UNCLASSIFIED

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D.C. 20523

PROGRAM ASSISTANCE PAPER

TURKEY: FY 83 PROGRAM CASH TRANSTEPR

UNCLASSIFIED

Washington, D.C. November 1982



UNCLASSIFIED

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D.C. 20523

PROGRAM ASSISTANCE PAPER

TURKEY: FY 83 PROGRAM CASH TRANSFER

UNCLASSIFIED

washingron, D.C. November 1982





http:200,0001000.oo
http:imedatl.'.Is

PN
i,
<’

TABLE OF CONTENTS

Program Assistance Approval Document
Summary

I. Background

II. Proposed Cash Transfer

II1. Implementation

Annexes

A. Statutory Checklist
B. DOraft Grant Agreement
C. Draft Loan Agreement

0. Balance of Payments Statistics

~N Oy N

o o oo >



i

Document 0304c
SUMMARY

1. Borrower/Grantee: Republic of Turkey

2. Grant Amount: U.S. $250 million

3. Loan Amount: U.S. $100 million

4. Loan Terms: Repayment in 20 years, including five
years' grace period on the repayment of principal;
interest at 5 percent per year, accruing from date of
first disbursement.

5. Disbursement Mode: Cash Transfer

6. Purpose: To support Turkey's January 1980 program of
structural adjustment designed to restore a viable economy.

7. Fund Source and Availability: Congress has
appropriated funding for the tconomic Support Fund under a
continuing resolution through December 17, 1982, pursuant
to the Foreign Assistance Act of 1961, as amended.
Accordingly, $200 million in ESF for Turkey has been
apportioned by OMB and allotted by Treasury. It is
anticipated that Congress will appropriate the balance of
the grant/loan amounts for Turkey subsequently. If
Congress does not provide a F.Y, '83 appropriation, we
expect a minimum of $300 million for the Turkey program
under a continuing resolution.

8. Recommendations: That A/AID: (1) approve the full
$350 million grant/Toar program; (2) authorize the first
tranche as a grant for $200 million; and (3) delegate
authority to the Assistant Administrdator for the Near East
to authorize subsequent loan and grant tranches in
FY-1983, the total amount of grant funas not to exceed
$250 million and the total loan amount not to exceed $100
million, as funds are appropriated.
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BACKGROUND

A, Political Considerations

1.01 Turkey is e key NATO ally, located in an area of strategic
importance to the United States and the West. The United States
has vital ifuterests at stake in Turkey's efforts to restore
economic viability, a crucial underpinning of a stable democracy.
Without external aid, Turkey would be forced to take more severe
austerity measures thus threatening domestic and social stability
and Turkey's long-standing Western orientaton. :

B. Economic Situation

1.02 Turkey's population is about 48.1 million and is growing at
an annual rate of about 2.2 percent. Per capita GNP was $1,510 in
1981.

1.03 Tuihey's GDP increased at an average annual rate of 6.7
percent from 1963 to 1977, due to the Turkish Government's
coumitment to rapid growth and modernization. The public sector
played a key role in this economic development for its share of
total fixed investment was about 50 percent. Nevertheless, the
economy exhibited a number of structural weaknesses which set the
stage for the current crisis: (1) A very low level of exports
relative to GDP highlighted the vulnerability of Turkey's balance
of payments. (2) The ratio of domestic savings to GDP was very
low, and, as domestic investment levels continued high, there was
a relatively high level of external borrowing and domestic
inflationary pressure. (3) A relatively high proportion of the
labor force remained in agriculture, reflecting underemployment
and the need for accelerated job creation in non-agricultural
activities. Unemployment became more serious after the near halt
of workers' migration to Europe after 1974. (4) Industry was
dominated by inefficient State Economi: Enterprises (SEF's). (5)
There was excessive reliance on central economic planning, rather
than market forces.

1.04 These institutional and structural characteriscics made the
Turkish economy excessi{vely vulnerable to the sharp increase in
petroleum and other {mport prices that occurred in 1974. Despite
the worsening international sftuation, politi{cally weak Turkish
governments continued to pursue a high growth policy, principally
through {ncreasing reliance on short-term external borroving.
This directly led to the economic crisis that began {n mid-1977
but which {8 now beginning to abate.
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1.14 The January 1980 reform program is working. The fundamental
structural changes necessary to restore steady sustainable
economic growth are taking place. The Government's commitment to
the program has been unwavering., The achievements, however, are
fragile and, in part, are dependent upon facters over which Turkey
has no control, e.g. maintenance of stable oil prices, (2/3 of
Turk:2y's record 1982 export earnings will be required just to pay
the oil import bill), economic recovery in the West and political
stability in the Midale East.

1.15 Last year it was predicted that: “Substantial levels of
assistanca and stable 0il prices will be necessary for a few more
years, but Turkey's economy appears to have turned the corner."
This prediction seems to be bourne out by the events of the past
year. Turkey is adhering closely to the IMF conditions ang is in
good standing with the [MF. We expect this to continue. In
recognition of the successes of the program and che need for
staying the course, in July 1982, the United States Government
pledged $350 million for the 1982 QECD consortium effort for
Turkey. To date pledges have been made by [taly, Belgium and the
U.K., although the U.K. has not yet specified a pledge amount, It
is of great importance to the U.S. that contributions be maae by
others ana that they be substantial. In this regard it is
important that the U.S. contribution be made promptly.



II

PROPOSED CASH TRANSFER
2.01 1In July 1982, the U.S. pledged $350 million in ESF funds.
In the FY 1983 Congressional Presentation, A.I.D. informed
Congress that it would make a $350 million cash transfer to Turkey
composec of a grant and loan.
A. The Grant
2.02 A.I.D. proposed to grant $250 million.
B. The Loan
2.03 A.I.D. proposed to loan $100 million on the same terms as
those agreed to by the U.S. Government the previous year to wit:

20-year repayment period including five years' grace on repayment
of principal, at five percent annual interest.
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IMPLEMENTATION

3.01 As of this writing, Congress has not yet enacted an FY-1983
appropriations act for A.I.D. activities. Until such enactment,
A.1.D.'s apprcpriations are provided pursuant to a Continuing
Resolution (P.L. 97-276 dated October 2, 1982) which is effective
until December 17, 1982. Under this Continuing Resolution, $200
million has bzen apportioned as a first tranche of the proposed
$350 million FY 1983 ESF cash transfer to Turkey. It is proposed
that the first tranche be entirely a grant. Upon authorization of
the first tranche the grant agreement (at Annex B) will be signed
in Ankara.

3.02 When a FY-1983 appropriations act is enacted, or when a
subsequent continuing resolution is passed, and when the funds
have been apportioned and allotted, additional grant and loan
tranches of the total $350 million Turkey ESF program will be
obligated. After signature of the grant and loan agreements
(Annexes B and C), the grant and loan proceeds will be disbursed
by U.S. Treasury electronic disbursement to the U.S. bank account
specified by the GOT, Ministry of Finance.

3.03 The five-year grace period for the proposed loan portion of
the program should defer repayment long enough for Turkey to
achieve a measure of economic stability and viability and thus to
create a situation that will insure reasonable repayment
prospects. The risk attached to this loan stems primarily from
external contingencies. The Turkish government's commitment to
the reform program appears solid.
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b. ISDCA of 1981, Seec.
725(b). If ESF 1is to be
urnished to Argentina,

has the President
certified that (1) the
Govt. of 2rgentina has
made significant progress
in human rights; and (2)
that the provision of
such assistance is in the
national interests of the

U0.S.?

€. ISDCA of 1981, sec.
726(b). If ESF
assistance is to be
furnished to Chile, has
the President certified
that (1) the Govt. of
Chile has made
significant progress in
human rights; (2) i% is
in the national interest
of the U.5.; and (3) the
Govt. of Chile is nog.
aiding international
terrorism and has taken
steps to bring to justice
those indicted in
connection with the
murder of Orlando
Letelier?

Not applicable.

Not applicable.
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ASSISTANCE AGREEMENT Annex B
BETWEEN
THE UNITED STATES OF AMERICA
AND

THE GOVERNMENT OF THE REPUBLIC OF TURKEY

Agreement, dated the day of : between the
Government of the Republic of Turkey ("Turkey”), and the United
States 2f America acting through the Agency for International De-

velopment ("A.1.D."), together referred to as tac “partles”.

Y HAS UNDERTAKEN A VIGORQUS
WHEREAS, THE GOVERNMENT OF THE REPUBFIC OF TURKE
PROGRAM OF ECONOMIC REFGRMS TGO STABILIZE ITS ECONOMY, AND

TING THROUGH THE AGENCY FOR
WHEREAS THE GOVERNMENT OF THE UNITED STATES, ACTI
INTERNATIONAL OEVELOPMENT, IS DESIRQUS OF SUPPORTING THESE EFFORTS,

NOW, THEREFORE, the parties hereto agree as follows:

ARTICLE I

THE GRANT
A.1.D., pursuant to the Foreign Assistance Act of 1961, as
amgnded, agrees to grant to Turkey under the terms of this Agree-
ment not to exceed United States Dollars
($ ) (the “grant”™) for balance-of-payments I{pancing to
sdppor: and promote'chc {lhanciai‘a:ab.lity aﬁd cconomic'rccdvery

of Turkevy.
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The names of the representatives of Turkey, with specimen
signatures, will be provided to A.1.D., which may accept as
duly authorized an instrument signed by such representatives in
implementation of this Agrement, 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 culy 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

- P
Robert Strousz-Hupe

American ~mpassacor Minister of Finance






