of the Hoisbursement of the loan, including a grace period of
 
five years.
 

2. Interest will be at the rate of five percent per annum during
 
the grace period and repayment period. 

3. The loan will be subject to such other terms and conditions as 

A.I.D. may deem advisable. 

B. It is recommended that A.I.D. authorize a grant to Turkey in 

the amount of $40,000,000 for balance of payments assistance. 

All statutory requirements have been satisfied. A copy of the
 

draft agreement is attached as Annex B.
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COtLjTIRY C-ECKLIST 

ised w are, firsta, s-criteri- alicable generally to 

FA..funds, and then criteria aLolicable to ec-_rity S'.pcrting 

Assiszance f.inds. 

A. TRL CRITERLA FOR COUNTRY 

1. F.AA Sec. 481. Has it been deternined 1. It has not been 
that the goverrment of recipient country so determined. 

has failed to take adequate steps to 
prevent rrcotics drugs and other ccn
trolled substances (as defined by the 
Ca"rnreensive Drug --buse Preventicn and 
Control Act of 1970) produced or pro
cessed, in whole or Ln part, in such 
co-ntry, or transported thrlcugh such 
ccuttrf, fram being sold illegaily 
within the jurisdiction of' such ccttry 
to U.S. Goverment personnel or their 
dependents, or from entering the U.S. 
urlawfu l!y? 

2. The Secretary of
2. FAA Sec..-620(b). If assistance is to a 

State has sogcverrent, has the Secretary of State 

is not controlled by determned.dete.mined that it 
the inter-natioral Camwnist movement? 

3. F.AA Sec. 620(c). If assistance is to a 3. T rkey is not 
known to be ingoverrment, is the gover.-nent liable as 


on any volaticn of thisdebtor or unccrdilticral guarantor 
or secticn.debt- t a U.S. citizen for Woods 

se.-rces 5r.ished or, ordered where (a)
 
such citLzen has e=.austed av iable 
..ecal remedies and (b) debt is nct 
denied cr ccrested by such gverr.n-e.t? 

4. F.A Sec. 620(e) (). . assistance is to 
acvenrer, has it (-c!,,;ding govern-

mnent acercies or sudiu-siora) -

4. Tur._=e is nct 
<r.ct. = be 

fcn*r2c~ation of this 

en';. act.cn wiich hias the effect of sectn. 
rz-znral-_z-ng, e rwpria-ng, :r 
ctiner se serlznc. o~r.ersniz or :or.tro

- rre-r of ".C.- - eres r =r::-e_ 
=enefC:ia.7 -L:-r.edbO =-.eM :---CU- "=z.cd 

-------.. - _.-



5. 	F..A Sec. 620(a), 620(f); c,. Sec. 108, 2.1, ,snea
06. Is ~re eC6. 4z r -404C _ cCutr a Causcc~~t/? Wi lass-istance Ice prcvtded ZO the 
Socialist Republic of 

Lacs, Cuba, Ug-.da, o.oza-Mique or
Angola? 

6. 	FAA Sec. 620(j). Is recipient country in 
any way Involved in (a) subversion of, or
military aggression against, the UritedStates or any ccUntry receiving U.S.assistance, or (b) the plannirng of suchSubversion or aggression? 

7. 	FAA Sec. 620(j). Has -he cc try 	permitted,or failed to take adequate measures to prevent,the 	damage or destruction, by mcb action,
U.S. propert? 

of 

FAA Sec. 620(1).8. 	 If the ccuntry has failedto ir..situte the ir'esme~-t guarant/ programfor 	the specific risks of expropriaticn,

L'.ccnvertibii or cr iscation, has 	the
A.I .D. Administrator within the past yearOc-nsider?-
 de-.ying assistance to suchgoverrment for this reascr"
 

9. 	 FAA Sec. 620(o); Fishermen'sAct,Sec. S. If 	 Protectivecountry has seized, or 

1r~csed any pe'_a
_ / or sar-ticn against,any U.S. fishing activities in inter-.
 
naticral "ters,
 

a. 	 "as any deduction required byF..sher-n... ecv Act be-en, made? 
b. 	 has ccrr. ete deiial of assis-arce
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.a 	Sec. 620(s). if ccortmlated assistance is 

develcpment- loan (in-li ng A..!iarce Ic.n) or 
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carry cut xilie.1 / cperatior5 frcm such 
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the goverrment ,f re~ipien. ccuntr/ has 
authoriZed regular access to U.S 
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Assistance agreement
 
between
 
the United States of America and
 

the Government of The Republic of Turkey.
 

Agreement, dated the day of 1979 between the Government
 

of The Republic of Turkey ("Turkey"), and the United States of
 

America acting through The Agency for International Development
 

("A.I.D."), together referred to as the "Parties".
 

Whereas, the Government of the United States, acting through the
 

Agency for International Development, is desirous of supporting
 

the Government of the Republic of Turkey's efforts to stabilize
 

its economy:
 

Now, therefore the parties hereto agree as follows:
 

Article I
 

The Assistance
 

A.I.D., pursuant to the Foreign Assistance Act of 1961, as amended,
 

agrees to grant to Turkey under the terms of this Agreement not to
 

exceed Forty million United States dollars ($40,000,000) (The "Grant")
 

and to lend Turkey, under the terms of this Agreement, not to exceed
 

Sixty million United States dollars ($60,000,000) (The "Loan") for
 

balance-of-payments financing to support and promote the financial
 

stability and economic recovery of Turkey. The aggregate amount of
 

disbursements under the Loan is referred to as "Principal". The
 

Loan and Grant together are referred to as the "Assistance".
 

Article II
 
Loan Terms
 

Section 2.1 Interest.
 

Turkey will pay to A.I.D. interest which will accrue at the rate of
 

five percent (5%) per annum following the date of disbursement of
 

the Loan on the outstanding balance of the Principal and on any due
 

and unpaid interest. Interest on the outstanding balance will accrue
 

frcm the date of disbursement (as defined in Section 4.2) and will
 

be payable semi-annually. The first payment of interest will be due
 

and payable no later than six (6) months after disbursement of the
 

Loan.
 

Section 2.2 Repayment.
 

Turkey will repay to A.I.D. the Principal under the Loan within
 

Twenty (20) years from the date of disbursement of the Loan in thirtv
 

(30) approximately equal semi-annual installments of principal and
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interest. The first installment of Principal will be payable
 

four and one-half (4-1/2) years after the date on which the
 

first interest payment is due in accordance with Section 2.1.
 

A.I.D. will provide Turkey with an amortization schedule in
 

accordance with this section after disbursement of the Loan.
 

Section 2.3 Application, Currency and Place of Payment.
 

All payments of interest and Principal hereunder will be made
 

in U.S. dollars and will be applied first to the payment of
 

interest due and then to the repayment of Principal. Except as
 

A.I.D. may otherwise specify in writing, payments will be made
 

to the Controller, Office of Financial Management, Agency for
 

International Development, Washington, D.C., 20523, U.S.A., and
 

will be deemed made when received by the Office of Financial
 

Management.
 

Section 2.4 Prepayment.
 

Upon payment of all interest due, Turkey may prepay, without
 

penalty, all or any part of the Principal. Unless A.I.D. other

wise agrees in writing, any such prepayment will be applied to the
 

installments of Principal in the inverse order of their maturity.
 

Section 2.5 Termination on Full Payment.
 

Upon payment in full of the Principal and any accrued interest,
 

this agreement and all obligations of the Borrower and A.I.D.
 

under it will cease. However, with respect to any obligation arising
 

out of the disbursement of Grant funds, this Agreement will remain
 

in full force and effect.
 

Article III
 

Conditions Precedent to Disbursement
 

Section 3.1 Disbursement.
 

Prior to disbursement under the Assistance, Turkey will, except as
 

the Parties may otherwise agree in writing, furnish to A.I.D. in form
 

and substance satisfactory to A.I.D.:
 

An opinion of the Chief Legal Advisor of the Ministry of Finance
(a) 

that this Agreement has been duly authorized, or ratified by, and
 

executed 	on behalf of Turkey, and that it constitutes a valid legally
 
of its terms; and


binding obligation of Turkey in accordance with all 


(b) A statement of the name of the person holding or acting in the
 

office specified in Section 6.2.
 

ection 3.2 Notification.
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When A.I.D. has determined that the conditions precedent specified
 

in Section 3.1 have been met, it will promptly notify Turkey.
 

Section 3.3 Terminal Date for Conditions Precedent.
 

If all the conditions specified in Section 3.1 have not been met
 
within ninety (90) days from the date of this agreement, or such
 
later date as A.I.D. may agree in writing, A.I.D. at its option,
 
may terminate this Agreement by written notice to Turkey.
 

Article IV
 
Disbursements
 

Section 4.1 Deposit of Disbursements.
 

After satisfaction of the conditions precedent, at the written re

quest of Turkey, A.I.D. will deposit the Grant and/or the proceeds
 
of the Loan, in a bank or banks in the United States designated in
 
writing by Turkey.
 

Section 4.2 Date of Disbursement.
 

Disbursement by A.I.D. will be deemed to occur on the date(s) the
 
Grant and the proceeds of the Loan are deposited by A.I.D. in (are
 
disbursed by A.I.D. to) the bank or banks designated pursuant to
 
Section 4.1.
 

Section 4.3 Terminal Date for Requesting Disbursement.
 

Except as A.I.D. may otherwise agree in writing, the terminal date
 
for requesting disbursement of the Grant and the Loan proceeds shall
 
be six months from the date of this Agreement.
 

Article V
 
Use of Funds
 

Section 5.1 Turkey agrees that the Assistance will be used for balance
of-payments and will not be used for financing military requirements
 

of any kind, including the procurement of commodities or services for
 

military purposes.
 

Article VI
 
Miscellaneous
 

Section 6.1 Communications.
 

Turkey undertakes to provide to A.I.D. such infor-mation relating to the
 
economic and financial situations and related problems of Turkey as
 

may be necessary. Any notice, request, documents, or other cornm
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unication submitted by either party to the other under' this
 
Agreement will be in writing or by telegram or cable, and will
 
be deemed duly given or sent when delivered to such party at the
 
following address:
 

To Turkey :
 
Ministry of Finance
 
Government of the Republic of Turkey
 
Ankara, Turkey
 

To A.I.D.:
 
Director
 
Office of Project Development
 
Near East Bureau
 
A.I.D.
 
Washington, D.C. 20523
 

All such communications will be in English, unless the Parties other
wise agree in writing. Other addresses may be substituted for the
 
above upon the giving of notice. Turkey, in addition, will provide
 
the U.S. Embassy in Ankara with a copy of each communication sent to
 
A.I.D.
 

Section 6.2 Representatives.
 

For all purposes relevant to this Agreement, Turkey will be represented
 
by the individual holding or acting in the Office of Minister of
 
Finance and A.I.D. will be represented by the U.S. Ambassador, each of
 
whom, by written notice, may designate additional representatives. The
 
names of the representatives of Turkey, with specimen Lgnatures, will
 
be provided to A.I.D., which may accept as duly authori.:ed an instrument
 
signed by such representatives in implementation of this agreement,
 
until receipt of written notice of revocation of their authority.
 

In witness whereof, the Republic of Turkey and the United States of
 
America, each acting through its duly authorized representatives, have
 
caused this Agreement to be signed in their names and delivered as of
 
the day and year first above written.
 

For the United States of America:
 

For the Republic of Turkey:
 


